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Special Comment: I will be away next week until July 12th. The Daily Market 

Notes will resume on Wednesday, July 13th.  

  

  

To repeat what I have been saying all week, yesterday’s market action certainly 

was a rousing justification for the mantra of the old-time civil servants, namely 

“Another day, another dollar”, as after a miserable prior eight weeks which 

encompassed the month of May and most of June until this week, the market 

put in another astounding performance, and as a result, the market put in its 

best four-day performance since last September, with a rousing closing gain of 

153 Dow points, right near its best level of the day. The Nasdaq joined in the 

upside party with a gain of exactly what it should have been, namely 33 points. 

And when the Nasdaq is at least holding its own on an up day, this means that 

there is good widespread market participation, and the 22/8 positive breadth 

numbers was certainly evidence of that.  

  

Despite the fact that the VIX declined by only half of what it should have 

relative to the Dow’s advance, lower by .75 points, this lower decline made up 

for Wednesday’s much more than expected decline and basically if one looks 

at the totality of the Dow’s advance for the four days, it has been 479 points 

and the VIX has declined by 4.58 points during this time, almost a perfect ratio.  

  

What is going on to account for the new-found bullishness? Aside from the 

Greek debt crisis situation being kicked further down the road and taking away 

a source of downside pressure, the market took as positive a stronger than 

expected June Chicago Purchasing Managers’ report, which rose by more than 

expected. It was right at the release of this report at 9:45am that a mixed 

market exploded to the upside and never looked back. Let us also remember 

that of the companies that are starting to report their second-quarter numbers, 

most of them have done well, and we saw the largest athletic shoe maker and a 

NKE and memory storage device company recently coming out with more 

optimistic forecasts than originally projected.  

  

Donald M. Selkin  

Chief Market Strategist 
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Market Update: 

 

DJIA:               12540 

S&P 500:          1333 

Nasdaq:            2805 

 

10YR T-Note:     3.21% 

 

VIX:                   15.40 

 

EUR/USD:        1.451 

 

Gold                  1485 

Crude Oil:        94.46 

 

Prices Current as of 

12:57 PM 

Source: CNBC 
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In other words, the combination of the Greek situation calming down for the 

time being, a hint that second-quarter earnings might be good and some better 

economic reports is starting to take away the overwhelming bearishness that 

had prevailed for the past eight weeks.  

  

And following along with this rise in stocks, the bond market continued to sell 

off on the flight away from so-called “safety”, which is sort of a joke because if 

a person buys bonds at yields that are at the low for the year, which is what 

prevailed last Friday and these yields rise and the bonds decline in value, then 

what kind of safety is that? When combined with selling out of stocks to buy 

those bonds when stocks are on their lows, then this becomes the opposite of 

what safety is supposed to be, because now the stocks that a person sold are 

higher and the bonds that they bought are now lower, go figure. That 10-year 

Treasury yield has now risen from its yearly low last Friday at 2.84% to 

yesterday’s 3.17%, on the perception of a stronger economy.  

  

Despite these large gains for the last four days of June, it was not enough to 

salvage the month, as the major indexes all ended down by a little less or a 

little more than 2%, but these losses would have obviously been much more 

severe without the past four day’s upside explosion. And the S&P suffered its 

first losing quarter in a year. 

  

And continuing the merry upside parade of the first four days this week, today 

is no different, as a stronger than expected June ISM Manufacturing Survey 

came in higher  at a reading of 55.3, which was a two-point gain when the 

experts whose job it is to predict these matters had forecast a decline down to 

52. And let us remember that the May report which was issued on June 1st led 

to a severe market decline of a Dow loss of 273 points, which set the negative 

tone for the month which was finally done away with this week.  

  

Similar to yesterday, things started out mixed and then skyrocketed when 

today’s ISM report was released, with the Dow making a very fast gain to as 
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high as a 136 point gain at its best level, from which it is hanging around at 

close to that level so far. The VIX is once again responding perfectly, with a 

loss of 1.26 down to 15.26 relative to the Dow’s gain of 126 points as this is 

being written. And to no one’s surprise, the bond market is lower again on the 

better economic scenario, with the yield on the 10-year Note up to 3.21%. And 

breadth numbers are strong with a better than 3 to 1 upside ratio.  

  

The market is now ignoring a weak report from China that factory output 

growth declined to its lowest level in 28 months, and it just goes to show how 

market psychology has swung so dramatically recently in favor of the bullish 

camp, as this report would have certainly knocked things lower if it was issued 

during the despair of the market declines these past several prior weeks. But 

offsetting that negativity, there was also a report that said Greece may receive 

as much as $85 billion Euros in a second bailout aimed at preventing default.  

  

If the market goes the distance today and the VIX stays at current levels, it 

would put it less than 1 full point away from what has been a strong downside 

support level of 14.30, which means that the upside of stocks from here would 

be somewhat limited, but on the other hand, the VIX can also go below this 

level all the way down to 10, from which it cannot fall further. That sets up the 

market in a somewhat overbought position as we go into next week’s 

economic reports that will be highlighted by Friday’s June jobs report, and this 

will be preceded by Tuesday: May factory orders; Wednesday: the important 

June ISM Non-Manufacturing Survey and the usual weekly jobless claims on 

Thursday. Earnings next week are virtually non-existent but then start in 

earnest the week of July 11 with Dow component AA on that day.  

  

And to repeat what was said recently, the market has now taken on a 

resemblance to last year, when things reached their highs in late April, and 

then took a dive in May and June, which marked the lows for the year, and it 

was the same causes last year as well, with European sovereign-debt issues 

responsible for much of the comedown, although let us also remember that we 
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started the decline this year from higher levels, which left the market more 

vulnerable to some sort of setback from the misplaced mind-set of higher 

commodity prices somehow being good for stocks. Let us hope that this year 

also sees the market low during this time period as well. And one sign for 

optimism in this regard is that the May and June declines this year were 

nowhere near as severe as they were last year and July was actually an up-

month before another decline in August.  

  

  

The S&P trades at 12.4 times forward earnings, which could bring a measure of 

support to stocks. Earnings were $85 in 2010 and are projected to be $105 for 

2011, according to the analysts who follow these companies. The average P/E 

multiple for the S&P going back to 1954 has been 16.2. Since 2006, the average 

P/E multiple has been 14.7 

  

For all of 2010, earnings increased by +30%, which was the most since 1995. 

For 2011, first-quarter earnings gained +15% and are projected to gain +20% 

for the entire year, as reported by Bloomberg Financial and this would be the 

largest two-year advance since the period ended in 1995. These projections 

would equate to around a 14% earnings gain this year. The highest ever 

earnings for the S&P in one year took place in 2006, at $88. 

  

After four consecutive quarters of negative G.D.P. growth, we now have seven 

consecutive quarters of positive growth, starting with the third-quarter of 2009, 

every quarter in 2010 and the first quarter of this year, according to the 

Commerce Department.  For all of 2010, G.D.P. rose at a 2.9% rate, which was 

the highest since 2006 after a decline of 2.6% in 2009. For 2011, the prediction 

is now for G.D.P. growth of 2.8% and it is 3.3% in 2012. 

  

  

Donald M. Selkin 
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Don Selkin is the Chief Market Strategist at National Securities Corporation, member FINRA/SIPC, (NSC) 

and provides the Fair Value analysis for CNBC each morning.  The commentary provided in this Market 

Letter is intended to provide our customers with timely market analysis and should not be considered a 

research report.  This Market Letter may contain, and is limited to: Discussions of broad based indices; 

Commentaries on economic, political or market conditions; Technical analyses concerning the demand and 

supply for a sector, index or industry based in trading volume and price; Statistical summaries of multiple 

companies’ financial data, including listings of current ratings; and, Recommendations regarding increasing 

or decreasing holdings in particular industries or securities.  This Market Letter does not make a financial 

or investment recommendation or otherwise promotes a product or service of the firm.   This Market Letter 

contains only news, facts, and commentary on information previously reported from a news source 

believed to be accurate and reliable by the author.  These news sources include the following:  {Bloomberg 

Financial, Reuters, Associated Press}. It is possible that at any given point in time, the author, NSC, or one 

or more of its employees or registered individuals associated with NSC, may hold a position, either long, or 

short, as well as options, bonds, or other instruments in the companies noted in this report.  This Market 

Letter is intended strictly for current National Securities Corporation customers only.  
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