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Once again, we urge people to read yesterday’s notes to get up to date on what 

has transpired so far during the month of July. 

   

After declining for three days in a row, namely last Friday on that horrible June 

non-farm payroll report, Monday as a result of Italy being added to the E.U. 

countries with large budget deficits, high debt loads and political 

incompetence and Tuesday as a result of a late in the day downgrade of 

Ireland’s debt by Moody’s, things finally were able to end with gains yesterday 

but not without anxieties of their own. 

  

The various stock index futures started the day indicating that things would 

open higher, which they did, primarily because of a report that China’s second-

quarter G.D.P. growth was 9.5% as opposed to a prediction of 9.4%, the 

slowest since the third-quarter of 2009. Sentiment was also helped by a report 

that industrial production in Japan rose by the largest amount in 50 years, 

obviously a reflection of the fact that things are recovering from the 

earthquake lows of March. And in the best irony of all, Italy completed a 

successful debt auction with a pledge to accelerate their cost-cutting and their 

stock market rallied by 1.8% after tumbling by 4% on Monday. And Moody’s 

then had the nerve to say that Italy’s outlook was “not as shaky as believed 

just a few days ago.” And how about the irony of this statement, as their 

panicking over Italy on Monday is what caused the sharp selloffs in world 

equity markets on that day. 

  

Sure enough, the various indexes started the day higher with the Dow up by 50 

points when Chairman Bernanke began his testimony to the House Financial 

Services Committee at 10am. He said in his prepared statement that “The 

possibility remains that the recent economic weakness may prove more 

persistent than expected and that deflationary risks might re-emerge, implying 

a need for additional policy support." This was all that an already higher 

market needed to finally make a “Turnaround Wednesday” instead of the usual 

Tuesday rally after the three straight days of declines that were mentioned 
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Market Update: 

 

DJIA:               12449 

S&P 500:          1310 

Nasdaq:            2764 

 

10YR T-Note:     2.90% 

 

VIX:                   21.09 

 

EUR/USD:        1.417 

 

Gold                  1589 

Crude Oil:        95.05 

 

Prices Current as of 
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Source: CNBC 
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above. As a result of this potential additional injection of stimulus, things 

skyrocketed from this point and the Dow was able to gain 164 points at its best 

level at 10:40am. The VIX cooperated by declining 1.78 points, or about what it 

should have relative to the Dow’s advance. Breadth numbers were outstanding 

as well, with a 5 to 1 upside showing. 

  

But this was the best that the market could do, as from these highs after the 

initial Bernanke-induced euphoria, stocks spent the rest of the session in an 

irregular chop lower and at 3:40pm, the Dow’s 164 point advance was trimmed 

to a gain of only 19 points. From these lows of the day, the indexes battled 

their way back and by the end of the session the Dow closed with a gain of 45 

points, well off of the best levels and breadth numbers had deteriorated from 

that very strong 5 to 1 ratio to a closing level of a little better than 2 to 1.  

  

And the VIX, which had fallen in line with the Dow’s high as described above, 

actually ended the day with a small gain of .04 to 19.91 as if the worries about 

all of the potential minefields around are keeping the nervous nellies on their 

toes for the potential of further market declines.  

  

So what happened to cause the selloff, which was sort of reminiscent of the 

late declines that the market underwent on Tuesday as well? And the answer is 

that similar to what has been going on lately, market movements have nothing 

to do with individual stocks themselves, but are a reaction to all of the political 

and economic macro news here in the U.S. and also in other parts of the world. 

The first reason for the late selloff was a statement from the Dallas Fed 

President to the effect that the Fed had “already pressed the limits of monetary 

policy”, which sort of contradicted what Bernanke had said earlier. Then 

Moody’s said that Ireland was likely to follow Greece in needing a second 

bailout and yields on their bonds shot up to record high levels. Finally, House 

Speaker Boehner stuck in his two cents by saying that there was “no 

guarantee that the debt limit will be increased if an agreement is not reached 

by August 2nd.” Of course, this was political grandstanding at its best, but the 
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market is so sensitive to these types of statements that the path of least 

resistance was lower. Then the Fitch ratings agency downgraded the debt of 

Ireland further into junk territory. It is astounding that these ratings agencies 

are now being so aggressive when it was their being asleep at the switch in 

2007 and 2008 when things were starting to collapse that was largely 

responsible for the financial meltdown at that time.  

  

As if to try to make back some of those late losses from yesterday, stocks 

started out nicely higher today with the Dow reaching its best level at 10:30am 

with an advance of 90 points, motivated higher by a good report from a large 

Dow financial component and some economic data that was good but not 

great. For instance, the June P.P.I. report showed an actual decline of -0.4% 

while the core rate excluding food and energy rose by 0.3%. The reason for the 

decline in the overall rate was that energy prices fell by the most in two years, 

thank goodness for that. The overall index was higher due to the largest gain 

for light motor trucks since November 2009, which will hopefully be a one-time 

situation. In addition, weekly jobless claims declined to the lowest level since 

April, while retail sales sort of stayed the same. 

  

But just when the market looked like it was ready for a good day, up stepped 

Chairman Bernanke once again who then said in his Senate testimony that he 

is not yet ready to take immediate action to stimulate the economy, which sort 

of contradicted what he said yesterday, and is a perfect example of a politician 

being on the stage too long. In answer to a question from a Senator, he said 

that “We are not prepared at this point to take further action.” He also said that 

the current economic situation is “more complex” that it was last August when 

the QE2 program got underway. At that time, he said, the economy was in 

danger of stalling and he was wrongly concerned that the U.S. was headed for 

a bout of deflation, which is basically why he allowed the dollar to weaken and 

commodity prices to rise, which of course then led to the inflation fears that 

got everyone spooked in April when crude oil and other commodity prices rose 

to ridiculous levels, which just goes to show what a failure that program was. 
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There was also the lingering negative effects of the Moody’s action late 

yesterday after the market had closed to the effect that the U.S. 

government  may lose the Aaa credit rating that it has held since 1917 on 

concern that the debt limit will not be raised in time to prevent a missed 

payment of interest or principal. This concern was exacerbated by a report that 

the President stormed out of a meeting late yesterday with Republican 

Congressional leaders after no progress was made on this issue. To the 

market’s credit, it initially forgot about this Moody’s report, but the 

deterioration today has sort of brought it back, even though there is no chance 

that an agreement will not be reached, as it would be political suicide for both 

the President and any incumbent legislator as well not to come up with a 

settlement of this issue. 

  

So that early Dow gain has now turned into a loss of as much as 59 points at 

its worst level and there is a bad Nasdaq/Dow ratio today, as the former went 

negative at around 10:40am while the Dow was still positive by 35 points or so 

and we all know who wins that battle. The reason for the weak showing by the 

Nasdaq is that many of the high-priced leaders, which are either at record all-

time high prices or close to them, have decided to sell off today for whatever 

reason. Breadth numbers have really deteriorated to a 3 to 1 negative ratio and 

the Dow is being supported to some extent by gains in that large bank on 

earnings and an advance to record levels from the hamburger restaurant 

chain.  

  

As things have deteriorated, the VIX is now ahead by much more than it should 

be, with a large advance of 1.52 to 21.43 relative to the current Dow loss of 59 

points as this is being written. 

  

There are some important companies that will finish the earnings week, and 

they are: tonight – GOOG; Friday – C. Next week will see an avalanche of 

reports as well the week after and we will list them on Friday. There are also 

some economic reports as well, and they include: tomorrow – June C.P.I., July 
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N.Y. State Empire Manufacturing Survey, June Industrial Production and 

Capacity Utilization and the mid-July U. of Michigan Consumer Sentiment 

Survey. So these are reports that can move things one way or the other. At 

least we will not have to hear from the Fed Chairman, as his comments have 

certainly done the market harm today.     

  

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 

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. 
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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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