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Yesterday’s session bore a very strong resemblance to Monday’s in the sense 

that the Nasdaq tried to go higher intraday but was ultimately pulled lower by a 

weaker Dow. For instance, yesterday the Dow hit its intraday low at 10:30am 

after some weaker economic reports such as July new home sales falling when 

the experts had predicted an increase, the May CaseShiller home price index 

declining to its lowest level since November 2009 on a year to year basis 

comparison, and the July Richmond Fed Manufacturing Index dropping as 

well.  

  

From those lows, things fought their way back, with the Dow able to cut its 

loss to “only” 42 points by 2:20pm before once again sliding late in the 

session to end with a closing loss of 91 points. The Nasdaq, which had been 

higher by 9 points when the Dow reached its best level, fell back as well and 

ended with a closing loss of 3. This is very similar to what happened on 

Monday, when the Dow turned its worst loss into a lesser loss in mid-

afternoon and the Nasdaq went positive as well, before they both ran out of 

upside gas and sagged going into the close. Breadth numbers were not as 

awful as they were on Monday, with a closing ratio of negative 1 to 2.  The VIX 

sort of behaved itself with an increase of just about what it should have been 

relative to the Dow’s loss, rising by .88 to 20.23.  

  

For the second day in a row, the Nasdaq leaders kept leading to the upside, 

with the large mobile telecom and computer company at another new all-time 

record high after its strong earnings report last week, the largest Chinese 

Internet company at a new all-time high as well after its report, and the largest 

search engine company and a high-priced Internet consumer stock going 

along for the upside rise.  

  

And also continuing the recent pattern, bond yields did the opposite of what 

they had done the day before, this time declining once again to under that 3% 

level around which they have been rotating for the past several sessions. This 

time the 10-year Note ended with a yield of 2.95%, on the perception “du jour” 
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which was that the rally in Treasuries was a function of the slowing economy 

resulting in lower interest rates. Of course, the day before those same yields 

rose on the fear of downgrades of U.S. debt by the various ratings agencies, 

but all of these same issues are there lately, so in a sense the “explanations” 

are really a function of the market action in bonds after the fact, and what else 

is new in this regard, as the same thing happens with stocks as well. Of 

course, another explanation thrown in for the rally in bonds was that there will 

ultimately be some sort of agreement to raise the debt limit in time to avoid a 

default, and let us hope that this scenario is in fact that one that we will see 

soon. 

  

And naturally the dollar weakened badly for whatever explanation the currency 

experts were willing to put forward, and as a result of this, the prices of most 

commodities shot higher, with crude oil once again touching that 

psychologically important $100 a barrel level before settling slightly below 

that. And gold of course, which is in its own upside world, made yet another 

new record all-time high price on the usual debt fears, as holdings of the metal 

in various exchange-traded products rose to a record 2,128.2 metric tons, 

according to data from the exchanges.  

  

Today the market is turning out to be an equal opportunity seller, as the 

Nasdaq, which had held up better on the first two days of the week as 

mentioned above, has finally joined the other averages on the way down, as it 

is losing much more than it should have relative to the Dow’s decline, which is 

going to make the upside more difficult today than it had been on Monday and 

Tuesday. And the primary reason for this Nasdaq weakness is that most of 

those large technology stocks, which had sort of been oblivious to the overall 

market declines of the past few days, finally reached overbought levels which 

made further gains unsustainable for the time being. The large mobile telecom 

company and the largest Internet search engine firm are the two best examples 

of this, and they are being joined on the downside by other technology stocks 

that reported poor results and are getting sold off, such as a large networking 
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products company. On the other hand, the largest Internet retailer is joining 

that group of high-flying companies that have reached all-time highs lately, as 

a result of its strong report issued last night.  

  

Not that the Dow is doing so great either, and it is the industrial and resource 

components that are applying the most downside pressure, probably on the 

slower economy situation, and these stocks are accounting for 62 points of 

Dow losses just by themselves. Breadth numbers are really horrendous at a 

negative 1 to 8 ratio, courtesy of that weak Nasdaq/Dow ratio, as the latter is 

lower by 109 and the former is down by 48 points as this is being written.  

  

Today’s weakness is also being ascribed to the June durable goods report, 

which “unexpectedly” declined, as demand for business equipment, which 

includes machinery and computers, fell as well. Demand for transportation 

equipment declined by much more than expected and orders excluding this 

type of equipment rose by only a fraction. Orders for non-defense capital 

goods excluding aircraft, which is a broad measure for overall business 

investment, also declined as well.  

  

The VIX got as high as 22.53, a gain of 2.30 when the Dow reached its worst 

level this morning with a decline of 143 points at 10:30am, but has since 

calmed down a bit but it still up by more than it should be relative to the Dow’s 

decline, which is a sign that more anxiety is coming into the market as the debt 

and budget talks seem to be going no place.  

  

And the dollar is rallying today after getting sold off sharply for the past few 

days on the “explanation” that investors are looking for a “safe haven” (and 

why is the dollar a safe haven if its value has been declining for the past 11 

years?) as an agreement to raise the debt limit has so far remained elusive and 

a vote on the Republican House leadership plan was postponed. In addition, 

the German Finance Minister said that his country opposed a “blank check” for 

the Eurozone rescue fund to purchase bonds on the secondary market. 
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It would be somewhat of a victory if the market can at least maintain the lower 

levels that it is trading at now without any further downside damage and see if 

it can dig in its heels as the week comes to an end. Of course, that will be a 

function of progress or lack of progress on the debt and budget issues. . 

  

The earnings parade continues this week with: tonight - SBUX, V, WFM; 

Thursday: AOL, ADP, AVP, BMY, CL, DD, XOM, K, MET, ROK, TWC; Friday: 

CVX, MRK, NEM. This means that we hear from 6 Dow companies.  

  

The economic calendar has some important reports, with the rest of the week 

including:  later today - Fed Beige Book; Thursday: weekly jobless claims, 

June pending home sales; Friday: first estimate of second-quarter G.D.P., July 

Chicago Purchasing Managers’ Index, NAPM July Milwaukee Index and final 

July U. of Michigan Consumer Sentiment Survey.  

  

The market has 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 

  



 

Page 5 

July 27, 2011 

     Daily Market Notes 

NATIONAL 
SECURITIES 

Established 1947, Member FINRA/SIPC 

PLEASE REFER TO IMPORTANT DISCLOSURES AT THE END OF THIS DOCUMENT 

 

National Securities Corporation 
120 Broadway, 27th Floor 

New York, NY  10271 

www.nationalsecurities.com 

For all of 2010, earnings increased by +38%, which was the most since 1995. 

For 2011, first-quarter earnings gained +19% and are projected to gain +9% for 

the second quarter as reported by Bloomberg Financial and the 14% projected 

gain for 2011 would be the largest two-year advance since the period ended in 

1995. The highest ever earnings for the S&P in one year so far 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 2.5% and it is 3% in 2012, although estimates for 

this number vary widely and are constantly changing. 

  

  

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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