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Yesterday’s market movements, which resulted in small changes for the major 

averages, unfortunately appears to be destined to become the exception, as 

after a number of days of relatively “calm” action, and of course the meaning 

of this word is relative and subject to many different interpretations, things are 

getting unhinged on the downside once again today, but more on this later. 

  

The first part of the week started out with some optimism, as after last week’s 

historic market gyrations, the week started out relatively calmly, with the Dow 

showing gains of 213 and 4 points on Monday and Wednesday, while declining 

by “only” 76 points on Tuesday. In fact, the moves in the major averages 

yesterday seemed to be just positioning for shorter-term moves. 

  

The Dow actually had the nerve to start out with a nice 124 point gain by 

10:30am, its best level of the day, but the “explanations” for the advance 

seemed a bit sketchy, as the supposed justification for the gains was good 

earnings reports from retailers, but by the end of the day most of them were 

lower. When the market started declining, the “explanation” then shifted to the 

weaker revenues and lowered guidance from one of the major has-been’s from 

the 1990’s technology bubble, the ready to make computer company, but this 

report had come out on Tuesday evening, so why wasn’t this negative market 

reaction thrown out to counter the bullish early argument from some of the 

retailers?.  

  

One could see that things were going to deteriorate further, as when the 

Nasdaq went negative first, the Dow was still higher by 45 points or so, and we 

all know who wins that battle. Eventually, the Dow got  dragged down to a loss 

of 84 points at its worst level at 1:45pm, before making an irregular slow grind 

higher to finally end with a nominal 4 point gain. The Nasdaq, for the second 

day in a row, lagged once again with a closing 12 point loss, as its high-priced 

former leaders from earlier in the year continue to slowly erode.  

  

What was somewhat deceiving was that breadth numbers were actually pretty 

Donald M. Selkin  

Chief Market Strategist 

(212) 417-8017 

dselkin@nationalsecurities.com 

 

 

 

 

 

____________________ 

Market Update: 

 

DJIA:               10936 

S&P 500:           1137 

Nasdaq:            2389 

 

10YR T-Note:     2.07% 

 

EUR/USD:        1.430 

VIX:                  42.38 

 

Gold                  1823 

Crude Oil:        82.37 

 

Prices Current as of 

1:41PM 

Source: Bloomberg 
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good for a day when the major averages basically did nothing, as the closing 

ratio was 18/12 positive and the VIX was also a bit deceiving at a decline of 1.27 

to 31.58, giving the impression that things were calming down.  

  

The Treasury market narrowed the yield spread between the longer term 

issues and the shorter ones, as the two-year yield at .20 really does not have 

much more room to decline, so buyers are gravitating toward the longer 

maturities on the slowing economy scenario. As an example of this, the 30-

year yield declined by 11 basis points to 3.57%, the 10-year yield came down 

by 6 basis points to 2.17%, while the two-year note rose by 1 basis point to .20. 

The yield curve is still positively sloped, although by much less than it was 

back in February, when economic experts were falling all over each other to 

raise their growth forecasts. At that time the yields were 4.8% and .80% 

respectively for the 30 and two-year maturities. 

  

Those investors who thought that things were calming down got a very rude 

awakening today, as a number of overseas economic events and weak 

economic reports here sent stocks for a very large downside move before 

things were able to steady. The first was a report that a large U.S. financial 

house cut its forecast for global growth this year to 3.9% from 4.2%. Then the 

chief economist at Sweden’s financial regulator said that it will not take much 

for interbank lending to freeze, thanks a lot. There was another report that U.S. 

regulators were scrutinizing the American operations of Europe’s largest 

lenders to assess their vulnerability, concerned that the Eurozone debt crisis 

could spill into the U.S. banking system. The U.S. money market funds 

industry, which supplies short-term dollar funding to banks, has retreated from 

the Eurozone recently on concerns that their debt crisis is getting worse. That 

plus the drying up of interbank lending has led to a tripling of dollar funding 

costs for Eurozone banks this past month. In fact, one of these banks was 

forced to borrow dollars at the E.C.B. yesterday.  

  

As a result of this negativity, the Dow fell to a fast loss of 350 points, when at 
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10am the market got hit over the head with weak economic reports here, as 

weekly jobless claims rose by 9,000 to 408,000, which was the highest in a 

month. The July C.P.I. report was similar to the P.P.I. report released yesterday 

in the sense that the overall number was higher than expected while the core 

rate was lower due to declines in food and energy. The overall number rose 

because of increases in rents, along with apparel and prescription drug prices. 

These two reports were released before the market opening.   

  

Then at 10am, the market really got sold off, with a decline in July existing 

home sales after the experts had predicted a small gain and the August 

Philadelphia Fed Index declined by a huge -30 when a gain of 2 was forecast by 

the experts. This was the lowest since March 2009, and the market hit the panic 

button after this release with a plunge of 528 points on the low. Not even a 

better reading from the July L.E.I. figure could stem the downside, but things 

are trying to do a bit better, as the Dow rallied back to a loss of “only” 350 

points at 12:20pm when a report that the largest computer company plans to 

spin off its personal-computer business was released, which cause the stock 

to rally by 17% from its intraday low before setting back once again. This 

company releases its numbers tonight so we will soon see what all of this was 

about. 

  

And not surprising on a day like this when fears of further economic 

slowdowns are front and center, the bond market is doing exactly what it did 

yesterday, namely narrowing the differential between the 30 year bonds and 

the shorter maturities. At present, the 30-year is lower by 9 basis points to 

3.48%, the 10-year is 7 basis points down, to 2.10% after having declined to as 

low as a record 1.97% at the height of the selling in stocks, and the 2 year is 

just about unchanged at .19%, as how much lower is that one supposed to go? 

  

On a panic selling day like this, the VIX is up by much more than it should be, 

as it is currently at 42.63, a gain of 9.46 relative to the Dow’s decline of around 

400 points and the advance/decline line is horrible at a negative 1 to 18 ratio. It 
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goes without saying that the market must not succumb to one of those late 

bouts of selling, in order to bring some sort of stability at these lower levels, to 

end the week. At least there are no economic reports tomorrow, but then there 

are the overseas events which are unpredictable. 

  

The earnings season for the second-quarter basically draws to a close this 

week, highlighted primarily by retailers, but tonight we do hear from some 

important technology stocks as well: HPQ, INTU, CRM, plus GPS.   

   

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 under 12 times 2011 earnings, which could bring a measure 

of support to stocks. Earnings were $85 in 2010 and are now projected to be 

$96 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 +38%, which was the most since 1995. 

For 2011, first-quarter earnings gained +19% and are projected to gain +17% 

for the second quarter as reported by Bloomberg Financial and the 16% overall 

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 
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place in 2006, at $88. For 2012, earnings are now projected to be $104 for the 

S&P.  

  

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

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

every quarter in 2010 and the first quarter and second quarters of this year, 

although these numbers are weaker than earlier estimates, according to the 

Commerce Department.  For all of 2010, G.D.P. rose at a 3% rate, which was the 

highest since 2006 after a worse than originally estimated decline of 3.5% in 

2009 and an overall decline of 0.3% in 2008. For 2011, the prediction is now for 

G.D.P. growth of 2% and it is 2.5% 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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