
 

Page 1 

August 24, 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 

Not even a once in a lifetime event, namely an earthquake in the eastern part of 

the United States, and gold prices reaching as high as $1,913 an ounce in the 

overnight session, which would be the ultimate slap in the face to stock 

investors as it means that traditional equity assets have little value, could stop 

the market from taking out its revenge in a big way against its detractors 

yesterday. As a result, the Dow gained 322 points for its best performance in 

two weeks. Now the major averages have risen for two days in a row after 

having declined for four straight weeks, the worst performance for this time 

period since the market bottom in March 2009.  

  

After starting out higher and grinding irregularly to the upside all session, the 

Dow was ahead by 243 points at 1pm, when that bizarre seismological event 

took place, and everyone must have said to themselves – “Not only has the 

stock market put in such a poor performance lately, but now we have to deal 

with the earth shaking as well!” In any event, the Dow declined from those best 

levels by 96 points by 2:20pm as word of the earthquake spread throughout the 

media, as if another negative input was being thrown at stocks, aside from all 

of the other negativity that stock investors have had to deal with lately. So now 

from a Dow advance of 147 points and everyone expecting another typical 

selloff, the market got its revenge against the bearish crowd by turning right 

around to the upside once again with a comeback from that level to end right 

on its high with a stunning gain of 322 points.  

  

And the reason that things did not continue going down once that Dow gain of 

“only” 147 points was reached was that the Nasdaq/Dow ratio was very strong 

for a change. Let us remember that last week the Nasdaq declined by much 

more than the Dow had on a relative basis due to the unmerciful beating that 

the high-priced former technology leaders had taken. Yesterday, when the Dow 

was at that 147 point “earthquake” advance, the Nasdaq was ahead by 55 

points, which was much stronger than the traditional 22% that it needs to be at 

relative to the Dow’s gains. And it ended with an extremely strong advance of 

100 points by the close, and this ensured that breadth numbers would be very 
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positive, as indeed they were at a 6 to 1 upside ratio. And just as the VIX 

exploded to the upside on those horrible huge down days lately by more than 

it should have, in order to equalize the situation, so to speak, it declined by 

much more than it should have yesterday, with a large 6.17 point loss to 36.27. 

  

And as is typical of an up-day, the best performers in the Dow were the energy 

and materials sectors which have also taken recent beatings on their own, in 

addition to the highest priced technology component of this index which has 

also sold off by quite a bit lately as well.  

  

Also helping to some extent were reports from the always troubled overseas 

areas that Chinese manufacturing and German industrial production rose by a 

bit more than expectations, which set a better overseas tone for a change. 

  

After yesterday’s upside fireworks, things tried to keep going to the upside 

today, as the July durable goods orders rose more than forecast as a big jump 

in demand for aircraft and autos more than compensated for a decline in 

spending on business equipment and machinery. The rise of 4% was the 

largest increase in four months, after a 1.3% decline in June. The rebound in 

autos was obviously an ongoing correction resulting from the disruption of the 

Japanese earthquake. What was not so great was that orders for non-defense 

capital goods excluding aircraft, which is a sign of future business investment, 

declined by the most in six months. But shipments of non-military capital 

goods like computers, engines and communications gear, which is used in 

calculating G.D.P, rose nominally after a higher than expected upward revision 

for June.  

  

Another report showed that home prices in the U.S. declined by 5.9% during 

the second quarter, the largest since 2009, and prices fell by 4.3% from a year 

earlier but did increase by 0.9% in June. This shows that the housing market 

has still not recovered. 
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After a lower start on a natural profit-taking reaction to yesterday’s upside 

moonshot, stocks made a very fast move higher and actually reached a Dow 

gain of 116 points at its 10:15am high, which was not sustainable because this 

was getting into near-term resistance basis the S&P at close to the 1180 level 

from was the high from the initial comeback two weeks ago, and more 

importantly, the Nasdaq was not able to keep its share of the gains, as the 

large technology stocks, which had done so well yesterday, started to fade a 

bit. This meant that the Nasdaq/Dow ratio, which was so supportive yesterday, 

was not going to help today, and this is why the best we might be able to hope 

for the rest of the session is a Dow gain and a lesser Nasdaq advance, 

although let us also remember that the market traditionally does not do the 

same thing two days in a row, as yesterday afternoon things charged back to 

the upside after that earthquake-related comedown.  

  

I guess one has to do a double-take when the best Dow performer today is 

none other than the beaten-down bank stock that holds the largest amount of 

deposits in this country, and which might finally be finding some support after 

a decline of 55% to its intraday low yesterday. In addition, let us also remember 

that much of the action in this stock is being driven by option buying and 

selling, and the premiums on both calls and puts are very large relative to 

probably either the upside or downside and as we head closer to the weekly 

expiration on Friday afternoon. It appears that much of the action in this stock 

will for better or worse, be driven by activity in its derivative instruments.  

  

Otherwise, the non-stop chatter is about what will Chairman Bernanke give or 

not give us when he takes to the podium against the background of the 

majestic Grand Teton mountain range in Jackson Hole, Wyoming two days 

from now. All kinds of supposed Fed experts have been spouting their two-

cents worth ad infinitum in advance of this event, but let us also remember that 

in my opinion, the QE2 program was a failure because it did almost nothing for 

the economy and all it did was raise commodity prices through the weakening 

of the dollar, which has partly helped to put us in the mess that we are 
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currently in because now the talk is of the potential for the return of some 

inflationary pressures. It did cause a 28% rally in equities that of course has 

since disappeared to almost the level that stocks were at when the program 

began. 

And as has already been mentioned, he might say that the Fed will continue to 

purchase long-term bonds and that the size of the Fed’s balance sheet might 

stay unchanged, as was previously detailed in these notes. 

  

It would be nice if the Dow can keep its losses to no worse than current levels 

of around 25 points as this is being written, or even have the nerve to advance 

for the third day, as this would give investors who are still sitting on the 

sidelines more conviction to come back into the market. The fact that almighty 

gold, which has been touted lately as the second coming of the Holy Grail, is 

getting blasted to the downside, might also be helping stocks as investors 

perhaps realize that the precious metal can actually decline, despite most of 

the media experts who keep cheering and cheering it on to ever higher prices, 

as if this parabolic recent rise does not carry any risks to it, and stocks are the 

only investment class that can decline.  

  

And bond yields continue to rise a bit from the record lows that many 

maturities reached recently. This could be a sign that investors expect some 

sort of economic improvement going forward, as new surveys predict that 

third-quarter G.D.P. will rise by 2.1% after a slew of gloomy predictions for 

second-half growth were largely responsible for last week’s late in the week 

selloff.  

  

This week’s earnings calendar is not worth listing, as none of the stocks on it 

are considered market movers and investors are more concerned with the 

macro issues at present in any event. Economic reports see weekly jobless 

claims on Thursday, and then the big events on Friday, namely the next 

revision of second-quarter G.D.P, which is projected to decline to 1.1% from its 

current reading of 1.3% and then the Fed speech. The best thing that they can 
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do would be to say they are going to continue to purchase 30-year bonds and 

keep the size of the fed balance sheet the same as it currently is. But let us 

also remember that it was last year’s Jackson Hole, Wyoming speech that 

launched the famous (or infamous) QE2 program, which has been a failure 

because it did almost nothing for the economy and all it did was raise 

commodity prices through the weakening of the dollar, which has partly helped 

to put us in the mess that we are currently in.    

  

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 

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 1.5% and it is 2% in 2012, although estimates for this number 

vary widely and are constantly changing. 
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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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