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“Revenge of the nerds” or the “ Miracle on Wall Street” (instead of the “Miracle 

on 34th Street”), best described yesterday’s stock market action, as the beaten-

down financial stock that is the largest holder of deposits in this country had 

the nerve to rally by 11% after having lost as much as 55% of its value this year 

alone at the same time that almighty gold and Treasuries, touted ad infinitum 

as “safe-haven” investments against all the woes of the world, got clocked big-

time to the downside. In other words, those who thought that the gold and 

bonds could do nothing except go up and that investors who bought financial 

stocks were doomed to suffer, got a taste of what it is like to see an investment 

come crashing down. On the other hand, all gold did was decline back to 

where it had been early last week, which is another reason why all of these 

Biblical discussions about its price felt a little overdone. 

  

The Dow started out with a nice gain of 116 points by 10:15am, helped out by 

the June durable goods report which rose to its highest level in four months, 

although there were several aspects to it that were slightly more nuanced, but 

at least it was a number that appeared to signal some sort of economic 

stabilization. There was also further optimism after Tuesday’s upside 

moonshot as well. In addition, the June home price index rose slightly. From 

these early highs, the market went into another downside tailspin with a 

decline to its worst level of a loss of 63 Dow points, which it basically 

maintained between 12 noon and 12:45pm. From this level, it started another 

upside push and by 1pm, the Dow managed to turn positive and kept going 

higher from there. It ended with a closing gain of 144 points, for its third 

straight advance, and this was something that had not occurred since two 

weeks ago. The Nasdaq, which had been lagging for most of the day, got a 

second wind late in the session and ended with a 23 point advance, which was 

still slightly less than it should have been relative to the Dow, but breadth 

numbers did improve as the day wore on and ended at a positive ratio of 21/9. 

The VIX declined by less than it should have relative to the Dow’s advance, 

with a small loss of .37 to 35.90.  
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Market Update: 

 

DJIA:               11157 

S&P 500:           1160 

Nasdaq:            2427 

 

10YR T-Note:     2.22% 

 

EUR/USD:        1.437 

VIX:                  39.51 

 

Gold                  1763 

Crude Oil:        85.76 

 

Prices Current as of 

1:17PM 

Source: Bloomberg 
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As mentioned above, the Treasury market, the second most popular “safe-

haven” this year after gold, also got whacked big-time to the downside, as the 

yield curve steepened on perceptions of perhaps a better economy. This was 

illustrated by the fact that the 30-year yield advanced by .17 to 3.65%, the 10-

year rose by .15 to 2.30% while the two-year rose only by a small .02 to .23%. 

This was the result of the better reports as well. 

  

The rally in that financial stock as mentioned, which has all sorts of issues 

which have been debated back and forth ad infinitum, inspired the other 

beaten-down financials to lift their heads out of the cellar as well, and this 

certainly motivated the rest of the market higher as well, but the question was 

how long this would last. 

  

Of course the main issue that everyone has been bent out of shape over is the 

presentation by Fed Chairman Bernanke tomorrow in the foothills of the 

majestic Grand Teton mountains at Jackson Hole, Wyoming. This event has 

taken on an aura comparable to the second coming of Moses bringing the Ten 

Commandments down from Mt. Sinai. Let us also remember that last year’s 

QE2 program was a failure in my opinion 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 because now the talk is of the potential for the return of some inflationary 

pressures. And let it be noted that last year there was no talk of a potential 

double-dip recession as there is now. The program did cause a 28% rally in 

equities that of course has since disappeared to almost the level that stocks 

were at when it began. 

  

There is now a growing consensus that he may disappoint stock investors 

looking for a commitment to further stimulus, partly because of the rising 

inflation that last year’s policies caused in the first place. Since the Fed does 

not believe that the U.S. economy is headed into a recession, they might signal 

that bond buying is premature at the present time. Instead, he might spell out 
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options for further stimulus and detail how much the Fed’s reduction in its 

growth outlook stems from long-term obstacles to growth. Such esoteric items 

as shipping volume at trucking companies and the pace of corporate firings 

are showing improvement in the direction of growth. So what might happen is 

that he might just review what is available in the Fed’s monetary policy tool-kit 

and just outline future policy options, which could disappoint the stock market 

that is sort of demanding more stimulus. 

  

Today has certainly been a strange one so far, as the markets jumped at the 

opening as a result of none other than Warren Buffett going to invest $5 billion 

in none other than the beaten-down bank stock mentioned above in order to 

bolster the company after their horrendous losses tied to subprime mortgages 

drained a tremendous amount of their capital. He will get cumulative perpetual 

preferred stock with a 6% dividend and his warrants may be exercised at any 

time in a 10-year period. The bank can redeem the preferred stock at any time 

for a 5% premium. He made some positive statements about the bank, saying 

that it is a “strong, well-led company” and that he was “impressed with the 

profit-generating abilities of this franchise”, and that they are “acting 

aggressively to put their challenges behind them.” And it should be 

remembered that he helped prop up the controversial large investment bank 

during the 2008 credit crisis with a $5 billion investment that was repaid this 

year and that one paid a 10% dividend. He is also the largest investor in the 

bank that is the largest home lender in this country.  

  

As a result of this positive news, the market made an opening surge higher, 

which turned out to be very fleeting unfortunately. From a Dow gain of 85 

points right out of the opening bell, the market started turning steadily lower, 

greased to the downside by a bizarre decline of 4% in 15 minutes by the 

German DAX Index, so in a sense they had their own mini- “flash crash.” For 

want of a better explanation, there was a story that regulators may impose 

more restrictions on short selling, so I guess all of the sellers wanted to get 

into the act at once. The German Finance Ministry said speculation about this 
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new regulation was incorrect. There was also a report that a U.S. Nobel-prize 

winning economist  said that the chances of the U.S. economy going back into 

recession are “very high”, and ironically he was speaking at a conference in 

Germany, and thanks a lot for that.  

  

Of course, the fact that weekly jobless claims rose by 5,000 to 417,000 is also 

going to be used as an explanation for today’s decline, and this was after the 

experts had predicted a decline down to 405,00, but less us also remember that 

the market rallied early nevertheless and the four-week moving average of 

claims actually declined. 

  

After that initial burst of Buffett-led euphoria, things have deteriorated as 

already mentioned. The Dow is off of its worst levels of the day as this is being 

written, lower by 161 points after declining by as much as 199. Breadth 

numbers have deteriorated as well, at a negative 1/3 ratio, and the only Dow 

stock that is now higher is that widely-mentioned bank, and that one is also off 

its best levels and the other Dow financials are lower after having started out 

higher. The energy, materials and industrial stocks are leading the way down, 

as they usually do because they also tend to lead on the way up.  

  

The VIX is going into a bit of a panic mode ahead of the Fed statement 

tomorrow, with a large gain of 3.53 to 39.49, or twice as much as it should be 

relative to the Dow loss. It had been lower initially by 1.85, or about twice as 

much as it should have been when the Dow made its initial gain of those 85 

points, so it is getting a real workout in both directions, both declining and 

advancing by large amounts, as investors get bent out of shape about what is 

going to happen tomorrow. 

  

Naturally with stocks on the decline, the bond market is up and the yield curve 

is narrowing slightly as it awaits tomorrow’s news.  

  

And let’s give three cheers to the one stock that has basically stayed at the 
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same level it was priced at during the opening, namely the large mobile 

telecom and computer stock, which had its own dramatic news that its 

charismatic C.E.O, had resigned his position and will instead become the 

Chairman of the Board. This type of relatively steady action at slightly lower 

levels compares to other large stocks that are exhaling steadily along with the 

major averages, and is certainly a testimony to the strength of this company 

and if the overall market was steady on the day instead of declining as the 

session moves on, this stock would probably be just about unchanged as well 

despite the ostensible negative news from this announcement.  

  

Today’s close is going to be a barnburner in the sense that traders will be 

setting themselves up for not only the Fed statement tomorrow, but also for 

the economic reports that are listed below. It would appear that tomorrow’s 

session is going to be anything but calm. 

  

Those reports are 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 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 
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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. 

  

  

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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