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After Monday’s upside moonshot, things started out with a negative bias 

yesterday, once again the result of weaker developments overseas, such as the 

fact that the August European confidence in the economic outlook number 

declined to its lowest level since December 2008, no surprise given what has 

transpired over there, and yields on Italian bonds rose once again as the result 

of a poor auction. In addition, the June CaseShiller Home Price Index sagged 

again with a 4.5% decline, bringing the year-over-year loss to 5.8%.  

  

As a result, the Dow opened with a loss of 35 points when the 10am release of 

the August Consumer Confidence report showed that it fell to the lowest level 

since April 2009 and underwent the largest point loss since October 2008. 

Stocks went into a bit of a mini-panic as a result of another weak number and 

the Dow declined to its worst level of a 110 point loss at 10:05am, but similar to 

Friday, the dynamics of the market appear to have changed in the sense that 

now, buying the dips appears the way to go. Let us remember that after 

Chairman Bernanke’s speech on that day had originally sent the market to its 

lows with a Dow loss of as much as 218 points, a dramatic upside reversal of 

352 Dow points ensued. And this is what happened yesterday as well, but not 

to such an extent, as things worked their way choppily higher to a Dow gain of 

90 points at the best level by 3:45pm. 

  

And as is typical of up-days, it was once again the industrial types of stocks 

that led the way,  along with the large hamburger chain at a new all-time high, 

one of the few blue-chip stocks to be able to make this boast, and even the 

largest software company came along for the upside ride on dividend increase 

(dream on) hopes. 

  

And yesterday was another one of those days when other markets went up as 

well, which means that the Treasury market rallied, lowering yields on the 

weaker economic reports, and gold also rose for whatever its usual reasons 

are.   
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Chief Market Strategist 
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Market Update: 

 

DJIA:               11657 

S&P 500:           1225 

Nasdaq:            2594 

 

10YR T-Note:     2.20% 

 

EUR/USD:        1.441 

VIX:                  31.06 

 

Gold                  1837 

Crude Oil:        88.81 

 

Prices Current as of 

12:33PM 

Source: Bloomberg 
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Interestingly, the market rose to its high after the release of the minutes of the 

last Fed meeting, which showed that some members “felt that recent economic 

developments justified a more substantial move” beyond the pledge adopted 

at the August 9th meeting at which they said that the federal funds rate will be 

held at record low levels through mid-2013. 

  

At that 3:45pm high, we saw one of those sickening very late comedowns, as 

the Dow went into a bit of a nosedive and fell by a very fast 70 points to finally 

end with only a 20 point gain, but if one wants to take the more optimistic view, 

let us remember that this gain followed last week’s strong move higher and 

Monday’s 254 point Dow advance as well, so it certainly appears as if the 

market is trying to dig in its heels after the awful beating it had taken in the 

early part of the month. Once again, a good Nasdaq/Dow ratio helped the 

proceedings, as the former finished with a 14 point gain and breadth numbers 

were supportive at a 19/11 upside ratio.  

  

For most of the day, the VIX was trading in exactly its correct relationship 

relative to the Dow, advancing by over 1 full point when the Dow was on its low 

and then declining as the Dow got into positive territory in the afternoon. But 

as the overall market declined very late as mentioned above, the VIX sort of 

helped it along by actually rising even though the major averages all ended on 

the positive side, albeit off of those early highs. Then to sort of add further 

insult to the proceedings, the various stock index futures kept falling between 

the 4pm market close and the futures close at 4:15pm, indicating that someone 

was anticipating a very negative opening for today. 

  

But surprise, surprise, the various stock index futures kept improving as the 

overnight session wore on, indicating a very strong opening as the cost of 

insuring government debt in Europe fell to the lowest level in two weeks as the 

German cabinet ratified an expansion of the European Financial Stability 

Facility to help tackle the euro-area debt crisis. As a result, things opened 

higher here with the Dow reaching its best intraday level with a 152 point gain 
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at 10:15am after the release of some reports that actually came in better than 

expected, as the August Chicago Purchasing Managers’ Survey declined to its 

lowest since November 2009 but still showed expansion, July factory orders 

rose by the most in four months due to strong transportation equipment 

orders and the August NAPM Milwaukee Index had the nerve to rise from the 

prior month. Even the ADP estimate for Friday’s jobs report was not off the 

consensus with a gain of 91,000. 

  

From those highs, things deteriorated, with the Dow falling to a gain of only 42 

points before stabilizing and moving up from that level as this is being written. 

Unlike the pattern of recent days, the Nasdaq is not keeping up due to losses 

in some of the recent high-priced technology stocks after their strong gains of 

the past several days. Breadth numbers are still supportive at almost a 3 to 1 

upside ratio and the VIX so far is down by more than it should be relative to the 

Dow’s advance.  

  

Hurting to some extent are declines in phone companies as the government 

said that the second largest mobile phone carrier’s purchase of the fourth-

largest Mobile would “substantially lessen competition” in the wireless 

industry. The merger of these two would result in a company that would 

surpass the current number one.   

  

We will get the final statistics on how bad a month August has been after the 

close, but as of now it would be the worst since June 2010, but let us also 

remember that things were much more dire a few weeks ago at the market lows 

intraday on August 9th.  

  

Earnings season is virtually over, but if you thought that last week was full of 

economic news, now we can all worry about this week’s calendar, which is still 

loaded with reports, highlighted by Friday’s August jobs number, and similar 

to the high level of anxiety ahead of the Bernanke speech today, imagine what 

this one is going to produce. The lineup is the following: Thursday: weekly 
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jobless claims, July construction spending, August ISM Manufacturing Survey, 

domestic vehicle sales; Friday; August jobs report whose estimate is currently 

for a gain of 80,000 versus July’s 117,000 gain.  

  

  

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. 

  

  

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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