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It seems incredulous, but what I said after Thursday’s historic Dow plunge of 

513 points must be repeated after yesterday’s complete and utter downside 

disaster. And let us repeat what the English poetess Elizabeth Barrett 

Browning said back in 1850 in Sonnet 43, with the words changed from – “How 

do I love thee, let me count the ways”, to what the stock market said to 

investors yesterday – “How do I hate thee, let me count the ways.” 

  

And here we go again with the ways that the market hated investors during 

yesterday’s disaster: 

  

1) The 635 point Dow decline was the fifth worst point loss in stock market 

history. 

2) It was the worst overall day in the stock market since November, 2008. 

3) The advance/decline line was one of, if not the worst ever, with a downside 

ratio of, are you ready  - 54/3105, which meant that for every one stock that 

rose, there were 57 that declined. 

4) Every stock in the S&P 500 declined, and I am not sure that this has ever 

taken place before. 

5) The VIX rose by an incredible 50% to 48 from 32, which was its highest close 

since the March 2009 market bottom, and its largest one day percentage 

advance since February 2007. 

6) Yesterday’s loss subtracted $1.35 trillion from stock market worth in the U.S 

alone, and $2.5 trillion worldwide, as $3.8 trillion has been lost during the past 

8 days alone. 

7) Volume was the heaviest since the May 2010 so-called “flash crash”. 

8) The S&P has now declined by 18% from its late-April high and declined by 

$729 billion yesterday alone. 

   

And in what had to be the biggest irony of all, during the first trading session 

after the now infamous downgrade of the U.S. credit rating by Standard & 

Poor’s, investors rushed into U.S. Treasury securities like there was no 

tomorrow on a classic panicked so-called “flight to safety”, and if these 
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Market Update: 

 

DJIA:               10964 

S&P 500:          1142 

Nasdaq:            2421 

 

10YR T-Note:     2.35% 

 

VIX:                   40.94 

 

EUR/USD:        1.423 

 

Gold                  1744 

Crude Oil:        81.30 

 

Prices Current as of 
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Source: CNBC 
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securities were downgraded to below the best credit rating, why was there this 

panic to buy them at any price, even at record low yields, as for instance, the 2-

year maturity got as low as .22%, which I guess is a market “killing” if the 

largest custodial bank now has the nerve to charge you to leave your money 

with them, so you automatically get less than you put in without even a chance 

to make some kind of return, however measly it might be. Of course, the 

rationale for the huge rally in the bond market was that the S&P downgrade 

adds uncertainty to the economic growth picture, which is a supposedly 

friendly scenario for fixed income. 

  

And also hurting the market yesterday was S&P’s lowering the debt rankings 

on Fannie Mae, Freddie Mac and other lenders backed by the government and 

they also threw salt on the wounds by reducing the credit outlook on Warren 

Buffett’s Berkshire Hathaway Inc. to negative. This announcement was partly 

responsible for the downward spiral off of the initial loss of “only” 100 to 200 

points into the ultimate downside disaster that yesterday’s market ultimately 

became. 

  

And talking about safe havens, gold and the Swiss franc continued to rise to 

record high levels, the latter against the Euro as well.  

  

One of the sad ironies of yesterday was that the S&P, with its one-day decline 

of 6.7%, fell to its lowest level since last September, which means that stocks 

are now basically at the same level that they were at early last September, 

which was when the famous QE2 program, whose job it was to raise the prices 

of all assets because of the Fed’s misplaced fear of deflation. In a sense, this 

means that the program was a failure because even though stocks did rise 

nicely as did commodities, QE2 was one of the causes of the economic 

slowdown that we are in now because it raised commodity prices to 

unsustainable levels, as per crude oil at $114 a barrel, which cut deeply into 

consumer spending, which still makes up 70% of G.D.P. It also hurt the profits 

of many companies because of the higher input costs for their raw materials.  
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Most of these unsustainable commodity price rises were the result of the Fed’s 

deliberate attempt to weaken the dollar and “inflate” the economy out of their 

misplaced fears of deflation, so in a sense we can say that the QE2 program 

did more harm than good, as stocks have gone nowhere since that time and 

most commodity prices are higher, hurting both businesses and the consumer, 

so thanks a lot guys. 

  

At least the E.C.B. did something positive for a change, by finally purchasing 

$2 billion Euros worth of Italian and Spanish bonds to bring their 10-year yields 

back to earth, down around 80 basis points in both cases, to around the mid to 

low 5% levels from the Euro-era highs that they had previously been at.  

  

And not unexpectedly, there was a lot of pushback against what S&P had 

wrought, starting with none other than Warren Buffet himself, who not only 

said that S&P erred when it lowered the U.S. credit rating, but that the 

economy will avoid a second recession in three years and that the U.S. really 

merits a “quadruple A” credit rating. Treasury Secretary Geithner said that 

there is “no justifiable rationale” for the move. Various politicians also chimed 

in, as the chairman of the Senate Banking Committee called the move 

“irresponsible.” 

  

If you are an insomniac, last night was one for the record books, as the various 

stock index futures plunged sharply after it was reported that consumer prices 

in China rose by 6.5% in July, which was the fastest pace since 2008. These 

stock futures went into this mini-panic on the perception that rates would have 

to be raised in that country once again to help tackle inflation, but the more 

reasoned approach would be that they will put growth ahead, by restraining 

those rate increases for the time being.  

  

Dow futures declined by as much as another 250 points, then actually rallied 

by 300 points at around 3am, from which level they plunged to a loss of 150 

points before rising to a gain of around 100 points just before the market 
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opening at 9:30am, so if you got up to watch this action at various times 

during the night, the emotional swings were a bit much to take, so to speak. 

  

And sure enough, so far the market is trying to do its best to recover some of 

yesterday’s humungous losses, as the Dow started out with a very fast gain 

out of the opening gate of 140 points, which was immediately met by selling to 

knock it down to a nominal 4 point loss at 9:45am. Thankfully, it was able to 

get its act together after that and has risen by 243 points at its best level so far, 

but is below that high as this is being written. Breadth numbers are almost 10 

to 1 to the upside, partly reversing yesterday’s downside debacle in this area 

and the VIX has declined by almost 8 points, down to around 40. So get used 

to these sorts of wild swings, for better or worse.  

  

And now we have to deal with the Fed statement at 2:15pm and there is talk 

that they might announce new steps to pump up growth, but in retrospect their 

last attempt was really a failure, although if they do not say something 

positive, the market could decline once again if that is what transpires, so it 

would appear that waiting until this announcement is the prudent thing to do at 

the present time. 

   

The earnings season has been a good one with 73% of the 440 S&P companies 

beating the forecasts, with profit growth at around 16%. But the market is 

obviously looking ahead to a potentially slower earnings season in the second 

half of the year, and that will be the big question as to how the market 

performs from here on out.  

  

This week sees a few earnings, which obviously are not going to have much of 

an impact on the overall market, with Dow component CSCO reporting on 

Wednesday, along with some major retailers, and there is the Fed meeting later 

today which will obviously be super-important. 

   

And with the S&P trading at a forward price/earnings multiple of 11.8 to 1 
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based on estimates for $96 earnings this year, one would like to believe that 

stocks are attractively valued, but the market for the time being is taking the 

view that the weaker economic reports are going to prevent this number from 

being reached, and of course that will be the main issue facing stocks in the 

second half of this year.  

   

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 11.8 times forward 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 +13% 

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.  
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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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