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Special Comment: We sent out a week ago Friday our annual revision of the 

ETF glossary, and this extensive report lists around 400 of them and should be 

used as a reference guide to different sectors of this rapidly growing area of 

investment.  

   

Well, well, yesterday was a case of the bullish contingent having its prayers to 

Saint Jude, the patron of lost causes, or to Spes, the Roman goddess of hope, 

finally answered, as the market underwent a tremendous upside very late 

turnaround with a fast acceleration from a 130 point Dow loss at 3:20pm to a 

closing gain of 69 points.  And the journey was not an easy one, as after the 

late in the week selling last Thursday and Friday, which was primarily a result 

of investor perception of the incompetence of the Fed Chairman and the 

President to get a handle on our ailing economy, in addition to the top 

European bureaucrats also not being able to come up with viable solutions as 

well, worldwide markets opened sharply lower and stayed under pressure for 

most of the day.  

 

As an example of this inability to deal with the problems, the G7 held a 

weekend meeting in Marseilles, France, which is a city that certainly does not 

lend itself to solving serious issues. And the result of the meeting was that 

they came up with no further proposals, which also put pressure on the 

market, and the newest source of concern is now the three largest French 

banks and their exposure to Greek debt. In addition, there were the ongoing 

concerns that the Euro zone’s seemingly never-ending debt crisis could 

undermine the global economic recovery, and on worry that Greece is moving 

closer to default. Indications of this anxiety were reflected in Italian bond yields 

surging at an auction yesterday and stories that Moody’s is about to 

downgrade the ratings of the three largest French banks because of their 

Greek holdings. European bank and sovereign credit risk rose to records, 

adding to the overall misery of that area’s overall situation. 
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Market Update: 

 

DJIA:               11093 

S&P 500:           1170 

Nasdaq:            2520 

 

10YR T-Note:     2% 

 

EUR/USD:        1.37 

VIX:                  37.69 

 

Gold                  1830 

Crude Oil:        89.98 

 

Prices Current as of 

1:25PM 

Source: CNBC 
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As a result of these worries, the Dow opened with a 135 point loss, from which 

it actually had the nerve to go briefly positive at 10:15am, led by some gains in 

the Nasdaq, helped by a takeover in the semiconductor industry. But this 

giddiness was fast done away with and by 2:15pm the Dow had retreated to a 

loss of 167 points, its low of the day, which put it in danger of undergoing its 

sixth triple-digit loss in the past seven sessions. It started to get its upside legs 

once again by rallying to only a 50 point loss by 2:45pm, only to fall back 

almost to the session lows with a 130 point decline at 3:20pm as mentioned 

above. 

  

Then the miracle occurred, as just when it looked as if the market was headed 

for another downside disaster, things made an exceedingly fast upside 

turnaround in those last 40 minutes with an astounding 200 point upside 

reversal to end with that closing 69 point gain. So what happened to account 

for this complete reversal in investor attitudes in such a short period of 

time?  Despite the gloominess, which held sway for most of the session, there 

were some indications that things might be able to do better. The first was that 

the VIX was really putting on the fear trade by encouraging its followers to 

“buy downside protection”  by gaining much more than it should have, 

advancing by an incredible 4.66 points to 43.18 on the Dow low, almost three 

times as much as normal. The VIX at this level starts to get closer to nosebleed 

territory in the high 40’s, from which stocks have always managed to 

eventually go higher. And even though the major averages all ended higher, 

the VIX still ended positive, with a closing advance of .07 to 38.39, although 

this was obviously well off of its highs. 

 

Another indication that perhaps things were going to improve was that when 

the Dow started to move into positive territory, the Nasdaq had already done 

so before the Dow had, which is usually a bullish sign. For instance, the 

Nasdaq went into the plus column at 3:30pm even while the Dow was still 70 

points lower.  



 

Page 3 

September 13, 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 

 

 

 

And we know what the result of this relationship usually turns out to be, 

namely that the Dow follows the Nasdaq higher as well. In fact, the Nasdaq 

ended with a closing gain of 27 points, which was a very strong ratio.  

  

Two other factors that usually accompany a down day in stocks were not there 

either, as the bond market stayed the same or even went slightly lower after 

pushing yields to record lows late last week for some maturities. If stocks were 

going to collapse, then one would have liked to believe that bond yields would 

continue to decline, although it also becomes a question of how much lower 

can they go from current levels. The other factor that is usually present when 

stocks are going to get sold off sharply is that the other safe haven, namely 

gold, usually goes higher on the old “flight to safety” pattern. Instead, gold got 

sold off by $50 an ounce, albeit from very extended levels, and the 

“explanation” offered by the experts was that investors had to sell their gold to 

cover losses in stocks, which is the most ridiculous argument ever put 

forward, but it does surface from time to time. First of all, this assumes that 

every investor who sells out of stocks also owns gold, which is a very far 

reach. Secondly, if these gold investors sold out to get rid of their stocks on 

the low of the day, then how smart are they in the first place?  And finally, what 

is the “explanation” going to be on the next day that stocks go lower and gold 

goes higher? 

 

The “explanation” that was offered for the astounding upside very late 

turnaround was a report that China is going to lead the cavalry charge to 

rescue the world, as supposedly they are going to make investments in Italian 

bonds and Italian banks, for whatever that story is worth or not, and after all of 

the recent stock market declines, any explanation is music to the ears of the 

beleaguered bullish contingent. 
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 After yesterday’s upside fireworks, the market really has the burden of doing 

better today to negate the bearish argument that this was just another sharp 

upside move within the context of an ongoing down market.  And so far it has 

been a mixed to positive picture, with the Dow opening lower at its worst level 

of a 74 point loss at 9:45am, from which it immediately was able to once again 

turn around to the upside very rapidly to show a gain of as much as 77 points 

by 10:15am, in other words a 150 point upswing within a matter of 30 minutes. 

From that time on, it has meandered around between small gains and losses 

as this is being written. Despite the small changes in the Dow, both the S&P 

and the Nasdaq are doing better, which is accounting for breadth numbers at 

around 2 to 1 positive, as the Dow is being weighed down by losses in the 

energy components, which is somewhat ironic with crude oil prices once again 

close to $90 a barrel, and also by losses in some industrial components as 

well. So in a sense the Dow is really not representative of what is going on 

today, as the overall trend is definitely somewhat better. 

  

Helping to some extent is the fact that French banks dismissed concerns over 

their access to funds, and bond yields are finally declining, which shows less 

of the flight to safety concerns that have been so prevalent lately. August 

import prices did decline due to lower commodity prices last month on the big 

stock selloff, but unfortunately they have moved back up again on this strange 

rise in crude oil prices lately. And then of course there were the usual 

statements from the German and French leaders that they were “going to do 

what is necessary” to prevent the credit and debt crisis from getting worse, 

thanks a lot, and that they were prepared to “take the necessary action 

(whatever that is supposed to be) to correct the situation.” 

 

Individual stocks are reacting to their earnings announcements, with the 

largest consumer electronics chain getting sold off and a large healthcare 

benefits insurer rising on their respective forecasts, and we will get more of 

the start of the third-quarter earnings season for those companies whose fiscal 

quarter ended in August rather than September.  
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It goes without saying that it is incumbent on the market to hold at least even 

levels today in order to convince investors that yesterday’s late upside 

turnaround was not a flash in the pan in an otherwise lower ongoing market.  

 

Since the third-quarter earnings season will not start until next month, 

economic reports this week might move things one way or the other, and the 

lineup is as follows: Wednesday -  August P.P.I., and August advance retail 

sales, along with July business inventories; Thursday -  August C.P.I. It would 

appear that the retail sales report is probably going to be the most important.  

  

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 still 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 the first half of 2011, earnings gained +18 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.  
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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.  

Disclosures 


