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The market extended this week’s gains yesterday, highlighted by the fact that 

the Dow was able to trade higher for the entire session, unlike how it had fared 

during the first three days of the week when it was buffeted back and forth in 

an extremely neurotic manner based on every piece of news that came out of 

Europe regarding progress or lack of such regarding their attempts to deal 

with the ongoing debt dramas. As a result, it started higher and reached a gain 

of 150 points after10am, from which point it gave back most of those gains and 

was only ahead by 40 points at its worst level of the day at 11am. From that 

point on, the bullish crowd took control of the proceedings and was able to 

push it higher to a new intraday best level of a 180 point gain by 3pm. At that 

time, the bearish crowd looked for a repeat performance of what had taken 

place on Wednesday, when the Dow lost half of its gains in the last twenty 

minutes (up 280 to a close of only half that at 140 higher) by knocking the Dow 

lower to show a gain of 130 points at 3:30pm, before once again the bulls took 

control going into the close and actually were able to push it to its best level of 

the day with a final advance of 186 points.  

  

It would probably have been better for the Dow to close with where it was at 

3:30pm, up 130, instead of at its best level because by losing half its value in 

what appeared to be a maneuvered very late selloff on Wednesday, this 

unexplainable decline allowed the market to continue to move higher 

yesterday. We shall see how today’s trading manifests itself near the close, but 

it would appear highly unlikely that the market will make a very late surge 

today, especially as it is the September options expiration session, and let us 

all remember that the purpose of an options closeout day is to make as many 

holders of calls in particular, but also puts, to end up with worthless 

merchandise.  

  

Donald M. Selkin  

Chief Market Strategist 

(212) 417-8017 

dselkin@nationalsecurities.com 

 

 

 

 

 

____________________ 

Market Update : 

 

DJIA:               11520 

S&P 500:           1216 

Nasdaq:            2622 

 

10YR T-Note:     2.08% 

 

EUR/USD:          1.38 

VIX:                  31.01 

 

Gold                  1818 

Crude Oil:        88.16 

 

Prices Current as of 

12:45PM 

Source: CNBC 
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For the first time this week yesterday, the Dow and not the Nasdaq was the 

star, as the latter was restrained to some extent by the shellacking in the 

shares of the large Online movie rental company, on a loss of subscribers due 

to their recent very sharp percentage price rises to consumers for their move 

rental services, and what did they expect, that everyone should just sheepishly 

accept this kind of price gouging when there are other places to get movies 

and television shows?  But the Nasdaq certainly had nothing to be ashamed of, 

as it ended with a good gain of 34 points due to ongoing strength in the large 

mobile telecom and computer company, the largest online retailer at a new all-

time high and even the Dow technology stocks that are also members of the 

Nasdaq as well got into their little upside acts.  

  

Breadth numbers were good at a 3 to 1 positive ratio and the VIX declined by a 

little more than it should have relative to the Dow’s advance, falling by 2.63 to 

31.97. And will miracles never cease as the financial stocks actually put in one 

of their better performances in a while based on what we described in detail in 

yesterday’s notes, namely that the E.C.B. said it coordinated with the Federal 

Reserve, the Bank of England, the Bank of Japan and the Swiss National Bank 

to extend three-month loans to Euro-area banks in an effort to ensure that they 

have enough cash for the rest of the year. As a result, the cost of insuring 

European sovereign and corporate debt extended their recent declines from 

record high levels as the prospect of a default by Greece receded. 

  

And those two supposed safe-havens, otherwise known as the bond market 

and gold, got sold off on the increased risk-appetite that investors have had 

this week and we have been talking about what would seem to be the 

foolishness of buying these Treasury securities that makes a person actually 

lose money after taxes and inflation.  

  

Could the market actually end higher every day this week?  
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That was the drama going into today’s options expiration session, and the last 

time that the Dow went up for all five days in one week was the week of June 

27th to July 1st, before all the issues that have plagued stocks for the past two 

months became front and center in investor’s thoughts.  

  

Things started out nicely, with the Dow up to its best level of the day with a 

gain of 99 points at its 10:20am high, helped by the mid-September U. of 

Michigan Consumer Sentiment Survey, which rose from the lowest level since 

November 2008 as consumer views of current economic conditions improved 

somewhat. From those highs, things went south fast, as the Dow gave up that 

gain and then some, with a loss of 25 points at its worst level of the day just 

before 11am, and once again the reason offered for the sharp setback was that 

the French banks got whacked around big-time to the downside. From those 

worst levels, the Dow has been able to rebound to show a gain of 90 points so 

far at its recovery high, but it took a Dow gain of 75 points to get breadth 

numbers nominally positive, which is not so great for further advances as the 

broader market is not really participating in the Dow’s gain, which is being 

primarily motivated by good gains in a few of its members. Meanwhile, the 

financial stocks here apparently caught the French disease, at least for today, 

as after starting higher, they are under selling pressure once again.  

  

The bond market is rallying today with its eyes on the latest meeting of finance 

ministers, and this one was moved from last week’s non-event producing talks 

in Marseilles, France to Poland. And so far what they have said has been sort 

of mixed, as they ruled out economic stimulus, which has once again caused 

traders here to run into bonds. Treasury Secretary Geithner made a bland 

statement to the effect that leaders need to work together to avoid setting off a 

“protracted” slump, whatever this statement was supposed to mean. He added 

that Europe must choose to solve its debt crisis so its fate does not rest with 

financial markets or the nations that back the I.M.F.  
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The European finance ministers ruled out efforts to prop up the faltering 

economies and gave no indication of providing aid for lenders to go along with 

yesterday’s liquidity lifeline from the E.C.B. They said that the ongoing debt-

crisis leaves them no room for tax cuts or extra spending to try to jump start 

economies that are on the brink of stagnation, and apparently this positions 

differs from that of the U.S. Treasury Secretary.  

  

For the remainder of the day, it would appear that market action will be a 

function of the September options closeout session and not what comes or 

does not come out of  

Europe, as the main effect of their woes has already been felt in the bank 

stocks here. Hopefully, the European bank negativity will be broken here with a 

decent close as the session moves on. And it would be particularly positive if 

the market can ignore for the second day in a row a poor showing from a 

former technology leader that seems to be fading in relevance, namely the 

maker of the Blackberry device, which is getting sold off on a poor earnings 

report.  

  

And just to show how ultimately foolish it is for investors to try to “protect” 

their stock portfolios with the help of buying puts in the stock that represents 

1/10th of the S&P itself, even with the past two months being lower for stocks, 

there will be 4 million puts that will go out worthless on today’s close, along 

with almost 2 million calls. This is a perfect example of what I always say that 

the purpose of options expiration is to make as many holders of them lose as 

much money as possible.    

  

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 
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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. 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 


