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After a terrific performance last week, stocks started out very poorly yesterday, 

and surprise, surprise, the villain was once again Europe’s lack of action on 

the Greek bailout and potential default issues, as for the second weekend in a 

row, top officials from the E.C.B., E.U. and I.M.F. concluded their meeting in 

Poland with nothing accomplished.  

  

As a result, the Dow reached a little bit of a panic low at 10:45am, right at the 

time that European stock markets were closing, with a 254 point loss. And how 

many times do we see that happen, as weak European investors sell out at 

market lows, which often occur within this timeframe. From here things began 

to improve with the Dow able to cut that loss to a decline of “only” 62 points at 

its best level right before the close at 3:45pm. And once again it was the 

Nasdaq that was leading the upside charge, and was actually showing a gain of 

5 points at this time, before things made one of those vicious very late 

downside turnarounds to end with closing losses of 108 Dow and 9 Nasdaq 

points. But the NDX, which consists of the 100 largest non-financial issues on 

the Nasdaq, ended with a 3 point gain, led by new all-time highs in the large 

mobile telecom stock and the largest online retailer.   

  

Breadth numbers were poor at a negative 1 to 3.4 ratio and the VIX made a bit 

of a panic-type showing with the old “buy me downside protection” mentality 

on display in all its glory, with a very large gain of 4.35 to 35.33 when the Dow 

was on its low, before finally closing with a 1.75 point advance to 32.73, which 

was still slightly more than it should have.  

 

The reason for the comeback from the worst levels was a report that Greece 

was near an agreement to receive additional bailout funds on condition that the 

country shrink the size of its  public sector and improve its tax collection rate, 

which is the worst in Europe, in order to avoid a default within weeks.  
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Market Update : 

 

DJIA:               11530 

S&P 500:           1218 

Nasdaq:            2634 

 

10YR T-Note:     1.95% 

 

EUR/USD:          1.36 

VIX:                  31.70 

 

Gold                  1806 

Crude Oil:        86.31 

 

Prices Current as of 

1:00PM 

Source: CNBC 
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 Then for what it was worth, the President went around pushing his new 

economic recovery plans, which include $3 trillion in budget cuts, part of 

which is supposed to come by raising taxes on those individuals earning more 

than $1 million a year.  

  

The worst performers were energy stocks on a decline in crude oil prices, and 

one would like to believe that these lower prices for consumers would be 

perceived as beneficial, but never mind, there has been this extremely strong 

correlation between energy prices and the stock market for a year now since 

the implementation of the QE2 program. Also on the weak side were the 

financials, and what else is new here, particularly the life insurers. 

  

And naturally when the bond market sees trouble in Europe and lower stocks, 

it reacts in knee-jerk fashion with so-called “flight to quality” buying for the 

privilege of owning instruments that make you lose money after taxes and 

inflation, with the yield on the 30-year bond down to 3.22%, the 10-year down to 

1.96% and the two-year at a record low .16%, and how about those levels for 

rates of return. And the once safe-haven of gold got knocked down again, as it 

now appears as if the double-top over $1,910 might prove to be a real 

impediment to continued advances, although it does not appear to want to 

weaken that much either. The Euro got blasted to the downside on the troubles 

in that part of the world, falling as low as 1.359, a large drop of .0215 when 

stocks hit their lows, and since our stock market is strictly a function of what 

happens in that part of the world, when the Euro started to come back from 

those worst levels of the day, to end at 1.368, a gain of around .0100 cent, our 

stock market dutifully followed to the upside, and one wonders who is leading 

who here, as both markets move in this neurotic fashion in the same direction 

depending on the particular level of panic that is present at any given time.  
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But the real new flight to quality hero, aside from the large mobile telecom 

stock, is none other than the quick-serve Mexican restaurant chain, up 61% 

this year after a 141% gain last year and sporting a multiple of 56/1 with a long-

term estimated growth rate of less than half of that. It is also higher by almost 

700% since it went public in 2006. I know that it is a truism of markets that 

people do not give up minimal cost pleasures during difficult economic times 

like going to the movies or eating out in lower-priced restaurants such as this 

one and the large hamburger chain, which is also at a record high price, but for 

those who can stomach the types of fare served in these establishments, this 

is wonderful news for these types of stocks. 

  

In what is turning out to be a classic “Turnaround Tuesday” so far, stocks were 

able to shake off the ostensibly negative effects of good old Standard & Poor’s, 

asleep at the switch during the financial meltdown three years ago, taking out 

its pencil once again and downgrading the credit rating of none other than Italy 

last night after the markets here had closed. But unlike the horrible reaction on 

the next trading day, Monday, August 8th after the Friday evening, August 5th 

downgrade of U.S. debt, which saw the Dow undergo its sixth worst point loss 

ever at minus 634, this time the reaction has been obviously better. In addition, 

the I.M.F. cut its forecast for growth in that country next year to less than a 

quarter of what the government predicts in its plan to balance the budget. Their 

economy is now projected to grow by only 0.3% in 2012 instead of the 1.4% 

forecast in June. Of course, weak economic growth was one reason cited by 

S&P last night when it cut the credit rating to A from A+, with a negative 

outlook, saying that Italy’s “fragile” government and rising borrowing costs 

would make it difficult to reduce their deficit, which is Europe’s second largest 

after Greece.  
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As a result of this downgrade, the various stock index futures were showing 

sharp losses in the overnight session, which thankfully disappeared by the 

morning, as investors became more optimistic that the Fed is going to put 

forth a program tomorrow afternoon to provide additional stimulus to the 

economy, perhaps with that Operation Twist idea of selling the shorter-term 

securities and buying the longer-term ones and cutting the rate that it pays 

banks to keep their excess reserves with the Fed in order to get them to lend 

more. After a shaky start with the Dow fluctuating between small gains and 

losses, things started to accelerate to the upside around 10:15am with the Dow 

able to achieve a gain of 140 points at its best level at 12noon, from which it 

has retreated slightly as this is being written. Breadth numbers are at a 2 to 1 

upside ratio and the VIX is declining by about what it should be relative to this 

advance. And once again, those two new “safe-haven” stocks mentioned 

above are at it again with new all-time highs, and why not? 

  

The market gains are somewhat impressive given the weak August housing 

starts report which declined to a three month low, although building permits, 

an indicator of future activity, did rise when a decline was predicted for that 

part of the report as well. 

  

The volume is very light, and what else is new for an up-day, and it seems as if 

things are marking time before the all-important Fed news tomorrow afternoon.  

  

As was mentioned yesterday, the third-quarter earnings season is upon us, 

and there are some important companies this week and the lineup is as 

follows: tonight - DRI, CPRT, ORCL, ADBE; Wednesday – GIS, BBBY, RHAT; 

Thursday – FDX, CMX; Friday – FINL, KBH.  

 

Economic reports are on the light side, as Wednesday sees August existing 

home sales and the all-important F.O.M.C. decision; Thursday – weekly jobless 

claims and August L.E.I. Obviously the Fed decision will be the crucial item of 

the week. 
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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. 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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