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Even though Friday‟s session to end the worst week for stocks since October 

2008, thank you Ben Bernanke, was relatively calm and ended to the upside, 

the scariest part of the day really occurred before the opening, as the S&P 

futures declined to as low as 1102.4, which was 21 points below where they 

had closed on Thursday. Since the fair value for these futures was around 6 

points under the cash SPX itself, this would have meant a decline in the index 

itself to around 1108, which would have been a severe challenge to the intraday 

low of 1101 reached on August 9th in the post-U.S. debt downgrade selling 

panic that week.  

  

Fortunately by the time that stocks themselves opened at 9:30am, things had 

calmed down a bit from the overnight panic based on investor perceptions of 

the progress or lack of progress in dealing with the European debt issues, 

especially as regards the goings-on in Greece. The Dow fell to its lows of the 

session with a loss of 95 points at 10:30am, then chopped around in narrow 

ranges to reach its best level of a 75 point gain at 2pm before chopping around 

to a final close of 37 points, which seemed like a victory of sorts because the 

major averages put in their worst weekly showing since the dark days of 

October 2008. The Dow declined by 6.4% for the week, the S&P was 6.6% lower 

and the Nasdaq fell by 5.3%.  

 

Breadth numbers were actually pretty good at a 19/11 ratio, as the action was 

definitely away from the Dow, as a strong Nasdaq/Dow ratio enabled the Dow 

to go the distance for a change, Despite this positive day, one must also be 

aware of the fact that overall pressure is still to the downside for the time 

being, as the Dow had no trouble declining by hundreds of points on no less 

than three occasions last week, which resulted in worldwide equity losses of 

$3.5 trillion and for that we can thank the ineptness of financial officials on 

both sides of the Atlantic.  

Donald M. Selkin  

Chief Market Strategist 

(212) 417-8017 

dselkin@nationalsecurities.com 

 

 

 

 

 

____________________ 

Market Update : 

 

DJIA:               10918 

S&P 500:           1147 

Nasdaq:            2484 

 

10YR T-Note:     1.90% 

 

EUR/USD:          1.35 

VIX:                  41.37 

 

Gold                  1614 

Crude Oil:        80.30 

 

Prices Current as of 

12:45PM 

Source: CNBC 
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As a result of this blundering over finding a solution to the problems, 32 of the 

45 countries that make up the MSCI All Country Index have now had stock 

market declines of 20% or greater, which is the definition of a bear market, and 

no less than 18 of these declines have come from Europe, no surprise here for 

obvious reasons.  

  

The slight comeback from the previous four days of unrelenting selling was 

based on the hopes that the E.C.B. may step up its efforts to ease financial 

market tensions by extending 12 month loans to banks. As a result, the best 

performers were the beaten-down large financial stocks, with those decimated 

French banks in particular rallying around 8%.  

  

The outside markets also underwent some interesting dynamics of their own, 

as the U.S. Treasury market finally underwent a large decline in price, which 

pushed out the yields on the longer-term maturities more than the gains on the 

shorter ones, which was contrary to what had been taking place for many days 

before the Fed made its Operation Twist official with Wednesday‟s 

announcement. One would like to assume that investors were saying that 

yields at record low levels for longer maturities, with for instance 1.67% on the 

10-year note, which loses money for a person who buys this after taxes and 

inflation, were a bit too low for comfort and they expanded a bit from those 

levels.  

 

And in the final rebuke to those who think that the precious metals offer the 

safest of safe-havens during these turbulent times, a position advocated with 

the utmost “certainty” by all of the television touts who go on these shows and 

tell people to buy gold and silver at any price because they are going as high 

as $2,500 and $80 an ounce respectively, these two metals underwent their 

largest weekly declines since October 1979, and the “explanation” was that 

investors who had losses in stocks sold out of these metals in order to raise 

money to cover margin calls and losses in stocks. 
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If that were indeed the case, then this is one more argument that prices of gold 

and silver basically have nothing to do with the fundamentals of these two 

items themselves and are rather a function of market dynamics related to 

things like equities, which is further proof that a good part of the gains in these 

metals is pure speculation from hedge funds and various ETF‟s which 

encourage these unrealistically high prices in the first place. It is now 

interesting to hear the same touts who wanted people to buy gold at $1,900 

shaking in their confidence when they are asked whether at $1,600 gold is a 

“buy.”  

  

Today started out to the upside, as Euro zone officials played down reports of 

plans to halve Greece‟s debts and recapitalize European banks to cope with 

the fallout. Europe had come under pressure from the U.S. at weekend talks in 

Washington, D.C. to take decisive action to stop the Greek debt crisis from 

engulfing larger countries and possibly derailing a world economic recovery. 

Officials said that media reports that planning was already in place for a 50% 

write down in Greek debt and a large increase in the European Financial 

Stability Fund were premature. German Chancellor Merkel said yesterday that 

letting Greece default would destroy investors‟ confidence in the Euro zone. 

There was also talk that the E.C.B. would lower its benchmark interest rate 

when they meet again on October 6th, which of course is something they 

should have done a long time ago instead of them raising rates over the past 

year, which is a typical policy blunder that has only made the mess that 

markets are in worse. 

  

The Dow started out with a gain of over 100 points, but until 9:42am a technical 

glitch showed that it was only ahead by 2 or 3 points, which brings back the 

old Rodney Dangerfield expression about not being able to „get any respect.” 

From that initial high, it fell back to a gain of only 5 points or so by 10:45am, as 

the result of some weaker economic reports from the August Chicago Fed 

National Activity Index, the September Dallas Fed Manufacturing Activity Index 

and an August new home sales report which showed a decline to the lowest 

level in six months.  
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This decline of more than 100 Dow points from its early high was also a 

function of a very weak Nasdaq/Dow ratio, as the former fell to a loss of 37 

points led by a large decline in the shares of the large mobile telecom and 

computer stock. This was the result of a report released by a large financial 

house that the company was cutting orders to vendors in the supply chain for 

its iPad table computer, a move that would suggest slower sales. Of course, 

the report did not mention that much of these supposed cuts were in reality 

transferred to suppliers in Brazil, but never mind, in this atmosphere, investors 

sell first and ask questions later. The stock was able to recover a large part of 

its early losses and this brought the Nasdaq back into positive territory. In 

addition to this stock, there were other large Nasdaq stocks that also took a 

downside beating as well for whatever reasons, resulting in the overall 

weakness in that index. 

  

But from these 10:45am lows in both the Dow and the Nasdaq, things have 

improved, with the Dow actually able to make a new intraday high with a gain 

of 180 at 12 noon before easing back somewhat from this best level as this is 

being written. Breadth numbers have gone from negative to a current positive 

ratio of 17/12 at the present time, although this is obviously subject to change 

as the major averages vacillate in either direction. The financials are holding 

onto modest gains as a result of some of those beaten-down European banks 

actually having the nerve to rally for the second day as well.  

 

And how about the bond market, which is declining for the second day in a 

row, pushing out the yield curve a little higher, as those absurd levels for the 

30 and 10-year maturities start to move further away from the record or almost 

record lows that they achieved during the panic selling in stocks that reached 

its nadir late Thursday/early Friday of last week, at 2.74% and 1.67% 

respectively.  
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And what about almighty gold, which actually got blasted down as low as 

$1,533 an ounce in the overnight session, causing those erstwhile gold touts 

who have done nothing but encourage people to buy the precious metal at any 

price to look ever more foolish daily, as at these lower prices they seem to 

have lost their moxie and are hedging their bets about whether or not to jump 

back in at discounted levels from the over $1,900 an ounce double-top highs 

recently.  

We will deal with gold and silver in more detail in the bi-weekly commodity 

report that will be out later. 

  

This week sees a good number of economic reports that could influence things 

one way or the other and the lineup is as follows – Tuesday: July CaseShiller 

Home Price Index, September Consumer Confidence, September Richmond 

Fed Manufacturing Index; Wednesday: August durable goods orders; 

Thursday: final revision of 2Q G.D.P., weekly jobless claims, August pending 

home sales; Friday: August personal income and spending, September 

Chicago Purchasing Managers‟ Index, U. of Michigan final September 

Consumer Confidence index, and the September NAPM September Milwaukee 

Index. 

 

Third-quarter earnings continue for those companies whose fiscal quarter 

ended in August, and we will start to see the deluge of these reports next week 

as we move into the month of October, but for this week we hear from ATU, 

CALM, WAG, JBL, WAG, FDO, DRI and MU. 

  

Isn‟t it enough that over $35 trillion was wiped off of equity values worldwide 

last week alone, which one would like to think makes stocks look cheap at 

current levels, especially given the level of all-time record low interest rates.  
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 The argument for stocks being good values here is further enhanced by the 

fact that despite all of the turmoil on fears of slower economic growth or 

worse, analysts have actually raised their profit forecasts for the S&P 

companies for 2011 to a record $99.34 from $98.73 in late April when stocks 

were on their highs, according to Bloomberg. This is somewhat of a strange 

occurrence, because the rap against stocks lately has been that earnings 

estimates are too high. So we will have to see who is right on this one. 

  

 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.  

Disclosures 


