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Special Comment: We sent out this past Friday afternoon 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.  

 

After that terrific eight-day comeback (the best such performance for the 

market in that period of time in two years) to end what was still a bad month of 

August, the worst since May 2010, the first two days of the new month of 

September have started out the way that the early part of last month performed 

as well, namely largely to the downside. As a result, the first two days of 

September have now put in the worst performance for this time period since 

1974.  And to make matters worse, there is a statistic that says in 14 of the 16 

years since 1928 when the market declined at least 4% from June through 

August (it fell 7.7% in that span this year), September was a losing month. This 

does not  automatically mean that history has to repeat itself, but the first two 

sessions of this month have not been very encouraging in trying to break this 

pattern. 

  

Even though it seems long before the holiday weekend, let us briefly go over 

Friday’s awful session, where the August jobs report dominated the 

proceedings. And the report did not make for very pleasant reading, as it 

showed that U.S. employment growth basically ground to a halt, which will now 

put pressure on the Fed to provide some sort of further stimulus, which this 

weak report certainly gives them political cover to do. The bad news was that 

nonfarm payrolls were unchanged, and to make matters worse, the June and 

July numbers were revised lower by a total of 58,000. It was the weakest report 

since last September and below the consensus for a gain of 75,000. The 

unemployment rate stayed at 9.1%.  
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Market Update: 

 

DJIA:               11037 

S&P 500:           1153 

Nasdaq:            2438 

 

10YR T-Note:     1.97% 

 

EUR/USD:        1.39 

VIX:                  38.04 

 

Gold                  1878 

Crude Oil:        84.41 

 

Prices Current as of 

12:50PM 

Source: Bloomberg 
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The numbers were restrained by a strike of 45,000 Verizon workers, although 

that was offset to some extent by around 17,000 government workers in 

Minnesota who returned to their jobs after a partial government shutdown in 

that state. To further accentuate the weakness of this report, the average 

workweek declined to 34.2 hours, the fewest since January and average hourly 

earnings declined by three cents. The economy basically needs to generate 

150,000 jobs each month just to keep the unemployment rate steady and to 

keep up with population growth.  

  

The overall numbers mean that private payrolls rose by only 17,000 after a gain 

of 156,000 in July and this 17,000 gain was offset by that 17,000 decline in 

government jobs, which was the tenth straight monthly drop for that category. 

Factory jobs did rise by 36,000 as disruptions to automobile production 

caused by the shortage of parts from Japan did ease somewhat.  

  

After an opening loss of 245 points, the Dow was able to recover to its best 

level of the day, namely a decline of 154 at 11:45am, from which it proceeded to 

fall steadily as the day moved on, hitting its low with a 282 point loss at 3pm 

before ending with a closing loss of 253. The Nasdaq did not help matters, 

declining by more than it should have relative to the Dow’s losses and this 

poor Nasdaq/Dow ratio was one of the reasons that the overall market stayed 

under tremendous pressure all day. It closed 65 points lower and breadth 

numbers were awful at a negative 1 to 6 ratio. The VIX sort of behaved itself 

with a rise of 2.10 points to 33.92. 

 

Also putting pressure on the overall market was more bad news for the banks, 

as the Federal Housing Finance Agency said it is going to sue some of them 

over fraudulent mortgage practices, and what else is new with this story?  As a 

result, the large financial stocks showed the biggest losses on the day, 

something that has now turned around the boost that this group had gotten 

two weeks ago as a result of the Warren Buffett investment in the worst 

performing one of all.   
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The losses were also extensive in the industrial stocks on the slowing 

economic scenario, and one of the reasons that the technology sector was 

under such pressure was a very weak performance from the largest Internet 

movie rental service on news of the end of their deal with one of their most 

important supplier of new movies. 

  

As a result of the debacle in equities, the bond market rallied once again, as 

the yield on the 30-year issue declined to its lowest level since January 2009 

and the yield curve narrowed on the belief that the Federal Reserve is now 

going to shift its buying further out on the curve to include the longer 

maturities at the same time that it will sell the shorter maturities, which is 

similar to an action that they conducted in the 1960’s, known as “Operation 

Twist”, named after the popular dance craze at that time. By doing this, they 

apparently will not increase the size of their balance sheet.  

  

Stocks here were not helped by the goings-on in Europe either, as the cost of 

insuring against a sovereign debt default there rose to a record high and Italian 

bond yields rose for the 11th straight day.  

  

As a result of the declines the last two days of the week to start the month of 

September, the major averages have now been lower for five out of the past six 

weeks.  
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And if we thought that the first two days of September were bad, how about 

the third session of the month, as basically what the U.S. market is doing today 

is unfortunately catching up on the downside to what went on in Europe 

yesterday, with an absolutely horrible performance. This could partly be the 

result of follow-through selling from Friday’s disappointing jobs report but it is 

mainly a downside catch-up to what happened over there, especially in 

Germany, whose stock market declined by 5%. So while Americans were 

enjoying the last unofficial day of summer, the various stock index futures 

here were getting blasted to the downside, which was foretelling what is taking 

place today. 

  

We can read them and weep, in terms of the poor statistics from other parts of 

the world that came out while everyone in this country was finishing up their 

summer vacations – the August China services sector report showed growth at 

the slowest pace on record, and this component makes up 40% of G.D.P.; 

India’s service sector in August grew at the slowest pace in more than two 

years; the August Euro services sector declined for the fifth straight month, as 

new orders fell for the first time since August 2009; German G.D.P. growth 

declined to a small gain of 0.1%, down from 1.3% in the first-quarter; U.K. 

August service sector growth slowed at the most rapid pace in more than a 

decade.  

  

As a result of these awful statistics and not even the ability of European 

markets to hold on to their early gains, things here were sort of doomed from 

the start, as the Dow opened with a loss of 280 points and stayed there until 

the 10am release of the August ISM Non-Manufacturing Survey, which actually 

had the nerve to show a gain over last month when all of the experts had 

predicted a decline. Even more encouraging was that new orders increased as 

well.  
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Once the market saw some better news compared to the miserable statistics 

from overseas, things turned around and as a result the Dow was able to cut 

its losses to show a decline of “only” 200 points (a moral victory) within 

minutes of the release of this report. But the selling intensified once again for 

some reason, with the Dow hitting its low of the session at 10:45am with a loss 

of 307 points at its worst level. And from those new lows, things improved 

once again, as the Dow was able to cut its losses to “only” 175 points at 

12:20pm before easing off a bit from that intraday high. Just to show how the 

declines of recent weeks have taken their toll on the bullish crowd, it now 

appears as if the market closes with “only” a 200-point Dow decline or less, 

this would be considered “good” news.  

  

And after making nice last week with a decline even as the major averages also 

declined, the VIX got its revenge today with a large rise of 5.94 to 39.86 when 

the Dow was on its low, which means that it rose by twice as much as it should 

have relative to the Dow loss, putting the fear trade back on the table.  

  

Breadth numbers are terrible at a negative 1 to 7 ratio, but even this is an 

improvement from where they were when the market was on its lows. The 

overriding fear at the moment is obviously Europe, where the markets are 

concerned about the lack of ability to contain the debt crisis, as the yields on 

10-year Greek notes hit a record high of  19.8%, among other woes. In the U.S., 

the yield on the 10-year note reached a record low of 1.90% and the 30-year 

yield declined to its lowest level since January 2009, at 3.19%.  

 

Perhaps settling things down a little bit was the Swiss government intervening 

to keep a lid on the value of their currency, which is declining by the most ever 

against the Euro. Also perhaps helping a bit was a story that a deal could be in 

the works to limit the legal liabilities of banks here in return for a multi-million 

payment in regard to that case that the F.H.F.A. brought against them last 

Friday.  
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This week’s holiday shortened trading features – Wednesday: Fed Beige Book; 

Thursday: July trade deficit, weekly jobless claims, July Consumer Credit; 

Friday: July wholesale inventories. And for what it is worth, the President will 

make a major address to a joint session of Congress on Thursday night about 

his plans for some job creation, and that might or might not affect the 

proceedings on Friday.  

  

 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 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 +17% 

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.  

 

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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