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After Monday’s upside moonshot, things took a well-deserved breather 

yesterday, as the broader market did somewhat better while the Dow struggled 

a bit, but overall it was more of an up-day rather than a lower one. 

 

For instance, the Dow could not maintain small gains each time it tried to stick 

its head into positive territory, as for instance at 10:45am, 12:15pm, 2pm and 

3:45pm it was ahead by a nominal gain of 15 points or so, but sold back down 

from those levels each time. But let us also remember that it overcame an early 

68 point loss early in the session and after this hesitant start, it traded in a very 

narrow range for the remainder of the session. And just to make nice to critics 

who have pointed out the bizarre very late price swings could be the result of 

some shenanigans with leveraged ETF’s, even in that very late time frame 

yesterday, the major averages did not really move too much either way. 

 

As a result, the Dow ended with a nominal 16 point loss while the S&P, Nasdaq, 

Russell 2000 Index and breadth numbers were all to the plus side. The reason 

that the Dow could not get into positive territory was the result of a decline in 

the shares of the highest priced technology component, which has been in its 

own upside world lately despite the woes of the overall market, reaching a new 

all-time high on Monday, and this is certainly a very rare event for a major 

stock. So it was certainly entitled to a day-off.  

 

The VIX declined a bit out of respect to the fact that all of the major averages 

except the Dow were higher, falling by .16 to 32.86. And to those naysayers 

who pointed out that we should ignore Monday’s very strong upside move 

because the volume was the second lightest since July due to the bond market 

and banks being closed for the Columbus Day holiday, how about the fact that 

yesterday’s volume, when all of the major players should have been back, was 

even less than Monday’s!  

 

The major excitement came from the anticipation of the Slovakian vote on 

whether to expand the funding for the European Financial Stability Fund, 
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Market Update : 

 

DJIA:               11545 

S&P 500:           1212 

Nasdaq:            2615 

 

10YR T-Note:     2.23% 

 

EUR/USD:          1.38 

VIX:                   30.32 

 

Gold:                 1680 

Crude Oil:        86.01 

Prices Current as of 

12:45PM 

Source: CNBC 
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after mighty Malta became the 16th Eurozone member to approve it the day 

before. Traders held their breath as Slovakia, which is either the poorest or 

second poorest member of this group with a population of around five million, 

or twice that of Brooklyn, started to vote on this proposal. A total of 55 of the 

124 lawmakers who were present backed the motion, short of the required 

majority of 76 needed to pass. Apparently the purpose of the rejection was to 

kick out the government, because the Eurozone vote was also tied to a no-

confidence motion against the Prime Minister.  Even the deposed Prime 

Minister said that Slovakia must find a solution to approve the EFSF “as soon 

as possible”, and the Finance Minister stuck in his two cents by predicting that 

approval will likely be passed this week. 

  

Well, as Jay Leno would say – “You can knock me over with a feather”, as the 

world breathlessly awaited the outcome, the various Slovak parties did not 

disappoint, as they reached an agreement this morning to approve Europe’s 

enhanced bailout fund, but wait a minute, there will be a second vote on Friday, 

for whatever arcane reason. And now all is right with the world due to the 

decision of the Slovakian Parliament. Of course, this entire fiasco is a 

wonderful illustration of the ridiculous layers of bureaucracy that the creation 

of the Euro brought about in the first place, where each of the member 

countries has no control over interest rates and currency levels which would 

be appropriate for its own individual economy, and this is partly how Greece 

got into the mess that it finds itself in in the first place.  

  

And just to illustrate how neurotic the markets have become, when news of the 

Slovak rejection hit the tape just as stock index futures were about to close at 

4:15pm, they sold off sharply on the ostensible “bad” news. When added to the 

poor earnings report from AA, they sold off even further in the evening 

session, as the S&P contract showed a loss of 8.8 points at its worst level. 

 

Now that all is right with the world once again thanks to Slovakia, the market 

opened nicely higher and has not looked back yet. 
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And how about the Treasury market declining for the sixth straight day, 

pushing yields higher than they were at the start of the Fed’s Operation Twist 

program, which has now turned out to be another failure, adding to the 

negative effects from the QE2 program, which we have outlined many times in 

the past. For instance, 30-year yields have now risen from as low as 2.70% to 

their current level of 3.18%, the 10-year is now at 2.21% from as low as 1.67%, 

and the even the two-year is higher from as low as .14% to its current level of 

.30%. So what now happens to those who ran into the supposed “safety” of 

U.S. Treasuries at these all-time low yields and sold their stocks at the low 

because they could not deal with the pain that the market was going to inflict 

on them, as the double-dip recession crowd urged them to do right at the 

worst possible levels. 

  

This will now the be the largest  percentage gain for the S&P over seven 

session since the March 2009 low, and it has naturally followed the Euro 

higher, or is it the other way around? And when commodities see this, they 

rally as well, and now we have crude oil going to higher prices again, and is 

this good for the consumer?  So in a sense, it is almost a no-win situation for 

consumers to some extent, as if they want lower gas prices they will also get 

lower stock prices as well, and vice-versa, thanks to the thought process that 

the QE2 program has engendered.  

  

The Dow has gotten as high as a 136 point gain at its best level and the 

Nasdaq/Dow ratio is just about what it should be. The advance/decline ratio is 

very strong at about a 5 to 1 level and the VIX is down by twice as much as it 

should be relative to the Dow’s advance, with a decline of 2.32 to 30.49, which 

is its lowest level since September 16th, when the Dow was just about where it 

is today. 

 

These gains are commendable because that perennially weak Dow lead-off 

hitter, otherwise known as the aluminum mining company,  
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is getting sold off despite large buying of 10 and 11 calls for this Friday’s 

weekly options expiration. The next roadblock is the 2pm release of the 

minutes of the last F.O.M.C. meeting and let us hope that for a change they did 

not say anything too negative about the economy as they did the last time, and 

which could hurt the market’s advance.  

  

We will hear from Dow component JPM, in addition to GOOG tomorrow; Friday 

has JNHT and MAT, among others.  

  

Economic reports this week will be highlighted by this afternoon’s release of 

the minutes of the last F.O.M.C. meeting, in addition to Thursday’s August 

trade deficit, weekly jobless claims and Friday’s September advance retail 

sales, mid-October U. of Michigan Consumer Sentiment Survey and August 

business inventories.  

  

For what it is worth, there is a statistic that says the S&P has gained on 

average 5% in the fourth-quarter after third-quarter losses of greater than 8% 

since 1924. There is another statistic that says when the S&P declines by 14% 

or more during the third –quarter, as what occurred this year, it has an 89% 

chance of advancing during the fourth-quarter. Let’s see if history repeats 

itself this year.  

 

Isn’t it enough that around $10 trillion was wiped off of equity values worldwide 

in the quarter just ended, which one would like to think makes stocks look 

cheap at current levels, especially given the level of all-time record low interest 

rates. 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. 
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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 

$95 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. Third-quarter earnings are 

projected to now rise by 14%. The highest ever earnings for the S&P in one 

year so far took place in 2006, at $88. For 2012, earnings are still 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 


