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After Wednesday’s nice gains, which resulted in the best seven-day period for 

the market since it came off of the March 2009 bottom, things took somewhat 

of a breather yesterday, partly because of a weak report from the second 

largest U.S. bank and a Dow component, in addition to what usually causes the 

market to decline, namely some trouble spots overseas, and what else is new 

in this area? 

 

The first ostensibly negative overseas news came from China, which reported 

that their September trade surplus narrowed, which is supposed to mean that 

economic activity is slowing down as apparently they are not exporting as 

much to other parts of the world. The second supposedly negative news was 

that the Euro fell, which means that stocks had to follow it lower as well. And 

after all of the recent optimism about Europe getting its financial house in 

order, yesterday came a comment from the E.C.B. that the involvement of 

private-sector banks in bailouts would risk financial stability by having a 

“direct negative effect” on these banks, and apparently the weaker results from 

that bank are also good for the dollar because now there was the risk to global 

growth expectations as well, and then investors ran into the supposed “safety” 

of the U.S. dollar and into Treasury securities as well, which pushed yields 

slightly lower.  

 

But it was not a completely lost cause, as when the Dow was lower by 140 

points at its worst level at 11am, the Nasdaq was down only by 16 points, 

which was half of what it should have been. And once again, we all know who 

wins that battle, as the major averages did move higher from those lows. In 

fact, the Dow managed to cut its loss to only 5 points by 3:10pm, at which 

point the Nasdaq was ahead by 20. By the close, the Dow pulled back a bit to 

end with a 40 point loss, courtesy of those awful financials, and the Nasdaq 

closed with a 16 point gain.  

 

Breadth numbers were negative at a 12/18 ratio and the VIX actually declined 

by .56 to 30.70. 

Donald M. Selkin  

Chief Market Strategist 

(212) 417-8017 
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____________________ 

Market Update : 

 

DJIA:               11576 

S&P 500:           1216 

Nasdaq:            2647 

 

10YR T-Note:     2.22% 

 

EUR/USD:          1.38 

VIX:                   29.44 

 

Gold:                 1682 

Crude Oil:        87.04 

Prices Current as of 

1:35PM 

Source: CNBC 
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And I thought the calendar read 1998, as the strongest performers in the Dow 

were, would you believe it, three of the old technology has-been’s for the past 

11 years or so. On the other hand, the large high-priced technology stocks did 

very well, which is the main reason that the Nasdaq ended higher.   

 

And naturally as the overall market was lower, that sick symbiotic relationship 

with the outside markets continued once again, as the Treasury market rallied, 

lowering their yields, and the Euro declined as well, but finished off of its worst 

level, mirroring the performance of the Dow. And naturally if stocks are lower, 

then other commodities like crude oil and the metals also went down as well.  

 

After yesterday’s slightly negative session, the bullish forces have taken 

control once again today. In fact, the Dow will now have advanced for the third 

week in a row, something that has not happened since the heady days of April 

as the market was reaching for its highs of the year, and the Nasdaq and S&P 

will have been up for two straight weeks, and this has not taken place since 

July, also before things took their recent horrible leg to the downside. 

 

The optimism has come about despite Standard & Poor’s downgrading the 

credit rating of Spain (and so what else is new here?), because the Euro, that 

all-knowing, all controlling item of all markets, has now made its largest weekly 

gain versus the dollar since January, as the G20 finance ministers began a two-

day meeting to discuss plans to deal with Europe’s debt crisis. A better than 

expected U.S. retail sales report also is helping, as the September report rose 

to its  highest level since February and last month’s figures were raised as 

well. Finally, the technology sector is getting a boost from a very good report 

from the largest U.S. search engine. Ignored was a lower than expected reading 

from the mid-October U. of Michigan Consumer Sentiment Survey, which 

declined a bit when a small gain was expected. 

 

There are all kinds of developments with regard to the G20 meeting, 
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as French and German officials are still trying to work out a solution to the 

problems and we do not have to go into all of the details and progress or lack 

of progress, because there is then an E.U. summit meeting on October 23rd, 

which will then be the next focus of market anxieties or lack of them. 

 

And naturally when the Euro goes higher, so does crude oil and the metals, 

and once again, we are in this conundrum for consumers, as the only way that 

stocks can go up is when energy and other materials prices go higher, and 

then this will put us back into the situation that took place in late April when 

commodity prices were on their highs and this was partly responsible for the 

large sell-off that stocks endured from that time until the recent market bottom.  

 

After a rush to the highs right out of the starting gate, things have cooled off a 

bit, with the Dow reaching its best advance so far with a gain of 134 at 9:45am, 

and it is currently ahead by 95 as this is being written. Breadth numbers are 

almost 3 to 1 to the upside and the VIX is declining by just about what it should 

be with a loss of 1.14 to 29.56, and a close under 30 would be more comfort for 

the bulls, as those investors who rushed into typical panic buying of so-called 

“downside protection” right on the market lows once again realize the futility 

of doing this strategy when the VIX reaches the high 40 level.  

 

Technical types are keeping their eyes on that 1220 S&P level, which starts to 

represent the high end of the current trading range, from which there was a 

failure on August 31st at 1230, a mid-September comedown from 1220 and 

another failure from the same level at Wednesday’s high. So this is the level at 

which the battle might be engaged, and it is interesting to hear those market 

touts who did not buy at the lows say that they are now waiting for the 

opportunity to come back into the market at the “lower end” of the recent 

range, which is at least 100 S&P points lower than where we are now, and a 

decline of that magnitude might not be forthcoming based on seasonal and 

historical patterns (see below). 
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Next week will begin the really heavy start of the third-quarter reporting period 

and the lineup is as follows – Monday: C, DAL, IBM, HAL, WFC, VMW; Tuesday 

– AAPL, BAC, KO, EMC, GS, INTC, JNJ, JNPR, SST, YHOO; Wednesday: MO, 

EBAY, FCX, OMC, RVBD, TRV, USB, XLNX; Thursday: ABT, CMG, LLY, NUE, 

LUV, SNDK, UPC, UTX, T, TRV; Friday: CAKE, HON, MCD, QLGC and VZ. This 

means that there are 10 Dow companies reporting, in addition to several other 

important ones. 

  

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. 

 

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 
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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. 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 


