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Raise your hand if you do not know the answer to this question, and if you do 

not know the answer, then you have not been following along what has been 

said in these notes for the past year or so. And the question is – if the Euro 

rose by the most against the dollar since May 2009, crude oil and metals prices 

rose sharply as well and the bond market rallied, raising their yields once 

again, did the stock market go up or down? And if you did not answer that it 

went higher, then either you do not understand what has been the ongoing 

sick symbiotic relationship between these markets for the past year since the 

implementation of the QE2 program got all markets into this mindset, or you 

are only an occasional reader of these notes. 

 

The market ended its best weekly performance since July 2009 with a closing 

Dow gain of 161 points on Friday after a 134 point early gain, which then 

declined to its worst level of the day with only a 52 point advance at 11:30am. 

But thanks to a strong Nasdaq/Dow ratio and breadth numbers at a positive 5 

to 1 upside reading, the Dow made a steady upside push for the remainder of 

the day to end with that 161 point advance, while the Nasdaq did even better 

with a 47 point gain. This was the Dow’s best weekly performance in the last 

six weeks and the S&P and Nasdaq had their best weekly gains in the past 10. 

It was also the first time that the market has been able to rally for two straight 

weeks since early July. 

 

And to no one’s surprise, the best performers were the energy and industrial 

cyclical stocks, as the underlying commodities upon which these issues are 

based made strong advances. The VIX declined by more than it should have 

relative to the Dow’s advance, with a drop of 2.46 to 28.24, and it has now fallen 

for nine straight days.  The S&P’s close at 1224 was its highest since August 

3rd, or just before that awful Standard & Poor’s decision to downgrade the 

credit rating of the U.S., and these U.S. bonds nevertheless went on a historic 

rally since that time, so what did they accomplish by that decision? 
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Market Update : 

 

DJIA:               11477 

S&P 500:           1208 

Nasdaq:            2626 

 

10YR T-Note:     2.18% 

 

EUR/USD:          1.38 

VIX:                   31.88 

 

Gold:                 1671 

Crude Oil:        86.28 

Prices Current as of 

12.35PM 

Source: CNBC 
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On the other hand, most longer-term bond yields have risen by around 50 

basis points since their September lows, on growing economic optimism that 

has been reflected in the rising stock market lately. 

 

For the week, the Dow advanced by 4.9%, the S&P by 6% and the Nasdaq was 

the big hero with a very strong gain of 7.6%, led by large advances in some of 

its high-priced technology leaders. The S&P has now risen by almost 14% from 

its 1075 bear-market lows on October 4th, and this bear market lasted all of a 

few hours. It closed right in the middle of that 1220-1230 resistance level that 

has turned things back at the end of August, the middle of September and now 

at current levels. So the battle has been joined at this price range. For what it is 

worth, volume every day last week was light, and the return of investors from 

last Monday’s Columbus Day holiday did not do anything to improve 

participation, and the bearish crowd will jump on this with the old story that 

markets cannot continually rise on light volume.  

 

The optimism over this recent performance carried over last night as the S&P 

futures rose by as much as 11.5 points, but then something had to pour cold 

water over the budding rally, and today’s declines are now being attributed to 

comments from the German Finance Minister to the effect that “dreams” of an 

imminent resolution to the European financial crisis are not likely to be fulfilled 

at the October 23rd summit. And certainly the omens for this upcoming meeting 

in Brussels are mixed. It is true that governments there appear to have reached 

some sort of consensus on a plan that involves a bigger haircut for Greek 

creditors, bank recapitalization and leveraging the European Stability Facility 

bailout fund. But these plans must still clear multiple hurdles before it can 

begin to be implemented, and unfortunately the E.U. track record on taking 

decisive action is far from encouraging. It is true that the G20 finance ministers 

and central bankers said at their recently concluded Paris meeting that they 

expected E.U. leaders to “decisively address the current challenges through a 

comprehensive plan” at this Sunday’s summit,  
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as France and Germany are supposedly making good progress on a plan to 

resolve the E.U. debt crisis and recapitalize the region’s banks. But today’s 

German comments sort of threw a wet blanket over that to some extent. 

 

As a result, things opened lower and have steadily deteriorated as the session 

has moved on, with the Dow chopping down to its worst level of the day with a 

180 point loss at 12:15pm.  Breadth numbers are almost 1 to 4 to the negative 

side and the VIX is really getting its revenge on its sellers last week, as it 

started out much higher than it should be relative to the Dow’s decline and is 

currently ahead by a large 3.56 to 31.80, which puts it back into that low 30’s to 

low 40’s range that it has spent a lot of time in lately as the S&P vacillates in 

the low 1100’s to low 1200’s range.  

 

Both of the large banks that reported this morning are lower, although the one 

that did a negative 1 for 10 split to save it from the ignominious distinction of 

trading in the 2’s did try to trade better earlier before succumbing once again, 

and what else is new with this group? A large oil-field services company is also 

lower after its report, so at least for today we are not getting any help from 

these reports. The October NYState Empire Manufacturing Survey improved 

slightly from last month, although it was below consensus, and there was one 

friendly aspect to it as the bookings and shipping component rose to the 

highest level in five months. September Industrial Production and Capacity 

Utilization were basically non-events. 

 

And – oh, no – guess what – the Euro is selling off after its strong gains last 

week, courtesy of the skeptical German comments and unfortunately as goes 

the Euro, so goes our stock market, and energy prices and industrial metals 

prices are also lower on their Pied Piper reaction to what the Euro does, and 

what else is new here as well. 

 

The market will probably continue to drift ahead of tonight’s report from the 

highest-priced Dow technology component,  
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and combined with the other companies to be heard from this week (see 

below), that could set the tone, although there is always the potentially positive 

or negative overhang from Europe, and unfortunately for today we are seeing a 

strong dose of the latter.  

 

Once again, 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 will 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). 

 

This week begins the really heavy start of the third-quarter reporting period 

and the lineup is as follows – tonight: DAL, IBM, VMW; Tuesday – AAPL, BAC, 

CSX,KO, EMC, GS, INTC, JNJ, JNPR, SST, UNH, YHOO; Wednesday: ABT, AXP, 

BLK, EBAY, FCX, MS, OMC, PNC,  RVBD, TRV, USB, UTX, XLNX; Thursday: 

ABT, CMG, LLY, MO, NUE, LUV, MSFT, SNDK, UPC, T, TRV; Friday: CAKE, GE, 

HON, MCD, QLGC and VZ. This means that there are 12 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. 
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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 

  

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. 
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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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