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After Tuesday’s downside beating, the market started out very strong 

yesterday on further European optimism and a good September durable goods 

report, which showed the best gain in six months if transportation equipment 

was eliminated. But there was a roadblock ahead, as the Nasdaq/Dow ratio 

collapsed in the late morning, resulting in an early Dow 160 point gain 

becoming a 12 point loss at 11am. This was courtesy of the Nasdaq plunging 

to a 40 point loss at that time, courtesy of another large technology company 

getting whacked to the downside after its earnings report, and yesterday the 

booby prize went to the largest online retailer. The Nasdaq went negative at 

10:15am when the Dow was still ahead by 100 points, and we all know who 

wins that battle. 

But things were able to get their act together from those lows, and it was the 

Dow that led the way higher, helped by a strong report from BA (which 

accounted for 21 Dow points just by itself), as after meandering around for a 

couple of hours, it surged to get as high as a 185 point advance before closing 

with a gain of 162. Even the Nasdaq could not stand the embarrassment of 

being left out of the upside party and managed to close with a nominal 12 point 

gain. Despite this lag in the ratio, breadth numbers turned around to the upside 

to end at a strong 4 to 1 positive ratio, and the VIX declined by more than it 

should have relative to the Dow’s advance, with a loss of 2.36 to 29.86. 

 

We had mentioned that the former resistance level for the S&P in the 1220-1230 

area should now become support if the latest uptrend is to have any validity, 

and this is exactly what happened yesterday, as it got down as low as 1221 

yesterday after the largest decline in three weeks took it down to 1226 on 

Tuesday.  And the earnings season continues to roll along, as of the 236 of the 

S&P companies that have reported, 72% of them have beaten the estimates, 

with earnings so far up 16% and revenues ahead by 11%. 

So what happened late in the session to cause that upward move? Do you 

think it could have been related to something in Europe?  

Donald M. Selkin  

Chief Market Strategist 

(212) 417-8017 
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Market Update : 

 

DJIA:               12173 

S&P 500:           1277 

Nasdaq:            2725 

 

10YR T-Note:     2.31% 

 

EUR/USD:          1.42 

VIX:                   25.23 

 

Gold:                 1745 

Crude Oil:        93.34 

Prices Current as of 

12:45PM 

Source: CNBC 
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And “you betcha” that was the case once again as a report surfaced that the 

E.U. plans to leverage the E.F.S.F. by “several fold” and force banks to raise 

more capital by next June. In addition, China and other developing countries 

may be willing to invest in the rescue fund as well, and why not, with all of our 

money that they have due to their huge trade surpluses with the developed 

world. 

Well, well, well – those bullish investors who forced the market higher late 

yesterday are now laughing up their sleeves, as the E.U. agreed to expand the 

bailout fund by leveraging it by four to five times, and banks and insurers 

agreed to a voluntary write-down of 50% on Greek bonds. This means that $3.7 

billion of debt-insurance contracts will not be triggered, and a supervisory 

organization will decide if these credit-default swaps should pay out depending 

on whether the losses are judged to be voluntary or compulsory, and sorry to 

those astute speculators who supposedly had the “market savvy” to take the 

pessimistic view and buy these instruments.  

Also helping was a third-quarter first estimate for G.D.P. of a 2.5% gain, the 

best in a year, and so now what happened to all of those “experts” who gave 

the chances of the U.S. falling into a double-dip recession as high as 40-60%? 

Investment in equipment and software also increased by more than expected 

as well. Consumer spending in that report rose by 2.4%, which was better than 

projected, despite the fact that the September pending home sales report came 

in at the lowest level since April.  

  

After declining at its “worst” level to a gain of only 206 points at 10:45am, the 

Dow has recently exploded to a 310 point advance as this is being written, and 

to no one’s surprise, it is following the fortunes of the Euro, which is also 

exploding to the upside with a gain of .0278 to 1.4185, its highest level in seven 

weeks. Breadth numbers are phenomenal at a 10 to 1 upside ratio and the 

Nasdaq is more than holding its own today, with a 70 point advance. And 

naturally, the VIX is taking a huge downside beating, with a current loss of 4.69 

to 25.17 as this is being written. 
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Ironically, the two Dow stocks that reported today, namely the largest 

consumer products company and the largest oil company are doing nothing 

and would probably both be lower on a “normal” day, as the upside heroes are 

the financials, the industrial cyclicals and the highest priced Dow technology 

component, which has a tendency to rally strongly on big up days in the 

market.  

We will wait to see where things close before saying that this is the largest 

monthly gain since such and such a month or year, but it is instructive that for 

the first time since very early August, or before that ridiculous downgrade of 

the U.S. credit rating by Standard & Poor’s that ushered in two very painful 

months, the VIX is in the 20’s for the first time since then for two consecutive 

days. And so much for those panicked investors who thought that paying 

ridiculously high prices for so-called “downside protection” is a good strategy, 

and are once again looking very foolish, as I have mentioned time after time, 

anyone who has bought stocks that represent the larger indexes, never lost 

money by going into the market when the VIX is in the high 40’s range, which it 

reached a few times during the painful period that hopefully has now come to 

an end.  

Believe it or not, the Dow has now risen by more than 1,000 points this month, 

and the only other time that this has taken place was in April 1999. This is also 

the largest gain for the S&P since December 1991, so what we have seen this 

month is certainly historic in terms of the upside, but let us also remember that 

these gains have come after the terrible beating that the market took in August 

and September. 

 

The week finishes with earnings from: tonight - BIDU; Friday: Dow components 

CVX and MRK.   

Once again, technical types are keeping their eyes on that 1220-30 S&P level, 

which had represented the high end of the recent trading range, and which has 

now been reached on the upside, with Monday’s 1254 close.  
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This former resistance level should now act as support if things start to come 

down once again. 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 150 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). 

  

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 $99.38 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 18% 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 16%. 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 three 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 1.8% 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 


