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How about this – on yesterday’s high in the Dow, a gain of 415 points at 

3:20pm, this would have ranked as the 14th best Dow point gain of all-time, so 

one can say to the still-bearish double-dip, world is falling apart crowd – how 

do you like that?  

 

Unfortunately, these best gains did not hold, and as a result the Dow ended 

with a gain of “only” 340 points, which is not a bad day’s work in its own right. 

Breadth numbers were extremely strong at a 7.5 to 1 positive ratio and the VIX 

declined by more than it should have relative to the Dow’s advance, sinking by 

4.40 points to 25.46. Unlike the prior day, when the Nasdaq sort of held things 

back to some extent, yesterday it did better than the Dow, with a closing 

advance of 88 points. But the real hero of the day was the Dow Jones 

Transportation Average, which has now gained 20% alone this month, which 

would be its largest gain for this period since 1939, and how many of us 

remember that prior advance? 

 

And naturally the main upward drive of the market was to no one’s surprise the 

Euro, which kept going higher and higher as the day went along, with an 

astounding advance of .0290 to 1.419. And as happy as everyone is now that 

stocks are doing so much better, the downside of this is that we all will have to 

pay more to fill up our gas tanks and heat our homes, as once the commodity 

markets saw that extreme weakness in the U.S. dollar, they all decided to 

explode to the upside, and this includes in addition to the energy markets, 

metals and agricultural items as well, and several large companies in the 

consumer products area have cited these high input costs as eating into their 

profit margins, KMB  being the prime example. 

 

And that other knee-jerk market, otherwise known as bonds, took a huge hit to 

the downside as stocks exploded higher, with the yield curve pushing out as 

the longer maturities expanded their yields much more than the shorter-term 

ones, on more proof that the U.S. economy is not going to fall into a double-dip 

recession,  

Donald M. Selkin  

Chief Market Strategist 

(212) 417-8017 

dselkin@nationalsecurities.com 

 

 

 

 

 

____________________ 

Market Update : 

 

DJIA:               12221 

S&P 500:           1283 

Nasdaq:            2733 

 

10YR T-Note:     2.31% 

 

EUR/USD:          1.41 

VIX:                   25.02 

 

Gold:                 1744 

Crude Oil:        93.37 

Prices Current as of 

2:00PM 

Source: CNBC 

 

 

mailto:dselkin@nationalsecurities.com


 

Page 2 

October 28, 2011 

     Daily Market Notes 

NATIONAL 
SECURITIES 

Established 1947, Member FINRA/SIPC 

PLEASE REFER TO IMPORTANT DISCLOSURES AT THE END OF THIS DOCUMENT 

 

National Securities Corporation 
120 Broadway, 27th Floor 

New York, NY  10271 

www.nationalsecurities.com 

as so many experts had assured us was going to happen, and is still going to 

happen, according to them.  

 

In fact, the longer-term 30 and 10-year yields have expanded out as much as 75 

basis points from their recent panic-induced lows, where some investors 

thought that buying bonds with a return that loses money after taxes and 

inflation is preferable to buying cheap stocks that have now rallied by 20% or 

more, as many large ones have, particularly the beaten-down financials.  

 

There have been all sorts of historical statistics floating around now that 

stocks have made such a terrific comeback this month, and if the S&P 

manages to maintain its gains (and let us remember that there are still two 

days to go this month including today), this would be the best monthly 

performance since October 1974, which was also a turnaround point after the 

long bear market that began in early 1973. For those technical types, it should 

also be noted that the S&P is now above its 200-day moving average for the 

first time since very early August, when things started heading extremely 

southward after the downgrade of the U.S. debt rating by Standard & Poor’s.  

 

The best performers yesterday were the financials, which have made a very 

nice recover from extremely low levels, the industrial cyclicals which tend to 

move the most (and also decline the most) on large market movement days, in 

addition to the highest price Dow technology component, which also has a 

propensity for large upward moves on strong days.  And the earnings period 

for the third-quarter continues to roll along, with of the 262 S&P companies to 

have reported, 72% of them have beaten their estimates with profit gains of 

16% and revenue gains of 11% so far. 

 

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%?  
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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.  

 

Of course the main explanation for the upside fun and games was that 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. 

 

Today seems like the hangover after yesterday’s big upside party, as the Dow 

has fluctuated in a very narrow range relative to what we have been used to 

seeing, bouncing around from a 44 point loss at its early worst level to as high 

as a 28 point gain at its best level, while the Nasdaq is nominally lower after 

yesterday’s upside explosion. Breath numbers are slightly to the downside and 

the VIX is nominally lower as well. The Dow is being helped by gains in its 

highest-priced energy stock and the largest pharmaceutical stock after their 

reports and some financials are higher as well, along with the two computer 

components on one of them now saying that they will not abandon the PC 

business, which would have been extremely costly to do. 

 

Economic reports are supportive, as September personal spending rose by 

more than expected despite personal income declining, and this was 

consistent with what was said in yesterday’s first estimate of third-quarter 

G.D.P. The final October U. of Michigan Consumer Sentiment Survey also rose 

when most experts had predicted a slight decline. 
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And of course the main question is – so what is going on in Europe? – and the 

answer is that yields on Italian bonds, heaven forbid, have reached their 

highest level since the introduction of the Euro, and what is that supposed to 

mean? The recently almighty Euro is taking a downside breather on a report 

that the head of the. E.U. bailout fund played down hopes of a quick deal with 

China to throw its support behind the rescue effort but he did say that he fully 

expects China to continue to buy bonds issued by the fund. 

 

Will we actually see quiet day like what we have had so far, or will there be 

some last-hour fireworks, as has been the case, and perhaps after all that we 

have bee though lately, the former would be preferable.  

 

Once again, technical types are focused on the 1220-30 S&P level, which had 

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

nicely breached on the upside, with yesterday’s 1284 close. 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 170 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.  
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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 $99.38 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 

  

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.  
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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.  
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