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After a miserable third-quarter, which saw the S&P decline by 14%, the worst 

performance since the disastrous fourth-quarter of 2008, the start of the fourth-

quarter yesterday did not bring the battered bulls any relief, as the downside 

pressure continued yesterday as well. And yesterday’s market collapsed at the 

end of the day despite three reports here that actually came in better than 

expected, but never mind, as our stock market is now basically being held 

hostage to what is going on (or what is not going on to fix the problems) in 

Europe. And to make the situation even more exasperating is that stocks here 

just seem to follow the movements of outside markets, particularly the Euro, as 

the movements of this currency seem to control what economically sensitive 

commodities such as crude oil and copper seem to do as well. And as it is 

pointed out constantly, the question is who is leading who, in other words do 

stocks see these outside markets decline and decide that the path of least 

resistance is lower, or do the outside markets see stocks decline and decide 

that this must be signaling slower economic growth and therefore we have to 

go lower as well? 

 

The three reports that came out better than expected were August construction 

spending, the September ISM Manufacturing Survey and September U.S. auto 

sales which rose by 10%, the most since April. In addition, the auto companies 

projected higher than expected figures for the remainder of the year as well.  

  

After a lower start of 95 Dow points just before the 10am release of the first two 

reports as mentioned above, the Dow then jumped to a gain of 66 at 10:15am, 

motivated by the better numbers. After chopping around between those lows 

once again and a 23 point gain by 12noon, things started badly deteriorating in 

a steady move lower until the Dow was down by 230 points at 3pm. It then had 

the nerve to cut this loss to “only” 134 points at 3:49pm, but in one of the most 

vicious very late downside collapses ever, in those last 11 minutes the Dow fell 

another 124 points to end with a closing loss of 258. This is the wonderful 

affect that high-frequency trading, hedge funds and ETF’s have brought us.  
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____________________ 

Market Update : 

 

DJIA:               10553 

S&P 500:           1093 

Nasdaq:            2348 

 

10YR T-Note:     1.80% 

 

EUR/USD:          1.32 

VIX:                   43.94 

 

Gold:                 1617 

Crude Oil:        76.58 

Prices Current as of 

1:20PM 

Source: CNBC 
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More importantly, from a technical point of view, the S&P now broke below 

what had been good support for almost two months at the 1120 level as a 

result of the early August gyrations after the Standard & Poor’s downgrade of 

the U.S. credit rating and the 1101 intraday low from that week as well. As a 

result of yesterday’s late collapse, the S&P closed at its worst level since 

September 8, 2010, when it was on its way higher as a result of the initiation of 

the Fed’s QE2 program. More importantly, it was hovering right above the 20% 

definition of a bear market level, having declined by 19.8% from the yearly high 

of 1370.58 reached early on May 2nd.  

  

And referring to the nefarious effect of the outside markets, it was the same old 

story, similar to what happened on Friday as well, with the Euro collapsing to 

its low of the session at the same time that the Dow did, with a large loss of 

.019 to 1.319, its worst level against the dollar in over eight months. And ditto 

for crude oil, which also accelerated its declines into the close, with a loss of 

more than $2 a barrel to $77. And isn’t that supposed to benefit consumers, but 

the stock market liked it better when crude was $114 in late April when stocks 

were on their highs as well. And we got a new disaster yesterday in the form of 

the Dow Jones Transportation Average, which took a major league beating 

with a loss of 3.5%, compliments of bankruptcy rumors for a large carrier, and 

this is the second iconic name the last few days whose stock price has 

collapsed to virtually nothing, the other being the old photography company 

last week. What made the decline in this average more depressing was that it 

took place on the same day that crude oil prices reached their lowest level in 

over a year, which usually bodes well for these types of stocks whose biggest 

cost is fuel.  

 

And to no one’s surprise, the stocks leading the downside were once again, 

you guessed it, those awful financials at two-year lows in most cases, in 

addition to the cyclical, industrial, resource and energy issues as well.  
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A European bank, which is a Belgian financial institution, collapsed to next to 

nothing after Moody’s downgraded it as a result of its exposure to Greece, and 

this was the excuse du jour for the meltdown in the financials here as well, not 

that they needed any other reasons to collapse on their own miseries. 

  

And naturally as stocks collapsed, the bond market continued its role as the 

safe-haven, with the yield curve coming in again, with the 30-year at 2.74%, 

down .18, the 10-year at 1.76%, lower by .16 and the two-year lower by .01 to 

.23%, all of which means that a person who puts their money here is 

guaranteed to lose after taxes and inflation.  

  

And of course there had to be bad news out of Europe on a day like yesterday 

when stocks here collapse, and there was no shortage of it with the German 

Finance Minister coming out against increasing the size of the Euro rescue 

fund, and the Greek budget cuts not large enough, so that they will fall short of 

the deficit reduction targets.  

  

And to further rub salt on the wounds, even after that spectacular last 11 

minute collapse to the lows of the day, after the 4pm close of stocks 

themselves, all of the stock index futures continued to decline to levels that 

were much below fair value, which meant that if those futures continued to 

decline this morning, the downside pressure on stocks would become even 

greater. 

  

And unfortunately this is what we got this morning, as lower stock index 

futures resulted in a sharply lower opening which brought the Dow to its worst 

level of the session with a loss of 251 points at 10am.  At this time the release 

of the August factory orders showed an overall decline, but capital goods 

bookings rose by the most in three months.  
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Then we got Fed Chairman Bernanke’s testimony to the Joint Economic 

Committee of Congress, perhaps trying to make up for his disastrous 

statement that accompanied the Fed statement three weeks ago, when he said 

that there were “significant downside risks to the economy”. This morning he 

said that the Fed “will continue to closely monitor economic developments and 

is prepared to take further action as appropriate to promote a stronger 

economic recovery in a context of price stability.” What does this mean, a QE3 

program, after the QE2 program that has resulted in a worse economy that 

what we had at the time it was implemented last year? He also said that the 

exposures of U.S. banks to the most troubled countries of Portugal, Ireland 

and Greece is “quite minimal”, but these stocks certainly do not act that way.  

  

From those lows, the Dow is battled its way back with a loss of “only” 43 at its 

best level around 12noon. The Nasdaq, which has taken the biggest beating 

lately, is actually still higher on the day after having the nerve to be ahead by 

as much as 38 points. The S&P fell into bear market territory earlier in the day, 

and it has to close higher on the day to keep it from that ignominious 

distinction. And of all days for the large mobile telecom company to introduce 

its new iPhone4S, and the stock is reacting the way is usually does when a 

new product is introduced, namely by going lower, and this is putting a real 

damper into that 12noon recovery. 

  

And believe it or not, on a potentially disastrous day like today started out to 

be, the VIX is not really cooperating, as when the Dow was on its low of being 

down those 251 points earlier, the highest that the VIX could do was a gain of 

1.43 to 46.88, which is much less than it should have advanced, and if there is 

going to be a more consistent turnaround, perhaps a final washout in stocks to 

the 48-50 level for the VIX is what is needed. Now that the Dow is lower by 114 

points as this is being written, the VIX is also lower, and this is not the best 

combination that one would like to see. 
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The bond market did a fast downside about-face after Bernanke’s testimony, 

as if he is all of a sudden waving the magic wand for economic prosperity after 

all his other attempts, such as QE2 and Operation Twist, have only made 

things worse. On the other hand, how much lower are these longer-term yields 

supposed to go?  

And as stocks improved from their worst levels, so did copper and crude oil, 

but both are still lower for the day and it will probably take more robust gains 

in stocks to get these two followers (or leaders) into positive territory. The 

Euro, for some strange reason, is higher supposedly because Bernanke’s 

testimony indicated that there might be a further easing program, which would 

weaken the dollar, although one would like to believe that Europe’s inability to 

solve its problems would keep their common currency under pressure.  

 

Ironically, the Dow is being held back by some of its components that had held 

up better in the recent overall debacle, such as some of the defensive 

consumer issues that are supposed to do better in a slower economic 

atmosphere, which just goes to show that the market can be an equal 

opportunity destroyer of wealth when it decides to go down that path. 

  

Needless to say, the worst that could happen would be another late downside 

collapse, as this would really be demoralizing after what has taken place in the 

past two days, when such market action drove things to their lows right on the 

close.  

And 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. Let’s see if history repeats itself this year.  

This week is light on economic reports, with the exception of the big one on 

Friday, namely the September non-farms payroll number, and we will discuss 

this more as the week moves on. Tomorrow sees the A.D.P. estimate for 

Friday’s number, in addition to the September ISM Non-Manufacturing Survey. 

Thursday has weekly jobless claims and September chain-store sales ahead of 

the jobs report on Friday. 
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 Third-quarter earnings continue to drift in, with this week seeing the likes of 

YUM, MAR, MON and RT before the floodgates open next week and the two 

weeks after, and if one thing is going to perhaps save the market from further 

declines, it is going to be how the profit picture shapes up for the quarter just 

ended.  

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. 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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