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After that historic “Turnaround Tuesday” that took the S&P out of bear market 

territory in the last 45 minutes of trading (and why was it there in the first 

place?), things started out lower yesterday for the third day this week. ( By the 

way, for those market historians out there, Tuesday’s late in the day upside 

thunder was only the 10th time since 1985 that the Dow ended higher after 

being lower by at least 1% at 3pm or later.) And the reason for the lower start 

was a late selloff in stock futures on Tuesday after stocks themselves had 

closed due to a Moody’s downgrade of the debt of Italy by three notches.  

  

If stock index futures are below where they should be, and then decline the 

next morning, this puts additional downside pressure on equities at the 

opening, and this is exactly what took place early, with the Dow lower by 70 

points right out of the starting gate. From this worst level of the session, 

things began to chop irregularly higher with the Dow showing a 90 point gain 

at 2:20pm. It rose to that level at 3pm and then again at 3:30pm, and after being 

turned back down from that level three times, finally was able to break above 

this point into the close, and ended with a 131 point gain. 

  

And once again it was the Nasdaq that was the upside hero for the second day 

in a row, as it did very well versus the Dow after having lagged badly during the 

vicious technology selloff late last week and on Monday of this week. For 

instance, even when the Dow fell back to a 30 point loss at 12:45pm, the 

Nasdaq was still ahead by 20, and we all know who wins that battle. On the 

close, it advanced by 56, which is extremely strong relative to the 131 point 

Dow gain. And this is the main reason that the entire market was able to go the 

distance, with breadth numbers showing an almost 3 to 1 positive ratio. 

Meanwhile, for the second day in a row, the VIX declined by much more than it 

should be relative to the Dow’s advance, falling by a large 3.01 to 37.81, and 

where are all of the commentators who constantly harp on the fact that 

investors rush in to buy supposed “downside protection” at the highest prices 

for puts when the VIX shoots up to the high 40’s?    
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Market Update : 

 

DJIA:               11024 

S&P 500:           1155 

Nasdaq:            2488 

 

10YR T-Note:     1.97% 

 

EUR/USD:          1.34 

VIX:                   36.97 

 

Gold:                 1646 

Crude Oil:        81.52 

Prices Current as of 

1:10PM 

Source: CNBC 
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Let us also remember that anyone who buys stocks when the VIX rises to that 

level has invariably come out ahead, so why do these market experts also say 

that investors are paying “any price” for this supposed “protection”, which in 

reality turns out to be a losing strategy?  

  

The main winners were the energy stocks, which have taken a huge beating 

lately as the price of these industrial-type commodities have declined sharply 

in recent weeks. Other resource stocks like coal also did well, in addition to the 

other cyclical industrial type issues. And wasn’t it wonderful that crude oil 

prices rallied by $4 a barrel to just short of $80, so now consumers can pay 

more for gasoline because rising energy prices are good for stocks because 

they show “worldwide economic recovery”. Apparently crude oil inventories 

have now declined for 10 straight weeks, even as prices were declining up until 

yesterday, but because yesterday the stock market was strong, then crude oil 

had to go up also in that sick symbiotic relationship that we have been 

pointing out for the past year, ever since the implementation of the QE2 

program.  

  

And in the same knee-jerk type of reaction that causes these different asset 

classes to all move together, as stocks went higher, the bond market declined 

for the second day in a row as well, raising yields and pushing out the 

differentials on rates in favor of the longer-term maturities.  

  

And since we always have to look to Europe for why our stock market does 

what it does on a daily basis, apparently France and Belgium put forth a plan to 

bail out Dexia, another large financial institution that has mismanaged itself 

almost into insolvency, similar to what happened to large financial institutions 

here three years ago. 
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And for the third day in a row last night, stock index futures closed below fair 

value, despite the fact that the last two of those days saw a nicely higher 

market. And when those futures go lower as they did this morning, stocks start 

out on the downside, which is what we saw once again today despite slightly 

better economic numbers on each of the past three days. This morning the 

weekly jobless claims showed only a slight rise from 395,000 to 401,000 after 

last week’s largest decline in six months. This gave some optimism for 

tomorrow’s all-important jobs report. So after a Dow decline of 81 points at its 

worst level just before 10am, things turned around once again to the upside, 

with the Dow advancing by as much as 122 points at its best level at 12:30pm.   

  

Today’s lower opening was somewhat strange in the sense that for most of the 

overnight and early morning session, the various stock index futures were 

trading nicely higher, until they took a downside plunge right before the 

opening in order to accommodate those who wanted to sell by another ill-

advised comment from the head of a central bank, similar to the disastrous 

statement that Chairman Bernanke made with the release of the Fed statement 

on September 21st. In an almost exact mimic of his American counterpart, 

E.C.B. President Trichet, in the last statement before his imminent retirement, 

sounded exactly like a Bernanke clone when he not only left interest rates 

there unchanged, but he also put in his two cents with the comment that there 

are “intensified downside risks” to the economic outlook, thank you very 

much. He also said that interest rates will be kept unchanged after having 

foolishly been raised three times this year, and perhaps this has contributed to 

the awful mess that Europe finds itself it at the present time. 

  

So after that negative comment, he decided to make nice to the markets by 

saying that the E.C.B. will resume covered-bond purchases that are backed by 

public sector loans or mortgages, and will offer banks two additional unlimited 

loans of 12 and 13-month durations.  
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And when the Euro currency saw this, it decided to go higher, and we all know 

that our stock market is hostage to what the Euro does, so we should all cheer 

for it to keep going up, as this is the only reason why stocks here rally.  

  

Market internals are quite good with an almost 5 to 1 upside ratio, and the VIX 

is declining by just about what it should be, after falling by much more than it 

should have the prior two days as mentioned above. And believe it or not, the 

best performers today are the beaten-down financials, and how often have we 

been able to say that, and apparently they are getting help from French bank 

stocks that are rallying on a report that the French government is working on a 

contingency plan to take stakes in the country’s largest lenders, and is that a 

good thing? It sounds similar to what happened here after the financial crisis 

three years ago. 

  

Assuming that things go the distance today, the next hurdle for the market will 

be tomorrow’s jobs report, which should get an automatic boost from the 

addition of 45,000 workers from the large telecommunications company, which 

were subtracted from the last report when they were out on strike during the 

jobs survey week in August. The overall number will once again be lowered by 

losses in government jobs for the 11th month in a row, so it will be important to 

keep our eyes on the private payroll number which is expected to be around 

90,000, and this will probably be the key to the success or failure of the overall 

report.  

  

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.  

Third-quarter earnings will be the main market mover next week as the season 

gets into high gear with two Dow companies reporting, and we will list the 

lineup in tomorrow’s market notes.   
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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. 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.  
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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 1.5% 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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