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For the past 29½ years, or since the advent of the stock index futures, in which 

I have been heavily involved, I woke up every morning and was able to get a 

sense of where our stock market was going to open based on how the various 

stock futures were performing relative to what their fair value was. Since the 

start of the European debt crisis in May of last year and continuing to the 

present time more than ever, a person does not have to look at what the stock 

index futures are doing to get a sense of how our equities market will open. 

Now our stock index futures and indeed our entire stock market has becoming 

nothing more than a slavish subordinate of the movements in the Euro and 

nothing else. 

 

This is a very disturbing development but also one that we have to deal with 

until the situation changes. How many times over the past several months 

have I pointed out that the meanderings of stocks here in the U.S. are purely a 

function of what the Euro is doing on any given moment, for better or worse. 

This role of the Euro has completely trumped what is supposed to be the 

reason for buying a particular stock, namely the current value of its future 

earnings. And until Europe’s problems are solved or not solved to some 

extent, we are going to have to live with this domination of the Euro above all 

other factors. 

 

And so when I woke up yesterday and saw the Euro lower by an incredible 

.0300 points I said to my wife, today is going to be an awful day for the U.S. 

stock market, and unfortunately was I ever correct.  

 

From a 317 point decline reached at 10:45am, things steadied somewhat and 

the Dow managed to cut its loss to “only” 195 at 12noon, but then 

unfortunately proceeded to go into a very fast downside acceleration with a 

decline at its worst level of 433 points, which would have been the 21st largest 

point loss in history if it would have held. From those lows, it was able to show 

modest improvement to end with a decline of 389 and breadth numbers were 

awful at a negative 1 to 9.4 ratio.  

Donald M. Selkin  

Chief Market Strategist 

(212) 417-8017 

dselkin@nationalsecurities.com 

 

 

 

 

 

____________________ 

Market Update : 

 

DJIA:               11898 

S&P 500:           1239 

Nasdaq:            2627 

 

10YR T-Note:     2.07% 

 

EUR/USD:          1.36 

VIX:                   33.51 

 

Gold:                 1755 

Crude Oil:        97.97 

Prices Current as of 

1:00PM 

Source: CNBC 
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And on a day like this, the VIX went absolutely bonkers on the upside, as 

nervous investors once again reached out to pay premium prices for so-called 

downside “protection”. It skyrocketed up to 36.16, a gain of a very large 8.68 

points, and once again demonstrated that it does not have the ability to 

maintain declines into the 20’s, which would be needed for a bullish market to 

re-assert itself.   

 

That collapse of the Euro, down to 1.354 was its single-largest one day decline 

in 15 months and it fell to a four month low. So what happened?  The primary 

reason for the weakness was that the yield on the 10-year Italian note rose to a 

record high of 7.5%, which broke through the psychologically important 7% 

level at which point Greece, Ireland and Portugal had all asked for bailouts. The 

extremely negative interpretation of this event stems from the fact that Italy is 

the third largest bond market in the world and also the eighth largest economy 

in the world, so we are not dealing with a Slovakia here.  

 

Also hurting was a weak Nasdaq/Dow ratio, as awful performances from the 

high-priced technology stocks made sure that the market never really had a 

chance, and the list of other losers included financials (and what else is new?), 

energy and industrial cyclicals, which as we have pointed out so many times in 

the past, tend to move fast either on the upside or downside as the case may 

be on any given day.  

 

And also in knee-jerk reaction to an awful day in stocks, the bond market made 

a huge upside rally which has now resulted in the 10-year yield declining back 

below the 2% level, with a close at 1.97%. And the most shocking thing of all is 

that mighty crude oil actually declined but did not give up without a fight, as at 

one time it was ahead by $1 a barrel to $97.84 before reluctantly ending $1 

lower at $95.74.  
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And if one thinks that this uninterrupted rise from last month’s low of $75 is a 

good thing, then let anyone who has these thoughts remember that it was the 

rise of crude oil prices to $114 at the same time that the stock market reached 

its highs of the year in late April that was one of the causes of the subsequent 

bear market decline of 20% from those highs. 

 

It was the worst day for stocks since August 18th, and one final point about that 

sick symbiotic relationship between the Dow and the Euro, namely that when 

the Dow was able to recover to its intraday high with a loss of “only” 195 

points as mentioned above, the Euro also hit its intraday high as well, up to 

1.360, before declining back to that 1.354 level once again, which put stocks 

back to their worst levels as well, and so be it.  

 

The negative news piled up as the day wore on, as there was a report that the 

German Chancellor said that some countries can exit the Euro without losing 

their E.U. membership, spurring concern that this monetary union could fall 

apart. Of course, the primary reason for the initial decline was that a clearing 

firm that guarantees inventor trades demanded larger deposits to back 

transactions in Italian bonds, from 6.65% to 11.65%, so in a sense our stock 

market became a function of a clearinghouse raising margin requirements on 

bonds from Italy, and why not? 

 

After yesterday’s downside disaster, everyone got up this morning and saw – 

wait a minute! - an advance in the Euro price to as high as 1,365, which would 

have been a .0100 gain. And naturally our stock index futures followed it 

higher, just as it follows it lower. As a result, the Dow got as high as a gain of 

148 points at its best early level, from which it then proceeded to decline to its 

low of only a 15 point advance at 10:50am. And I am not even going to say 

what caused this decline, as everyone should know what also fell back close to 

yesterday’s 1.354 level as well. And after that scare, the Dow and the Euro held 

hands again with a rally back to a gain of around 100 Dow points as this is 

being written. 
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Unfortunately, what is hindering the overall performance of the market today is 

a weak Nasdaq/Dow ratio courtesy of another decline in the shares of none 

other than the large mobile telecom and computer stock on various stories that 

we do not have to go into. As a result, the Nasdaq went into negative territory 

as the Dow was heading for its intraday low as mentioned, and is lagging on 

the recent upside, with a gain of only 5 points relative to that Dow advance of 

more than 100 at the present time. Breadth numbers are good at a 3 to 1 upside 

ratio and the VIX is giving back some of its huge gains of yesterday with a loss 

of around 2 points, obviously twice as much as it should be relative to the 

current Dow advance.  

 

The stabilization initially came today as a result of a decline in Italian bond 

yields (whew!) and the naming of a new Greek premier. Apparently Italy was 

able to conduct a good auction of almost $7 billion of one-year bills and the 

E.C.B. came in and bought Italian bonds. What accounted for that decline from 

their best early levels in our equities was a rumor that France’s debt rating 

would be lowered, and then Standard & Poor’s said that no such action was in 

the works.  

 

Helping the Dow is a good performance from the largest maker of Internet 

switches and routers, of all things, after its earnings, a large pharmaceutical 

component on a dividend increase, and the energy stocks. But the market 

must dig in its heels here despite the weakness of that Nasdaq/Dow ratio. Of 

course the fact that we had two good economic reports is being overlooked to 

some extent as the market’s obsession with Europe continues, and these 

reports were that weekly jobless claims declined to the lowest level since April, 

and the September trade deficit came in narrower than expected, which could 

help to revise the third-quarter G.D.P. higher. 
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Earnings, and what do earnings mean for the overall market anymore, are 

winding down, as 470 of the S&P companies have already reported and 70% 

have beaten the numbers with profit gains of around 16% and sales gains of 

11%, but aside from their effect on individual companies, it is obviously the 

headlines in Europe that move the markets on a day to day basis. 

 

What is a little disturbing is that crude oil prices have been in their own upside 

world lately, having come back from their $75 low on October 4th when the S&P 

also hit its low for the year. They are now $97 and this is going to start to 

become a problem once again if they were to go into triple digits, as they did in 

the spring when stocks were on their highs and everyone thought how 

wonderful this high oil price was because it supposedly showed “worldwide 

economic growth”, but unfortunately this higher inflation in energy was one of 

the reasons why stocks collapsed 20% from those late April highs to the early 

October lows. 

 

The earnings lineup for the rest of the week is as follows – tonight:  JWN and 

Dow component DIS; Friday: DHI.   

 

Economic reports this week are negligible, with Friday: November preliminary 

U. of Michigan Consumer Sentiment Survey. 

 

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 projected to be $99 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.  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.  
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For 2011, the prediction is now for G.D.P. growth of 1.8% and it is 2.6% 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 


