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After last week’s nice late in the week recovery, another negative bout of our 

market’s obsession with the Euro dominated the proceedings yesterday, as 

very small early gains in the major stock indexes were met with renewed 

selling throughout the day. For instance, both the Dow and the Nasdaq both 

had the nerve to stick their head into positive territory on separate occasions 

during the morning but could not maintain these advances. As a result, the 

Dow declined by as much as 126 points at its worst level of the day at 3pm 

before rallying back somewhat to end with a closing decline of 75. The problem 

with the Dow when it went nominally positive by 12 points was that the overall 

breadth numbers were negative at the time, and the small gains were strictly a 

function of three Dow components doing better for various reasons – BA, CAT 

and IBM. But gains in these issues were not enough to overcome the negativity 

that was prevalent. 

 

Breadth numbers were weak at a negative 1 to 3 downside ratio and once 

again, to no one’s surprise it was a poor performance from the financials that 

hurt the major averages as well. The VIX, which started out with a bias toward 

the negative side, with a large gain of 2.81 when the Dow was on its low of the 

day, sort of calmed down a bit to end with a 1.09 point advance, which is still 

more than it should have been relative to the Dow’s closing decline. The 

Nasdaq ended down by 21 points, slightly more than it should have relative to 

the Dow’s loss and once again the large mobile telecom and computer stock 

led the downside, declining for the fourth straight day. These declines were 

offset to some extent by gains in some other high-priced Nasdaq members as 

mentioned in yesterday’s market notes.   

 

And the reasons for the emergence of negativity after those strong gains to 

end last week was once again – you guessed it, the obsession with Italy, which 

has now replaced Greece as the new “explanation” for why our market moves 

one way or the other on any given day.  
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Market Update : 

 

DJIA:               12130 

S&P 500:           1258 

Nasdaq:            2678 

 

10YR T-Note:     2.05% 

 

EUR/USD:          1.35 

VIX:                   30.92 

 

Gold:                 1782 

Crude Oil:        99.24 

Prices Current as of 

1:15PM 

Source: CNBC 
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Despite the fact that a new coalition government was formed over the weekend 

and the incompetent Berlusconi was finally kicked out, the market focused on 

Italian bond yields, as Italy’s 5-year note auction produced a 6.29% yield, 

higher by .16% from the last one. And the Greek 2-year note went for a measly 

109.49% rate, and this was apparently higher than the last one as well. So when 

the Euro got clocked to the downside as the yields of these two weak members 

went higher, scared investors once again ran into the perceived “safety” of 

U.S. paper, dropping the yields on both the 30 and 10-year maturities closer to 

3% and 2% respectively. The rate on the Italian 5-year maturity was the highest 

on record for the Euro-era. At least the 10-year Italian yield was still lower than 

the important 7% level, which rose by 25 basis points to 6.70% after that terrific 

late in the week slide lower by over a full percentage point after reaching 7.5%. 

And for good measure, our stock market looked at some French yields as well, 

with their 10-year note up by 6 basis points to 3.44% and to make matters even 

worse, the spread above the gold standard of European paper, namely the 

German bund, rose to a euro-era record of 176 basis points, would you believe 

it, and more importantly, would you believe that our stock market uses these 

sorts of things to determine its direction on a day to day basis? 

 

And also to no one’s surprise, at the same time that the Dow hit its low for the 

day, the Euro also made its worst level, at 1.359 and then it showed some 

mercy on us by moving up somewhat to 1.363, a loss of .0120 as the Dow was 

able to come back some 50 points or so from the lows as mentioned above.  In 

other outside markets, as mentioned while stocks declined, the bond market 

also made a knee-jerk reaction to the upside, and this lowered the yields for 30 

and 10-year maturities to 3.08% and 2.04% respectively. And finally, in what is 

becoming a bit of a pattern here, crude oil is hanging in there in a very 

disturbing way, as it battled all day to show a decline of only $.85 cents and 

ended at $98.15, and if this is the worst it is going to do on a down day in 

stocks, then we are in for much higher energy prices if stock markets around 

the world were to rally going into the end of the year.  
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Finally, it was reported that stock funds took in $7.3 billion last week as things 

ended generally higher, which was the third largest amount taken in on a 

weekly basis this year. 

 

If you thought that yesterday’s overnight trading in the various stock index 

futures was scary, take a look at today. Let us recall that the S&P futures were 

showing a gain of as much as 8.90 points on Sunday night before succumbing 

to the obsession with all things Greek, Italian and French, and last night they 

were higher by as much as 2.00 points. Then, as the Euro started tanking to the 

downside once again, these same S&P futures declined to as much as a huge 

loss of 18.40 points at their worst level between 6-7am as the Euro declined 

from being around unchanged when the S&P futures were on their highs to a 

loss of over .0100 cents to 1.351.  

 

Fortunately, the Euro showed some improvement from those lows and was 

down by “only” .0080 when our market was ready to open, whew, and as a 

result, the Dow opened only slightly lower and also similar to yesterday was 

able to stick its head into positive territory with a gain of 25 points at its best 

early level at 9:45am. Then the Euro did its negative thing once again, declining 

to its low of the day at 11:30am below 1.35, which was too much for the Dow to 

take, and as a result, it played tag-along and sheepishly also declined to its 

worst level with a loss of 77 points. Then all of a sudden, the market decided 

that it wanted to reverse course and the Dow was able to turn that worst loss of 

the session into a gain of as much as 60 points at 1pm before easing off 

somewhat once again. And raise your hand if you think that the Euro went up 

(yes) or down (no) during this one hour and a half-hour period. It had the nerve 

to rally from that low under 1.350 to as high as 1.355, and if this isn’t the 

sickest thing I have ever seen then I do not know what is. 

 

Of course, overlooked in all of the negativity about Europe was the fact that 

economic reports here continue to do better than projections,  
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as for instance the October P.P.I. report showed a decline in the overall index 

while the core rate excluding food and energy was unchanged. October retail 

sales rose by 0.5%, more than projected, and the November NYState Empire 

Manufacturing Survey rose to .61 from -8.48 which was its first gain after four 

straight months of declines, another sign of economic improvement. So now if 

the market finishes higher, the “experts” will tell us that these reports provided 

a positive backdrop, but then again, all of the reports came out at 8:30am, 

which was well before the market made those 11:30am lows three hours later, 

at the same time that the Euro hit its lows as well.  

 

We are not going to bore everyone with the latest travails out of Europe, but 

the yield on Spain’s 10-year bond rose by 20 basis points to 6.31% and that 

nasty spread between French and German paper rose to a record 189 basis 

points, heaven forbid and since we are talking about records here, how about 

the Spanish-German spread also out to a new record at 458 basis points and to 

make matters even more “dire”, so to speak, take a look at this one – the 

Belgian-German spread topped 300 points for the first time ever, how awful. 

These statistics sound like odds on a European soccer tournament.  

 

Of course it would be nice if our market can go the distance with the Euro still 

lower because this might start the separation process from where our market 

has become little more than a proxy for what the Euro does on a day to day 

basis, and once again let us remember that the economic news here has been 

better than expected, once more putting the lie to the idea that the European 

woes are going to drag our economy into a double-dip recession. 

 

As the third-quarter earnings season is coming to an end, of the 437 S&P 

companies that have reported, profit growth has risen by 14% on an 11% gain 

in revenues. And it is ironic today that the market is able to show gains despite 

the two Dow components to have reported, HD and WMT, both lower on the 

day.  
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With earnings season for the third-quarter just about over, this week’s calendar 

will be light and dominated by retailers, and the lineup is as follows – tonight: 

URBN; Tuesday: DELL, DKS, SPLS and Dow components HD and WMT; 

Wednesday: ANF, TGT; Thursday: DLTR, GME, GPS, CRM,HNZ, KIRK.  

 

Economic reports will be more important with a heavier lineup as follows: 

Wednesday – October C.P.I.; Thursday – October housing starts and building 

permits, weekly jobless claims; Friday – November Philadelphia Fed 

Manufacturing Survey and October L.E.I. 

 

As we have pointed out, 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 $99 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. 

 

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 third-quarter, which one would like to think makes stocks look cheap at 

current levels, especially given the level of all-time record low interest rates.  
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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 nine 

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 


