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After a difficult week, the market tried to steady itself on Friday, and it was 

helped again by another in a series of better than expected economic reports, 

this time the October L.E.I. survey, which rose to its highest level since 

February. As a result, the Dow rose to its best level with a gain of 84 points at 

10:50am, at which time it was victimized by a weak Nasdaq/Dow ratio, and this 

occurred practically every day last week. On that Dow high, the Nasdaq was 

able to manage a gain of only 6 points, and we all know who wins that battle. 

The result was that the Dow declined to a loss of 14 at its worst level at 12noon 

while the Nasdaq fell by 20 points. From these lows, things steadied 

themselves as the Dow was able to manage a small gain of 25 points on the 

close while the Nasdaq ended lower, once again dragged down by weak 

performances in its high-priced leaders that have started to roll over the last 

several days.  

 

And once again, the VIX did not help matters because it declined by a large 

2.51 points to 32.00, which was obviously much more than it should have 

relative to the Dow’s decline. In fact, for the week, as the Dow declined by 358 

points, the VIX rose by only 1.96, which is half of what it should have risen, and 

as I have always maintained, if the market is going to decline, let the VIX rise by 

what it should increase or even by more than it should go up in order to create 

an oversold condition from which stocks can rally. But this was not the case 

last week, and it set up the potential for further declines, as we are seeing 

today, but more on that later.  

 

Despite the mixed close, the major averages put in their worst weekly 

performance in two months, with the Dow losing 2.9%, the S&P lower by 3.8% 

while the Nasdaq got the booby prize with a 4% decline during this period. It 

appears that once the S&P broke that 1225 area on the downside, selling 

pressures accelerated because this former resistance area in August and 

September was supposed to serve as support if things came down once gain 

from the highs at 1292 reached in late October.  
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Market Update : 

 

DJIA:               11509 

S&P 500:           1189 

Nasdaq:            2517 

 

10YR T-Note:     1.97% 

 

EUR/USD:          1.35 

VIX:                   34.12 

 

Gold:                 1678 

Crude Oil:        96.18 

Prices Current as of 

1:15PM 

Source: CNBC 
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This means that the uptrend has been broken and now the market would do 

well to go sideways in what is historically one of the most favorable periods of 

the year for stocks. 

 

And despite the fact that the market has been declining since reaching those 

late October highs, once again the supposed “smart money” that hedges 

themselves with the one item that has the greatest participation, namely the 

SPY, came out on the losing side. For instance, on Friday’s November monthly 

options expiration series, there were 4.75 million puts on the SPY that went out 

worthless against only 840,000 that were worth something on the close. For the 

calls, there were 1.74 million that expired worthless against only 475,000 that 

were in the money. This means that 83% of the total number of options for this 

most widely used item to “protect” investors from adverse market movements, 

once again proved to be of no help at all, and the percentage that went out with 

no value is in line with historical ratios, and what else is new?  In addition, 

there were the usual attempts to maneuver stocks away from the call strike 

prices at which the largest number of positions resided and the examples are 

too numerous to list and this is also a monthly ritual as well. 

 

It was mentioned that the inability of the VIX to rise by more than the Dow 

declined last week left the market vulnerable to further selling, and we are 

certainly getting plenty of it today, to say the least. And even with a large 

decline in the Dow of more than 300 points at its worst level, the VIX only 

matched the amount that the Dow was lower, namely a rise of 3.29 points 

against a Dow decline of 342 points. And this still leaves the market vulnerable 

to further declines, because it is not until the VIX gets into the mid to high 40’s 

that the market is considered so oversold that a rally is inevitable. On the other 

hand, that does not mean that the market cannot rally with the VIX below that 

area as well.  
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And what is causing the market to get spooked big-time to the downside is a 

supposed perfect storm of negativity, and if your stock screen was broken, all 

you had to do was see that commodity prices such as gold are getting blasted 

to the downside, and isn’t this item supposed to be the “safe haven” that 

investors run into because of the lack of faith in the ability of governments to 

get their spending under control and which I supposed to weaken the value of 

their currencies, as gold becomes a “fiat currency”, so to speak? This huge 

decline in gold prices today basically takes away that argument, as gold’s 

value in industrial and jewelry use is around $700 an ounce. The rest is 

speculation and investment demand for the reasons just mentioned. And then 

one can look at energy prices which are falling once again, and isn’t this 

supposed to be helpful to consumers and to business that use it as one of 

their costs? And what about the U.S. bond market which is lowering the yields 

to levels where a buyer loses money after taxes and inflation and where there 

are new “worries” about further downgrades from the same ratings agencies 

who were asleep at the switch when the financial crisis of late 2008-early 2009 

hit world financial markets over the head in a historical manner? In fact, when 

Standard & Poor’s made its “downgrade” of the U.S. credit rating, the yield on 

the 10-year note was 2.55%. Today it is 1.95%, so if this is such a “bad” item to 

hold, why has the U.S. bond market been the best performer since that time? 

And how about another better than expected economic report here, with 

October existing home sales rising by more than expected, obviously due to 

lower prices. And just to complete the negative picture, the dollar rose to a six-

week high against most currencies, including the Euro. 

 

With these negative inputs with us today, stocks did not stand a chance, as the 

Dow opened sharply lower and kept declining until it reached its worst level of 

the day with a 342 point loss at 11:45am, from which it has managed to steady 

itself and move a little higher as this is being written. Breadth numbers are 

absolutely awful at negative 1 to 10 ratio and we have already discussed the 

VIX situation, which is not helping to create enough of an oversold condition. 
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And naturally, things had to get an initial negative push from overseas, as 

Japanese exports declined by more than expected last month. While we are 

still in Asia, there was a report that economic growth in Singapore will slow. 

Then the German government said that their economic expansion has gotten 

“noticeably slower”.  

 

The big negative hang-up today, aside from the fact that some bond yields in 

Europe have risen, is that  the U.S. government will be forced to submit to $1.2 

trillion in automatic spending cuts if the special congressional super-

committee cannot come up with a deficit reduction plan. And that is why 

investors are rushing into the bonds of the country that is supposedly 

undergoing this budget crisis.  

 

The earnings season finishes this week with the final Dow component to 

report, HPQ, announcing tonight and on Tuesday we get CPB. The week after 

that sees more retailers. 

 

Economic reports hopefully will continue to show improvement and the lineup 

for them is –  Tuesday: second estimate of third-quarter G.D.P., November 

Richmond Fed Manufacturing Index and the minutes of the last Fed meeting, 

oh no; Wednesday: October durable goods orders, October personal income 

and spending, weekly jobless claims and the final November U. of Michigan 

Consumer Sentiment Survey. One can see that there is a rush to get these 

reports in ahead of the Thanksgiving holiday and semi-holiday the day after.  

 

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 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. 

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 15%. 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.  
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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 2.6% 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.  
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