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After two disastrous downside days to start the week, with the S&P losing 5.2% 

during that time, the market decided yesterday that the path of least resistance 

once again was higher, but the gains were certainly not without their own 

intraday drama. 

 

For instance, right off the opening, the major averages moved higher with the 

Dow hitting its best level of the day with a 218 point advance at 11:15am. It was 

still higher by 180 points when the Fed issued its statement on interest rates 

and the economy shortly after 12noon. It then proceeded to fall to its intraday 

lows with a gain of only 85 points just before Fed Chairman Bernanke began 

his press conference. From that level, the Dow was able to get its act together 

in the final two hours of the session and regained its earlier footing to end with 

a closing advance of 178. 

 

Breadth numbers were strong at a 5 to 1 upside ratio and the VIX declined by 

just about what it should have relative to the Dow’s advance, ending lower by 

2.03 to 32.74. And once again, similar to what happens on large gains or 

declines in the overall market averages, it was the industrial cyclicals and 

energy stocks that were the biggest movers, and this time it was to the upside, 

in addition to the financials, which also did well after getting clobbered the first 

two days of this week. 

And to no one’s surprise, the major intraday gyrations of stocks were a 

function of the same dynamic that they have been prisoners to for the past few 

months, namely the daily drama coming out of the Eurozone, and yesterday 

was no different. For instance, when stocks hit their lows of the day around 

2pm, it was apparently because of a report that doubted whether or not the 

payment of the sixth tranche of EU/IMF loans to Greece were going to be 

released and that they would be postponed until after the Greek referendum. 

This caused the Euro to decline to its worst levels of the day, with a loss down 

to 1.364 versus its prior day’s close at 1.370, heaven forbid.  
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Market Update : 

 

DJIA:               11935 

S&P 500:           1247 

Nasdaq:            2664 

 

10YR T-Note:     2.04% 

 

EUR/USD:          1.37 

VIX:                   32.17 

 

Gold:                 1765 

Crude Oil:        93.93 

Prices Current as of 

12:40PM 

Source: CNBC 
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Then when it was announced that the now infamous Greek referendum will be 

about whether voters in that country want to approve last week’s bailout plan 

or not, rather than voting on whether they want to remain a part of the E.U., the 

market took this as bullish. It would appear that both of these items are directly 

tied to one another, but never mind as the market decided that it wanted to go 

higher at that point.  

 

For better or worse, in addition to all of the European histrionics, we also had 

the Fed sticking in its two cents, and their 12noon release was partly 

responsible for driving the market to its 2pm intraday lows as well. It added to 

the turmoil with its statement that “Economic growth strengthened somewhat 

in the third quarter (which of course we already knew when the report was 

released last Friday), but nonetheless, recent indicators point to continuing 

weakness in overall labor market conditions and the unemployment rate 

remains elevated” – which we also know, thank you very much.  And naturally, 

they had to add that there are “Significant downside risks to the economic 

outlook, including strains in global financial markets”, which is exactly the 

same thing that they said last month.  

 

The Fed was quiet on whether it was considering the possibility of further bond 

purchases and just said the usual boilerplate thing that they always say, 

namely that they are keeping their options open, and just repeated that it was 

prepared to adjust its balance sheet as needed to further the recovery.  

 

At the 2pm press conference, they lowered their forecast for economic growth 

to between 2.5-2.7% next year, down from a 3.3-3.7% range that they now had 

incorrectly assumed in June. They also raised the possibility of expanding 

their presence in the mortgage market if “economic conditions warrant it” after 

already having purchased $1.25 trillion of mortgage-backed securities.  
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The S&P was able to rise from the 1215 low that it had reached at the bottom of 

the selling panic on Tuesday, and this 1220-1230 level is hopefully going to 

provide support on declines as it did earlier this week. This ability or lack of 

ability to hold at this level will be the key as to whether or not the markets will 

be able to stage their traditional year-end rally.  

 

For those insomniacs out there, let it be noted that last night at 3:30am the 

S&P futures traded as low as a 20.7 loss, which would have indicated a Dow 

decline of almost 200 points today if those low levels maintained themselves. 

And the reasons for the sharp decline were that both crude oil and the Euro 

sold off during that time after the German Chancellor said that the Greek 

referendum in December on the debt bailout package could lead to Greece 

leaving the E.U. In addition, the Euro declined when the French President said 

that Greece will not receive a “single cent” (I assume he meant a single Euro or 

better yet, a single drachma) in aid without holding to the terms of the rescue 

package agreed to last week. Also hurting at that time was a report that the 

unemployment rate in Germany rose for the first time in more than two years 

and Europe’s manufacturing industry declined for the third month in a row.  

 

Then all of a sudden the Euro started to rise on speculation that the Greek 

Prime Minister will withdraw his proposal for that referendum on the nation’s 

bailout, which eased concern that voters there will reject the plan. This market 

hysteria over the referendum flies in the face of polls taken in that country that 

say more than 70% of Greek voters favor their country remaining in the E.U. 

From an overnight low of 1.3657, which was reached at the same time that the 

S&P futures also hit their lows as mentioned above around 3:30am, the Euro 

made a sharp upside about-face and was as high as 1.3835 at 8am, which is 

what got our S&P futures to their best levels of the overnight session, and if 

this isn’t the sickest thing that I have ever seen, then I do not know what is.  
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As a result, the Dow started out with a nice gain of 148 points at its best level 

so far at 9:40am, but wait, at that point the Euro started to decline sharply for 

whatever reason, and our market sheepishly followed it lower once again, with 

the Dow showing a gain of only 6 points at its worst level at 10am. This decline 

was down close to its overnight lows. But all hope was not lost as the Euro did 

an immediate about-face from that point and rallied back to around 1.377, 

which was able to get the Dow back up to a gain of 135 points. And once again 

as the Euro has slipped a bit from there, the Dow is ahead by around 120 

points as this is being written. 

 

Breadth numbers have improved to a 20/8 upside ratio, but the VIX is 

stubbornly holding to a decline of only .63, which is about half of what it 

should be falling relative to the Dow’s advance. This shows some skepticism 

from this end of the investment spectrum about what is going on. 

 

The reason being offered for the advance, in addition to the Euro being able to 

rally back as described above, is that now the Greek government might drop 

plans to hold the referendum, as they fear the chaos it would cause if it were 

defeated. In addition, the E.C.B. finally lowered interest rates, something that 

they should have done a long time ago, by 25 basis points down to 1.25%. It 

now appears that for today the Dow would gain around 100 points for the Euro 

being unchanged, which means that it will trade higher than that level if the 

Euro goes positive and lower than a 100 point advance if the Euro starts to go 

negative once again, and as I have said if this is not the sickest thing I have 

ever seen, I do not know what is. 

 

Sort of ignored were some reports here, that weekly jobless claims declined 

below the 400,000 level, a one-month low, the October ISM Non-Manufacturing 

Survey rose at a slower pace than last month, September factory orders rose 

by more than predicted and October chain store sales overall rose by less than 

predicted. In total, these reports are sort of neutral and are playing second-

fiddle to the drama out of Europe. 
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If one wants to know what the market will do for the rest of the session, just 

keep a price chart of the Euro on your screen and follow accordingly the 

guidelines for today as mentioned above. 

Of course we have a major report tomorrow for the October non-farm payrolls. 

Yesterday, ADP said 110,000 jobs were created, slightly above consensus. It 

would seem that the market needs to see at least around 96,000 on the overall 

number in order to build on the gains of the past two days.  

  

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 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 

 

  



 

Page 6 

November 3, 2011 

     Daily Market Notes 

NATIONAL 
SECURITIES 

Established 1947, Member FINRA/SIPC 

PLEASE REFER TO IMPORTANT DISCLOSURES AT THE END OF THIS DOCUMENT 

 

National Securities Corporation 
120 Broadway, 27th Floor 

New York, NY  10271 

www.nationalsecurities.com 

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. 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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