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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 once again yesterday that the path of least 

resistance was higher, and also for the second up-day in a row the gains were 

certainly not without their own intraday drama. 

 

Similar to Wednesday, the Dow got off to a strong start, as it was ahead by 148 

points by 9:40am, from which level it proceeded to fall to its worst level of the 

day with a gain of only 6 points at 10am, courtesy of – you guessed it – a sharp 

drop in the Euro to its low of the day as well, to 1.366 from the previous day’s 

close of 1.374. At this time, there were some economic reports which were sort 

of lukewarm in that they came in either slightly above or slightly below 

consensus, such as the October ISM Non-Manufacturing Survey, September 

factory orders and October chain store sales.  

 

But what really turned things around to the upside was that, you guessed it, 

the Euro reversed course and started moving higher as well, and as soon as 

our market saw this, it decided for the second day in a row that the path of 

least resistance was higher. As a result, the market got very strong and the 

Dow ended with a 208 point gain and the Nasdaq sort of caught fire as the day 

wore on as those high-priced technology leaders got going to the upside as 

well. Breadth numbers were excellent at a 3.5 to 1 positive ratio and the VIX fell 

by just about what it should have relative to the Dow’s advance, with a 2.24 

point loss to 30.50.  

 

The drama in Europe began early when the new head of the E.C.B. finally did 

something that his predecessor should have done months ago, namely lower 

interest rates, to 1.25%. Then in a continuation of the soap opera in Greece, the 

Prime Minister there decided to cancel his disastrous decision to hold a 

referendum by the Greek people as to whether they will approve the rescue 

package of last week.  
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Market Update : 

 

DJIA:               11881 

S&P 500:           1243 

Nasdaq:            2668 

 

10YR T-Note:     2.05% 

 

EUR/USD:          1.37 

VIX:                   31.58 

 

Gold:                 1753 

Crude Oil:        93.76 

Prices Current as of 

12:45PM 

Source: CNBC 
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This drama took place on the first day of a G20 meeting on the French Riviera, 

as the Greek leader said that his call for the referendum “was never a purpose 

in itself” and he would be happy if it were not held at all. If one looks at the 

bombastic statements that he made on Monday in support of this referendum, 

it appears as if this guy has both credibility and major political problems back 

home. He also said that his own political party had agreed to talk with the 

opposition in order to implement the new bailout program. If that were to lead 

to a consensus in support of the plan, then there would be no need for a 

referendum. 

 

And once again, it would appear that the primary factor in getting stocks to 

their highs was the fact that after that dip to the 10am lows, the Euro decided 

that it also wanted to go higher as well, as it rose to its best level of the day 

with a gain up to 1.382, and stocks dutifully followed higher, and we all might 

as well just get used to this dynamic, for better or worse. 

 

And just as the Euro helped stocks yesterday, today equities here are getting 

the downside treatment, as a declining Euro, ironically back to where it was on 

Wednesday, namely 1.375, is what is absolutely controlling our market today. 

And the proof of that is because when the October jobs report was released at 

8:30am, various stock index futures rose to their best levels of the day, with 

S&P futures ahead by 2.7 points at their best level. But unfortunately the Euro 

decided to sink at this point, after also reacting higher to what was a better 

overall jobs report. 

 

The report showed that the unemployment rate hit a six-month low, edging 

down to 9% from 9.1% and jobs gains in the prior two months were stronger 

than previously reported, pointing to some improvement in the still-weak labor 

market. The overall number was a gain of 80,000, but the August and 

September numbers were revised upward by 102,000. Private sector payrolls 

rose by 104,000 but from this number one has to subtract 24,000 government 

jobs that were lost, and this has been an ongoing trend for months now.  
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The reason for the Euro decline was that the G20 leaders apparently failed to 

agree on a plan to increase the resources of the I.M.F., which supposedly has 

added to the concern that they will not be able to provide additional aid to deal 

with the crisis.  

 

At its worst level, the Dow was lower by 194 points just after 10:30am and has 

managed to improve somewhat from there, with a recent upside acceleration 

as this is being written to show a loss of “only 108 points. And guess what – 

the Euro is improving as well, and here we go again on that sick symbiotic 

relationship. Before that, it was sort of trading listlessly in narrow ranges as 

the day was moving on. Breadth numbers are a little better than a negative 1 to 

3 ratio and the VIX is higher by a little less than it should be relative to the 

Dow’s decline. 

 

Not that earnings really matter anymore, but for what it is worth, with almost 

400 of the S&P companies having reported, around 75% of them have beaten 

the estimates, and earnings have increased by 15% on an 11% gain in sales. 

 

Also, at midnight European time tonight, there will be a vote of confidence in 

the Greek Prime Minister, and whether he gets it or not is debatable, as the 

drama in that part of the world continues. And who knows what the 

implications for our markets will be as a result of this vote.  

 

Earnings season is coming to an end, and next week sees PCLN on Monday 

and Dow component CSCO on Wednesday, before the retailers finish up the 

reporting period. 

 

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.  
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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 

  

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.  
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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. 
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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 


