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Yesterday’s market action was a classic example of how a weak Nasdaq/Dow 

ratio ultimately negatively impacts the overall situation to the down side. For 

instance, there were no less than four times during the course of the session 

that the Dow managed a gain of between 95 to 100 points, and these gains 

occurred at 10:30am, 11:45am, 12;15pm and finally at 3:15pm. At the same time 

that the Dow achieved these advances, the Nasdaq was ahead by only 15, 8, 3, 

and 1 point respectively. What this meant was that the Nasdaq/Dow ratio was 

weakening as the day wore on, and this is never a good sign.  

 

Sure enough, the Nasdaq won out as in those last 45 minutes, the entire 

market went into a bit of a nosedive and ended decidedly mixed, with the Dow 

closing up by 32 points and the Nasdaq down by 11. And once again, it was 

those large technology stocks that put in a very weak performance one again. 

To further show that it was a very mixed day, the S&P managed a gain but the 

Russell 2000 Index of small stocks ended lower and breadth numbers were 

slightly to the negative side as well. So was it an up-day or a down-day?  

 

Just to emphasize the nature of the mixed session, there were three Dow 

stocks that alone accounted for the entire gain, and they were the two energy 

components and the home improvement retailer.  And in what was a somewhat 

strange close, but a prescient one after what has taken place today, the VIX 

declined by much more than it should have relative to the Dow’s small 

advance, losing 1.49 points down to 30.64. 

    

The Euro was not much of a factor for a change, as it ended slightly higher as 

the next installment of the Greek bailout loan for $10.7 billion was approved. 

Another item that is going to become worrisome is that crude oil prices edged 

higher once again, getting close to that $100 a barrel level, and what good is 

that going to do, with a close of $99.80.      
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Market Update : 

 

DJIA:               11953 

S&P 500:           1235 

Nasdaq:            2599 

 

10YR T-Note:     2.06% 

 

EUR/USD:          1.34 

VIX:                   28.20 

 

Gold:                 1750 

Crude Oil:       100.67 

Prices Current as of 

2:30PM 

Source: CNBC 
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To no one’s surprise, the worst performers were the large financial stocks, 

which opened sharply lower and maintained those losses throughout the entire 

session despite the Dow briefly hitting that 100 point gain as mentioned above 

on four occasions during the day. And as the major averages melted down in 

the last 45 minutes, these bank stocks went into a complete free-fall as well. It 

was as if someone “knew” something negative for these stocks was on the 

horizon, not that they haven’t been just awful performers this year 

regardless.  And sure enough right after the market closed, Standard & Poor’s, 

which has had its finger on the “cut ratings” trigger this year (i.e. – see August 

downgrade of the U.S. credit rating, among others), decided to make a long-

term credit ratings cut to A- from A for the long-term credit of virtually all of 

those sad-sack U.S. financial institutions.  

 

As a result, these bank stocks traded down to new lows in a knee-jerk reaction 

to this ostensibly negative news, and during the course of the evening the S&P 

futures were lower by as much as 13 points at their worst level, indicating a 

sharply lower day today.  

 

And while some people went to sleep last night dreaming of “sugar plums 

dancing in their heads”, as it says in the famous “Night Before Christmas” 

poem, the markets decided to do those sugar plums one better, but it was not 

before the negativity from those lower stock index futures manifested itself, as 

Asian stock markets got clocked to the downside, with the Shanghai 

Composite Index falling by 3.3% and Europe opened lower as well. And the 

explanation for this weakness was the same old blah, blah as supposedly a 

meeting of Europe’s finance ministers failed to stem fears that the E.U. is 

headed toward a breakup. The disappointment was the result of these 

ministers kicking the decision to the E.U. meeting next Friday over more 

complex issues such as whether or not countries should cede some control 

over their finances to a central authority.  And that tour bus, which has been 

driving around Europe lately, remained in Italy early this morning as well,  
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. 
as investors got all bent out of shape that the Italian three-year note went at an 

auction rate of 7.89%, which was nearly 3% higher than last month.  

 

And typical of the negative mood was a report from a large European financial 

institution that said “until concrete and detailed plans for a solution to the 

crisis are announced, the downward trend in stocks will continue”, thank you 

very much. Sure enough, after this negative report hit the wires, the stock 

index futures began what would ultimately become a historical upside 

turnaround as China announced a 0.5% cut in banks’ reserve-requirement 

ratios in hopes of boosting their economy, which was gaining at its weakest 

pace since 2009. The gains really exploded to the upside when the central 

banks of the U.S., the E.C.B. Canada, U.K., Japan and Switzerland agreed to cut 

the cost of providing dollar funding via swap arrangements and agreed to 

make other currencies available as needed.  

 

The new interest rate that central banks are offering for dollar funding is the 

dollar overnight index swap rate plus 50 basis points, a ½% point cut, and the 

program was extended by six months to February 1, 2013. In addition, the six 

central banks also agreed to create temporary bilateral swap programs so that 

funding can be provided in any of the currencies if needed. 

 

Then to put the icing on the bullish cake, ADP came out with an estimate for 

Friday’s employment report that was the highest this year, a gain of 206,000 

private jobs. Then for good measure, the November ISM Chicago Purchasing 

Managers’ Survey showed the largest gain in seven months as both new 

orders and production strengthened. Then how about a little good news from 

Europe, as German unemployment fell by more than forecast in November.  

Do you want more? O.K. – how about Online sales increasing by 23% on Cyber 

Monday relative to a year ago. Then it was reported that October pending home 

sales rose by 10.4%, the largest gain since last November.  
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As a result of this “perfect storm of bullishness”, as I was quoted on Reuters 

earlier this morning, things really exploded to the upside, with the Dow gaining 

as much as 439 points on its high, which would be its 10th largest point gain in 

history if that level is maintained through the close. And after last week’s worst 

Thanksgiving performance since 1932, global equities are poised for their 

largest three-day rally since 2009, how do you like that? 

 

And as is the usual case on a strong up-day, it is the industrial cyclicals and 

energy stocks that are leading the charge higher, in addition to the highest-

priced Dow technology component, which has been very strong on these types 

of days. Breath numbers are 9 to 1 to the upside and the VIX is lower by “only” 

2.41 to 28.20 as the Dow is currently ahead by 416 points and the reason for 

this is that yesterday’s large loss of 1.49 took away the impetus for a greater 

VIX decline today, but for the two days, one can see the equalization, with a 4 

point decline in the VIX matching the Dow gain of over 400 points.  

 

And don’t tell me, when the Dow hit its best level of being ahead by those 439 

points at 11am, the Euro was also at its high, back up to the 1.353 level that it 

fell under during last week’s stock massacre in the U.S. It is now trading at 

1.343 and the Dow has eased off of its best level as well. And let us not forget 

that when the Euro rises, so do commodities and especially crude oil, which 

now has the honor of being around $101 a barrel despite a bearish inventory 

report, but never mind.         

 

With earnings season over, the focus outside of Europe will continue to be the 

economic reports issued here, culminating with Friday’s November jobs report, 

but more on that later in the week. The lineup continues with: later today - Fed 

Beige Book; Thursday: weekly jobless claims, October construction spending, 

November ISM Manufacturing Survey, November auto sales; Friday: November 

jobs report. 
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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, although this probability is getting less after the horrible 

November we have seen so far.  

 

The S&P trades at 11 times projected 2012 earnings of $108, 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 three-quarters of 2011, earnings gained +17% as reported by 

Bloomberg Financial and the 16% overall projected gain for 2011 would be the 

largest two-year advance since the period ended in 1995. Fourth-quarter 

earnings are projected to rise by 11%. 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 $108 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. For 2011, the prediction is now for G.D.P. 

growth of 1.6% and it is 2.6% in 2012. 

  

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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