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Market Update : 

 

DJIA:                  11825 

S&P 500:             1210 

Nasdaq:               2528 

 

10YR T-Note:        1.92% 

 

EUR/USD:             1.29 

VIX:                     27.55 

 

Gold:                    1576 

Crude Oil:           95.92 

Prices Current as of 11:40 

AM 

Source: CNBC 

 

 

As everyone should know by now, I am not by nature a bearish person, but 

there were several signs yesterday that things were not going to end well, and 

they were spelled out in yesterday’s notes before things underwent their late 

collapse, and people should have seen these things in any event, so it was 

basically a question of “read them and weep”, namely: 

 

1 – the Nasdaq/Dow ratio was awful, and we all know who wins that battle, as 

for instance when the Dow hit its early high with a gain of 126 points at 

10:15am despite November retail sales being the lowest in five months, the 

Nasdaq could only manage a gain of 20, less than it should have. Then when 

the Dow got dragged lower to a gain of only 15 at 11am, the Nasdaq actually 

went negative. When the Dow made a nice recovery off of those lows with an 

advance of 107 points right before the Fed Statement (which will be dealt with 

in a succeeding section), the Nasdaq was only 10 points higher, which meant 

that it was steadily weakening relative to the Dow, which is really a bad sign. 

After the 2:10pm Fed statement, the Nasdaq went negative first even while the 

Dow was still ahead by 60 points. These steadily deteriorating relationships in 

the ratio meant that things were destined for lower levels. 

 

2 - the awful performance of the VIX, which I have been pointing out, is working 

against the market advancing lately. It was mentioned in yesterday’s notes that 

before today’s downside disaster, the VIX had declined by a very large 4.92 

points the prior two days against a Dow net advance of only 24, which is an 

awful relationship in and of itself. Making matters worse, on today’s Dow high 

of 126, the VIX had the nerve to decline by 2.40, or twice as much as it should 

have, down to 23.27. It had not been this low since July 29th, when the S&P was 

1300 as opposed to 1250 at yesterday’s intraday high. And despite yesterday’s 

closing loss of 66 Dow points, the VIX still went lower on the close, down 

another .26 to 25.41 and the last time it was at this level was December 2nd 

when the S&P was 1260 as opposed to yesterday’s 1225 close.  
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And to make matters even worse, if one now takes the last three days, the Dow 

has been net lower by 42 points while at the same time the VIX has also been 

lower by 5.18, which under normal circumstances would imply a Dow gain of 

around 500 points, and read these statistics and weep!  

 

3 – it was mentioned in yesterday’s notes that what have Fed statements ever 

done to help the market, and yesterday was no exception, as when their 

2:10pm release came out, the Dow was ahead by 107 points, from which it then 

proceeded to lose as much as 224 points from those best levels when it hit its 

3:35pm low. So what did they say that caused all of the agita? On the surface, 

their statement seemed sort of harmless, basically a repetition of what had 

been said before, but combined with the two negative inputs as mentioned 

above, the bearish crowd could not wait to put a negative spin on the Fed 

comments as well. The Fed said that the U.S. economy is maintaining its 

expansion even as the global economy slows, while at the same time that they 

were not going to do anything in terms of a QE3 sort of program. And for good 

measure they had to once again put in the following – “Strains in global 

financial markets continue to pose significant downside risks to the economic 

outlook”, thank you very much. For good measure they said that they would 

continue their exchange of $400 billion of short-term debt with long-term 

securities to lengthen the average maturity of its holdings, the old “Operation 

Twist” strategy, for whatever good that has done.  

 

But when the Fed said that no additional stimulus was going to be 

implemented, the Euro took a real nosedive on the assumption that the dollar 

would not get weakened any further, and when the Euro collapses like it did 

yesterday, that is all she wrote on the downside for stocks. 

 

4- The ongoing neurotic obsession by our stock market with the minute to 

minute fluctuations of the Euro, as after Monday’s downside debacle, things 

tried to make a nice improvement on the opening,  
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on a report that German business confidence rose for the first time in 10 

months and a “successful” (whatever that is supposed to mean) Spanish debt 

auction got the Dow to reach that 10:15am high. But just when things looked 

they were going to make an attempt to gain back Monday’s losses, that 

ultimate market torpedo, the Euro, decided to go into a free-fall, collapsing to 

its lowest level since mid-January, with a downside plunge from 1.3233 when 

the Dow was on its high to as low as 1.3057, a large loss of .0131 on the day. 

 

This large decline was a function of a comment from German Chancellor 

Merkel that the $500 billion euro cap on the planned permanent bailout fund 

will stay in place, rather than being expanded as some had hoped for. This 

statement is another example of the discord that still exists as to ways to fix 

the problems there, rather than the optimism that their statements about 

common purpose had led the market to believe on Friday. As if this was not 

bad enough, the final straw was the Euro’s further negative reaction to the Fed 

statement, which weakened it even more to end with a larger loss of .0151 

down to 1.3037. This further collapse was largely responsible for the awful 

ending that stocks underwent here as well. 

 

5 – another 3:15pm collapse into the close, which is now the sixth time in the 

last seven sessions that the market has closed lower than where it had been 45 

minutes earlier, as yesterday the Dow was actually up by 30 points at that time. 

The only time that the market finished higher than where it had been 45 

minutes earlier was on Monday, when it cut its loss to “only” 162 points in that 

time period from as much as 244. 

 

6 – the leadership was poor, because the bulk of the Dow gains came from its 

two energy components, CVX and XOM, and these gains were because even on 

a day when the Euro weakened, hurting gold prices, crude oil decided to go 

back over $100 a barrel on a report that Iran will hold drills to close the 

important Strait of Hormuz shipping channel and how is this price supposed to 

be good for the American consumer? 
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7 – those awful financial stocks, which had done well up until the Fed released 

their 2:10pm statement, went into another downside free-fall, and the decline in 

this group pulled the rug out from any chance that the market could have 

rallied later in the session.  

 

8- Another important company, the largest consumer electronics store chain, 

came out with a lower than expected report, which sent its stock down but that 

in and of itself did not prevent the market from trying to do better early. On the 

other hand, it is indicative of a disturbing trend of important companies 

coming up short in this early fourth-quarter reporting or warning season.   

Had enough?  

 

To no one’s surprise, things started out lower today and have continued to 

weaken as the morning has moved on. And once again, the various stock index 

futures had the nerve to be higher in the overnight session before succumbing 

to the almost non-stop negative inputs from  Europe, which tend to manifest 

themselves as we get closer to the opening here.  

 

For instance, today we saw Italy’s five-year notes reach an all-time record high 

yield of 6.47%, and there was also a report from the Ifo which said that 

Germany’s G.D.P. will slow to 0.4% from the current estimate of 2.3%. And then 

once again German Chancellor Merkel had to say something negative, this time 

that there is “no simple and fast solution” to the difficulties in Europe. And 

once all of these negative inputs manifested themselves, the Euro plunged to 

its lowest level since early January, at 1.2955, down .0082. And naturally since 

our stock market is a basically a function of what the Euro does, it had no 

other recourse than to decline even further, with a loss of as much as 

129  points at its low of the day. 

The only good thing about today’s decline, if there is one, is that crude oil 

prices are finally coming back to reality, with a decline of more than $4 a barrel 

down to under $96.  
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And how about almighty gold, which had most experts falling all over each 

other to see who could make the highest price projection, which is also coming 

back down closer to reality as well, with a move under $1,600.  

 

And once again, the Nasdaq/Dow ratio is poor as those high, or not so high-

priced anymore technology stocks continue to take a downside beating. 

Breadth numbers are awful at a negative 1 to 4 ratio. I had pointed out that 

recently the VIX was working against the market going higher in my detailed 

analysis above. And once again, this indicator is so misunderstood by the 

supposed experts out there, as there was one supposed authority on this 

subject who said that the lower VIX is bullish because in in the 20’s it shows 

that stocks are going up. In any event, for the first time in a while the VIX is 

actually gaining by more than it should be relative to the Dow’s decline, an 

advance of 1.90 to 27.31 relative to the current Dow decline of 111. But this 

seems a little bit too late because one shudders to think where the market 

would be if the VIX got back to the mid-30’s or heaven forbid, up to the mid-

40’s. 

 

And in a continuation of another negative pattern, two more companies came 

out with lowered forecasts, namely the solar module maker and a mining 

equipment maker.  On the positive side, there was a good report from a 

semiconductor company, although the stock was at a yearly low.  

Thank goodness there are no economic reports here and nothing from the Fed, 

but tomorrow has a very heavy lineup of reports which hopefully will continue 

to show that the U.S. economy is still doing better than expected, which might 

bring a measure of relief to the current downside pressure, although any 

optimism here will play second fiddle to the events in Europe. 
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With earnings starting to come in for companies whose fiscal fourth-quarter 

ended on November 30th, economic reports might or might not influence things 

here, and the lineup for the rest of the week is as follows – Thursday: 

November P.P.I., December N.Y.State Empire Manufacturing Index, weekly 

jobless claims, November industrial production and capacity utilization, 

December Philadelphia Fed Index; Friday: November C.P.I. We do hear from 

ADBE, FDX and PIR on Thursday.   

 

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 start 

to November threw things off, but there has obviously been a strong 

improvement starting last week and moving forward. 

  

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 10% and revenues are now projected to rise 

by 7%. 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.  
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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, 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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