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After November’s roller coaster month, which ended with the Dow and S&P 

being up and down respectively by less than 1% after the huge swings in both 

directions, the historically friendly month of December got underway yesterday 

with the market being pulled by two opposing forces, one bullish and one 

bearish, which ultimately had the effect of sort of cancelling each other out. Let 

us see how these dynamics played out. 

 

After Wednesday’s upside moonshot, the seventh largest Dow point gain of all 

time, it opened 35 points lower and the “excuse” for the early softness was 

that the weekly jobless claims number showed a gain of 6,000 to 402,000 when 

a small decline was expected. From those lows, the Dow turned around to the 

upside and reached its best level of the day with an 18 point advance right after 

the 10am release of the November ISM Manufacturing Survey, which made its 

best gain in four months and the October construction spending report which 

gained more than expected. These two reports were consistent with the 

generally better numbers that we have been seeing with regard to the U.S. 

economy and which if they continue to come in better between now and the 

end of the year, could provide the impetus for the traditional year-end rally 

assuming Europe does not implode further.  

 

From this best level of the session, the Dow proceeded to decline to its worst 

level with a 71 point loss at 1pm, from which it tried to get positive on three 

further occasions at 2pm, 3pm and 3:30pm and finally ended with a closing 

loss of 25 points. The first of the two opposing forces, which sort of cancelled 

each other out to produce a mixed close, was a good Nasdaq/Dow ratio 

courtesy of ongoing strength in the high-priced technology leaders which have 

begun to re-assert themselves after getting sold off the prior two weeks. As an 

example of this, despite the lower close by the Dow, the Nasdaq managed a 

gain of 6 points. The bearish force was a long-standing tenet of markets that if 

there is a large close on either the highs or lows of the day, there is a very 

strong tendency to open in the opposite direction the next day, which is what 

we saw after that 490 point upside Dow moonshot on Wednesday. 
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Market Update : 

 

DJIA:               12067 

S&P 500:           1251 

Nasdaq:            2641 

 

10YR T-Note:     2.06% 

 

EUR/USD:           1.33 

VIX:                   26.78 

 

Gold:                 1750 

Crude Oil:        100.36 

Prices Current as of 

1:00PM 

Source: CNBC 
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In addition, let us remember that the Dow surged by an additional 100 points in 

the last 45 minutes during the upside hysteria of that day. So it was due to 

perform late in the session in the opposite way yesterday, as it was slightly 

positive at 3:15pm as mentioned above, but then sold off with that 25 point 

loss at the close. In a sense, the bullish and bearish forces sort of neutralized 

each other to produce this mixed result in fairly narrow trading ranges, also 

not a surprise after what took place on Wednesday. 

 

Breadth numbers were actually on the poor side for a 25 point Dow decline, 

ending at a negative 12/18 ratio and the VIX declined at the same time that the 

Dow and S&P both ended slightly lower as well, as it is starting to feel more 

comfortable in the 20’s, which is potentially friendly. It ended .39 points lower 

at 27.41. After being very strong earlier in the week, the energy stocks took the 

day off, which is the reason that the Dow could not get its upside act together 

at the close.  

 

The most surprising aspect of today’s trade was that the various stock index 

futures were sharply higher in the overnight session well ahead of the release 

of the November jobs report. This is highly unusual because this report is by 

far the most important one of all in this country. On the other hand, we are still 

hostage to news from Europe, good and bad, and today the early news was 

interpreted as positive, as the E.C.B. will apparently provide up to $200 billion 

Euros in loans via the I.M.F. to member countries who are in need of this type 

of aid. 

 

This naturally caused a big rally in the Euro to as high as 1.355, a gain of .0090 

at around 7:30am, which is the same time that our stock index futures hit their 

best levels with a gain of as much as 19 points in the S&P contract and around 

170 in the Dow futures. 
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. Then at 8:30am we got the November jobs report, which showed an overall 

gain of 120,000 which came out to 140,000 private sector jobs minus a loss of 

20,000 government positions, and this has been the trend for the past several 

months now. Of course, this 140,000 figure was below the 206,000 A.D.P. 

estimate on Wednesday, and the fact that they were off once again is nothing 

out of the ordinary. The unemployment rate declined to 8.6%, which was the 

lowest since March 2009, but this was primarily due to 315,000 people leaving 

the work-force. Without it, the rate would have been 8.9%. On the other hand, 

the separate household survey has shown strong growth these past four 

months of 1.28 million jobs. In addition, the numbers for September and 

October were revised upward to show an additional 70,000 jobs were created. 

  

As a result of the decent jobs report and the Euro strength, the Dow reached a 

gain of 126 points at its best 10:30am level and then went into a selloff from 

those highs to show a gain of only 11 points at its worst level at 11:50am, and 

if a person does not know the reason for the selloff, then that person has been 

completely oblivious to what has been going on for the past year and a half. 

And the answer is that (drum roll please), the almighty Euro, which still 

basically controls what goes on in every other market, decided to turn that 

early strong gain into a loss of equal amount, as it fell from the 1.355 area to as 

low as 1.336 at the same time that the Dow hit its low, surprise, surprise. 

 

What supposedly accounted for the dramatic Euro turnaround was that the 

yields on Italian bonds had the nerve to go from being lower to being higher, 

would you believe this as a reason for our Dow to sell off 115 points, and also 

there was an “unconfirmed report” (i.e. a story probably planted by some large 

short-seller) that there was going to be a downgrade of Spanish debt by one of 

the ratings agencies, would you believe this as well? This is what our stock 

market has now become, basically a clone of whatever forces move the Euro 

on a day to day or minute to minute basis.  
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As this is being written, the Dow is ahead by 45 points and breadth numbers 

are still better than 2 to 1 to the upside. The VIX is lower by just about what it 

should be relative to the Dow’s advance and the Nasdaq is up by what it 

should be. And as I predicted in Wednesday morning’s Yahoo website 

interview, those beaten-down financials are doing better once again after 

hopefully reaching their lows after that Tuesday evening Standard & Poor’s 

downgrade of their debt, which if this is the low for this beleaguered group, it 

once again proves the old market adage that the news is the worst at a market 

bottom.  

 

If things can go the distance today, this would be the best week for the market 

since March 2009, and we all know what happened going forward after that, so 

let’s hope for a repeat performance of history.  

  

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 
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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, 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.  

Disclosures 


