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Market Update : 

 

DJIA:                  12545 

S&P 500:             1300 

Nasdaq:               2740 

 

10YR T-Note:        1.87% 

 

EUR/USD:             1.27 

VIX:                     20.95 

 

Gold:                    1658 

Crude Oil:           100.50 

Prices Current as of 12:30 PM 

Source: CNBC 

Let us review what has taken place since the last edition of these daily notes: 

 

On Thursday, the market was caught in a tug of war between a reversal of what 

has been the usual recent scenario, namely better data here in the U.S. and 

ongoing difficulties in Europe. This dynamic was reversed for one day at least 

as the dreaded Spanish and Italian debt refunding auctions went better than 

expected, with Spain selling twice what it had targeted, whew! They sold $10 

billion Euros worth of notes, which was double the maximum target of $5 

billion that had been set for this auction. The yield on the three year maturity 

was 3.34%, down sharply from the 5.18% on December 1st. and joining the 

bullish auction party was none other than Italy, which auctioned $8.5 billion 

Euros of one-year bills at 2.74% and this compares to the 5.95% that they had 

to pay on December 12th. Adding to the upside Euro jollies was a report that 

industrial production in November declined by less than it did in October, 

down only 0.1% as opposed to a 0.3% decline the prior month. Then for what 

appears to be political theater, the E.C.B. President said that he saw signs of 

stabilization in their economies (really?). The better auction news from Europe 

resulted in the Euro making its largest gain in a month, up to over 1.2800 after 

having twice found support under 1.2700 last week. 

 

On the other hand, the two economic reports released here were disappointing, 

as weekly jobless claims rose by 24,000 to 399,000, a six week high and the 

December retail sales report was the lowest in seven months.  

 

Similar to Wednesday, there was another dynamic that ultimately lent the 

market support, and once again it was a good Nasdaq/Dow ratio. The latter 

opened mixed and then reached its low for the day with a 64 point loss at 

10:50am before starting to chop higher. The Nasdaq went positive first at 

11:30am while the Dow was still 40 points lower and once again we all know 

who wins that battle. As a result, the Dow ended with a closing gain of 21 

points while the Nasdaq finished 14 points ahead.  
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The Dow was restrained by weak showings in two of its members, CVX and 

IBM, which accounted for 34 points of Dow losses just for the two of them, the 

former on a profit warning and the latter on weakness in large technology 

stocks relative to their recent highs. Breadth numbers kept improving as the 

session moved on and ended at a positive 18/11 ratio. The VIX declined by 

more than it should have relative to the Dow’s advance, ending lower by .58 to 

30.47. 

 

The S&P was now ahead for 7 of the first 8 sessions of the new year, which is 

certainly an auspicious beginning, especially given the old saying that  - as the 

first two weeks of the year go, so goes the remainder of the year.  

Energy stocks were mainly lower on that profit warning from CVX and those 

2011-hated financials, by far the worst performing group last year but all of a 

sudden the darlings of 2012, took a well-deserved breather in some cases after 

their strong performance so far this year.  

 

And how about the price of crude oil, which continues to come back down to 

reality, declining by $2 a barrel down to $99 on that proposed E.U. embargo of 

Iranian oil imports supposedly being delayed for six months. They had earlier 

risen to that $103 area on the strong Euro, and this price level is now becoming 

a major resistance level to further advances for the time being. 

 

Otherwise, Thursday was a classic example of the old “one from column A and 

one from column B” syndrome, where market experts had all of the answers up 

their sleeves and couldn’t lose, because if things finished lower, then the 

“explanation” from the wise men (or women), was that the U.S. recovery was 

losing steam because of the disappointing jobless and retail sales numbers. 

On the other hand, when the market ended higher, the all-knowing crowd 

would now explain the advance by saying something to the order of – stocks 

went higher because the “drop in borrowing costs at debt auctions in Europe 

overshadowed disappointing data on American jobless claims and retail 

sales.” 
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Talk about a no-lose situation for the experts! Of course, when the averages 

were lower in the morning and nothing changed between that time and the end 

of the day, what magically took place to get the market from lower to higher?  

 

On Friday, the market returned to its old obsession with Europe, and the 

excuse used for the selloff was that unlike the Spanish debt auction the day 

before, which attracted twice as much demand as expected, the Italian auction 

of $4.75 billion Euros of three-year notes only met the anticipated demand even 

though the yields declined to 4.83% from the 5.62% rate from two weeks ago. 

  

Despite a U. of Michigan Consumer Sentiment Survey that reached its best 

level in eight months, which was tempered to some extent by the November 

trade deficit expanding to its widest level since June due to higher imports 

because of elevated crude oil prices (this higher trade deficit will lower the 4Q 

G.D.P.), the Dow hit its low of the day with a 160 point loss at 10:30am and the 

VIX rose by a large 1.96 points due to the fact that good old Standard & Poor’s, 

asleep at the switch during the late 2008 financial meltdown but now eager to 

downgrade everything in sight, such as its farcical lowering of the U.S. credit 

rating last August, was ready to pull out its negative rating pencil once again in 

regard to many of the bad boys of the E.U. And in a replay of a bad movie, sure 

enough, the Dow low of the day came about at the same time that the Euro hit a 

new low for its recent downside move, reaching 1.2629, the worst level since 

August 31, 2010.   

Fortunately from these intraday worst levels, the market actually came roaring 

back and by the close was able to cut that worst Dow loss to a closing decline 

of only 49, which was the best level of the day. Breadth numbers were a 

negative 10/19 ratio and the VIX ended rising by just about what it should have 

relative to the Dow decline, with a gain of .44. Of course, the fact that the Euro 

was able to show some resiliency off of its worst levels as mentioned above 

had something to do with our stock market’s ability to rally back as well, as the 

common currency ended at 1.2678.  
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And in lemming-like fashion, when our bond market saw stocks go lower and 

with an eye on the supposed negative ramifications of the S&P downgrade of 

Europe, it decided to rally and push yields closer to their all-time lows, with the 

30 and 10-year ending at 2.92% and 1.87% respectively. And in another knee-

jerk reaction market reaction, crude oil declined $1 a barrel lower down to $98 

on the supposedly slower economic scenario.     

 

Sure enough, after the market closed, I was not sure whether we were 

witnessing the betting line on a European soccer tournament or not, as the 

hammer came down on various countries in all sorts of numerical nuances and 

here we go – the worst offenders were the bad boys Italy, Spain, Portugal and 

mighty Cyprus whose credit ratings were pushed down by two notches and 

Italy suffered the ignominity of now having the same BBB+ rating as one of the 

stranger places on this earth, namely Kazakhstan, and how do you like that?  

In the one level downgrade category were the following – France and Austria, 

which were lowered from AAA to AA-Plus, and the amount of the downgrade 

was the same as the economic powerhouses of Malta, Slovakia and Slovenia, 

the shame of it all as Marlon Brando famously said in “Apocalypse Now”. The 

French downgrade could have the most far-reaching effects, as it will force that 

country to consider further austerity measures ahead of the March presidential 

election and make it more difficult for the E.U. to emerge from its current 

recession. This also could result in the lowering of the current AAA rating for 

the European Financial Stability Facility which is supposed to reflect the 

ratings of the countries that support it.    

 

In the next category were the Netherlands, Finland and Luxembourg, which did 

not get the downgrade hatchet but were put on “negative outlook” for possible 

further downgrades. 

 

Escaping the executioner’s wrath was none other than Germany, which 

emerged unscathed and this means that it will continue to play the major role 

in whatever future bailout activities are going to be forthcoming. 
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Standard & Poor’s justified the entire process by saying that “Policy initiatives 

taken by E.U. officials may be insufficient to fully address ongoing systemic 

stresses in the Eurozone.” 

 

The other negative issue on Friday was the breakdown in the negotiations on a 

debt swap by private creditors to avert a Greek default. The private-sector 

investors holding Greek debt must work out terms of a bond swap that will see 

bond holders “voluntarily” take a 50% write-down.  

 

Overlooked in all of the European drama was that the second Dow component 

to report last week, namely JPM, also sold off and this resulted in the holders 

of the 37 calls and 35 puts, the two strike prices with the largest open interest, 

ending up with worthless merchandise for Friday’s options expiration, similar 

to what happened to the AA holders of 10 calls and 9 puts, and this proves 

once again my old admonition to buyers of options – this is invariably a 

fruitless exercise.  

 

Wait a minute! Are the people who sold the market to Friday’s lows because of 

the “fear” that Standard & Poor’s was going to do all of those nasty 

downgrades now going to ask for their money back, especially after S&P 

decided to take out its negative pencil again yesterday and downgraded the 

credit rating of the E.F.S.F., the possibility of which was mentioned above, and 

which was another one of the early anxieties that contributed to the market 

lows on Friday.  

 

So instead of selling off in reaction to this supposedly negative news that 

came out of Europe late Friday and during all of the long Martin Luther King 

weekend, the various stock index futures went positive both on Sunday 

evening and all day yesterday, making those who sold into Friday’s early 

anxiety in both the stock market here and selling the Euro to those 17 month 

lows look sort of foolish.  
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Despite the downgrades, especially with all of the handwringing about la belle 

France in particular, French bonds actually rose yesterday in the two-year 

auction, which was the first one since S&P did their dirty deed late Friday. In 

addition, the E.C.B. bought both Italian and Spanish debt, sending those yields 

lower as well, and to top off the bullish picture, Portuguese notes fell by not 

quite the amount that they were expected to. It is getting a little boring to 

report each day what the yields declined to in these various countries, so the 

point is that the market had a positive reaction to the lower yields. This is 

similar to what happened after the farcical downgrade of the U.S. credit rating 

by S&P last August, which has resulted in yields actually being much lower 

today than they were at the time of the downgrade, and so what did they 

accomplish? 

 

And would you believe the fact that today’s strong advance is now being 

attributed to China’s 4Q G.D.P. coming in at 8.9%, which was slightly better 

than expectations, but the lowest in 2 ½ years, and this is supposedly bullish 

because this slowing growth will now cause monetary policy in that country to 

ease, would you believe these “explanations.” So now the lowest growth since 

the 2Q of 2009 is bullish! And the reasons for the slower growth are being 

attributed to lower export demand from Europe and a weakening of the 

property market in China, but never mind, the market decided that it wanted to 

rally and I am not complaining.  

 

And how about the Euro taking some revenge on its negative detractors after 

that Friday early intraday 17-month low. It is very strong today, reaching as 

high as 1.2800 on a better than expected German business confidence report 

and on the China situation.  
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At its best level of the day so far, the Dow was ahead by 151 points right after 

the release of the January NYState Empire Manufacturing Survey which rose to 

its highest level in nine months. Breadth numbers are almost 3 to 1 positive 

and the VIX is interesting in the sense that it is unchanged with the Dow ahead 

by 120 points as this is being written, and the reason for that is probably it 

does not want to go below 20, and once again this is the best possible 

situation for the market, namely higher averages and a VIX that stays the same, 

because this then gives the market more theoretical room to keep going to the 

upside.  

 

This will be a big week for earnings, with 48 S&P companies reporting and in 

fact it is the first of the two most important ones for 4Q earnings, with the main 

focus being on financials and technology, and the lineup is as follows: today 

we already had C and WFC; Wednesday: SCHW, BK, GS, NT, PNC, STT, USB, 

XLNX, EBAY, FAST; Thursday: Dow components AXP, BAC, IBM, INTC, MSFT, 

plus UNP, ED, JCI, FCX, UNH, GOOG, COF, Blackrock, ISRG, BBT and MS, 

COL, LUV; Friday: Dow component GE plus CMA, FITB, PHI, STI, MO and SLB. 

 

Economic reports include: Wednesday – December PPI, December industrial 

production and capacity utilization; Thursday: December CPI, December 

housing starts, January Philadelphia Fed Survey; Friday: December existing 

home sales.    

          

The S&P trades at 11 times projected 2012 earnings of $105, 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 6%. The highest ever earnings for the S&P in 

one year so far took place in 2006, at $88. For 2012, earnings are projected to 

be $105 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.  
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