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Market Update : 

 

DJIA:                  12368 

S&P 500:             1278 

Nasdaq:               2673 

 

10YR T-Note:        1.95% 

 

EUR/USD:             1.27 

VIX:                     20.72 

 

Gold:                    1616 

Crude Oil:           101.18 

Prices Current as of 1:30 PM 

Source: CNBC 

New Comment – We released last Friday a short report going over what took 

place in the market this year and also what might be in store for 2012, with a 

very good graphic to explain why stocks could move higher. And Happy New 

Year to the readers of these daily notes!      

  

In a day that was very similar to Wednesday, our market yesterday was able to 

once again ignore the ostensibly “bad” news out of Europe and march to its 

own upside drummer, continuing what has been a nice upside trend so far in 

2012. And this ostensibly negative news sent the Euro reeling to the downside, 

as it fell under 1.2800, its lowest level since September 2010.  

 

And to justify the further weakness in the Euro, the tour bus will start in 

Hungary, of all places, which is a non-Euro using member of the E.U. but never 

mind, where that country was forced to pay 10% on its one-year notes. Then 

we take a trip back to western Europe, where France held an auction of 10-year 

notes that resulted in yields rising to 3.29% from 3.18%, heaven forbid. And 

how about a nice sojourn to Italy, where their largest bank, UniCredit had to 

offer stock at a 43% discount. Finally, the last stop of the day was Spain, where 

it was reported that they will have to raise $50 billion Euros more than they had 

originally planned to do. 

 

As a result of this too much to bear news, the Dow responded in 2011 knee-jerk 

lower negative mode with a 134 point loss at its worst level after 10am, which 

was supposedly exacerbated by the December ISM Non-Manufacturing Survey 

which came in with a reading of 52.6 when 53 had been predicted by the 

experts. And to repeat what I said yesterday, can someone tell me what is the 

difference between 52.6 and 53?  

 

Then similar to what we saw on Wednesday, the market began a slow steady 

recovery from those lows, led by the Nasdaq, which turned positive in the late 

morning while the Dow was still 80 points lower, and we all know how that 

situation plays itself out.  
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As a result, the Dow was able to claw back into positive territory with a 17 point 

advance by 2:15pm before ending with a nominal 3 point close, which was not 

representative of the broader market which saw positive breadth numbers at 

an 18/12 ratio and a 21 point higher Nasdaq. In fact, one Dow stock, CVX, 

accounted for eight points of Dow losses just by itself, which is further proof 

that the broader market did very nicely and the Dow was not representative of 

it. The VIX declined once again by more than it should have relative to the Dow 

and S&P, with a .74 loss to 21.48.  

 

And for the third straight day of the new year, the heroes once again were 

those beleaguered financial stocks, with the second largest U.S. bank making 

an 8% gain on huge volume as a result of a report that turned out not to be 

true, namely that the administration was about to announce a $1 trillion 

mortgage refinancing program. But it is time for this one and some other 

beaten-down Dogs of the S&P to perhaps do better this year, and as of 

yesterday the following 2011 disasters were in first, third, fourth, ninth and 12th 

place so far this year as the best performers – NFLX, MU, BAC, C and AA, 

which sort of justifies the old expression – “every dog has its day.”  

 

And in what hopefully will be a trend this year as well, stocks were able to 

advance despite crude oil getting sold off closer to what its fundamentals 

would suggest, namely down to $101.35 a barrel after a bearish weekly 

inventory report from the Energy Department. 

 

After yesterday’s terrific comeback, the market braced itself for today’s all-

important jobs report, which sort of got distorted by the ridiculously optimistic 

number from ADP of a private payroll figure of 325,000 which would have been 

the highest in 10 years and how is that supposed to happen in this economy? 

In any event, the report was better than official consensus, with the overall 

number of 200,000 including a loss of 12,000 government jobs, which 

continues an ongoing theme for the past several months.  
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The unemployment rate inched down a little further, to 8.5%, which was the 

lowest since February 2009. There were 1.64 million jobs created in 2011, 

compared to 940,000 in 2010 and today’s number meant that 2011 was the 

highest in five years but there are still 6.1 million fewer jobs since the 

recession began three years ago. In addition, both the average work week and 

average hourly earnings rose a bit as well.  

 

As a result of this nice report, the S&P futures rose by as much as seven 

points but by the time the market opened an hour later things slipped back and 

as a result the Dow hit its low of the day with an 82 point loss at its worst level 

just before 10am, and similar to the past two days, things started grinding 

higher from those early morning lows, and the Dow managed to cut the loss to 

only 10 points at its best level at 11:15am.  

 

But similar to yesterday, the Nasdaq is higher courtesy of ongoing gains in 

AAPL, now up for the 12th time in the past 14 days and by newfound strength in 

old-timer MSFT relative to the narrow trading range that it is perpetually in, 

among others. And breadth numbers are positive at a better than 16/13 upside 

ratio, so once again the Dow has its own members that are accounting for all of 

its loss, with IBM the biggest culprit for whatever reason. And those financial 

stocks are easing back a bit after their strong showing yesterday on the official 

denial of that $1 trillion mortgage refinancing program. What is a bit disturbing 

here is that with the Dow lower by 38 points as this is being written, the VIX is 

also at its low of the day, losing .84 down to 20.65. The best explanation that I 

can think of is that there is heavy selling of weekly options that are going to 

expire worthless today if some small value is not salvaged out of them.  

 

The Euro is getting blasted to the downside once again, as the litany of 

European miseries continues, which reminds me of the line from the movie 

“Apocalypse Now” uttered by Marlon Brando – “oh, the horror of it all.” Today 

we had the following: E.U. retail sales declined by 0.8% in November, Spain’s 

10-year yields had the largest weekly increase in 17 years,  
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as the unemployment rate for the young people in that country reached 49.6% 

and the overall rate for the entire population rose to a record 22.9%, French 

bonds fell for an eight straight day, Italy’s 10-year bond rose to 7.13%, 

Hungary’s credit rating was cut to junk by Fitch Ratings and German factory 

orders declined by 4.8% which was the largest in three years. And meanwhile 

as mentioned above, a stock like AAPL goes higher for 12 out of the past 14 

days, so what do any of these European miseries have to do with anything in a 

sense? 

 

Next week sees the “official” start of the fourth-quarter earnings season, where 

profit growth is projected to be 6%, which would be the lowest since the third-

quarter of 2009. The lineup is as follows: Monday – AA, and talk about a 

perennially weak lead-off batter; Tuesday – MTB; Wednesday: LEN and SVU; 

Friday – JPM, which means that we hear from two Dow components. Of course, 

the week after next and the one after that is the real heart of the reporting 

period and let’s take it one week at a time.  

 

Economic reports see: Monday – November consumer credit; Tuesday – 

November wholesale inventories; Wednesday – Fed beige book; Thursday – 

December retail sales, weekly jobless claims, November business inventories; 

Friday – November trade deficit, January preliminary U. of Michigan Consumer 

Sentiment Survey.   

  

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,  
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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 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.  
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