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Market Update : 

 

DJIA:                  12928 

S&P 500:             1357 

Nasdaq:               2932 

 

10YR T-Note:        2.02% 

 

EUR/USD:             1.32 

VIX:                     18.48 

 

Gold:                    1758 

Crude Oil:         105.77 

Prices Current as of  

1:05 PM 

Source: CNBC 

Yesterday’s session had so many changing “explanations” by the various 

experts as to why things were: firstly bullish because of the bank reserve ratio 

cut by the Bank of China, which supposedly would free up more cash for 

lending and economic expansion, then negative as the Dow fell to its low of the 

day with a 23 point loss at 3pm after making three unsuccessful attempts to 

breach the round 13,000 level, and then sort of “oh, well – the Greek second 

bailout news had already been discounted by the strong recent market gains” 

when things closed with nominal advances, that it reminded me of the Greek 

riot police chasing protestors in Athens all over the place!  

 

In other words, the “experts” had changing explanations to fit each twist and 

turn of the market. In fact, the various national evening news programs had as 

their lead-off story that the Dow had finally reached the 13,000 level (of course 

they conveniently failed to mention that it closed below that level). And one 

can argue that just when the stock market makes the front page of the 

traditional newspapers or the leadoff story on T.V. news programs that this is 

the end of the recent move on the downside, as what happened late last 

summer and early autumn when things reached the lows, so let us hope that 

the new hype over Dow 13,000 does not mean the start of a downside 

correction.  

 

If one followed the course of the various stock index futures over the 

President’s Day weekend, the initial reaction was to the upside as result of the 

China reserve ratio news on Sunday evening and the Greek bailout deal on 

Monday when our market was closed. This carried over to yesterday’s trading 

when the Dow three times tried to establish a new beach-head over that round 

13,000 number, only to be turned back each time at 11:20am, 12:10pm and 

1:40pm as well. These probes resulted in gains of around 50 points or so, 

before a change in sentiment pushed things to the lows at 3pm with a loss of 

23 points before another late push got the Dow to end with a nominal 15 point 

advance. So in a sense, yesterday’s market action was similar to that of other 

days recently, namely early highs, mid-day lows, and then a close below the 

best early levels.   
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Hindering the upside for the Dow was a weakish performance from the Nasdaq, 

which actually went negative at 1:45pm when the Dow was still ahead by 30, 

and you know who wins that battle, before the Nasdaq closed with a nominal 3 

point loss. Breadth numbers sort of matched the overall market performance 

with a closing ratio of 15/15. 

 

One aspect of the market wanted nothing to do with the 13,000 story, and that 

was the VIX, which was only lower by .13 at the Dow high of being 50 points 

ahead, and actually ended with a gain of .41 to 18.19 despite the fact that both 

the Dow and S&P ended higher on the day. And on that VIX low, it once again 

got close to that 17.50 strong support level which it refuses to break, as it got 

down to 17.65 and that was it.  

 

Bond yields continued to rise a bit, reaching 2.06% for the 10-year Note, as the 

theme of investors moving into riskier assets and dumping the “safe” ones 

took hold again as stocks generally advanced. Leading the upside were gains 

in energy and materials issues, which is not the best kind of leadership that 

one wants to see because this means that you-know-what is going higher, and 

the you-know-whats are otherwise known as energy and other commodity 

prices.  

 

The Euro once again controlled movements in our market, or was it the other 

way around, as exactly at the same time that stocks reached their highs here, 

the common currency also hit its best level of the session, at 1.3280, then 

made its low at 1.3230 when the Dow hit its low as well, before ending at 

1.3240, sort of unchanged to nominally higher for the day.  

 

And talking about crude oil, it closed at $105.50, the highest level in nine 

months, and gasoline prices at the pump are now the highest ever for this time 

of the year, namely the late winter. And can you imagine what they are going to 

be as the summer driving season approaches, and the reasons for this rise 

were spelled out in yesterday’s B-Weekly Commodity Comments.  
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Despite the Dow trying to get to its best levels since May 2008, the Transport 

Average was telling another story, as it has now declined by almost 4% since 

early February as the three main equity indexes have been merrily rolling along 

to the upside. And we all know who the culprit is for this decline by companies 

for whom fuel is the main cost.  

 

In addition to the details of the bailout that were mentioned yesterday, the main 

concern is that the rescue package’s debt-reduction targets can only be met 

with economic growth, and how is that supposed to happen under current 

circumstances?   In fact, there is the question of whether Greece can pay off 

even a reduced debt burden, which means that the deal may only delay a 

deeper default by a few months. A return to economic growth could take as 

long as a decade as the cuts that were demanded will deepen a recession 

already in its fifth year and hurt government revenues. Greece will probably 

need extra relief to cut its debts near to the official debt target given the 

worsening state of is economy.  

 

About $100 billion Euros of debt will be written off as banks and insurers swap 

bonds they hold for longer-dated securities that pay a lower coupon. Private 

sector holders of Greek debt will take losses of 53.5% on the nominal value of 

their bonds. They had agreed to a 50% write-down, which equates to around a 

70% loss on the net present value of the debt. Finally, the E.C.B. said it would 

pass up profits it made from buying Greek bonds over the past two years to 

national central banks in order for their governments to pass on to Athens to 

“further improve the sustainability of Greece’s public debt.” 

 

After yesterday’s upside Dow 13,000 drama, things are getting another dose of 

reality today, as the major averages have drifted with a slightly downward bias, 

as after a sort of unchanged opening, the Dow reached its lowest level of the 

day so far with a 51 point decline just after 12pm, from which level it has 

managed to cut the loss to only 16 points as this is being written.  
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Breadth numbers are negative at a 12/18 ratio and the VIX is up by about as 

much as it should be relative to the Dow decline. The Euro is sort of doing 

nothing today and bond yields are now lower as stocks pull back a little bit, 

with the 10-year Note at 2.04%.  

 

The reasons being offered for this pullback are all over the place, but they are 

basically further evidence of the market needing to exhale a bit after its 

tremendous run toward that 13,000 Dow level. In fact, January existing home 

sales reached their highest level in a year and a half, so that cannot be it, so 

now the “explanation” for the pullback is that there was a report that the 

European services sector declined in February, when a gain was expected, and 

how is that possible, and also there was a report from China that 

manufacturing had slowed there. 

 

The earnings season is coming to an end, with 424 of the S&P companies 

reporting, and 64% of them have beaten the numbers, a little less than the 

recent average of 70%. And once again, these reports are affecting the 

movements of individual companies rather than the entire market, and as an 

example, yesterday Dow component WMT accounted for 18 points of losses in 

that average just by itself, so in rare instances, the overall market can be 

affected.  

 

Earnings season is winding down, and traditional retailers report late and the 

lineup for this week is: tonight – TJX and Dow component HPQ; Thursday: 

GPS, KSS, SHLD, TGT; Friday: JCP. 

 

Economic data is on the light side with: Thursday – weekly jobless claims; 

Friday – January new home sales and the final February U. of Michigan 

Consumer Sentiment Survey. 
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The S&P trades at 13 times projected 2012 earnings of $102, which has been a 

major supporter of stocks lately. 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 2011, earnings rose by 9.4% to $97. This is the highest ever earnings for 

the S&P in one year. For 2012, earnings are projected to be $102 for the S&P 

and for 2013 the estimate is for $107.  

  

After four consecutive quarters of negative G.D.P. growth, we now have 10 

consecutive quarters of positive growth, starting with the third-quarter of 2009, 

every quarter in 2010 and every quarter in 2011 as well. For 2011, G.D.P. rose at 

a 1.7% rate, and it is projected to grow by 2.2% 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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