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Market Update : 

 

DJIA:                  13002 

S&P 500:             1371 

Nasdaq:               2985 

 

10YR T-Note:        2.00% 

 

EUR/USD:             1.33 

VIX:                     17.82 

 

Gold:                    1730 

Crude Oil:         105.90 

Prices Current as of  

12:35 PM 

Source: CNBC 

After the fourth try, the Dow finally was able to close yesterday above the 

psychological 13,000 level but it was not easy, as once again, similar to 

Monday, there was an early decline, this time of 30 points right off of the 

opening bell. And similar to the day before as well, the market was able to 

make an intraday upside reversal to reach its best level of the day with a 41 

point advance, which put it at 13,021. From that best level, it declined once 

again and by 2pm was actually lower by 2 points. But then, thanks to a 

recovery in the shares of XOM, which was one of the two stocks that prevented 

the Dow from crossing the 13,000 closing barrier on Monday, the Dow got its 

upside act together to finally close above that magic level, with a final advance 

of 23 to 13,005. This was the highest level since May 2008, and it has now 

joined the other major indexes in closing at their best levels since that time. In 

fact, the S&P was finally able to overcome last year’s intraday high of 1370, 

which could be considered a bullish sign as well, although it also has the 

potential to become a double-top depending on future market action. 

 

Breadth numbers were okay at only a 15.5/14.4 positive ratio and the VIX 

declined by just about what it should have relative to the Dow’s advance, 

losing .23 to 17.96.  Crude oil, for the second day in a row had the nerve to go 

lower, declining this time by a large $2 a barrel down to $106.50, which brings 

the prices a little closer to reality. The reason for the worse than expected 

breadth numbers on a day when both the Dow and S&P achieved multi-year 

highs was that the Russell 2000 Index, for whatever reason, actually closed 

lower and this prevented that group of stocks from participating in the upside. 

And what really helped the larger averages to go the distance was a strong 

Nasdaq/Dow ratio, courtesy of a big up-move in the shares of PCLN after its 

earnings and another new all-time high in AAPL, ho hum.  

 

The initial lower move by the market, which did not last too long, was 

attributed to the January durable goods orders report, which declined by the 

most in three years.  
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But riding to the rescue at 10am, and which was credited with turning things 

around to the upside as mentioned above, was the February Consumer 

Confidence report, as it rose to its highest in one year, but let us also 

remember that the survey was taken before the effects of higher gasoline 

prices at the pump were factored in.  

 

Also helping was the fact that the Euro rose to its highest level since 

November, with a close at 1.3470 on the important decision today on a new 

E.C.B. offer of unlimited three-year funds, with banks set to take $470 billion 

Euros, and this is the second LTRO program, as it is called, in three months, 

the first one of which came in December and is credited with lifting stock 

markets around the world since that time.  

 

After yesterday’s new high closes for this move, the markets wanted to get 

bullish again early today, and two economic reports helped support this mood, 

the first of which was the latest revision to fourth-quarter 2011 G.D.P., which 

came in higher than expected with a 3% gain, the best since the second-

quarter of 2010. It got a big boost from inventory re-building and a slight boost 

from an upward revision in consumer spending. Also helping the bullish mood 

was the highest reading in 10 months for the February Chicago Purchasing 

Managers’ Survey. In addition, the E.C.B. awarded $530 billion Euros of three-

year loans to 800 banks, which surpassed the first three-year refinancing 

operation in December, when 523 banks borrowed $489 billion Euros. 

 

As a result, the Dow shot out to a fast gain of 50 points at its best level at 10am 

before the one person who almost always knocks the market lower when he 

speaks, took to the podium to begin his semi-annual testimony to the House of 

Representatives. I alluded to the problems he causes for the markets in 

yesterday’s notes when it was mentioned that Fed Chairman Bernanke “will be 

giving his semi-annual testimony to the House tomorrow on monetary policy, 

which will be repeated the next day to the Senate, and when does he say 

something that helps the stock market?”  
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And sure enough, just as the text of his prepared comments was released, the 

market did a vicious downward about-face, with the Dow declining as much as 

75 points at its 11:30am low, just at the time that the European markets closed, 

and what else is new with this dynamic? So what did he say this time to mess 

things up, and it would appear on the surface that his remarks were sort of 

neutral, but it was the historically negative market reaction to him that resulted 

in a very overbought market looking for some excuse to sell. He mentioned 

that there were “positive developments” in the labor market, but that it still 

remains “far from normal.” He also added that the recent rise in gasoline prices 

“is likely to push up inflation temporarily while reducing consumers’ 

purchasing power.” The initial negative reaction was explained by various 

market experts that his comments mean that another round of Fed bond 

buying to stimulate growth is off the table, but then on second thought the 

experts told us that additional Fed stimulus is not off the table. 

 

Outside markets really made strong reactions to his comments, as the dollar 

strengthened against the Euro on this supposed damped speculation about no 

additional stimulus programs and the bond market tanked, raising yields on 

the 10-year Note back up to 1.99%. The Euro itself took a downside beating as 

well, falling as low as 1.3345 from the highs mentioned earlier. And almighty 

gold, which is another item that some investors think can only go one way, 

namely up, took a huge beating with a decline of as much as $75, its largest fall 

this year.  

 

From its worst levels, the market is trying to claw its way back as this is being 

written, with the Dow lower by only 8 points, and talking about round numbers, 

how about the Nasdaq, which hit 3,000, its highest level since December 2000, 

but still 40% off of its never-never land high of 5,000 reached at the height of 

the Internet bubble in March 2000. The VIX is acting in concert with the Dow, as 

on the highs of that 50 point gain, it was lower by .43 and then on the lows of 

75 points down, it was .81 higher, and as the market is trying to get back to 

even on the Dow, it is hovering around unchanged as well.  
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Earnings are just about finished with 480 of the S&P companies having 

reported a gain of around 5.8% this quarter, which would be only 2.9% if the 

results from AAPL were not included, so it was not such a great quarter, but 

the market historically can advance even as earnings growth is slowing down. 

Earnings season is virtually at an end, with primarily retailers reporting, 

although there are always these odd-ball technology stocks that report late as 

we saw last week. The lineup for this week is as follows: Thursday: FL, KCP 

and WEN. 

 

Despite the fact that this Friday is the first one of the month, as of now the 

February jobs report is not scheduled until March 9th, for whatever reason. But 

there are plenty of reports nevertheless, which should take center stage 

because the earnings season is virtually finished. This is the lineup: later today 

– Fed Beige Book; 

 

Thursday – January personal income and spending, weekly jobless claims, 

January construction spending, February ISM Manufacturing Survey, February 

vehicle sales. 

 

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.  
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 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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