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Could it actually have happened yesterday? The stock market had the nerve to end
up slightly lower after a higher start based on, you know the old story — the weaker
dollar is good for U.S. stocks because it shows that investors are less “risk averse”
and want those riskier assets like equities and commodities and want nothing to do
with the dollar and are falling all over each other to buy gold and oil. And this mind-

set is supposedly “favorable” for equities.

After a higher start yesterday, the major averages finally sold off on no real news
except for the fact that the third-quarter earnings scorecard is now 0 for 8 to the
negative side for those companies whose fiscal third quarter ended in August. In
addition to stocks ending slightly lower yesterday, gold and oil actually declined a bit
as well, after the first London gold fix reached $1,020.50. The only thing that could
possibly explain the late sell off is inevitable profit-taking after the 60% advance in the
S&P from its early March intraday low to yesterday’s intraday high which left the S&P
with a price/earnings multiple of 19.7, the highest since June 2004. It also closed
20% higher than its current 200-day moving average of 890. Even though this would
seem to indicate a very overbought situation, history tells us that on the three other
occasions since World War Il that this relationship has occurred, namely in 1975,
1982 and 1986, the market proceeded to be between 13-20% higher a year later,

would you believe it?

Today’s options expiration session started out with an upside bias, as upgrades of
two Dow stocks, one a large integrated oil company and the other the largest
consumer products company, both of which are actually lower for the year, are
helping that index to be the best performer relative to the S&P and Nasdag. In fact, of
the current gain of +39 points in the Dow as this is being written, these two account
for 22 points of that gain. The higher oil stock is also helping the shares of the other
oil component of the Dow, which has also been a real laggard this year as well.
Otherwise, the earnings scorecard for the third quarter is now 0 for 9 to the negative
side as a mobile computing products company becomes the latest stock to come up

short on its numbers.
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Gold continues to decline a bit from yesterday’s high, as does oil, on the fact that at
least for today, the dollar is a bit stronger. It is interesting to note that for all of the
concern that the dollar is weak because so much government debt has been issued
to pay for all of the recovery programs, the statistics show that U.S. government debt
is currently equal to 61.5% of G.D.P., which compares to Germany's 76.4%, ltaly’s
104.3% and Japan’s nearly 200%. Yet the Euro and the Yen have made very strong

gains against the dollar this year despite these statistics.

Next week continues to see more third-quarter earnings reports trickle in, and there
will be an important one on Thursday, with RIMM coming out with its numbers:
Monday — LEN; Tuesday: CCL, CAG; Wednesday: BBBY, GIS, RHT; Thursday;
COMS, FINL, RIMM, RAD; Friday: KBH. Let us hope that the 0 for 9 losing streak so

far of earnings reports will be broken.

Next week also sees another F.O.M.C. meeting at which interest rates will be held at
current record low levels but the statement as to what the economy looks like will be
important. There will also be a number of economic reports, the most important of
which will be the various housing statistics — Monday: August L.E.l.; Tuesday:
Richmond Fed September Manufacturing Index; Wednesday: Fed interest rate
decision and statement; Thursday: August existing home sales; Friday: August
durable goods orders, U. of Michigan final September Consumer Sentiment Survey

and August new home sales.

During the second quarter, stocks in the S&P 500 reported profit declines of -29%.
This is after a first quarter decline of -33%. The projection is for a -20% decline in the
third quarter, before a rousing gain of +62% for the fourth quarter, when the
comparisons to the fourth quarter of 2008 should be somewhat easy to overcome.
The only problem with this projected gain is that the bulk of it is supposed to come
from financials, because the comparisons to the disastrous 4Q of 2008 should allow

for good upside.

We have now seen eight straight quarters of profit declines for companies in the S&P
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500, starting with the last two quarters of 2007, all four quarters of 2008 and the first
two quarters of 2009. Earnings have never been down for eight consecutive
guarters. If earnings do come in lower for the third quarter of 2009, this will be the

first time ever that there have been nine consecutive quarterly profit declines.

We now have four consecutive quarters of negative G.D.P. growth which started in
the third-quarter of 2008, and has now extended through the first two quarters of
2009. Projections for the third quarter are for some modest growth in the +1 to 2%
range. This is the first time that there have been four straight quarters of negative

growth since records have been kept since 1947.
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Disclosures

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: {PROVIDE
SOURCES}. Itis 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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