October 30, 2015
 

Dear Investors,

The markets finished the third quarter last month near the lows for the year.  As we close out the first month of the fourth quarter, October was the best month for the markets in over four years. Based on the markets’ point and percentage gains this month, you might believe that the U.S. and global economies were thriving.  However, the markets’ sharp rise this month was due to weakening economic data and prolonged central bank stimulus.  The Federal Reserve has been threatening to raise interest rates for more than two years.  The European Central Bank is continuing to print and pump more money into their banking system.  The Chinese are cutting interest rates to stimulate growth.  The prolonged use of cheap money has once again inflated the stock markets.  The problem is that after a month long rally to over-bought levels, the U.S. markets are virtually unchanged for the year.

The Dow Jones Industrial Average added 16.84 points, or 0.1%, to finish the week at 17,663.54, and is now down 0.9% this year.  The S&P 500 Index gained 4.21 points, or 0.2%, this week to close at 2,079.36, and is up 1.0% this year.  The NASDAQ Composite gained 21.89 points, or 0.4%, to close at 5,053.75, and is up 6.7% for the year.  For the third straight week the Russell 2000 bucked the trend of the other three major indices as it slipped 4.20 points, or -0.4%, to finish the week at 1,161.86, and is down 3.7% for 2015.  
Most of the economic data this week was worse than expected.  The week started with September new home sales coming in at more than 15% lower than expected.  September durable goods were in line with expectations but significantly lower than expected when you exclude transportation equipment.  This was followed by a decline in consumer confidence in October.  The first estimate of the third quarter GDP growth was up only 1.5% while economists were expecting 1.6%.  September pending home sales were down 2.3% while economists were expecting an increase of 0.6%.  Finally, personal income and spending were both slightly lower than expected in September. 
Last month, I stated that I believed that the markets started a bear market after the markets peaked in the second quarter.  Bear markets are more than just a downward trend. They seem to devastate long investors that profit when the markets rise and short investors that profit when the markets decline.  Last month, most experts predicted that the markets would retest the August lows in October.  It looked that way from a technical standpoint, as well as a fundamental viewpoint, after a slew of disappointing data that started with a dismal September Jobs Report.  Despite all of the reasons why the markets should decline, October was the best month of the year.  As we begin November, most experts are now predicting that the markets will move higher into the year-end.  I would not be surprised to see the markets do the opposite since many technical indicators are near, or at, over-bought levels.  
Technically, the warning signs continue to mount as the major indices move higher as fewer stocks participate, as evidenced by the Russell 2000.  There are several Fibonacci phi mate turning dates clustered together for the first week of November and another estimated for November 17th.  It will be interesting to see if this is a turn higher or a turn lower.  
Just as the Federal Reserve has been saying that they will be raising interest rates over the last two years, I have been saying that the downside potential of the stock market is greater than its upside potential.  It is difficult to resist the temptation to chase a rally but a balanced approach to investing could reduce your risk.  Our balanced, tax-efficient approach to financial planning and investment selection can educate you on how to construct an asset allocation that meets your risk tolerance.  Our objective is to avoid market downturns and participate in upward trends.  It is not market-timing or trying to capture the absolute top or bottom.  This is the value, or alpha, that we provide to our clients.  If you want to discuss your financial plan and tax strategies or would like to refer a friend or family member, please call our office or email info@summitasset.com. It is time to put our B.E.L.I.E.V.E. Wealth Management process to work for you. 
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You cannot invest directly in a market index, market indices are for benchmark purposes.  The information in this market commentary is obtained from various news sources, Stockcharts.com and technicalindicatorindex.com. 

Fibonacci Phi Date (also known as Fibonacci Time Extensions) is a technical indicator used to seek to identify the timing of significant price movement in the market, and is based on the Fibonacci Number Sequence.

The Hindenburg Omen is a combination of technical factors that attempt to measure the health of the NYSE, and by extension, the stock market as a whole.  The goal of the indicator is to signal increased probability of a stock market crash.

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual.  To determine which investment(s) may be appropriate for you consult your financial advisor prior to investing.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that strategies promoted will be successful. All performance referenced is historical and is no guarantee of future results.

The Standard & Poor’s 500 Index is a capitalization weighted index of 500 stocks designed to measure performance of the broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries.

The Dow Jones Industrial Average is comprised of 30 stocks that are major factors in their industries and widely held by individuals and institutional investors.

The NASDAQ Composite Index measures all NASDAQ domestic and non-U.S. based common stocks listed on The NASDAQ Stock Market.

The Russell 2000 Index is an unmanaged index generally representative of the 2,000 smallest companies in the Russell 3000 index, which represents approximately 10% of the total market capitalization of the Russell 3000 Index.

The Blue Chip Index is a stock index that tracks the shares of the top-performing publicly traded companies.  These indices are unmanaged, which cannot be invested into directly.

Past performance is no guarantee of future result.
