October 10, 2014
 

Dear Investors,
On October 9, 2008, six years ago this week, I wrote my first Market Analysis Letter to help ease the fear that my clients were feeling regarding the markets’ seeming free fall after seven consecutive days of sharp declines.  The S&P 500 Index plunged 75 points to close at 909 and had lost more than 42% of its value from its October 9, 2007 high of 1,565.  I was urging my clients to remain calm and use the decline as a buying opportunity for the long term.  As you know, the markets continued to spiral downward to an eventual bottom on March 9, 2009.  Since then, my Market Analysis Letter won the Editor’s Choice September 2008 Dow Jones Newswire Award and has a readership of over 500 friends, clients and referrals.  
Since that bottom in 2009, the S&P nearly tripled in value peaking on September 19, 2014.  I have been warning investors to be cautious about the artificially inflated market values since 2011.  Unlike my first letter in 2008, when the markets were nearing the end of their bear market decline, I believe that we are only at the beginning of a prolonged market decline.  This weekend the S&P finished right at a critical support level, its 200-day moving average.  If the S&P breaks below this level, then we could see a larger gap down.  If the S&P bounces off this level then we could see the markets retest the September highs.
Last week, I said that this week’s trading activity would be interesting.  It turned out to be one of the most volatile weeks in over three years.  The Dow Jones Industrial Average lost 272 points on Tuesday, enjoyed its best single day gain of the year on Wednesday regaining 275 points and then plunging 335 points on Thursday.  It is interesting to note that the 20 largest all-time daily point gains of the Dow Jones Industrial Average all occurred during bear markets. The Blue Chip Index finished the week down 465.59 points, or -2.7%, this week to close at 16,544.10, and is now down 0.2% for the year.  The S&P 500 Index lost 61.77 points, or -3.1%, to close at 1,906.13, and is up 3.2% this year.  The NASDAQ Composite plunged 200.38 points, or -4.5%, to close the week at 4,276.24, and is now up 2.4% for the year.  The Russell 2000 continued to decline for the sixth consecutive week as it lost 4.6%, or -51.42 points, to close at 1,053.32, and is now down 9.5% in 2014.
I discussed the technical bearish divergences last month that the markets were generating as a warning for a significant decline. My September 12th letter stated that the S&P 500 Index closed at 1,985 and I suggested that the broad market index could see an 80 – 100 point decline as we approach the Fibonacci phi mate turning point that was ideally targeted for October 7th.   If the markets bounce off the current levels and move sharply higher, then this Friday’s close will be the phi mate turning date, or three days after the estimated date.  However, since there have been huge trade imbalances toward the sell side as the markets have been closing, there is a high probability that the markets will continue lower.  If the markets continue to move lower, then it will be clear that last Friday’s closing high was the phi mate turning point which was two days prior to the estimated date.  There is another major Fibonacci phi mate date estimated to be on or about October 27th. This means that the markets could continue to slide further over the next two weeks and bottom around October 27th.  If the markets hold the current levels, then October 27th could mark the end of a corrective bounce higher.  
The markets declined due to fears that the European economies are slowing and possibly heading into a recession.  Meanwhile, the Federal Reserve has indicated that it will not be raising interest rates in the near future but they will be continuing to scale back on their money printing policy that has inflated the markets to their current levels.  There are domestic and global economic pressures, as well as numerous geopolitical tensions that threaten economic growth, which is why investors should be cautious. 

I started writing these letters six years ago to let my clients know why the markets may be reacting to various news or data points.  Why is positive news one day good for the markets and not so good on other days? I do not invest based on news reports about how strong the economy is or how terrific a monthly job survey is. I want my clients to understand the market behaviors that truly affect their investments and also why and when I take advantage of major trend changes.  If you are not currently a client, I would like you to think about your current financial advisors. Do they analyze and interpret the markets for you or simply repeat what you can hear yourself on CNBC and other news stations? Can they explain to you not just the risks of investing, but how to take advantage of market trends?  If you are a client, then your referrals have been a big part of our success and the success of this Market Analysis Letter.  If you are a client nearing retirement, then you know our Retirement Spending Worksheet is another thing that sets us apart from other financial planners.

Everyone’s financial situation is different and so is their financial plan, so I strongly urge you to make an appointment to review your current situation.  Our conservative, tax-efficient approach to financial planning helps our clients understand the risks and the possible rewards of investing in various asset classes. It can help you develop an asset allocation strategy that meets your tolerance for risk and volatility.  If you want to discuss your financial plan and tax strategies, or would like a brochure on our B.E.L.I.E.V.E. Wealth Management process, please call my office. 
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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 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.  There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-diversified portfolio. Diversification does not protect against market risk. 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 results. 
