August 24, 2012
 

Dear Investors:

In my last letter dated August 10, 2012, I suggested that a sideways market pattern was developing and that the markets could retest their 2012 highs.  Over the last two weeks, the average daily volume continued to decline as the markets virtually marked time.  In fact, the average daily trading volume on Wall Street has been at its lowest non-holiday level in years.  The S&P 500 Index closed at 1,405.87 on August 10th. Over the last ten trading days, the broad market index hit an intraday low of 1,397.32 and reached a new intraday high of 1,426.68.  The S&P closed at 1,418.16 last Friday, which is just short of its 2012 closing high. The sideways pattern could become a rounded topping pattern. However, based on the recent activity, there is a higher probability that the markets will set new 2012 closing highs before the next extreme sell-.off occurs.
Despite a fairly strong market rally on Friday, the S&P 500 Index snapped a six week winning streak as it closed down 7.03 points, or -0.5%, for the week to finish at 1,411,13, and is up 12.2% year-to-date.  The Dow Jones Industrial Average dropped 113.67 points, or -0.9%, this week to close at 13,158.00, and is up 7.7% this year.  The NASDAQ Composite finished the week at 3,069.79 after losing 6.80 points, or -0.2%, and is up 17.8% for the year.  The Russell 2000 dropped 10.70 points, or -1.3%, this week to close at 809.19, and is up 9.2% in 2012.
The markets rallied on Friday because Federal Reserve Chairman Ben Bernanke said that there is room to deliver additional monetary stimulus to boost the U.S. economy, constituting a third quantitative easing policy.  Short-term traders love the artificial stimulus, but it creates more turbulence for long-term investors.  Obviously, the prior two policies have not worked to stimulate the economy.  If they did work then we would not need a third.  This Administration’s policies are like giving a man a fish rather than teaching him how to fish. The economy needs clear incentives and stimuli to create jobs, which will in turn create wealth.  

The Republican National Convention begins this week meaning that the markets will probably start moving in the short term based on presidential polls. When Mitt Romney said that the Federal Reserve’s quantitative easing policies would come to an end if he were President, the markets sold off early in the week.  After all, the markets have been artificially pumped up by the central bank’s attempt to stimulate the economy over the last three years.  The first quantitative easing policy failed, the second, QE2, has failed, and now the markets are hoping for a third round.  My guess is that if the polls show that Romney is leading Obama, then the markets may decline because the money printing press will come to an end.  If Obama leads Romney in the polls, then the markets could surge higher.  In either case, there will be a time where the markets actually trade on the real merits of the economy and corporate earnings. 
From a technical standpoint, the next Fibonacci phi mate date is October 3rd.  I would not be surprised to see the market turn lower in the next week or two after retesting this year’s high because the weekly Relative Strength Index for the S&P is approaching over bought levels that have triggered corrections in the past.  That wave down could bottom out on or about the first week of October.  The alternative, and less likely, scenario is that the markets continue to move higher over the next five weeks and peak the first week of October.
A general retirement guideline is that you need 20 times your annual income in retirement savings to retire comfortably.  I use 20 times your annual living expenses.  In either case, many Americans do not have that much in retirement savings, but there are many ways to generate retirement income.  If you, a friend, family member or colleague are retiring soon and do not have 20 times your annual expenses saved, then I encourage you to contact our office to get started on your financial plan.  It is more important than ever to be proactive with your retirement and financial plans to navigate through these difficult times. 
If you have any questions or would like an interpretation of technical market indicators, please feel free to 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. 
