October 24, 2014
 

Dear Investors,
It was a very interesting trading pattern on Wall Street.  On Monday, the S&P 500 Index bumped up against its 200-day moving average and failed to move higher.  On Tuesday, however, the markets soared over their respective 200-day moving averages.  On Wednesday, the markets had a brief correction off the three day rally, which could have been due to last week’s margin calls coming due, and continued sharply higher on Thursday and Friday.  Last week, I suggested that the rally was like the eye of a hurricane and that has not changed.  The markets posted their best week of the year following the worst two-week period of the year.  The important fact here is that the trading volume on the declining days was substantially higher than the trading volume of this week’s meteoric rise.  Last weekend, it looked as though the markets would move lower into or around the October 27th Fibonacci major phi mate turning date and kick off a substantial rally.  However, the rally appears to have occurred into the phi mate date which means that the major market turn could be the back end of the market hurricane that will retest the October lows.
The Dow Jones Industrial Average gained 425.00 points, or 2.6%, this week to close at 16,805.41, and is now up 1.4% for the year.  The S&P 500 Index soared 77.82 points, or 4.1%, this week to close at 1,964.58, and is up 6.3% this year.  The NASDAQ Composite jumped 225.28 points, or 5.3%, to close the week at 4,483.72, and is now up 7.4% for the year.   The Russell 2000 added 36.49 points, or 3.4%, and closed the week at 1,118.82, which is down 3.9% for the year.

There was no real positive economic news that could justify this week’s sharp rally.  September existing home sales were slightly more than expected but new home sales were less than expected.  The September Consumer Price Index was slightly higher than expected but core CPI was lower than expected.  It was a strong week for corporate earnings and most of the non-retail companies that reported earnings met or exceeded expectations.  This is not a big surprise as most companies have been cutting costs and streamlining operations over the past few years to be more profitable without significant revenue growth.  However, retail-related companies tied to the American consumer have been warning of a slowing economy.  A few weeks ago, Walmart, the nation’s largest retailer, warned investors of slower than expected fourth quarter sales.  This week, Amazon, the nation’s largest online retailer, did the same but investors are not focused on that right now.  The pundits were saying that the markets declined two weeks ago due to Ebola in Dallas, but soared higher this Friday when it was announced that a New York City doctor had contracted Ebola.  The point is that the majority of trading is driven by computer algorithms based on market technical data and pundits try to justify why the markets are doing what they are doing.

From a technical standpoint, the markets look to be in the final leg of a rising bearish wedge from October 15th that could need one more burst higher to complete. There was a small change in the McClellan Oscillator on Friday, which suggests that a large price move is coming Monday or Tuesday.  The S&P 500 Index has also retraced 73% of its losses, which is within the 66% to 80% normal range for a bear market bounce. The convergence of these technical aspects on a major Fibonacci phi mate date is probably not a coincidence and therefore, should not be ignored.
The recent increase in market volatility can be an opportunity to reallocate your portfolio.  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.  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.
