September 28, 2012
 

Dear Investors:

The markets closed out the third quarter of 2012 with one of this year’s most interesting trading weeks on Wall Street.  The S&P 500 Index fell for the first three days of the week along with last week to create the first five day losing streak since July.  The large price move that was suggested by last week’s McClellan Oscillator occurred on Tuesday when the broad market index lost more than 1%. This carried over to Wednesday when the broad market index dropped to a key support level for the current rising trend.  On Thursday, the markets bounced about 1% higher despite the release of some of the worst economic data in four years.   
The S&P 500 Index dropped 19.48 points, or -1.3%, to finish the week at 1,440.67, and is up 14.6% year-to-date.  The Dow Jones Industrial Average lost 1.1%, or -142.34 points, this week to close at 13,437.13, and is up 9.9% this year.  The NASDAQ Composite finished the week at 3,116.23 after losing 63.73 points, or -2.0%, and is up 19.6% for the year.  For the second straight week the Russell 2000 was the biggest percentage loser of the week as it lost 2.1%, or -18.06 points, this week to close at 837.45, and is up 13.0% in 2012.
On Thursday, we learned that the second quarter U.S. Gross Domestic Product only grew at a rate of 1.3%.  That is nearly a 25% downward revision from the last estimate of 1.7%, and emphasizes the deceleration of the downward plunge toward a double-dip recession.  The Department of Commerce also reported that August durable goods sales declined 13.2%.  Last month, the July durable goods sales were up more than expected at 4.2% so economists assumed that in August they would be down 5% to even out the two months.  But August’s drop of 13.2% was much worse than expected and therefore creates a lot of concern about the third quarter GDP when it is estimated next month.  How could the markets have rallied based on these dismal data points?  The short-term answer is because Chinese officials hinted at monetary and fiscal stimulus policies to try to reverse their slowing economy.  On Wednesday, the China markets breached key support levels in their downward trend since May of this year.  Finally, the sell-off continued on Friday as the Chicago Purchasing Managers’ Index came in at 49.7, which is its lowest level since 2009.  Generally, a Chicago PMI over 50 is a sign of growth and under 50 is a sign of contraction.
Last May is when the U.S. markets sold off because it was believed that the Federal Reserve would not be adding any artificial stimulus to the economy because the U.S. economy appeared to be showing false positive signs of growth.  However, global economies were contracting and now China’s factory orders have slowed for the tenth consecutive month.  Since the end of May, the U.S. and global markets have gone in different directions.  Most of the global markets are up marginally or down for the year compared to the U.S. markets that soared with the Federal Reserve stimulus.
During this election season you will hear the question, “are we better off than we were four years ago?”  The answer will be sidestepped and distorted but numbers do not lie.  For two years, the current Administration controlled the House and Senate and nothing was done to improve the economy or create jobs because we were living on the temporary highs of QE1 and eventually QE2.  Most of the economic data has been trending down over the last year even though the stock market has been going up.  A recession is defined by two consecutive quarters of negative growth and there is strong evidence to suggest that the third quarter GDP could be less than the 1.3% growth rate posted in the second quarter.  The fourth quarter will be marked by business uncertainty as the election unfolds. On January 1st, we will be faced with the largest tax increases in modern history. Increases like these have proven to slow economic growth in the past, so there is no reason to believe that it will not happen now.

It is extremely important to be proactive with your investments and your financial plan during the last quarter of 2012.  It is important to review the pros and cons of converting your traditional IRA to a Roth IRA, and how it will impact your future tax liabilities.  This is a very challenging time for retirees. The markets can turn quickly so it is important to stay your course and not chase the inflated market gains.

I welcome your comments and enjoy reading your feedback regarding my market analysis.  I appreciate the recent referrals over the past few weeks.  A referral is the greatest validation of our service and commitment.  
If you have any questions or would like to make an appointment to review your financial plan and take a proactive approach to your financial goals, please call my office for an appointment.
Best Regards,
Vincent Pallitto, CPA, CFP®   
Certified College Planning Specialist
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973-301-2360
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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. 
