February 25, 2011
Dear Investors:
I pointed out last week that the markets were extremely over-bought on a technical basis and that they were inside a Fibonacci phi mate, or mathematical, turning point along with  a Bradley Model turning point. I then suggested that we could see the market reverse course this week.  The unrest in Libya which caused the price of oil to surge to $100 per barrel was what the markets were focused on when a three day sell-off started. This caused the markets to drop below key support levels that previously stopped prior declines.  By Thursday afternoon, the markets lost 3.7% of its value or all of February’s gains. The stage was then set for a technical corrective bounce which appeared to begin late Thursday afternoon into Friday, despite a significantly worse than expected revision to our fourth quarter gross domestic product.
The volatile holiday-shortened trading week saw the Dow Jones Industrial Average lose 260.80 points, or 2.1%, this week to close at 12,130.45, and is now up 4.8% for the year.  The S&P 500 Index lost 23.13 points, or 1.7%, closing the week at 1,319.88, and is up 4.95% for the year.  The NASDAQ Composite finished with a 52.90 point loss, or 1.9% to close the week at 2,781.05, and is up 4.8% in 2011.
Wall Street was spooked by surging oil prices caused by the tensions in Libya and fear that it could further stall our already tenuous economic recovery.  We are currently paying the highest prices at the pump for this time of the year in history and many experts are predicting that oil could go as high as $200 a barrel, causing gas to be over $5 a gallon by summer.  If this occurs in conjunction with already soaring food costs and inflationary raw materials for manufacturers, there is a high probability that there will be a double dip, far-reaching recession.  Overall, the economy is not as strong as the current market prices suggest.  Every week, there is one survey or another suggesting that consumer confidence is rising but the actual data does not support the survey results.  This week Case-Schiller reported that home prices in 20 major cities fell by another 2.4% last month, which probably helped January existing home sales to be slightly more than expected.  However, January new home sales fell much more than economists were expecting to near all time lows again.  Many experts believe that existing home sales were stronger than new homes because of foreclosure sales.  January durable goods were in line with expectations, but when transportation equipment is excluded, the Street was expecting an increase of 0.6% but it declined 3.6%.  Finally, seasonally-adjusted first time unemployment claims dropped to 391,000, which is a step in the right direction and better than the 486,000 claims for the same week last year.
On Friday, the Commerce Department announced that the second estimate to the fourth quarter GDP was 2.8%, well below the 3.3% that Wall Street was expecting, but the markets surged nearly 1% higher which is a strong indication of a technical bounce.  If the Commerce Department released 2.8% last month rather than their first estimate of 3.2% when the Street was expecting 3.5% last month, then the markets would have probably sold off sharply at that time.  The real issue is not whether it is 2.8% or 3.2%, it is why it is not 5% or 6% with the billions of dollars of government spending pumped into the economy.  The government is basically buying GDP and they are not getting much bang for their borrowed buck.
This week’s decline broke through the bottom boundary of the rising bearish wedge which is often a rally terminating pattern.  Currently, it appears that we are in the midst of the first up leg of an up-down-up corrective wave that began late Thursday afternoon.  We could see the second leg down begin Monday or Tuesday followed by one last surge higher which should fall short of the February 18th high.  If this pattern unfolds, then we can see another substantial move down following the corrective bounce.  If last Friday was the market turning point, as suggested by the current technical data, then we should see a series of lower market highs and lower lows over the next few months with a target of about 1,050 on the S&P.
For my conservative investors or those nearing or at retirement age, I continue to be very defensive and wary of this market.  As you can see, weeks and months of gains can be wiped out in a matter of hours or days. It is extremely important to remain diversified and to not be greedy.  I encourage you to be proactive with your investments and financial goals and make 2011 the year that you implement our WealthVision financial planning portal.  If you have an inactive 401(k) from a previous employer then it is time to take control and roll it into a traditional IRA.
If you have any questions, please do not hesitate to call.  Our mission is to be your trusted financial professionals dedicated to delivering a high level of service to enhance your lifestyle and provide peace of mind.  
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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.  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.  
