April 30, 2010 


Dear Investors:  

 

With the benefit of two weeks hindsight, it appears that the rally that started with the low on February 8th has begun to form a peak on April 15th when all four major market indices, the Dow Jones Industrial Average, the Dow Jones Transportation Index, the S&P 500 Index and the NASDAQ Composite, closed at their respective highs.  Over the last two weeks, all of the indices tested and/or set new highs on different dates and all four indices have met major resistance near those levels.  The markets have been defying the technical charts and trading at extremely over-bought levels for over a month, but eventually the market will realign with the technical indicators.  Last week, I highlighted that the weekly relative strength index of the S&P 500 was at 72, the highest level it has been in the last ten years. This week the markets were volatile and sold off sharply in two of the five trading days.  In the mainstream media, the on and off again saga of the Greek debt crisis and its potential contagion to other European countries was being blamed for the market's fear and sell-offs. This crisis is not new and has been going on for over a month.  We may have reached a point where the perception has changed to the glass being half empty, rather than half full. None of the economic news released this week was significantly worse than what has been coming out for weeks.
 
After three triple digit moves, two down and one up, the Dow Jones Industrial Average finished the week at 11,008.61, which was down 195.67 points, or 1.75%, for the week.  The Industrials are up 5.6% for the year.  The S&P 500 Index lost 30.59 points, or 2.5%, for the week to close at 1,186.69 and is up 6.4% for the year.  The NASDAQ Composite lost 68.96 points, or 2.7%, for the week to close at 2,461.19 and is up 8.5% for 2010.  This week's declines came on the highest average daily volume since last August.
 
On Tuesday, the Industrials lost 213 points on fears that the problem of Greek sovereign debt was spreading throughout Europe as S&P downgraded the sovereign debt of Spain and Portugal.  The European debt problems are far from over.  The markets are turning a blind eye toward the impact of the shutdown of European air travel, and its impact on tourism, which is a significant portion of each European country's GDP.  The markets gained back most of Tuesday's losses on Wednesday and Thursday as the Federal Reserve did not raise interest rates on Wednesday and the first-time unemployment claims declined on Thursday.  The fact is that many investors are fearful of increasing interest rates, but with the national debt at record high levels, the government cannot afford to increase its cost to borrow as a means of tightening the money supply.  The markets rallied on Thursday because of better-than-expected corporate earnings and the fact that seasonally adjusted first-time unemployment claims declined to 448,000.  The most important data point of the week was the second estimate of the first quarter Gross Domestic Product which was released on Friday.  The economy grew at a 3.2% annualized basis, which is slightly less than experts were expecting, but still the third consecutive quarter of economic expansion. Yet, the Dow suffered its second triple digit decline of the week on Friday.  Also on Friday, the Federal Reserve confirmed the theory that raising interest rates would be detrimental to the government and our economy by offering banks a plan to set up certificates of deposits with the Federal Reserve as a means of tightening the money supply.  

 

I would not be surprised to see the markets rise on Monday, and possibly try to retest the highs again.  Many investors and financial advisors consider any market decline as a buying opportunity for long-term investors.  Investors with a five to ten year time horizon should be dollar cost averaging into the market.  However, retirees and pre-retirees must be more cautious because it is highly unlikely that the markets will move much higher from this point in the near term.  The markets are poised for a prolonged decline of lower highs and lower lows.  In the coming weeks, if the markets close below the bottom moving average support boundaries, then we might see a significant decline into the fourth quarter.  If the markets hold the bottom boundaries, then we might see the markets move higher into the end of the year.
 
It is clear from your feedback and referrals that we are on track with our mission to be your trusted financial professionals dedicated to delivering a high level of service to enhance your lifestyle and provide peace of mind.  Please note that although our required minimum investment is $250,000, we are always available at any level of investment for friends and family referred by our clients.  
 
If you just started receiving this letter you can see the 2009 letters on our website at www.summitasset.com under the resource tab.  As always, if you have any questions, comments or concerns, please call.  
 
Best regards,
 
Vincent Pallitto, CPA, CFP®
Certified College Planning Specialist
Summit Asset Management, Inc.
www.summitasset.com
973-301-2360
973-301-2370 Fax
A branch office of, and securities offered through LPL Financial
Member FINRA SIPC
 
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.  All performance referenced is historical and is no guarantee of future results.
 
 
