November 21, 2014
 

Dear Investors,
Last week, I discussed the fact that the market’s Relative Strength Index (RSI) was at over-bought levels. This week, the RSI is sitting at extreme over-bought levels.  If you recall from previous letters, an RSI of 70 is an indication of an over-bought market and that is generally a to time sell. An RSI of 30 is an indication of an over-sold market and that may be a good time to be a buyer.  This weekend, the Dow Jones Industrial Average RSI is at 75 and the S&P 500 Index is 73.  This does not mean that the markets cannot go higher in the short-term, but it is an indication that a top is either at hand or coming very soon.  The markets moved higher this week on very low volume with very little selling pressure which allowed moderate demand to move the markets higher.  Despite the major market indices moving higher, fewer stocks were participating in the move higher.  This is very similar to what happened in September.
The Dow Jones Industrial Average gained 175.32 points, or 1.0%, this week to close at 17,810.06, and it is now up 7.4% for the year.  The S&P 500 Index added 23.68 points, or 1.2%, this week to close at 2,063.50, and is up 11.6% this year.  The NASDAQ Composite only gained 24.43 points, or 0.5%, to close the week at 4,712.97, and is up 12.8% for the year.   The Russell 2000, which was virtually unchanged over the last two weeks, slipped 1.39 points and closed the week at 1,172.42, and is positive 0.75% for the year. 

Economic news was unimpressive this week as October’s Industrial Production and Factory Capacity Utilization were lower than expected.  October housing starts and building permits were slightly lower than expected and existing home sales were slightly more than expected.  The Producer Price Index and Consumer Price Index were both slightly more than expected.  Finally, seasonally-adjusted first-time unemployment claims increased more than expected but continuing claims were lower than expected.  Over the last five weeks, there has not been one economic data point to suggest that the economy is thriving as Wall Street would lead you to believe.
Globally, Japan is officially in a recession, the European Central Bank announced that it would embark on its own quantitative easing to stimulate the struggling European economies and China announced that it was lowering its cost of borrowing to stimulate its economy.  It was China’s extraordinary growth rate that was supposed to lead global economies and the markets higher.  Why are they cutting interest rates if they are growing so fast?  The answer is simple - they are not growing. This is one reason why global economies are sluggish.  The U.S. has the fewest economic woes but it still does not justify the current market valuations.
There is a lot of hope in the U.S. economy for a strong holiday shopping season which officially kicks off this Friday.  However, with so many retailers now opening on Thanksgiving, I guess it officially starts on Thursday. The hope is that lower prices at the pump will encourage consumers to spend more this year.  As I have said many times, hope is a bad financial plan and it is a terrible economic plan.

There are five and a half weeks left in 2014 to be proactive with your year-end tax planning.  It is important to understand that due to the Affordable Care Act (Obamacare) dividends are no longer taxed at lower preferential rates.  I have been warning my clients about the increased tax liability but most are still unware of this increased tax.  Now is the perfect time to harvest profits, or take some losses, in your portfolio.  The markets are over-bought and could reverse sharply at any time.   
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. 
Have a Happy and Healthy Thanksgiving,
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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.
