April 9, 2010

 
Dear Investors:   

 

As of April 9th, two days after the ideal Fibonacci phi mate market turning point, the Dow Jones Industrial Average, the S&P 500 Index, the NASDAQ Composite, Dow Jones Transportation Index and the Russell 2000 all sit at their highest levels since March 2009.   Generally, at critical market turning points, all of the major market indices close at new highs on the same date.  If you recall, this occurred on January 14th and January 19th of this year prior to a 10% market decline into the first week of February.  As in January, we may see the markets bounce a bit higher over the next few days, but there is an extremely high probability that a top is forming or has already formed.  Just before the closing bell on Friday afternoon, the Industrials crossed over the 11,000 mark, but closed just shy of the psychological threshold.  It has taken the Dow Jones Industrial Average six months to go from the first time it hit 10,000 in this bear market rally to the 11,000 mark.  Conversely, it took the Industrials less than three months to go from 8,000 to 9,000, and just over three months to go from 9,000 to 10,000.  The last time it took the Industrials six months to move 1,000 points was from April to October of 2007, which was the all-time closing high for the markets.
 
For the second week in a row all of this week's market gains occurred on Friday.  As of Thursday's market close, the Industrials were at the exact level as last Friday, April 2nd before posting a 70.28 point, or 0.64%, gain to close at 10,997.35.  The Industrials are up 5.5% for the year.  The S&P gained 16.27 points, or 1.38%, for the week to close at 1,194.37 and up 7.1% for 2010.  The NASDAQ Composite was up 51.47 points, or 2.14%, for the week to close at 2,454.05, and is up 8.15% year-to-date.     
 
Although the major market indices closed at new highs since last March, the Industrials and S&P are still shy of their respective 200 week moving averages, which appear to be the upper trading boundaries.  For this reason, I would not be surprised to see the markets set two high points within days of each other as they did in January.  The majority of this wave up from last October has occurred on lower-than-normal volume.  The slow rally higher, which has been called the turtle rally, is a result of a lack of sellers more than a demand from buyers.  Many investors were too afraid to invest when the Industrials were at 6,600 last March, and missed the 51% gain up to 10,000, and therefore have used recent pull-backs or corrections as buying opportunities.  
 
If you have been receiving this letter for a few months, then you know that I have been referring to this potential "perfect storm" as a catalyst for sellers.  The "perfect storm" would be a combination of lower-than-expected corporate earnings, disappointing consumer spending data, increasing unemployment, weaker-than-expected gross domestic product figures, ballooning federal deficits and geo-political issues including tensions in the Middle East and an increasing amount of global debt.  Toward the end of last summer I first suggested this possibility and we have since seen flat or lower-than-expected corporate earnings for the third quarter, but an optimistic outlook for the fourth quarter when compared to the fourth quarter of 2008.  For the most part, all indications are that consumer spending has been flat to slightly higher in the first quarter of 2010 when compared to the first quarter of last year.  However, new and existing home sales, which is a catalyst for other segments of consumer spending, have slumped to their lowest levels since records have been kept.  The employment situation has not improved.  The published unemployment rate is still 9.7%, and has remained constant only when including temporary government census employees and seasonal tax time hiring.  The GDP for the third quarter was revised lower than expected, but the outlook was strong for the fourth quarter because of inventory restocking.  The GDP, however, for the first quarter of 2010 is expected to be lower than the last quarter, but still positive.  The federal deficit is getting worse by the hour but investors do not seemed to be focused on that.  The situation in the Middle East is also worse.  The President has alienated long time ally Israel and Iran is closer to acquiring a nuclear weapon.  Finally, the global debt issues are increasing.  Since I first mentioned concerns over global debt, Dubai had to get an extension on a debt payment, which will be coming due soon, and the cost to insure Greece and Portugal's sovereign debt has increased indicating a possible default.  Therefore, all of the components of the "perfect storm" are still out there, some are slightly better and some just appear to be better, but some are definitely worse.
 
This week, Wall Street and economists celebrated better-than-expected retail sales data released by retailers for the first quarter of 2010.  Some reported as much as 5% to 10% better sales than the first quarter of 2009.  The improvement is definitely a step in the right direction, but once again the mainstream financial media blew it out of proportion.  This year Easter was earlier than it was last year, and most Easter-related sales were in the first quarter rather than in the second quarter, so I have to rely on the other indicators that show the consumer spending is still flat compared to last year.  The markets had a brief sell-off on Wednesday afternoon into Thursday as the cost of US debt that was auctioned off became more expensive and the seasonally adjusted first-time unemployment claims increased last week by 18,000 to total 460,000.  The non-seasonally adjusted claims increase to 414,657.  This weak economic data was basically dismissed by the mainstream financial media and investors were not frightened into selling on the poor data and used the decline as a buying opportunity.  Technical market analysis tries to determine when the glass becomes half empty rather than half full and we appear to be at or near that point.  
 
If you go to http://stockcharts.com/h-sc/ui you will see that the last time that the weekly relative strength index for the S&P 500 Index was at 69 was in the summer of 2007.  There are many technical market indicators that are at similar levels to the rally that ended the bull market in October of 2007.  Since we are within a mathematical market turning point and it is the start of first quarter earnings reports season, the catalyst for selling could be flat or disappointing sales or a flat or disappointing outlook for the second quarter.  This is normally the start of the weakest period for the markets from April through October, which is where the Wall Street saying, "sell in May and go away" came from.
 
If you have any questions, please call or email me.  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.  
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.
 
 
 
