"You First"

Today is Tuesday August 23 and it is 3pm.
The major averages continue to show resilience as buyers appear to continue to remain in control.
From a trend standpoint all major averages remain above their respective short, intermediate and
long term trend lines. Consequently, I remain positive.
As we close out the summer and the kids return to school, we appear to have missed the much
anticipated summer swoon. This is one example of why I look at the actual trends and don’t rely
on predictions or pundit opinions. Had one listened to the pundits, you would have missed the
continued summer rally.
Volatility remains near historical lows, In fact, over the past 5 years on a 30 day volatility basis,
there is but only one day where volatility is lower than it is today. 7/2/2104.

Yet there remains no shortage of pundits calling for an imminent collapse for one reason or
another. Many are saying that this current period of low volatility will inevitably result in a period of
much higher volatility resulting in a significant market correction. For these people I like to refer
back to Sir John Templeton.
“Bull Markets are born on pessimism, grow on skepticism, mature on optimism and die on
euphoria.”
So on a macro level, I think we would all agree that there is little sign of economic optimism and no
sign of euphoria at the current time. It seems all we hear about is the current dismal GDP growth
and the lack of well-paying jobs. So using the John Templeton theory, again, I remain optimistic.

On a fundamental level, let’s look at Q2 2016 Earnings Season. From Bespoke.com, below is the
distribution chart showing the one-day price reaction (%) to earnings reports through August 18.
Stocks that beat earnings estimates are in green, stocks that reported in line are in blue, stocks
that missed are in red. The chart below shows that 73% of companies reporting either met or beat
earnings expectations. So fundamentally, things are looking ok.

On the home front, both Shannon and Evan have returned to college and the house is a lot
quieter. Can’t believe Shannon is a junior and Evan is Sophomore. Time flies when you are
having fun.
Warm regards,

Edward A. McDonough MBA, CFP® | Principal
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