October 22, 2010
Dear Investors:

It was a volatile week on Wall Street with more technical and economic warning signs for those who care to notice.  Once again, most of the economic data this week was weaker than expected but that did not stop the markets from inching out another small weekly gain.  The Dow Jones Industrial Average finished the week up 69.78 points, or 0.6%, to close at 11,132.56 and is up 6.75% for the year.  The S&P 500 Index added 6.89 points, or 0.6%, for the week to close at 1,183.08, and is up 6.1% year-to-date.  The NASDAQ Composite gained 10.62 points, or 0.4%, for the week to close at 2,479.39, and is up 9.3% for the year.
On Tuesday, the markets suffered a sharp intraday decline that generated three new technical sell signals from the 14-day stochastic, 30-day stochastic and the S&P Purchasing Power Indicator.  The markets rebounded over the next two days but the technical damage was still present.  In addition to sell signals from the stochastics, Tuesday’s decline posted the highest trading volume since July 1st. The second highest trading volume since July occurred during last Friday’s decline.  These are not signs of a robust market.

On the economic front, we learned that the Industrial Production dropped 0.2% during the month of September, but the investors were expecting an increase of 0.2%.  September Housing Starts were 610,000 on an annual basis, which were 31,000 better than Wall Street’s expectations. However, Housing Permits for future construction dropped by 26,000 to 539,000 annual units.  The most misleading headline of the week put forth by the mainstream financial media was that U.S. jobless claims dropped by 23,000 to 452,000.  However, if you read two lines deeper into the article then you would see that last week’s first-time unemployment claims were revised up from 462,000 to 475,000.  Can you imagine the markets’ reaction last week if investors saw that initial claims jumped by 26,000 rather than the 13,000 that was originally reported?  Regardless of the reported and revised numbers, it is difficult to understand how real jobs are being created, as suggested by the Department of Labor’s monthly Jobs Report survey, when over 900,000 workers are filing first-time claims every two weeks.  In fact, if you look at the chart comparing the Bureau of Labor Statistics private-sector jobs report to ADP’s jobs report, you would see that for the most part over the last two years they trend along the same lines, except since April of this year when the BLS numbers are much more optimistic than the ADP numbers.  Is it a coincidence that the effectiveness of the stimulus package was under extreme pressure at that time?
The S&P is still 3.4% lower than it was six months ago.  Apparently the mid-term elections and the possibility of the Federal Reserve’s QE2 has raised the level of optimism among investors, which seems to have set up a buy on the rumor sell on the news scenario.  When Congress set up The Federal Reserve its purpose was to maintain price stability and achieve full employment.  This Chairman is failing on both fronts.  The Federal Reserve has basically told Congress to keep on spending to stimulate the economy because it will print money to buy the debt.  Monetizing our debt is a means of devaluing our dollar which makes it more difficult to buy goods and services.  Isn’t that a form of inflation?  Bernanke said that he does not see inflation as a problem, probably because he has never set foot in a supermarket or paid college tuition.  The only prices  not going up are real estate prices.  
Technical market analysis is based on probabilities.  If there was a 70% chance of getting food poisoning if you ate at a particular restaurant, would you go there?  This is where the markets are now and have been most of the year.  I have been warning investors since the beginning of the first quarter of this year that the markets were over-bought, and the upside potential may not be worth the downside risk for investors that are nearing or at retirement age.  The S&P is up just over 6% this year, and has been down over 10%.  The only data point that is significantly better now than it was at the beginning of the year is corporate profits.  Even though corporate profits should push a company’s stock price higher, the ultimate price is determined by supply and demand.  With the largest segment of the population on the doorstep to retirement, demand for stocks may be weaker than normal.
It is important to be proactive with your portfolio over the next two months and to take advantage of any possible tax savings or to reposition your assets to be more tax-efficient with the higher rates.  When you start asking your self, “Why did I sell?” because the market is continuing to rise, then you know that greed has returned and that it is time to be most cautious.  I strongly recommend that you make an appointment to review your portfolio to maximize your opportunities for financial growth with the new tax rates.
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.  
Best regards,
 
Vincent Pallitto, CPA, CFP®
Certified College Planning Specialist
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973-301-2360
973-301-2370 Fax
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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.  All performance referenced is historical and is no guarantee of future results.
