April 2, 2010
Dear Investors:

The Dow Jones Industrial Average was up 18 of the 23 trading days in March, and the S&P 500 Index was up 16 days which helped the major markets’ indices finish the first quarter in positive territory.  The markets were closed on Friday in observance of Good Friday, but they started April off by closing at levels that we have not seen since September of 2008.  The markets continue to trade at extremely over-bought levels on low volume.  The markets appear, however, to be determined to test the resistance to their respective 200 week moving averages, which are about 11,100 for the Industrials and 1,225 for the S&P.  A decisive break above those levels would be a bullish sign, but given the extreme over-bought levels of the stochastics and relative strength index, and a mathematical, or phi mate, turn date this week, it is unlikely that the markets will go over those levels.  During the last corrective wave down, the markets traded below their respective lower support levels on an intraday basis, but failed to close below those levels.  If this next wave down closes below the bottom support levels, then it would confirm that we are still in the midst of a bear market rally rather than a true bull market.
The Industrials were up 4.1% for the first quarter, and gained 76.71 points, or 0.7% for the week most of which occurred on Thursday when it closed at 10,927.07 to bring the Industrials up 4.8% on the year.  The S&P ended the quarter up 4.9%, and gained 11.51 points, or 1.0%, for the week to close at 1,178.10 and up 5.6% for 2010.  The NASDAQ Composite was up 5.7% for the first quarter, and is now up 5.9% for 2010 after gaining 7.45 points, or 0.3% for the week to close at 2,402.58 on Thursday.     

Although the basis for this letter is derived from technical market analyses, I use market fundamental analysis to interpret the technical data.  I do not look at the fundamentals of specific companies, but rather the fundamentals of the economy and market environment.  There is no question that the economy is better and stronger than it was a year ago, but it is way too early to definitively say that we are not going to suffer a double-dip recession.  The technical data is suggesting that there is a better than 50% chance of a double-dip recession, and contrary to what the mainstream media spews, the fundamental data is not contradicting the technical data.  CNBC has been speculating about the monthly Jobs Report that the Department of Labor releases on the first Friday of each month for the past three weeks. The problem, which I have said many times, is that this report is based on a telephone survey and is often revised by 20% to 200% in subsequent months.  Though the markets were closed on Friday, the Department of Labor announced that 162,000 jobs were created in February, of which only 42,000 were related to the hiring of temporary Census employees.  Therefore, this means that the private sector created about 120,000 new jobs last month, which is in stark contrast to the report released by ADP, a company that actually prints paychecks, which stated that non-farm and government payrolls declined by 23,000 from February to March.  So much weight is given to the government’s telephone survey, and yet the ADP number is rarely revised by more than 25%, and is never revised by 100% or more.  The employment situation is not getting better. It may not be getting worse, but when you continually have over 430,000 weekly seasonally adjusted first-time unemployment claims it is hard to cheer an improving job market.

Realistically, with so many Americans unemployed or underemployed and gas prices rising how can consumer spending improve?  Last month, new and existing home sales were at their lowest levels since records have been kept.  The homebuyer’s tax credit expires this month, so you would think that home sales would be higher than the worst level?  One report shows that consumer confidence is weak, and another shows that it is improving, so which should you believe?  Most retailers have reported flat to slightly higher year over year sales, but do you realize how anemic last year’s comparison is?  Major corporations are taking write-downs due to the new health care law and the lawmakers do not believe that they are necessary and are calling the corporations to testify before Congress.  Aren’t these write-downs going to impact the earnings which affect fundamentally how the company’s stock is priced?  
Next year, everyone’s income taxes are going up, not just those of couples earning over $250,000 as you have heard from the President.  In fact, if you are earning under $140,000 and have dividends and capital gains then you will see one of the highest increases in your income tax rate.  There is no question that our national debt is strangling our economy.  The Congressional Budget Office estimated that each American’s share of the national debt is about $72,000.  There are those that say that the government has to raise taxes to try to keep the debt from growing.  If the government was a struggling business, would increased spending and raising prices be the smartest thing to do to increase sales?  Most successful companies cut spending and keep their prices in line or lower them.  Isn’t that what corporate America has been doing over the last year and a half?
When you add up all of the technical indicators that are over-bought and factor in the overall economic fundamentals, you can easily see why it is too early to rule out the possibility of a double-dip recession, or possibly worse.  The markets are still 25% off their October 2007 highs, and 60% off their March 2009 lows, which is why a 20-25% decline in the short-term is much more likely than a significant move over the 200 week moving average. 
You need to be proactive with your investments to meet your financial goals.  The rules of the game are changing, are you ready for the change?  Our WealthVision software can help you track all of your finances in one area; take a look at the demonstration by clicking on the WealthVision icon at our website http://www.summitasset.com.   

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
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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.
 
