October 14, 2016
 

Dear Investors,
Last week, I discussed the unusual Friday afternoon rally that occurred without buyer demand.  It appeared that a steep market decline was being prevented by artificial means.  After a small move higher on Monday, the markets continued sharply lower Tuesday and Thursday.  This move lower continues a pattern of lower highs and lower lows since the August Fibonacci phi mate date.  Unlike last Friday, Thursday saw the markets move sharply lower in the morning, but buying interest helped the markets finish the day well off their lows and also generated a short-term buy sign.  It will be interesting to see if the markets continue to move higher in the next few days to set a new lower high below the declining 50-day moving average.
The Dow Jones Industrial Average lost 102.11 points, or -0.6%, this week to close at 18,132.38, and is up 4.1% this year.  The S&P 500 Index lost 20.76 points, or -1.0%, this week to close at 2,132.98, and is up 4.4% this year.  The NASDAQ Composite lost 78.25 points, or -1.5%, this week to close at 5,214.16, and is up 4.1% in 2016.  The Russell 2000 fell 24.15 points, or -1.95%, this week to close at 1,212.41, and is up 6.6% this year.

Over the last few weeks, I have been frequently asked “How will the election affect the markets?”  No one knows for sure, but you can look to history for some possible answers.  We all know that past performance is no guarantee of future returns.  This election presents two very unfavorable candidates with opposing positions on the three most important issues facing America, the economy, national security and the Supreme Court.  Although both the economy and national security could have an indirect impact on the markets, I will limit my opinion to the economy.
The fundamental premise of the stock market is that it represents a value based on earnings of the underlying companies known as the price to earnings ratio.  The current price to earnings ratio of the markets is rich, which means that the markets are over-priced.  This occurred because the Federal Reserve printed money and inflated the markets from 2009 through the third quarter of 2014.  From September 2009 to September 2014, the S&P 500 Index grew by 90%.  Since September 2014, the S&P 500 is up 6%, which is less than 3% annualized.  The Federal Reserve is going to raise interest rates in the near future, and based on economics, that will slow the economy and adversely affect corporate earnings.  One candidate wants to lower the corporate tax rate from 35% to 15%.  The lower tax rate will allow corporations to spend money on employees or business investment, which would stimulate growth, and/or increase their earnings.  When earnings increase, stock market prices rise.  This should soften the blow of higher interest rates.  The other candidate wants to increase taxes and government spending in a rising interest rate environment, which is an economic bomb.  Over the last 50 years, the Presidents that have cut taxes have enjoyed strong economic growth.  The facts and numbers do not lie.  The market bubble, like all bubbles, will burst during the coming Administration.  The question is who will have the policies to soften the blow or stimulate a strong rebound.  If you look at history, the answer is clear.

In early 2009, the stock market was over-sold.  The Federal Reserve’s monetary policy pumped money into the economy and the markets soared, but economic growth over the last eight years has been worse than it has been under any other Administration due to higher taxes, the costs of Obamacare, and choking national debt.  The next Administration is going to determine how the market will seek its equilibrium from the current over-priced levels.
If you would like to discuss your portfolio and the potential effect of the election on your portfolio, then please do not hesitate to call.  Now would be a great time to discuss your financial plan, risk analysis, and/or the new NJ tax changes, so please call our office or email info@summitasset.com. It is time to put our B.E.L.I.E.V.E. Wealth Management process to work for you. 
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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 Hindenburg Omen is a combination of technical factors that attempt to measure the health of the NYSE, and by extension, the stock market as a whole.  The goal of the indicator is to signal increased probability of a stock market crash.

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.
