October 23, 2015
 

Dear Investors,

Last weekend, it looked as though the markets’ rally from their August lows was running out of steam.  The markets were flat on Monday and declined as volume picked up on Tuesday and Wednesday.  It looked like the technical signs were accurate.  Technical analysis is relatively accurate under normal market conditions without outside interference.  On Thursday, the markets rocketed higher after the European Central Bank President, Mario Draghi, said that he was considering another quantitative easing policy to further stimulate the struggling European economies.  On Friday, the markets moved higher as China cut its interest rate for the sixth time since last November.  These two outside factors have extended this rally to extreme overbought levels and do not change the estimated downside projections that the markets may retest the August lows. 
The Dow Jones Industrial Average jumped 430.73 points, or 2.5%, to finish the week at 17,646.70, and is now down 1.0% this year.  The S&P 500 Index gained 42.04 points, or 2.1%, this week to close at 2,075.15, and is positive 0.8% this year.  Once again, the NASDAQ Composite was the largest percentage gainer of the week as it increased by 3.0%, or 145.17 points, to close at 5,031.86, and is up 6.2% for the year.  For the second straight week the Russell 2000 did not participate in the party on Wall Street as much as the large cap indices did, as it only added 3.75 points, or 0.3%, to finish the week at 1,166.06, and is down 3.2% for 2015.  
The S&P 500 Index bounced over 100 points in the three trading days after the August 24th low.  Over the next 20 trading days, the broad market index traded lower 12 days to give back the points gained in the three day rally.  Over the last 19 trading days, the S&P 500 Index was positive 14 times gaining nearly 200 points or more than 10%.  The significance is that economically nothing has improved to warrant such a move.  What has happened is that the U.S. did not raise interest rates due to a sluggish economy therefore, the ECB is considering more artificial stimulus and China’s growth has been slowing.  However, last week China reported that its GDP was 6.9%, basically in line with expectations. Why are they cutting interest rates again?  It just does not make sense.  The point is that the worse the data, the higher the markets go due to artificial interference.  This is not the underlying principle for a sound investment strategy.  
Technically, the warning signs continue to mount as the major indices move higher as fewer stocks participate, as evidenced by the Russell 2000.  The ECB and China have disjointed the stock supply and demand lines.  The moving average advance decline line is also suggesting that the markets are overbought.  However, this does not mean that the markets cannot move higher.  There is a Fibonacci phi mate turning date estimated for November 17th.  It will be interesting to see if that is a turn higher or a turn lower.  
I have been saying for quite some time that the downside potential of the stock market is greater than the upside potential.  As we approach the end of October, the stock market is virtually unchanged for the year.  Our balanced, tax-efficient approach to financial planning and investment selection can educate you on how to construct an asset allocation that meets your risk tolerance.  Our objective is to avoid market downturns and participate in upward trends.  It is not market-timing or trying to capture the absolute top or bottom.  This is the value, or alpha, that we provide to our clients.  If you want to discuss your financial plan and tax strategies or would like to refer a friend or family member, 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.
