October 5, 2012
 

Dear Investors:

It was another interesting week on Wall Street filled with political and economic market- moving news.  At this point, it appears that the October 3rd Fibonacci phi mate turning point may have occurred five trading days early on September 26th when all four major market indices closed at a low point.  The next Fibonacci phi mate date is October 28th, plus or minus a few trading days, so it is possible that the markets could rally higher into, or around, that date.  Alternatively, since we are still within the window of plus or minus five trading days of the October 3rd date, we could see a market peak as its turning point in the next two or three days, which means that the markets could drift lower into, or around, the October 28th phi mate date.  Since technical analysis is suggesting that the S&P 500 Index could reach the 1,490 – 1,500 range and the Dow Jones Industrial Average could climb to the 14,500 range, it is highly likely that first alternative is unfolding.  

The S&P 500 Index regained what it lost last week as it added 20.26 points, or 1.4%, to finish the week at 1,460.93, and is up 16.2% year-to-date.  The Dow Jones Industrial Average gained 1.3%, or 173.02 points, this week to close at 13,610.15, and is up 11.4% this year.  The NASDAQ Composite finished the week at 3,136.23 after adding 19.96 points, or 0.6%, and is up 2.4% for the year.  The Russell 2000 posted a 0.65% gain this week, or 5.41 points, to close at 842.86, and is up 13.8% in 2012.
The big news this week came on Friday when the September Jobs report was released. This was just two days after the media consensus that Governor Romney clearly looked better prepared and more Presidential than President Obama in the first President debate.    The monthly government survey made immediate headlines when it stated that the unemployment rate dropped to 7.8%, its lowest level in almost four years.  The report puzzled most economists because only 114,000 jobs were added to the economy last month, but it dropped the unemployment rate three tenths of a percent from August’s 8.1% unemployment rate.   I have been writing about the absurdity of this report for over four years.  It is a ridiculous survey with many assumptions and estimates that are often revised by more than 100% of the original release numbers.  Jack Welch, the former CEO of General Electric, tweeted what most economists were probably thinking but did not have the courage or proof to say, “Unbelievable jobs numbers...these Chicago guys will do anything…can't debate so change numbers." It does seem rather convenient that the best unemployment rate in four years is released one month prior to the election, but I think it has more to do with an increase in part-time seasonal hiring and more people not looking for work, which removes them from the labor force, and being in the labor force is a requirement to be counted as unemployed.
We have heard a lot about the Bush tax cuts over the last 10 years and how they benefit the wealthy and that they were the reason for the Great Recession.  The real truth is that the Bush tax cuts benefited those families making less than $150,000 with the creation of the 10% tax bracket and reducing the 28% bracket to 25%.  For those families earning more than $150,000, tax rates may have been reduced but they paid the same amount of tax due to the Alternative Minimum Tax.  The Bush tax cuts never reduced the AMT rates.  Right now under the current Administration, the Bush tax cuts are going to expire on December 31st which means that those families earning less than $150,000 will see their tax bill increase by about 10% next year.  Most of those families earning over $150,000 will probably not see their taxes increase in total, but will pay less AMT.  I will be the featured financial planner in the Star-Ledger’s “Get With the Plan” article next week and you will see a graphic illustration of how the AMT works for those families earning more than $150,000.

Over the last four years, the price of gasoline is up 100%, food costs are up 15%-20% and medical insurance is up over 25%.  To quantify this, if you drive a car 12,000 miles per year, then you are paying about $1,100 more per year in gas per car.  If you were spending $200 a week at the supermarket, then you are spending about $1,500 more per year.  In addition to these increased costs, in 2013 a family making $150,000 will pay about $2,500 more in federal taxes.  These increased costs will adversely impact discretionary consumer spending and push the tenuous U.S. economy into another recession.
It is extremely important to be proactive with your investments and your financial plan during the last quarter of 2012.  It is important to review the pros and cons of converting your traditional IRA to a Roth IRA, and how it will impact your future tax liabilities.  This is a very challenging time for retirees. The markets can turn quickly so it is important to stay your course and not chase the inflated market gains.

I welcome your comments and enjoy reading your feedback regarding my market analysis.  I appreciate the recent referrals over the past few weeks.  A referral is the greatest validation of our service and commitment.  
If you have any questions or would like to make an appointment to review your financial plan and take a proactive approach to your financial goals, please call my office for an appointment.
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.  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 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.  There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-diversified portfolio. Diversification does not protect against market risk. 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. 
