
There are lots of fun Chevy Chase movies.  While most people refer to the “Vacation”
series when they think of him, I think of Fletch. Who knows why, but I loved it when it
came out and I still pull it out on rainy days. When Fletch didn’t win an Oscar in 1986 (It
wasn’t even nominated) and then lost Best Motion Picture to Witness at the Edgar
Awards, I knew all of these awards were “fixed” affairs. With apologies to Ms. Streep
and Mr. Redford, I have no plans to own the Out of Africa DVD, but I might buy another
copy of Fletch as a backup.

Almost immediately after completing the August newsletter, markets hit a water buffalo.
So, I feel compelled to provide a quick update and thoughts regarding what to do when
markets change direction. Look at the last 18 months of the NYSE Composite Index:

From July 2014 through October 2014, the NYSE Composite registered a -9% decline.
From May 2015 through August 2015, the index registered a -14% AND made a new
low. Markets that make new lows are not healthy, especially if they don’t see strong
recovery.  It is a bit too early to determine if we will or will not see a strong recovery. It
looks like it wants to try to recover, but it will take a little more time to reach a reasonable
conclusion. However, it is a perfect time to ask if this represents a buying opportunity.
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At the risk of being called “late to dinner,” there are some good
reasons to not think of this as an immediate opportunity.
Deteriorating markets often begin with weak small stocks and
progress to large ones. The recent pullback was broad and
brought more weakness to large companies. In addition, we
see the volume of declining stocks  significantly outpacing the
volume of advancing stocks.

Step 1: Clean out poor performers while paying attention to tax
consequences.

Step 2: Diversify. Diversification DOES NOT ensure profit or
guarantee against losses, but there have been some historical
advantages to owning more than just US stocks.

Let’s look at a few diversifying options:

Intermediate-term bond portfolios invest primarily in corpo-
rate and other investment-grade U.S. fixed-income issues and
have durations of 3.5 to six years. These portfolios are less
sensitive to interest rates than those that have longer durations.

Market neutral portfolios seek income while maintaining low
correlation to fluctuations in market conditions. Market neutral
portfolios typically hold 50% of net assets in long positions and
50% of net assets in short positions in order to deliver positive
returns regardless of the direction of the market.

Long-short portfolios hold stakes in both long and short posi-
tions. Long-short portfolios that are not market neutral will shift
their exposure to long and short positions depending upon their
outlook or the opportunities they uncover through research.

Bear-market portfolios invest in short positions and derivatives
in order to profit from stocks that drop in price. Because these
portfolios often have extensive holdings in shorts or puts, their
returns generally move in the opposite direction of the stock
market indexes.

MORE DISCLOSURES: IF DISCLOSURES WERE SUGAR-LADEN FOODS, WE’D ALL BE DIABETICS
Charts are reprinted from StockCharts.com, StlouisFed.org, TradingEconomics.com and Capital Markets Compendium, 2015, Fidelity Investments Institutional Services Company. All investments involve risks and
their value may be more or less than original costs due to fluctuating market values. Index of Leading Indicators is an index published monthly by the Conference Board used to predict the direction of the economy's
movements in the months to come. The index is made up of 10 economic components, whose changes tend to precede changes in the overall economy. Stocks have fluctuating returns and principal values. Bond
investments involve the risks of price fluctuations and the issuer's credit quality. Foreign investments, especially those in emerging markets, involve greater risks and may offer greater potential returns than US
investments. These risks include the political and economic uncertainties of foreign countries, as well as the risk of currency fluctuations. The municipal market can be affected by adverse tax, legislative or political
changes and the financial condition of the issuers of municipal securities. Income exempt from federal income tax may be subject to state or local tax. The commodities industries can be significantly affected by
commodity prices, world events, import controls, worldwide competition, government regulations, and economic conditions. Changes in real estate values or economic downturns can have a significant negative
effect on issuers in the real estate industry. The gold industry can be significantly affected by international monetary and political developments such as currency devaluations or revaluations, central bank
movements, economic and social conditions within a country, trade imbalances, or trade or currency restrictions between countries. Stock markets, especially foreign markets, are volatile and can decline
significantly in response to adverse issuer, political, regulatory, market, or economic developments. Lower-quality bonds can be more volatile and have greater risk of default than higher-quality bonds. In general,
the bond market is volatile, and bond funds entail interest rate risk. (As interest rates rise, bond prices usually fall and vice versa. This effect is usually more pronounced for longer-term securities.) Fixed income
securities also carry inflation, credit, and default risk for both issuers and counterparties. (Unlike individual bonds, most bond funds do not have a maturity date, so holding them until maturity to avoid losses
caused by price volatility is not possible.). The securities of smaller, less well-known companies may be more volatile than those of larger companies. All indices are unmanaged and assume the reinvestment of
all distributions. It is not possible to invest directly in an index. Diversification does not ensure a profit or guarantee against a loss.
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Oct 15, '14 Aug 25, '15
 % of Small Companies
Down 20% or More 45% 53%

 % of Large Companies
Down 20% or More 20% 42%

3 Month Trading Volume as of October 15, 2014

3 Month Trading Volume as of August 25, 2015

Total Volume
+105%

Declining Volume
+144%

Advancing Volume
+30%

Total Volume
+67%

Declining Volume
+73%

Advancing Volume
+64%

2002 2008 2011 Average

S&P 500 -22.10 -37.31 1.03 -19.46

Morningstar Interm Govt/Corp 12.34 6.87 8.02 9.08

Morningstar Market Neutral 6.41 -3.41 -4.23 -0.41

Morningstar Long-Short -3.20 -14.75 -1.24 -6.40

Morningstar Bear Market 41.58 46.71 -20.32 22.66
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Stock Market Alternatives - Selected Years of Returns


