Delta Investment Management is a registered investment advisory firm. Delta welcomes discussions with individuals
seeking investment advice and advisors seeking a new turnkey asset management solution.
Delta manages portfolios at TD Ameritrade and Schwab.
Please contact Delta at info@deltaim.com or 415-249-6337 to learn more.
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Technically Strong, Fundamentally Rich
The market is running like a bull. Not only is the market healing, it is technically
strengthening. The technical strength is attracting some of the $4.8 trillion held in
money market funds currently. Momentum funds that use technical signals are
increasing their market exposure as the S&P 500 gains strength. Market highs attract
buyers and market lows create sellers – greed and fear.
Some of the basic signals that market technicians use are moving averages and
resistance points. Two of the most watched moving averages (MA) are the 50-day and
200-day averages. The chart below shows the S&P 500 rising above its 50-day MA in
late April (circled in orange) and this week traded within 1% of its 200-day MA.
Additionally, the S&P 500 broke out above a 2,950 resistance point this week shown
with the black horizontal dotted line on the graph below.

The Nasdaq Composite has created a clear “V” shape recovery and is well above its
major moving averages. The tech heavy Nasdaq is up +4.5% YTD and only off 5.5%
from the February all-time high (the S&P 500 is 13% from high). The strength of the
technology and healthcare is helping pull other averages higher.

Equity option trades are investments involving predictions of future price in a specified
period of time. Put options rise in value when the underlying security falls in value.
They are bearish bets. Call options rise in value as the underlying security appreciates
and are bullish bets. The Put/Call ratio can be a useful technical indicator of sentiment
at extremes. Currently, the indicator is bullish.

Momentum is a powerful factor in equity investing. Momentum tends to persist.
Invariably, however, trends end.

What prevails over very long periods of time are fundamentals. At some point, valuation
matters. The current forward 12-month P/E ratio for the S&P 500 is 20.3x according to
FactSet. This is elevated relative to historical averages.

Under almost any reasonable earnings scenario analysis, the S&P 500 valuation seems
elevated. The market may keep running as additional bullish technical milestones are
achieved, but over time stock prices live within the boundaries of valuation. If you have
missed the rally so far, patience may be the best strategy from here.
Give Us a Call Today
We have unique and sophisticated investment methods that seek to capture the stock
market’s gains while minimizing drawdowns in bear markets. If you would like to learn
more about how we manage money, we invite you to give us a call at (415) 249-6337,
visit www.deltaim.com or email us at info@deltaim.com.
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