September 5, 2016
 

Dear Investors,
Labor Day became a federal holiday in 1894 and was dedicated to the social and economic achievements of American workers.  To most, it now marks the end of summer.  The American workforce is among the lowest percentage of the population in history.  Since my last letter on July 29th, we have had two more Jobs Reports.  The latest report showed that 151,000 jobs were added in August with significant revisions to the prior two reports.  The one thing that remains constant is the extremely low labor participation rate.   Most of the economic data in August was in line with, or lower than, expectations.  The economy is not going to suddenly turn around without the participation of the American worker.  The problem continues to be that the markets have increased at a far greater pace than has the economy or corporate earnings.
In my letter five weeks ago, I was expecting August to be a volatile month following an over-bought July.  However, it looks as though investors took the month off.  The Dow Jones Industrial Average closed at 18,432.24, on July 29th. It closed 59.72 points, or 0.3%, higher at 18,491.96 on September 2nd.  The S&P 500 Index was 2,173.60 on July 29th. Since then, it gained 6.38 points, or 0.3%, to close at 2,179.98 on Friday.  The NASDAQ Composite closed at 5,249.90 on Friday, 87.77 points higher than it was five weeks ago when it closed at 5,162.13.  The Russell 2000 closed at 1,251.83 on Friday, 31.93 points, or 2.6%, higher than it was five weeks ago when it closed at 1,219.9.
Although the markets have not increased much during August, the technical sell signals have.  According to Robert McHugh, PhD, a well-respected technical analyst, the technical indicators are virtually identical to the levels at which they were on December 4, 2015.  The difference is that we have had three quarters of declining corporate earnings.  The markets have been over bought for weeks. They have been buoyed by continued delays in interest rate hikes as each passing Federal Reserve meeting results in no change. Since last year, I have said that the Fed will not raise interest rates during an election year.  Instead, they will continue the charade that an interest rate hike is a possibility.  A raise in interest rates would probably result in a sharp market decline similar to what happened in January after the interest rate hike last December.  The Federal Reserve is supposed to be an apolitical entity like the Department of Justice and the Supreme Court.  However, the actions of these entities clearly show their bias to the current Administration.  If the economy is as strong as the current Administration leads us to believe and if it is so much better than it was eight years ago, then the Federal Reserve would have raised interest rates long ago.
In my last letter, I wrote that there is a significant market decline almost every decade.  In 2010, when it looked like the economy was going to suffer a double-dip recession, the easy money policies of the Federal Reserve prevented, or really just deferred, it.  The current market bubble is bigger than any previous bubble and, unfortunately, all bubbles will eventually burst.  No one knows for sure when it will come to end, but history has proven that the markets will “reset” to adjust for the over-inflated values.  There was a Fibonacci phi mate turning date during the last week of August.  Was that a market peak?  As of right now, the broad market index has set two lower intraday lows and two lower highs since that point.  September should be a very interesting month for the markets as investors return from summer vacations.  I would expect volatility and trading volume to significantly increase. 
This may be a great time to take some profits or rebalance or reallocate your portfolio. If you want to discuss your financial plan, risk analysis, and/or tax strategies or would like to refer a friend or family member, then 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. 

Regards,

Vincent Pallitto, CPA, CFP®   
Certified College Planning Specialist
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973-301-2360
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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.
