March 2, 2012
 

Dear Investors:
   
Last week, I said that it looked like the markets were marking time waiting for the next Fibonacci phi mate turn date and the trading activity this week appeared to validate that premise.  It was the lowest average daily volume for a non-holiday week and the second lowest average daily volume week of the year.  There are several bearish divergences, or warning signs, in the technical market indicators. This is why the volume has been decreasing.  As the pundits on CNBC continue to justify how or why this market can go higher, it is important to realize that more than three quarters of the daily trading volume is done by algorithmic high frequency trading programs, which is why you cannot ignore technical market warning signs.  The computers do not think or reason why markets should go up or down, but they will regress to a mean in price and time.

The Dow Jones Industrial Average lost 5.38 points, or - 0.04%, this week, to close at 12,977.57, and is up 6.2% for the year.  The S&P 500 Index added 3.89 points, or 0.3%, this week to close at 1,369.63, and is up 8.9% so far this year.  The Russell 2000 was down for the second straight week as it lost 26.26 points, or -3.2%, to finish the week at 802.42, and is up 8.3% this year.  The NASDAQ Composite was up 12.44 points, or 0.4%, this week to close at 2,976.19, up 14.2% this year.
The markets are over-bought by almost every indication and have been this way for weeks.  Everyone is waiting for a 5% to 10% “correction.” However, the technical indicators are suggesting more of a crash. A 15% to 20% decline should occur over the next few months.  In the past, once the expected correction occurred, investors considered it to be a buying opportunity and jumped in because the markets had to go higher. That buying spree generally evaporated in a short time and the markets continued to fall until the algorithmic target on the downside was hit.  

I know that you may be skeptical about this. However, if you read my market letters from last March, I was saying the same thing.  In fact, the media was also doing then as they do now by hyping the “better-than-expected” economic data and citing a dozen reasons why the markets were going to continue to move higher after a “correction.”  The markets peaked on April 29th and the S&P 500 Index lost over 7% during the next 6 weeks to create the much anticipated buying opportunity.  The markets rallied over the next six weeks to just under the April high and then crashed by 20% into the October 3rd low.  If you read my April 29, 2011 letter, I highlighted the fact that the market activity last February indicated that the Industrials could go to about 13,200 and the S&P near 1,400, before a significant market crash. This technical trend may have been what unfolded over the last year as the markets approached those critical levels.
The S&P inched higher this week despite a dismal 4% decline in January durable goods orders.  The Case-Schiller 20 city report on December home prices showed another 4% decline.  Interestingly, despite lower revisions to December consumer spending in recent weeks, the second estimate of fourth quarter GDP growth was revised up to 3% rather than 2.8% as originally estimated, but still below the 3.2% that economists were hoping for.  Finally, February consumer confidence was higher than expected despite rising gas prices. 

Since we are in the middle of tax season, there is no better time to re-evaluate your portfolio to take advantage of the opportunities given to you by the Internal Revenue Code.  If you are paying the Alternative Minimum Tax, there are ways to reduce it for 2012 but you must be proactive.  When is the last time that you, or a loved one, reviewed your wills?  The State of New Jersey still imposes a hefty estate tax on individuals with an estate of more than $675,000. This can be significantly reduced or eliminated with proper planning.  If you do not have a formal financial or estate plan, now is the time to start.  Hope is not a plan and denial can be very costly.  If you would like to learn more about how we can help you B.E.L.I.E.V.E. in your financial or estate plan, please contact our office for a complimentary no-obligation appointment.
If you have any questions, please do not hesitate to call.  Our mission is to be your trusted financial professionals dedicated to delivering a high level of service to enhance your lifestyle and provide peace of mind.  

Best Regards,
Vincent Pallitto, CPA, CFP®   
Certified College Planning Specialist
Summit Asset Management, Inc.
www.summitasset.com
973-301-2360
973-301-2370 Fax
A branch office of, and securities offered through LPL Financial
Member FINRA SIPC
 
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. 
