March 4, 2011

Dear Investors:    
  

Last week, I suggested that we could see an up-down-up corrective wave that would recapture most of the decline from the February 18th highs. So far, that pattern has stayed its course.  The stock markets were volatile this week. They moved sharply higher as oil prices decreased and sharply lower as oil prices increased despite a week of better than expected economic data.  At this point it is difficult to tell whether or not the corrective wave is complete.  If the markets drop below their February 24th lows then it would be a sign that the corrective wave is complete and a further down move is ahead.  If the markets fail to cross below last week's lows then we could see one further push higher.

 

The markets finished the week higher after a late Friday afternoon surge cut the Dow Jones Industrial Average loss from down over 170 points to down 88 for the day.  For the week, the Industrials gained 39.43 points, or 0.3%, to close at 12,169.88, and are now up 5.1% for the year.  The S&P 500 Index added 1.27 points, or 0.1%, closing the week at 1,321.15, and is up 5% for the year.  The NASDAQ Composite finished the week 3.62 points higher, or 0.1%, to close at 2,784.67, and is up 4.9% in 2011.

 

Early in the week, oil crossed over $100 per barrel and the markets sold off sharply. However, as oil prices fell closer to and then below the $100 mark, the stock market rallied.  Then as oil prices jumped back over $100 a barrel to set a new high, the markets declined in fear that higher oil prices will stifle our economic recovery.  It appears obvious where oil prices are headed. The only question remaining is how traders will manipulate the markets' rise.  Oil traders are citing the unrest and tensions in Libya as reasons for the current rise in oil prices, but nothing improved in the Middle East over the week to create the volatility in oil prices which then translated into volatility in the stock markets.

 

On Monday, the markets rose as oil prices slipped and the Commerce Department announced that January Personal Income was up 1% compared to the 0.3% that Wall Street was expecting.  Traders ignored the fact that in the same report Personal Spending rose 0.2% less than expected.  On Tuesday and Wednesday, the markets declined as oil prices increased despite an encouraging February ADP Employment Report that showed that 217,000 private-sector jobs were created last month.  On Thursday, the markets rallied on declining oil prices as they slipped below $100 a barrel and seasonally-adjusted first-time unemployment claims dropped to their lowest level in two years to 368,000.  However, the markets ignored the fact that due to the Presidents' Day holiday government offices were only open four days last week.  Finally, you would think that the markets would continue Thursday's rally as the February Department of Labor's Jobs Report stated that the unemployment rate dropped to 8.9% and 197,000 non-farm payrolls were added last month, which was actually in line with ADP's report.  The government's survey showed that 220,000 private sector jobs were created with the only decreases coming from job losses at the state and local levels.  However, oil prices were on the rise again and the markets declined throughout the day giving back most of Thursday's gain until late afternoon buying cut the day's losses in half.

 

Although the financial headlines were positive, most of the underlying data was contradictory to the inflated values on Wall Street.  For example, personal spending was up 0.2% but the Street was expecting an increase of 0.4%.  Consumer spending is the central point of our GDP and the Street formulates its expectations on the various contradictory consumer confidence surveys.  Most of the manufacturing and wholesale data have shown increases as retailers need to restock. However, the goods must be sold at the retail level to bolster the economy and so far that data is not present.  Finally, the Jobs Report is obviously skewed and not reflecting reality.  It is highly likely that the job increases were a result of temporary tax season hiring which happens at this time every year.  The average hours worked remained steady last month at 34.2, but the Street was expecting that to increase by 0.1.  If the average hours worked is not increasing then why would you hire additional full time employees?  The decrease in unemployment is primarily due to less Americans trying to seek employment.  Remember that you have to be actively looking for work to be considered in the unemployment rate.

 

Currently, oil and market technical levels seem to have control.  The rise and fall of the stock markets have occurred inside the upper and lower boundaries of a technical flag pattern.  The markets have recovered just over two-thirds of their decline from the highs, which is normal for a corrective wave.  If the Industrials drop below 12,050 and the S&P drops below 1,310 then it increases the probability that the markets will set new lower lows.  However, if the markets hold those levels then we could see one more surge higher that could possibly surpass the February 18th highs.

  

For my conservative investors or those nearing or at retirement age, I continue to be very defensive and wary of this market.  It is extremely important to remain diversified and to not be greedy.  I encourage you to be proactive with your investments and financial goals and make 2011 the year that you implement our WealthVision financial planning portal.  If you have an inactive 401(k) from a previous employer then it is time to take control and roll it into a traditional IRA.

 

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® 
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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.  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.  All performance referenced is historical and is no guarantee of future results.
