December 31, 2015
 

Dear Investors,

2015 was expected to be a good year for the markets.  Generally, the markets do well during the third year of a two-term President.  Also, since 1875, the markets have not had a down year in a year ending with a 5. In December 2014, the pundits were telling us that the markets would grow by 5%-10%.  When I look back at 2015, the markets resemble a tired runner.  They stumbled out of the blocks down nearly 5% in January, then recovered and gained over 5% by late spring but ran out of gas in August.  The markets got a second wind in October but fizzled out in December.  The markets, with the exception of the NASDAQ Composite, finished the year in negative territory for the first time since 2008.  Over the last seven years, the markets sprinted out way ahead of the economic data and corporate earnings and then ran out of steam.  The steam that was propelling them was the Federal Reserve stimulus that ended in 2014.  
The Dow Jones Industrial Average finished the year at 17,425.03, down 2.2% this year.  The S&P 500 Index was down just 0.7% this year as it closed at 2,043.94.  The NASDAQ Composite was the only index to buck the trend due to stocks like Facebook, Amazon, Netflix and Google (often referred to as the FANG stocks) as the tech-heavy index was up 5.7% this year closing at 5,007.41.  However, the real story of the markets was told by the Russell 2000, which was not influenced by the FANG stocks, and closed the year at 1,136.89 down 5.6%.  
The S&P 500 Index rallied higher in 2009 and 2010 during the first few rounds of economic stimulus. It was virtually unchanged in 2011 when the Federal Reserve was first going to halt its money printing policy and possibly raise interest rates.  However, continued economic weakness led to prolonged stimulus in 2012, 2013 and most of 2014. During the last few years, corporate earnings increased due to substantial cost cutting, not from substantial top line or revenue growth.  However, there is a time when you cannot cut costs anymore and you must fuel earnings growth with increased sales.  That time appears to have come sometime in 2014 or 2015.   The Russell 2000 provided the first warning signs late in 2014, which then carried through to 2015.  Higher interest rates hamper the earnings of small capitalized companies more than large cap companies.  As we begin 2016, more government intervention and regulations should continue to weigh on small companies’ earnings.  The minimum wage has increased in many states along with increasing health insurance premiums.  The earnings of most companies did not grow as expected in 2015 primarily due to lackluster sales and I expect that to continue in 2016.  

Last year, I said that I did not believe that we were in a recession but that our growth rate would be slower than expected.  Our GDP growth was lower than expected and global growth was revised down three times this year.  Despite what many experts are saying on financial networks, I believe that 2016 will be very challenging.  The employment and economic data just do not add up, so one or both are wrong.  I believe that we will see one or two quarters of negative economic growth.  There are too many uncertainties facing investors in 2016, which should make it a very volatile year.  Global markets were much worse than U.S. markets in 2015 and could provide additional pressure in 2016.

As I have stated many times, I believe that this is a very difficult time for those nearing retirement of those that have retired.  It is very difficult to generate the returns that most retirees need to maintain their lifestyle.  This is the first time in over 40 years that the stock market, gold and oil all declined in the same year.  It is important to review your portfolio but not make hasty decisions. I encourage you to contact us to discuss your portfolio or tax saving opportunities.
Our objective is to avoid market downturns and participate in upward trends.  It is not market-timing or trying to capture the absolute top or bottom.  This is the value, or alpha, that we provide to our clients.  If you want to discuss your financial plan, risk analysis, and/or tax strategies or would like to refer a friend or family member, 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. 

Best Wishes for a Happy and Healthy New Year!
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 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.
