December 30, 2016
 

Dear Investors,
After the worst start in market history, the Dow Jones Industrial Average finished the year at 19,762.60, up 13.4%.  The S&P 500 Index finished the year at 2,238.83, up 9.5% in 2016.  The NASDAQ Composite ended the year up 7.5% and closed at 5,383.12.  The Russell 2000 finished the year up 19.4% and closed at 1,357.13.  The 2016 numbers sound impressive and look impressive, but it is important to realize that seven weeks ago all of the major market indices were up just over 2%. 

The usual Santa Rally between Christmas and New Year’s was Trumped by the meteoric election surge.  The seven-week rally appeared to run out of fuel over the last week and was within the Fibonacci phi mate window.  In my letter two weeks ago, it looked like the markets peaked on December 13th. However, investors made one more unsuccessful attempt to push the Dow Jones Industrial Average to 20,000 on December 20th.  As it turns out, the actual Fibonacci phi mate was December 15th.  The first peak was two trading days before the phi mate date and the second was three trading days after the estimated turn date.  
The surge in the Dow Jones Industrials was primarily due to four companies within the thirty company index. This is why the Blue Chip Index out-performed the S&P 500 Index.  The Russell 2000, which represents small-capitalized companies, exploded almost ten times higher after the election of Donald Trump and an interest rate hike.  The rise in this small-cap company index has the making of a bubble since small companies are generally more dependent on financing.  An increase in interest rates raises costs for small companies and theoretically reduces profits.   Since the current price to earnings ratio of the markets is near 1929 and 2007 levels, it seems that any possible reduction in corporate earnings would be reason to burst the bubble.
From a technical aspect, the markets generated several new sell signs over the last week.  The markets look like they completed a large degree rising bearish wedge since last February.  The Relative Strength Index for all of the major indices is at extreme over- bought levels on a daily and a weekly basis pointing to a multi-week decline.  The 14-day stochastic is over-bought and generated a sell sign.  The 30-day stochastic is neutral, but very close to a sell sign.  There are growing divergences in the advance/decline lines for the major indices, which are often bear market indicators.  A concluding factor is that there were five Hindenburg Omen observations in the last month that suggest that there is a 25% chance of a 20% market decline.
In 2017, I will be adding gold to the weekly market analysis.  Gold has been over-sold since the middle of November and has moved inversely to the stock market.  After a disappointing 2015 when gold lost 9.9%, the precious metal recovered 9.2% in 2016 despite a sharp decline over the last seven weeks.  Prior to the U.S. election, gold reached a closing high of $1,320 an ounce, a 24% increase at that time, but finished the year at $1,158.10, up 9.2%.  

Volatility was extremely low over the last ten months of 2016.  I will not try to predict the 2017 outcome, but I do believe that volatility will make 2017 very interesting.  In 2016, investors appeared to dismiss or ignore several global events that would have increased global and market uncertainty.   The markets are poised for a multi-week decline that could finish on or about the next Fibonacci phi mate date of February 16, 2017.  At that point, I believe that many investors will jump back in to retest the all-time highs.  If the retest falls short, then we could see another multi-week decline over the summer.  The first year of a new President is historically challenging to the markets.  There has been no improvement to the job market over the last seven weeks and rising interest rates could slow the housing market and filter through the remaining markets.
Summit Asset Management appears in the December subscriber issue of Forbes Magazine.  If you do not have a Forbes subscription, then you can see the feature by clicking here.  The new year may be the best time to reallocate your portfolio and take a fresh look at your financial goals.  If you would like to discuss your portfolio or retirement plan, then please do not hesitate to call.  Now would be a great time to discuss your financial plan, risk analysis, tax plan and the new NJ tax changes. 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®   
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 McClellan oscillator is a market breadth indicator used in technical analysis by financial analysts of the New York Stock Exchange to evaluate the balance between the advancing and declining stocks.

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.
