
May 30, 2014 

  

Dear Investors, 

 

 

In my May 16
th

 letter, I stated that the markets appeared to peak on the anticipated 

Fibonacci phi mate date of May 13
th

 and sold off sharply over the following two days to 

create an extreme short-term oversold condition.  I suggested that if the S&P 500 Index 

did not drop below 1,855 on the wave down, then we could see the markets move higher.  

On Tuesday, May 20
th

, the S&P traded down to 1,864 and then moved higher every day 

since.  The Dow Jones Industrial Average and the S&P 500 Index are at all-time highs 

this weekend despite another two weeks of lackluster economic data. 

 

The Dow Jones Industrial Average gained 225.86 points, or 1.4%, over the last two 

weeks to close at 16,717.17, and is now up 0.85% this year.  The S&P 500 Index finished 

the week at 1,923.57, which is up 45.71 points, or 2.4%, over the last two weeks.  The 

S&P 500 Index is up 4.0% this year.  The NASDAQ Composite was the largest 

percentage gainer as it jumped 3.7%, or 152.03 points, over the last nine trading days to 

finish the week at 4,242.62, and is now up 1.6% for the year.  The Russell 2000 added 

31.59 points, or 2.7%, in the last two weeks to close at 1,134.50, but is still down 2.5% in 

2014. 

 

The volatility index (VIX) has fallen to its lowest level in 14 months as stock investors do 

not seem fearful of the markets at these levels.  However, bond investors seem very 

fearful of the stock market as bond yields continue to fall.  The 10-year Treasury yield 

traded as low as 2.4% during the week and is at 2.46% this weekend.  The benchmark 

fixed income barometer yield has declined 20% from the end of 2013.  In other words, 

bond investors are willing to earn 2.4% per year over the next 10 years, less than 

inflation, rather than risk money in the stock market at these levels.  

 

The second revision to the first quarter GDP now shows that the economy contracted by 

1.0%.  Last month, economists’ were expecting the economy to grow by 1.0% but it is 

now down 1.0%.  The culprit for the negative growth rate is of course the weather even 

though the “experts” knew about, and factored in, the effect of the weather when they 

formulated their estimates.  Now the “experts” are predicting that the economy will grow 

at a 3.5%-4.0% rate during the second quarter, which is why there is no reason to worry 

about the stock market.  The reason that economists are expecting such a strong second 

quarter is because the first quarter miss was due to declining business inventories, which 

they expect to ramp up during the second quarter.  I am not sure why they expect this 

since retail sales have been declining and April’s Industrial Production and Capacity 

Utilization estimates were below expectations. 

 

The markets appear to be finishing the third wave of a five wave pattern.  The fourth 

wave could be a corrective declining wave that should begin sometime this week.  That 

corrective wave down should be followed by another strong wave higher as most 

investors do not fear the markets at these levels.  A decline is a buying opportunity for 



those who have missed the rally and it should push the markets higher.  It is important to 

realize that despite the constant media hype about new all-time highs, the Dow is up less 

than 1%, the S&P is up 4% and the Russell 2000 small cap index is down 2.5% this year. 

 

This is an extremely difficult time for investors nearing retirement or those who have 

recently retired and are seeking yield with minimal risk.  As the stock market is at all-

time highs, the downside risk is far greater than the upside potential.  Once again, the 

bond market yields moved lower this week, but for the longer term the bond market 

yields are at 30-year lows. This means that there is nowhere to go but up as yields will 

move higher.  The downside risk of prices moving lower in the long term is far greater 

than the upside potential.  Therefore, if you are investing in bonds, it should be your 

intent to hold them to maturity.   

 

With the largest segment of the population retiring without enough income to sustain its 

previous spending patterns, you cannot simply ignore and invest the way that you have 

done in the past. Our B.E.L.I.E.V.E. Wealth Management process and our conservative 

tax-efficient approach to financial planning help our clients understand the risks and 

possible rewards of investing in various asset classes and help you develop an asset 

allocation strategy that meets your tolerance for risk and volatility. 

 

It is our mission to educate you about your investment alternatives and to help you work 

toward your financial goals.  If you want to discuss your financial plan, asset allocation, 

tax strategies or would like a brochure on our B.E.L.I.E.V.E. Wealth Management 

process, please call my office. 

 

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.  
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