February 8, 2013
 

Dear Investors:

Volatility returned to Wall Street this week as the broad markets indices continued to move higher on declining volume.  The S&P 500 Index added 4.76 points, or 0.3%, this week to close at 1,517.93, and is up 6.4% this year.  The Dow Jones Industrial Average was the only major index to lose ground this week as it slipped 16.82 points, or -0.1%, to finish the week at 13,992.97, and is up 6.8% this year.  The NASDAQ Composite gained 0.5%, or 14.77 points, to finish the week at 3,193.87, and is up 5.7% in 2013.  The Russell 2000 added another 0.3% this week, or 2.47 points, to finish the week at 913.67, and is up 7.7% this year.

The purpose of technical market analysis is to identify trends and there is a high probability that the markets will move higher as unsuspecting investors are being lured back into the market.  In one of my first letters back in October of 2008 when the markets were declining, I cited the fact that Warren Buffet thought that it was a buying opportunity.  His theory was simple to paraphrase: when everyone is buying I want to be selling and when everyone is selling I want to be buying.  The markets continued to move lower and bottomed on March 9, 2009, but the markets have moved substantially higher if you were a buyer four years ago.  Technical analysis suggests that more upside could be ahead, but the downside risk is, and has been, far greater than the upside potential.  There are many investment options that have done well over the last four years other than equities that do not have the volatility of equities.   Therefore, it is important to stick to your financial plan and rebalance your portfolio to maintain your asset allocation strategy.

There was no economic news that warrants the markets to move higher.  There is nothing to suggest that the economy is growing at the levels to sustain the current market values.  Most corporate profits have been better than expected due to cost cutting--not revenue growth.  The cost cutting came at the expense of the American workforce.  When the markets hit all-time highs in October of 2007 corporate revenues were increasing, employment was increasing and profits were increasing.  No one thought that the markets would lose almost half their value in the next 18 months.
There is a Fibonacci phi mate date coming on or about March 1st, and it will be interesting to see whether that is a bottom point for the markets to surge higher toward the target levels that I have been suggesting, or will it be the peak for this wave higher to kick off a correction before the markets surge higher to the estimated target ranges.  In either scenario, if and when the S&P 500 peaks around 1,575 and the Industrials near 15,500, that should be a multi-year high.  Based on the long range technical patterns, once the markets peak we could see the Industrials fall into the 8,000 range within the next 16 to 18 months.
This is not meant to scare investors but rather emphasize the importance of sticking to a financial plan and not be lured into chasing yields.  If you do not have a financial plan, it is never too late to start a financial plan.  We can help you map out your path to work toward your financial goals.  From now through the end of February we are offering free consultations to new client referrals.
If you have any questions or would like to make an appointment to review your financial plan and take a proactive approach to your financial goals, please call my office for an appointment.
Best Regards,
Vincent Pallitto, CPA, CFP®   
Certified College Planning Specialist
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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.  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. 
