March 8, 2013
 

Dear Investors:

February 26th appeared to be the Fibonacci phi mate turning point when the market appeared to bottom and generate short term buy signals.  This week’s market activity confirms this as the Dow Jones Industrial Average surged to all-time highs. The DJIA is approaching the target range that I have been suggesting over the last few months.  The S&P 500 Index is close to an all-time high and reached the bottom range of the target predicted by technical analysis since last fall.  The good news is that there is still more upside potential in the short term but there is a high likelihood that this is setting up a bear market trap.  The markets are due for a corrective 5% to 10% decline that many investors will consider a buying opportunity. This should push the Blue Chip Index to the 15,500 range and the S&P 500 Index close to or over 1,600. A significant prolonged decline over the next 18 to 24 months will then take more than 40% off the current levels.  

The S&P 500 Index jumped 2.2%, or 32.98 points, this week to close at 1,551.18, and is up 8.8% this year.  The Dow Jones Industrial Average surged 307.41 points, or 2.2%, to close at 14,397.07, and it is up 9.9% in 2013.  The NASDAQ Composite gained 74.63 points, or 2.3%, to finish the week at 3,244.37, and is up 7.5% year-to-date.  The Russell 2000 was the biggest gainer of the week as it jumped 3.0%, or 27.77 points, this week to close at 942.50, and is up 11% this year.

CNBC has been absolutely euphoric all week as the Dow set all-time highs each day.  The celebration peaked on Friday with a much better than expected February Jobs Report which showed that U.S. employers added 236,000 jobs last month, bringing the unemployment rate down to its lowest level since 2008. If this sounds similar to last year, it is.  It is also similar to every year prior to this year due to tax season hiring.  The average hours worked increased, but it is also due to tax season because it creates more work in many industries.  The fourth quarter GDP growth is still flat to negative.  The January factory orders were better than expected because they were less negative than expected but still negative.  Finally, consumer credit was much higher than expected probably signaling that people are borrowing money to buy things that they probably cannot afford to buy otherwise.
The pundits on CNBC cite all of the money “on the sidelines” as reason for the market to surge much higher.  However, no one is discussing the demographics of the population.  The primary reason for the large sum of money not yet invested in the stock market is the Baby Boomers.  Those retired or nearing retirement are not willing to risk their nest eggs in the stock market.  The fact that the markets are setting records for all-time highs is not going to coerce the Baby Boomers to take unnecessary risks. The Federal Reserve’s economic stimulus was meant to prop up the stock market so that Americans would feel wealthier and that part has worked.  However, it is not compelling people to spend money and stimulate the economy.  
We are witnessing one of the largest economic bubbles in history as suggested by many respected economists over the last two years.  The signs of a vital economy are not present.  I have often referred to the stock market as a 65 year-old man with high blood pressure, high cholesterol and 90% of his arteries blocked.  Even with all of those issues he can run, jump, swim, etc. but you never know when the heart attack will occur.  The stock market has been on the verge of a heart attack and it will occur when the Federal Reserve removes life support.
The use of whole life insurance as an investment has gained popularity with the newly enacted tax hikes.  Most policies offer access to almost any investment that you could purchase on the open market with preferable tax treatment.  This is important to anyone who is applying for college financial aid because the cash values of life insurance are not included in the amount considered available for tuition payments. 

If you have any questions, including whether whole life insurance is appropriate for you 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.
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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. 
