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Market Insights for the Week Ending July 29, 2016 
 
The Party is Over – Let the Games Begin! 
No, we don’t mean the Olympics, we mean the U.S. election.  What does history tell 
us about political outcomes and market trends?  
 

• Four out of five times when the economy has been in recession on Election 
Day, the incumbent party lost. When the economy has not been in recession, 
the incumbent party has won 71% of the time. 

• The DJIA’s 10.1% decline at the beginning of the year was earlier than normal, but if it turns 
out to be the biggest correction in 2016, it will be closer to the average correction when the 
incumbent party has won (-10.6%) vs. lost (-19.9%).  

• From the end of the 2nd convention (last week) to Election Day, the DJIA has rallied 5.7% 
when the incumbent party has won versus a loss of 1.5% when the incumbent party has lost.  

• The stock market has performed better under Democratic presidents and Republican 
congresses. 

• Post-election years have been weak after Democrats have been in office regardless of whether 
Democrats lost or won. 
 

Volatility in the markets is to be expected.  It is a normal part of the investment cycle.  Rather than 
causing fear, it is taken advantage of by successful investors.  
 
The following table provides some perspective on how often and how severely the market experiences 
its inevitable drawdowns.   
 

 
Source: Standard & Poor’s, FactSet, J.P. Morgan Asset Management. Returns are based on price index only and do not include dividends. 
For illustrative purposes only. *Analysis based on each type (size) of drawdown being independent. For example, the market does not 
typically see four 5% drawdowns and one 10% drawdown in the same year, but rather those 5% drawdowns may compound into a single 
10% drawdown for the year. Data are as of December 31, 2015. 
 
 
With interest rates very low in the U.S. and negative in many other parts of the world, extreme 
valuations of almost any income producing asset can be supported.  This is why HCM continues to 
incorporate dividend paying securities in our portfolios even though they are expensive by many 
“traditional” valuation measures that do not anticipate negative interest rates.  We believe that this low 
interest rate world will force us to accept higher valuations and higher volatility.  Until something 
changes in our positive short-term view, we will use this higher negative volatility to buy stocks.  
However, because our long-term view is less upbeat, we plan to use extreme positive volatility to 
gradually reduce our overweight allocation to equities. 
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Markets made progress around the world again last week.  U.S. stocks, as measured by the Russell 
3000 (IWV) gained about .06% for the week.  Developed foreign markets (EFA) gained approximately 
2.37% for the week while emerging markets (EEM) gained approximately .5%. Bonds (AGG) also 
came along for the ride gaining about .47% for the week.   
(Note: performance is based on the change in net asset value.) 
  
 
Last Week's Headlines  
• While the latest estimate of the gross domestic product isn't particularly noteworthy, some of the 

underlying information bodes well for economic growth. The GDP grew at a 1.2% annualized rate 
in the second quarter, up slightly from the prior estimate of 1.1%. The annual growth rate for the 
GDP has been below 2.0% for the last three quarters. The final estimate of the first-quarter GDP 
showed a 0.8% annual rate of growth.  
 

• Following its July meeting, the Federal Open Market Committee noted that, while the labor market 
has continued to strengthen and economic activity has been expanding at a moderate rate, 
business fixed investment has been soft and inflation continues to run below the Committee's 2.0% 
target rate. Against that backdrop, the Committee decided to maintain the target range for the 
federal funds rate at 0.25%-0.50%. The Committee does not meet again until mid-September. 
 

• Demand for manufactured durable goods fell for the third consecutive month in June. Following 
May's 2.8% decline, new orders for durable goods in June fell another $9.3 billion, or 4.0% - the 
largest decrease since August 2014. Shipments of durable goods were up 0.4%, unfilled orders fell 
0.9%, and inventories decreased 0.2%. This information predates the Brexit vote, which further 
strengthened the dollar compared to the pound and euro, likely leading to continued weakening of 
foreign demand for U.S. manufactured goods.  
 

 
 

• The housing market continues to expand as new home sales increased by 3.5% in June over the 
prior month. Compared to last year, the rate of new home sales is 25.4% above the June 2015 
estimate. The median sales price of new houses sold in June 2016 was $306,700; the average 
sales price was $358,200. The seasonally adjusted estimate of new houses for sale at the end of 
June was 244,000. This represents a supply of 4.9 months at the current sales rate – well below 
the available supply of 5.5 months in June of 2015. 
 

• The United States continues to spend more on imports than it receives for exports as the trade 
deficit for June grew by $2.2 billion (3.7%) over May. Exports of goods were $120.2 billion, while 
imports were $183.5 billion, for a net trade deficit of $63.3 billion.  
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• Labor costs continue to expand as evidenced by the employment cost index, which increased 

0.6% for the second quarter. Employee costs grew at the same rate in the first quarter, and are up 
2.3% year-on-year. Wages and salaries increased 0.6%, while benefit costs jumped 0.5% for the 
second quarter (2.5% and 2.0%, respectively, year-on-year).  
 

 
 

• Consumers remain slightly more positive about current business and labor market conditions, 
according to the latest Conference Board Consumer Confidence Index®. The index for July, at 
97.3, is essentially the same as the June index of 97.4. However, respondents in the University of 
Michigan's Surveys of Consumers were troubled by the Brexit vote, particularly those consumers in 
the top third in household income. Overall, the Index of Consumer Sentiment dropped a bit from 
93.5 in June to 90.0 in July.   
 

• In the week ended July 23, the advance figure for seasonally adjusted initial unemployment 
insurance claims was 266,000, an increase of 14,000 from the prior week's level. The advance 
seasonally adjusted insured unemployment rate rose to 1.6%. The advance number for seasonally 
adjusted insured unemployment during the week ended July 16 was 2,139,000, an increase of 
7,000 from the previous week's revised level.  
 

Eye on the Week Ahead  
So far, the summer has been good for equities markets and most economic indicators. Two important 
reports are issued next week for the month of June: personal income and outlays and the employment 
situation. Personal income and outlays offers information on consumer income, savings, and 
spending, which can offer a glimpse into the strength of the economy from the consumer's 
perspective. June's jobs report was encouraging following May's disappointing information. This report 
often has a direct impact on the U.S. stock markets as Wall Street tends to pay particular attention to 
several pieces of information from this report, including the unemployment rate, the number of new 
jobs added, and wage information. 
 
Key Dates/Data Releases  

8/1: PMI Manufacturing Index, ISM Manufacturing Index 
8/2: Personal income and outlays 
8/3: ISM Non-Manufacturing Index 
8/4: Factory orders 
8/5: Employment situation, international trade 
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Weekly Focus – Think About It  
“The greatest danger in times of turbulence is not the turbulence – it is to act with yesterday’s logic.” 
Peter Drucker 
 
HCM Mission Statement 
We work passionately to help our clients and their families enjoy a financially independent life by providing 
sophisticated wealth planning solutions. 
 
Disclaimer 
Please do not send trade requests via email, as they must be made in person or by telephone.  Any tax or other 
advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information 
contained in this message without first consulting with your tax/legal advisors regarding the tax/legal 
consequences for your particular circumstances. 
 
Additional Notes: 

• The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be 
representative of the stock market in general. 

• Opinions expressed are subject to change without notice and are not intended as investment advice or 
to predict future performance. 

• Past performance does not guarantee future results. 
• You cannot invest directly in an index. 
• Consult your financial professional before making any investment decisions. 

 
 • • • 
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