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Market Insights for Week Ending August 25, 2017 
 

 Short Term Danger, Long Term Opportunity 
  
HCM believes that any number of events over the next few weeks could throw the 
market for a loop. First, Congress needs to agree on a budget for fiscal year 2018. This 
exercise could produce a display of legislative brinkmanship as the debt impasse 
coincides with the deadline to pass a new government spending bill. Second, the 
Federal Reserve is about to embark on an unprecedented winding down of its crisis-era 
balance sheet. This takes place as the European Central Bank is preparing to scale 
back its economic stimulus. One could add to this list any number of issues ranging 

from U.S.-North Korea tensions to political infighting regarding tax reform. 
 
While political and policy uncertainty may stoke market volatility, HCM views short-term weakness as 
an opportunity to move back to an overweight risk position as we believe the underlying economic 
trends point to sustained growth that favors stocks. 

 

Put-call ratios for U.S. and German stocks, 2011-2017 

 
Sources: data from Bloomberg, August 2017. 

Notes: The lines show the number of put options outstanding (open interest) divided by the number of call options on U.S. and German 

stocks. U.S. stocks are represented by the S&P 500 Index, and German stocks by the DAX Index. An increase in the ratio indicates that 

investors are moving toward instruments that gain from a fall in the value of the index. 
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Activity in the option markets seems to indicate increasing investor nervousness. The CBOE Volatility 
Index® (VIX®), a measure of S&P 500 volatility, has posted daily moves of 30% twice in the last two 
weeks. The ratio of open interest on put options versus call options for U.S. stocks (blue line) has risen 
to levels last seen in the late-2015 market sell-off, signaling investors’ eagerness to buy downside 
protection. The put-call ratio on German stocks (green line) tells the same story. 
 
These worries come at a time when volatility is unusually low both in the markets and the economy.  
HCM believes that a bounce in volatility is long overdue.  
 
With the U.S. budget showdown now top of mind we expect a temporary “Band-Aid budget” and an 
increase in the debt ceiling. Nevertheless, a frayed relationship between the White House and 
Congress along with little desire for bipartisan collaboration increases the potential for market upsets 
stemming from the possibility of a temporary government shutdown. Such events have sparked 
volatility in the past, but, in the end, had no real lasting impact. In this environment, central banks will 
proceed cautiously in removing monetary accommodation.  And, easy monetary policies by central 
banks are the mother’s milk of an improving stock market.  
 
The bottom line is that HCM believes any near-term uptick in volatility will be a short-lived correction 
and therefore a potential buying opportunity. Of course this could change if, yet to be revealed, world 
events materially disrupt business and consumer confidence. HCM believes that today’s backdrop of 
modest but sustained growth favors risk taking. We prefer stocks over bonds in this environment. 
 
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  
 
Market Activity 
 
Performance last week for the four major asset classes were: 
 

 U.S. Stocks – Russell 3000 (IWV) – Gain of 0.85% 
 Developed Foreign Markets (EFA) – Gain of 0.60% 
 Emerging Markets (EEM) – Gain of 2.43% 
 Fixed Income (AGG) – Gain of 0.15% 

 
 (Note: performance is based on the change in net asset value.) 
 
Last Week’s Headlines 
 
New home sales fell by a whopping 9.4% in July to a total of 571,000 (from 630,000 in June), the 
lowest rate in seven months, according to the U.S. Census Bureau and the Department of Housing 
and Urban Development. That figure is also 8.9% below the July 2016 sales figure of 627,000. The 
median sales price of new houses sold in July 2017 was $313,700, while the average sales price was 
$371,200. The seasonally adjusted estimate of new houses for sale at the end of July was 276,000. 
This represents a supply of 5.8 months at the current sales rate. 
 
The National Association of Realtors® reported that existing home sales followed a similar trend for 
the same month, as large demand drops in the Northeast and Midwest outweighed increases in the 
South and West. Overall, total existing-home sales, which include single-family homes, townhomes, 
condominiums, and co-ops, fell 1.3% to a seasonally adjusted annual rate of 5.44 million in July from a 
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downwardly revised 5.51 million in June. July's sales pace is still 2.1% above a year ago, but is the 
lowest of 2017. 
 
New orders for manufactured durable goods decreased $16.7 billion, or 6.8%, to $229.2 billion in July, 
reported the U.S. Census Bureau. This decrease, down three of the last four months, followed a 6.4% 
June increase. Excluding transportation, new orders increased 0.5%. Excluding defense, new orders 
decreased 7.8%. Transportation equipment, also down three of the last four months, drove the 
decrease, $17.4 billion, or 19.0%, to $74.3 billion. 
 
In what could be her last appearance at the Federal Reserve's annual retreat in Jackson Hole, 
Wyoming, chair Janet Yellen defended regulations enacted in the wake of the financial crisis, while 
noting that the Fed remains open to possible "improvements" that would help "efficiently maintain a 
resilient financial system." At the same meeting, European Central Bank President Mario Draghi 
voiced similar sentiment. He criticized a global trend toward economic protectionism and warned that 
looser financial regulations could reinvigorate the types of incentive scenarios that led to the financial 
crisis. 
 
In the week ended August 19, the advance figure for seasonally adjusted initial claims for 
unemployment insurance was 234,000, an increase of 2,000 from the previous week's unrevised level. 
The advance seasonally adjusted insured unemployment rate was 1.4% for the week ended August 
12, unchanged from the previous week's unrevised rate. During the week ended August 12, there 
were 1,954,000 receiving unemployment insurance benefits, unchanged from the previous week's 
revised level. 
 
Eye on the Week Ahead 
 
Observers will be monitoring the lingering effects of Hurricane Harvey on the Gulf region and the 
storm's potential economic and market impacts, including possible increases in oil and gas prices. 
Other potential influences during the week will likely include the second estimate of Q2 GDP figures 
and the August employment figures. 
 
Disclaimer 

 
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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