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Market Insights for the Week Ending August 19, 2016 
 
Activity in The HCM Advance and Defend™ Portfolios last week focused on 
increasing yield, and maintaining our credit bias and our modest overweighting 
to a diversified equity allocation.  This involved a reallocation of funds via a 
reduction in our duration sensitive fixed income holdings as well as residual 
cash from a recent trade.  These assets were invested into a Strategic Income 
Fund (JSOAX) that will complement our holdings in Blackrock. 
 

In addition to increasing yield, our goal is to prepare the fixed income side of the HCM 
portfolios for increased inflation that is being telegraphed by certain sectors of the market, 
such as financials and materials, which have performed well in the last few weeks. 
  
Fundamental drivers of inflation, including tighter supply of, and demand for, domestic labor 
and housing, point to continued firming of consumer prices.  When it comes to actual headline 
inflation, we believe that it is likely that the world’s central banks (including our own Fed) may 
soon get their wish of modest 2% inflation.  The drivers are linked to productivity, wages and 
services prices.  Productivity continues to run at a low level, with the latest U.S. nonfarm 
productivity data showing a 0.5% year over year decline.  Most measures of wages put 
annual gains in the 2.5% range, but the Atlanta Fed’s new Wage Tracker puts it as high as 
3.5%, and strong job demand continues to drive these measures higher.  The combination of 
growing wage pressure and poor productivity is a recipe for upward pressure on inflation. 
 
We expect U.S. government interest rate policy to be depressed by a world full of very low 
interest rates from other countries attempting to stimulate their economies.  And, with our Fed 
targeting moderately higher inflation we believe the first bump in prices may go unchecked by 
our policymakers.  For this reason, we decided to increase HCM’s defenses against a 
possible increase in market interest rates as real (inflation adjusted) interest rates will likely 
come under stress as growth improves.  If this scenario continues to play out we will likely 
incorporate inflation protected securities in our portfolios in the near future. 
 
Market Activity 
Markets cooled a bit last week, as a month of gains leveled off.  U.S. stocks, as measured by 
the Russell 3000 (IWV), gained about .09% for the week.  Developed foreign markets (EFA) 
lost approximately .59% for the week while emerging markets (EEM) gained approximately 
.08%. Bonds (AGG) were down about .18% for the week.  (Note: performance is based on the 
change in net asset value.) 
 
Last Week's Headlines 

 There's a divergence of opinion among FOMC members as to the state of the economy 
and whether interest rates should be raised, according to the minutes from the July 
meeting. Generally, members agreed to continue to leave their options open pending 
additional economic information, particularly regarding jobs and inflation. The cost of 
borrowing can have a significant impact on the economy, affecting businesses and 
consumers. The Fed does not meet again until the end of September. From its last 
meeting in July, economic indicators have been mixed, so it's anyone's guess what 
course of action, if any, the Committee will adopt following its next meeting. 
 

http://www.hengeholdcapital.com/p/hcm-advance-and-defend-portfolio
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 Lately, inflationary pressures have been modest at best. Following mundane retail sales 
and producer price reports, last week's Consumer Price Index was unchanged in July 
after rising each of the previous 4 months. Over the last 12 months, the CPI rose 0.8%. 
Energy prices dropped 1.6% from June after advancing each of the prior 4 months. The 
index for all items less food and energy increased a scant 0.1% - the smallest increase 
since March 2016. 
 

 The Housing Market Index rose 2 points to 60 in August compared to July. An index 
reading over 50 indicates optimism over pessimism. Home builders are more confident 
about present sales and future sales in the single-family home market, but are 
concerned about a lack of traffic, particularly among first-time home buyers. 
 

 
 

 New residential construction was not as robust in July as in prior months. According to 
the latest report from the Census Bureau, building permits and privately-owned housing 
completions were down in July from June, 0.1% and 8.3%, respectively. Housing starts, 
on the other hand, were up 2.1%. This report may be an outlier and data can be volatile, 
but the current information points to builders' lack of confidence in the market for new 
home sales. 
 

 
 

 The manufacturing sector may be showing signs of strengthening. According to the 
Federal Reserve's latest report, industrial production rose 0.7% in July after moving up 
0.4% in June. The advance in July was the largest for the index since November 2014. 
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Manufacturing output increased 0.5% in July for its largest gain since July 2015. 
Capacity utilization for the industrial sector, a measure of how much factory capacity is 
in use, increased 0.5 percentage point in July to 75.9%, a rate that is 4.1 percentage 
points below its long-run (1972-2015) average. 
 

 
 

 In the week ended August 13, the advance figure for seasonally adjusted initial 
unemployment insurance claims was 262,000, a decrease of 4,000 from the prior week's 
unrevised level. The advance seasonally adjusted insured unemployment rate remained 
at 1.6%. The advance number for seasonally adjusted insured unemployment during the 
week ended August 6 was 2,175,000, an increase of 15,000 from the previous week's 
revised level. 
 

Eye on the Week Ahead 
The latest reports on new and existing home sales are available next week. The second 
quarter GDP estimate comes out at the end of next week. It is not expected to change much 
from the July estimate, which showed a quarter-to-quarter change of only 1.2%. 
 
Key Dates/Data Releases 

8/23: New home sales 
8/24: Existing home sales 
8/25: Durable goods orders 
8/26: GDP, international trade in goods, consumer sentiment 

 
 
Weekly Focus – Think About It  
“There are things known and there are things unknown, and in between are the doors of 
perception.”  

- Aldous Huxley, Author 
 
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 
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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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