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Weekly Commentary       Week of 05/02/2016 

The Markets (as of market close April 29, 2016) 

Markets behaved well on Monday, Tuesday and Wednesday before reversing course 
following Japan’s surprise announcement and finishing the week in negative territory.  

US Stocks, as measured by the Russell 3000, were down 1.23%, and foreign stocks, as 
measured by the MSCI EAFE (Europe, Asia, and the Far East) index, were down about 
.42%.  Bonds, as measured by the U.S. Aggregate Bond Index gained about .39%. 
This performance snapshot again points out the benefits of diversification among asset 
classes and global markets. 

The big surprise last week was Japan's decision not to add to their economic stimulus 
program at this time. The decision drove Japan's market, the Nikkei, down 624 points or 
about 3.6% on Thursday, taking most other major markets with it. HCM has no direct 
ownership in Japan and our indirect ownership had previously been reduced to about 
half of our neutral international benchmark. The Bank of Japan is expected to add 
additional stimulus at a later date. 

Recent market strength is bringing a number of the holdings in The HCM Dividend 
Growth Portfolio™ to our target prices.  Most recently, Coca-Cola reached our target 
and was sold with the proceeds being invested today into Walmart.  Walmart trades 
below our fair value estimate and pays a 2.9% dividend.  A 2.9% dividend is slightly 
below the average yield of The HCM Dividend Growth Portfolio™.  However, while 
higher-yielding stocks are attractive in most markets, it is our goal to bring the portfolio’s 
yield down slightly to reduce its interest rate sensitivity. We have an additional stock on 
our radar that meets the criteria for The HCM Dividend Growth Portfolio™ and has 
come into our buy-price range recently.  We will provide more information on that trade 
in next week's market commentary, if the trade is executed.  Don't be surprised to see a 
few more trades in The HCM Dividend Growth Portfolio™ over coming weeks if 
market conditions continue as they are. 

Jim Eutsler, HCM's P&G Specialist sat in on Procter’s quarterly earnings call last week. 
If you would like to see Jim’s notes from the call, please click here.  

We have received questions from clients asking why we maintain an overweight 
allocation to equities while believing the equity asset class is expensive.  The answer 
has multiple parts: 

 Valuations appear somewhat reasonable when taking interest rates and inflation
into account, and when considering the secular tendency for multiples to reach
higher highs over the course of the secular bull market. As long as inflation
remains benign and interest rates remain low we believe some additional multiple
expansion and modestly higher prices are still possible.

http://www.hengeholdcapital.com/blog/procter-gamble-summary-of-earnings-call-for-period-january-march-2016
http://www.hengeholdcapital.com/blog/procter-gamble-summary-of-earnings-call-for-period-january-march-2016
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• Valuations are more attractive when looking at foreign markets. We believe the 
benefits of these valuation advantages will manifest themselves as the slow 
global recovery has a measurable impact on the foreign economies in which we 
invest. While it is impossible to say exactly when these markets will outperform 
the U.S. in a meaningful way, we believe the process has started and both 
Europe and emerging markets will deliver returns that will beat the United States 
over our 3 to 5 year investment horizon.  We expect to increase our allocation to 
these markets in our HCM Advance and Defend™ portfolios as this expectation 
becomes reality.

• We believe that second-quarter earnings will be the low point in earnings for the 
year. As a result, improving profits may help share prices advance in coming 
months. As earnings improve in coming quarters, that will help keep valuations 
from getting further out of hand.

• We monitor a handful of sentiment measures. And while we are the first to admit 
that those indicators are starting to look fully valued they have not yet reached 
the point of excess where we would typically see significant reversals. 

In summary, despite stretched long-term valuations, investors may continue to be fully 
invested because of unusually low interest rates, low inflation, the potential for 
improving earnings, and modest multiple expansion, all within an environment where 
sentiment has not yet reached excessive levels.  

Last Week's Headlines 
 The initial estimate for the first quarter gross domestic product showed a very

modest increase of 0.5%. The fourth quarter GDP increased 1.4%. While this
advance estimate is likely to change as more data is made available, the initial
report marks the slowest GDP growth in two years. After reaching a 3.9% growth
rate in the second quarter of 2015, the GDP has regressed since. While the labor
market and residential investment remain strong, business investment has slowed
as has consumer spending, leading to the deceleration of the GDP.

 Following its April meeting, the Federal Open Market Committee decided to maintain
the federal funds rate at its present 0.25% to 0.50% range. The Committee noted
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that labor market conditions continue to improve even as economic growth has 
slowed. While household income has increased, household spending has 
moderated. Earlier declines in energy prices and falling non-energy imports has 
contributed to weakened inflationary pressures as inflation, which is expected to 
remain low in the near term, remains below the Committee's target inflation rate of 
2.0%.  
 

 As noted by the FOMC following its April meeting, inflation is accelerating at a very 
modest rate. Personal income and disposable personal income (net after taxes) 
grew by a scant 0.4% in March, according to the latest report from the Bureau of 
Economic Analysis. Personal consumption expenditures effectively remained at its 
current level, inching up only 0.1% from February. As it relates to inflationary trends, 
the price index increased only 0.8% from March 2015, well below the Fed's target 
rate of 2.0%. Excluding volatile food and energy categories, growth in the core 
prices also has fallen short of the target, gaining 1.6% year-on-year. 
 

 
  

Eye on the Week Ahead  
The week begins with information from the manufacturing sector, which has been 
growing at a snail's pace. The week ends with the latest report on the employment 
situation, which may influence the markets as it can affect several major sectors of the 
economy. 
 
Key Dates for Reports and Data Releases 
 

 5/2: Manufacturing indexes 
 5/4: International trade, productivity and costs, factory orders, ISM Non-

Manufacturing Index 
 5/6: Employment situation 

 
Weekly Focus – Think About It  
“Remember, you have only one ride through life so give it all you got and enjoy the ride.”  
― Jon Gordon, Author 
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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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