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Market Insights for the Week Ending December 9, 2016 
 

Since the U.S. election, we have seen strong performance in stocks and weakness in 
bonds as the long awaited increase in interest rates has finally begun.  Considering 
the magnitude of these moves, it is fair to ask if prices have moved too far too fast or 
if both stock and bond prices will continue to move. 
 
While we do think it is reasonable to expect some pullback after the recent uptick, 
HCM believes the intermediate outlook is positive and worthy of overweight equity risk 
exposure. 
 
From an economic perspective, it is tough to say whether the proposed policy 

changes will be good or not. There is always risk that we may see too much fiscal stimulus at a time 
when the federal budget cannot afford it and the economy does not need it. The result could be an 
overheated economy, creating the risk of an eventual recession that would push stock prices down 
and bond prices up as investors run for cover. Or the American economy could respond providing 
more capacity, stronger economic growth and continued low inflation.  
 
While there is uncertainty about the economic implications of the proposed policy shift, the odds seem 
very good that next year will likely see corporate tax cuts, spending increases and Federal Reserve 
rate hikes. HCM believes that the change in policy favors stocks over bonds.  
 
A lower corporate tax rate will increase 2017 earnings per share causing a reduction in price earnings 
multiples, moving stocks from being relatively expensive back into a fairly valued range.  These 
improved fundamentals, along with a lack of attractive investment options, suggest to us that stocks 
have additional upside potential from here. This is why HCM is maintaining a modest overweight 
allocation to equities and is hoping to add to our allocation if we see a pullback in prices.  
 
We believe that bonds will continue to be challenged as the Fed moves to gradually normalize 
monetary policy with a rate hike later this week, followed by more next year. Also, we believe the 
anticipated changes in fiscal and monetary policy will push long-term interest rates higher and bond 
prices lower.  This is why we are maintaining more than half of our fixed income allocation in 
alternative bond strategies.  
 
History suggests that the first few rate hikes are unlikely to slow the economy in any meaningful way. 
Consequently, we believe the net impact of a policy shift to easier fiscal policy and tighter monetary 
policy should be expansionary. Spending increases and tax cuts will likely boost economic growth far 
more than the next few interest rate hikes will slow it.  
 
Market Activity 
Stocks returned to their post elections rally mode last week with the Russell 3000 (IWV) gaining about 
3.36% while developed foreign markets (EFA) gained about 2.91%. Emerging markets (EEM) gained 
about 2.90% for the week.  Bonds (AGG), resumed their slow grind down as they lost about .27% for 
the week. (Note: performance is based on the change in net asset value.) 
 
Last Week's Headlines 

• While it's a bit dated, the Bureau of Economic Analysis October report on international trade in 
goods and services was released last week. According to the report, the goods and services 
deficit widened by over 17% in October over the prior month. The trade deficit was $42.6 billion 
in October, up $6.4 billion from $36.2 billion in September, revised.  
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• The November 2016 Non-Manufacturing ISM® Report On Business® revealed that economic 
activity in the services sector expanded in November. The Non-Manufacturing Index came in at 
57.2% compared to October's 54.8%. This is the highest reading since the 58.3% NMI® in 
October 2015. The Non-Manufacturing Business Activity Index increased to 61.7%, 4.0 
percentage points higher than the October reading.  
 

 
 
 

• According to the Job Openings and Labor Turnover (JOLTS) report from the Bureau of Labor 
Statistics, the number of job openings fell about 1.7% in October from September. There were 
5.534 million job openings in October compared to an upwardly revised 5.631 million job 
openings in September. Job openings increased in health care and social assistance, but 
decreased in professional and business services, federal government, and mining and logging. 
The number of hires and separations also dropped in October. 
  

 
 
 

• In the week ended December 3, the advance figure for seasonally adjusted initial 
unemployment insurance claims was 258,000, a decrease of 10,000 from the previous week's 
unrevised level. The advance seasonally adjusted insured unemployment rate fell to 1.4%. The 
advance number for seasonally adjusted insured unemployment during the week ended 
November 26 was 2,005,000, a decrease of 79,000 from the previous week's revised level. 
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• The preliminary results from the University of Michigan's Surveys of Consumers show the 
Index of Consumer Sentiment up 6.2 percentage points from November. According to the 
report, the surge is due to consumers' initial reactions to the results of the presidential election. 
Consumers were more upbeat about the economy as the Current Economic Conditions Index 
rose almost 5.0 percentage points.  
 

 
 

Eye on the Week Ahead 
The Federal Open Market Committee meets next week and it is expected to raise the federal funds 
rate for the first time since last December. Reports available next week are from three indicators of 
inflationary trends — the Producer Price Index, retail sales, and the Consumer Price Index. 
 
Key Dates/Data Releases 

12/12: Treasury budget 
12/13: Import and export prices 
12/14: Producer Price Index, retail sales, industrial production, FOMC meeting 
12/15: Consumer Price Index 
12/16: Housing starts 

 
Weekly Focus – Think About It (need new one) 
“If you don’t design your own life plan, chances are you’ll fall into someone else’s plan. And guess 
what they have planned for you? Not much.” – Jim Rohn 
 
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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