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Market Insights for the Week Ending August 12, 2016 
 

Last week, HCM completed our most recent reallocation in HCM Advance and 
Defend™ Portfolios to gradually reduce our exposure to defensive securities 
and increase our exposure to more cyclical and growth oriented securities. 
 
We have received a number of questions about why we maintain modestly 
overweight equity allocations when we believe stocks are overpriced on a long-
term basis.  The explanation lies in the difference between relative and absolute 
value. 

 
On a relative basis, after adjusting for interest-rates and inflation, many sentiment and 
valuation indicators lean bullish.  However, in absolute terms these same indicators suggest 
excessive price levels and therefore lower real returns three to five years in the future. These 
relative indicators typically provide better short-term guidance while absolute indicators help 
HCM build a long-term outlook. This combination of moderately bullish relative indicators 
versus relatively high risk absolute indicators leaves HCM tactically bullish for the near-term 
(modestly overweight equities), with stop-loss protection points and a willingness to reduce 
equity risk from our current level of exposure. 
 
One example is the dividend yield, a common valuation metric for stocks.  In a nominal sense, 
dividend yields are low, suggesting stocks are expensive on a long-term basis.  Yet relative to 
the ten year treasury, dividends paid on the S&P 500 are at relatively wide spreads with more 
than 60% of the companies in the S&P 500 yielding more than the ten year treasury. This  
suggests stocks are reasonably priced. 
 
Another example would be to look at P/E ratios for the S&P 500 on a ten year smoothed 
basis. This analysis shows that with the exception of the dot-com bust, stocks are just about 
as expensive as they have ever been. However, if one adjusts for low inflation and low 
interest rates, there appears to be more room to run before stocks get into trouble for 
valuation reasons. 
 
These relative observations leave us comfortable with a modestly overweight equity stance 
and a focus on credit risk rather than duration in our fixed income portfolios. On the 
international front, outside of the U.K., the world seems to be holding its own as global growth 
is moving forward at a slow pace. 
 
Performance:   
Markets made progress around the world again last week with foreign markets taking the 
lead.  U.S. stocks, as measured by the Russell 3000 (IWV) gained about .11% for the week.  
Developed foreign markets (EFA) gained approximately 2.84% for the week while emerging 
markets (EEM) gained approximately 2.78%. Bonds (AGG) also came along for the ride 
gaining about .41% for the week.  (Note: performance is based on the change in net asset 
value.) 
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Last Week's Headlines  
• Some economic indicators in June showed inflationary trends moving upward, but that 

appears to have been a brief burst as producer prices fell 0.4% in July and retail sales 
remained unchanged from a month earlier. With July's decrease in prices, the Producer 
Price Index moved down 0.2% for the prior 12 months. For the month, prices for services 
fell 0.3% and goods prices decreased 0.4%. The drop in the prices businesses pay for 
goods and services is the largest one-month decline since September 2015. 
 

• Business productivity and efficiency dropped off in the second quarter, continuing the 
longest stretch of declines since 1979. Output increased 1.2% while hours worked jumped 
1.8%, resulting in productivity decreasing 0.5%. From the second quarter of 2015 to the 
second quarter of 2016, productivity decreased 0.4%. Labor costs increased 2.0% in the 
second quarter of 2016, reflecting a 1.5% increase in hourly compensation and a 0.5% 
decline in productivity. This report reveals an unfavorable trend – Americans are working 
more hours but production is generally lagging, which might curb future wage and 
economic growth. 
 

• There were 5.6 million job openings on the last day of June, according to the Job 
Openings and Labor Turnover report from the Bureau of Labor Statistics. Hires and 
separations were little changed in June from May at 5.1 million and 4.9 million, 
respectively. Within separations, the quits rate was 2.0% (2.9 million) and the layoffs and 
discharges rate was 1.1% (1.6 million). This report reflects continuing strength in the 
employment sector, with increasing hirings and enough worker confidence in the labor 
market to quit one job for another.  
 
 
 
 
 
 
 

• Consumer confidence inched upward in early August as the Index of Consumer Sentiment 
rose from 90.0 to 90.4. While consumers were still skeptical about current economic 
conditions, they were generally upbeat about future economic growth. 
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• In the week ended August 6, the advance figure for seasonally adjusted initial 

unemployment insurance claims was 266,000, a decrease of 1,000 from the prior week's 
revised level. The advance seasonally adjusted insured unemployment rate remained at 
1.6%. The advance number for seasonally adjusted insured unemployment during the 
week ended July 30 was 2,155,000, an increase of 14,000 from the previous week's 
revised level.  
 

Eye on the Week Ahead  
Next week's reports include one of the most widely followed indicators of inflationary trends, 
the Consumer Price Index, which has not shown significant price increases in the past several 
months, remaining below the Fed's target inflation rate of 2.0%. Another report, the Treasury's 
Industrial Production Index, not only shows how much factories are producing, but it also 
measures how much factory capacity is in use. If factory utilization reaches full capacity, 
production may slow to where it can't keep up with the demand for goods, which can lead to 
price increases and rising inflation.  

 
Key Dates/Data Releases  

8/15: Housing Market Index 
8/16: Consumer Price Index, housing starts, industrial production 

 
Weekly Focus – Think About It  
“Success is nothing more than a few simple disciplines, practiced every day.”  

- Jim Rohn, Author, Entrepreneur, Speaker 
 
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. 
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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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