
                                                          
 
Weekly Commentary             Week of 04/11/2016 
  
The Markets (as of market close April 8, 2016) 
 
This week a client asked if HCM was bullish or bearish. Since it is the political season, I 
gave a politician’s answer.  I said we were "Non-Bears".  What does that mean, the 
client asked?  I explained this meant we are positive for the intermediate term, but 
believe most traditional asset classes are expensive based on longer-term valuation 
metrics. As a result, we believe the markets will ultimately need to go through a 
correction worse than we experienced at the beginning of the year in order to create 
fairly valued markets. 
 
To be truly bullish, we would need to have that correction in our rearview mirror. And 
while timing such an event with precision is all but impossible, there are several reasons 
we believe the "adjustment to fair value" (a.k.a. bear market) will not likely be upon us 
anytime soon. Some of these include: 
 

• Global central bank support 
• Modest recovery in commodities 
• Recent breadth thrusts 
• Consumers enjoying savings at the gas pump 
• Improving employment 
• Excessive short interest 
• Many investors still believing we are in recession, a view we do not share 

 
While valuations are stretched from a historical perspective, things are different now. 
How different? Well, global interest rates, a key variable in determining the fair value of 
equities, recently touched lows only seen twice before since the 1500s.  
 

 
 



That's not a typo. Rates reached these levels in the 1570s and again in the 1930s.  We 
believe this low-rate policy, imposed by global central bankers after the 2007-2009 
financial crisis, will likely keep equity valuations elevated until the policy is allowed to 
reverse.  Barring an unforeseen surprise, this is something we do not see happening 
quickly. While interest rate normalization has started in the U.S. in nominal terms, real 
(inflation adjusted) rates are very low here and around the world and show no signs of 
rising anytime soon.  Until they do, we expect to maintain a slight bias toward equity risk 
while tolerating more frequent corrections and more extreme daily volatility. 
 
Clients who participate in the HCM Dividend Growth Portfolio™ saw two trades last 
week as we reached our price targets on Paychex and Fastenal.  We replaced these 
securities with companies that increased our exposure to the technology and consumer 
sectors.  
 
Last Week's Headlines 
• Reversing what had been a favorable report in January, factory orders decreased 

$8.0 billion, or 1.7%, following a 1.2% increase in January, according to the 
Commerce Department's full report on manufacturers' shipments, inventories, and 
orders for February. This report once again highlights the continuing weakness in 
the manufacturing sector. 
 

 
  
• The Institute for Supply Management® Non-Manufacturing Index for March, at 

54.5%, is 1.1 percentage points higher than February. Based on surveys from firms 
involved in services, construction, mining, agriculture, forestry, and fishing and 
hunting, index readings of 50% and above are indicative of growth. According to the 
ISM® report, respondents felt that business conditions are mostly positive and that 
the economy is stable and will continue on a course of slow, steady growth. 

 
• The trade deficit increased from $45.9 billion in January to $47.1 billion in February. 

The deficit is reflective of a greater increase in imports over exports. February 
imports were $225.1 billion, $3.0 billion more than January imports, while February 
exports were $178.1 billion, $1.8 billion more than January exports. Year-to-date, the 
goods and services deficit increased $10.8 billion, or 13.1%, from the same period in 
2015. February's trade deficit is the highest in the last six months as the ongoing 
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strength of the dollar overseas continues to cut into exports, curtailing overall U.S. 
economic growth. 
 

 
 
• The latest job openings and labor turnover (JOLTS) report reveals that the number 

of job openings decreased from 5.6 million in January to 5.4 million on the last day of 
February. The job openings rate was 3.7%. The number of hires (5.4 million) and 
total separations (5.0 million) also increased over January's figures. Over the 12 
months ended in February, hires totaled 62.1 million and separations totaled 59.4 
million, yielding a net employment gain of 2.7 million.  

 
• The Federal Open Market Committee (FOMC) minutes from its March meeting 

indicate that, while some positive economic trends were noted, many Committee 
members expressed a view that "the global economic and financial situation still 
posed appreciable downside risks to the domestic economic outlook." As to the 
prospect of raising interest rates in the near term, "many participants expressed the 
view that a somewhat lower path for the federal funds rate than they had projected in 
December now seemed most likely to be appropriate for achieving the Committee's 
dual mandate." It is interesting to note that not all members of the Committee shared 
this view – some thought it was appropriate to raise rates in March, and will likely 
suggest raising rates in April unless economic conditions deteriorate.  

 
• For the week ended April 2, there were 267,000 claims for unemployment insurance, 

an increase of 9,000 from the previous week's revised level. The advance 
seasonally adjusted insured unemployment rate remained at 1.6%. The advance 
number for continuing unemployment insurance claims for the week ended March 26 
was 2,191,000, an increase of 19,000 from the prior week's revised level.  

 
Eye on the Week Ahead  
Inflation indicators are front and center this week as the latest figures on producer 
prices, retail sales, and consumer prices are available. The week closes with an 
important report from the Federal Reserve on industrial production, which has been 
sagging for quite some time.  
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Key Dates for Reports and Data Releases 
 
4/12: Import and export prices, Treasury budget 
4/13: Producer Price Index, retail sales 
4/14: Consumer Price Index  
4/15: Industrial production, consumer sentiment 
 
Weekly Focus – Think About It  
“If you hire people just because they can do a job, they’ll work for your money. But if you 
hire people who believe what you believe, they’ll work for you with blood, sweat and 
tears.”  - Simon Sinek 
 
 
 
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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