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Advisor Corner

High Country Capital
Management (HCCM) is an
independent registered
investment advisor located in
picturesque Southwest Colorado.
Since 1995, HCCM has provided
individuals, families, and
institutions with unbiased,
professional investment planning
and advice. The firm is dedicated
to helping clients achieve their
financial and investment goals.
We employ a disciplined,

systematic investment approach,
and our only loyalty is to our
clients.

Monthly Market Barometer

1 Month, ending August 31, 2014. The U.S. Market
returned 4.19% (YTD 9.53%).

The Morningstar Market Barometer provides a
visualization of the performance of various stock
market indexes. The color scale (red for losses and
green for gains) allows you to assess which areas of the
market performed strongly and which areas showed
weakness for the time period analyzed. The nine-
square grid represents stocks classified by size (vertical
axis) and style (horizontal axis). There are three
investment styles for each size category: small, mid
and large. Two of the three style categories are “value”
and “growth” while the central column represents the
core style (neither value nor growth characteristics
dominate). Large-caps account for the top 70% of the
capitalization; mid-caps represent the next 20%; and
small-caps represent the balance.

Jason Napoli, ChFC, AAMS, MBA
President & Chief Investment Officer

jason@hccm.com
970-249-3499
www.hccm.com



High Country Capital Management Investment Updates September 2014 2

Monthly Market Commentary

The U.S. market declined in July after accumulating
some very healthy gains over the past 18 months. A lot
of earnings reports from around the world (and
especially from Europe) were soft, which didn't help
matters. Other worrying news included the
Argentinean bond default, new Russian sanctions, and
an escalating situation in the Middle East.

GDP: The first-quarter contraction was revised to a
considerably smaller 2.1% from 2.9%. Headline GDP
grew 4% (annualized) in the second quarter, in
contrast to a decline of 2.1% in the first quarter. To
understand the true state of the economy, it is
necessary to look at those two numbers in aggregate,
with the first quarter probably not as bad as the
numbers suggest, and the second quarter not as good.
The annualized first-half results show growth of just
under 1%, slightly less than the 2% long-term trend.
However, using the more accurate year-over-year
methodology, growth in the first half compared with a
year ago remained on its long-term trend of 2.2%.

Employment: Headline employment grew by 209,000
jobs in July, which is exactly equal to the average of the
past 12 months. The year-over-year percentage
change, averaged over three months for both private
sector and nonfarm payrolls, remains stuck very near
these sectors’ 12-month averages of 2.1% and 1.7%.
This stability is in direct contrast to GDP growth,
which has been all over the map and is quickly losing
economic relevance, at least in the short run.

The construction sector and durable goods
manufacturing, as well as mining and extraction, all
produced job growth substantially above their 12-
month averages. Government jobs also showed some
growth after years of losses. On the other hand, retail,
education, health, and leisure all produced job growth
well below their 12-month averages.

Wages: Monthly wages increased by 0.04%, which
makes the headline number rounded to one decimal
point (0.0%) somewhat misleading. Nonetheless, this
equals to a monthly increase in hourly wages by just a
penny to $24.45. On a year-over-year, three-month
average basis, wages are still growing at about 2%,
which equates to about half a dollar more an hour

compared with a year ago. While this paints a slightly
better picture than the monthly 0.04% growth, it is
still way below the pace that we were experiencing
prior to the recession. What is even more alarming is
that on an inflation-adjusted basis, workers are earning
basically the same wages as they were a year ago.

Housing: The last pending home sales report (June)
wasn't terribly helpful, as the index barely budged,
decreasing 1.1% between May and June after four
consecutive months of improvement. Two of the four
regions showed improvement, the West and the
Midwest, while two saw declines, the Northeast and
the South. The little-changed pending home sales
index most likely means that existing-home sales for
July will be little changed from June levels. For the
record, existing-home sales in June were 5.04 million
units. That existing-home sales reading for June was
on par with existing homes in April 2013, which is just
before existing-home sales data soared as buyers
rushed to close mortgages before rates increased.

Consumption and Personal Income: Year to date,
income growth has far exceeded consumption growth.
Consumption is up its typical 0.94% (1.9%
annualized), while income (as measured by inflation-
adjusted total income, less taxes) is up a stunning 2.1%
(4.2% annualized). This means that consumers, for
one reason or another, have spent less than half of the
income they have gained so far in 2014, which may
explain why consumer confidence is at a recovery high.
That gives consumers a lot of firepower to spend more
in the second half of the year to make up for the
lackluster first half.
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Investing in Commodities

Investing in commodities has grown in popularity over
the last few years, and investors can now, more than
ever, take part in this ever-growing market segment.
Most importantly, adding commodities to the mix
could benefit an investment portfolio.

What exactly are commodities? Commodities are raw
materials used to create products for consumer use.
They include energy products (oil and natural gas),
agricultural products (corn and wheat), precious metals
(gold and silver), and livestock (cattle and hogs). In
addition, soft commodities (also known as “softs”)
comprise items such as cotton and sugar that cannot
be stored for long periods of time.

How can someone begin investing in commodities?
Buying the physical commodity is one approach, but,
for practical purposes, it might not be feasible for an
investor to buy and hold actual bushels of corn or
barrels of oil. Investors have the option of owning
stock in a firm that derives its revenue from the sale of
physical commodities. Certain sectors such as oil and
natural gas, mining, or agriculture are prime examples.
Investors can also invest in various mutual funds or
exchange-traded funds (ETFs) that focus on
commodities.

Historically, adding commodities to a portfolio
comprised of stocks and bonds has reduced portfolio
volatility without sacrificing potential return. This
image illustrates the risk and return profiles of two
hypothetical investment portfolios over the past 20
years. The portfolio containing commodities generated
a higher return while assuming less risk—meaning it
experienced less volatility. Because traditional assets
and commodities generally do not react identically to
the same economic or market stimuli, combining these
assets can often produce a more appealing risk/return
tradeoff.

Commodities transactions carry a high degree of risk
and a substantial potential for loss. In light of the
risks, you should undertake commodities transactions
only if you understand the nature of the contracts (and
contractual relationships) into which you are entering
and the extent of your exposure to risk. Trading in
commodities is not suitable for many members of the

public. Carefully consider whether this type of trading
is appropriate for you in light of your experience,
objectives, financial resources, and other relevant
circumstances.

Government bonds are guaranteed by the full faith
and credit of the U.S. government as to the timely
payment of principal and interest, while stocks and
commodities are not guaranteed and have been more
volatile than bonds. An investment cannot be made
directly in an index. Diversification does not eliminate
the risk of experiencing investment losses. Past
performance is no guarantee of future results.
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Consumption Remains Slow, But
Stable as Income Fluctuates

Consumption is perhaps one of the best measures of
economic activity because of its size (just under 70% of
GDP). Without increasing consumption, businesses
won’t build more goods, hire more workers or invest in
more equipment. The red line on the chart measures
year-over-year growth in consumption, and it has been
steady over the last couple of years at just over 2%
growth on average. That’s not wildly different than the
tendency of GDP growth as expressed by year-over-
year data. Note that consumers tend to continue deep-
rooted spending patterns despite volatility in wages
and real disposable personal income. Apparently,
consumers are borrowing money, digging into savings
or selling stocks to temporarily fund excess spending.
However, despite the fact that income and spending
can diverge in the short run, it will be difficult for
consumers to outspend income in the long run.
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