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Market Insights for the Week Ending January 6, 2017 
 

The most awaited economic statistic of the month is the employment report. Friday’s 
results showed a gain in December of 156,000 jobs. With positive revisions for 
November, the latest results pleased analysts who believe the report points toward 
continued growth.  In addition, the report showed that wage growth accelerated at the 
fastest annual pace since the economic recovery began seven and a half years ago.  
Wage growth is often looked at as an indication that inflation is beginning to percolate. 
The threat of an inflationary environment would have a meaningful impact on the 
relative performance of various asset classes, as core fixed income and interest rate 
sensitive sectors such as REITs and utilities adjust to the expectation of higher 
economic growth and inflation. 

 
In recognition of these risks, last week, HCM made adjustments to reduce the interest rate risk in our 
HCM Dividend Growth™ portfolio. 
 
Much of the jubilation that has been driving the post-election market rally stems from a belief that the 
all Republican government will be able to initiate fiscal stimulus, lower taxes and reduce regulations 
almost immediately.  While these changes would certainly be supportive of economic growth, there are 
always flies that manage to get in the ointment. 
 
Potential complications include Republican deficit hawks who will object to big spending programs 
without offsetting revenue and a Federal Reserve that may meet accelerating growth and inflation risk 
with interest rate hikes.  Also, while there is broad agreement in Congress about reforming corporate 
taxes, it should come as no surprise that there is broad disagreement about how to do it.  Reconciling 
these differences could take time and result in a watered down result that may not have the economic 
punch that the market is now pricing in.   
 
Another factor impacting how HCM is looking at our portfolios is that U.S. stocks are more expensive 
than foreign stocks.  Also, as a result of recent central bank activity we believe that the dollar is higher 
than it should be.  Our growing current account deficit will, we believe, be a headwind for the dollar 
over the coming year allowing it to stabilize and possibly recede vs. other currencies. 
 
Based on these observations, HCM expects to see changes in asset class relative strength readings 
that favor both foreign developed and emerging markets.  When they appear we will reallocate a 
portion of our U.S. equity to foreign securities.  
 
Market Activity 
 
Stocks started off the new year on a good foot last week with U.S. stocks (IWV) gaining about 1.70%.  
Developed foreign markets (EFA) joined the party gaining about 2.29%. Emerging markets (EEM) 
gained about 2.66% for the week.  Even bonds (AGG), managed to gain about .21% for the week. 
(Note: performance is based on the change in net asset value.) 
 
 
 
 
 
 
 
 
 

  
                

                 
 

      
 

http://www.hengeholdcapital.com/p/hcm-dividend-growth-portfolio
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Last Week's Headlines 
 
• Job growth slowed in December but wages increased, according to the latest report from the 

Bureau of Labor Statistics. December saw 156,000 new jobs created while the unemployment rate 
edged up 0.1 percentage point to 4.7%. Job growth occurred in health care and social assistance. 
Job growth totaled 2.2 million in 2016, less than the increase of 2.7 million in 2015.  
 

• The trade deficit expanded in November, as exports fell 0.2% while imports increased 1.1%, 
primarily attributable to a sharp increase in oil imports. The goods and services deficit was $45.2 
billion in November, up $2.9 billion from the revised $42.4 billion in October.  
 

 
 

• Purchasing managers reported that December was a good month in the manufacturing sector as 
the purchasing managers' indexes from Markit Economics and the Institute for Supply 
Management each reported increases over their respective November readings. The Markit U.S. 
Manufacturing Purchasing Managers' Index™ registered 54.3 in December, up slightly from 54.1 in 
November, to signal the strongest improvement in business conditions in just under two years.  
 

 
 

• The non-manufacturing (service) sector remained strong in December according to the Institute for 
Supply Management® Non-Manufacturing Index, which registered 57.2%, the same as November 
and the highest reading for 2016. Within the ISM's latest Report On Business, the New Orders 
Index registered 61.6%, 4.6 percentage points higher than the reading of 57% in November.  
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• Last month the Fed unanimously agreed to raise the benchmark federal-funds rate by a quarter 
percentage point, based on the assumptions that the labor market would continue to strengthen, 
economic activity would expand at a moderate pace, and inflation would continue to edge toward 
the Committee's target rate of 2.0%. However, the minutes of the December meeting also reflect 
the uncertainty some members of the Committee have relative to the impact the new president and 
Congress may have on the economy. Committee members generally expect some financial 
stimulus such as infrastructure spending and improved trade deals from the new administration.  
 

• In the week ended December 31, the advance figure for seasonally adjusted initial unemployment 
insurance claims was 235,000, a decrease of 28,000 from the previous week's revised level of 
263,000. The advance seasonally adjusted insured unemployment rate remained at 1.5%. The 
advance number for seasonally adjusted insured unemployment during the week ended December 
24 was 2,112,000, an increase of 16,000 from the previous week's revised level. 
 

Eye on the Week Ahead 
The markets should be busy in the first full week of the new year. This week economic reports for 
December 2016 include the Producer Price Index and retail sales, which highlight year-end inflationary 
trends.  
 
Key Dates/Data Releases 
1/10: JOLTS 
1/12: Import and export prices, Treasury budget 
1/13: Producer Price Index, retail sales, consumer sentiment 
 
Weekly Focus – Think About It  
“Success is not final, failure not fatal, it is the courage to continue that counts.” – Winston Churchill 
 
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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