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Market Insights for the Week Ending November 18, 2016 
  
HCM’s concern for the market is drawn from a combination of fundamentals, including 
stretched valuations, sluggish sales growth, and unsustainable profit margins.  
 
While there are plenty of culprits to blame for our lackluster economic recovery, 
restrictive fiscal policy is a big one. Now that the election is behind us, there seems to 
be bipartisan agreement for significant fiscal stimulus. If it happens, we would likely 
see an increase in sales growth, alleviating some of our concerns about market 
fundamentals. 
 

Looking ahead, consensus estimates are calling for growth in S&P 500 operating earnings next year.  
In a typical year, consensus estimates start high and are then ratcheted back about 9% during the 
year to more realistic levels. If this pattern is repeated, it would result in 2017 earnings growth of about 
9.5%.  We believe this may be high, but it provides a foundation for our ongoing analysis and supports 
our intermediate-term bullish outlook for U.S. equities.  
 
The renewed strength in the dollar has been a challenge for foreign stocks; however, we believe that 
will be transitory.   
 
A number of our asset class indicators have changed from neutral to favoring value over growth.  To 
this end we made a tactical shift in our HCM Advance and Defend™ portfolios last week.  We also 
made funds available to increase our exposure to the financial sector, which we believe will benefit 
from rising interest rates.  
 
Amid expectations for faster economic growth and inflation, bond yields have spiked causing bond 
prices to decline. We will be watching the relationship between stock prices and bond yields to see if 
the positive correlation that has developed over recent years is replaced by inflation fears.  We do not 
expect to see interest rate related problems manifest themselves in stock prices until rates move 
meaningfully above current levels.  
 
The bottom line is that in a world of very accommodative monetary policy, the promise of fiscal 
stimulus and an improving earnings backdrop, HCM believes stocks still have potential. 
 
Market Activity 
With both the dollar and interest rates on the rise, U.S. Stocks were the only shining light last week 
with their performance, as measured by the Russell 3000 (IWV) up about 1.18% while developed 
foreign markets (EFA) lost 1.53%. Emerging markets (EEM) also fell, losing .54% for the week.  Bonds 
(AGG) were down about 1.02% for the week. (Note: performance is based on the change in net asset 
value.) 
 
Last Week's Headlines  

• Speaking before the Joint Economic Committee, FOMC chair Janet Yellen indicated that 
economic conditions may be sufficiently improved to prompt the Committee to raise short-term 
interest rates soon. The Committee has held off raising interest rates this year in anticipation of 
continued improvement in the labor market and a return of inflation to 2.0%. Nevertheless, 
Yellen warned that, "were the FOMC to delay increases in the federal funds rate for too long, it 
could end up having to tighten policy relatively abruptly to keep the economy from significantly 
overshooting both of the Committee's longer-run policy goals."  
 

• The prices consumers pay for goods and services increased 0.4% in October and 1.6% over 
the last 12 months, according to the latest Consumer Price Index (CPI). Components of the 
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CPI that saw price increases include the energy index (3.5%) and the indexes for fuel oil 
(5.9%) and gasoline (7.0%). The index for food was unchanged for the fourth consecutive 
month. The index for all items less food and energy (core prices) rose 0.1% for the second 
straight month, but is up 2.1% over the last 12 months. The increase in the CPI over the past 
year is closing in on the Fed's 2.0% inflation target, which could further strengthen the 
argument for an interest rate increase next month. 

 
• The prices producers received for goods and services in October did not change compared to 

the prior month. Year-over-year, producer prices are up 0.8%. Prices for goods edged up 0.4% 
in October, but the increase was offset by a 0.3% reduction in the prices for services. Prices 
less foods, energy, and trade services edged down 0.1% in October after rising 0.3% in both 
August and September. Food prices dropped 0.8% in October, while energy prices climbed 
2.5% with gas jumping 9.7%.  
 

 
 

• October was a banner month for new home construction. According to the Census Bureau, 
privately owned housing starts increased 25.5% above September and are 23.3% ahead of 
last October.  
 

 
 

 
• In the week ended November 12, the advance figure for seasonally adjusted initial 

unemployment insurance claims was 235,000, a decrease of 19,000 from the previous week's 
unrevised level. The advance seasonally adjusted insured unemployment rate fell 0.1 
percentage point to 1.4%. The advance number for seasonally adjusted insured unemployment 
during the week ended November 5 was 1,977,000, a decrease of 66,000 from the previous 
week's revised level.  
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Eye on the Week Ahead  
Trading may be light during Thanksgiving week, which could exaggerate any market movements 
during the holiday-shortened week. Nevertheless, the latest reports on existing and new home sales 
for October are out as is the Census Bureau's report on international trade in goods, which closed 
September with a trade balance deficit of $56.1 billion.  
 
Key Dates/Data Releases  

11/22: Existing home sales 
11/23: Durable goods orders, new home sales, FOMC minutes 
11/25: International trade in goods 

 
Weekly Focus – Think About It  
“There are no secrets to success. It is the result of preparation, hard work, and learning from failure.”  
Colin Powell 
 
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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