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Market Insights for the Week Ending November 25, 2016 
 
One of the hallmarks of HCM’s portfolio structure is broad global diversification. The 
objective of diversifying is to help insulate HCM portfolios against extreme downside 
volatility in order to enhance the potential for larger sustainable distributions over 
time. Probably the most important line we cross in the effort to effectively diversify our 
portfolios is the line between stocks and bonds. We think about the trending 
correlation between stocks and bonds and tactically adjust the various risks, such as 
duration and credit risk, in order to help limit downside volatility. As can be seen in the 
following chart, this correlation shifts from being very positive to very negative over 
time. 
 

 
 
Without a reliable trend in the correlation between stocks and bonds, it is not possible to rely on this 
relationship to provide the diversification protection we desire in our portfolios. The most recent 
instability in this relationship has come as interest rates rose from their July lows, giving stock 
investors concern during the late summer and early fall about the impact of rising rates on equity 
valuations. 
 
We believe that the increase in rates is likely to continue as the new administration moves to 
implement a more growth oriented policy incorporating fiscal stimulus and tax incentives.  As a result, 
this policy, if successful, will keep pressure on the current reflationary trend resulting in higher interest 
rates over time.  
 
With no discernable trend in the stock/bond relationship, the impact of rising interest rates will be, at 
best, unpredictable for stocks and, at worst, increase the probability of a serious stock market 
correction.   
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Traditional longer term bonds would remain effective diversifiers only if the economy slips into a 
recession or if a bear market appeared on the scene.  We don’t consider either of these a primary risk 
at this time. As a result, we believe there are better ways to diversify in a rising interest rate 
environment.  
 
While we do own some bonds, they are to help protect against unforeseen negative economic 
surprises. These are shorter-term securities whose returns are partly protected from the impact of 
higher long-term yields. As mentioned last week, we are diversifying our equity exposure by increasing 
our exposure to value stocks over growth as their history suggests they tend to perform better than 
growth when bond yields rise. Finally, we intend to diversify into sectors such as financials, energy and 
industrials.   
 
We have funds waiting to move into the financial sector as soon as short-term sentiment cools off.  We 
are also looking at various “alternative” asset classes that have low correlations to both stocks and 
bonds. These would be utilized only when we go under weight equity risk, which we have not yet 
done.   
 
Market Activity 
U.S. Stocks rose last week with their performance, as measured by the Russell 3000 (IWV) up about 
1.58%.  Developed foreign markets (EFA) made up some lost ground, gaining about 1.28%. Emerging 
markets (EEM) gained about 1.32% for the week.  Bonds (AGG) were down about .21% for the week. 
(Note: performance is based on the change in net asset value.) 
 
Last Week's Headlines 

• For the second consecutive month, the number of existing home sales increased in October. 
According to the National Association of Realtors®, total existing home sales grew 2.0% in 
October to an annual rate of 5.60 million from 5.49 million in September.  
 

 
 

• The minutes of the last Federal Open Market Committee meeting held on November 2 
revealed that, by an 8-2 vote, members agreed to maintain the current Fed funds rate range of 
0.25%-0.50%. A couple of points to note: members generally agreed that the case for an 
interest rate hike has strengthened, but several members wanted more evidence that 
inflationary trends are gaining momentum; and this meeting occurred before the results from 
the presidential election, the results of which could impact the Committee's decision on interest 
rates when it next meets in December. 
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• The advance report on durable goods orders for October was generally favorable, according to 
the Census Bureau. New orders for manufactured durable goods (items expected to last at 
least three years) increased 4.8% to $239.4 billion, up $11 billion from September.  
 

 
 

• According to the University of Michigan's Surveys of Consumers chief economist, Richard 
Curtin, "The initial reaction of consumers to Trump's victory was to express greater optimism 
about their personal finances as well as improved prospects for the national economy." The 
Index of Consumer Sentiment jumped 6.6 points to 93.8, the Current Economic Conditions 
Index increased from 103.2 in September to 107.3 for October, and the Index of Consumer 
Expectations climbed 8.4 points to 85.2. 
 

 
 

• In the week ended November 19, the advance figure for seasonally adjusted initial 
unemployment insurance claims was 251,000, an increase of 18,000 from the previous week's 
revised level. The advance seasonally adjusted insured unemployment rate increased 0.1 
percentage point to 1.5%. The advance number for seasonally adjusted insured unemployment 
during the week ended November 12 was 2,043,000, an increase of 60,000 from the previous 
week's revised level. 

 
Eye on the Week Ahead 
Important economic indicators relied upon by the FOMC are posted this week ahead of the 
Committee's meeting during the second full week of December. The latest reports on the third-quarter 
GDP, personal income and outlays, and the employment situation are on tap this week. 
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Key Dates/Data Releases 
11/29: GDP, consumer confidence 
11/30: Personal income and outlays 
12/1: ISM Manufacturing Index, Markit Manufacturing Index 
12/2: Employment situation 

 
Weekly Focus – Think About It  
"The lure of the distant and the difficult is deceptive. The great opportunity is where you are." - John 
Burroughs, American Naturalist 
 
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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