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Market Insights for the Week Ending July 8, 2016 
 

Following the BREXIT vote that saw stocks plunge and then immediately begin to 
recover at the end of June, the markets settled back into a more normal pattern last 
week.  Returns in a globally diversified portfolio were mixed with U.S Stocks, as 
measured by the Russell 3000 (IWV) gaining about 1.37%, developed foreign stocks 
(EFA) losing about 1.74%, emerging markets (EEM) losing about 1.16%.  Bonds 
(AGG) gained about .60%. (Note: performance is based on the change in net asset 
value.) 

While investors expect volatility from their stock holdings, they generally look to bonds as a life 
preserver to help them stay afloat when the stock market is sinking.  Today we want to focus on the 
risk currently embedded in bonds and how HCM is handling that risk.  
 
While they are not as exciting as stocks, as a group, long term bonds are currently about as expensive 
and risky as any asset class.  According to the Wall Street Journal on May 17, 2016: 
 

   
The basic takeaway is that a bond moves up or down by an amount roughly equal to its duration for 
every 1% move in interest rates.  The bond market behaves much like a teeter-totter.  When interest 
rates go down, as they have for more than 30 years, bond prices go up.  And, when interest rates go 
up bond prices go down.  Rates are now at historically low levels and are actually negative in many 
major markets around the world including in the European Union, Japan, Switzerland and Denmark, 
as illustrated below: 
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As Sir Isaac Newton said, “what goes up must come down” and that is true with bond prices as well.  
The important question is when will bonds correct (rates rise)?  Timing the change in any market is 
tough, if not impossible, so the important thing is to be prepared.  And while we don’t see rates rising 
in the near future, now that yields are paltry, most potential gains have been realized and valuation 
risks are high, there is little opportunity in holding a significant allocation in the asset class. 
 
As a result, the role that fixed income securities now play in HCM portfolios is to help mitigate short 
term equity volatility, provide recession protection and help protect against sequence risk for clients 
taking distributions.  We have reduced traditional fixed income holdings and now include a significant 
portion of alternative fixed income securities in our portfolios.  We continue to hold a meaningful 
amount of dividend paying securities that yield more than bonds.  While the short term volatility of 
dividend paying stocks is more extreme than that of bonds we view the risk in stocks as temporary 
while the risk in bonds, at these levels, is nearly permanent should rates normalize and stay there. 
Finally, over the next few weeks we will be adding additional alternative asset classes to most 
portfolios.  Our goal will be to pick up some additional yield while taking on risk that is mostly 
uncorrelated with traditional bond and stock markets. 
 
Also, last week we purchased IBM for our dividend portfolios.  This week we are rebalancing large cap 
European securities, which were heavily sold in the aftermath of the BREXIT vote. 
 
 
Last Week's Headlines 
• Factory orders fell $4.6 billion, or 1.0%, in May to $455.4 billion. This follows a 1.8% increase in 

April. Durable goods orders dropped $5.4 billion, or 2.3%, to $230.4 billion. A telling aspect of this 
report is the overall weakness in business investment, reflective of a lack of expectations for 
growth in manufacturing and consumer sales. 
 

 
 

• Better news from the employment sector in June as the Bureau of Labor Statistics reported that 
287,000 new jobs were added, compared to only 49,000 (revised) in May. Unemployment 
increased by 0.2 percentage point to 4.9%, and the number of unemployed persons increased by 
347,000 to 7.8 million. These increases largely offset declines in May and brought both measures 
back in line with levels that had prevailed from August 2015 to April. The employment participation 
rate increased slightly from 62.7 in May to 63.1 in June. 
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• According to the latest Non-Manufacturing ISM® Report On Business®, economic activity in the 

non-manufacturing sector grew in June. The Non-Manufacturing Index registered 56.5% in June, 
3.6 percentage points higher than the May reading of 52.9%. The Non-Manufacturing Business 
Activity Index increased 4.4 percentage points, the New Orders Index® increased by 5.7 
percentage points, and the Employment Index grew 3 percentage points. Those non-
manufacturing industries reporting growth in June include mining; arts; entertainment and 
recreation; retail trade; health care and social assistance; utilities; and real estate. 
 

 
 

 
• In the week ended July 2, the advance figure for seasonally adjusted initial unemployment 

insurance claims was 254,000, a decrease of 16,000 from the previous week's unrevised level. 
The advance seasonally adjusted insured unemployment rate bumped up to 1.6%. The advance 
number for seasonally adjusted insured unemployment during the week ended June 25 was 
2,124,000, a decrease of 44,000 from the previous week's revised level.  
 

• The minutes from FOMC's June meeting were released last week. It is clear that the overwhelming 
deterrent to raising interest rates was the May employment report, which showed only 38,000 
(prior to its revision to 49,000) new jobs added. 
  

• Imports once again outpaced exports in May, as the trade gap rose 10.1% from April. According to 
the Census Bureau, the goods and services deficit was $41.1 billion, up $3.8 billion from April. 
May's exports were $182.4 billion, while imports were $223.5 billion - $3.4 billion more than April 
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imports. However, year-to-date, the goods and services deficit decreased $7.2 billion, or 3.5%, 
from the same period in 2015. Exports decreased $47.2 billion or 4.9%. Imports decreased $54.3 
billion or 4.7%. As has been the case for a while now, the strength of the dollar abroad continues 
to weaken demand for U.S. goods and services. 

 
Eye on the Week Ahead  
 
Inflation is front and center next week as the latest reports on retail sales and producer and consumer 
prices are available. Growth in producer prices and consumer spending has been subdued as inflation 
remains below the Fed's target rate of 2.0%. With retail sales accounting for almost one-half of total 
consumer spending, next week's report should help define where the economy is heading. 
 
Key Dates for Reports and Data Releases 
7/12: JOLTS 
7/13: Import and export prices, Treasury budget 
7/14: Producer Price Index 
7/15: Consumer Price Index, retail sales, industrial production, consumer sentiment 
 
Weekly Focus – Think About It  
“You can only become truly accomplished at something you love. Don’t make money your goal. 
Instead, pursue the things you love doing, and then do them so well that people can’t take their eyes 
off you.”  Maya Angelou, Writer and Civil Rights Activist 
 

 
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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