
                                                          
 
Weekly Commentary             Week of 03/21/2016 
  
The Markets (as of market close March 18, 2016) 
 
HCM’s view of the market’s message is that after a deflation scare that fueled the 
decline in share prices earlier this year, global economic growth will recover (or at 
least stabilize), supported by continuing accommodation by most of the major central 
banks around the globe.  The recent rally reflects a broadening recognition that 
earnings pessimism was overstated.  
 
As the smoke clears, it becomes more evident that the recent decline in stock prices 
was driven by economic fear rather than mounting evidence of a real recession.  As a 
result, it is not surprising to see the market rebound after a relatively modest 
correction.  When corrections take place independent of recessions, they tend to end 
with smaller declines than when recessions are part of the mix.  So, as we have been 
saying since the correction began, as long as the odds of recession remain low, we 
believe the market should escape a more serious downturn and we will not turn 
defensive. 
 
In addition, our indicator evidence continues to improve, supporting the prospects for 
a continuing cyclical recovery.  While the long-term valuation backdrop remains a 
concern for us, when it comes to our shorter-term tactical allocations, we prefer not to 
fight the Fed or the tape. 
 
Speaking of the Fed, on Wednesday, they provided some additional support to the 
market by standing pat on rates.  They also scaled back their expectations for interest 
rate increases for the balance of 2016 by reducing the expectation from four to two 
increases.  We were surprised that they seemed unconcerned about the recent 
increase in inflation.  If the inflation continues to rise we believe the odds are good 
that we will see an increase in rates at either the April or June meeting.  This timing 
would keep their activity out of election season so that they would not create the 
appearance of “playing politics.”   
 
With a likely rate increase within a few months, we intend to trim equity risk if U.S. 
markets reach resistance levels.  We would simply rebalance back to our allocation 
targets.  This may occur fairly quickly if we get a few strong days.   
 
Finally, we added BlackRock Inc. (BLK) to our dividend growth portfolio last week.  
BlackRock is one of the world’s largest asset managers, with $4.6 trillion under 
management and a very well diversified asset mix which helps reduce their risk to 
shifts among asset classes and investment strategies.  The security is trading below 
our assessment of fair value and should do well as the global economy stabilizes and 
slowly starts to grow. 
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Last Week’s Headlines 
 
• Following its March meeting, the Federal Open Market Committee decided to maintain 

the current target range for the federal funds rate at 0.25%-0.50%. On the plus side, 
the Committee noted that economic activity has been expanding at a moderate pace, 
with favorable growth in household spending, the housing sector, and the labor 
market. However, in maintaining the current interest rates, both the Committee and 
Chair Janet Yellen observed that business fixed investment and net exports have 
been soft, global economic and financial developments continue to pose risks, and 
inflation continues to run below the Committee's 2.0% target rate.  
 

 
 

• An indicator of inflationary trends, producer prices for goods and services fell 0.2% in 
February, with goods decreasing a noteworthy 0.6%. According to the latest report 
from the Bureau of Labor Statistics, prices, less food, energy, and trade services, 
inched up 0.1% in February following a 0.2% gain in both December and January. For 
the 12 months ended in February 2016, final demand prices for all categories of goods 
and services remained unchanged. However, over the same period, prices, less food, 
energy, and trade services, rose 0.9% – the largest 12-month advance since a 0.9% 
increase in July 2015. 
 

 
 

• Looking at the prices for goods and services from the perspective of what the 
consumer is spending, retail and food services sales fell 0.1% in February from 
January's revised total. However, compared to a year earlier, sales are up 3.1%. 
Nevertheless, consumer spending in 2016 has not gotten off to a strong start, 
especially following January's revised retail sales figures, which fell 0.4% following a 
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prior advance estimate of +0.2%. While relatively low gas prices have given 
consumers more money to spend, other economic factors may be influencing 
consumers to remain a bit cautious with their spending. 

 
• The latest report on the housing sector was a mixed bag, as new home construction 

starts increased 5.2% in February from a month earlier – the highest level since last 
September. Single family home construction increased 7.2% for the month, to its 
highest level since November 2007, while multifamily units (apartments and 
condominiums) gained only 0.8%. On the other hand, new applications for building 
permits dropped 3.1% in February – not a good omen for future home construction. 
Privately owned housing completions in February were 4.2% below the revised 
January estimate, but are 17.5% above the February 2015 rate. 
 

• The March preliminary results for the University of Michigan's Index of Consumer 
Sentiment show consumer confidence is easing due to increased concerns about 
prospects for the economy as well as the expectation that gas prices would inch 
upward during the year ahead. The latest index reading of 90.0 is 1.7 percentage 
points below February's index reading and 3.0 percentage points behind the index for 
March 2015. 
 

• For the week ended March 12, there were 265,000 claims for unemployment 
insurance, an increase of 7,000 from the previous week's revised level. The advance 
seasonally adjusted insured unemployment rate remained at 1.6%. The advance 
number for continuing unemployment insurance claims was 2,235,000, an increase of 
8,000, for the week ended March 5. 

 
 
Eye on the Week Ahead 
The week begins with a focus on the housing sector, including the latest reports on 
existing home sales and new home sales. The week closes with the "third" estimate for 
the fourth-quarter 2015 GDP. 
 
Key Dates for Reports and Data Releases 

3/21: Existing home sales 
3/23: New home sales 
3/24: Durable goods orders 
3/25: GDP 

 
Weekly Focus – Think About It  
"Courage is not the absence of fear, but carrying on in spite of it." – Franklin D. Roosevelt 

 
 

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 
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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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