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Market Insights for the Week Ending July 15, 2016 
 

Hemlines, mustaches and the newest dance craze –  
“Hey Mom, all the kids are doing it”! 
 
People are people whether in social or business activities. Having been in business for 
a long time, we’ve had the chance to witness long swings in the popularity of 
“investment fashions.” For example, growth to value stocks, low-priced to high-priced 
stocks, technical versus fundamental valuation tactics, buy and hold vs. active 
management styles and from low quality speculative stocks to old stogy dividend 
payers. In each case, investors rationalized their position and joined the crowd “in 

style” at that time. The “bandwagon" or “herding” impulse, as behavioral economists call it, is powerful. 
Yet, in studying historical patterns, one can see that these styles were not lasting no matter how 
persuasive the logic was at the time. 
 
Crowd psychology and human nature have not changed much through the years. When, for whatever 
reason, the crowd gets extremely excited about something, they tend to get fully invested driving 
prices up.  Then, just as spring follows winter, the style changes and prices fall.  The same thing 
happens in reverse when the crowd gets extremely bearish. 
 
This notion of fashion leaders and laggards brings us to our most recent allocation change which will 
take place in both HCM Advance and Defend™ and HCM Strategic portfolios. 
 
After a multiyear period of small-cap stocks being a significant laggard versus larger-cap stocks, we no 
longer view small companies as being significantly overvalued on a relative basis.  As a result, HCM is 
making a modest increase to our position in small stocks.  The source of funds for this purchase will 
be exclusively from large-cap dividend growth stocks in our more conservative portfolios and from a 
mixture of dividend growth and pure large-cap growth in our more aggressive allocations.  Large U.S. 
companies have been price leaders for years and are now among the most expensive equity asset 
classes we own. 
 
While relative valuation is the main driver behind our decision, other factors are also important, 
including relative strength, small cap stocks’ tendency to outperform large stocks over longer periods 
and the influence of a potentially slow global economy on larger companies that do business 
overseas. 
 
Performance:   
Last week global markets moved higher almost everywhere.  U.S. stocks, as measured by the Russell 
3000 (IWV) gained about 1.55% for the week.  Developed foreign markets (EFA) gained 
approximately 3.64% for the week while emerging markets (EEM) gained approximately 4.80%. While 
stocks advanced, bonds (AGG) struggled, losing about .79% for the week.  (Note: performance is 
based on the change in net asset value.) 
 
Last Week's Headlines  
• Businesses are paying more for goods and services as the Producer Price Index increased 0.5% 

in June, the largest increase in a year, according to the Labor Department. Higher energy costs 
pushed the increase. Since businesses usually pass on increases in the cost of goods and 
services, it is likely consumer prices will increase as well, driving inflation upward.  
 

• In fact, consumer prices did increase in June, just not at quite the same rate as producer prices. 
The Consumer Price Index rose 0.2%, following the same increase in May and a 0.4% gain in 
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April. Over the last 12 months, the CPI has increased 1.0%. Excluding the volatile food and energy 
components, consumer prices still increased 0.2% in June and 2.3% from a year earlier.  

 
• Consumers continue to spend as retail sales increased in June, jumping 0.6% from the previous 

month and 2.7% ahead of last June. This follows a 0.2% (downwardly revised) increase in May. 
Excluding autos and gas, household spending climbed 0.7% from May. Output excluding autos 
remained the same as the prior month. This report, coupled with increases in consumer and 
producer prices, provides optimism for the economy over the summer months. 
 

• The manufacturing sector experienced a noticeable uptick in June, as industrial production 
increased 0.6% after falling 0.3% in May. Manufacturing output rose 0.4%, largely due to an 
increase in motor vehicle assemblies. June's gain is the largest monthly increase since November 
2014. 

 
 

• The number of job openings decreased by 345,000 to 5.5 million on the last business day of May, 
according to the Job Openings and Labor Turnover Survey (JOLTS) report from the Bureau of 
Labor Statistics. April's rate was 5.8 million. May's job openings rate is the lowest of the year. The 
quits rate was unchanged at 2.0% as workers continue to remain at their present jobs. It's 
important to remember that June's employment situation report showed significant improvement on 
the labor front. 

 
• Largely influenced by the immediate negative impact of the Brexit vote, the Index of Consumer 

Sentiment fell from 93.5 in June to 89.5 in July.  
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• In the week ended July 9, the advance figure for seasonally adjusted initial unemployment 
insurance claims remained level at 254,000, unchanged from the prior week's level. The advance 
seasonally adjusted insured unemployment rate remained at 1.6%. The advance number for 
seasonally adjusted insured unemployment during the week ended July 2 was 2,149,000, an 
increase of 32,000 from the previous week's revised level.  
 

• The Treasury Department reported a $6.3 billion budgetary surplus in June, following May's $52.5 
billion deficit. However, over the first nine months of the fiscal year, the deficit is up almost 27%, at 
$400.9 billion, over the same period last year ($316.4 billion). 

 
Eye on the Week Ahead  
This week focuses on the housing sector as June's reports on housing starts and existing homes sales 
are released. New home building slipped a bit in May, while existing home sales picked up. Overall, 
the housing market has been fairly strong with prices rising and inventory having a hard time keeping 
up with demand. 
  
Key Dates/Data Releases  
7/18: Housing market index 
7/19: Housing starts 
7/21: Existing home sales 
7/22: PMI manufacturing index flash 
 
Weekly Focus – Think About It  
“An investment in knowledge always pays the best interest.” Benjamin Franklin 
 
 
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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