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Market Insights for the Week Ending September 23, 2016 
  
The last few weeks have seen a renewed dose of market volatility.  However, for all 
the sound and fury, not very much has transpired.  HCM’s view is that we will see 
more volatility as we move into the last weeks of the election and the third quarter 
closes out with corporate earnings announcements. 
 
Most of the market moving news last week came from the Bank of Japan (BoJ) as 
they instituted “yield curve controls.”  This means that the BoJ will anchor 10-year 
government bond yields at zero percent and leave short-term rates unchanged, 
bolstering a shallow upward-sloping yield curve. 

 
This is relevant in HCM’s global asset allocation decisions. We believe if the Federal Reserve does 
finally move at the end of the year, it will be a very gradual process, allowing the dollar to remain 
stable and support a healthy dose of inflation. 
 
We believe the growth outlook is brightening a bit, but improving economic strength brings with it the 
possibility of a hawkish turn in policy. In our view, based on how other central banks are behaving (as 
noted above concerning the BoJ), these concerns are overblown. We expect the Federal Reserve to 
raise rates slowly, in turn keeping the U.S. dollar subdued. 
 
Our long-term view is that this environment should allow emerging market (EM) assets to recover 
further, as well as underpin some higher yielding fixed income assets. We continue to maintain a 
modest overweight to equities, reflecting how expensive government bonds have become. We prefer 
U.S. and EM equity to Japanese equity and see high yield and EM debt leading credit returns.   
 
In the short term, it is anybody’s guess how the daily trading will be influenced by the election.  We 
believe it is best to look through that potential volatility, although we may reduce our equity exposure 
to neutral so that we have capital to spend if we get a bigger than expected short-term sell off.  
 
Market Activity 
U.S. Stocks, as measured by the Russell 3000 (IWV) gained about 1.36% for the week.  Developed 
foreign markets (EFA) gained about 3.14%, and emerging markets (EEM) gained 3.59% for the week.  
Bonds (AGG) were up about .54% for the week. (Note: performance is based on the change in net 
asset value.) 
 
Last Week's Headlines  
• Echoing sentiments similar to those made following its July meeting, the Federal Open Market 

Committee decided to keep interest rates at their current level — at least until it meets again in 
November. According to the FOMC press release, "The Committee judges that the case for an 
increase in the federal funds rate has strengthened but decided, for the time being, to wait for 
further evidence of continued progress toward its objectives." Committee Chair Janet Yellen noted 
that economic activity has picked up, spurred on by increased household income and spending. 
The employment sector has also been solid, averaging 180,000 new jobs per month. However, 
business investment remains soft, particularly in the energy sector. Overall consumer price 
inflation — as measured by the price index for personal consumption expenditures — was less 
than 1% over the 12 months ended in July, still short of the Committee's 2% objective. As to the 
prospects of future rate hikes, Yellen said the federal funds rate projects to increase only gradually 
to 1.1% at the end of next year, 1.8% at the end of 2018, and 2.6% by the end of 2019.  
 

• The real estate sector was not as robust in August as it was in July. The Census Bureau report on 
new residential construction revealed that privately-owned housing starts fell 5.8% in August, 
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compared to the prior month. Building permits dropped 0.4% and housing completions were down 
3.4% for the month. On the plus side of the report, building permits for single-family home 
construction rose 3.7% in August over July — a positive indication that builders have confidence in 
that segment of the real estate market moving forward.  
 

• Existing home sales also fell in August, according to the latest figures from the National 
Association of Realtors®. Higher home prices and scant inventory were the main reasons sales of 
existing homes declined 0.9% to a seasonally adjusted annual rate of 5.33 million — off from July's 
downwardly revised annual rate of 5.38 million, but still slightly ahead of a year ago (5.29 million).  
 

 
 

• While the real estate sector may have slowed down in August, home builders are optimistic about 
the new home market in September. According to the National Association of Home Builders, the 
Housing Market Index climbed 6 points from its August reading to 65 — the highest reading since 
October 2015. Builder confidence is high based, in part, on rising household incomes, low 
mortgage interest rates, and relatively tight inventory of new and existing single-family homes. 
 

 
 

• In the week ended September 17, the advance figure for seasonally adjusted initial unemployment 
insurance claims was 252,000, a decrease of 8,000 from the prior week's unrevised level. The 
advance seasonally adjusted insured unemployment rate fell to 1.5%. The advance number for 
seasonally adjusted insured unemployment during the week ended September 10 was 2,113,000, 
a decrease of 36,000 from the previous week's revised level.  
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Key Dates/Data Releases  
9/26: New home sales 
9/27: Consumer confidence 
9/28: Durable goods orders 
9/29: GDP, international trade in goods 
9/30: Personal income and outlays, consumer sentiment 

 
Eye on the Week Ahead  
The last week of September brings the final economic reports for August, including the GDP and 
personal income and outlays.  
 
Weekly Focus – Think About It  
“The measure of you as a leader is not what you do, but what others do because of what you do.” 
Howard G. Hendricks (1924 – 2013) 
 
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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