
                                                                                                                                                      
                                                                                                                                                                                                                                                                

  
Weekly Commentary             Week of 02/22/2016 
  
 
Last week saw strength come back into the global markets. This begs the question, 
“Has the correction that has been frustrating investors during the first part of 2016 finally 
run its course?”  It's too early to answer this question with any conviction. However, it is 
interesting to note that if the correction does stop here, it will have been nothing more 
than an average market event. 
 
The following chart shows one well-known index, the S&P 500. The S&P 500 
experiences average intra-year drops (as shown by the red numbers) of 14.2% per 
year.  Despite these drops, the S&P 500 has generated positive annual returns in 27 of 
the last 36 years.   
 
Investors with short memories tend to forget that volatility has been muted by central 
banks around the world pumping stimulus into the financial markets since 2008. Now 
that our own Federal Reserve has announced its plans to reduce these efforts, 
investors will need to reacquaint themselves with "normal" volatility. 

 
 
HCM’s view remains that the odds are against entering a sustained bear market unless 
the US slips into recession in the next 12 to 18 months. While the jury is still out on this 
question, this is not something we consider to be a high probability event. As a result, 
we are handling our portfolios with our traditional correction protocol. That means we 
are executing regular rebalances of all strategic portfolios and making tactical 
adjustments only in our advance and defend portfolios. 
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We are encouraged by the fact that nearly each of our turning point indicators found 
bottoms last week and began to show short term reversals. We are also happy to see 
the recent relative strength of foreign stocks. 
 
We would become more defensive if our turning point indicators failed or if our 
recession indicators began to indicate an increased probability of economic recession in 
the United States within the foreseeable future. 
 
Last Week’s Headlines 
 

• The minutes from January's Federal Open Market Committee meeting highlight a 
mixed bag of economic indicators. While the Committee noted improving labor 
market conditions, increased household and business spending, and an 
improving housing sector, these positive trends were somewhat offset by slowing 
economic growth, inflation running below the Committee's target rate of 2.0%, 
soft exports, and declining inventory investment.  
 
At present, due to the apparent uncertainty of inflationary trends and economic 
growth, the Committee maintains its intent to gradually increase the federal funds 
rate, which will likely remain, for some time, below levels that are expected to 
prevail in the longer run. 

 
• Housing starts and building permits for privately owned housing units were both 

down in January from the prior month. Applications for building permits for new 
home construction were at an annual rate of 1,202,000 - 0.2% below the revised 
December rate, but 13.5% above the January 2015 estimate. Privately owned 
housing starts for January were at an annual rate of 1,099,000, which is 3.8% 
below December's rate, but 1.8% above the rate from a year earlier.  
 

 
 
 

• The prices producers receive for goods and services, as measured by the 
Producer Price Index (PPI), advanced 0.1% in January, following a 0.2% 
decrease in December. As reported by the Bureau of Labor Statistics, the 
increase in producer prices is attributable to a 0.5% advance in prices for 
services, which offset a 0.7% drop in the prices for goods. Looking at trends in 
this segment of the economy, producer prices are down 0.2% compared to 
January 2015, marking the 12th straight year-over-year decline. As an indicator 
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of inflationary trends, downward movement in producer prices may lead the 
Federal Open Market Committee to hold off on further interest rate increases for 
the time being. 
 

 
 

 
• The Conference Board Leading Economic Index® for the U.S. declined 0.2% in 

January following a 0.3% decrease in December. According to the report, 
January's decline was driven primarily by large declines in stock prices and 
further weakness in initial claims for unemployment insurance. However, the 
report further states that despite back-to-back monthly declines, the index doesn't 
signal a significant increase in the risk of recession, and its six-month growth rate 
remains consistent with a modest economic expansion through early 2016.  

 
• For the week ended February 13, there were 262,000 initial claims for 

unemployment insurance, a decrease of 7,000 from the prior week's unrevised 
level of 269,000. For the week ended February 6, the advance number for 
continuing unemployment insurance claims was 2,273,000, an increase of 
30,000 from the previous week's revised level. The advance seasonally adjusted 
insured unemployment rate was 1.7% for the week ended February 6, an 
increase of 0.1 percentage point from the previous week's unrevised rate.  

 
Eye on the Week Ahead 
 
Several important reports that provide a fairly significant gauge of the economy are 
highlighted this week, including information on new and existing home sales, orders for 
durable goods, consumer spending, and the latest GDP figures.  
 
Key Dates for Reports and Data Releases 
2/23:  Case-Shiller Home Price Index, consumer confidence, existing home sales  
2/24:  New home sales 
2/25:  Durable goods orders 
2/26:  GDP, international trade in goods, personal income and outlays, consumer          

sentiment 
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Weekly Focus – Think About It  
 
"If you are not willing to risk the usual, you will have to settle for the ordinary." 
 -Jim Rohn, author and motivational speaker 
 
 
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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