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Market Insights for the Week Ending January 27, 2017 
 
The biggest event at HCM last week was our 2017 Outlook Event where we hosted Jeffrey 
Kleintop, Schwab’s Chief Global Strategist, to hear his market forecast for 2017. Jeff is one of 
several key strategists HCM utilizes to source the institutional research we use in determining 
the portfolio policies for two of our strategies, the HCM Advance and Defend™ and Strategic 
portfolios.  We also shared HCM’s views about how and why our portfolios are positioned as 
they are. 
 
Moving into 2017, the economy appears to be making only modest progress.  Friday’s report 
of fourth quarter GDP showed quarterly growth of 1.9% and annual growth for 2016 of 1.6%.  
The fourth quarter was a noticeable deceleration from the third quarter’s 3.5% growth.   

 

 
 
Both consumer and small business confidence are now at their highest levels in more than twelve 
years, suggesting that increases in consumption and business investment will be sustained into the 
New Year.  These positive trends will likely cause the above GDP estimates for 2017 to prove modest 
if the proposed tax reform, fiscal stimulus and reductions in regulation championed by the new 
administration gain traction.  We believe that will eventually happen in a watered-down form.  Progress 
on these fronts is necessary for our forecast of higher stock prices in 2017 to become reality.  
 
We are in the middle of earnings season and so far the results have not been decisive as we have 
seen a variety of beats, misses, and changed outlooks for the year.  However, barring any big 
negative surprises over the next few weeks we should see a continuation of the growth turn around 
that started in the third quarter of 2016. 
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A slow upward trend in earnings, coupled with a simulative fiscal policy through 2019, business 
friendly tax and regulation reform make U.S. stocks look attractive, relative to bonds, in 2017.  Our 
longer term views for U.S. stocks, however, are not so rosy. 
 
Based on our current capital markets assessments, high yield bonds, intermediate term credit and 
floating rate bonds look more attractive to us than Treasuries, but a diversified approach to fixed 
income investing is still appropriate given the Fed’s course of gradual tightening.  For this reason a 
significant portion of our fixed income allocation is positioned in strategic bond allocations.  
 
We believe that some international exposure is still warranted given growth prospects abroad, in spite 
of the effects of a modestly rising dollar.  We favor Japan and emerging markets.  We plan to remain 
underweight Euro countries and the U.K. until Germany and France clear the uncertainties related to 
their elections later this year and the path for Brexit is made clearer. 
 
Market Activity 
 
U.S. Stocks, as measured by the Russell 3000 (IWV) gained ground last week picking up about 1.08% 
for the week while developed foreign markets (EFA) followed suit gaining 1.28%. Emerging markets 
(EEM) were the biggest winner adding 2.52% for the week.  Bonds (AGG) were essentially flat, adding 
a very modest .04% for the week. (Note: performance is based on the change in net asset value.) 
 
Last Week's Headlines 
• The economy, as measured by the gross domestic product, slowed in the fourth quarter, 

expanding at a tepid 1.9% annual rate. This rate falls short of the third-quarter annual growth rate 
of 3.5%, which had been the strongest in two years. A positive in the report is the growth in 
personal consumption expenditures and private inventory investment. However, they were offset 
by a downturn in exports and an acceleration in imports, leading to a widening trade deficit. 
Overall, while economic growth has been consistent at around 2.0% since the recession of 2008, 
the average rate of expansion is the weakest since 1949.  

 

 
 

• Orders for manufactured durable goods fell during the latter part of 2016. New orders for 
manufactured durable goods in December decreased $1.0 billion, or 0.4%, to $227.0 billion 
following a 4.8% drop in November. However, excluding transportation equipment and defense, 
both of which drove the decrease, new orders actually jumped 1.7%.  
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• Lack of inventory and rising mortgage interest rates cooled existing home sales in December. 
Sales of existing homes fell 2.8% for the month to a seasonally adjusted annual rate of 5.49 
million, down from a revised 5.65 million in November. With last month's slide, sales are only 0.7% 
higher than a year ago. Nevertheless, existing home sales finished 2016 at 5.45 million sales — 
the highest total since 2006.  
 

• The trade deficit for goods (not including services) narrowed slightly in December, according to the 
Census Bureau's advance report. The international trade in goods deficit was $65.0 billion in 
December, down $0.3 billion from $65.3 billion in November.  
 

• Consumers are more confident in the economic future, according to the University of Michigan's 
Surveys of Consumers. The Index of Consumer Sentiment increased from 98.2 to 98.5 in January, 
while the Index of Consumer Expectations jumped from 89.5 in December to 90.3 in January. The 
only negative is in Current Economic Conditions, which fell 0.6 percentage point to 111.3.  

 

 
 

• In the week ended January 21, the advance figure for seasonally adjusted initial unemployment 
insurance claims was 259,000, an increase of 22,000 from the previous week's revised level. The 
previous week's level was revised upward by 3,000 from 234,000 to 237,000. The four-week 
moving average was 245,500, a decrease of 2,000 from the previous week's revised average. This 
is the lowest level for this average since November 3, 1973, when it was 244,000.  
 

Eye on the Week Ahead 
 
This week is highlighted by the latest report on the employment situation for January. While the 
unemployment rate has remained low, wage and salary increases have moved at a slow rate.  
 
Key Dates/Data Releases 
 
1/30: Personal income and outlays 
1/31: Consumer confidence 
2/1: PMI Manufacturing Index, ISM Manufacturing Index, FOMC meeting 
2/3: Employment situation, ISM Non-Manufacturing Index 
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Weekly Focus – Think About It  
 
“As we express our gratitude, we must never forget that the highest appreciation is not to utter words, 
but to live by them.”  John F. Kennedy 
 
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. 

 
 • • • 


