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Market Insights for the Week Ending August 26, 2016 
 
Markets traded in a narrow range most of last week waiting for Janet Yellen’s 
comments following the Federal Reserve summit in Jackson Hole, Wyoming.  There 
are two key questions that investors want the Fed to answer. 
 
When will the next interest rate move take place? 
 
Where is the tipping point (known as the neutral rate) where future interest rate 
increases will start to hurt the economy? 
  

Analysts were hoping for a clear answer to the first question about when the Fed will make its next 
move.  For those who have followed the interest rate saga, it is no surprise that Yellen did not offer 
any monumental revelations.  Instead, Ms. Yellen teased analysts when she said the case for a rate 
hike has strengthened in recent months.  The possibility of a rate hike sooner rather than later was 
further enhanced when Stan Fischer (Vice Fed Chair) said that Yellen’s comments were consistent 
with a Fed that could raise rates when they meet September 20-21 of this year.  The odds of an 
increase at the September meeting would be bolstered if we get a positive surprise in this Friday’s 
employment report. 
 
The interplay between interest rates and inflation are an important topic for HCM.  Our current thesis is 
that market (longer term) rates will stay controlled, even if the Federal Reserve bumps the Fed Funds 
rate.  This is because of the downward pressure being placed on interest rates by central banks in 
other parts of the world.  HCM believes inflation is already starting to stir as evidenced by the cyclical 
equity sectors that have been outperforming as of late.  This mixture of stable interest rates and 
increasing inflation pressure would be an indication that a reallocation in favor of both cyclical equities 
and inflation protected fixed income securities, would be warranted.  This is a decision that we expect 
to make in the next few weeks. 
 
Market Activity 
Markets were generally off a bit last week with developed foreign equities being the lone exception.  
U.S. stocks, as measured by the Russell 3000 (IWV) lost about .57% for the week.  Developed foreign 
markets (EFA) gained approximately .19% for the week while emerging markets (EEM) lost 
approximately .99%.  Bonds (AGG) were down about .15% for the week.  (Note: performance is based 
on the change in net asset value.) 
 
Last Week's Headlines 

 With no Federal Open Market Committee meeting scheduled for August, the focus was on 
FOMC Chair Janet Yellen's presentation at Jackson Hole, Wyoming, last week. The highlight of 
Yellen's speech was her statement that, "in light of the continued solid performance of the labor 
market and our outlook for economic activity and inflation, I believe the case for an increase in 
the federal funds rate has strengthened in recent months." Clearly, these remarks open the door 
to a rate increase as soon as next month, although Yellen cautioned that the ultimate decision 
would rest on incoming data, not the least of which is the latest jobs report out this week. 
 

 The gross domestic product increased at an annual rate of 1.1% in the second quarter of 2016, 
according to the second estimate released by the Bureau of Economic Analysis. Last month's 
advance estimate had the second-quarter GDP increasing by 1.2%. In the first quarter, the GDP 
increased 0.8%. The increase in real GDP in the second quarter primarily reflected positive 
contributions from personal consumption expenditures (PCE or consumer spending) and exports 
that were partly offset by negative contributions from private inventory investment, residential 
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fixed investment, state, and local government spending and nonresidential fixed investment. 
Imports, which are a subtraction in the calculation of GDP, increased. 

 
 Judging by the advance report on factory orders for July, manufacturers should be pretty busy in 

the coming months. According to the latest report from the Census Bureau, new orders for 
durable goods (expected to last at least three years) jumped 4.4% in July after falling 4.2% in 
June. Shipments increased by 0.2% for the month, while factory inventories, down for the past 
six months, gained 0.3% over June.  
 

 
 

 Sales of new single-family homes continued to expand in July, as the Census Bureau reported 
sales increased 12.4% compared to June. New home sales are 31.3% above July 2015. 
  

 
 

 Lack of inventory in many parts of the country is curtailing the sale of existing homes, according 
to the latest report from the National Association of Realtors®. Total existing home sales, which 
are completed transactions that include single-family homes, townhomes, condominiums, and 
co-ops, fell 3.2% to a seasonally adjusted annual rate of 5.39 million in July, down from 5.57 
million in June. For only the second time in the last 21 months, sales are now below (1.6%) a 
year ago (5.48 million). With inventory at a premium, the lack of affordable homes for sale is 
discouraging prospective buyers despite low mortgage rates. 
 

 In the week ended August 20, the advance figure for seasonally adjusted initial unemployment 
insurance claims was 261,000, a decrease of 1,000 from the prior week's unrevised level. The 
advance seasonally adjusted insured unemployment rate remained at 1.6%. The advance 
number for seasonally adjusted insured unemployment during the week ended August 13 was 
2,145,000, a decrease of 30,000 from the previous week's revised level. 
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 The Markit Flash U.S. Manufacturing Purchasing Managers' Index™ (PMI™) registered at 52.1 

in August, down from July's nine-month high of 52.9. A reading over 50 indicates improving 
business conditions. August saw a further upturn in overall business conditions, albeit at a 
slower rate than in July.  
 

 
 
 

 According to the University of Michigan's Index of Consumer Sentiment, confidence eased back 
in late August to register a trivial decline to 89.8 from the July reading of 90.0. Less favorable 
personal financial prospects were largely offset by a slight improvement in the outlook for the 
overall economy. 
 

 
 
 

Eye on the Week Ahead 
Two important economic reports are out next week. Personal income and outlays focuses on 
consumer income and spending, and includes the personal consumption expenditures price index - a 
favored measure of inflation for the Fed. The week closes with the latest employment situation report, 
which can be a market mover. 
 
Weekly Focus – Think About It  
“The goal is not to be perfect by the end, the goal is to be better today.” Simon Sinek, Author 
 
HCM Mission Statement 
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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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