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Market Insights for the Week Ending October 7, 2016 
  
There has been much discussion recently about the extended length of the current 
economic and market cycles, the slow growth we have experienced during these 
cycles and if we are coming to an end which would lead to recession and poor market 
returns. 
 
HCM does not believe we are at the end of the market cycle yet.  We have seen an 
expanding group of markets which suggests economic improvement.  And, as market 
breadth has improved, that has led to improving economic breadth. This has provided 
reassurance that earnings growth will continue to rise, consistent with forward 

earnings growth estimates for most markets. Also, accommodative monetary policy remains equity-
friendly.  This does not mean smooth sailing – in fact we expect volatility to increase as we get later in 
the cycle. 
 
While we are not ready to raise the white flag just yet, as we plan ahead we are thinking about the 
next market phase. 
 
When that time comes, positioning a globally diversified portfolio for the end of an economic expansion 
will come down to the trade-offs between the expected benefits and burdens of transitioning to a more 
cautious stance. The benefits of a defensive allocation favoring bonds and cash over stocks during the 
recession-phase need to be weighed against the foregone benefits of being in more heavily allocated 
stocks during the later stages of the growth cycle. 
 
In each of the last three expansions, there were extended periods of stock outperformance late in the 
cycle before the eventual recession and related drawdowns occurred. 1990 and 2001 favored staying 
invested during the late cycle, 2007 did not. 
 

 
JP Morgan and Bloomberg; data through September 2016. For illustrative purposes only. Past performance is no guarantee 
of future results. 

 
At this point, HCM believes that risk assets have the potential to outperform safer fixed-income assets 
through year end as we see recessionary scenarios to be unlikely in the near term.  
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Market Activity 
 
U.S. Stocks, as measured by the Russell 3000 (IWV) lost about .73% for the week while developed 
foreign markets (EFA) lost .76%. Emerging markets (EEM) were the star of the show last week, 
gaining 1.29% for the week.  Bonds (AGG) were down about .51% for the week. (Note: performance is 
based on the change in net asset value.) 
 
Last Week's Headlines 
 

 The number of new jobs created in September fell a bit from August. According to the Bureau of 
Labor Statistics, there were 156,000 new jobs in September, down from 167,000 in August. 
September's total number of new jobs is well below the 178,000 monthly average for 2016. The 
unemployment rate inched up 0.1 percentage point to 5.0%, and the number of unemployed 
persons was little changed at 7.9 million. The employment to population ratio was 59.8 — up 0.1 
percentage point from August, while the labor participation rate was little changed at 62.9. In 
September, the average workweek for all employees on private nonfarm payrolls increased by 
0.1 hour to 34.4 hours. In September, average hourly earnings for all employees on private 
nonfarm payrolls rose by $0.06 to $25.79. Over the year, average hourly earnings have risen by 
2.6%. Overall, this lackluster jobs report should quell any thoughts of the Fed raising interest 
rates when it meets again in November. 
 

 The seasonally adjusted final Markit U.S. Manufacturing Purchasing Managers' Index™ (PMI™) 
registered 51.5, down slightly from 52.0 in August, to signal the weakest improvement in overall 
business conditions since June. Manufacturers noted slower growth in September due to a 
reduction in client demand and diminished export sales. A reading above 50.0 indicates growth, 
but at a slower pace than in August.  
 

 
 

 The U.S. goods and services deficit was $40.7 billion in August, up $1.2 billion from July. 
August exports were $187.9 billion, $1.5 billion more than July exports. August imports were 
$228.6 billion, $2.6 billion more than July imports. Year-to-date, the goods and services deficit 
decreased $4.3 billion, or 1.3%, from the same period in 2015. Exports decreased $62.4 billion, 
or 4.1%. Imports decreased $66.8 billion, or 3.6%. The positive from the report is the increase 
in exports against the continued strength of the dollar. Higher imports reflects strengthening of 
domestic demand for goods and services. 
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 The Institute for Supply Management's Non-Manufacturing ISM® Report On Business® shows 

economic activity expanded in the non-manufacturing, or services, sector in September. The 
non-manufacturing index registered 57.1% in September, 5.7 percentage points higher than the 
August reading of 51.4%. This is the highest reading since October 2015.  

 
 
 

 In the week ended October 1, the advance figure for seasonally adjusted initial unemployment 
insurance claims was 249,000, a decrease of 5,000 from the prior week's unrevised level. The 
advance seasonally adjusted insured unemployment rate remained at 1.5%. The advance 
number for seasonally adjusted insured unemployment during the week ended September 24 
was 2,058,000, a decrease of 6,000 from the previous week's revised level. 
 

 
 

Eye on the Week Ahead 
 
The Columbus holiday week begins with the job openings report for August. While a bit dated, the 
report provides information on the number of job openings, hires, and quits. At the end of the week, a 
couple of reports relating to inflationary trends are available. The Producer Price Index for September 
measures price changes from the producers' perspective relative to goods, services, and construction 
sold to the consumer. The retail sales report offers a comparison on merchandise and services sold to 
consumers based on the total receipts of merchants. 
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Key Dates/Data Releases 
10/12: JOLTS 
10/13: Import and export prices, Treasury budget 
10/14: Producer Price Index, retail sales, consumer sentiment 
 
Weekly Focus – Think About It  
“Life is 10% of what happens to you and 90% how you react to it.”  Charles R. Swindoll 
 
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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