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Market Insights for the Week Ending February 3, 2017 
 

The Dow broke 20,000 last week – for the second time.   
 
The backing and filling we have seen in the markets recently is a normal digestion 
process to be expected after the rapid jump in prices that occurred in the weeks 
following the election.  In the post-election period, investor sentiment, by many 
measures, jumped to extreme positive levels.  These extreme positive sentiment 
readings are a contrarian warning sign that often precedes market pullbacks.   
 
Typically, when sentiment reaches extremely high levels, buying is exhausted and 
both prices and sentiment correct, setting the stage for a renewed advance.  The 

same is true at negative extremes.  This cycle has repeated itself from exuberance to despair since 
the beginning of markets.   
 

 
 
As the chart shows, sentiment has reversed from extreme highs.  When this happens, sentiment often 
declines below 40.  It is then reasonable to expect a low single digit correction in prices.  For these 
reasons, HCM is holding equity allocations near neutral levels with some cash available as a result of 
our reduced allocation to bonds.  If we get a modest correction, as sentiment resets, we will use this 
cash to again increase our equity exposure as we remain positive toward equities looking out through 
the balance of the year. 
 
This week we will be reallocating a portion of our small-cap exposure (currently maximum overweight) 
into larger companies.  While small cap stocks have dramatically outperformed larger companies over 
the last year we believe that cycle is slowing down.  We intend to maintain a modest overweight to 
smaller companies after the trade is complete.   
 
Market Activity 
 
Last week’s U.S. stock returns were rescued by a Friday rally.  U.S. stocks as measured by the 
Russell 3000 (IWV) gained about 0.24% for the week while developed foreign markets (EFA) eked out 
a very modest 0.03% advance. Emerging markets (EEM) added 0.32% for the week.  Bonds (AGG) 
were essentially flat, losing about 0.03% for the week. (Note: performance is based on the change in 
net asset value.) 
 
 
Last Week's Headlines 

 
• Payroll growth surged in January. There were 227,000 new jobs added in the month, far exceeding 

the 157,000 jobs created in December. January's total is the best since last September and is 
greater than the 2016 monthly average of 187,000. New jobs in retail trade (46,000), construction 
(36,000), and financial activities (32,000) led the way. The unemployment rate ticked up 0.1 
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percentage point to 4.8%, while the labor participation rate also increased 0.2 percentage point to 
62.9%.  
 

• Consumer inflation climbed in December, according to the latest report from the Bureau of 
Economic Analysis. Personal (pre-tax) income and disposable personal (after-tax) income each 
rose 0.3% in December. Personal income increased 3.5% in 2016, compared with an increase of 
4.4% in 2015. Disposable personal income increased 3.8% in 2016, the same increase as in 2015. 
Consumer spending also increased as personal consumption expenditures (PCE), the preferred 
inflationary gauge of the Fed, climbed 0.5%.  
 

• The Federal Open Market Committee decided to maintain the target range for the federal funds 
rate at 0.50%-0.75%. Since its last meeting in December, the Committee noted that the labor 
market has continued to strengthen and that economic activity has continued to expand at a 
moderate pace. The Committee next meets March 14-15 when, once again, a rate increase will be 
on the table for consideration. 
 

• The Conference Board Consumer Confidence Index®, which reached a 15-year high in December, 
retreated in January. The index now stands at 111.8, down from 113.3 in December.  According to 
Lynn Franco, Director of Economic Indicators at The Conference Board, "The decline in confidence 
was driven solely by a less optimistic outlook for business conditions, jobs, and especially 
consumers' income prospects." 
 

• In the week ended January 28, the advance figure for seasonally adjusted initial unemployment 
insurance claims was 246,000, a decrease of 14,000 from the previous week's revised level. 
  

Eye on the Week Ahead 
 
Economic reports this week focus on international trade. The Census Bureau's report on the 
December trade deficit is important in that it is the first such report following President Trump's 
election. The last report showed that the deficit increased about $3 billion to $45.2 billion in November. 
Also, the preliminary report on import and export prices is released later in the week. For 2016, import 
prices grew at a rate of 1.8%, while export prices increased at 1.1% — indicative of the strength of the 
dollar. 
 
Key Dates/Data Releases 
 
2/7:   International trade, JOLTS 
2/10: Treasury budget, import and export prices, consumer sentiment 
 
Weekly Focus – Think About It  
 
“Worry is the interest you pay on a debt that you may never owe.” – Keith Caserta  
 
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. 
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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. 

 
 • • • 


