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Improving Breadth of Economic Activity

2016 in Review: Fundamentals Still Drive the Market

One of the more obscure - but nonetheless 

important metrics – tracked by the industry is 

the diffusion of economic activity. Economic 

diffusion indexes measure the proportion of 

industries that are positively contributing to 

economic growth – put more simply, they track 

the breadth of economic activity throughout the 

economy at any given point in time. Broader 

economic participation levels are the hallmark 

of a healthy economy, whereas more narrow 

leadership (in both the economy and stocks) 

tends to breed a more volatile, less stable 

market environment. Following a substantial 

decline over the 2014-15 timeframe, it has been 

encouraging to see a sustained uptrend in this 

index as key industry groups, including 

Housing and Energy, begin to contribute to 

growth in a more meaningful way.

A variety of disruptive macro and geo-political 

effects drove headlines and played upon the 

minds of investors in 2016. Between the constant 

specter of Fed rate hikes, concerns about oil 

prices, and political surprises in the U.S. and 

Britain, it seemed as though some event of great 

consequence was continually driving the market 

higher or lower. A deeper study, however, 

suggests that while these headlines may have had 

an effect upon investor psychology and 

confidence, the underlying fundamentals of the 

stock market continued to be the driving forces of 

any sustained increases or decreases. 

Throughout the balance of 2016, the ISM 

Manufacturing Index (which monitors the tone of 

business confidence across the domestic 

economy) tracked hand-in-hand with the S&P 

500. The indicator peaked and troughed 

alongside the broader stock market, suggesting 

that improvement or deterioration of the 

underlying fundamentals (rather than event-

driven headlines) were the drivers of true changes 

in the direction of the market.  While distracting, 

investors must ignore the “noise” and keep an eye 

on the fundamentals. 
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The January Effect

The Importance of Diversification

The ‘January Effect’ refers to a well-known stock 

market phenomenon that is couched in the idea 

that several seasonal anomalies support rising 

stock prices. Tax selling by investors in December 

in order to ‘harvest’ losses to mitigate any capital 

gains tax liability artificially depresses stock prices 

in December, and the liquidity provided by this 

practice theoretically leads to greater buying in 

January. Additionally, many retail investors will 

be receiving bonuses and pay raises going into the 

new year, and they are likely to direct a portion of 

that to their investment portfolios. Lastly, market 

psychology has an effect here as investors try to 

get ahead of the ‘January Effect,’ buying stock and 

actually contributing to the resulting gains. This 

effect has not been as strong in recent years, and 

it is suggested that this seasonal arbitrage has 

now been internalized and exhausted by market 

participants. It will be interesting to see whether 

2017 experiences a ‘January Effect.’

The classic “Asset Quilt” of market returns is a 

testament to the age-old adage, "Don’t keep all your 

eggs in one basket." Diversification gives you a 

better chance of managing your behavioral 

instincts through the process of rebalancing – this 

is well articulated by the diversified composite 

portfolio (labeled ‘Asset Alloc.’). While being 

diversified means you may never be a top 

performer, you will also never be the biggest loser. 

The asset quilt is a useful visualization of the 

challenge that managers face in their efforts to 

consistently identify which asset classes are likely 

to outperform in the year ahead. Over the past 15 

years, the best-performing investment categories 

have been emerging-market equities and REITs. 

While emerging-markets’ promising economic 

growth prospects and impressive long-term 

performance may seem obvious, the asset class has 

been at best a middling performer since 

2009. REITs on the other hand have been the top 

performing category in five of the past seven years.  

If history is any indication, REITs’ performance 

may ‘revert to the mean’ at some point over the 

next few years.
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com.

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be 

construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be 

engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings 

published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.

http://www.harbourcapitaladvisors.com/

