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WHEN IS A GOOD TIME TO CHANGE YOUR ASSET ALLOCATION? 

When markets become volatile, or when they are hitting an all-time high as they are 

now, it is tempting for individuals to want to change their asset allocation (or portfolio 

composition) and weight their portfolios more heavily toward the asset class that is 

outperforming and underweight the asset class that is not performing as well. 

However, in any given year, any asset class can be the best or the worst performer. 

This means that it is extremely difficult to consistently choose only the winning asset 

class. Therefore, making constant adjustments to the portfolio in search of returns can 

prove problematic for investors. 

WHAT IS ASSET ALLOCATION?  

Your asset allocation is how your portfolio is divided among different asset classes 

such as stocks, bonds, alternative investments (what we categorize as hybrids), etc. 

This division is based on your unique characteristics such as your objectives, age, cash 

flow needs, as well as your current attitude toward risk. Before the appropriate asset 

allocation can be determined, we require investors to complete a risk profile 

questionnaire, as well as have a discussion with their Wealth Advisor to gain an 

understanding of their goals and cash flow needs.  
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4Q16 ECONOMIC OVERVIEW: INCIPIENT INFLATION 

Despite an unprecedented amount of quantitative easing and a prolonged period of 

easy monetary policy by the Federal Open Market Committee (“FOMC”), the ongoing 

economic cycle has been defined by persistently low inflation resulting from lackluster 

economic growth. 

However, the market reaction to the surprise victory of president-elect Trump in 

November sparked an immediate reaction to the prospect of considerable inflationary 

fiscal stimulus. As the market repriced risk assets, growth domestic product (“GDP”) 

growth, and interest rates, there was also an upward revision to intermediate- and 

long-term inflation expectations. Many of the fiscal policies and economic programs 

promoted by the new administration are likely to exert and/or result in increased 

inflationary pressures, therefore investors responded accordingly to the emergence of 

a direct path towards higher inflation. 

As early as the second half of 2015, several indicators were signaling a shift in the rate 

of inflation, such as declining slack in the labor market and an emerging upward trend 

in the rate of wage inflation. Given already tight capacity, excessive fiscal stimulus and 

extreme revisions to trade policy could intensify inflation. In particular, policy 

initiatives designed to moderate and reduce immigration are likely to curb labor 

supply growth at a time when labor market conditions are 
Continued on next page 
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already exhibiting signs of tightness, with any 

reduction in the potential labor force likely to lead to 

accelerated wage inflation. 

LABOR MARKET SUPPLY & DEMAND 

Prior to 2015, labor markets had yet to experience 

noticeable wage inflation due to residual slack in the 

labor market and persistently low participation rates. 

Over the past two years, however, labor market data 

and employment trends have improved considerably, 

and the supply of capable labor is limited. 

As we mentioned in a previous newsletter (December 

2015 INSIGHTS), there has been an ongoing shift in 

supply and demand dynamics within the labor 

market over the past two years, as illustrated in Chart 

I by the Job Opening and Labor Statistics (“JOLTS”) 

data, published by the U.S. Bureau of Labor Statistics 

(“BLS”), wherein openings have consistently 

exceeded hires since the end of 2014. total U.S. 

nonfarm job openings, represented by the blue line in 

Chart I, have been tracking ahead of total U.S. 

nonfarm hires (i.e., the red line) since February 2015. 

This would seem to indicate that the number of 

available positions has been greater than the number 

of employees hired, indicating a potential deficit of 

qualified candidates to fill available positions and demand 

outstripping supply. 

When we originally recognized this emerging 

disequilibrium in the labor market in December 2015, we 

correctly inferred that a persistent imbalance in labor 

market supply and demand would signal and contribute to 

an acceleration in the rate of wage inflation, as measured 

by the seasonally-adjusted year-over-year change in real 

average hourly earnings (i.e., the green line in Chart I), 

provided by the U.S. Department of Labor (“DOL”). As a 

lagging economic indicator, the recent data provide strong 

evidence that this gap in job openings relative to hires has 

effectively contributed to pulling wage inflation higher, 

with the annual rate of wage inflation 
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MONTHLY INDEX REVIEW (USD TOTAL RETURN) 

DATA AS OF JANUARY 31ST 2017 
JANUARY 

2017 2015 2014 2016 

S&P 500 +1.90% +1.38% +13.69% +11.96% 

Dow Jones Industrial Average +0.62% +0.21% +10.04% +16.50% 

NASDAQ Composite +4.35% +6.96% +14.75% +8.87% 

Russell 2000 +0.39% -4.41% +4.89% +21.31% 

MSCI Emerging Markets +5.48% -14.60% -1.82% +11.60% 

MSCI EAFE +2.91% -0.39% -4.48% +1.51% 

Barclays US Aggregate +0.20% +0.55% +5.97% +2.65% 

Continued on next page 

Source: FactSet Research Systems, Inc. 

CHART I: WAGE INFLATION VS. JOLTS DATA 

http://rinehartwia.com/december-2015-insights-edition-24/
http://rinehartwia.com/december-2015-insights-edition-24/


ABOUT RINEHART 

Rinehart Wealth & 

Investment Advisory is 

an experienced, 

boutique Registered 

Investment Advisor 

dedicated to 

independent, 

comprehensive wealth 

management. Founded 

in 1985 by Mary 

Rinehart, the firm, from 

its inception, has had a 

singular focus: to 

provide highly 

customized investment 

management and 

financial planning 

solutions to clients.  

Boutique Firm: 

Being a boutique wealth 

management firm allows 

us the flexibility to 

provide more 

personalized service and 

offer unique investment 

solutions to clients in a 

Fee-Only environment. 

Team Approach: 

Because each client’s 

situation is different, the 

team of advisors is hand

-selected to ensure areas 

of expertise are 

appropriately aligned 

with the client’s specific 

needs and interests. 

Proprietary Investment 

Research: 

The differentiating 

factor of our portfolio 

management process is 

the proprietary 

investment research 

driving the portfolio 

construction. All 

investment research and 

analysis is done entirely 

in-house by our 

Investment Team. 

4Q16 ECONOMIC OVERVIEW: INCIPIENT INFLATION 

increasing +73.37% from 1.69% in 

December 2014 to 2.93% as of December 

2016. That being said, there is still significant 

cyclical upside to annual rate of wage 

inflation, as evidenced by the prior cycle high 

of +3.61% achieved in June 2007: this 

represents additional potential upside of 

+23.21% from current levels. It is worth 

noting, however, that this milestone was 

achieved only four months before equity 

markets peaked in October 2007. 

Given an economy operating near full 

employment, it is reasonable to expect that 

wage inflation will continue to increase 

alongside broader inflationary pressures. 

DIMINISHING SLACK IN LABOR FORCE 

The rate of wage inflation has experienced 

natural upward pressure from an 

increasingly tight labor market, indicating 

diminished slack in the labor force. 

Below in Chart II, we the tightness in the 

labor market is evidenced by comparing 

nonfarm payroll data, which measures the 

total number of paid U.S. workers (excluding 

government employees, private household 

employees, employees of nonprofit 

organizations, and farm employees) to the 

U.S. working-age population (i.e., persons 

aged 15 to 64). The slack created in the labor 

market following The Great Recession is 

almost completely gone. After hitting a 

cyclical low of 65.29% in December 2009, the 

ratio of paid U.S. workers to the U.S. working

-age population rose to 70.54% in December 

2016: the highest level since January 2008. 

This would seem to indicate that the 

dramatic deterioration in labor market 

conditions and the enormous labor supply 

glut caused by The Great Recession is gone, 

and there is no longer an unemployment 

problem in our country. If anything, the 

constraint appears to be the number of 

qualified workers not idle workers. 
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Source: FactSet Research Systems, Inc. 

Continued on next page 

CHART II: U.S. NONFARM PAYROLLS AS A % OF WORKING-AGE POPULATION 

PRIOR CYCLICAL PEAK: 
DECEMBER  2006 = 70.72% 
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STOCK & STRATEGY SPOTLIGHT 

NAME TICKER 

JANUARY 

2017 

General Electric Co. GE -6.01% 

DESCRIPTION & INVESTMENT THESIS  

The Investment Team is revisiting General Electric Co. (“GE”) and updating its investment thesis after shares sharply sold off -2.18% 

on January 20th in response to the company’s disappointing 4Q16 and FY2016 earnings results. Operating results were mixed to 

slightly negative for FY2016, as organic revenue growth was flat year-over-year (“YoY”), while core operating margins declined -30 

basis points (“bps”) YoY, driven primarily by GE’s Oil & Gas vertical. The market’s negative reaction left shares trading at 17.8x next 

twelve months’ (“NTM”) numbers on an EV/EBITDA basis: this is approximately a full standard deviation below the stock’s 15-year 

historical average forward-looking EV/EBITDA multiple of 20.1x. At an implied discount of -11.44% vs. historical average, current 

valuation levels are placing excessive emphasis on near-term operating headwinds while overlooking cyclical tailwinds. 

Furthermore, shares of GE are trading at an even wider discount of -28.23% relative to the stock’s prior-cycle peak multiple of 24.8x 

EV/EBITDA NTM, which suggests that there is sufficient upside potential for positive multiple expansion. GE has failed to 

participate in the cyclical rally, with shares underperforming both the S&P 500® Index and the S&P 500® Industrials Sector Index 

by -4.09% and -8.01%, respectively, since November 2016. Lastly, GE returned $30.5 billion to shareholders via dividends and share 

buybacks in FY2016 - an increase of +17.3% vs. FY2015. The Investment Team believes that, given GE’s solid long-term operating 

track record, attractive relative and absolute valuation levels, economic exposure to late-stage cyclical tailwinds, and the company’s 

commitment to responsibly returning capital to shareholders, shares of GE are increasingly appealing for long-term investors. 

Should the new administration initiate punitive 

immigration policies, the upward pressure on wage 

inflation is likely to intensify as a result of a structural 

reduction in the U.S. economy’s ability to supplement 

growth in the working-age population, which has been 

declining for several years - for additional information on 

population and demographic trends, please reach out to a 

member of the Investment Team to request our newest 

emerging markets whitepaper. Moreover, if these policies 

are put in place alongside fiscal stimulus (e.g., 

infrastructure spending), the demand for labor should 

outpace the readily available supply of labor within those 

industries that are the likely beneficiaries of such spending 

programs, creating potentially dangerous levels of upward 

pressure on wage inflation. Obviously, carefully-crafted 

policies will be necessary to manage a percolating 

inflationary environment, as often rapid rates of wage 

inflation coincide with market tops. 

FOURTH QUARTER ECONOMIC OVERVIEW 

As always, we look forward to discussing these topics, as 

well as other pressing economic issues, during our 

Quarterly Economic Overview webinar: details and 

registration information are provided below. 

Please feel free to contact us at (980) 585-3368 or 

evanness@rinehartwia.com if you have any questions. 

4Q16 ECONOMIC OVERVIEW: INCIPIENT INFLATION 

DATE: Thursday, February 9th 

TIME: 10:00 AM EST 

REGISTRATION INFORMATION 

Please refer to the following link, which was included in the 

original email, or look for additional registration reminders, 

which will be sent out prior to the webinar. 

To register for the webinar, please click here.  

A recording will be available on our website after February 10th. 

mailto:evanness@rinehartwia.com?subject=RWIA%20Fourth%20Quarter%202016%20Economic%20Overview
https://attendee.gotowebinar.com/register/7268427548646135809
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WHY IS ASSET ALLOCATION IMPORTANT? 

The asset allocation decision is the most 

important decision in the portfolio 

construction process. This is because it is the 

major determinant of risk and return for a 

given portfolio. Research suggests that over 

90% of a portfolio’s return is determined by 

its asset allocation. In the short term, 

markets are highly unpredictable. The 

investor who makes decisions based on 

recent market trends often ends up buying 

and selling at the wrong time. Instead of 

reacting to short-term market movements, 

the guesswork is eliminated by maintaining 

an appropriate asset allocation across several 

asset classes. This diversified asset allocation 

approach helps to reduce risk, as well as 

provide greater exposure to the returns of 

several investment classes. 

WHEN SHOULD ASSET ALLOCATION 

CHANGES BE MADE? 

Changes are typically warranted when there 

is a change in an individuals’ circumstances. 

This could result from entering the 

retirement phase and therefore having a 

change in cash flow needs. An up or down 

swing in the stock market is not a time when 

asset allocation changes should be made.  

Aside from a change in circumstances, 

periodically portfolios are often rebalanced 

back to their targets. The primary goal of a 

rebalancing strategy is to minimize risk 

relative to a target asset allocation, rather 

than to maximize returns. Over time, assets 

grow at varying rates. As one category grows 

beyond the targeted percentage, another 

decreases to a level lower than desired 

creating an opportunity for rebalancing the 

portfolio. There is no optimal frequency or 

threshold when selecting a rebalancing 

strategy. Annual rebalancing is likely to be 

preferred when taxes or substantial costs are 

involved. 

Over time if not properly rebalanced, the 

portfolio will likely drift from its target asset 

allocation, acquiring risk and return 

characteristics that may be inconsistent with 

an investor’s goals and objectives. By 

periodically rebalancing, Portfolio Managers 

seek to reduce the exposure to this risk and 

make sure that investors’ portfolios stay true 

to their target asset allocation. 

YOU HAVE LONG-TERM FINANCIAL GOALS 

As an investor, you are planning to build or 

preserve wealth for your long-term financial 

goals such as retirement. Over the long term, 

investment returns are relatively stable. 

Finding the appropriate investment strategy 

and exercising the discipline to stick with it 

at all times is difficult. However, discipline 

can really pay off for investors, as markets 

historically go through cycles. Investors who 

flee markets in time of stress risk missing out 

on the positive growth of a recovery. 

It’s easy to be tempted to make adjustments 

when markets fluctuate. When markets are 

hitting an all-time high, it is tempting to want 

to make changes to capture more of the 

potential upside of the market momentum. 

Likewise, when the market is correcting, it is 

tempting to want to exit the market and stay 

on the sidelines because no one wants to lose 

money. However, if your asset allocation 

appropriately reflects your attitudes toward 

risk, as well as your long term objectives, it 

can help you stay invested and help increase 

the likelihood that you will reach your 

financial goals. 
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“Markets invariably move to undervalued and overvalued extremes because human 
nature falls victim to greed and fear.” 

William Gross 



CFA SOCIETY 17TH ANNUAL FORECAST DINNER 

On January 10th, 

Rinehart sponsored a 

table at the CFA 

Society of North 

Carolina’s 17th Annual 

Forecast Dinner. 

This year, keynote 

speakers included 

Grant Williams, co-

founder of Real Vision TV and author of Things That 

Make You Go Hmmm…, one of the most widely-read 

financial publications around the world, and Dr. Ben 

Hunt, Chief Investment Strategist at Salient Partners and 

author of Epsilon Theory, a newsletter and website 

dedicated to examining and analyzing capital markets. 

Rinehart has been a proud sponsor of this event for the 

past 5 years. 

EMERGING MARKETS MANAGER PANEL EVENT 

Rinehart will be hosting 

an exclusive portfolio 

manager panel featuring 

four emerging markets 

investment professionals 

on Wednesday, February 1st at Del Frisco’s of Charlotte. 

The panel will be moderated by Brittany Danahey, CFA. 

We would like to thank all of you who have registered, 

and we look forward to seeing everyone at what we hope 

will be a fun and informative event! If you are unable to 

attend the event, please keep an eye out for a review of 

and update on the event in next month’s edition of 

INSIGHTS, which will include highlights and 

commentary from our distinguished panelists. 

CFA EMERGING MARKETS MANAGER PANEL EVENT 

In conjunction with 

our event, the CFA 

Society of North 

Carolina will be 

hosting a breakfast event with the same emerging 

markets panelists on Thursday, February 2nd at the 

Marriott Charlotte City Center. This event will be 

moderated by Rinehart’s Director of Research and 

current CFA Society of North Carolina board member, 

Elliott Van Ness, CFA. 

ENRICHMENT SERIES: CHARITABLE PLANNING 

As part of Rinehart’s February Enrichment Series, 

“Putting Your $ Where Your Values Are: Charitable 

Planning,” we will be hosting our next Women, Wisdom, 

and Wealth event on February 8th from 5:30-7:30 PM. 

Both events are open to anyone interested and you can 

register for either event by contacting your Wealth 

Advisor or by emailing us at rinehart@rinehartwia.com. 

For the complete “Women, Wisdom & Wealth” schedule, 

click here. 

For the complete “Lunch & Learn” schedule, click here. 

ECONOMIC OVERVIEW FEBRUARY LUNCHEON 

Rinehart will also be hosting an in-person luncheon 

presentation of the Investment Team’s Fourth Quarter 

2016 Economic Overview on Friday, February 24th from 

12:00-1:30 PM. 

If you are interested in attending or would like any 

additional information, please email Elliott Van Ness or 

Daniele Donahoe. 

521 East Morehead Street 
Suite 580 
Charlotte, NC 28202 
Phone: 980-585-3373 Fax: 980-265-1274 

rinehart@rinehartwia.com 
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Rinehart Wealth & Investment Advisory 

Wealth management is our only business; therefore, 

our attention is undivided and our intentions are 

transparent. 

Information provided in this newsletter should not be considered or interpreted as advice for 

your particular financial situation. Please consult a professional advisor for advice regarding 

your specific financial needs. 

CIRCULAR 230 NOTICE: To comply with requirements imposed by the United States Treasury 

Department, any information regarding any U.S. federal tax matters contained in this 

communication (including any attachments) is not intended or written to be used, and cannot 

be used, as advice for the purpose of (i) avoiding penalties under the Internal Revenue Code or 

(ii) promoting, marketing or recommending to another party any transaction or matter 

addressed herein. 

This newsletter is for discussion purposes only and represents the opinions of Rinehart Wealth 

Management. 

Rinehart Wealth & Investment Advisory is a Registered Investment Advisor. 

http://ttmygh.com/
http://ttmygh.com/
http://www.salientpartners.com/epsilon-theory/
mailto:rinehart@rinehartwia.com?subject=Rinehart%20February%20Enrichment%20Series
http://rinehartwia.com/womens-enrichment-series/
http://rinehartwia.com/financial-wellness-lunch-learn-seminar-series/
mailto:evanness@rinehartwia.com?subject=Fourth%20Quarter%20Economic%20Overview%20Luncheon
mailto:ddonahoe@rinehartwia.com?subject=Fourth%20Quarter%20Economic%20Overview%20Luncheon
mailto:rinehart@rinehartwia.com?subject=More%20Information%20Request

