
Friends,  
 
I hope you all had a wonderful Thanksgiving!  With Black Friday behind us, falling snow, and seasonal 
music on the radio; it feels like the holiday season is in full swing!  About this time every year I renew my 
goal to get the as much done early in the month, so I can enjoy the second half of the month. I usually 
fail.  But if at first you don’t succeed, try again right?  Wish me luck, and I hope you all have a great 
week! 
 
HOUSING 
If the housing market is any guide, the economy seems to be doing just fine.  October housing starts 
boomed to 1.32mn units (according to Bloomberg), way above expectations, with both single and multi-
family starts rising to levels we haven’t seen since before the housing crisis.  Continued expansion in the 
near future looks likely as well, as permits for new construction also look strong.  And according to First 
Trust economist Brian Wesbury, there’s plenty of room for future growth, “Based on population growth 
and ‘scrappage,’ housing starts should rise to about 1.5 million units per year, so much of the recovery in 
home building is still ahead of us; the general rise in home building that started in 2011 is far from 
over.”  See the attached for details. 
 
INFLATION 
The recent CPI reports are showing inflation beginning to accelerate.  The index is +1.6% over the past 
year, but is +2.5% over the six months and +3.5% over the past three months.  This is the fastest rate of 
inflation we’ve seen in over 4 years, and coupled with strong housing and employment data, is probably 
just enough support for the Fed to raise rates again next month.  And if history is any guide, inflation will 
likely continue to rise through the Fed’s rate hike cycle.  See the attached for details. 
 
NOT YOUR FATHER’S EMERGING MARKETS 
Last week I mentioned emerging markets as possibly an attractive opportunity if election-related 
weakness in the asset class persists.  Since the election, the MSCI emerging markets index is only down 
about 5% (according to Bloomberg), which is not an insignificant move, but considering the inherent 
volatility of the asset class, not a large enough move to really call it a screaming bargain.  However, if 
we’re comparing current emerging market valuations to historical averages, it’s worth considering how 
the nature of emerging market economies have changed over the years.  Kim Catechis, head of global 
emerging markets for asset manager Martin Currie, published a report recently highlighting the value in 
emerging markets.  He mentions many of the arguments that favor emerging markets, like higher 
growth and higher dividend yields, but also highlights other interesting factors.  For example, while the 
decline in return on equity in developed markets looks likely to continue, the decline in ROE for 
emerging markets looks like it’s bottoming.  The composition of companies in the index has also 
changed significantly since the housing crisis, with the energy sector component falling nearly in half, 
and the technology sector component more than doubling.  Further, emerging market country 
fundamentals have also changed.  During the Long Term Capital Management and Asian Currency Crisis 
of 1998, emerging markets were hit particularly hard due to currency pegs and large government 
deficits (Catechis points out debt-to-GDP ratios >10% were common).  However, all the currency pegs 
are gone, and the large deficits of the past are much fewer in number.  If the fundamentals are 
significantly better today, then comparing current valuation to historical averages might not make 
sense, and a premium valuation over historical averages could be justified.  So, while I’m not pounding 
the table on emerging markets, I think there’s a strong argument that they have a place in growth 
investors’ portfolios. 
 


