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What's next for HCM portfolios? 
 
We believe the fact pattern influencing the difficult start in 2016 reflects a market 
correction within an ongoing bull market, rather than the start of something bigger.  At 
the core of our reasoning is the belief that the United States is not headed into 
recession this year. In addition, central banks around the globe have stated their 
intention to continue to provide economic stimulus if necessary. Historically, when these 
conditions are present, (the U.S. economy is growing and central banks are providing 
stimulus) the chances for a full-scale bear market are relatively low, although the 
possibility does exist.  
 
It is because of this possibility, and the risk management mandate for the HCM 
Advance and Defend™ portfolios, that we may take defensive steps if the support 
levels that have been in place for nearly a year and a half are breached.  
 
On Friday, the markets rallied aggressively off of these support levels in another 
successful retest.  While the U.S. equity markets were closed yesterday for Presidents 
Day, foreign markets and our own future’s contracts continued to show strength. At the 
time of this writing, today’s action continued this positive trend. 
 
While we are pleased to see the market correction seem to stop at the support level we 
identified, we have no way of knowing what the future holds.   Should these support 
levels fail, we will reduce equity exposure in the HCM Advance and Defend™ 
portfolios to provide an additional layer of defense against the possibility of a lasting 
bear market driven by excessive valuations.   
 
Following are some key observations regarding our portfolio positioning: 
 

 Barring some serious downside surprises that would worsen the global economic 
outlook, the global stock market recovery will be likely to continue without falling 
into a significantly deeper bear market. 
 

 In spite of the press you may have seen, weak Januarys have failed to correctly 
predict the rest of the year in five of the six last cases.  The S&P 500 has 
declined in six of the past nine Januarys. Only one of the previous six bearish 
signals has been correct (2008).  One of those cases was the January loss of -
7% in 2009, after which the index gained 35% over the February-December 
period.  With valuations still high, we are not expecting anything like that, but we 
do believe that, if the U.S. can escape recession, stocks will deliver positive 
returns and beat bonds in the process. 

 
 We will continue to watch for further deterioration in the model and for signs that 

the chances of a waterfall decline are increasing, in which case we will be likely 
to cut our equity allocation more aggressively. 
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 If the markets are moving into a sustainable advance, we would expect to see 
bullish readings on all of the internal indicators of our Global Balanced Account 
Model, plus a return to neutral readings on Global and U.S. sentiment 
indicators. We would also expect to see volatility continue to recede from the 
extremely high levels that tend to mark the point of maximum fear. 
 

 It would also be encouraging to see the Financials regain relative strength. This 
would further confirm that the worst of the credit risk is behind us and that the 
global economic outlook is improving, with longer term bond yields likely to rise 
with equities and improving prospects for loan demand and profit margins. 

 
 Among regions, relative strength trends have been mixed and indecisive. But we 

will be watching to see if Emerging Markets and markets in the Asia Pacific 
region emerge as leaders in a new uptrend, given their relatively attractive 
valuations.  

 
 In order to see a market on the road to recovery, we will be watching 

for strengthening internals, broadening participation, and increasing evidence 
that risk aversion is giving way to risk appetite. With the confirmation that 
a sustainable advance is underway, we will readdress the relative strength 
prospects and consider increasing equity risk for a potential election year rally. 

 
 
Weekly Focus – Think About It  
If your actions inspire others to dream more, learn more, do more and become more, 
you are a leader. John Quincy Adams 
 
 
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. 

 
• • • 

6116 Harrison Avenue Cincinnati, OH 45247 


