
                                                          
                                                                                                                                                                                                                                                                

 
Happy New Year!        January 11, 2016 
 
Markets of all shapes and sizes limped across the finish line at the close of 2015.  As the 
chart below shows, both stocks and bonds had a difficult year.  Important to notice is the 
benefit that dividends had on most asset classes.  That is why we incorporate an element of 
dividend growth in nearly all of our strategies. To appreciate just how tough it was to make 
money in 2015, it is interesting to know that even Warren Buffett's heralded Berkshire 
Hathaway lost 12.48% last year. 
 

 
 
Here is the good news:  while we can’t change the market’s path, the tools HCM uses to 
prepare for and defend against difficult markets worked just as they were designed. 
 

• Income from our dividend growth strategy helped fund distributions for clients 
taking withdrawals. 

• Bond ladders produced risk free cash flow so that equity securities did not need to 
be liquidated during difficult markets to meet cash flow needs. 

• Diversification into lower risk asset classes provided a buffer to help offset equity 
risk. 

• Tax location allowed us to capture tax advantages made available as a result of the 
market’s volatility. 
 

2015 Overview 
 
Volatility may be the word to best describe the equities markets for the majority of 2015.  
They were impacted by economic stress in China and Greece, coupled with underwhelming 
corporate earnings reports, falling oil prices, and terrorist attacks both here and abroad. 
While some economic sectors, such as housing and labor, offered favorable news, others, 
including exports and wages, showed little in the way of positive movement. Nevertheless, 
despite inflation running below the Fed's target rate of 2.0%, there were enough signs of 
overall economic growth to prompt the Federal Open Market Committee to raise interest 
rates in December for the first time since 2006. 
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HCM Strategy Shifts 
 
While we remain committed to global diversification within each of the major economic 
regions of the world, we anticipate bringing some money closer to home until the potential 
impact of rising U.S. interest rates within a slowing global economy are better understood.  
This will result in reallocating some international and emerging market exposure to U.S. 
large-cap dividend and large-cap blend asset classes. 
 
Please visit HCM’s Blog page on our web site for a 2015 Snapshot of important market and 
economic events. 
 
HCM’s 2016 Outlook 
 
Dwight Eisenhower was famous for saying "in preparing for battle, I've always found that 
plans are useless, but planning is indispensable.” 
 
You know we don’t make predictions about an unknowable future, and you know that our 
“Crystal Ball” is in the shop waiting for parts.  However, at HCM we do go through a very 
detailed and disciplined process as we regularly update our capital market assumptions.  
This process generates potential market outcomes based on a variety of independent 
scenarios.  In real life, however, these scenarios do not happen independently, but in 
concert with a multitude of other events, some good and some not so good, all happening at 
the same time.  As a result, actual outcomes may look nothing like the individual forecasts. 
 
So, much like Eisenhower’s battle planning, we believe attempting to predict the future is 
largely unproductive. However, the detailed exercise of thinking through multiple scenarios 
and how we would act in different situations is indispensable. 
 
As you know, we think about the market’s return potential over periods that constitute full 
market cycles. These periods can last five years or more.  Market valuation is an excellent 
tool for understanding the likely outcomes over these time frames. 
 
Our view for some time has been that, based on market valuations, either economic 
fundamentals must improve or full cycle returns will be below long-term averages. 2015's 
poor performance helped to work off some of the excess valuation, but more needs to be 
accomplished in order to get long-term valuation metrics back into a normal zone.  With the 
current economic malaise around the globe, improved fundamentals do not appear to be a 
near term solution for today’s stretched values.  Currently, low interest rates and tepid 
inflation are some of the forces holding prices at the high end of their range.  Increasing 
interest rates and inflation are both near-term goals for the Fed that could create headwinds 
for share prices. 
 
As we work through our valuation analysis we consider multiple scenarios.  The following 
have the most impact on our current portfolio allocation: 

• Historical valuation observations 
• Earnings growth  
• The average return for the first year of a slow fed tightening cycle  
• The average return in an election year 
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VALUATION: Our view of the U.S. markets’ potential for gain in 2016, on a valuation basis, 
is much the same as it was at this time last year. With the exception of the “Dot-Com 
Bubble” in the late nineties, the market, as measured by the S&P 500, has been unwilling to 
push the median price earnings multiple much above 22.  With the current median multiple 
now at 22, price increases generated by multiple expansion could prove very elusive.  
Therefore, unless earnings grow fast enough to offset increases in interest rates and 
inflation, prices on a valuation basis are likely capped around current levels.  The risk to this 
scenario is the potential for multiples to contract back toward more normal levels causing 
prices to decline.  
 
EARNINGS GROWTH: When it comes to earnings growth there is currently broad 
disagreement among analysts regarding the level of earnings that can be reasonably 
expected in 2016. Our estimate assumes 8% growth which is less than half of the 
consensus view. We utilize this conservative input because analysts generally begin the 
year with their rose-colored glasses on and ratchet their estimates down over the course of 
the year.  Assuming the energy complex can experience at least the early stages of a 
recovery in 2016 and the global economy does not slip closer to a slowdown, we believe 
our estimates are realistic. If oil continues to languish we believe even our 8% earnings 
growth rate may prove too optimistic.  Over estimating the eventual earnings growth rate is 
the risk to this scenario. 
 
SLOW FED CYCLE: The change in Federal Reserve policy and how it may impact markets 
is on everyone's mind. We believe the market has digested a slow tightening cycle.  The 
obvious risks here include the possibility that the market will not interpret current Fed policy 
as a slow tightening cycle or that the Fed will be forced to raise interest rates faster than the 
market now anticipates. 
 
ELECTION YEAR POLITICS:  Television commentators always have fun with election year 
market predictions and 2016 is no exception. The stock market has tended to follow a four-
year cycle that troughs around the midterms and accelerates into the presidential election. 
As a result, on average, the election year has been the second strongest year of the four-
year election cycle. We must remember that the market hates uncertainty, and political 
uncertainty is no exception.  
 
Historically, the election year is weaker in the first half and rallies during the second half. 
The general wisdom for this phenomenon is that the market is relieved when the winner of 
the presidency begins to be well anticipated, regardless of party. 
  
While there are many other forces that will impact markets during 2016, we believe the 
exercise of thinking through a number of the main drivers such as earnings, multiples and 
cycles helps us prepare for things we can't know about the future, such as how China's 
economic fortunes or any of a myriad of other economic and geopolitical events may impact 
the global economy and markets. 
 
We would not be surprised to see at least one significant correction exceeding ten percent 
this year as well as a second less significant price decline.  Even with these bumps in the 
road, we're optimistic that stocks will beat both bonds and cash during 2016 and over the 
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longer term horizon. Therefore, barring changes to our underlying data upon which we base 
our assumptions, we are prepared to maintain our equity exposure close at our current 
levels for the foreseeable future.  
 
HCM Events and Activities 
 

• HCM was nominated as a finalist for the Cincinnati Business Courier’s 2015 Best 
Places to Work awards. In November, a group from HCM attended the celebration 
held at the Cintas Center and enjoyed seeing all of the other Cincinnati companies 
who achieved this recognition. 

• In October, HCM started our volunteer work with the Adopt-a-Class Foundation. 
Once a month we visit the class with a team from HCM. Our focus has been 
teaching math skills related to saving/spending money and how money can grow.  

• In November, Mary Anne and Jake attended the 2015 Schwab IMPACT conference - 
one of the largest and longest-running RIA conferences with close to 2,000 total 
attendees. The conference is an annual event to hear industry experts on topics 
ranging from technology to succession planning to business development.  HCM 
attends the Schwab IMPACT event annually to stay abreast of industry news and 
trends. 

• We are planning our “Now I Get It…” client seminars for 2016. The first topics 
include Social Security Strategies on March 16th and Estate Planning Essentials on 
May 18th. We will publish the details of these workshops under the News|Events tab 
of our website. 

 
Invitation to Contact Your HCM Advisor 
 
As always, I would like to thank you for your confidence in HCM.  We are honored to have 
your business.  If you have any questions about anything that was not covered in this letter, 
please feel free to contact us at your convenience. 
 
If it has been a while since you met with your Advisor for an investment and planning 
review, please give us a call.  It is a good idea to regularly review your investment 
objectives and discuss changes in your financial situation with your HCM Advisor. We are 
available to meet in person or to schedule a conference call, if that is more convenient for 
you.    
Sincerely, 

 
 Michael T. Hengehold, CPA/PFS MST RICP® 
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