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3rd Quarter Market Observation 
Speaking of investment policy, HCM’s base case scenario continues to be one of slow growth 
with very timid central bankers around the world.  This, pared with our belief that legislators are 
very aware of their responsibility in keeping the global recovery on track, leads us to moderately 
overweight equities in our current allocations.  While we are maintaining a bias toward equities, 
this is a relative valuation decision that recognizes bonds, especially high quality and government 
bonds are overvalued.   
 
We are under no illusion that stock returns will be robust, although we do believe that, after 
tolerating elevated election volatility, we will be compensated for taking on risk in equities, 
selected credit, emerging markets and alternative assets. Higher yielding dividend stocks may 
come under pressure as interest rates rise, so we prefer companies that can sustainably grow 
dividends. We believe that until we have clear signs that growth is returning, markets will be 
capped by rich valuation.  
 
Any portfolio reallocations during the balance of 2016 will likely be driven by the fact that 
defensive sectors such as utilities and consumer staples may start to struggle due to valuations 
near all-time highs and less-than-stellar fundamentals. Long-term rates appear to have bottomed, 
while short-term yields are now above their pre-Brexit levels. This is important because many 
dividend stocks are sensitive to interest rate changes. As a result, we are experiencing valuation 
imbalances where cyclical sectors are cheaper than defensive sectors. This valuation reality will 
create opportunities for long-term investors. Also, as rates rise, investors may be coaxed back 
into bonds, creating additional pressure on already overextended defensive securities. 
 
Market volatility is expected to increase going into the last few weeks of the election if the 
outcome continues to be in question.  If we see an election related pullback in prices it will be 
primarily sentiment related and not a fundamental concern.  This means that any decline should 
be short-lived and create an opportunity to acquire risk assets at more attractive prices.  For this 
reason, HCM’s Advance and Defend™ portfolios may trim equity exposure prior to the election in 
order to have cash reserves available to take advantage of such a situation. 

HCM News and Information 
 

• Before touching on any other topics, please look at the back page of your HCM 
Newsletter to see the recent HCM Baby Boom. 

 
• We just concluded our 2016 series of Client Education Events with a discussion about 

what we can do to keep our brains healthy as we age.  If you missed these sessions 
and would like to receive the materials that were distributed, please contact Sally at 
(513) 598-5120. 

 
• Hold the date for our first event for 2017.  On January 24th we will be welcoming 

Jeffrey Kleintop, a leading global strategist whose opinions we consider when 
developing HCM investment policy.  See your Newsletter for more details. 

 
• Now in our 11th year, we are happy to be again treating our clients and families to 

Festival of Lights tickets for the 2016 Holiday Season. Look for more information about 
how to request tickets in early November. 
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Regardless of whom wins the election, factors such as inflation, interest rates and global growth 
are more important to markets and these areas remain largely outside of presidential control. As a 
result, the impact of the election on the markets is likely to be more muted than the campaign 
hype might suggest. 
 
In summary, we believe that the road may get a little bumpy, but there are still positive returns in 
front of us.  The end will not come until the Federal Reserve breaks something or the new 
politicians prove that they cannot make progress on fiscal stimulus.  Let’s enjoy it while we can.  
And, we are going to vote for ……………! 
 
Invitation to Contact Your HCM Advisor 
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.    
 
As always, we appreciate the opportunity to work with you and we thank you for your confidence. 
 
Sincerely, 

 
 Michael T. Hengehold, CPA/PFS MST RICP 
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