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4th Quarter Market Observation 
While our base-case concludes that stocks will be higher when we celebrate New Year’s 2018, 
that does not mean we believe 2017 will be clear sailing.  In fact, even normal years include 
volatility that many investors find scary.  Some panic and sell at these times which often proves to 
be just the wrong thing to do.  More often than not, the smartest thing to do is buy when the 
market experiences these anticipated pullbacks.  The following chart shows what you can expect 
in the way of price corrections over time.   
 

 

Executive Summary 
The “Trump card” has been played!   As a result, 2017 promises big changes politically, 
economically and tax-wise. These “promises” all support the argument for higher stock prices 
a year from now.  The big question is whether or not 2017 will deliver on these promises.   
 

• HCM’s positioning for 2017 is based on current U.S. economic growth and inflation 
progress that should be enhanced by the new Administration’s economic plans for tax 
reform, repatriation of foreign profits and stimulus spending.  This, along with an 
improvement in the global economy, should be positive for equities and bad for bonds.  
Growing global debt, the rise of political populism and geo-political threats remind us 
that there are still many threats that could upset the apple cart.  For these reasons, 
HCM remains fully invested recognizing the need for diversification in both our 
Strategic and Advance and Defend™ portfolios.  We are waiting for modest pullbacks 
(see below) to add to our equity allocations. 

• Interest rates should continue to rise in 2017 (bad for bonds) at a modest pace due to 
sluggish global growth and cautious central banks around the world. For this reason, 
HCM is overweight credit risk and underweight duration in our fixed income 
allocations. 

• If the new Administration appears to have relatively clear sailing with its key agenda 
items, U.S. equities should continue to perform well in the year ahead, bolstered by 
expectations for stronger anticipated growth. While interest rate increases should not 
derail stock gains, they may well define winners and losers in 2017 with cyclical 
sectors (such as financials and technology) outpacing defensive sectors (such as 
utilities and real estate). The impact of rising rates may cause HCM to refine our 
Dividend Growth™ Strategy focusing on lower yields (to reduce interest rate risk) in 
exchange for higher dividend growth rates. 

• Emerging market (EM) stocks and bonds are threatened by the potential for higher 
U.S. interest rates which could produce a more expensive U.S. dollar. However, with 
attractive valuations relative to developed markets and an improving relative growth 
rate of emerging markets over developed markets, EM assets clearly have an 
important role to play in HCM’s diversified portfolios in producing long-term portfolio 
growth. 
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As you can see, it is normal to experience declines of about 5% four times in a typical year.  HCM 
generally attempts to use these declines to purchase equities when they “go on sale”.  However, 
investors need to know that there is always the chance that these small declines could turn into a 
bigger correction or even a bear market every five years or so.  This is why we utilize the HCM 
Safety Net™ for clients taking distributions so their income during the correction and recovery 
period can be protected.   
 
Important factors to consider as we enter 2017, and we think about the potential duration of the 
current bull market, is that the U.S. economy is in the eighth year of economic expansion, making 
it the fourth longest since 1900 and the last bear market ended in March of 2009. However, so far 
economic growth in this recovery cycle has averaged just 2.1% per year, the slowest of all the 
post-World War II expansions. This ho-hum recovery is reminiscent of Abby Joseph Cohen’s 
concept of a Silly Putty recovery where slow and steady positive progress allowed modest gains 
to continue for a longer than “normal” period of time.  However, clearly there are risks if the new 
Administration’s stimulus programs either fall flat or are “too successful”.  The first outcome could 
cause the economy to stall while the second would cause a spike in inflation and excessive 
preemptive action by the Fed which would ultimately be the death knell for the current bull. 
 
For now we are optimistic, fully invested and waiting for an opportunity to increase our stock 
holdings. 
 
For more detailed information about HCM’s portfolio positioning check out our weekly market 
commentary. 
 
HCM Events and News 
 We think the timing is perfect!  On January 20th the new President and Congress will be in 

place and on January 24th, we are hosting our 2017 Economic Outlook event to be held 
with Guest Speaker Jeffrey Kleintop, Chief Global Strategist at Charles Schwab.  The 
event will be a breakfast meeting between 7:30 a.m. – 9:30 a.m. on January 24th, at the 
Hyatt downtown Cincinnati.  Jeff is one of the key strategists HCM uses when formulating 
our investment policy.  Seating is limited. To make your reservation call 513.598.5120 or 
email diane@hengeholdcapital.com 

 
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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