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The first half of 2016 was a period of low growth and high uncertainty.  In the first half of 2016, 
diversified portfolios posted gains while Britain attempted, unsuccessfully, to spoil those results as 
stocks swooned following the Brexit vote.   
 
It also had more than its share of daunting moments as the markets faced some of the greatest 
volatility they have seen in years.  2016 started with the S&P 500 posting its worst first two weeks 
of any year in its 88-year history.  By February 11th, the Dow and S&P had both fallen 10%.  
Those declines were brought on by fears concerning global recession, a Chinese hard landing, 
political uncertainty, and plunging oil prices. 
 
As fears subsided, stocks rallied back, and by June 8th the S&P was within 1% of its record high. 
Then, surprising most observers, on June 23rd the United Kingdom voted to leave the European 
Union.  In the wake of the vote:  

• The British Prime Minister resigned. 
• The British pound sterling fell 11% to 1.33 against the U.S. dollar, its lowest level since 

1985. 
• The euro fell 2.4% to 1.10 versus the U.S. dollar.  
• Developed international, and emerging-markets equities all plummeted, causing a two-day 

route of 5% in the S&P 500 and 8% in the MSCI Europe Index.  
 

Executive Summary 
Heading into the second half, we expect the equity markets to remain choppy but to continue 
making improvement through seesaw progress as we grapple with the political fears 
associated with our own election as well as the remnants of the issues outlined below.   
 

• HCM believes that Europe, excluding the U.K., will do better than it has in years as 
markets come to realize that Brexit will not be as bad as many fear.  

• HCM believes global sovereign bond yields will remain low, making it difficult to obtain 
any meaningful yield from the highest quality bonds.  As a result, high quality bonds in 
diversified portfolios are now relegated to the sole job of protection and providing 
needed ballast in the event of recession or other market shock.  We are looking at 
different solutions to increase yield by expanding credit exposure while keeping 
duration risk at its current minimal level.  

• Since we believe interest rates will be relatively stable in the near future, we will 
continue to hold our allocation to dividend growth stocks.   

• The final portfolio modification we are considering at this time is increasing our 
exposure to smaller cap securities. This is because after a multiyear period of 
significant underperformance versus larger-cap stocks, HCM no longer views small 
companies as being significantly overvalued.  As a result we will be increasing our 
exposure to this asset class.  

• HCM will continue holding an overweight allocation to equities in the near term. 
 

Even though we are positive on the near and intermediate term prospects for stocks, we still 
believe U.S. equities are overvalued when viewed through a long-term lens. We see their 
expected returns over the next five years as unattractive relative to their risks.  Unless 
politicians can work together to provide meaningful fiscal stimulus, we expect to build exposure 
in other asset classes. 
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After two days of selling, cooler heads returned and the S&P gained at least 1% in each of the last 
three days of the quarter to finish 1.5% below its May 2015 record high. Amid all the volatility, two 
other trends drove returns in the first half: 

• The reversal in commodity prices (most notably oil.)  
• The new low in government bond yields. 

  
Oil hit a 12-year low on January 20, 2016, and then rallied to post a gain of more than 25% for the 
quarter, its best start since 2009.  The 10-year Treasury yield closed at the bottom of its trading 
range at just 1.46% on June 27th. Dating back to 1962, only three days in 2012 saw lower yields.   
Around the world, ten-year yields in Japan, Germany, and Switzerland ended June in negative 
territory. The low rates resulted in a rebound in commodity-based sectors, equity markets, and 
drove continued strength in bond proxies.  
 
Concerning interest rates, following the Brexit decision, central banks are likely to hold interest 
rates lower for longer.  This should provide support for equity prices.  If the Federal Reserve 
passes on increasing rates in July, a decision now in question following the snap back in June’s 
employment report, they will likely not consider an increase again until after the election. 
 
Other positives for equities include our belief that the U.S. economy will experience improvement 
in the second half of 2016.  Further, we believe that the trough in corporate earnings is behind us 
and that earnings should begin to show improvement in the current quarter and the quarters that 
lie ahead because of stabilization in oil prices and the dollar. 
 
HCM Events and News 
 HCM Vaults have been updated to include the 2nd Quarter 2016 and other year-to-date 

information. If you need a “refresher” in connecting to the Portal, please call HCM Client 
Services at 513.598.5120. 
 

 We are very excited to announce that we have been named a Semi-Finalist for the 2016 
Goering Center Family and Private Business Award. This annual recognition program 
honors Tri-State firms that exemplify the best in family and private business practices. 
Finalists will be announced September 13th at the awards celebration. 
 

 We are planning our Fall client seminar to be held on two dates: September 24th and 
October 4th. The topic is “Your Healthy Brain as You Age: You Can Make a 
Difference.” We are encouraging our clients to attend with their adult age children to help 
facilitate conversations around this important topic. Please visit the News/Events page of 
our website and the July Quarter Report for more information. 

 
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 


