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“Not Bad, Not Too Bad At All*” 
 

 
What did the S&P 500 do in 2017 that it had never done before?  
 
Looking back at 2017  
 
The events many worried about in early 2017 – including decisions from the new U.S. 
Administration, skyrocketing interest rates, the election of a far-right government in France and 
aggressive U.S. trade policy – didn’t materialize. Global markets as measured by the MSCI All 
Country World Index closed at record highs 61 times, and the volatility of the S&P 500 Index hit its 
lowest level since the early 1960s allowing us to escape any corrections during 2017.  In fact, the 
S&P was profitable each month of 2017.  That is something that has NEVER happened before.  
 
HCM’s globally diversified investment policies benefitted from the fact that both emerging and 
Asian markets were among the top performers in 2017.   
 
Our research suggests that the persistent low volatility we have enjoyed in 2017 can continue for 
longer than many believe. This is because equity market volatility tends to stay low in steady 
economic expansions, provided systemic financial vulnerabilities remain in check. While we do 
see pockets of froth in the credit markets that give us concern, we believe that central banks 
around the world will do their best to avoid upsetting the apple cart as they gradually increase 
interest rates.  
 
Speaking of central banks, it is worth noting that low interest rates are not just about our own 
Federal Reserve.  In fact, low rates in other countries, and a lull in inflation, may well be the 
driving force keeping interest rates in check.    
  
Looking ahead to 2018  
 
We believe the markets are underestimating the durability of the current economic expansion. 
Many investors believe the end of the market cycle is near, as the gap between potential and 
actual GDP is shrinking in the U.S. Yet history tells us that economies can run beyond long-term 
potential for some time before peaking.  This does not mean we will continue to avoid the 
occasional correction (expect a 5%-7% dip every six months or so).  Bull markets need occasional 
corrections to keep them fresh.  
 
Helping to underpin this progress in 2018 will be the the newly minted tax-reform bill.  It appears 
to us that most HCM clients will see a modest decline in their tax bill and businesses will benefit 
with a lower tax rate, meaning more to the bottom line for shareholders.  Regardless of one’s 
political persuasion, this should be a positive force for investors.  
  
If we believe conditions warrant, HCM will execute risk management strategies to help mitigate 
the impact of market gyrations. 
 
We believe the low inflation trend will begin to reverse in 2018 as U.S. core inflation rises back to 
a 2% target.  This is a major reversal from the deflation fears that were prevalent just a few years 
ago.  It is a different story in Europe where inflation pressure will likely remain muted through most 
of next year. 
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The fact that valuations have risen, market volatility has stayed low, and many perceived risks 
have not materialized, HCM believes markets are now vulnerable to temporary sell-offs. While we 
don’t see any major risks triggering a full out bear market, we believe the odds of a typical 5% to 
10% correction are more likely than not in the next six months. This condition is precisely why we 
have reduced our overweight equity allocations to neutral using fixed income asset classes as a 
risk management tool. 
 
2017 was a good year for HCM, as well  
 
HCM Clients progressed toward their financial goals and HCM added talent in several areas: 

 
Client Service/Operations  Kimberly Penzes 
Research    Doug Johnson CFA 
Financial Planning   Dan Rinck     
 

• We increased our physical space in our Western Hills office by 50% and completed 
renovations of about half of that space.  2018 will bring our next construction project.   

• We continued to improve our technology in all aspects of the Firm.   
• We have also made significant progress in the design of a new HCM Socially Responsible 

Portfolio™ strategy that we will be introducing in the next few months. 
• Looking back, I think we could say that 2017 was Not Bad, Not Bad At All. 

As we do every chance we get, I would like to thank our clients, business associates, vendors and 
friends for your loyalty, kindness and friendship.  It is much appreciated. 
Here is to a great 2018! 
 
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 
 
 
 
 
*President Whitmore, from the Movie Independence Day  
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