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Market Insights for Feb 6, 2018 
 

 
 

Should I Buy or Should I Sell? 
 
In the 1980’s film “Wall Street”, Gordon Gecko (Michael Douglas) advises his young 
protégé Bud Fox (Charlie Sheen) that he should “never get emotional about stocks, it 
clouds your judgement.”  Later in the film, Fox returns the same line to Gecko as he is 
getting payback for being misled on a deal.  The normally cool, calm and calculating 
Gecko is losing money hand over fist and begins to allow his human hardwiring to take 

over.  He orders his trader to “dump it” as the screen fades to black.  He panics!   
 
And, as a reminder – IT IS NEVER TIME TO PANIC! 
 
The last few days have been a harsh reminder that the market can go down.  The S&P finished trading 
yesterday down more than 7% from its all-time high reached just a few days before.  Several theories 
have been floated for what caused the decline:  
 

• a stock market that has run too far too fast  
• rising interest rates 
• rising inflation expectations  
• a new Fed Chair 
• a falling dollar 

 
The answer is probably a little of each and likely more.   
 
It is important to remember that markets are dynamic and require room to breathe and adapt to new 
information.  This process of adapting creates the volatility that all successful investors learn to work 
with.     
 
When our amygdala (the prehistoric part of our brain that tries to save us from dangerous threats – like 
a saber tooth tiger eating us) kicks in, our emotions can put us at more risk than the markets.  
Emotional decision making often runs high during volatile markets, but as Gordon Gecko and Bud Fox 
remind us, it can also cloud one’s judgement.   
 
The important question is: What do we do now, if anything? 
 
The first thing we need to do is confirm HCM’s base-case forecast which is that synchronized global 
growth should be supportive of higher asset prices going forward.  However, we don’t expect things to 
be as easy as they were in 2017 and more days like yesterday and Friday are the reason why. 
 
Market volatility is normal and often presents opportunities and gives the market a chance to catch its 
breath.  The run that the market has been on since mid-December was both historic and 
unsustainable.  To illustrate this point, the chart below shows the S&P 500 looking back 10 years. 
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The bottom part of the chart shows a statistic called “RSI” or Relative Strength Indicator.  RSI is a 
measure of market momentum.  The higher the reading, the stronger the positive momentum is in the 
market.  During the week of Jan 29th, this indicator nearly hit 90, which is the highest it’s been in a 
decade!  The takeaway is that a pullback from these levels was likely because the market had gotten 
ahead of itself. 
 
Back to the all-important question: What do we do now?   
 
HCM has already trimmed equity risk exposure via a rebalancing effort in late January.  This resulted 
in moving excess equity exposure to bonds.   
 
Our next steps will depend on how interest rates behave in the near future.  If rates stabilize, we will 
likely add to equities to offset the effects of the recent market decline.  If interest rates continue to rise 
and the internal market indicators we monitor break down, we will likely take further risk reduction 
steps.  Either way we will be following the data and not our emotions.    
 
Emotional decision making often runs high during volatile markets.  This recent downdraft “feels” bad 
because we haven’t experienced a meaningful pullback for a long time.  However, as the chart below 
shows this is just par for the course as most years’ experience even larger declines and still do well. 
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The red dots indicate intra-year declines, while the grey bars represent the total return for the 
respective calendar year.   
 
 
HCM will remain diligent and update clients frequently if volatility remains elevated.   
 
 
 
If you have questions about the current market movement please contact a member of HCM’s 
Wealth Advisory Team: 
 
 
Mike Hengehold (Mike@HengeholdCapital.com)  Casey Boland (Casey@HengeholdCapital.com) 
 
Jake Butcher (Jake@HengeholdCapital.com)  Jim Eutsler (Jim@HengeholdCapital.com)  
 
Greg Middendorf (Greg@HengeholdCapital.com)    Steve Hengehold (Steve@HengeholdCapital.com) 
 
Doug Johnson (Doug@HengeholdCapital.com)  
 
 
Disclaimer 
Any tax or other advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
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Additional Notes: 
• The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 

stock market in general. 
• Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 

future performance. 
• Past performance does not guarantee future results. 
• You cannot invest directly in an index. 
• Consult your financial professional before making any investment decisions. 

 
• • • 

 
 
 

 


