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Excessive Optimism to Realism    March 31, 2018 
 
The 1st quarter of 2018 brought us back to the days when events that last year would have rolled 
off the market’s back, are now making investors jittery.   
 
During the quarter we witnessed: 

• Market concerns  over inflation 
• Trade worries over protectionism 
• The possibility of new regulations on technology firms   

While the spike in volatility does not mean the bull market is ending, we are clearly heading 
into a more challenging environment. 
 
Although the economy is not showing signs of slowing, risks to growth are rising as trade issues 
emerge and the Federal Reserve continues to increase interest rates. The Fed raised concerns 
with a slightly more hawkish tone than was expected from new Fed. Chair Jerome Powell. 
 
With the announcement of the original steel and aluminum tariffs, and the retaliatory action on 
U.S. soybean exports to China, trade war concerns are elevated. At this point, because both 
Canada and Mexico are exempted and we are negotiating with the EU and Australia, we believe 
the situation will be more like a playground tussle than an all-out trade war.  Also, when 
considering the impact of these actions, it is important to consider that the tariffs may not 
ultimately be enforced as negotiations continue with China.  Fortunately, we haven’t seen a true 
trade war since the Smoot Hawley Tariff Act went into law in the 1930s, and we don’t think we will 
see one now. But the risk does exist, and it has clearly unnerved many investors.  
 
Concerns over the release of personal data by Facebook and the President’s Twitter attack on 
Amazon have raised the prospect of more government regulation on the tech sector.  
 
As news ebbs and flows, we expect positive earnings reports in a few weeks to help markets 
reestablish their advance.  Should trade protectionism stay on the front burner causing companies 
to dial back their profit expectations, our view would likely change, and defensive actions may 
need to be taken as a risk control measure in HCM Advance and Defend™ portfolios. 
 
So, while many markets have come off the optimistic extremes reached in January, they have a 
long way to go before we would consider them “on sale” and worthy of increasing equity risk.  Our 
view is that we are stepping away from excessive optimism and moving toward more realistic 
valuations.  While stock prices for the first quarter (as measured by the S&P 500) were down 
about 1%, (besting bonds, AGG) they are still up more than 13% over the last year.  Remember 
that we expect lower equity returns over the next five to seven years, with equities still beating 
bonds but returning about half of their historical norms.  
 
While it is too early to tell if the concerns outlined above will push markets into a full-fledged bear, 
the fact is no one can predict the near-term future when it comes to investment markets.  Talented 
investors learn how to interpret the present conditions and use that information to intelligently 
manage their exposure to risk.   
 
We do not believe we are moving into a true bear market now, as there are no threatening signs 
of recession on the horizon.  Should this change we will certainly become more defensive.  In any 
case, here is what the current market looks like compared to markets in correction mode vs. those 
that are breaking down into a full-fledged bear. 
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Source: Charles Schwab. Bloomberg data as of 3/27/2018. Past performance is no indication of future results. 
 
HCM News 
Please take a look at the enclosed Quarterly Newsletter where there are several articles about 
HCM in the community.  My favorite is Page 4, where you can see pictures of the newest HCM 
team members “one year later” – very cute! 
 
Bagel’s anyone?  Harrison Avenue improvements include Cincinnati Children’s, Christ Hospital, 
and several new offices and restaurants.  Over the last 6 months, there have been four 
construction projects within 100 yards of our office.  We will be happy when the dust settles! Our 
newest neighbor is Panera’s, so the next time you are visiting HCM, you know where we are 
going for lunch! 
 
Annual Notice of our 2018 ADV Part 2 and 2B 
As a registered investment advisor, we provide certain important information to you on an annual 
basis, which is included in this Annual Notice. 
 
Our most recent disclosure statement, Form ADV Part 2 and 2b are now available.  There have 
been no material changes since the February 1, 2017 Form ADV Part 2 brochure.  If you need a 
copy at any time, please call us at 513.598.5120 or send an email request to 
info@hengeholdcapital.com.  A copy is also available on our website, hengeholdcapital.com.  
Additional information regarding our firm is available at adviserinfo.sec.gov. 
 
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 


