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Executive Summary

While talk of the Federal Reserve’s (Fed’s) “tapering” of monetary policy dominated 
recent discussions, the central bank surprised most observers and elected to postpone 
the first step in “lifting off the accelerator.”
Most recent economic data suggests that U.S. and global economic conditions 

are slowly and tentatively getting better, albeit still moderate, and that risk levels have diminished. 
Nevertheless, the Fed – whose mandate includes both inflation and employment goals – concluded that 
job growth was still not anchored, while inflation remained too far below targets. Further, it worried that 
the ongoing sequester, a possible federal government shutdown and uncertainty over debt ceilings could 
hinder recovery. As a result, in a “close call,” it decided to wait.
We believe this delay is not likely to materially impact either the Fed’s gradual shift from stimulus to 
restraint or the overall direction of the economy. Neither is the rancor and uncertainty around the 
government shutdown and debt-ceiling increase, although the latter skirmish carries higher risk.

Last quarter you talked of “tapering” of monetary 
policy later in 2013, and it certainly dominated 
debate in recent months.

The Fed’s aggressive easing 
policies have been a mainstay of 
economic debate for some time 
and many feel that it’s provided an 
unhealthy support to markets. So, 
naturally, as the beginning of the end 
of easing approaches, it triggered a 
great deal of speculation and worry.

“Beginning of the end” sounds 
dreadful. What do you mean?

After a period of easing, the Fed typically begins 
to pull back on its stimulus as it concludes that the 
economy has gathered momentum and growth in 

GDP and employment no longer 
requires extra stimulus, which 
could ultimately lead to excessive 
inflation if not withdrawn. This 
takes place in two steps. First 
the Fed begins to “lift off the 
accelerator” and move toward 
neutral. This can occur either by 
bringing interest rates to their 

The Fed wants to exit 

stimulus as soon as 

possible, so long as 

economic growth is 

not threatened.
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The equity market continues to weigh the healing in many economic sectors, 
record earnings, supportive monetary policy and even forecasts of economic 
acceleration against uncertainty from many corners – here and abroad – and a 
level of valuation that’s now less alluring.

Although it’s not zero, we feel that the probability of a sustained shock to markets – from 
talk of Fed tapering or a real debt default arising from the acrimony in Congress – is 
low. Even if buffeted near term, markets should be able to return to the mundane task of 
assessing relative value rather than reading political tea leaves (no pun intended…).

Equity Portfolios
Another roBuSt QuArter, Another doSe of unCertAinty

Executive Summary

First, let’s look backwards. Were stocks 
hurt by market nervousness?

Earlier in the quarter, the market was im-
pacted by fears that the Fed would soon begin 
to remove the drug that, in the minds of some, 
is the only factor sustaining stocks – low rates 
and QE. When that came and went and mar-
kets rallied, like dozens of other perceived 
crises that investors have relished worrying 
about, the focus of the news shows and hy-
pochondriacs everywhere shifted to the fiscal 
crisis in Washington.

And still, investors’ portfolios grew at a 
robust pace as the third quarter was again a 
good one, particularly for equities, in spite of 
the uncertainty which seems to be the only 
certain factor of recent years.

Do you feel that the worrying has been 
unwarranted?

It’s not new that markets often “climb a 
wall of worry.” That’s been true for decades. 
What we find new is the plethora of informa-
tion with little forward-looking value, the trad-
ing environment’s “exciting” or manic pace, 
and the resulting angst among investors not 
trained in splitting the wheat from the chaff of 
economic and financial markets releases.

A year or two ago we put together a list 
for attendees of our lunch seminars of all the 
crises that had come and gone, that breathless 
newscasters had agonized over, that seemed 
to point to financial market calamity. After 
filling a page using a tiny font, we moved on. 
The fact of the matter is, in their quest for 
audience and advertising dollars, the financial 
press has once again found that bad news 
sells. In the process they’ve sharply shortened 
the investment time horizon of their audience, 
which is a real disservice to investors. A fidu-
ciary would more likely be held accountable 
for such an act. Alas, instead they have gained 

larger viewership and applause for their ef-
forts to “convey information”.

The answer to your question lies in results, 
which have been stellar for stocks and much 
higher than investors should expect going for-
ward. If worrying means a dispassionate assess-
ment of facts and an interpretation of how those 
facts impact relative value, then no, worrying 
has not been unwarranted. If worrying means, 
“I’m staying out until things calm down or I 
get a better sense that the risk has dropped”, 
as many individual investors did, then yes, we 
think it borders on the irresponsible.

We hope this does not carry the tone of 
judgment for investors, which is not our view 
or intention. It does carry an indictment of 
the alleged unbiased and helpful fourth estate. 
Someday the conveyors of doom will be right, 
but in the meantime many in their audience 
will have forfeited huge returns by staying 
away, which represent a necessary component 
of their retirement or other financial dreams.

Good point. But you also just said that 
returns in recent years were much higher 
than we can expect going forward. Talk 
more about that, which, well…worries us!

Excellent. You took our diatribe in good 
humor, which is as we intended. And you 
focused on the right thing – forgetting about 
what came before and concentrating on what 
lies ahead.

The first step in any advisory relationship 
is to establish a “policy portfolio” or the best 
long-term plan for a particular client. One 
important component of developing such a 
plan is to make some assumptions on sav-
ings rate, date when savings begin, date of 
retirement, withdrawal rate after retirement, 
and, of course, likely returns for investments. 
For some time we’ve used fairly moderate 
long-term assumptions for capital markets, as 

“It’s not during up years that great 
investment track records are made.”  

— Charles de Vaulx 
International Value Advisers 

The Art of Value Investing

“The thing that I see that makes me 
most encouraged is that we’re seeing 
businesses now start to grab the bull by 
the horns and open their pocket books, 
spend that cash, increase cap ex, and 
increase spending on R&D....This is 
important because business spending is 
really the sizzle of the steak.”    

— Ron Sloan, CIO 
Invesco U.S. Core Equities  

“Ron Sloan Discusses Fed Policy” 
Online video clip, May 14, 2013

“Politics is the art of looking for 
trouble, finding it everywhere, 
diagnosing it incorrectly, and applying 
the wrong remedies.”    

— Groucho Marx 
Comedian 
1890-1977

we feel that some fundamental factors (e.g., 
growth in the labor force) have changed.

We feel that the returns achieved during 
the last four years have been well above that 
long-term pace. Much of that was warranted, 
as markets were “making up” for the previous 
sharp drops in earnings and stock market pric-
es of the 2007-2009 period. So we view the 
two concepts – great returns recently, more 
moderate numbers ahead – as very much con-
sistent with each other.

That said, we continue to feel that the 
most important thing to watch is earnings. 
Although most driving factors are positive 
(e.g., monetary policy, health of financial in-
termediaries, commodity prices, the level of 
the dollar), earnings growth has slowed and 
requires careful monitoring.



The Fed delayed its first steps of stimulus reduction when it postponed tapering 
its monthly bond purchases, impacted by recent economic data and apparently 
the pending wrangling in Washington. We believe the core reason behind the 
Fed’s willingness to shift policy remains intact – moderate economic growth is 

fueling ongoing economic recovery.
Economic growth, if sustained, implies that, ultimately, historically low interest rates 
should rise, which would mean bond prices would come off of historically high levels. 
Since prices of shorter-term bonds are less impacted by increasing rates and bonds 
bearing higher coupon rates (like below-investment-grade bonds, which can also benefit 
from a strengthening economy) pose attractive risk/reward dynamics, we are emphasizing 
those areas in our fixed-income investments. 
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Executive Summary

We heard a lot of hype about the Fed’s 
plan to taper in recent months. What hap-
pened to bonds after the mid-September 
meeting when they decided not to taper?

Yields declined immediately after having 
moved higher since the spring. From early 
May, when the Fed first introduced the pos-
sibility that it would start to taper its $85 bil-
lion monthly bond purchases, the yield on the 
bellwether 10-year U.S. Treasury bond moved 
from a low of about 
1.60% to briefly touch 
a high of 3% in early 
September. Yet, after the 
Fed’s announced delay 
in tapering, the yield 
pulled back to its current 
range around 2.60%.

The whole concept of 
tapering arises from 
the Fed’s view that the 
economy was strength-
ening. Does their lack 
of action now mean 
they think the econo-
my is weakening?

No, not really. Re-
member, the Fed’s dual 
mandate is to foster 
maximum employment 
and price stability (con-
trol inflation). It has always held that it would 
reduce or increase stimulus as conditions war-
rant. If the Fed believed the economy was actu-
ally receding, it would likely increase its bond 
purchases rather than consider reducing them.

Imbedded in its statement from the Sep-
tember meeting, the Fed expressed the view 

that the economy continues to grow “at a 
moderate pace.” However, the Fed’s state-
ment went on to say that “…the tightening 
of financial conditions observed in recent 
months…[t]aking into account the extent of 
federal fiscal retrenchment,… the Committee 
decided to await more evidence that progress 
will be sustained before adjusting the pace of 
its purchases.” We couldn’t say it any better.

The statement men-
tioned “federal fiscal 
retrenchment.” Do you 
think they delayed 
the taper because of a 
potential government 
shutdown and the 
debt ceiling debate? 

We’ve been living in 
a world of fiscal tight-
ness for some time, most 
recently as a result of 
the sequester, which cut 
expenditures at nearly a 
$100 billion annual rate. 
Chairman Bernanke and 
the rest of the Commit-
tee are familiar with 
how things work inside 
the Beltway and were 
fully aware that both a 
government shutdown 

and a debt-ceiling brawl were looming. So it’s 
reasonable to conclude that this was one more 
factor in postponing tapering until some clar-
ity was brought to the impact of fiscal policy 
on the economy.

Do you think this lack of tapering will 
impact the bond market?

Other than the reaction experienced to date 
(which wasn’t too different from normal market 
volatility), we don’t believe delaying the taper-
ing will have a material impact on the bond mar-
ket. More relevant to bond market shifts is the 
sustainability of the ongoing economic recovery.

The Fed’s willingness to taper reflects its 
view that the economy is in recovery mode. 
Our current work suggests that it will remove 
stimulus gradually, which is appropriate as 
long as the “patient” continues to recover. As 
a result, interest rates should work their way 
higher, a necessary factor to prevent inflation 
from gaining a foothold. It’s never a smooth 
process and setbacks will occur, of course.

Since bonds with longer maturities are at 
greater risk of price depreciation when rates 
move higher, we continue to manage our 
bond portfolios, and the bond portion of our 
balanced portfolios, with shorter-term bonds. 
Where we are investing in taxable bonds, we 
have also invested a portion of fixed-income 
holdings in high-yield bonds. This sector can 
benefit from a recovering economy and their 
higher coupon rates both generate higher cur-
rent income and typically have shorter aver-
age maturity, which can insulate them some-
what from increasing market interest rates.

Want To Learn More?

If you’d like to take a deeper dive into 
Hamilton Capital’s proprietary research 
or better understand our top-down, 
forward-looking investment process, 
join our Investment Team for one of our 
upcoming client briefings:

November 21 - Lunch  
Scioto Country Club
November 22 - Lunch  
Scioto Country Club
January 16 - Lunch  
Scioto Country Club
January 17 - Lunch  
Scioto Country Club

Space is limited, so contact David 
Bowman at dcb@hamiltoncapital.com 
or (614) 643-5112 to RSVP. 



The opinions in this newsletter are for general information only and are not intended to give specific recommendations or advice. Certain information contained herein has been compiled from 
independent third party sources believed to be reliable. Hamilton Capital Management makes no representation about the accuracy, completeness or timeliness of the information contained herein or 
its appropriateness for any given situation.

normal, long-term stable level relative to 
inflation, or by beginning to reduce the 
amount of bond purchases in QE, or both. 
That’s why we called it the “beginning 
of the end” – tapering merely represents 
the initial steps in moving toward neutral 
monetary policy.

So does this mean they are tightening 
policy?

Does lifting off the accelerator mean 
braking? It’s a question of judgment. What 
is clear to us is that the Fed should balance 
the economy’s ability to generate sustainable 
growth – depending on many factors that 
vary in strength from cycle to cycle – with 
its propensity to generate inflation. The Fed 
wants to exit stimulus as soon as possible, so 
long as economic growth is not threatened 
and inflationary pressures are contained.

Judging from the pace of growth and 
gains in employment (moderate) and level 
of inflation (too low), the Fed so far has 
implemented a well-reasoned, responsible 
and necessary stimulus program very  
much consistent with an economy that 
needed a catalyst for growth after the crisis 
of 2007-2009.

Also appropriately, the Fed is now 
considering starting the process of bringing 
policy toward neutral, which likely won’t 
be reached for many quarters, maybe even 
a couple of years. But economic conditions, 
not the calendar, will dictate policy, as they 
should. We probably won’t encounter truly 
tight monetary policy (Step 2, if you will) 
until late 2015 or beyond. But if either 
growth or inflation surprises on the upside, 
it could come much sooner. Conversely, if 
either or both falter – as could occur with a 
misjudgment in Washington – then the Fed 
may, appropriately, postpone that day.

The debate appears more visceral this time 
because edge-of-your-seat news coverage 
is everywhere; the Fed has communicated 
more democratically than in the past, with 
various opinions previously debated in-
house now being shared publicly; plus 
economic uncertainty is higher, which has 
investors demanding more guidance. But, 
fundamentally, the script is not different from 
past cycles.

Economic Outlook
(Continued)

You sound fairly comfortable and we’re 
glad you’re watching it. How about 
your comment about a possible “…
misjudgment in Washington…”? Are you 
equally relaxed about that?

Although we feel that this too shall pass, 
relaxed is not the word we would chose.

Along with the ongoing, but largely 
forgotten, sequester, we have now entered 
yet another political crisis – this one with 
two stages. The first stage came October 1 
with the government shutdown. This is far 
from unprecedented and, if brief, will soon 
be forgotten. However, the GOP’s focus until 
recently on Obamacare as its key negotiation 
platform is of some concern as, from a purely 
analytical and practical perspective, it burns 
valuable political capital for naught, as it 
is highly unlikely that it could ever survive 
a Senate with a Democratic majority and a 
presidential veto.

The second stage approaches, likely in 
mid-to-late October when we will have to 
increase our federal borrowing authority. 
Although everyone on both sides of the aisle 
says, persuasively, that we simply cannot 
default on our debt, everyone is also steadily 
driving in the direction of the cliff. 

Our judgment is that, under most scenarios, 
we will avoid a “Thelma & Louise” moment, 
even if we go right up to the edge or let one 
of the wheels dangle over the precipice. But, 
in the current environment of cemented, 
principled positions, heated rhetoric and angry 
electorates, there is a chance of a mistake no 
one wants, as politicians play to their base.

So, although possible, there is only a 
small chance of hitting a fiscal wall?

I think that captures it quite succinctly.

THE HCM ADVANTAGE

The largest investors often have the benefit 
of sophisticated internal investment depart-
ments led by a qualified Chief Investment 
Officer to design and manage their invest-
ment portfolios. 

Unfortunately, most investors can’t main-
tain an internal team of that caliber. But if 
having an external investment team of that 
sophistication is something you could gain 
from, then we’re here to serve. 

We function in a fiduciary capacity as 
an external Chief Investment Officer for 
our clients. Our structure is similar to the 
investment departments of large, sophisti-
cated institutional investors, and our team 
has extensive global investment experience. 
In fact, several of our team members have 
received national recognition for their abilities  
and accomplishments.

Each day, we diligently apply our disciplined 
investment process to the design and  
continuous, forward-looking supervision  
of your portfolio. Our goal: To build a  
complete investment solution for you.

5025 Arlington Centre Blvd., Suite 300
ColumBuS, ohio 43220

614/273-1000 • 614/273-1001 (fAx)
888/833-5951 (toll free)

www.hamiltoncapital.com

Hours & Holidays: Hamilton Capital Management is open Monday through Friday, 8:00 A.M. 
to 5:00 P.M., except New York Stock Exchange (NYSE) holidays.  Upcoming holidays include: 
Thanksgiving Day, November 28; the day after Thanksgiving, November 29 (1:00 P.M. close); 
Christmas Eve, December 24 (1:00 P.M. close); Christmas Day, December 25; New Year’s 
Day, January 1; and Martin Luther King, Jr. Day, January 20.

Change In Your Financial Circumstances: If you face changes that could affect your financial 
circumstances, please call us so that we can discuss any appropriate adjustments to your portfolio.

Form ADV: If you want to receive a copy of our current Form ADV, Part 2A or 2B, please 
contact us.


