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Executive Summary

A midst apparent renewed bedlam globally, the U.S. economy bounced back from a winter-
distorted first quarter and remains on the “moderate +” path we have expected, growing 
at near 2.5 %. 
The UK is generating growth similar to that of the U.S. Europe is a little weaker but 

still growing, and Japan seems to be flat. The sense of turmoil and the scary headlines are primarily 
emanating from worries about China and selected other emerging economies, either dependent on 
commodities or suffering from excess debt and/or weak government policies.
Current data do suggest that China continues its gradual, appropriate-yet-awkward transition in 
“business model”. Slower growth is noticeable. However, its leadership continues to implement 
myriad small, desirable steps toward a more market-oriented economy and capital markets, which 
should serve it – and most other economies – well, long term.
Meanwhile commodity producers are facing a sharp drop in their export prices, which should help 
most after the initial pain to a few.

Looks like worries that emerged at the end of 
June mushroomed in the third quarter and confi-
dence in growth has suddenly evaporated. What’s 
your take on the global economy?

We think that there are meaningful concerns out there, 
but also feel that the headlines are overstating the issue.

Let’s travel West to East. The U.S. and the UK 
are growing at a reasonable clip – slower than many 
would like, but actually a pace that, thankfully, is 
not triggering a new, large accumulation of credit by 
U.S. households or corporations. The U.S. consumer 
(about 70% of the economy) has low debt and is see-

ing strong job growth. Europe is growing more slowly, 
and Japan is nearly flat – not great but also not new. 
Further, Japan imports much of its energy and other 
commodities, and the current environment of low 
prices should provide a boost. 

That represents a large chunk of global economic 
activity. Thus, the key concern arises primarily from 
emerging markets (particularly China, but also smaller 
economies) that are reversing excesses and/or depend 
heavily on commodities and have seen prices decline 
precipitously and their debt burdens rise in recent years.
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A fter several years of below-normal volatility, uncertainty returned to global 
equities in the third quarter, particularly in emerging markets.
We call it “bouncing off the guard-rails”, and we feel it’s impossible to 
predict either short-term market shifts or the factors that bring them about. 

The triggers, this time, included a perception that China’s economy may be weaker 
than investors thought. Fears were inadvertently launched by government actions 
around stock prices and currency levels; the continued heavy pressure on commodity 
producers from sharply lower prices; and uncertainty with regard to a Fed rate hike 
and implications that might have for underlying U.S. growth.
The U.S. broad market corrected about 10% from its highs. Small-cap stocks fell more 
and emerging markets, after outperforming through June, were particularly vulnerable 
to the murky outlook.
Since the first half of 2014, we have grown more cautious in some asset classes and 
more “…inclined to protect capital”, to quote ourselves last quarter – emphasizing 
managers that have done well in periods of stress and eventually leading us to allocate 
about 10% to cash this past June. After the corrections in prices, valuation has 
improved, and we moved at the end of the third quarter to put some of our dry powder 
back to work.

Equity Portfolios
ConCernS AriSe from ChinA’S eConomy, CommoditieS, 
the dollAr And fed fundS

Executive Summary

Well, that came out of nowhere! What 
happened last quarter?

For some time we’ve observed that things 
were unusually quiet in the stock market – 
that the usual volatility, including good-sized 
corrections, had been absent for some time. 
This in itself is not enough to predict the next 
adjustment, which could easily happen tomor-
row… or from a level 20% higher from here. 

However, in an environment of a strong 
U.S. dollar, valuations that had arrived at 
“fair” levels, meaningful and rapid stress in 
commodity producers, early 2014 steps by the 
Federal Reserve to stop its QE (Quantitative 
Easing) efforts (which, in our view, represent-
ed a “snugging” of monetary conditions and 
disappointing earnings growth), and flat earn-
ings, we increased caution somewhat. These 
were some of the key factors that also led to 
heightened market concerns, culminating in 
the third quarter.

Incidentally, we expressed this view as far 
back as mid-2014 by reducing our overweight 
in some stocks and/or changing the character 
of our U.S. stock position by increasing the 
emphasis on managers that have tended to do 
well during periods of market stress. Then, 
in June of this year, on heightened concerns 
with China, Greece and the hindering effects 
of high debt levels, we allocated about 10% 

to cash just in time to provide some protection 
to the portfolio.

How do you feel about all the factors that 
you captured above, and if you could pick 
just one…?

All the factors above matter. Debt burdens 
everywhere and a strong U.S. dollar slow 
business sales and hurt our manufacturing 
sector, which represents about 10% of the 
U.S. economy. Commodity prices fell so 
sharply and suddenly that it is dislocating 
some industries, even if in the medium-term 
it should become a contributor to higher 
growth. China is indeed slowing, and the gov-
ernment’s ham-fisted management of/interfer-
ence with the stock market and fluctuations 
in the Chinese yuan made investors question 
whether growth was slower than they thought. 
This uncertainty about the pace of growth suf-
fered further from unclear messages from the 
Fed as to the direction of interest rates.

But, if we must, we might focus on two. 
Global debt levels remain a meaningful con-
cern and really are functioning as an ever-pres-
ent shadow behind each of the issues above, 
and a restraint on growth that we may have to 
contend with for years. But the last one is per-
haps the one that, in the end, will matter most 
in our decision-making: earnings growth.

Interesting. Say a little more about 
earnings, which you mention often.

Slower earnings growth is the primary 
reason behind our greater caution since last 
year, arriving as it did just as equity investors 
had started to believe, driving valuations from 
deeply discounted to merely fairly priced.

The question, now that earnings growth 
has been effectively near 0% for several quar-
ters, is whether it will remain there, worsen 
(perhaps impacted by higher labor costs) or, 
instead, driven with a lag by the sharp drop in 
commodities, actually begin to accelerate to a 
faster pace. Given the damage to some sectors 
of the economy from the sharp and sudden 
drop in commodity prices, it’s a little prema-
ture to position the portfolio to an aggressive 
stance. But it is entirely appropriate to view 
this as a very plausible scenario and one that 
we are prepared for.

Of course, earnings growth isn’t the same 
everywhere. In Japan, for instance, earnings 
have been quite strong, helped by a weak yen 
and a number of small reform steps which are 
starting to bear fruit.

So, at the end of the day, what have been 
your actions in the portfolio?

It’s interesting, but many naysayers have 
been arguing that markets are over-bullish, 
over-extended, over-this and over-that, and 
that investors should wait until a dip to buy. 
And that is music to the ears, and the wir-
ing, of many individual investors. It sounds 
good… but, when the market drops, it’s usu-
ally for a scary reason. And all that “buy-on-
dips”? Well, it seldom comes about. That, too, 
is human nature and hard to overcome unless 
one has a clear set of criteria and tools.

We’ve already shared some of our actions. 
Starting in 2014 we started becoming either 
less aggressive or somewhat more cautious, 
taking some steps to protect capital in the 
event of a sudden event that is typically im-
possible to predict. But we also did not see 
the market as poised to reverse a meaningful 
portion of the rally it started in 2009. As valu-
ation rose and the risk profile shifted further, 
we took the opportunity to reduce risk, culmi-
nating this June when we shifted about 10% 
into cash.

Our investing temperament is one of 
gradualism and patience, and our investment 
horizon is always “the next 18-24 months.” 
But sometimes things happen such that our 
rewards come faster. Since the end of the 
second quarter, the market has corrected a 
good amount. As a result, at the very end of 
September we started moving a good portion 
of that cash back into the markets.

 



Low U.S. inflation and a concern for global market turmoil held the Fed 
back from increasing the Fed Funds target at its September policy meeting, 
kicking the can further down the road.  The delay in an interest rate hike is 
positive for the equity and fixed-income markets in the near term, given that 

the U.S. economy is “growing at a reasonable clip.”
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fed pArSeS dAtA, ConCludeS “not Quite yet”
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What is the Fed’s view on growth, 
employment and inflation?

The Fed revised U.S. real growth 
downward for 2016 to 2.3%, from a forecast 
of 2.5% in June. The long-term employment 
outlook did not change much. However, 
it views short- and intermediate-term 
employment positively, with a forecast for 
unemployment averaging 5% in Q4 this year 
and an average of 4.8% in 2016 – a low for 
the cycle.

With respect to inflation, its expectation 
was lowered a bit, but maintained that 
through 2018 the 
inflation rate will be 
at or below 2%. The 
policymakers’ forecast 
of the Fed Funds rate 
(the Fed’s short-term 
benchmark rate) is 
0.6% by the end of 
2015, 1.4% by the end 
of 2016 and 2.6% by 
the end 2017. This 
forecast suggests the 
Fed’s dovish stance 
hasn’t changed.

What was the major 
considering factor 
behind the Fed’s 
decision on interest 
rates?

The deciding factor 
for the Fed to delay 
raising the interest rate 
is inflation. “Lack of inflation” is clearly the 
Fed’s major concern. The collapse of oil and 
other commodities prices adds complications 
to the inflation forecast. Although Fed Chair 
Yellen called commodities prices a “transitory 
factor,” and admits that inflation acts with 
a lag, the committee members are probably 
not sure how long the “transitory factor” will 
take. Currently headline inflation, including 
all items, is running close to zero year-over-

year, while core inflation, excluding the 
volatile food and energy components (used 
to measure the likely underlying pace of 
inflation), is running at about 1.2% – a low 
level based on historical standards.

The Fed’s formal mandate is very much a 
domestic one: to manage U.S. employment 
and inflation. However, right or wrong, 
since the global financial crisis of 2008, 
global events have played an important 
role in the Fed’s decision-making process. 
As Yellen herself admitted during the 
post-meeting conference call, the recent 

turmoil in the global 
market, especially in 
emerging markets, is 
a concern for the Fed. 
Fair enough, because 
what happens outside 
the U.S. can affect 
our growth through 
exports. It can also 
impact inflation through 
import prices and the 
strengthening dollar.

When do you expect 
the Fed will have its 
first move?

We don’t generally 
try to time the Fed’s 
moves. For our portfolio 
strategy purposes, we 
care more about the 
broad interest-rate path 
and the pace of the 

subsequent rates hikes. We still hold that the 
Fed is marching toward rate normalization 
and the pace of raising rates is going to be 
gradual. Based on these assumptions, we 
continue to feel that there is little value in 
high-quality treasury and corporate bonds, 
and meaningful risk of capital loss. Hence 
we’re positioned cautiously.

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 market briefings:

December 10 
Lunch 
Scioto Country Club
January 21 
Lunch  
Scioto Country Club

Space is limited, so contact Laura 
Hamilton at lah@hamiltoncapital.com 
or (614) 545-4013 to RSVP. 

“The individual investor should act 
consistently as an investor and not as 
a speculator.” 

— Benjamin Graham, Economist

“If rates do rise modestly, it will hurt 
bond prices and may affect the total 
return for bond investors. But not all 
bonds will react the same way.” 

— Fidelity Funds

In Other Words

We Welcome Your Referrals

Our passion is to help you and 
others like you achieve lifelong 
financial independence and security. 
If those are goals your friends, 
colleagues and family members 
share, we’d be honored to earn the 
right to work with them as well. So 
please don’t keep us a secret. We 
value and appreciate your referrals.



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.

Yes, we notice that few talk about Greece 
anymore while China remains in the head-
lines. 

In our view, the situation in China has not 
changed materially in the last quarter, but per-
ceptions certainly worsened.

As we’ve described before, China is work-
ing to shift away from its previous source of 
job and economic growth – fixed investment, 
including in real estate, and exports – to a 
greater emphasis on services, consumption, 
technology and innovation. In the bargain, 
it also wants to meet another of its citizens’ 
hot buttons – reducing pollution. This is an 
entirely appropriate change in its economic 
construct, but it’s happening awkwardly. Nev-
ertheless, nearly daily announcements by the 
government confirm the Communist Party’s 
determination to move to a more markets-ori-
ented business model. Quite ironic, we’d say.

In its previous economic incarnation, 
China accumulated a real estate/property 
excess. Its banks’ asset quality is suspect, as 
the private sector and local governments took 
on too much debt (some of which is almost 
certainly unserviceable without help from the 
central government). Further, the recent effort 
to engineer a stock-market rise, which would 
help finance all those new private-sector, 
new-economy companies, did not quite work 
as they hoped. And, finally, a desirable shift 
toward a more market-driven currency was 
misunderstood as an attempt to devalue the 
yuan and interpreted by investors to mean that 
growth was rather weaker than the consensus 
thought. The result? Run for the exits!

So how weak are things there exactly?

It’s very possible that China is in a reces-
sion. No, not one measured by U.S. standards 
(often defined as two consecutive quarters of 
negative growth), but rather by a pace that is 
either sufficiently lower than previous growth 
and/or falls short of an economy’s need to 
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generate enough new jobs.
So we would expect that Chinese growth 

will slow by 1 to 2 percentage points over 
the next couple of years. Having said that, it 
would still be generating growth near 4% to 
5%, perhaps more. But the government seems 
to meet the “willing and able” test: it has 
many policy arrows in its quiver and, equally 
important, seems determined to maintain its 
legitimacy by generating adequate growth 
to satisfy its population’s need for jobs and 
growing wages, and its desire for markedly 
less pollution and a healthier environment.

Earlier you highlighted the sharp drop in 
commodity prices. Talk a little more about 
how that’s playing out. 

We happen to think that it’s a key event 
behind both current turmoil as well as future 
developments.

Our research leads us to conclude that com-
modity prices, since 2002, have departed from 
their normal price relationships. Driven by a 
strong boom in global leverage and rapid Chi-
nese growth, supply was not prepared to meet 
demand. This led prices to explode upward.

Eventually this price rise sowed the seeds of 
its own destruction. Capital poured in and new 
mines were brought on line, attracted by the el-
evated prices. Production increased materially, 
and this occurred just as the global bubble in 
leverage and U.S. housing was deflating, which 
also was behind the subsequent drop in prices.

The drop has been severe. However, our work 
suggests that it has corrected prices from sharply 
overvalued levels to the range of “fair”, just as 
production is being cut back (e.g., the number of 
U.S. oil rigs has dropped materially). Sure, over-
corrections are possible, but we are no longer 
starting from incredibly expensive levels.

The near-term impact of this sudden and 
severe drop in prices (the oil price decline was 
further aggravated by distortions brought about 
by uncertainty around Libya and Iraq/Kurdish 

production) is playing out as we speak. It’s 
painful for many players, and several won’t be 
able to meet their obligations. However, un-
like an increase in interest rates, where most 
economic participants “lose”, when commodity 
prices fall, the losers are offset by many win-
ners (think of every consumer filling up their 
gas tank and most developed nations). So, 
although we’re in the middle of a gale in this 
sector, we also feel that this event will have 
a delayed-but-positive impact on the global 
economy, as consumers of commodities expe-
rience a “special dividend” of lower prices.

This, we feel, will help the global economy 
remain subdued but make headway.

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 26; Day After Thanksgiving, November 27 (1:00 P.M. close); Christmas Eve, 
December 24 (1:00 P.M. close); Christmas Day, December 25; New Year’s Day, January 1, 2016.  

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 would like to receive a copy of our current Form ADV, Part 2A and 2B, please 
contact us.


