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Capital Management Chairman & CEO Matt  
Hamilton, CIO Tony Caxide and Director, Portfolio 
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Executive Summary

Over the last year, the U.S. has seen a meaningful contraction, then near 5% growth, and 
now back to 2%...maybe lower.

Distortions are common in GDP measurement, but, like the last two harsh winters, have 
become an irritant to many who long for spring, both literally and figuratively. Deep 

cold and heavy snow last winter, a subsequent catch-up rebound in mid-2014, and now a plethora 
of temporary negative factors, including yet another trying winter (especially if you live in the 
Northeast), are creating uncertainty.

The weather and closures/alleged work slowdowns in west coast ports temporarily distorted recent 
data. More meaningfully, a spending pull-back in the oil patch and a rising dollar may be having 
near-term deleterious effects. But these two latter factors also have sustainably positive impacts on 
the broader U.S. economy, which is consumption-biased and which benefits from both lower oil prices 
and a stronger dollar.

The reality is that, in our view, U.S. growth is likely still north of two and a half percent, which is 
pretty good for this cycle and should support employment and other sectors of the real economy and 
help stabilize the global economy.

I see that the last quarter of 2014 produced 
growth of over 2%, but commentary feels a lot 
more negative than that. Why? 

After strong growth approaching 5% in the middle 
of 2014 – itself a bounce-back from a winter-depressed 
first quarter – growth eased to 2.2% in the fourth quar-
ter. That growth was reasonably well balanced, too. 
For instance, inventories were not artificially holding 
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“…most sustainable causal 

factors, like monetary and fiscal 

policy, are not pointing to a 

meaningful slowdown.”



The factors, temporary and otherwise, described in the “Economic Outlook” 
section of this publication continue to disappoint those looking for a clear 
sense of market direction, although the data does not reveal any particular 
change in price volatility, which remains below normal.

In general, stocks in early 2015 continue to do reasonably well, even as the focus 
has shifted away from large-cap equities to non-U.S. markets in this briefest of 
measurement periods. Bonds, too, have done fine, particularly the riskier segments like 
high-yield and emerging-market debt. But again we emphasize that three months is just 
a blip in time.
So how to assess the future direction for stocks? It’s all about those earnings. Fourth-
quarter and likely early 2015 numbers were/will likely be challenged, at best. Whether 
that’s a new trend will only become clearer once the temporary distorting factors wash 
out of the data.
For now, with large-cap stocks at fair value and many causal factors supportive, we’re 
not making significant changes to portfolio allocation, but remain very significantly alert.

Equity Portfolios
inveStorS lACk ConviCtion, fAvor SkeptiCiSm, 
Yet StoCkS Continue to perform

Executive Summary

I don’t know about the numbers, but it 
feels like the stock market remains as 
volatile as it’s ever been. You’re probably 
going to tell me it just ain’t so….

Well we certainly agree that it sure feels 
unsettled. A lack of uniform data signals and 
lots of medium-sized shifts in price, both up 
and down, will do that. But if we observe 
more formal data measurements, we continue 
to conclude that overall volatility is tame and 
we’ve not had a big market correction in lon-
ger than usual.

Through that volatility, performance looks 
fine for now. U.S. stocks are near highs at 
this time and producing returns at a mid-
single-digit annual rate, which, after the 
performance of recent years and the uncertain 
economic data, is just fine.

Was this also true abroad?

Non-U.S. markets were somewhat better 
than that in this short period, depending on 
whether one measures returns in U.S. dollar 
(most appropriate for U.S.-based investors) or 
local currency terms. The latter tended to be 
higher, but currency losses against the U.S. 
dollar in some cases offset a good portion of 
returns, which is why we view currencies as 
yet another asset class to understand and in-
corporate into our asset allocation strategies.

What’s driving the markets now?

Although from day to day any number of 
random events can be identified as the trig-

ger for a “big” up or down move, sustainable 
market shifts continue to depend primarily 
on earnings and, to a lesser extent, top-line 
or revenue growth. Price/earnings multiples, 
which have been important in recent years in 
the U.S., are becoming more relevant abroad.

U.S. earnings reached a peak level in the 
third quarter of last year. However, their 
growth rate has not been strong of late (al-
though temporary factors have impacted 
them, which obscures their underlying 
strength or weakness). We know preliminary 
numbers for the fourth quarter, which were 
held back by low oil prices, a weak dollar 
and low interest rates, which are impacting 
pension valuations. We have started to see 
first-quarter releases, which could be even 
more subdued from the harsh winter, west 
coast port labor problems, stresses in the oil 
sector and some impact on exporters from a 
strong dollar.

Are you confident that earnings will be OK?

The current environment is one of lots of 
“noise”. Temporary factors are taking over for 
the time being. Further, some of those factors 
(like low oil prices and a strong dollar) could 
actually reverse, from playing the villain to 
being supportive to growth. Our work sug-
gests that the central tendency for earnings 
growth is a modest positive, at least for large-
capitalization U.S. stocks and particularly for 
non-financial companies. In an environment 
of fair valuation and some expensive alterna-

tives, that suggests cautious optimism. There 
are other alternatives that hint at more attrac-
tive returns, but those generally carry higher 
“public policy” risk, be it with a Greek exit 
from the EU or Abe-san’s failure to imple-
ment rapid and meaningful reform and sus-
tainably reverse deflation and weak consump-
tion in Japan.

So what are the implications for your 
portfolio construction?

For the time being we’re maintaining the 
allocations that we’ve had for the last six 
months. It goes without saying that we’re also 
maintaining the one level of alertness in our 
system – high. And we’re spending a little 
extra time with our lower-risk-tolerance strat-
egies to establish whether they can continue 
to tolerate some of the higher-risk alternative 
markets that also offer potentially higher re-
turns over the next couple of years.

“In economics things take longer to 
happen than you think they will, and 
then happen quicker than you thought 
they could.” 

— Rüdiger Dornbusch,  
Renowned German Economist

“While it’s true that lower oil prices mean 
less investment and fewer jobs in the 
oil industry, most of the other industries 
should benefit.” 

— Jerome Dodson,  
Lead Portfolio Manager,  

Parnassus Funds

In Other Words
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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.



A s expected, the Fed dropped “patient” from its March FOMC statement on 
future increases in interest rates.  However, Chairman Yellen made it clear 
that the Fed is still “data dependent” and that it hasn’t necessarily become 
impatient. Due to concern that U.S. growth may be held back by slower 

global growth and possible deterioration of exports as a result of a strong dollar, we 
might see the Fed remain dovish, particularly as to the pace (rather than initial timing) 
of rate increases.
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Executive Summary

What’s the new development from the 
Fed in terms of interest rates?

The Fed recently released its March 
FOMC statement. As expected, the word 
“patient” is no longer there. However, the Fed 
appeared less optimistic about U.S. growth 
than previously. Furthermore, Chair Janet Yel-
len made it clear in subsequent comments that 
it is not necessarily impatient, and remains 
“data dependent.”

Beside a few brighter spots (U.S. and 
UK included), global 
growth is still sluggish. 
China further adjusted 
its growth target from 
7.5% in 2014 to 7% in 
2015. The Euro area is 
expected to grow near 
1.5% and Japan’s GDP 
growth is estimated at 
near 1%. Slow world 
growth could impact 
U.S. growth, although 
we’re not heavily depen-
dent on exports. Further, 
the inflation threat seems 
distant to many investors 
due to the collapse of 
the price of oil and other 
commodities, although 
core inflation remains 
stubbornly near 1.3%.

The U.S. dollar has 
had a strong rally. Al-
though the Fed does not establish domestic 
interest rate policy primarily as a result of 
currency shifts, it also is not oblivious to their 
impact. This rise in our currency acts as a 
mild brake on the U.S. economy, which the 
Fed is very aware of.

As a result, we feel that the Fed will em-
phasize gradualism in normalizing interest 
rates, whether that refers to the timing of the 
first, or the pace of future increases in rates.

What is the ramification of all this for the 
bond market?

For some time, some pundits on Wall Street 
have been predicting “bondmageddon”, or a 
sharp rise in bond yields with a commensurate 
drop in prices. We do feel that bond markets 
offer little value, given current levels of nomi-
nal rates and core inflation. But we think that 
reality will be more subtle. We foresee rates 
rising more gradually than the traditional “up 
cycle” in the past. The bond market will likely 

respond consistently, in a 
gradual manner.

Nevertheless, this 
doesn’t mean the market 
is risk free. Over recent 
years the world’s central 
banks have been major 
forces behind lower 
bond-market yields. Any 
signs of rate hiking can 
now bring volatility, 
which could be occasion-
ally severe. Over the 
longer term, a rising-rate 
environment is not a 
friend to fixed income, 
particularly in the middle 
and longer end of the 
curve. We stick to our 
conviction to emphasize 
shorter durations in our 
portfolios.

How does this impact other aspects of 
your portfolio positioning, like high-yield 
and emerging-market debt?

High-yield bonds and, to a lesser extent, 
emerging-market (EM) debt have been topics 
of conversation. Weakness in some EM cur-
rencies has been front and center, and some 
headlines have described their decline as 
precipitous, which is true in selected countries 
like Russia and Brazil. But, like with so many 

perceptions in the markets, this is not the 
whole picture.

For instance, if you observe the nominal, 
quoted exchange rate, EM currencies have 
dropped between 10 and 15% in the nine 
months ending March 31, 2015. However, if 
one adjusts for the difference in inflation, then 
EM currencies are actually up a little in “real” 
or inflation-adjusted terms. This measure is 
important as it impacts financial markets com-
parably to the more well-known “nominal” 
exchange rate.

Recent pull-backs in these higher-risk mar-
kets have, in some cases, increased their ap-
peal. And the usual clouds that bring sustained 
underperformance are not gathering as usual. 
For most of our portfolios these instruments 
continue to play an important role as diversifiers 
and sources of attractive total return and current 
higher yields. But they do require very careful 
monitoring, particularly when they’re used for 
strategies with a lower-risk-tolerance design.

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:

May 28 
Lunch   
The Refectory

June 18 
Lunch 
Scioto Country Club

July 16 
Lunch 
Scioto Country Club

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

growth up temporarily, and consumer spend-
ing grew at well over 4% – a great pace. After 
averaging out the ebbs and flows of data vola-
tility from one quarter to the next, the quarter’s 
results were consistent with the 2.75% underly-
ing growth pace that we described in our last 
issue of Capital Markets Review.

Right, so why does everyone seem to 
have their knickers all in a twist?

Appropriately, investors are trying to look 
beyond what happened several months ago 
and assessing what’s going on more recently, 
which is likely not as strong.

We feel that there are several factors driv-
ing this, mostly temporary ones that will like-
ly impact early 2015 data (which we won’t 
see for a little longer).

Easiest to understand are the weather and 
west coast ports problems. The winter was harsh 
yet again, particularly in the Northeast (to which 
our Boston friends will grumpily attest). In west 
coast ports, labor and management have been in 
a tussle over a contract. Port operators claimed 
that labor engaged in a work slowdown. True or 
not, tempers flared, leading to a brief port clo-
sure before a tentative agreement was reached. 
The net result was that ships could not unload 
their cargoes and had to wait offshore. This 
likely made our trade account temporarily look 
great, but that will be a brief pleasure, as it also 
undoubtedly held back the economy.

Further, a rising U.S. dollar and a pull-back 
in the energy sector, arising from sharply low-
er oil prices, are probably also hurting growth 
near term. But the U.S. economy is not pri-
marily one of exports. It is principally one of 
consumption, which should see a more lasting 
benefit from lower energy prices and a stron-
ger currency. And this should help economic 
growth after an initial bout of turbulence and 
possibly weakened earnings.

So do you think that growth still remains 
at OK levels?

Our view remains unchanged that the cen-
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tral tendency for growth in the U.S. economy 
lies somewhere near 2.75%. We have seen a 
number of reports suggesting a slower pace 
than that early in 2015, like retail sales and 
even employment. We think that the factors we 
mentioned earlier are driving growth down-
wards, temporarily. However, most sustainable 
causal factors, like monetary and fiscal policy, 
are not pointing to a meaningful slowdown. 
But we are seeing a weaker pace for now and 
that is unnerving to many, particularly when so 
many other regions, like Europe and Japan, are 
struggling to generate growth rates of note.

Talk a little more about economies beyond 
our borders. Are they dragging us down?

Outside of our decent performance, only 
the UK is generating a pace of growth that 
can be judged as a pleasant surprise.

Although emerging markets are still grow-
ing faster than either the U.S. or the UK, 
people expected more from them, and some of 
these economies have faced currency weak-
ness and slowing exports – in some cases due 
to weaker commodity prices, like oil. Europe 
is struggling with deflation after an ill-advised 
increase in interest rates in 2011. Japan, too, is 
struggling to bring inflation and growth up to 
acceptable levels. Hence the persistent feeling 
of economic “malaise”, a term often associat-
ed with a former U.S. president in the 1970s.

However we feel that it would be a mistake 
to conclude that we’re being dragged down. 
Unlike economies that depend heavily on ex-
ports, the U.S. economy is primarily driven by 
its own internal consumer spending and capi-
tal investment. Thus, shifts in the U.S. dollar 
and non-U.S. economic growth have a lesser 
impact than the press would suggest. A recent 
study revealed that 85% of recessions in the 
last 158 years are associated with higher U.S. 
interest rates, with little obvious impact from 
non-U.S. events.

Hence, the reality is that we tend to drive 
other economies up and down, rather than the 
other way around.

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: Memorial Day, May 25, and the day before Independence Day, July 3.  

Change In Your Financial Circumstances: If you face changes that could affect your financial circumstances, please call us so that we can discuss any ap-
propriate 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.


