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The content in this issue of Capital Markets  
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Capital Management Chairman & CEO Matt  
Hamilton, CIO Tony Caxide and Managing 
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Executive Summary

The U.S. economy has shown signs of fatigue in recent months. 
On the positive side of the ledger, housing remains quite strong. Consumer spending – 
representing over two-thirds of the economy – is also OK, even as U.S. households have 
become awfully responsible in this cycle, increasing their savings rate and growing 

spending only moderately.
That said, capital investment has disappointed, particularly in light of the strong profits in this cycle 
that usually trigger long-term purchases. Most manufacturing gauges remain tepid, at best, and 
inventories still seem high, which may further limit future production.
What’s caused this? Well, interest rates have effectively gone up. Although not exactly restrictive, 
we have nevertheless experienced the equivalent of an increase in rates since the Federal Reserve 
stopped its Quantitative Easing efforts. With the added harmful effects of more expensive corporate 
borrowing in the bond market, a precipitous drop in commodity prices over a very short 1.5-year 
period, and concerns with Chinese growth and loan quality, you have a recipe for unease.

We’re well into 2016 and one 
senses that recent economic 
numbers have not been as strong 
as before. True or false?

That would be a fair observation.
So far we only have GDP data 

for the fourth quarter. Although the 
last several quarters are still showing 
moderate growth, it’s leaning toward 
the “modest” category. The economy 
is estimated to have grown 1.4% in 
the fourth quarter, below the near 

2% pace of previous periods. Given 
economic releases so far in the first 
quarter of 2016, some forecasters 
are even suggesting a sub 1% pace.

As we’ve discussed previously, 
there are many sectors of the 
economy that are fine, even 
robust – housing and the consumer 
among them. The latter represents 
about 70% of the economy, so it 
matters. And job growth remains 
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“We see moderate 

growth rather than a 

recession, particularly 

if oil prices stabilize 

and the Federal Reserve 

proceeds cautiously 

with higher rates.”



This year started with a roar – of pain. Markets came under heavy pressure on 
worries of collapsing oil prices, a sharp devaluation of the Chinese yuan, a 
tighter stance by the U.S. Fed, a too-strong dollar, and myriad other real and 
imagined risks. Investors quickly became despondent and markets wobbled.

But just as quickly, many of these risks fizzled. OPEC and Russia made soothing noises 
about freezing production, silently acknowledging that oil prices have gone too low. 
Further, the Chinese leadership got some of its mojo back, seeming more capable of 
sustaining growth, and limiting any weakness in the currency to a manageable pace. Even 
the U.S. Fed relented, signaling that increases in rates would be even more gradual than 
previously foreseen. This led markets to much-improved sentiment as the quarter ended.
These are all key issues. Many can be analyzed and even forecast, which is what we 
seek to do all day every day. Others are exogenous in nature and harder to put trust 
in. But if you could only get one bit of data on your deserted island, we’d recommend 
you ask for earnings. And they look decidedly vulnerable at the moment. So, weaker 
earnings and higher prices? We know what to do – increase our caution.
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Executive Summary

Another quarter, another bout of heart-
burn. We liked it better when the market 
went steadily up!

You must be channeling Mark Twain’s 
“I’ve been rich. I’ve been poor. Rich is better.”

And you’re right. After a few years of 
unusually smooth sailing (the S&P 500 
displayed below normal volatility from late 
2011 until the middle of 2015), volatility 
finally returned. Not in the sense of “thank 
goodness,” but in the sense of “back to 
normal.” Of course, that doesn’t make it any 
more digestible.

So what was it this time?

Well, early in the quarter despondency was 
prevalent. The perception was that oil was 
collapsing. The Chinese economy/bank loan 
quality/zombie companies/excess amount 
of credit all suggested a loss of control. The 

Fed was tightening too much. The U.S. dol-
lar was too strong. And most other headlines 
suggested that the end was nigh. Many big 
brokers and small RIAs alike were advising 
caution (often, as they so often do, after mar-
kets had dropped, we might add with a hint of 
a smirk), and uncertainty was high.

We researched. We analyzed. We pon-
dered. We reflected. And we, very deliber-
ately, did nothing to the portfolios, concluding 
that they were suitably positioned and that 
these factors were transient.

And, just as quickly, things turned. After 
feeling real pain, OPEC and Russia started 
what is likely to be an ups-and-downs pro-
cess that ultimately should lead to some 
constraints on production, which is, in any 
case, beginning to moderate from the ultimate 
market factor – low prices. The Chinese man-
aged to regain the driver’s seat and persuaded 
investors that it had the intent and ability to 
avoid a hard landing in growth and a precipi-
tous drop in its currency. The Fed acknowl-
edged that it may increase rates more slowly 
than previously planned. The dollar moder-
ated. And so on.

So, how did performance turn out in  
the quarter?

We will gently wag our finger and share 
a reminder that one quarter’s performance is 
an inappropriate timeframe in which to think 
about results, and that it tends to shorten our 
time horizon, which can only harm an inves-
tor’s long-term financial health.

But we’ll make an exception – this time.
U.S. markets ended the quarter nearly 

unchanged, with a +0.3% total return for the 
Wilshire 5000 index, a very broad reference 
point. Emerging markets returned nearly 6% 
on the high end. And Japan trailed, with a lo-
cal currency return of nearly -13%.

And you did nothing in the quarter. So 
you’re keeping the portfolio unchanged?

Yes. And no.
Yes, we did nothing during the quarter.
And no, as we’re having this conversa-

tion late in April, we’re not leaving things 
unchanged.

In fact, as risk assets (like stocks and high-
yield bonds) rallied, we also observed a weak-
ening in profits – both actual past earnings 
and the risk to future earnings – in the U.S. 
and elsewhere, like the UK, for instance.

The combination of higher prices and 
lower earnings is one that we’ve seen before, 
and one that normally does not end well. 
Our work also suggests that, even if we get a 
moderate rebound in earnings (which is our 
expectation for some markets), it will be in-
sufficient to justify the price levels that we’re 
observing in some asset classes. So, as we 
discuss this, we’re implementing a moderate 
reduction in risk, raising some cash, and re-
aligning our global allocations somewhat.

Very interesting. So are you very  
worried then?

We think it is premature to hit any panic 
buttons, but our causal factors are not quite 
as supportive. Monetary policy in the U.S. 
and the UK have shifted to a somewhat 
“snugger” posture. Earnings have weakened 
and prices have risen, a combination that 
merits an adjustment. But some of our other 
causal factors and leading gauges are not yet 
firmly in “sell” territory.

Thus, at this point, we would describe our 
shift as a risk curtailment. And future shifts in 
our various leading factors and public policy 
(particularly monetary policy) will inform 
our future strategy as to whether more “insur-
ance” is warranted. 

“If you’re going to try to buy and sell 
based on news or something your 
neighbor tells you, you’re not going to 
do well.” 

— Warren Buffett, Investor

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.



A s the fixed-income market priced an economic recession with wide credit 
spreads, a flattening treasury yield curve and high default rate assumptions 
at the beginning of the year, the Fed came to the rescue again. In December 
2015, after the first interest-rate hike, it hinted at four more interest-rate hikes 

in 2016. Earlier this year, however, the U.S. central bank signaled that two rate hikes for 
2016 were more likely. Since then, equity and fixed income recouped the losses of early in 
the quarter. In hindsight, both equity and fixed-income markets may have overreacted to 
collapsing oil and commodity prices and fears of a “China hard landing.”
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Executive Summary

Is an economic recession possible in 2016?

Theoretically, anything is possible, but the 
probability is low, in our view. The symptoms 
of a recession, which appeared in late 2015 
and early this year (i.e., wider credit spreads, 
a flatter yield curve and sharp declines in oil 
and other commodity prices) were caused by 
reasons other than an imminent recession. For 
example, the collapse in oil price is not tied 
to weakening demand. 
Rather, it’s being caused 
by a supply glut from 
fracking technology in 
the U.S. and stabilizing 
Middle East oil produc-
tion, (most recently the 
return of Iran to the 
world market). The wid-
ening corporate bond 
spreads and flatten-
ing yield curve are, to 
some extent, driven by 
the global demand for 
safe-haven assets due 
to currency weakness 
in emerging markets 
(EMs) and Europe. In 
other words, interna-
tional hot money poured 
into U.S. treasuries, 
depressed yields and 
pushed up corporate-treasury yield spreads.

Our view is that U.S. GDP will continue 
to grow at a modest-to-moderate pace even 
as inflation rises, particularly if one looks at 
core prices, throughout 2016. Even though 
economic recession in the U.S. is a possibility, 
it’s just not our base case.

What led the Fed to alter its planned path 
of rate increases?

The biggest surprise at the March FOMC 
meeting was that the median of the so called 

“dot plot” — FOMC members’ assessments 
of the appropriate policy rate over the coming 
years – suggests only two more rate hikes for 
2016, down from the four hikes projected at 
last December’s meeting.

The change was not driven by Fed mem-
bers’ fears of a U.S. economic recession. 
Their primary concern was global market 
turmoil. Since last fall, tremendous volatility 

occurred in emerging 
markets, Japan and 
many oil and natural 
resource-exporting 
countries. The rising 
Japanese yen and weak 
EM currencies caused 
significant concerns 
about the health of the 
global economy. China 
in particular was in the 
spotlight with the crash-
ing of its stock market 
last summer and its sub-
sequent mishandling by 
the government, causing 
investor anxiety. A fall-
ing Chinese yuan, de-
clining foreign reserves 
and weakening exports 
also caused some inves-
tors to assume a Chinese 

“hard landing.” Some Fed members shared 
this worry about the global outlook, too.

In general, do you feel the Fed is  
leaning toward easing or tightening 
going forward?

In hindsight, the market’s worry was 
blown out of proportion. We at HCM didn’t 
feel the same panic the market did. For ex-
ample, in mid-February at the height of the 
“China currency fear,” when hedge fund 
manager Kyle Bass issued his end-of-world-

for-China newsletter that stirred the world 
markets, we concluded that while China was 
facing challenges in structural imbalances, 
high leverage and slowing growth, an out-
right Chinese currency crisis was unlikely 
to happen. We believe China has the ability 
to defend its currency to achieve a managed, 
gradual devaluation.

Looking ahead, the world markets have 
stabilized, the U.S. economy is growing, 
U.S. jobless claims have dropped to 
historical lows, and U.S. home prices are 
exceeding pre-crisis levels and growing at 
close to a 6% pace. At this point, we see the 
potential to overshoot the 2% inflation target, 
which could push rates higher.

What’s your current fixed-income 
positioning?

Considering the long-term interest rate 
trend, we’re still on the low end of U.S. bond 
duration. Due to healthy U.S. fundamentals 
and attractive valuations since last year’s 
pullback, we continue to overweight U.S. 
high yield at current prices. We believe the 
balance of payment and government debt-to-
GDP remains favorable in most EM countries, 
so we increased our EM sovereign debt 
position modestly.

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 19 
Lunch 
Scioto Country Club
June 15 
Lunch  
Scioto Country Club
June 16 
Lunch 
Scioto Country Club
July 21 
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.

quite strong, which is good for growth even 
as it presents some challenges for corporate 
America’s profits. So we see moderate 
growth rather than a recession, particularly if 
oil prices stabilize and the Federal Reserve 
proceeds cautiously with higher rates.

OK, you have our attention with that bit 
about “challenges for corporate America.” 
What does that mean?! 

Sit back and get comfortable, this could 
take a little while.

In the current cycle there has been a 
large allocation of total national income to 
corporate earnings (vs. labor) until recently. 
We don’t feel that this is the result of 
increased barriers to entry and the resulting 
monopoly-type profits. Rather, we favor 
alternative causes:

- Labor suffered from two phenomena: the 
aftermath of a lending-and-spending boom in 
the mid-2000s, when “everyone” got access 
to credit, and only a gradual claw-back in 
jobs lost. Although it took a long time, the 
labor market has finally become healthier 
and wage increases, which remained subdued 
in a setting of high unemployment, are now 
showing signs of acceleration.

- The emergence of a few firms that have 
garnered large profits, including those riding a 
wave of social media innovation (before they 
made money off of teens buying jeans and 
T-shirts; now it’s from advertising to everyone 
addicted to our smartphones).

- Corporate America has been reluctant to 
invest. Capital investment has traditionally 
been closely associated with profits. However, 
the world has been awash in global capacity, 
including in China, and firms haven’t seen 
the need to invest until their and their 
competitors’ facilities are running flat out.

The key issue now is whether we will 
move back to a more traditional balance 
between corporate profit vs. labor allocation 
of income and whether that is fixed naturally 
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or through regulation. Either way, it seems 
more likely that profits – rather than economic 
growth – will be impacted. In fact, it could 
begin to address one of the fundamental 
forces driving the anger in the political 
debates of our day: the perceived inequality 
of income distribution. Neither party has been 
able to articulate an effective vision to address 
this while at the same time ensuring that our 
level of wealth improves.

You’re right – this does take some re-
reading and thinking through. So what’s 
the bottom line? Will growth falter?

We don’t think this structural transition 
need result in a big economic air pocket. 
In fact, it could actually help consumption 
long term, as labor sees an improved wage, 
income and jobs environment. It’s corporate 
profits that may be more negatively impacted, 
and we’ll talk about that when we discuss 
Equities, but it’s already leading us to adjust 
our portfolio.

In the shorter, medium-term view, we do 
observe some deterioration in fundamentals 
that’s likely to moderate growth.

On the one hand, higher rates, or a 
somewhat less-supportive monetary policy 
environment, arose as the Federal Reserve 
ended Quantitative Easing. Although not 
exactly “tight”, this does somewhat curtail the 
fuel for economic growth. As for commodity 
prices, the last 1.5 years saw a reversal of 
increases that had taken about six years to 
emerge. This was too much too fast, and 
it’s created stresses that the economy is still 
trying to repair.

For both, the key word is gradual. We’re 
not seeing a sudden shutting of the door 
on growth. Rather, we see a snugging of 
conditions that keep growth at a moderate 
pace in the near future. But it will be crucial 
to watch the number of new jobs very closely 
for any signs of weakness.

 

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 30; and Independence Day, July 4. 

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.


