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The Interviewees

Economic news seems to have weakened of late. 
How do you feel about growth?

The economy has rebounded from the significant 
pull	back	of	2008	–	so	much	so	
that some investors were beginning 
to project continued acceleration. 
However, the reality is that many of 
the factors we mentioned last quarter 
– deleveraging, slower labor-force 
growth and heightened regulatory 
scrutiny – will continue to gener-
ate uncertainty and moderation in 
the global economy. We are now 
experiencing a slower pace in some 
sectors of the U.S. economy, but we 
do not sense that the inventory cycle is behind us or 
that there will be uniform retrenchment. Actually we 

feel that additions to inventories could occur for years 
to come once there is greater confidence in economic 
conditions.

We have long expected a moder-
ate pace of growth, so consensus 
expectations seem to be moving 
towards our view. Nevertheless, to 
the	extent	that	the	new	outlook	 
represents moderation from  
previously	rising	market	expecta-
tions, it feels disappointing to 
many. The reality is that, though 
volatile, there is fundamental and 
persistent improvement in many  
areas that outlast the fleeting  

government incentives. Auto sales is one such area.
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How is the job situation? We’ve heard 
many concerns in the press about a  
jobless recovery.

In the 2002–2004 period there was a  
persistent	concern	that	Alan	Greenspan	(then	
the	head	of	the	Federal	Reserve	or	“Fed”)	was	
ineffective, that low interest rates were not 
leading	to	jobs,	that	the	Fed	was	“…pushing	
on	a	string….”	This	echoed	similar	concerns	
of the early 1990s. With Greenspan at the 
helm of the Fed at that time, too, the economy 
was	trying	to	“escape	gravity”	and	recover	
from	the	Savings	and	Loan	failures	of	the	
1980s,	Citibank	was	being	rescued	(again)	 
by	Saudi	investors,	and	markets	were	 
impatient with the pace of recovery. Both 
recoveries had many similarities to today – 
uncertainty	about	central	bank	policy’s	ability	
to stimulate growth and whether our financial 
intermediaries will ever provide credit to the 
private sector.

In	reality,	jobs	have	taken	a	V-shaped	 
recovery to date. In the first half of 2009,  
the	U.S.	economy	was	losing	close	to	800,000	
net jobs each month. That has improved over 
the last year and a half, and we experienced  
a net addition to jobs for the first time in  
November 2009. 

Although the headline payroll numbers 
have been distorted by the addition and sub-
sequent elimination of temporary census jobs, 
we are now bouncing in the range of 50,000 
to 100,000 new private sector jobs per month, 
which is a continuing positive trend. Several 
other	indicators	such	as	hours	worked,	over-
time and temporary jobs also suggest we have 
a gradual improvement in employment condi-
tions.	Employers	will	only	add	to	payrolls	
when they exhaust other temporary means 
of expanding capacity. This is a normal pro-
cess,	even	as	skepticism	is	perhaps	somewhat	
higher in this economic recovery.

How about other parts of the economy?

The trend of gradual improvement with 
some recent moderation is playing out in 
many sectors of the economy. 

Housing has perhaps experienced it in 
spades, as sales of existing and new homes 
have bounced up and down sharply with the 
introduction and subsequent renewal of gov-
ernment credits. Now that the second credit 
has	ended,	the	housing	market	seems	to	be	 
experiencing what we expect to be a tempo-
rarily sharp fall in demand as the impact of 
the April 30 deadline for contracts begins to 

Executive Summary

conomic releases have moderated of late. This coincided with rising expectations in  
the marketplace that things would accelerate, causing some uncertainty on the part of  
investors who were rapidly growing more comfortable with risk. 

In a number of sectors, we experienced a V-shaped recovery since early 2009. We have 
felt that this was unsustainable, and that growth would moderate – held back by deleveraging, slower 
labor-force growth and continued adjustments in the financial sector. We believe that this may turn out 
to be a “square-root” shaped economic recovery, with a sharp rebound from the depths of risk-averse 
behavior followed by a moderate and sustainable improvement going forward. Of course, that  
assumes there are no major policy errors by the central bank, the U.S. Treasury and Congress.
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appear in the recent data releases. However, 
affordability	levels	are	very	high	(as	home	
prices and interest rates collapsed and person-
al	income	has	held	up	at	reasonable	levels),	
meaning that housing is primarily being held 
back	by	buyer	confidence	rather	than	afford-
ability. Ultimately, the latter should prevail, 
helped by job gains.

Consumer spending and capital investment  
were recently growing at a moderate pace of 
2.5-3%. We believe the former will remain 
gradual while capital investment could surprise 
on the upside. Corporate balance sheets are awash  
in liquidity, and that corporate cash should 
gradually be deployed in the following quarters.

What does your economic growth outlook 
imply for inflation?

There are a couple of factors to consider. 
Fundamentally	we	have	extra	workers	and	too	
many computers and factories that are much 
too quiet on still modest demand. That is a 
global	phenomenon.	Generally,	it’s	hard	for	
inflation to accelerate when you have many 
workers	applying	for	the	same	job,	when	there	
are too many empty seats on a plane and when 
factories	are	running	at	70%	of	capacity.	On	
top	of	these	“structural”	forces,	you	add	only	
a moderate level of growth to the mix.  The 
conclusion is that the current gap between 
capacity and demand is not going to disappear 
for some time.

We	recognize	the	risks	to	inflation	that	
arise from expanding levels of government 
debt. But to the extent that private sector de-
mand	for	credit	is	moderate,	and	central	banks	
remain watchful of rising prices, we remain of 
the	view	that	risks	that	inflation	will	accelerate	
are comparable to the pressures that it will 
decelerate. In fact, we want to ensure that we 
do not approach deflationary conditions, as 
policy	makers	do	not	have	a	lot	of	experience	
in managing falling prices.

We have long expected 

a moderate pace of 

growth, so consensus 

expectations seem to be  

moving towards our view.
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Executive Summary Executive Summary

he market has recently been driven by investors with short time horizons 
and even shorter attention spans. Focusing on recent price shifts rather than 
fundamental factors, they are fickle and seem to believe that yesterday’s 
price action is the best predictor of tomorrow’s direction.

Investors have observed a moderation in economic fundamentals. This is leading to 
some questions about the aggressive earnings forecasts from analysts. Although we  
will likely see some adjustment in the outlook for corporate earnings in the quarters 
ahead, even our moderate earnings projection should lead to attractive relative returns 
for stocks over the next 24 months. We feel that valuations currently are at a large  
“discount” to earnings, providing a risk cushion.

oncern about Europe’s sovereign debt and questions about global growth 
rates impacted the U.S. and global bond market in the second quarter. In 
a bid for safety, investors sought the shelter of low-risk debt issued by the 
U.S. Treasury over riskier asset types. This meant the yield difference (the 
spread) between U.S. Treasury bonds and riskier corporate, municipal and 

high-yield markets widened after narrowing in 2009 and the first quarter of 2010.

Although U.S. government bond rates continue to move lower, we still see the ability 
for bonds to produce a positive “real” return given the very low levels of inflation. This 
includes some municipal bonds which, while known historically for relatively low levels 
of default, continue to be in the news as some suggest they could pose the next credit 
crisis given the challenges many municipalities face.

T C

Markets tumbled in early 2010, and now 
again in May/June. What is behind this?

We	have	for	some	time	talked	about	our	
expectation that we will continue to experi-
ence volatility as we adjust to, and recover 
from,	the	sharpest	equity	market	turbulence	
in	70	years.	However,	investors	don’t	always	
recognize	that	volatility	isn’t	just	a	concept	 
to discuss intellectually. It tends to fuel  
uncertainty, material drops in prices and  
fear of what the future might bring.

Consistent with our observations on the 
economy above, some investors came to 
upgrade	their	outlooks	for	stock	prices.	The	
appetite	for	risk	grew	quickly	–	probably	too	
quickly.	We	have	long	had	a	moderate	out-
look	for	both	economic	growth	and	earnings,	
which, incidentally, is all we need for attrac-
tive	returns	for	equities.	But	“the	market”	
behaves with less experience and confidence, 
vacillating between deep depression and 
bursts	of	enthusiasm.	Now,	the	market	seems	
to	be	shifting	its	outlook	closer	to	our	view,	
which in the long run may contribute to a 
more sustainable pace of returns.

Is the market being driven by a new type 
of investor?

Interestingly, individuals have largely sat 
out	the	party	so	far.	A	recent	survey	asked	 
individual investors what they thought the 
U.S.	stock	market	returned	in	2009.	Most	 
replied that it was either flat or negative. In 
fact,	U.S.	equities	returned	over	26%	last	
year! It shows that individuals remain quite 
cautious	and	the	market,	to	date,	remains	
driven by other, institutional investors who 
happen to have shorter time frames. We sense 
that many of these institutional investors seem 
to be momentum driven. They do not appear 
to	be	concerned	with	fundamentals.	Rather,	

What happened in the U.S. bond market 
over the past quarter?

Much	like	in	other	financial	markets,	lack	
of clarity drove investor decisions. In particu-
lar, uncertainty about the fiscal issues facing 
members	of	the	Euro-zone	raised	concerns	
about both credit qual-
ity and future global 
economic growth. In 
order to protect their 
principal in an uncertain 
environment, investors 
shifted assets to the U.S. 
Treasury	market,	accept-
ing a lower return. As 
demand rose, yields fell 
materially for govern-
ment debt. At the same 
time, lighter demand for 
corporate, high-yield and 
municipal bonds drove 
yields slightly higher 
(and	prices	slipped).

Many	market	“bears”	
point to these wider 
spreads between Trea-
suries and other bonds as 
a	harbinger	of	a	weaker	
economy. Similar to our view of the equity 
market	–	where	we	think	the	rally	may	have	
been	ahead	of	itself	–	we	aren’t	too	surprised	
to	see	a	pause	in	the	bond	market	rally	for	
some sectors that started in 2009. However, 
we	don’t	believe	this	pause	is	the	beginning	of	
a downward move as fundamentals are robust 
and/or improving.

With rates so low, what kind of invest-
ment potential do bonds offer?

they	“ride	the	wave,”	whichever	way	the	wave	
happens to be going at the moment, and when 
the seas turn they rapidly try to turn with it. 
This, in our view, is not a sustainable, profit-
able strategy. But hope springs eternal, and 
so long as humans are involved in financial 
markets	we	will	continue	to	see	greed,	fear	
and excesses.

With all this volatility, should we be worried?
Each	individual’s	relationship	with	market	

volatility is best set in close collaboration 
with his or her advisor, with a long-term  
horizon	and	independent	of	what	the	market	
happens to be doing at the moment. This 
should	result	in	a	long-term	“policy”	alloca-
tion	that	is	“right”	for	a	particular	investor,	 
reflective	of	that	individual’s	obligations,	
commitments and dreams, and informed  
by how a particular asset allocation can be 
expected to perform in terms of price swings 
and returns.

Once	that	long-term	game	plan	is	estab-
lished	(what	we	call	the	“policy”	decision),	
market	volatility	can	be	considered	in	a	shorter	
(say,	12–24	months)	“strategic”	time	frame.	
In	that	context,	we	feel	the	equity	market	is	
currently offering attractive prices relative 
to the level and quality of earnings. We feel 
strongly that earnings matter, probably more 
than	any	other	single	factor.	It’s	the	perfect	
example	of	a	fundamental	or	“causal”	factor	
of returns and we devote considerable time to 
understanding it.

Currently,	the	U.S.	equity	market	is	trading	 
significantly below the level that history 
would suggest it should achieve, given the 
current level of earnings. That discount is cur-
rently near 35%. That does not mean that it 
can’t	go	to	a	40,	45	or	50%	discount.	And	it	
does not mean that that discount will correct 

We do believe bonds can offer attractive 
potential,	in	the	right	context.	One	of	the	most	
significant influences on bond returns is infla-
tion, so we are mindful to consider yields on 
a	“real”	return	basis,	or	after	we	subtract	the	
rate of inflation from the yield.  For example, 

a bond yielding 5% in a 
market	where	inflation	 
is 2% offers a real re-
turn of 3%. Using the 
Personal	Consumption	
Expenditures	index	for	
inflation and the 10-year 
U.S. Treasury bond as 
a proxy, bonds are cur-
rently offering a positive 
real return not too dis-
similar from the average 
since 2003.

Having said that, 
Treasuries would primar-
ily	fit	the	very	risk-averse	
investor who is focused 
on return-of-investment 
(or	principal	protection),	
rather than return-on-
investment. Corporate 
bonds, particularly at the 

high end of the high-yield category are, in  
our	view,	likely	to	outperform	Treasuries	 
over the medium time frame and may even  
be	competitive	with	stocks.

Concerns about municipal bond defaults 
have hit the headlines lately. Are the  
fears justified?

While municipalities face challenges, we 
believe that the vast majority of issuers will 
ultimately meet their financial commitments.  

tomorrow. But we feel strongly that this dis-
crepancy	is,	effectively,	a	risk	cushion	that	will	
translate over time into returns for equities that 
should exceed many other assets.

In	the	current	market,	municipal	yields	 
actually do not reflect the fear of widespread 
defaults. The spread between municipal yields 
and U.S. Treasury yields remains within 
historic norms, with municipals yielding less 
given their tax advantage.

Although	the	current	market	conditions	
may not be extreme, financial strains do exist.  
The	slowing	economy	poses	risks	in	the	form	
of lower revenue collection, and worsening 
unfunded pension obligations and health care 
benefits.	However,	officials	are	taking	action	
to correct budgetary deficiencies by reducing 
personnel,	employee	benefits,	work	weeks	
and services while implementing certain fee 
and tax increases.  Similar to our economic 
outlook,	we	expect	improvement	to	come,	but	
forecast it will be slow.

How is Hamilton Capital managing bond 
portfolios in this environment?

Typically in periods of economic recovery 
we’d	be	reducing	the	average	maturity	aggres-
sively in anticipation of increasing interest 
rates. However, given our expectations that 
this recovery will be volatile, and that price 
inflation will remain subdued for the time  
being,	we’re	maintaining	higher	maturities	
than normal. This has been an effective  
strategy, as we have captured the higher  
yields available in longer maturities and also 
the gains in prices that arise when interest 
rates fall.

High-quality bonds in the taxable and  
tax-exempt	municipal	bond	markets	continue	
to dominate our portfolios. Taxable accounts 
are mostly invested in investment-grade 
bonds; however, we still see attractive valua-
tions in the high-yield	market	and	thus	 
continue to have a portion of the portfolios  
invested in that asset class. For accounts 
invested in municipal bonds, we continue 
to hold general obligation bonds which are 
backed	by	taxing	authorities	on	either	the	
state, county, city or school district levels,  
to name a few. We are also focusing on  
issuers that tend to be essential regardless  
of	the	economic	environment.	Backing	these	
“essential	purpose”	bonds	could	be	water	or	
sewer revenues.

Given the still reasonable level of valuations  
today and the long-term prospects for economic 
growth in the U.S. and around the world, the 
potential for equity returns is attractive.

— John Gunn,  
Kenneth	Olivier,	Dodge	&	Cox	 

Stock	Fund	Shareholder	Letter,	May	6,	2010

We	try	not	to	be	emotional,	or	even	think	in	
emotional	terms.	We’re	not	paid	to	be	positive	
or negative, but rather to perceive reality and 
make	informed	decisions	about	investments.		
Over	the	years	we	have	been	rewarded	by	being	
more circumspect when expectations are high 
and more upbeat when valuations are low.

—	Ted	Keller,	President,	 
and	Patrick	English,	VP,	 

FMI	Large	Cap	Fund,	 
Quarterly	Report,	December	31,	2009

The	central	thesis	of	investor	education	shouldn’t	
be	based	on	the	principle	of	taking	risk	first	
and worrying about the consequences later.  
Rather,	it	should	be	based	on	the	principle	of	
safety first.

—	Richard	Fullmer,	 
Zvi Bodie, InvestmentNews.com,  

February 7, 2010

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.
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he market has recently been driven by investors with short time horizons 
and even shorter attention spans. Focusing on recent price shifts rather than 
fundamental factors, they are fickle and seem to believe that yesterday’s 
price action is the best predictor of tomorrow’s direction.

Investors have observed a moderation in economic fundamentals. This is leading to 
some questions about the aggressive earnings forecasts from analysts. Although we  
will likely see some adjustment in the outlook for corporate earnings in the quarters 
ahead, even our moderate earnings projection should lead to attractive relative returns 
for stocks over the next 24 months. We feel that valuations currently are at a large  
“discount” to earnings, providing a risk cushion.

oncern about Europe’s sovereign debt and questions about global growth 
rates impacted the U.S. and global bond market in the second quarter. In 
a bid for safety, investors sought the shelter of low-risk debt issued by the 
U.S. Treasury over riskier asset types. This meant the yield difference (the 
spread) between U.S. Treasury bonds and riskier corporate, municipal and 

high-yield markets widened after narrowing in 2009 and the first quarter of 2010.

Although U.S. government bond rates continue to move lower, we still see the ability 
for bonds to produce a positive “real” return given the very low levels of inflation. This 
includes some municipal bonds which, while known historically for relatively low levels 
of default, continue to be in the news as some suggest they could pose the next credit 
crisis given the challenges many municipalities face.
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Markets tumbled in early 2010, and now 
again in May/June. What is behind this?

We	have	for	some	time	talked	about	our	
expectation that we will continue to experi-
ence volatility as we adjust to, and recover 
from,	the	sharpest	equity	market	turbulence	
in	70	years.	However,	investors	don’t	always	
recognize	that	volatility	isn’t	just	a	concept	 
to discuss intellectually. It tends to fuel  
uncertainty, material drops in prices and  
fear of what the future might bring.

Consistent with our observations on the 
economy above, some investors came to 
upgrade	their	outlooks	for	stock	prices.	The	
appetite	for	risk	grew	quickly	–	probably	too	
quickly.	We	have	long	had	a	moderate	out-
look	for	both	economic	growth	and	earnings,	
which, incidentally, is all we need for attrac-
tive	returns	for	equities.	But	“the	market”	
behaves with less experience and confidence, 
vacillating between deep depression and 
bursts	of	enthusiasm.	Now,	the	market	seems	
to	be	shifting	its	outlook	closer	to	our	view,	
which in the long run may contribute to a 
more sustainable pace of returns.

Is the market being driven by a new type 
of investor?

Interestingly, individuals have largely sat 
out	the	party	so	far.	A	recent	survey	asked	 
individual investors what they thought the 
U.S.	stock	market	returned	in	2009.	Most	 
replied that it was either flat or negative. In 
fact,	U.S.	equities	returned	over	26%	last	
year! It shows that individuals remain quite 
cautious	and	the	market,	to	date,	remains	
driven by other, institutional investors who 
happen to have shorter time frames. We sense 
that many of these institutional investors seem 
to be momentum driven. They do not appear 
to	be	concerned	with	fundamentals.	Rather,	

What happened in the U.S. bond market 
over the past quarter?

Much	like	in	other	financial	markets,	lack	
of clarity drove investor decisions. In particu-
lar, uncertainty about the fiscal issues facing 
members	of	the	Euro-zone	raised	concerns	
about both credit qual-
ity and future global 
economic growth. In 
order to protect their 
principal in an uncertain 
environment, investors 
shifted assets to the U.S. 
Treasury	market,	accept-
ing a lower return. As 
demand rose, yields fell 
materially for govern-
ment debt. At the same 
time, lighter demand for 
corporate, high-yield and 
municipal bonds drove 
yields slightly higher 
(and	prices	slipped).

Many	market	“bears”	
point to these wider 
spreads between Trea-
suries and other bonds as 
a	harbinger	of	a	weaker	
economy. Similar to our view of the equity 
market	–	where	we	think	the	rally	may	have	
been	ahead	of	itself	–	we	aren’t	too	surprised	
to	see	a	pause	in	the	bond	market	rally	for	
some sectors that started in 2009. However, 
we	don’t	believe	this	pause	is	the	beginning	of	
a downward move as fundamentals are robust 
and/or improving.

With rates so low, what kind of invest-
ment potential do bonds offer?

they	“ride	the	wave,”	whichever	way	the	wave	
happens to be going at the moment, and when 
the seas turn they rapidly try to turn with it. 
This, in our view, is not a sustainable, profit-
able strategy. But hope springs eternal, and 
so long as humans are involved in financial 
markets	we	will	continue	to	see	greed,	fear	
and excesses.

With all this volatility, should we be worried?
Each	individual’s	relationship	with	market	

volatility is best set in close collaboration 
with his or her advisor, with a long-term  
horizon	and	independent	of	what	the	market	
happens to be doing at the moment. This 
should	result	in	a	long-term	“policy”	alloca-
tion	that	is	“right”	for	a	particular	investor,	 
reflective	of	that	individual’s	obligations,	
commitments and dreams, and informed  
by how a particular asset allocation can be 
expected to perform in terms of price swings 
and returns.

Once	that	long-term	game	plan	is	estab-
lished	(what	we	call	the	“policy”	decision),	
market	volatility	can	be	considered	in	a	shorter	
(say,	12–24	months)	“strategic”	time	frame.	
In	that	context,	we	feel	the	equity	market	is	
currently offering attractive prices relative 
to the level and quality of earnings. We feel 
strongly that earnings matter, probably more 
than	any	other	single	factor.	It’s	the	perfect	
example	of	a	fundamental	or	“causal”	factor	
of returns and we devote considerable time to 
understanding it.

Currently,	the	U.S.	equity	market	is	trading	 
significantly below the level that history 
would suggest it should achieve, given the 
current level of earnings. That discount is cur-
rently near 35%. That does not mean that it 
can’t	go	to	a	40,	45	or	50%	discount.	And	it	
does not mean that that discount will correct 

We do believe bonds can offer attractive 
potential,	in	the	right	context.	One	of	the	most	
significant influences on bond returns is infla-
tion, so we are mindful to consider yields on 
a	“real”	return	basis,	or	after	we	subtract	the	
rate of inflation from the yield.  For example, 

a bond yielding 5% in a 
market	where	inflation	 
is 2% offers a real re-
turn of 3%. Using the 
Personal	Consumption	
Expenditures	index	for	
inflation and the 10-year 
U.S. Treasury bond as 
a proxy, bonds are cur-
rently offering a positive 
real return not too dis-
similar from the average 
since 2003.

Having said that, 
Treasuries would primar-
ily	fit	the	very	risk-averse	
investor who is focused 
on return-of-investment 
(or	principal	protection),	
rather than return-on-
investment. Corporate 
bonds, particularly at the 

high end of the high-yield category are, in  
our	view,	likely	to	outperform	Treasuries	 
over the medium time frame and may even  
be	competitive	with	stocks.

Concerns about municipal bond defaults 
have hit the headlines lately. Are the  
fears justified?

While municipalities face challenges, we 
believe that the vast majority of issuers will 
ultimately meet their financial commitments.  

tomorrow. But we feel strongly that this dis-
crepancy	is,	effectively,	a	risk	cushion	that	will	
translate over time into returns for equities that 
should exceed many other assets.

In	the	current	market,	municipal	yields	 
actually do not reflect the fear of widespread 
defaults. The spread between municipal yields 
and U.S. Treasury yields remains within 
historic norms, with municipals yielding less 
given their tax advantage.

Although	the	current	market	conditions	
may not be extreme, financial strains do exist.  
The	slowing	economy	poses	risks	in	the	form	
of lower revenue collection, and worsening 
unfunded pension obligations and health care 
benefits.	However,	officials	are	taking	action	
to correct budgetary deficiencies by reducing 
personnel,	employee	benefits,	work	weeks	
and services while implementing certain fee 
and tax increases.  Similar to our economic 
outlook,	we	expect	improvement	to	come,	but	
forecast it will be slow.

How is Hamilton Capital managing bond 
portfolios in this environment?

Typically in periods of economic recovery 
we’d	be	reducing	the	average	maturity	aggres-
sively in anticipation of increasing interest 
rates. However, given our expectations that 
this recovery will be volatile, and that price 
inflation will remain subdued for the time  
being,	we’re	maintaining	higher	maturities	
than normal. This has been an effective  
strategy, as we have captured the higher  
yields available in longer maturities and also 
the gains in prices that arise when interest 
rates fall.

High-quality bonds in the taxable and  
tax-exempt	municipal	bond	markets	continue	
to dominate our portfolios. Taxable accounts 
are mostly invested in investment-grade 
bonds; however, we still see attractive valua-
tions in the high-yield	market	and	thus	 
continue to have a portion of the portfolios  
invested in that asset class. For accounts 
invested in municipal bonds, we continue 
to hold general obligation bonds which are 
backed	by	taxing	authorities	on	either	the	
state, county, city or school district levels,  
to name a few. We are also focusing on  
issuers that tend to be essential regardless  
of	the	economic	environment.	Backing	these	
“essential	purpose”	bonds	could	be	water	or	
sewer revenues.

Given the still reasonable level of valuations  
today and the long-term prospects for economic 
growth in the U.S. and around the world, the 
potential for equity returns is attractive.

— John Gunn,  
Kenneth	Olivier,	Dodge	&	Cox	 

Stock	Fund	Shareholder	Letter,	May	6,	2010

We	try	not	to	be	emotional,	or	even	think	in	
emotional	terms.	We’re	not	paid	to	be	positive	
or negative, but rather to perceive reality and 
make	informed	decisions	about	investments.		
Over	the	years	we	have	been	rewarded	by	being	
more circumspect when expectations are high 
and more upbeat when valuations are low.

—	Ted	Keller,	President,	 
and	Patrick	English,	VP,	 

FMI	Large	Cap	Fund,	 
Quarterly	Report,	December	31,	2009

The	central	thesis	of	investor	education	shouldn’t	
be	based	on	the	principle	of	taking	risk	first	
and worrying about the consequences later.  
Rather,	it	should	be	based	on	the	principle	of	
safety first.

—	Richard	Fullmer,	 
Zvi Bodie, InvestmentNews.com,  

February 7, 2010

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.
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with our caring approach – set us apart in  

everything we do for you: 
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•	 Evaluating	life,	health	and 

disability insurance coverage

•	 Integrated	financial	and	business		

planning for business owners

•	 Leveraging	company	benefits 

for corporate executives

•	 Strategic	stock	option	planning

Hamilton Capital management, inC.
5025 arlington centre Blvd., suite 300

columBus, ohio 43220
614/273-1000 • 614/273-1001 (fax)

888/833-5951 (toll free)

Visit our website:
www.hamiltoncapital.com

The content in this issue of Capital Markets  
Review	was	taken	from	an	interview	with	Hamilton	 
Capital	Management	Chairman	&	CEO	Matt	 
Hamilton,	CIO	Tony	Caxide	and	Vice	President	 
&	Portfolio	Manager	Eric	Shisler	shortly	after	the	
end of the second quarter of 2010. 
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The Interviewees

Economic news seems to have weakened of late. 
How do you feel about growth?

The economy has rebounded from the significant 
pull	back	of	2008	–	so	much	so	
that some investors were beginning 
to project continued acceleration. 
However, the reality is that many of 
the factors we mentioned last quarter 
– deleveraging, slower labor-force 
growth and heightened regulatory 
scrutiny – will continue to gener-
ate uncertainty and moderation in 
the global economy. We are now 
experiencing a slower pace in some 
sectors of the U.S. economy, but we 
do not sense that the inventory cycle is behind us or 
that there will be uniform retrenchment. Actually we 

feel that additions to inventories could occur for years 
to come once there is greater confidence in economic 
conditions.

We have long expected a moder-
ate pace of growth, so consensus 
expectations seem to be moving 
towards our view. Nevertheless, to 
the	extent	that	the	new	outlook	 
represents moderation from  
previously	rising	market	expecta-
tions, it feels disappointing to 
many. The reality is that, though 
volatile, there is fundamental and 
persistent improvement in many  
areas that outlast the fleeting  

government incentives. Auto sales is one such area.

Continued on back

Hours & Holidays:	Hamilton	Capital	Management	is	open	Monday	through	Friday,	8:00	AM	to	
5:00	PM,	except	New	York	Stock	Exchange	(NYSE)	holidays.	Upcoming	holidays	include:	Labor	
Day,	September	6.

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	II,	please	contact	us.

How is the job situation? We’ve heard 
many concerns in the press about a  
jobless recovery.

In the 2002–2004 period there was a  
persistent	concern	that	Alan	Greenspan	(then	
the	head	of	the	Federal	Reserve	or	“Fed”)	was	
ineffective, that low interest rates were not 
leading	to	jobs,	that	the	Fed	was	“…pushing	
on	a	string….”	This	echoed	similar	concerns	
of the early 1990s. With Greenspan at the 
helm of the Fed at that time, too, the economy 
was	trying	to	“escape	gravity”	and	recover	
from	the	Savings	and	Loan	failures	of	the	
1980s,	Citibank	was	being	rescued	(again)	 
by	Saudi	investors,	and	markets	were	 
impatient with the pace of recovery. Both 
recoveries had many similarities to today – 
uncertainty	about	central	bank	policy’s	ability	
to stimulate growth and whether our financial 
intermediaries will ever provide credit to the 
private sector.

In	reality,	jobs	have	taken	a	V-shaped	 
recovery to date. In the first half of 2009,  
the	U.S.	economy	was	losing	close	to	800,000	
net jobs each month. That has improved over 
the last year and a half, and we experienced  
a net addition to jobs for the first time in  
November 2009. 

Although the headline payroll numbers 
have been distorted by the addition and sub-
sequent elimination of temporary census jobs, 
we are now bouncing in the range of 50,000 
to 100,000 new private sector jobs per month, 
which is a continuing positive trend. Several 
other	indicators	such	as	hours	worked,	over-
time and temporary jobs also suggest we have 
a gradual improvement in employment condi-
tions.	Employers	will	only	add	to	payrolls	
when they exhaust other temporary means 
of expanding capacity. This is a normal pro-
cess,	even	as	skepticism	is	perhaps	somewhat	
higher in this economic recovery.

How about other parts of the economy?

The trend of gradual improvement with 
some recent moderation is playing out in 
many sectors of the economy. 

Housing has perhaps experienced it in 
spades, as sales of existing and new homes 
have bounced up and down sharply with the 
introduction and subsequent renewal of gov-
ernment credits. Now that the second credit 
has	ended,	the	housing	market	seems	to	be	 
experiencing what we expect to be a tempo-
rarily sharp fall in demand as the impact of 
the April 30 deadline for contracts begins to 

Executive Summary

conomic releases have moderated of late. This coincided with rising expectations in  
the marketplace that things would accelerate, causing some uncertainty on the part of  
investors who were rapidly growing more comfortable with risk. 

In a number of sectors, we experienced a V-shaped recovery since early 2009. We have 
felt that this was unsustainable, and that growth would moderate – held back by deleveraging, slower 
labor-force growth and continued adjustments in the financial sector. We believe that this may turn out 
to be a “square-root” shaped economic recovery, with a sharp rebound from the depths of risk-averse 
behavior followed by a moderate and sustainable improvement going forward. Of course, that  
assumes there are no major policy errors by the central bank, the U.S. Treasury and Congress.
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appear in the recent data releases. However, 
affordability	levels	are	very	high	(as	home	
prices and interest rates collapsed and person-
al	income	has	held	up	at	reasonable	levels),	
meaning that housing is primarily being held 
back	by	buyer	confidence	rather	than	afford-
ability. Ultimately, the latter should prevail, 
helped by job gains.

Consumer spending and capital investment  
were recently growing at a moderate pace of 
2.5-3%. We believe the former will remain 
gradual while capital investment could surprise 
on the upside. Corporate balance sheets are awash  
in liquidity, and that corporate cash should 
gradually be deployed in the following quarters.

What does your economic growth outlook 
imply for inflation?

There are a couple of factors to consider. 
Fundamentally	we	have	extra	workers	and	too	
many computers and factories that are much 
too quiet on still modest demand. That is a 
global	phenomenon.	Generally,	it’s	hard	for	
inflation to accelerate when you have many 
workers	applying	for	the	same	job,	when	there	
are too many empty seats on a plane and when 
factories	are	running	at	70%	of	capacity.	On	
top	of	these	“structural”	forces,	you	add	only	
a moderate level of growth to the mix.  The 
conclusion is that the current gap between 
capacity and demand is not going to disappear 
for some time.

We	recognize	the	risks	to	inflation	that	
arise from expanding levels of government 
debt. But to the extent that private sector de-
mand	for	credit	is	moderate,	and	central	banks	
remain watchful of rising prices, we remain of 
the	view	that	risks	that	inflation	will	accelerate	
are comparable to the pressures that it will 
decelerate. In fact, we want to ensure that we 
do not approach deflationary conditions, as 
policy	makers	do	not	have	a	lot	of	experience	
in managing falling prices.

We have long expected 

a moderate pace of 

growth, so consensus 

expectations seem to be  

moving towards our view.
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