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Brexit vote defineS QuArter, eChoeS Anger, AngSt And  
AnguiSh WorldWide

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 Managing 
Director, Portfolio Management, Srinath Sampath 
shortly after the end of the second quarter of 2016. 
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Executive Summary

The real story of the quarter was the historic UK vote to leave the European Union. While 
there are endless possible triggers for investor, worker and voter unease, this is only the 
latest spark for uncertainty.
This could be an isolated event. But, seeking to anticipate possible scenarios, what’s 

really at stake is the possible early erosion of the “open borders” consensus that has set the stage for 
investors for nearly 30 years and has contributed to low inflation, increased wealth and standards of 
living, and sustained strong financial market performance globally. It could take years to know.
The observable symptoms in this and so many other fragments of the modern narrative are a knee-
jerk suspicion of immigration, vitriolic dislike for central authority (in Brexit’s case, Brussels’ 
bureaucrats), and a perception that a global financial architecture that permits the fluid exchange of 
goods and services, workers and capital is no longer “fair.”
Meanwhile, the U.S. economy saw upward revisions to the original estimate of first-quarter growth, 
and, based on available data, we’ll likely see further strengthening in the second quarter. The bottom 
line is that the economy continues to bump along, stronger than, but in a similar pattern to, that of 
the rest of the world. This may feel inadequate, but the unbroken 84-month U.S. performance streak is 
now among the best in modern history.
With that said, inflation continues to slowly rise, a fact lost among the post-Brexit flight to bonds.
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All anyone can write about these days is the UK 
Brexit vote. Can you give us your take on it?

In a late-June advisory referendum (not legally 
binding), by roughly a 52% to 48% margin, voters 
decided that the UK should end its formal membership 
in the European Union. Although most voters – 

including the “Leavers” – very much want to maintain 
trade and other links to continental Europe (which 
may be the most important part of any analysis of this 
issue), they were persuaded that the requirements for 
financial contributions, immigration, and adherence to 



been seen exclusively among women!
Frankly, it’s hard to reconcile this data with 

the world that we see and touch everyday. 
But, as a context for the stress that we face as 
workers, voters and investors, it begins to fit.

And you think that this links up with 
financial markets?

Well, yes and no.
We feel that, unavoidably, these events 

splatter financial markets, or at least the day-
to-day discussion of financial markets, and 
volatility gets attributed to, and interwoven 

Through a lot of interim price “noise,” the equity market has generated decent 
returns year to date.
At quarter-end, Brexit was the latest catalyst for fear. However, two factors 
helped stock prices quickly recover. A global, frantic search for the safety of 

bonds drove interest rates sharply down, which, all else being equal, makes risk assets 
like stocks more attractive. Further, Brexit, as well as a weak “jobs” number for May, led 
the consensus on tighter Fed policy (read: higher interest rates) to shift quickly to “much 
later…maybe 2018.” This perception or hope for a more supportive posture by the central 
bank also seems to be fostering additional stock buy-backs.
The market is being buffeted by significant amounts of angst at many levels of society. 
Startlingly positive data on crime and even police officer deaths are in conflict with 
pervasive anger and stunningly negative data on mortality among white Americans. This 
forms part of the landscape for investors.

Equity Portfolios
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Executive Summary

After a couple of quarters, how are stock 
prices doing so far this year?

In general, stocks have done OK. The 
Wilshire 5000 index, a pretty broad U.S. 
measure, is up near 2.6% in the six months to 
June and things are thus far looking positive 
in July. Although this falls below some other 
“risk” assets that we favor, such as emerging 
market debt and high-yield (or low-credit-
quality) bonds, or even emerging market eq-
uities, we feel that it’s a pretty good return for 
this point in the cycle, and for the relatively 
expensive valuation that the U.S. equity mar-
kets offer us.

As we noted, emerging nation stocks did 
well. However, non-U.S. stocks from developed 
markets haven’t been as robust, falling about 
-4% for the same period (according to the MSCI 
EAFE index, measured in U.S. dollars).

Since you’ve encouraged us to think 
medium-term, what is, in essence, the 
longer view?

Indeed, we feel that a couple of quarters 
don’t say much.

On a longer, say, three-year timeframe, 
U.S. stocks returned about 27.8%, which is a 
very good outcome in terms of our forward 
expectations. That far exceeded returns from 
non-U.S. markets, be they developed (+6.3%) 
or emerging markets (-4.6% MSCI EM 
index). These numbers are not annualized. 

These are all good results, though they 
feel inconsistent with the broader issues 
of today, be they U.S. political dialogue, 
Brexit, China, commodities or the dollar. 
How does one make sense of them?

An excellent point. It takes many inves-
tors out of their day-to-day sandbox, and yet 
we feel it’s a “must consider” to inform one’s 
decisions on building a portfolio. We’ll try to 
synthesize things.

First, some observations on our environ-
ment. We feel that we live in an age of discon-
tent. There has been an undisputable “global 
warming” in rhetoric, in genuine anger and 
in anguish. Many can’t understand or get 
comfortable with the pace of change. Some 
feel that globalization has been a net negative, 
and that the system is “rigged” and no longer 
“fair,” whatever that means. There is a sense 
that, one step at a time, we have come to fa-
vor the few at the cost of the many. That “we” 
no longer compete on a level playing field.

And those “we’s” aren’t exclusively uned-
ucated American males. In fact, there is some 
recent data that we found startling and seems 
quite relevant. 

Since 1990 we’ve experienced a sharp 
decrease in crime in the U.S., including a 
meaningful drop in deaths of police officers. 
And yet most people would probably guess 
the opposite. Further, if one looks at “middle-
aged” demographics across the world, since 
the 1990s we’ve seen a meaningful decrease 
in mortality in nearly every region, as one 
might expect, except one: white Americans. 
Not only has mortality in this demographic 
segment failed to keep pace with the progress 
elsewhere, but it has actually gotten worse, 
driven by “self-inflicted” deaths (e.g., poison-
ings, which include acute alcohol and drug 
events; suicide; and chronic liver diseases). 
And, since around 2007, the deterioration has 
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The Fed has weighed market uncertainty and Brexit against a steadying U.S. 
economy and gradually rising inflation to keep interest rates unchanged 
so far this year. Especially in a world where monetary easing and negative 
interest rates are de rigueur, the Fed’s deliberate, data-dependent approach 

to monetary policy appears to be the correct one. Our fixed-income strategy counts on 
diversification and bond math to uncover select opportunities.
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Executive Summary

It appears that the stock and bond markets 
are saying different things. Is that true?

They are indeed. U.S. equity markets did 
fine through June and have posted new highs 
so far in July, sending a hawkish signal that 
is quite at odds with the less-sanguine U.S. 
fixed-income markets, which sang from a 
different songbook when yields fell to his-
toric lows in the days following the Brexit 
referendum in late June. 
For context, the 10-year 
U.S. Treasury bond 
recently flirted with a 
1.35% yield, even lower 
than the 1.38% observed 
in mid-2012, when fear 
was at its extreme fol-
lowing the Great Reces-
sion. As we discussed 
earlier, there has been 
considerable volatility 
in markets lately, result-
ing in a spate of invest-
ing and commentary 
favoring allegedly safe-
haven assets such as 
bonds. We, on the other 
hand, have a contrast-
ing view on the worth 
of bonds in the current 
low-yield environment, 
because of how bond math, and specifically, 
bond duration, works.

Pray tell, but please be gentle!

Simply put, a bond’s duration measures 
the decline in its price when interest rates 
rise. In the current interest-rate environment, 
a quarter-percent increase in interest rates 
would result in a roughly 2.25% drop in the 
price of the 10-year U.S. Treasury. Since the 
typical 10-year Treasury pays a coupon of 
about 1.5% every year, you can see how even 
a modest increase in interest rates would not 
only erase the benefit of the coupon payments, 

but also cause an ultimate loss in the bond’s 
value due to the additional price decline. And 
imagine how much more severe the loss on 
the bond would be if interest rates rose by, 
say, a half-percent? Simple math, no doubt, 
but with serious consequences. 

For this reason, we are very cautious about 
fixed income in general, and hold a bond 
portfolio that’s diversified across: a) high-

quality, short-duration 
U.S. bonds as ballast to 
our equity exposure, b) 
below-investment-grade 
U.S. bonds that are less 
correlated with interest 
rates, and c) emerging-
market debt that our re-
search and our analysis 
show as being underval-
ued. Particularly in these 
times where worldwide 
yields are very low and 
often even negative, 
thoughtful diversifica-
tion across different 
investment opportunities 
is crucial.

And how is the 
Fed responding to 
this challenging 
environment?

These are truly interesting times. On the 
one hand there is a profusion of accommoda-
tive monetary policy around the world, with 
low rates and even quantitative easing. The 
German 10-year yield, for example, recently 
turned negative. On the other hand, the U.S. 
economy is chugging along, and stateside 
inflation is gradually rising. The divergent 
markets are doubtless giving the Fed much to 
ponder. We believe that U.S. rates will con-
tinue to move slowly upward, with the Fed 
paying close attention to worldwide economic 
data as it sets the trajectory.

with, this context of discontent. 
That said, we would also argue that, in 

spite of the heated rhetoric and provocative 
headlines, and the lack of confidence that 
many investors have felt day in and day out 
since 2007, financial markets have actually 
been under control and have done a good job 
of dispassionately assessing information in 
an arm’s-length manner, and, rather than fall 
prey to emotion, gradually translate that into 
reasonable outcomes. Not in every case. But 
in many cases. 

What’s unsettling to many is how to shut 
off the relentless noise and focus on what’s 
real. In an era of “free” endless information 
and pervasive social media, we would argue 
that many have actually paid the price for this 
overload, becoming unable to distinguish be-
tween valuable and useless, and even destruc-
tive insights. This impacts everyone’s well 
being and sways our world of investors, too.

Meanwhile, stocks are OK, you say?

Yes. Despite all this, stocks appear to be 
resilient, helped by lower interest rates, which 
particularly seem to be fostering buy-backs. 
This reduces the number of shares outstand-
ing and can increase earnings per share. It’s 
less clear, however, whether it truly increases 
total profits. This has been, and continues to 
be, a key concern for us, particularly for mid-
cap and small-cap stocks which remain, in our 
view, quite expensive.

 

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:

August 24 
Lunch, Scioto Country Club

October 6  
Lunch, Scioto Country Club

October 7 
Lunch, Scioto Country Club

November 3  
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.

EU regulatory/legal standards were just too 
much to bear. Ironically, future negotiations 
are unlikely to remove these requirements.

This issue will remain a significant part of 
the UK, EU and global investment landscape 
for some time. Uncertainty has clearly risen. 
But markets have also started to stabilize, 
concluding that the early histrionics were 
likely unwarranted.

Near term, the prime minister, and head of 
the Conservative Party, resigned, leading to 
a remarkably fast selection of Theresa May 
as the next head of the British government. 
And proponents of “Leave” are busily 
backtracking on many of the false promises 
they claimed the vote would deliver to the 
kingdom. Not surprisingly, the political 
atmosphere is fragile amid heightened 
uncertainty.

So this is a big deal? 

We think it’s indeed a significant event, 
but one that, viewed critically, should not 
be overstated. If the political and public 
policy response in the major economies is 
appropriate – and we think it will be – this 
should not rise anywhere near the level 
of some of the doozies that we’ve lived 
through since the 1970s, whether one thinks 
of double-digit inflation, oil and real estate 
crises, stock market bubbles, or housing and 
banking crises.

We do feel that this will harm the UK’s 
economic, political, diplomatic and military 
standing in the world, and begin to do 
so soon. Its wealth will likely be lower 
than it otherwise would have been unless 
policymakers succeed in implementing very 
ambitious policies and negotiate innovative 
trade agreements. Regretfully that won’t 
likely be known for years.

Further, this increases the risk that the 
EU and/or the eurozone could eventually 
splinter. This is a lower-probability-but-
larger-impact scenario.

Economic Outlook
(Continued)

You think it’s likely that leaders in the 
major economies will do the right thing? 
That seems pretty optimistic these days.

Touché. Your skepticism is very much de-
served by elected officials nearly everywhere.

But we feel that, in this instance, the 
adults are likely to prevail, at least in the 
near future – say, the next two to three years. 
Things could easily go awry, but we think that 
temperatures will remain moderate, for now, 
as it’s in leaders’ re-election interests to keep 
it together.

Having said that, we do feel that this is a 
good time to wave a yellow flag of caution on 
a longer-term theme.

For some time we’ve collectively 
benefitted, as consumers, investors and, net-
net, even as workers, from an “open borders” 
philosophy that allowed only moderate 
constraints on the flows of trade, capital and 
labor. Reasonable people could disagree 
on this. But, setting our political views 
entirely aside, this is our informed judgment 
purely from the point of view of economic 
fundamentals and financial markets.

Our concern that this could begin to erode 
is warranted, we feel, not because of public 
officials but rather because the anger arises 
from voters, who may decide to, inadver-
tently, reverse course on progress made due to 
their perception that the old days were better.

Well, lots to think about. Have we seen 
any immediate, real impact?

Not hugely. Consumer confidence has 
dropped, but the link between confidence 
and future spending is tenuous and, in many 
economies, often inverse. Business spending, 
however, is more likely to be harmed by un-
certainty, as decision makers will have a dif-
ficult time discerning the environment they’ll 
operate in.

Meanwhile, the U.S., and indeed the global 
economy, continues to bump along. U.S. 
growth remains close to 2%, if one looks 

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.
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ColumBuS, ohio 43220
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through the volatility that arises from quarter 
to quarter, and has delivered 84 months of 
unbroken growth – one of the longest streaks 
in modern history. And, amid the “flight-to-
quality” tsunami toward bond instruments, in-
flation (the nemesis of these income vehicles) 
remains elevated and a contextual worry for 
the Federal Reserve as it struggles to balance 
all the data inputs that determine when and 
whether to increase interest rates.

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: 
Labor Day, September 5. 

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.


