
Economic Outlook
A turning Point for gloBAl monetAry PoliCy

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, Jeff Liu shortly 
after the end of the second quarter of 2017. 

The Interviewees
Continued on back

Executive Summary

It’s always different.
Though many of the ingredients for economic growth and inflation are always present, they’re 
typically mixed in the economic soup in different measures from cycle to cycle. The current recovery 
from an unprecedented housing crisis and recent moderate use of debt by consumers is unique and 

alters the entire growth landscape, making it a rather complex one.
Our current survey of data releases finds some supporting a gradual slowdown scenario, while others point 
to robust growth, tight labor markets, and even building — if masked — wage pressures. In fact, the view 
of decent growth is the predominant landscape if one looks at the world in its entirety. This provides ample 
justification for central banks everywhere to begin to lean away from extreme stimulus toward a more 
neutral stance and, perhaps, even hint at tightening on the horizon.
This latter perception is a change for investors, who have come to grow comfortable with monetary 
support, and could give some a Zantac moment.

Please give us an update on economic growth. 
Anything new?

In essence, the story that emerges in the U.S. dif-
fers in its details but spins a similar yarn to what 
we’ve described for years – a landscape of moderate 
growth, near 2%, that’s proven to be both fairly stable 
when compared to our history and also quite durable. 
Meanwhile, employment gains remain robust. They’ve 
stepped down a notch from the rapid pace of recent 
years, which has reduced unemployment to a “mi-
serly” (and very welcome) 4.4%. But job gains remain 
rather larger than entries into the labor force, which is 
giving hiring managers headaches as they have record 
numbers of job openings and trouble matching those 
with eligible workers.

So, at the end of the day, little change from what 
we’ve heard before?

Yes, in terms of the headline, but the details are 
changing.

Although the overall pace of growth has been 
pretty stable, a dichotomy is emerging. Selected areas 
of the economy are exhibiting new hints of slowing. 
Auto sales, for instance, are contracting, as are pend-
ing home sales and perhaps even housing starts due 
to weakness in multi-unit activity. Contraction means 
negative growth, and that obviously pulls the average 
down and away from its multi-year growth rate of +2%.

That said, other sectors are a little stronger than be-
fore. Manufacturing and some areas of business sales, 
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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.

Our readers have heard us say of late that the combination of rich valuations 
and uncertain earnings growth has gradually led us to a greater emphasis 
on capital protection. Far from a cry of fear, this is an expression of 
sobriety, as we seek to balance participating in growth with a respect for 

things that go wrong – even if that can take time.
In fact, our moderation has still left us overweight to even weight in U.S. large-cap 
stocks and overweight in non-U.S. equities. Rather, we’ve reflected our caution where 
we feel valuations are most stretched – and we find small-cap stocks as most egregious 
on that score.
As noted in the Economic Outlook section, recent data can justify nearly any conclusion 
one wishes to reach. That’s often the case at turning points. We remain of the view 
that we’re not exactly falling off a cliff, but rather that we’re being offered assets at 
somewhat unattractive prices in the context of our preferred causal factors. After gains 
of over 250% in the broad market since 2009, we’re of the view that forfeiting a portion 
of the last 10%, even 20%, of appreciation, should it occur, is a reasonable insurance 
premium and opportunity cost worth taking. We certainly don’t think that we have 
another 30% or 40% gain in this market in the medium-term.
Even a rudimentary awareness of popular culture will lead some readers to see in our 
title above both a reference to Prince as well as to the excess enthusiasm in stocks at 
the time captured in his song of the same name. We’re taking some poetic license here, 
and certainly not articulating said quote literally. But as Twain (or perhaps Wittreich) 
might have said, history does not repeat itself…but it often rhymes.

Equity Portfolios
PArty like it’S 1999

Executive Summary

Last quarter the equity markets were do-
ing well. How about the most recent three 
months? Still OK?

Yes, they were. The quarter was actu-
ally similar to what we saw in the first three 
months of the year: a robust U.S. market – 
with underperformance by small-cap stocks, 
most notably – along with attractive returns 
beyond our shores, particularly in emerging 
markets, where returns were stellar, followed 
by Europe and Japan. Even the UK did well, 
considering the spasms it’s going through as 
part of the Brexit process.

Wow. Like the economy, “persistency” 
seems to be a hallmark of stocks in  
this cycle. 

Yes, all our screens showing returns to 
date are flashing “green.” Low interest rates 
really do cure many ills, from economic 
growth to performance in risk assets, like 
stocks. And given the depth of the last reces-
sion, it’s exactly why we’ve been somewhat 
perplexed with the vehemence and breadth 
of calls in recent years, from some quarters 
at least, for higher rates from the Federal Re-
serve. But alas, we’ve just gone through the 

political silly season, so perhaps it shouldn’t 
be that surprising.

So, markets have been strong even while 
you’ve been expressing some caution over 
the last few quarters. Are you still putting 
an emphasis on “capital protection”?

We think things are still very much in 
synch with our recent approach and goals.

As we build portfolios, we’re always seek-
ing to balance return and risk, and the latter 
includes both volatility in price as well as, and 
more importantly, risk of loss. Since our cli-
ents have many reference points, we too have 
many bogeys, from measuring returns against 
a benchmark (or relative performance) to the 
actual outcomes for the portfolios. We refer to 
these as absolute returns. 

Relative returns are very important but, as 
we often jest, one can’t eat (or retire, or buy 
a dream boat or pay for college on) relative 
returns. Thus, absolute returns are key, par-
ticularly when the risk is one of loss, or disap-
pointment from rich valuations, rather than 
the opportunity cost of giving up some returns 
on the upside.

Our temperament is one of patience and 

employing a methodical approach. We have 
a discipline and we stick to it. That means 
we’re sometimes early, but our efforts to bal-
ance return and risk management warrant it. 
As markets have moved into an environment 
where some assets are rich, we have chosen to 
worry less about fully participating in markets 
that might rise a bit further. Rather, we’re tak-
ing a number of modest steps that effectively 
represent buying some insurance in case mar-
kets adjust downward.

And how is it panning out so far?

We think well.
Even as we’ve become more cautious, 

we’ve been either overweight or even-weight 
in large-cap U.S. stocks, which represent 
a large segment of our investing universe. 
We’ve been focusing our caution in segments 
of the market that appear most expensive to 
us, particularly small-cap U.S. stocks, and 
we’ve partially offset that underweight with 
an overweight beyond U.S. borders.

After more than a 250% gain since the lows 
of early 2009 in the broad U.S. market, our 
plan is to participate – even if less than fully 
– in any late-stage gains. We’re OK giving up 
some of the upside in the “last” 10% or 20% 
appreciation that might occur, while “buying” 
some insurance against a weaker scenario, 
not via a premium cash outlay, but rather by 
forfeiting a portion of any end-of-cycle gains 
that could easily evaporate in a setting of rising 
rates and uncertain earnings growth.

The outcome is that we’ve generated re-
turns this year in the 7% to 8% range in our 
various equity-focused strategies, and just 
under 5% in our key balanced strategy. In 
fact, all our strategies have generated positive 
returns. On a longer view, our 5-year returns 
are clustered around 12% annually for strate-
gies that emphasize equities and around 9%/
year for our key balanced portfolio (all returns 
before HCM fees). In our view, that’s how 
you give clients the absolute results they seek 
to realize their dreams. 



“Rule No. 1: Never lose money. Rule 
No. 2: Never forget Rule No. 1.” 

— Warren Buffett, 
Legendary investor

In Other Words

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 17 
Lunch, Scioto Country Club

October 11 
Lunch, Scioto Country Club

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

The Fed remains the elephant in the room. For now, a majority of Fed FOMC 
members still expect higher inflation as the labor market tightens. In their 
June meeting they raised the target rate another 25 bps and rolled out a 
map for balance sheet normalization. However, renewed moderation in both 

headline and core inflation numbers in recent months boosted the bond market. This is 
a tricky environment. We just experienced QE for the first time in our lifetime and are 
about to experience QT (quantitative tightening). We believe it’s a good strategy to keep 
a medium-term horizon while staying nimble strategically.

CentrAl BAnkS normAlizing though inflAtion moderAteS

Executive Summary

Based on your Economic Outlook, it 
seems like inflation is a key issue for both 
the Fed and investors.

Yes, inflation is thorny territory of late.  
Just as market pundits, including some Fed 
members, are forecasting higher inflation 
pressures, U.S. inflation data surprised on the 
downside in recent months. That said, U.S. 
labor markets continue to get tighter. Most 
Fed members remain of the view that inflation 
is likely to accelerate at 
some point, suggesting 
that the Fed’s gradual 
tapering plan will not be 
reversed unless econom-
ic growth surprises on 
the downside. As Chair 
Janet Yellen put it, “We 
continue to feel that with 
a strong labor market 
and a labor market that’s 
continuing to strengthen, 
the conditions are in 
place for inflation to 
move up.”  

And what’s the impact 
of the Fed’s “shrink-
ing its balance sheet,” 
which is not easy to 
understand but seems 
tied to the level of 
rates. Can you clarify that?

A little background would be helpful.
During the days of quantitative easing, 

as the Fed sought to stimulate demand and 
improve job gains, it bought bonds, driving 
interest rates lower than they would other-
wise have been, and in the process greatly 
enlarging the Fed’s balance sheet. In this 
process, the Fed became a price-insensitive 
buyer of both mortgage-backed bonds 
(MBS) and treasury securities, overcoming 

the impact of private-sector price setting. 
That was the point, as the administered 
rate moved down to zero, at which the Fed 
needed another way to keep interest rates 
low to stimulate demand.

Since that process came to an end, and as 
the central bank gradually shifted its stance 
from stimulus toward a more neutral posture, 
markets have speculated how they would bal-
ance increases in interest rates vis-à-vis the 

sale of near $2 trillion 
of “excess” bonds that 
they now owned.

Fair enough. Fast for-
ward to today, then, 
and where is the Fed?

Recent communica-
tions from the Fed sug-
gest that the effort to 
shrink the balance sheet, 
call it quantitative tight-
ening (QT), will start 
later this year – perhaps 
in September. Based on 
its recently published 
“Addendum to the 
Policy Normalization 
Principles and Plans,” 
the FOMC would like to 
commence the process 
of balance sheet normal-

ization not by selling bonds, but by ceasing 
the reinvestment of coupons and maturities 
in the range of initially $4 billion per month 
for MBS and $6 billion for treasuries. These 
amounts would rise over time.

What does one normally do in such a 
delicate setting?

Similar to people’s experience of QE 
several years ago, it’s impossible to know 
for sure how QT will interact with other fac-

tors and specifically impact markets. Though 
the market response to the QT plan has been 
muted so far, we do feel that, at its core, this 
represents a withdrawal of stimulus, and a 
step toward eventual tightening, if conditions 
warrant. This has generally been unfriendly to 
the price of these securities, as their principal 
buyer for years moves away. That suggests 
higher rates, all else being equal. And that’s 
not good for either owners of these bonds or 
even other risk assets.

In this environment, we continue to em-
phasize a medium-term time horizon that does 
not seek to react to every headline, as markets 
bounce from guardrail to guardrail, and to 
place a premium on risk management. In our 
view, most fixed-income securities are pricey.  
As the Fed and other developed countries 
begin to turn the ship from monetary easing 
toward normalization, duration risk for lon-
ger maturities is meaningful. We continue to 
place a meaningful weight on protecting capi-
tal and emphasizing shorter maturities.
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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.

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)
hamiltoncapital.com

even capital investment, have shown some im-
provement in the last year or so.

Furthermore, there’s an emerging sense that 
other parts of the globe have steadied and may 
no longer need the crutch of ultra-supportive 
monetary stimulus. In fact, such stimulus could 
be counterproductive in this setting.

How about inflation?

There, too, things are interesting.
Let’s set the stage. Starting in late 2014 

commodity prices started a steep drop from 
abnormally high levels. This impacted many 
sectors of the economy and financial markets. 
Inflation was one such area. As commodity 
prices fell, so did general or “headline” infla-
tion, which tumbled to nearly 0%. But that 
was driven by its volatile components, food 
and energy. If we exclude these items, which 
can swing wildly and temporarily obscure the 
underlying and more sustainable trends, the 
so-called “core” inflation eased rather less, 
from around 1.8% to near 1.4%.

Fast forward to today and headline infla-
tion has rebounded, as commodity prices 
stopped falling. But the rebound has been 
muted and, in fact, the last couple of months 
have actually shown renewed moderation in 
both headline and core numbers.

Is that moderation unusual?

Yes, it is, for the headline number, but it’s not 
uncommon for core inflation, which can lag.

Generally, as the economic recovery ages, 
excess capacity is used up, unemployment 
falls and inflationary pressures build, includ-
ing in wages. Even if you allow for the fact 
that we’re recovering from a particularly deep 
and difficult recession, we’re now operating 
at levels that have traditionally resulted in an 
acceleration in wages. 

But this time it’s coming somewhat more 
slowly, helped by the retirement of baby 
boomers. They tend to earn more and, when 
they’re replaced by cheaper, younger and 
typically less-experienced workers, the statis-

Economic Outlook
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tics are lowered as the higher average wages 
drop out.

Of course, these boomers also tend to be 
highly experienced and more productive than 
younger workers still early on the learning 
curve. This is likely contributing to the weak 
productivity numbers that many economies 
globally are exhibiting.

So how are policymakers responding to 
this environment?

The data’s mixed. Biased observers can 
parse the data and come away with ammuni-
tion to justify nearly any pre-conceived no-
tion that they bring to the table. However, the 
perception among largely unbiased central 
bankers is increasingly that the stable-and-
persistent pace of growth in the U.S. contin-
ues to use up economic capacity, while glob-
ally there appear to be fewer threats to growth 
and less need for the exceptional stimulus 
currently in place. And the ground is being 
prepared for a reversal thereof.

Persistent growth in the U.S. and fewer 
economic concerns abroad, low inflation 
that rises only reluctantly, strong gains in 
employment, a robust dollar and no new 
financial crises. What’s not to love?

It’s a perfect pitch!
In the U.S. our central bank has dual man-

dates – to maximize employment and keep 
inflation low and stable.

Check. 
Outside the U.S., formal mandates for central 

banks vary, but low inflation and decent growth 
figure prominently, explicitly or implicitly. 

Increasingly, check. 
So one could conclude, as the question 

suggests, that it’s a “don’t worry, be happy” 
landscape. However, as investors have come 
to expect monetary stimulus forever, the 
concept that the punch bowl may be taken 
away, even if warranted, could prove unset-
tling to some who have come to bet on that 
one color.

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 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.


