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Insights
Putting Things in Perspective
The news is constant. Events are moving fast. Financial markets have
rallied but are still well below their February highs. It’s a lot to digest.
Below is a summary of what we see, what we’re doing, and, perhaps
more importantly, what we’re not doing as we manage portfolios
through this crisis.
Reopening the Economy
At the expense of severe restrictions in many locations, the growth
rate of new cases of COVID-19 is flattening. With this development,
the administration has outlined steps to reopen the economy.
No one knows how this will go or if reopening will spark a second
wave of infections. So, it will happen in phases, taking baby steps. If
infections remain manageable, then after a period of time, we will
likely move to the next phase. However, should they begin to climb
towards levels that will stress our healthcare system, then the tempo
will almost certainly slow, and steps could be taken to reestablish
greater social distancing.
While a reopening seems positive, COVID-19 is still very much with
us. There will surely be many more cases and many more deaths.
Life as we have known it, will not return to normal until people feel
safe. This is likely to take time. It may not happen until a vaccine is
widely distributed or treatments are developed that constrain the
progression of the disease in its early stages.
Mounting Economic Damage
In the meantime, broad economic damage continues to mount.
Virtually every indicator is pointing to severe declines. Notable
has been the number of job losses. More than 26 million new
unemployment claims have been filed in the past five weeks. While
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many jobs will return, a large number will be
permanently lost. Further, employment is not likely
to just snap back as some expect. While the time
frame may be different this time, it took 10 years
for employment to fully recover after the last crisis.
Unemployment is particularly meaningful because
it puts fewer dollars in the hands of consumers,
who account for 70% of our economy. While
unemployment benefits will help, consumption
tends to become restrained when unemployment
is high, and uncertainty abounds. Ultimately,
less consumption leads to diminished corporate
revenues. This impacts profits and, in some cases,
the ability of corporations to meet their debt
obligations. Both are just now coming into focus.
Government Measures
The Federal government has taken a number
of steps seeking to blunt the full impact of the
economic damage. The size of these programs is
unprecedented, yet senior administration officials
describe them as only doing what is necessary to
keep the economy and businesses functioning
at tolerable levels. Probably enough to avoid a
depression. Probably not enough to avoid a period
of severe recession, even if we don’t meet the
classic definition of two consecutive quarters of
negative GDP growth.
Corporate Earnings
Earnings are suffering. Broadly, reported firstquarter profits have dropped. Depending on
the immediate impact of government stimulus
measures, declines could continue. Since future
earnings ultimately drive the direction and level of
stock prices, the key questions are when will they
recover and to what degree?
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We continuously incorporate new information on
COVID-19 and the dynamics in the oil markets into
our extensive analytical framework of the various
components of NIA earnings (a broad measure of
earnings in the U.S. economy). We build multiple
scenarios, stressing them both up and down. Our
work suggests that, without ongoing new stimulus
packages from the federal government, it’s hard to
project sustainable positive earnings growth in the
private sector in the medium term, and even flat
earnings appear unlikely.
Appropriating additional stimulus dollars may
become more difficult. With the government
measures that are already in place, our deficit is
expected to swell to $3.7 trillion for the current
fiscal year. Additional deficits are expected next
year before any new stimulus is passed. At some
point an already record-high and burgeoning
national debt may come into play.
Equity Market Rally
Yet, in the face of one of the biggest economic
contractions ever, equity markets have rallied
off their March lows. In the context of the
fundamentals, this makes no sense. The only
explanation is that some investors appear to be
writing this year off and focusing on a return to
growth. They seem to be banking on a V-shaped
recovery, which would have the economy fully
recuperate next year. That is by far the most
optimistic scenario – one we have considered
and modeled extensively. We believe that, absent
massive amounts of new and continuing government
stimulus, it is an unlikely result, and these investors
may find themselves stung by a classic bear market
rally that proves to be temporary.
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No matter the timing of an earnings recovery, stocks are still not
cheap. While it may be tempting to “buy the dip” for fear of missing
out, from a fundamental perspective, today’s buyers are paying an
expensive price hoping it becomes even more expensive. This is never
a good bet. At its recent low, the Wilshire 5000 (a broad measure of
U.S. stocks) traded at 22x last year’s adjusted NIA earnings – far above
the historic norm of 17x. With profits now plunging, for this to work
out, earnings would have to first recover and then grow well beyond
last year’s levels for today’s price to be attractive. Otherwise the price
multiple would need to further expand to ever more expensive levels.
Both are tall orders in today’s environment.
Hamilton Capital Portfolios
Our goal is to successfully guide you through what continues to be a
very treacherous environment. Even before this downturn, we have
maintained a heavily defensive posture that has generally allowed our
portfolios to outperform their benchmarks and many market indices.
Maintaining a high degree of safety has served us well, yet we
continuously challenge this position by testing more optimistic
earnings scenarios that might cause us to add additional risk assets.
Also, we are carefully reviewing unfairly punished industries and
asset classes for outsized opportunities. Events remain very fluid.
Change is constant. And our research remains intensive as we
execute our proprietary investment process every day. One thing
seems sure: great opportunities will come to the investor who is
intellectually humble, patient, diligent, and doesn’t chase returns.
Rest assured, we are on it.
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Learn More
This content is authored
exclusively for Hamilton
Capital clients and friends
by the professionals on our
Investment Team. If it raises
any questions or you’d like
to learn more about our
proprietary research and
top-down, forward-looking
investment process, please feel
free to contact us any time.
Ohio Office
5025 Arlington Centre Blvd.
Columbus, Ohio 43220
614/273-1000 • 614/273-1001 (fax)
Florida Office
240 Royal Palm Way
Palm Beach, Florida 33480
561/268-0545
888/833-5951 (toll free)
hamiltoncapital.com
Hamilton Capital
@HamiltonCapitalManagement

Thank you, as always, for the privilege of serving you.
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