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2022 Signaled the Dawn of  a New Era 
Global capital markets experienced a tumultuous ride throughout 
2022 that proved to be quite challenging for most investors. While it 
was a historically bad year for both stocks and bonds, that was not the 
case for the investment portfolios managed by Hamilton Capital. Our 
dynamic process identified pockets of opportunity and avoided areas of 
speculative excess. As a result, our portfolios generally outperformed 
financial markets by wide margins. Several key investment positions 
drove our results:

• Energy 
Appreciated by more than 65% for the year

• US Large Cap Value 
Outperformed large-cap growth by more than 20%

• US Large Cap Quality 
DGRW allocation outperformed the S&P 500 by over 12%

• Cash and T-Bills 
Positive return versus -13% for the Bloomberg Barclays Agg

Continued on page three.

“ ” 
The labor market is 
extremely tight, and  
inflation is much too high.
 
Jerome Powell, 
Federal Reserve Chairman 



USGG10YR Index (US Generic Govt 10 Yr)
FDTR Index (Federal Funds Target Rate - Upper Bound)

The BLOOMBERG PROFESSIONAL service, BLOOMBERG Data and BLOOMBERG Order Management Systems (the “Services”) are owned and distributed locally by Bloomberg Finance L.P. (“BFLP”) and its subsidiaries in all jurisdictions other than Argentina, Bermuda, China, India, Japan and Korea (the
“BLP Countries”). BFLP is a wholly-owned subsidiary of Bloomberg L.P. (“BLP”). BLP provides BFLP with all global marketing and operational support and service for the Services and distributes the Services either directly or through a non-BFLP subsidiary in the BLP Countries. The Services include electronic
trading and order-routing services, which are available only to sophisticated institutional investors and only where necessary legal clearances have been obtained. BFLP, BLP and their affiliates do not provide investment advice or guarantee the accuracy of prices or information in the Services. Nothing
on the Services shall constitute an offering of financial instruments by BFLP, BLP or their affiliates. BLOOMBERG, BLOOMBERG PROFESSIONAL, BLOOMBERG MARKET, BLOOMBERG NEWS, BLOOMBERG ANYWHERE, BLOOMBERG TRADEBOOK, BLOOMBERG BONDTRADER, BLOOMBERG
TELEVISION, BLOOMBERG RADIO, BLOOMBERG PRESS and BLOOMBERG.COM are trademarks and service marks of BFLP, a Delaware limited partnership, or its subsidiaries.

Bloomberg ®Charts 1 - 1

Chart 1

2022 Selected Asset Performance

Fed Funds Rate and the Ten-Year Treasury Yield

Chart 2

Source: Bloomberg data

Source: Bloomberg data

Notes: Total return data. Respective ETFs and indexes chosen to represent indices, asset classes and sectors. Energy (XLE ETF), Treasury Bills 
(1-3 month) is Bloomberg US Treasury Bill 1-3 Month Total Return Index, U.S. Large Cap Value (SPYV ETF), U.S. Large Cap Quality (DGRW ETF), 
Aggregate Bond Index represented by Bloomberg Barclays Aggregate Index, S&P 500 (SPY ETF), Emerging Markets Equities (SCHE ETF), US REITs 
(SCHH ETF), US Large Cap Growth (SPYG ETF), US Small Cap Growth (VBK ETF), US Mid Cap Growth (VOT ETF). Mega Caps represent average 
total returns for Apple, Amazon, Google, Microsoft, nVidia, and Tesla during 2022.
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While these effective portfolio 
allocations contributed to strong 
relative investment performance 
comparisons, we believe the 
asset classes and sectors that we 
intentionally avoided enabled 
our portfolios to preserve far 
more capital than most portfolio 
managers, an essential attribute of 
our dynamic process.

Throughout 2022, our portfolios 
maintained a meaningful 
underweight stance versus 
equities. That proved quite 
prescient, as the S&P fell by over 
19% for the year, as detailed in 
Chart 1. The primary component 
of the equity underweight was the 
tactical decision to avoid exposure 
to the overvalued large-cap-growth 
asset class, which declined by 
27%. Even more disconcerting for 
many investors was the abysmal 
performance of the six largest 
mega-cap tech stocks contained 
in this class, which are commonly 
held across most investment 
portfolios. As the chart shows, they 
fell 39% on average.

The ‘Era of Free Money’  
Has Run Its Course  
(At Least for Now) 
2022 marked a new era for the 
equity and bond markets that we 
highlighted as ‘Shifting Trends’ 
in our year-end Capital Markets 
Review last January. We explained 
that the tightness in the labor 
market was contributing to higher-

than-desired inflation and that we 
were expecting a change in Fed 
policy from a supportive stance to 
a more restrictive posture. 

Indeed, after a decade where the 
Fed Funds rates hovered near 
zero and the Fed balance sheet 
grew more than ten-fold, the Fed 
embarked on a historic rate-hiking 
cycle and started the process of 
shrinking its balance sheet. In fact, 
it has been the swiftest increase in 
interest rates in modern history, as 
you’ll see in Chart 2. To date, the 
Fed has aggressively hiked rates by 
425 basis points in only 10 months. 
And while the pace of increases 
is expected to slow, further rate 
hikes appear likely. 

Most importantly, these shifts 
in Fed policy from a stimulative 
to restrictive stance marked a 
significant change impacting the 
economy and the fundamental 
underpinnings of financial assets. 
Economic activity has adjusted 
to a slower pace, profitability 
has taken a step backwards, and 
higher rates have compressed 
valuations. As the Fed seeks to 
choke inflation, the prospect of 
recession has increased. We do 
not believe asset prices reflect 
this possibility since the risk of a 
significant decline in earnings has 
not been factored into market 
assumptions. So, more downside 
could lie ahead.

Potential Impact on 
Financial Assets in the New 
Era in Front of Us
Over the course of the next several 
years, we would expect the United 
States economy and capital 
markets to look very different than 
they have since the financial crisis. 
We are likely to witness many, if 
not all, of the following changes: 

• Far less monetary support from 
the Fed and less fiscal stimulus

• A higher resting level for inflation 
and higher interest rates

• Weaker corporate earnings and 
lower valuations

• More cyclicality and associated 
higher levels of volatility

• More labor market tightness due 
to demographics (aging society)

• Reversing trends in globalization

In a broad sense, each of these 
factors portends a lower-return 
environment for financial assets. 
Yet, against this environment, 
there will still be pockets of 
opportunity. Some will come from 
discounted valuations that emerge 
from increased volatility. Others 
may be industries that come into 
favor, like energy stocks over the 
last couple of years. The point is, 
to be successful we believe one 
will need to choose investment 
exposures with great care.
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Important Disclosure Information: Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no 
assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Hamilton 
Capital, LLC [“Hamilton Capital]), or any non-investment related content, made reference to directly or indirectly in this commentary will be profitable, equal any corresponding indicated historical 
performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no 
longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in this commentary serves as the receipt of, or as a substitute for, 
personalized investment advice from Hamilton Capital. Please remember to contact Hamilton Capital, in writing, if there are any changes in your personal/financial situation or investment objectives 
for the purpose of reviewing/evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory 
services. Unless, and until, you notify us, in writing, to the contrary, we shall continue to provide services as we do currently. Hamilton Capital is neither a law firm, nor a certified public accounting firm, 
and no portion of the commentary content should be construed as legal or accounting advice. A copy of the Hamilton Capital’s current written disclosure Brochure discussing our advisory services 
and fees continues to remain available upon request or at www.hamiltoncapital.com.

Please forward this Commentary (with proper attribution) to others who may be interested. Copyright © 2023 Hamilton Capital. All rights reserved.

Summary and Closing Comments
In this environment, we believe asset allocation will need to be driven by 
more than buying and holding a diversified portfolio of assets, which is 
the prescription of many advisors. While returns can be favorable during 
stimulative periods where all boats are rising, we believe being highly 
selective is the recipe for success. 

To us, asset allocation should always be a continuous series of dynamic, 
forward-looking choices about portfolio holdings. The goal should always 
be to seize great opportunities when presented and to steer away from 
unproductive assets. This is the core of what we do, and its merits were 
on full display last year in what was a very difficult market.

As we look forward, we continue to search for attractive entry points 
to add to risk assets with a high margin of safety. Some opportunities 
may come sooner; others will be deferred until markets bottom. Equally 
important is the protection of capital. Therefore, we continue to be 
patient, but always vigilant. 

We thank you for the privilege of allowing us to guide your assets forward. 
Should you have any questions or observations, please don’t hesitate to 
connect with us. 

Learn More

The content in Capital Markets 
Review 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
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