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SOME OBSERVATIONS, SANS EMOTION

 Given the large drop in the markets & heightened volatility, we’d like to offer up some observations across all of 
the markets that we track.

 There is no ”silver bullet” in the attached slide deck.  We like to think of this data as pieces of a large jigsaw 
puzzle.  Each piece has value, but examined in isolation, it’s not particularly useful.  

 And much like with any complex jigsaw puzzle, we hope that you either find the attached intellectually stimulating, 
thoroughly enjoyable, or a useful aid to help you fall asleep should you find yourself restless some night soon.

Note: in the interest of efficiently analyzing and commenting on a series of charts for a broad audience, there are 
some technical terms and acronyms that those outside of the investment world may not be familiar with; thus the 
following page includes some terminology if you need to reference it as you review.



TERMINOLOGY AND ACRONYM REFERENCE (IF NEEDED)
 Basis Point(s) or bp(s) for short: 1 bp = 0.01% so 65 bps is another way of saying 0.65%.

 Credit Spread: refers to the incremental yield, expressed in basis points, received for a bond or group of bonds 
compared to a Treasury Bond of similar duration.  As an example, if a 5-year Treasury Bond had a yield of 1%, and a 
5-year high yield bond had a yield of 5%, that high yield bond would trade with a credit spread of 400bps (5%-
1%)*100 = 400.

 ETF: An Exchange Traded Fund is a group of securities that tracks an underlying index.

 Forward Breakevens: a measure of inflation expectations derived by comparing the yield of a Treasury Bond to 
an inflation-linked bond of the same maturity.

 Fund Flows: a measure of the net cash flows into and out of a mutual fund, ETF or group of funds.

 P/E: Price/Earnings multiple is a valuation measure reflecting the price paid for a stock relative to the actual or 
projected earnings per share of that company; a “high multiple” generally implies a higher valuation for that stock.

 Treasury Yield Curve: the yield on a U.S. Treasury Bond over different time periods, typically shown from 1-
month Treasuries to 30-year Treasuries.

 WTI: West Texas Intermediate is a crude oil price commonly used to track oil prices; quoted per barrel (or “bbl”).



 After reaching all-time highs 
mid-month, the S&P 500 
quickly plummeted ~15%.

 Other major indices followed 
in near lockstep, with the Euro 
Stoxx 50 & the Nikkei down 
mid-teens from recent highs.

 Interestingly, and far from 
what one might logically 
suspect, the Shanghai 
Composite Index is down just 
5.6% so far in 2020.

THE QUICK 
DESCENT



PAUSE, BREATHE, 
AND PULL BACK 
THE CHART
 Yet if we pull back the chart a 

little bit, we see just how good 
investing in stocks has been in 
recent history, despite this 
recent 15% drop.

 Total returns of the S&P 500 
(assuming dividends are 
reinvested) are as follows:

 1yr = 6.4%

 3yr = 35.9%

 5yr = 61.8%



STOCKS MAY BE    
THE SECOND 
BIGGEST HEADLINE
 Here’s the change in the US 

Treasury Yield Curve from the 
beginning of the year to today.

 The graph at the bottom 
shows you the change (in basis 
points) in yields at each 
maturity from one month to 
30 years.

 You can see that there was a 
fairly uniform drop in yields 
from 5yrs and beyond of 
almost 80bps – quite a move!

 The sharp dip between 1-5yrs 
in the current curve is the 
market baking in expected 
interest rate cuts in 2020.



YIELDS RESPONDING 
TO LOWER INFLATION 
EXPECTATIONS

 Inflation expectations across 
the globe are cratering, as 
reflected here by 5-year 
forward breakevens in the US 
(top) and Europe (bottom).

 It should be noted though, 
that even though the fixed 
income market is often right, it 
is also quick to change its 
mind (2016). In the words of 
John Maynard Keynes, “When 
the facts change, I change my 
mind.”



NO YIELD TO BE 
FOUND

 Cratering rates and low yields 
are not just a US story. 

 Here are 5-year government 
bond yields from some of the 
biggest sovereign bond 
markets in the world.  

 Note how yields (shown in 
the last column) are negative 
for 8 of the 18 countries 
listed.

Source: Bloomberg as of 2/28/2020



CREDIT SPREADS ARE 
WIDER BUT STABLE
 Both investment grade 

corporate bond spreads (top) & 
high yield bond spreads 
(bottom) have moved higher in 
recent weeks, as one would 
expect given the risk aversion in 
the markets. 

 However, spreads remain well 
within “normal” levels of the 
past 5 years and are not elevated 
by any means. 

 The market’s interpretation is 
that any slowdown from the 
Coronavirus will not likely 
permanently impair the 
creditworthiness of US 
corporations.



BUT FUND FLOWS…

 While credit spreads have 
been relatively resilient, fund 
flows in riskier credit have not. 

 In this graph, we show the 
price performance (top) & 
fund size (bottom) of the 
largest high yield bond ETF .

 Note that despite the strong 
price performance (only down 
~3% from peak), the ETF has 
lost over a third of its assets 
in a matter of weeks.



KING DOLLAR…NOT 
SO REGAL 
 The US Dollar (reflected here in 

the Dollar Index) often 
outperforms during periods of 
major market stress. 

 This time however, the Dollar 
has weakened.  We’d offer 2 
explanations for this move. First, 
the market is now assuming 3 to 
4 interest rate cuts by the end of 
this year, weakening the dollar 
relative to other major 
currencies. Second, this is 
further evidence (along with the 
stability of credit spreads) that 
this market move is not a full-
blown panic across all asset 
classes, despite the big moves in 
the equity and rates markets.



AS YOU’D GUESS…

 The Bloomberg Commodity 
Index is reacting as you’d expect 
when global growth is slowing –
the index is down 13% on the 
year.

 The primary driver behind this 
fall is oil.  Crude oil (measured 
by price of WTI) is down from 
$65/barrel in January to 
$45/barrel now.

 The dramatic slowdown in 
factory activity in Asia is likely to 
keep pressure across the 
commodity complex for the 
near future.

 Here again though, we’d describe 
this move as contained and not 
indicative of a full-blown market 
panic.



WHAT’S REALLY 
STRESSING US OUT

 Courtesy of Yardeni Research, 
here are the S&P 500 
corrections since 2008.  

 In the parenthesis at the bottom 
of the graph, you can find the 
average length (in calendar days) 
of each correction. 

 Going all the way back to 
1950…the average correction 
length was 196 days. 

 In early 2018, the market 
corrected in a record 13 days –
actually we should say former 
record; stocks corrected this 
time in only 8 calendar days!



AND SO THE 
VOLATILITY FOLLOWS

 The record quick correction 
has caused volatility in equity 
markets (as measured by the 
VIX index) to explode. 

 There have only been 3 other 
instances in the past 10 years 
where the VIX has reached 
current levels.

 There are numerous reasons 
for the record-setting pace of 
the correction & explosion in 
volatility.  We’ll name a few: 
the rise of algorithmic trading, 
a market coming off of a 30%+ 
year, the rise of indexation….



STRICTLY OBSERVING THE NUMBERS…

At the beginning of this year…

 2020 S&P 500 EARNINGS EST = $178/share

 S&P 500 Index = 3230

 Implied S&P 500 P/E = 18.15x

Now…

 2020 S&P 500 EARNINGS EST = $175/share

 S&P 500 Index = 2954

 Implied S&P 500 P/E = 16.88x

It’s worth noting…

 These are only estimates and Wall Street has not yet started to substantially reduce 2020 earnings estimates.  We 
anticipate that the $175/share estimate is lowered. Obviously, how much that number is lowered matters a lot.

 The duration of that earnings impact also matters a lot. Is this a 1-month, 1-year, 2-year, or 5-year event? We are 
guessing to the shorter side based on models projecting the spread and eventual containment of the 
coronavirus…but guessing should be emphasized; scientific models have been wrong before.

 In addition, lower interest rates are supportive of higher earnings multiples (in theory at least).



AND NOW THE EDITORIAL SECTION -
THERE ARE REASONS TO BE WORRIED…
 The market does not have much experience dealing with global pandemics.

 IF (note it’s a big if) major metropolitan centers are effectively shut down across the globe, we imagine the hit to 
growth would be dramatic.

 While the market is asking for interest rate cuts (and we imagine that those cuts will be delivered), we are not 
celebrating US rates trending to zero. Other countries have had little success in escaping from zero, once zero is 
breached.

 The political climate is volatile. We recognize that different candidates may present different challenges and 
opportunities to investors.  At the same time, we observe that US markets have prospered under a variety of 
different Presidents and Congresses for a very, very long time. 

 Several leading indicators, such as copper and the Dow Transports, are giving bearish indicators on the market’s 
future direction.

 We are almost certain that the news on the virus & its impact globally will get significantly worse before it gets 
significantly better.



BUT ALSO MANY REASONS TO BE OPTIMISTIC…
 Historically speaking, 15% drawdowns & VIX levels at 40 have presented strong opportunities for investors to put 

money to work.

 If the virus is a short-lived event (under ~1 year), we speculate that aggregate demand globally will quickly recover.

 Central banks globally will be aggressively easing monetary policy over the next several months. Historically, 
friendly monetary policy has translated into friendly returns for investors.

 The $20/barrel drop in oil will act as a further stimulus on the global economy.

 The Fed is unlikely to be raising interest rates anytime in the foreseeable future.

 During severe market drops like the one we just witnessed, we see many strong companies trading down in-line 
with weak companies.  Opportunities to buy good companies on sale are always welcome opportunities.

 Credit spreads tell us that company balance sheets and borrowing abilities are not being impaired by this global 
growth scare.

 Some of the smartest minds at the world’s leading companies and universities are diligently working on finding a 
vaccine for the Coronavirus.



IN CLOSING…

 As always, we welcome further discussion on any of these topics should you have questions or comments.

 We’ll continue to search for more pieces to the puzzle & will keep you apprised of our findings.

 For more observations, follow us on Twitter (@HamiltonPoint) and LinkedIn (Hamilton Point Investment Advisors)

https://twitter.com/hamiltonpoint
https://www.linkedin.com/company/hamilton-point-investment-advisors


DISCLOSURE
The content provided herein is for informational purposes only and the opinions expressed herein are those solely of Hamilton
Point. Hamilton Point reserves the right to modify its current investment strategies and techniques based on changing market 
dynamics or client needs. There is no assurance that any securities or strategies discussed herein will be included in or excluded 
from a client portfolio. It should not be assumed that any of the securities, strategies or internal studies discussed were or will 
prove to be profitable or that the investment recommendations or decisions we make in the future will be profitable or will equal 
the investment performance of the securities discussed herein. An investment in our strategies is subject to investment risk,
including but not limited to, the loss of principal and may not be suitable for all investors. This is not a recommendation to buy or 
sell any particular security and should not be considered financial advice. Past performance is not indicative of future results.

The visuals shown above are for illustrative purposes only and do not guarantee success or a certain level of performance.

A full description of Hamilton Point and its investment strategies and advisory fees can be found in Hamilton Point’s Form ADV 
Part 2 which is available upon request or at the Investment Adviser Public Disclosure website. Hamilton Point is an investment 
adviser registered with the U.S. Securities and Exchange Commission, though such registration does not imply a certain level of 
skill or training. Hamilton Point’s principal place of business is in the State of North Carolina. HP-20-46
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