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Figure 1 below depicts the loneliness of Value managers and leaves us wondering when our relative fortunes might turn. 

Analysis of sector weightings provides a simple answer. Relative to the Russell 1000 Growth Index, the Russell 1000 Value 

Index has approximately 39% less Tech and internet exposure and about 35% more exposure to Financials, Industrials, 

Materials and Energy. Value will outperform when Technology and internet stocks slow down and cyclical stocks attract 

investor attention. 

 Figure 1: Historic Underperformance for Value                   Russell 1000 Value Sector Weights Relative to Growth 

   
Source: Longview Economics, Macrobond, Bloomberg 

 

Fundamentally, the case against Tech is mixed. We see little on the horizon likely to upset the shift to cloud computing, the 

primary engine of technology company revenue growth. Aggregate sales of Amazon Web Services, Microsoft Azure and 

Google Cloud Platform are approaching $70 billion—a large number but still a fraction of the $3.5 trillion global IT market. 

Digital advertising may face a tougher hurdle as privacy concerns proliferate, market penetration is higher, and a gap has 

emerged between media hours consumed online and advertising dollars allocated to digital.1 Politics also remain a risk. 

Antitrust investigations into technology company acquisitions and business practices could result in slower longer-term growth. 

The sector’s higher portion of overseas earnings mean that Biden’s corporate tax proposal, if approved by Congress, would 

pressure near term tech company earnings more than the average stock.2 

Meanwhile, the case for improved fundamental performance for the Value sector appears credible: a globally synchronized 

economic recovery driven by re-opening and massive stimulus. Industrial order books should firm, likely enhanced by on-

shoring initiatives as newly constructed manufacturing facilities require industrial tools. The weaker U.S. dollar, typically 

 
1 eMarketer and MAGNA GLOBAL data show that in 2019, 43% of US advertising dollars were spent on mobile platforms, 9 percentage points higher than 

the 34% of time the average American spent on mobile devices. This was up from a 4 point gap in 2018. Source: Goldman Sachs Equity Research. Note that 

ad spend for mobile and desktop/laptop reached 60% of total in 2019, a much higher penetration rate than cloud computing as a percent of IT spend. This 

suggests that lofty revenue growth for the digital ad behemoths could be closer to decelerating relative to the cloud computing providers. 

2 On top of a higher corporate tax rate, higher taxes on foreign income under Joe Biden’s proposal would be particularly onerou s for technology stocks. 

According to the Wall Street Journal, non-US revenues comprise 56.5% of total revenues for the technology sector, compared to 39.7% for the S&P 500 as a 

whole. With few exceptions, stocks within FAAGM (Netflix excluded) have reported effective tax rates below the S&P average effective tax rate from 2017 

through 2019.  
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associated with higher commodity prices, should support both the Materials and Energy sectors. The historic collapse in drilling 

budgets could be a meaningful free cash flow driver for the energy group one day. Bank loan loss provisions would drop as 

GDP forecasts rise, thanks to new CECL accounting rules. Bank net interest margins and insurance company interest income 

would increase should higher interest rates accompany accelerating economic growth. 

Higher interest rates would increase institutional investor confidence in cyclical sectors, directly pad the income statements of 

some value companies, and reduce the current value of Growth companies’ future cash flows. Growth stocks are high duration 

equities. Their long runways of market penetration opportunity mean that a greater portion of ultimate earnings lie in the future. 

Just like a bond with a low current coupon and extended maturity, Growth stocks are more sensitive to changes in the discount 

rate than Value stocks.  

Figure 2: Value Might Outperform Under a Higher Rate Regime 

 
Source: BCA Research 

 

We continue to think that Morgan Guaranty’s list of Nifty Fifty holdings remains the appropriate analogy for today’s market.3 

Having compounded earnings briskly during the 1960s, these widely held so-called “one decision” Growth stocks were 

expected to deliver the earnings goods for the next ten years. And so they did, compounding net income at 10.3% from 1972 

to 1982. The Nifty Fifty stocks outgrew S&P 500 Index by 46%!  However, on the way towards this Hall of Fame earnings 

track record, the Nifty Fifty forward PE dropped by two-thirds to 12x from 36x. Higher interest rates during the 1970’s, 

associated with higher inflation, drove PEs and Growth stock prices lower across the board, as shown in Figure 3. 

Coincidentally, the FAANGM stocks currently trade, on average, at approximately 43 times forward earnings estimates.4 

 

 
3
The late Carl Hathaway of Morgan Guaranty coined the term for America’s fast-growing corporate leaders that included IBM, Digital Equipment, Burroughs, 

Xerox, Polaroid, P&G and forty-five other national icons. With bright futures, trust departments across the country piled into these stocks with a tacit 

commitment never to sell them.  

4 Bloomberg consensus NTM EPS estimates; median P/E lower at 31x. 
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 Figure 3: Growth Stock PE’s Have Compressed Sharply in the Past 

Source: SRC Chart Books, Standard & Poor’s, Bloomberg, Univ. of Alabama Bruno Library historical financial reports database.  

 

We would be more confident predicting a sustainable period of Value stock outperformance if we were convinced that inflation 

was soon to accelerate. Demographics, automation, and debt remain powerful deflationary trends. Fewer new American babies 

and retiring Baby Boomers are twin problems for aggregate consumption.5 Machines are replacing checkout personnel at Target 

and bank tellers at KeyCorp.6 With investment grade corporate leverage ratios at a record 2.7x, national debt to GDP at 136%, 

and state and municipal pension plans underfunded, there is less room to borrow to spend.7 Debtors may be more focused on 

deleveraging than purchasing goods and services. While consumers have some capacity to increase debt-fueled purchases given 

a healthy interest coverage ratio in this low rate environment, aggregate borrowing in recent decades has failed to accelerate 

GDP growth.  

Yet, countervailing inflation tailwinds are emerging. The Federal Reserve, in adopting average inflation targeting, has 

effectively promised not to raise rates until inflation reaches 3%. Money supply is growing at a nearly unprecedented 25% 

year-over-year clip. A weaker dollar should lead to imported inflation as imported foreign goods appear more expensive, 

allowing domestic producers to raise prices. To the extent that we bring national security-related manufacturing operations 

 
5
According to Bank of America Research, US births per 1000 women is projected to stay below 3% for the next 20 years, down from 8% in the early 1980s. 

Americans in the “Young Family” (Ages 35-44) and “High School / College Family” (Ages 45-54) life stages annually spend $69,034 and $73,905, 

respectively, dwarfing the $49,542  spent by those in the “Pre-retirement / Retired” (Ages 65+) cohorts. Source: Harry S. Dent. 

6 Autonomous Research estimates that 1.2 million people working in banking and lending will be replaced by artificial intelligence software by 2030. Even 

knowledge workers are at risk. According to Statista, working hours handled by machines will increase 50%+  between 2018 and 2022 in the Coordinating, 

Developing, Managing, Administering, Identifying and Evaluating Job-relevant Information employment categories. 

7 Corporate leverage ratio according to Goldman Sachs Investment Research. United States Total Public Debt as a % of GDP data published by the FRED 

(Federal Reserve Bank of St. Louis).  
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back from overseas, American workers would be paid higher wages than Asian workers—a cost likely passed through in the 

form of higher prices.  

Figure 4: Federal Reserve Assets Over Time        U.S Money Supply Growth (M2) 

  
Source: Bloomberg 

 

Most importantly, we wonder about populism. Modern Monetary Theory and Universal Basic Income are too often discussed 

for our liking.8 Politicians fear losing elections as income inequality, exacerbated by unintended COVID consequences, reaches 

heights not seen since the Gilded Age. The easy way out is to print and spend. Issue Treasuries to fund hand-outs to the most 

dis-enfranchised, spend on public work projects like transportation-related and green infrastructure to drive employment, and 

pursue endless quantitative easing to monetize the newly issued debt. We wonder how this would not be inflationary, and we 

think that is what government leaders want. Politicians would welcome higher inflation and higher interest rates (to a point). 

Higher prices and rates lower the value of a debtor’s obligation, allow savers to earn more on their retirement nest eggs, and 

decrease the liabilities in under-funded state and local pension plans.9  

What does this all mean for Hamlin? On paper, our performance versus the Technology stock-led S&P 500 Index should 

improve if the economy firms, inflation percolates and interest rates begin to climb. Ours is a Value strategy: the Hamlin 

portfolio trades at approximately 15x earnings while the Russell 1000 Growth Index trades at 26.4x. Our current yield is 4% 

while the Growth index yields 0.6%. We own fifteen Russell 1000 Value Index stocks and only one Russell 1000 Growth 

stock.10 Five of our names are in neither index, a testament to our active investing focus. Those stocks trade at 12.1x forward 

 
8 Modern Monetary Theory is an emerging macroeconomic idea considered outside of mainstream schools of economic thought. It holds that governments 

with a fiat currency system (government-issued currency that is not backed by a physical commodity such as gold) can and should print as much money as is 

necessary to achieve maximum employment and social objectives because the government cannot go broke if the printing presses remain functional. Universal 

Basic Income is a government program in which adult citizens receive a set amount of money on a regular basis regardless of income, the goal being to reduce 

poverty and replace other need-based social programs that could require increased bureaucratic participation.  

9 This reasoning seems rather clear until we note that: 1) The CPI has remained stagnant during the Fed’s QE programs to date, and 2) Japan has seen little 

inflation after decades of QE. The velocity of money needs to inflect to expand inflation beyond securities, real estate and collectibles. We probably need 

stronger loan demand. 

10 We are happy to see Qualcomm classified as a growth stock, reflecting rising revenue growth estimates and a higher PE as the exciting 5G product cycle 

unfolds. When we bought the stock in January 2016 it yielded 4% and traded at 11.5x forward earnings.  
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earnings on average.11 The remaining seven stocks are oddly listed in both the Value and Growth indices. Should cheaper 

cyclicals begin to dig in, we expect to benefit. If higher rates pressure overall PE multiples, we believe that Hamlin’s have less 

room to fall.12 

Figure 5: Historical Inflation Impact on Valuation              Value Stocks Appear Cheap 

  
 

The popularity of SPACs,13 frenetic options trading, above average retail stock trading, Tesla’s surge, and Snowflake’s day 

one market capitalization indicate that investor greed has the upper hand on fear.14 The chart below suggests that this bubble 

may have run its course. While heady sentiment and a change in Washington could be harbingers of a turn, we know that we 

cannot predict Value’s return with any precision. We shall remain focused on individual equity research. We hunt for companies 

that can afford a compensatory and growing cash return, managed by executives who demonstrate a commitment to increase 

future dividend pay-outs. We invest primarily in businesses with high dividend yields, manageable debt, attractive returns on 

equity, ample free cash flow, and prospects for long-term revenue growth. We are particularly excited about the growth 

prospects of our current holdings. We believe that companies with the attributes above are likely to generate attractive absolute 

and relative returns over the next decade as equity market returns revert to their longer-term averages. Should the S&P 500 

Index return revert from the past decade’s 13.6% to the long-term 9% average, equities will compound at 5% for the next ten 

years. With a 4% gross return at current levels from dividends alone, we like our head start. 

 

 
11 Hamlin portfolio characteristics are as of 10/8/20. 

12 On the other hand, if interest rates remain lower for longer, the discount factors for future cash flows will be low, and therefore boost valuations. Stocks 

with a larger portion of their cash flows in the future (growth stocks) experience a stronger re-rating than high dividend stocks and stocks with less growth. 

https://www.marketwatch.com/story/the-fed-might-never-hike-rates-again-here-are-growth-stocks-for-the-long-run-according-to-one-strategist-2020-08-28 

13
 A Special Purpose Acquisition Company or “SPAC” is a listed company with no commercial operations formed for the purpose of acquiring existing 

companies. 

14 The SPAC (Special Purpose Acquisition Company) annual IPO count has grown from 1 in 2009 to 133 in 2020, according to spacins ider.com. Aggregate 

Daily Average Revenue Trades (includes commission free) at E-Trade, TD Ameritrade, and Charles Schwab has grown from just over 1 million/day last year 

to nearly 5 million/day in 2020, according to sentimentrader.com. On the day of its IPO, Snowflake— a money-losing data warehousing cloud software firm—

reached a market capitalisation of $88B, more than 165x projected 2022 revenues of $532 million according to Barron’s. 

https://www.marketwatch.com/story/the-fed-might-never-hike-rates-again-here-are-growth-stocks-for-the-long-run-according-to-one-strategist-2020-08-28
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Figure 6: FANMAG vs. Historic Bubble Composite 

 
Source: Ned Davis Research 
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IMPORTANT DISCLOSURES: 

 

PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS. Investing, particularly in equities, involves the risk 

of a loss of principal. Any projections, targets, or estimates in this report are forward looking statements and are based on 

Hamlin Capital Management, LLC (“HCM”)’s research, analysis, and incorporate assumptions made by HCM. All 
expressions of opinion are subject to change without notice and HCM undertakes no obligation to update the statements 

presented herein. While HCM believes the sources of all data provided in this presentation are reliable, HCM does not 

guarantee accuracy, reliability or completeness. Data is presented as of the date indicated and HCM does undertake any duty 

to update the information presented here.  

 

This document is provided for information purposes only and does not pertain to any equity security or bond product or service 

and is not an offer or solicitation to buy or sell any product or service. Due to rapidly changing market conditions and the 

complexity of investment decisions, supplemental information and other sources may be required to make informed investment 

decisions based on your individual investment objectives and suitability specifications. Clients should seek financial advice 

regarding the appropriateness of investing in any security or investment strategy discussed or recommended in this report. 

Please refer to the attached Equity Only and Bond Only Composite Annual Disclosure Presentations for further information 

regarding any performance results or comparisons shown in this letter. 
 

DEFINITIONS 

 

- The S&P 500 Index is a market capitalization-weighted index consisting of 500 stocks chosen for market size, liquidity, 

and industry group representation, with each stock’s weight in the Index proportionate to its market value. 

- The Russell 3000 Growth Index is a market capitalization-weighted index of the growth segment of the 3,000 largest 

U.S. public companies.  

- The Russell 3000 Value Index is a market capitalization-weighted index of the value segment of the 3,000 largest U.S. 

public companies.  

- Dow Jones U.S. Select Dividend Index is an index composed of relatively high dividend paying companies. 

- AAA MMD Curve is a proprietary yield curve that provides the offer-side of “AAA” rated state general obligation 
bonds, as determined by the MMD analyst team.  

- Dividend yield is the ratio of a company’s annual dividend compared to its share price. 

- Free Cash Flow represents the cash a company can generate after required investment to maintain or expand its asset 

base.  

- Return on equity is a measure of financial performance calculated by dividing net income by shareholders’ equity.  

- PE: The Price-to-Earnings Ratio or PE ratio is a ratio for valuing a company that measures its current share price 

relative to its per-share earnings. The price-earnings ratio can be calculated as: Market Value per Share / Earnings 

per Share. 

- CECL, or the Current Expected Credit Losses, is an accounting standard aimed at providing an estimate of expected 

losses over the life of all loans. 

- Net Interest Margin measures the difference between the amount of interest paid by banks on deposits and debt relative 

to the amount of interest retained from assets. 
- Duration is a measure of the number of years it takes for an investor to be repaid the price of a security and is a 

measure of interest rate sensitivity.  

 

 

 



Hamlin Capital Management, LLC 
Equity Only Composite  

Annual Disclosure Presentation 

January 1, 2001 through June 30, 2020 
 

Year 

Total 

Firm 

Assets 

(mm) 

Composite 

Assets 

(mm) 

Number 

of 

Portfolios 

Composite 

Net 

Return 

S&P 500 

Return 

Internal  

Dispersion 

Composite 

3-Yr  

St Dev 

S&P 500  

3-Yr  

St Dev 

*YTD 

2020 
4,430 1,254 531 -12.57% -3.08% N.A. N.A. N.A. 

2019 4,706 1,610 646 21.54% 31.49% 0.55% 9.45 11.93 

2018 4,253 1,504 688 -6.97% -4.38% 0.64% 10.37 10.80 

2017 4,553 1,772 683 15.84% 21.83% 1.29% 10.27 9.92 

2016 3,617 1,623 679 14.93% 11.96% 1.26% 11.05 10.59 

2015 3,186 1,373 725 -4.54% 1.38% 0.66% 9.91 10.48 

 2014 3,077 1,414 704 10.93% 13.69% 0.51% 8.57 8.97 

 2013 2,703 1,234 624 32.72% 32.39% 1.04% 10.19 11.94 

2012 2,029 798 480 11.03% 16.00% 1.12% 12.39 15.09 

2011 1,623 584 388 10.16% 2.11% 0.71% 14.11 18.71 

2010 1,033 191 220 20.65% 15.06% 2.22%   

2009 714 30 51 20.98% 26.46% 2.69%   

2008 584 12 30 -28.57% -37.00% 4.45%   

2007 734 18 31 3.97% 5.49% 2.86%   

2006 869 29 48 7.90% 15.79% 5.93%   

2005 716 31 42 20.80% 4.91% 4.90%   

2004 501 19 26 22.80% 10.88% 7.67%   

2003 130 8 24 30.40% 28.68% 9.87%   

2002 49 5 29 0.90% -22.06% 6.15%   

2001 21 6 34 0.99% -11.93% 10.69%   

 

* Performance represents a non-annualized partial period return ending on June 30, 2020. 

 
 

Equity Only Composite consists of fully discretionary accounts that are comprised of any amount of common stocks and cash.  There is no minimum account 

size or time period to be included in the composite.  Returns include the effect of foreign currency exchange rates.  The exchange rate source for the composite 

is IDSI/IDC – FT Interactive Data Corporation.  The S&P 500 index is provided solely as a widely recognized index.  The index is in no way indicative of the 

strategy employed in this composite.  It is the position of Hamlin Capital Management, LLC (“Hamlin”) that a meaningful benchmark is not available for this 

strategy due to the frequent and customized changes in allocation in individual accounts.  Benchmark returns are not covered by the report of independent 

verifiers.  
 

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.  Investing entails the risk of loss of principal.  The U.S. Dollar is the currency 

used to express performance.  Returns are presented net of management fees and includes the reinvestment of all income.  Net of fee performance was 

calculated using actual management fees.  The annual composite dispersion is an asset-weighted standard deviation calculated for the accounts in the 

composite the entire year. Results are based on fully discretionary accounts under management, including those accounts no longer with the firm.  Composite 

performance is presented net of foreign dividend withholding taxes, where applicable, for the period prior to October 1, 2016, and gross of foreign dividend 

withholding taxes thereafter.  Composite performance accrues dividends starting October 1, 2016.  The management fee schedule is as follows: 1.00% on all 

assets.  Actual investment advisory fees incurred by clients may vary. Composite performance is shown net of custodial fees for the period prior to January 

1, 2018, and gross of custodial fees and other charges that may occur as a result of a client’s choice of service providers thereafter. Beginning 10/1/19, a 

significant number of accounts in the composite are custodied with a broker that does not charge trading expenses.  Accounts custodied with other brokers 

may incur trading expenses which may reduce returns.  As of 06/30/20 date, these accounts represent 24.43% of composite assets. 
 

Hamlin is an independent registered investment advisory firm.  Hamlin invests in fixed income and equities for separately managed accounts, as well as funds.  

In January 2004, Hamlin merged with RRH Capital Management Inc. and the performance returns are linked.  The firm maintains a complete list and description 

of composites, which is available upon request.  A copy of our current written disclosure statement discussing our advisory services and fees continues to 

remain available for your review upon request. 
 

The Equity Only Composite was created April 1, 2006.  Hamlin claims compliance with the Global Investment Performance Standards (GIPS®) and has 

prepared and presented this report in compliance with the GIPS standards. Hamlin has been independently verified for the periods January 1, 2001 through 

December 31, 2008 by Ashland Partners & Company LLP.  ACA Performance Services began verification for Hamlin on January 1, 2009 through June 30, 

2020. Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis and 

(2) the firm’s policies and procedures are designed to calculate and present performance in compliance with the GIPS standards.  The Equity Only Composite 

has been examined for the periods beginning January 1, 2001 through June 30, 2020.  The verification and performance examination reports are available upon 

request. The policies for valuing portfolios, calculating performance and preparing compliant presentations are available upon request. 


