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Sharpe Ratio measures return per unit risk, calculated as excess return over a risk-free rate such as a T-
bill, divided by the investment’s standard deviation.     

Investors embraced Markowitz’s Modern Portfolio Theory (MPT) and MVF, extending and refining his 
original work to the point of deterministic investing. But after the dot-com bubble followed by the 
housing bubble left many investors in ruins, serious doubt on the validity of MPT emerged. We at Hamlin 
are not advocating MPT or that past asset-performance as a presage of future asset-performance, we do 
think that Markowitz’s MPT, specifically the MVF, provides a useful analytical framework to evaluate 
Hamlin’s investment return performance relative to other benchmarks.  

In this article, we discuss the construction of Hamlin Capital’s own MVF using our 2002 thru 2012 
composite returns with different weightings of portfolio combinations of bonds and equities. This frontier 
and the Sharpe Ratio associated with each portfolio along it can then be compared to portfolio composites 
in varying proportion weightings of the Barclays Municipal Index and the S&P 500; as well as portfolio 
composites of the Barclays Municipal Index and the Russell 2000. We will then use the MPT framework 
(by analogy) to understand the power behind Hamlin’s high-income oriented active investment 
philosophy. 

 

Methodology 

To build Hamlin’s MVF, we first compiled data on the firm’s historical composite performance based on 
rolling 3-year and 5-year quarterly returns, annualized4. Given Hamlin’s long-term income-oriented 
approach and recommended time horizon for investors, the data for rolling one-year and two-years were 
too noisy; moreover, longer than 5 years would be too few data points. Under the realistic assumption of 
5% in cash reserves, we calculated the allocation between bonds and equities necessary to determine the 
expected return5. From these weights, in conjunction with observed asset variance and covariance, we 
were able to calculate the portfolio variance and standard deviation (proxies for risk) associated with each 
asset allocation weightings between bond and stocks6. After annualizing the numbers, we graphed the 
desired relationship between portfolio return and standard deviation – the MVF. This process was then 
repeated for market portfolios allocated between the Barclays Muni and Russell 2000 index composite; 
and the Barclays Muni and S&P 500 index composite to generate the following results: 

                                                            
4 For  years, annualizing a multi-year return % follows the usual formula 100((1 + .01 ) − 1). Annualizing a 
multi-year standard deviation  follows the formula /√ . 
5 For those who enjoy math, this was done as follows. Let ,  denote the fraction of Hamlin’s portfolio devoted 
to bonds and equities respectively. Thus, + = .95. Similarly, let , , ,  denote the 
expected portfolio returns, average bond returns, average equity returns, and average cash returns respectively 
(return on cash was conservatively measured by the FF rate). We thus want for a given expected portfolio 
return	 : 	 + + .05 =  (the weighted average return should equal the portfolio 
return). Since . ,  were all statistically inferred, a solution to the above 2x2 system of equations 

could easily be found to be: = ( . ( )
, = .95 −  

6 For those who enjoy math, let , , ,  denote the standard deviation of returns from the portfolio, bonds, 
equities, and cash respectively, while ( , ) denotes the covariance between asset type  and : 
 = 	 + + + 2	 ( , ) + 2 ( , ) + 2 ( , ) 
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Summary 

We illustrated within the Minimum Variance Frontiers that Hamlin’s high income active management 
style achieved enhanced risk-adjusted return profiles versus the composite market portfolios. The rolling 
3-year and 5-year weighted allocation composites between Hamlin’s two strategies, high dividend 
equities and high yield tax-exempt bonds, showed that investors were compensated with higher risk 
premiums relative to market portfolios. Furthermore, although Hamlin’s bond strategy offers higher risk-
adjusted returns, Hamlin’s equity strategy compensates investors with higher total returns for taking on 
more volatility. Our data show that Hamlin’s active management strategies outperformed the market 
portfolios on a rolling 3-year and 5-year horizon and support the thesis that markets are not necessarily 
efficient.  

We believe that the trends above stand as a testament to the power of high-income oriented investment 
strategies. Hamlin’s emphasis on dividend-paying stocks and longer-term high yield tax-exempt bonds 
demonstrates our commitment to this investment philosophy.  

 

 

*********************************************************************** 

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 of an offer to buy or sell any product or service. Unless otherwise stated, all information and opinion contained in this 
publication were produced by Hamlin Capital Management, LLC (“HCM”) and other sources believed by HCM to be accurate and reliable. 
 
Any projections, targets, or estimates in this report are forward looking statements and are based on HCM’s research, analysis, opinions, and 
assumptions made by HCM.  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. All expressions of opinions are subject to change without notice. Clients should seek financial advice regarding the 
appropriateness of investing in any security or investment strategy discussed or recommended in this report.  
 
Past performance does not guarantee future performance. Results are based on fully discretionary accounts under management, including 
those accounts no longer with the firm. Composite performance is presented net of foreign withholding taxes, where applicable.  Returns are 
presented net of custodial and management fees and include the reinvestment of all income. Net of fee performance was calculated using 
actual management fees. The management fee schedule is as follows: 1.00% on all assets. Actual investment advisory fees incurred by clients 
may vary. The returns for an individual client will vary depending on, among other things, the date of such client’s investment. 
 
The Equity Only Composite consists of fully discretionary accounts that are comprised of any amount of common stocks and cash. There is no 
minimum amount or time period to be included in the composite. The Bond Only Composite consists of fully discretionary bond only accounts 
that are comprised of any amount of bonds and cash. There is a 1 year waiting period to be included in the composite. There is no minimum 
amount.  
 
Information about indices is provided to allow for comparison of the performance of the composites to that of certain well-known and widely 
recognized indices. There is no representation that such index is an appropriate benchmark for such comparison. You cannot invest directly in 
an index, which also does not take into account trading commissions and costs. The volatility of indices may be materially different from the 
performance of the composites.  In addition, HCM’s recommendations may differ significantly from the securities that comprise the indices.   
 


