
My son Jamie was recently hiking in New Hampshire’s Presidential Range.  Upon return, he remarked how beautiful and  
enjoyable the hike was, but he also voiced frustration.  He noted that it was frustrating to look ahead and summon the strength 
to reach the apparent summit through all the ups and downs, only to realize there was another peak not too far ahead. To quote 
Jamie directly: “You never know when you have actually reached the peak”. Welcome to investing!

We currently find ourselves in a predicament very similar to Jamie’s. After nearly a decade of enjoyable equity returns, with a few 
false peaks along the way, we find ourselves at what seems like another potential peak. Unfortunately, we don’t have the ability 
to look far enough ahead to determine whether we’re actually at the summit. 

A quick look at the S&P 500® Index and the MSCI ACWI ex-U.S. Index will lend perspective:
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The stock market is a forward-looking mechanism. It is less interested in the current earnings of companies but instead focuses 
on future earnings. Investors often focus on imperfect measures such as company guidance, economic policy and sentiment 
indicators which are often backward looking or extrapolated. The markets, in comparison, constantly sift through a much larger 
and more diverse cauldron of domestic and international economic, political and other data. While we caution placing too much 
weight on the market’s short-term movements, we would never advise investors to completely ignore them.

As we have written and blogged about extensively, the threat of a global trade war has the markets on edge. The MSCI ACWI  
Index ended the quarter 8% off of its most recent high as the rhetoric intensifies. The synchronized global growth story of the 
past year has given way to stress in several developed European nations, and many emerging market nations. Fundamental  
conditions in the U.S. remain strong, reflected by the S&P 500 Index’s shallower drawdown, but we are by no means insulated 
from the deteriorating conditions found in much of the rest of the world. 

To reiterate the point above, fundamental conditions in the U.S. (although in many cases backward looking) remain strong. U.S. 
equities have experienced strong earnings growth, and enjoyed the benefits of the corporate tax cut, under the backdrop of 
ample liquidity and reasonable interest rates. Employment remains strong, bolstering the consumer and supporting a robust 
housing market in many states. The Atlanta Fed’s GDPNow most recently estimated Q2 real GDP growth of 4.1% annualized. 
While one quarter is not indicative of a trend, U.S. small cap equities, typically more reflective of domestic economic conditions, 
have realized strong performance year-to-date as well.

Source: Bloomberg as of 6/29/2018
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Despite all this, a dichotomy remains between the apparent strong fundamental conditions in the U.S. economy and interest 
rates. Long-term interest rates are generally viewed as the market’s estimate for long term economic growth and inflation. The 
Federal Reserve has continued to push short-term rates higher as the committee shares our favorable interpretation of the  
economic data. Yet, changes in long-term rates have been much more muted. As short-term rates rise faster than long-term 
rates, the yield curve has continued to flatten. In the event that the yield curve inverts (short-term rates become higher than 
long-term rates), historically a significant market correction or recession has occurred within the next 10-24 months1. 

Source: Blue Chip Economic Indicators and Blue Chip Financial Forecasts

Source: The Wall Street Journal Daily Shot, as of 7/2/2018
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The chart below shows that every recession since the mid-1970s (the shaded regions) was preceded by an inverted yield curve 
with the two-year note yield exceeding that of the 10-year2:
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Taking all of this information into consideration we continue to feel cautiously optimistic. The markets like to “climb a wall 
of worry” and certainly the Federal Reserve’s monetary tightening or the escalating trade war is providing plenty of fodder. 
In our opinion, cautious optimism is the most prudent state of mind for the successful investor. Although the market 
usually goes up, rewarding optimism, it certainly can be punitive as well. We believe it is important to exercise caution by 
following an unemotional, rules-based system in preparation for this eventuality. 

As students of history, we can look at what has happened in the past and use this knowledge to make an educated  
estimate of the potential distribution of outcomes in the future. Our philosophy is summarized by a well-known quote 
often attributed to Mark Twain: “history does not repeat itself, but it often rhymes”. Each cycle is different, we know the 
good times will end, but what we don’t know is the when.  We may not know in advance whether we are at the summit, or 
just another false peak. Instead of trying to determine when we’re at the top, we focus on having a plan for once we’re on 
the other side.

As always, we will rely on our rules-based systems to guide us through these volatile times. Please let us know, by 
contacting your relationship manager, if there are any further questions we might be able to answer. 

We thank you for your business and trust in BCM.

Source: FRED, Federal Reserve Bank of St. Louis, as of 7/5/2018
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All materials appearing in this commentary are protected by copyright as a collective work or compilation under U.S. copyright laws and are 
the property of Beaumont Capital Management.  You may not copy, reproduce, publish, use, create derivative works, transmit, sell or in any way 
exploit any content, in whole or in part, in this commentary without express permission from Beaumont Capital Management. 
 
Past performance is no guarantee of future results. An investment cannot be made directly in an index. Index performance is shown on a gross 
basis and investments cannot be made directly in an index. 

This material is provided for informational purposes only and does not in any sense constitute a solicitation or offer for the purchase or sale of a 
specific security or other investment options, nor does it constitute investment advice for any person.  

The material may contain forward or backward-looking statements regarding intent, beliefs regarding current or past expectations. The views 
expressed are also subject to change based on market and other conditions.  

The information presented in this report is based on data obtained from third party sources. Although it is believed to be accurate, no  
representation or warranty is made as to its accuracy or completeness.  

As with all investments, there are associated inherent risks including loss of principal. Stock markets, especially foreign markets, are volatile and 
can decline significantly in response to adverse issuer, political, regulatory, market, or economic developments. Sector investments concentrate 
in a particular industry, and the investments’ performance could depend heavily on the performance of that industry and be more volatile than 
the performance of less concentrated investment options and the market as a whole. Securities of companies with smaller market capitalizations 
tend to be more volatile and less liquid than larger company stocks. Foreign markets, particularly emerging markets, can be more volatile than 
U.S. markets due to increased political, regulatory, social or economic uncertainties. Fixed Income investments have exposure to credit, interest 
rate, market, and inflation risk. Diversification does not ensure a profit or guarantee against a loss. 
  
The Standard & Poor’s (S&P) 500® Index is an unmanaged index that tracks the performance of 500 widely held, large-capitalization U.S. stocks. 
The MSCI World Index captures large- and mid-cap representation across 23 Developed Markets countries. The MSCI World ex USA Index 
captures large- and mid-cap representation across 22 of 23 Developed Markets countries--excluding the United States. The S&P Global 1200 
Index is an unmanaged index that tracks the performance of 1200 global stocks that make up 70% of the global stock market capitalization. The 
Bloomberg Barclay’s U.S. Aggregate Bond Index, which used to be called the “Lehman Aggregate Bond Index,” is a broad base index and is often 
used to represent investment grade bonds being traded in United States. The Bloomberg Barclays Capital Global Aggregate Bond Index, which 
used to be called the “Lehman Global Aggregate Bond Index,” is a broad base index and is often used to represent investment grade bonds 
being traded globally. 

In the United States, the Federal Funds Rate is the interest rate at which depository institutions (banks and credit unions) lend reserve balances 
to other depository institutions overnight, on an uncollateralized basis. The U.S. 10-Year Treasury Rate measures the yield on Treasury nominal 
securities at “constant maturity” of 10 years for non-inflation-indexed Treasury securities.  

ETFs are not typically actively managed, trade like stocks and are subject to investment volatility and the potential for loss. The principal 
amounts invested in ETFs are not protected, guaranteed or insured. 

 “S&P 500®”, and “S&P Small Cap 600®” are registered trademarks of Standard & Poor’s, Inc., a division of S&P Global, Inc. MSCI® is the  
trademark of MSCI Inc. and/or its subsidiaries.

Please contact your Relationship Manager for more information or to address any questions that you may have.  

Beaumont Financial Partners, LLC-DBA Beaumont Capital Management,  
250 1st Avenue, Suite 101, Needham, MA 02494 (844-401-7699)   
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investbcm.com
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