
BCM Market Commentary & 
Strategy Update
Fourth Quarter 2017

In 2017 the markets were unshakeable. Twelve straight positive months for the 

S&P 500® Index with barely a hint of volatility. 

In such a calm market one might assume that the world was quiet as well. But as we sat down to 

write this recap we realized that the real story isn’t what the market did but what it didn’t do. 

In what was by many measures a chaotic year the market remained as calm as ever. The market 

didn’t react as North Korea rose to the ranks of a nuclear power, developing an intercontinental 

ballistic missile (ICBM) that could potentially reach the continental United States. The market 

didn’t react as hurricanes and floods ravaged the gulf coast and wildfires scorched the west 

coast. The market didn’t react to political discourse that was unusually vehement even for 

Washington. The market didn’t react as the U.S. Federal Reserve announced and implemented 

three interest rate hikes along with plans to unwind almost a decade of quantitative easing (QE). 

The list goes on and on.

While there were plenty of headlines that could have derailed the market, this eight-year-old bull 

has a full head of steam and seems to simply shrug off any negativity. The S&P 500’s largest 

drawdown during the year was less than 3%. To put this in perspective, the index has 

experienced an average of three separate pullbacks, between 5 and 10 percent, each year since 

the Second World War.  This is “normal” market movement.  Another measure of the unusual 

calm can be found in the Cboe Volatility Index® (VIX®). The VIX spent much of the year at or 

below 10 compared to an average of 20 over the past 25 years and a maximum of close to 90 

during the Financial Crisis.
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Equity markets across the globe experienced high returns with low volatility which, although 

bewildering at times, is certainly a positive for investors. 2017 also showed improving economic 

fundamentals both here and abroad. For the first time in a decade the 35 member countries of 

the Organization for Economic Co-operation and Development (OECD), as well as 10 other 

significant economies, all showed positive expansion and/or accelerated growth1. Upon this 

backdrop of global growth, both developed international and emerging market equities 

outperformed domestic equities for the first time since 2012. Is this a new trend? 

Periodic Table of Returns by Asset Class2

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

16% 60% 11% 75% 8% 38% 23% 33% 29% 66% 12% 8% 22% 56% 26% 35% 33% 40% 9% 79% 19% 8% 19% 32% 14% 1% 12% 38%

9% 31% 8% 33% 5% 22% 7% 10% 19% 28% -3% -2% 10% 40% 21% 15% 26% 13% 5% 34% 15% 5% 17% 22% 6% 1% 12% 25%

-3% 16% 7% 14% 1% 19% 7% 3% 18% 21% -9% -4% -6% 29% 12% 5% 16% 11% -37% 27% 9% 2% 16% -2% -2% -3% 3% 22%

-11% 16% 3% 10% -3% 12% 6% -4% 9% -1% -13% -12% -16% 18% 11% 2% 7% 7% -43% 6% 7% -12% 4% -2% -3% -5% 3% 9%

-23% 12% -12% 10% -7% -5% 4% -12% -25% -6% -31% -21% -22% 4% 4% -9% 4% 6% -53% 4% 6% -18% 2% -5% -4% -15% 2% 4%

Key:
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Low volatility wasn’t unique to equities either. The Cboe/CBOT 10-year U.S. Treasury Note 

Volatility Index fell to the lowest value it’s seen in over 10 years. In a year where the U.S. Federal 

Reserve tightened monetary policy, this comes as a surprise. In past years the mere suggestion 

of tightening monetary policy sent the bond and equity markets into a “taper tantrum”. The 

market’s tame reaction certainly doesn’t change reality, and that reality is that monetary policy 

will be more restrictive in the years to come. With global growth accelerating we believe that 

the primary risk is not that global central banks leave monetary policy loose for too long but 

that they tighten monetary policy too quickly. Will 2018 finally bring the long awaited reversal 

of 30 years of falling interest rates in the U.S.?

1 Source: OECD and DoubleLine Funds.
2 Source: Bloomberg; Beaumont Capital Management, as of 12/31/17.

Investment returns for each asset class are represented by the following indices: U.S. Equities –

S&P 500® Index; International Developed Equities –MSCI® World ex-U.S. Index; Emerging 

Market Equities –MSCI® Emerging Market Index; U.S. Fixed Income –Bloomberg Barclay’s U.S. 

Aggregate Bond Index; International Sovereign Fixed Income –Barclay’s Global Treasury ex-U.S. 

Index.



BCM Quarterly Market Update & Strategy Commentary
Fourth Quarter 2017

3 4Q2017

While we enjoy speculating about what the New Year will bring, we learned long ago that 

fundamentally derived predictions for any short period of time are a fool’s errand. Instead, our 

intent is to provoke thought. How will you react if market volatility returns? Will you participate if 

international equities continue to outperform domestic equities? Do you know how your bond 

portfolio will perform if interest rates finally start to head north? These questions can be 

summated as “Is my portfolio ready if things change?” This is the central question that drove us 

to seek out quantitatively-researched, rules-based strategies that are designed to react to 

changing market conditions. We want to take what the markets give us in good times and only 

seek to get defensive when necessary. To conclude, we’re excited to see what 2018 brings. We’ll 

be happy to take what we’re given if market conditions stay the same, but if they don’t, we’ll be 

ready to react.

If you would like to explore some of these concepts in more depth, please visit our blog: 

blog.investBCM.com.

We thank you for your continued support and confidence in BCM.

https://blog.investbcm.com/
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registered trademark of Standard & Poor's Financial Services LLC ("S&P") and has been licensed for use by State Street Corporation. MSCI is the 
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Standard deviation: a measure of variability used in statistics. A low standard deviation indicates that the data points tend to be very close to the 
mean, whereas high standard deviation indicates that the data points are spread out over a large range of values.
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