
The third quarter of 2019 was full of noise and lacking substance. There was 
a terrorist attack on oil facilities in Saudi Arabia, which affected the price of 
oil for about two weeks, and now oil is right back where it started. The U.S. 
dollar continued to grind higher and has now appreciated ~12.6% since its 
2/16/2018 low. Manufacturing and trade continued to wane as the trade war 
drags on. The S&P 500® Index, NASDAQ and Dow Jones Industrial Average 
(DJIA) were each up about 1% while small caps continued to lag. Gold went up 
~10% and then gave half back. Central Banks around the globe continued 
lowering interest rates in the latest easing cycle like the many we have seen 
over the last ten years. Brexit languishes on…

We’ve covered these topics ad nauseum over the past year in our blogs and 
quarterly commentaries, as have many other market commentators and 
strategists. Therefore, to avoid repetition, we’ll largely refrain from rehashing 
our ongoing concerns and instead focus on new developments. In our opinion, 
there was one major newsworthy event this quarter: the inversion of the yield 
curve.

Historically, when the yield of the 10-year Treasury Bond has fallen below that 
of the 3-month Treasury Bill—a yield curve inversion—a recession has 
followed. From the beginning of 1969, up until the most recent recession 
which started in December of 2007, an inversion of the yield curve preceded 
all seven recessions. The yield curve first briefly inverted at the end of the first 
quarter of 2019. It inverted for a second time in May and has remained 
inverted since. At one point, as long rates plummeted during the third 
quarter, the yield of the 3-month Treasury Bill was 57 basis points higher than 
that of the 10-year Treasury Bond. While a yield curve inversion has been a 
solid indicator of a recession, 
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3Q19: full of noise 
and little substance.

The most newsworthy 
event this quarter: the 
inversion of the yield 
curve. While it has 

been a solid indicator 
of past recessions, it's 
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it is imprecise at best. 
Historically, the time until
a recession has varied 
between five and 16 
months.

It is always possible that the 
future will be different from 
the past. We view the yield 
curve inversion as a blinking 
yellow light: it’s not 
necessary to stop but you 
should proceed with 
caution. In accordance with 
this, we’re watching 
other recession indicators 
to determine if the blinking 
yellow light may turn red.

Source: Richard M. Salsman, American Institute of Economic 
Research, Seeking Alpha
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One datapoint that we watch closely for confirmation is unemployment claims. Claudia Sahm—the Section 
Chief for the Consumer and Community Research section in the Division of Consumer and Community Affairs 
at the Federal Reserve Board—recently codified this into a helpful rule, appropriately named the "Sahm Rule”, 
to trigger policy response at the onset of a recession. The rule’s “trigger” occurs when the 3-month average 
unemployment rate rises 50 basis points above its lowest point over the previous year. We intend to watch this 
indicator, and others like it, very closely.

Whether or not a recession occurs will likely determine the direction of the market over the next five years, but 
what about over a shorter time horizon? We believe the overriding question in the markets is the trade war, 
which coincidentally may be a large factor in whether or not the domestic and/or global economies enter a 
recession. Deal or no deal? The markets have become accustomed to the constant news flow, often 
contradictory, that comes out almost daily. Trade talk/rumors/tweets have become more of a Hasbro 
concoction than anything else…except it is not a game. 

Globally, manufacturing (as measured by the Purchasing Managers Indices) continues to contract and all five of 
the world’s largest economies are in a manufacturing contraction. In the World Trade Organization’s (WTO) 
October update, the organization reduced its 2019 world trade growth forecast from 2.6% to 1.2%, stating 
"risks to the forecast are heavily weighted to the downside and dominated by trade policy." The Director-
General of the WTO, Roberto Azevêdo, summarized the situation perfectly:

"The darkening outlook for trade is discouraging but not unexpected. Beyond their direct effects, 
trade conflicts heighten uncertainty, which is leading some businesses to delay the productivity-
enhancing investments that are essential to raising living standards."

Source: BLS 1969-2019; author's calculations. 
Note: Shaded areas denote recessions. Calculation uses 
real-time estimates of the unemployment rate. 
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A trade truce will do little good unless a significant portion of the current tariffs are removed and all proposed 
and future tariffs are shelved. It is worth remembering that the last time tariffs were used in this fashion during 
the 1930’s, the Smoot-Hawley tariffs helped crater world trade by 2/3rds in just 5 or 6 years! Let’s hope this 
does not reoccur while at the same time recognizing the gravity of the situation.

For the sake of all economic participants, we hope that the current economic expansion continues ad infinitum, 
but as realists we know that trees do not grow to the sky. The future will bring good times and bad. We have 
relied on our quantitative systems to navigate a variety of market conditions in the past, and we will continue 
to do so in the future.  

As always, we thank you for your confidence and for your business.

Beaumont Capital Management (BCM) Strategy Commentary

BCM Sector Strategies
BCM U.S. Sector Rotation, BCM Diversified Equity, BCM Growth and BCM Moderate Growth

The BCM U.S. Sector Rotation Strategy (U.S. Core Equity Allocation) began the quarter fully invested in ten of 
the eleven sectors, excluding only the Energy sector. No trades were made during the quarter.

The third quarter of 2019 was fairly benign, or—as we put it in our above market commentary—“full of noise 
and lacking substance.” As a quantitative manager, our definition of “substance” is quite simple: did the market 
react or not? We’re not talking about the market’s reaction to headlines on a day-to-day basis, instead we’re 
talking about the market’s trend. During the quarter, the market’s trend was sideways. The S&P 500 Index 
traded within roughly +/- 3% of its closing price on 6/30/2019 and ended the quarter with a total return of 
1.70%. The underlying sectors of the market were, as always, slightly more volatile than the market itself, but 
not enough so to require any action on our part. We continued to hold those sectors with neutral and positive 
momentum, encompassing ten of the eleven sectors at the end of the quarter, and avoid the only sector with 
negative momentum. When these trends change—whether positive or negative—we will react, but until then 
we believe inaction is the best course of action.

The portfolio outperformed its benchmark primarily due to an overweight allocation to the best performing 
sector—Utilities—and avoiding the worst performing sector—Energy—for the entire quarter. The portfolio 
returned 2.65% gross of fees (2.52% net) compared to 1.70% for the S&P 500 Index.

In the BCM U.S. Sector Rotation Strategy, we use an equal-weight portfolio construction. As a result, when the 
strategy is fully invested its results will tend to differ from the S&P 500. We remind investors of this frequently 
in order to set proper expectations surrounding the strategy. Our goal is not to track the S&P 500, but instead to 
provide exposure to sectors exhibiting positive momentum and eliminate exposure to those that are not, while 
reducing risk relative to the index. We believe that over time this strategy will produce desirable results, with the 
S&P 500 being the relevant benchmark, but investors in the strategy should expect a fair degree of tracking error 
along the way.

The BCM U.S. Sector Rotation Strategy is also offered as a Collective Investment Trust (CIT) for qualified plans. Ask 
your BCM Consultant if you are interested in using this strategy in your retirement plans.

The International Equity Allocation maintained a constant exposure throughout the quarter, holding equal
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positions in an ACWI Ex-U.S. ETF and an Emerging Markets Excluding State-Owned Enterprises (Emerging 
Markets Ex-SOEs) ETF. Our investment thesis driving these portfolio allocations remains unchanged. When 
momentum is positive, we believe the allocation should be fully invested with an overweight allocation to 
emerging market equities, specifically emerging market consumers. We believe that the Emerging Markets 
Ex-SOEs ETF provides a better exposure to emerging market equities, and specifically emerging market 
consumers, than the broad emerging market indices. Removing state-owned enterprises—which are typically 
not run for the benefit of shareholders but rather the nations that own them—decreases the ETF’s exposure to 
Banks and Energy companies while increasing exposure to Internet and Consumer companies.

The International Equity Allocation underperformed during the quarter, as emerging market equities 
underperformed international developed equities. The International Equity Allocation had an estimated return 
of roughly -2.3% gross of fees (roughly -2.4% net) during the quarter, compared to a return of -0.84% for the 
MSCI World ex-U.S. Index.

The Global Macro Growth Allocation maintained a constant exposure throughout the quarter with 75% of 
the allocation in a U.S. Quality Dividend ETF and the remaining 25% in an Internet Based Equities ETF. Our 
investment thesis behind these portfolio allocations remains unchanged. We believe that with the baby 
boomers entering retirement, there will be ample demand for high quality, high dividend securities—especially 
in a low interest rate environment. Many internet-based technology companies are legitimately dominant 
businesses that are benefitting from massive tailwinds as technology permeates the economy. We view the 
positions as complements to each other as they should realize differing performance characteristics during 
short-term market cycles.

The Global Macro Growth Allocation slightly underperformed during the quarter, as strong performance 
from the U.S. Quality Dividend ETF was offset by weak performance from the Internet Based Equities ETF. 
The allocation had an estimated return of roughly 0.4% gross of fees (roughly 0.2% net) during the quarter, 
compared to a return of 0.66% for the MSCI World Index.

The High Quality Fixed Income Allocation maintained a constant exposure throughout the quarter, holding 
equal positions in Enhanced Yield U.S. Aggregate Bond and Total Return Tactical ETFs. Since the purpose of this 
allocation is to reduce risk for more conservative investors, the BCM Investment Committee intends to keep 
the allocation’s duration about a year shorter than the Bloomberg Barclay’s U.S. Aggregate Bond Index (BBAB) 
while roughly matching the index’s yield through a mix of passive and active credit exposure. 

The allocation slightly underperformed its benchmark as the increased credit exposure didn’t entirely offset 
the allocation’s shorter duration amid falling interest rates. The allocation ended the quarter with a weighted 
average duration of 4.9 years compared to 6.2 years for the BBAB, and the allocation had an estimated return 
of roughly 1.9% gross of fees (roughly 1.8% net), compared to a return of 2.27% for the BBAB.

BCM Income Strategy

The portfolio maintained a constant allocation throughout the quarter of 25% Enhanced Yield U.S. Aggregate 
Bond ETF, 25% Total Return Tactical ETF, 25% Intermediate Government/Credit Bond ETF, 15% U.S. Quality 
Dividend ETF and 10% Short-term Treasury Inflation-Protected Securities (TIPS) ETF. The BCM Investment 
Committee intends to keep the portfolio’s duration about a year shorter than the Bloomberg Barclay’s U.S. 
Aggregate Bond Index (BBAB) while roughly matching the index’s yield through a mix of passive and active 
investment-grade credit exposure. Additionally, the BCM Investment Committee has selected a U.S. Quality 
Dividend ETF to comprise the strategy’s equity income allocation and intends to own it as long as price 
momentum is positive.

The portfolio underperformed its benchmark during the quarter due to its lower duration as interest rates
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continued to fall. Additionally, the U.S. Quality Dividend ETF performed in line with the benchmark. At the end 
of the quarter, the portfolio had a weighted-average duration of 4.3 years compared to 6.2 years for the BBAB. 
The portfolio returned 1.75% gross of fees (1.67% net) during the quarter compared to a return of 2.27% for 
the BBAB.

BCM Decathlon Tactics Strategies

Despite the low volatility of the major U.S. indices, Decathlon’s broad investment pool provided attractive 
opportunities in equity sub-sectors and other asset classes. U.S. fixed income, specifically securities with 
extended duration, continued to realize strong performance—albeit with somewhat higher volatility than in 
recent quarters. We believe this continued strong performance from fixed income is one of the primary reasons 
for the persistent and elevated fixed income exposure across all three risk profiles. All three profiles maintained 
overweight allocations to fixed income for the majority of the quarter. 

Last quarter we explained that Decathlon is inherently a probabilistic model seeking risk-adjusted returns. On 
each day, Decathlon ranks its pool of securities to invest in an uncertain future. Decathlon is trying to figure 
out whether the potential future return of equities (or other risk assets) is high enough, or certain enough, to 
justify assuming the added risk. Over the past nine months, the system has analyzed its opportunity set and 
generally concluded that it would rather pursue return opportunities in the fixed income markets than assume 
additional risk in the equity markets. This positioning proved advantageous in the third quarter as fixed income 
outperformed the equity markets.

When the system has decided to assume equity market risk, it has done so through exposure to high 
conviction sectors and niche diversifying country funds. The sector positions are those that the system has 
preferred for the past few years such as technology, aerospace & defense and medical devices. These sectors 
have realized strong, differentiated performance in the past and the system has allocated to them during 
periods of low volatility. We believe the country funds that were owned in the higher risk profiles were owned 
for various reasons, but all offer some form of diversification benefit. 

Looking at current trends in its rankings, Decathlon continues to see opportunity in the fixed income markets—
particularly in longer duration securities—within a “barbell” portfolio of targeted equity exposure. Equity 
positions are concentrated in the technology sector and rounded out with diversified exposures to various 
sub-sectors or country funds. Positions may appear quite exotic on the surface, but when taken in totality the 
system is constructing a diversified portfolio. In absence of any significant change in trend for the equity or 
fixed income markets, we expect the system to continue to construct balanced and diversified portfolios while 
actively trading niche opportunities as they present themselves.

BCM Decathlon Conservative Tactics - Prior Quarter Attribution

The portfolio’s fixed income exposure remained primarily in short-, intermediate- and long-duration bonds 
of investment-grade quality. The portfolio’s weighted-average duration decreased slightly to 7.1 years at the 
end of the quarter, compared to 8.4 years at the beginning. Maintaining a relatively extended duration was a 
positive for performance as interest rates continued to fall, but the portfolio captured less of the benefit from 
falling interest rates as its duration decreased. The portfolio’s fixed income exposure slightly outperformed the 
Bloomberg Barclays U.S. Aggregate Bond Index. 

The portfolio entered the quarter without any equity exposure, added a 20% equity allocation in mid-August, 
and increased its equity allocation to 30% in mid-September. The portfolio’s equity exposure was concentrated 
in the technology sector and an emerging market country ETF, Brazil, was added in mid-September. Strong 
performance from the technology exposure offset weak performance for the Brazil ETF through the end of the 
quarter. As a result, the portfolio’s equity exposure outperformed the MSCI ACWI Index. Additionally, the
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alternative position, the Japanese Yen—which was held between mid-August and mid-September—was a slight 
detractor from performance.

The portfolio ended the quarter allocated to 70% Fixed Income, 10% U.S. Equity, 10% Global Equity and 10% 
Emerging Market Equity. The greatest detractors from performance were the Japanese Yen and Brazil ETFs, 
which declined ~1.6% and ~1.1% respectively while owned. The greatest contributors to performance were the 
10-20 Year Treasury Bond and Semiconductor ETFs, which returned ~5.0% and ~4.9% respectively while owned.

BCM Decathlon Moderate Tactics – Prior Quarter Attribution

The portfolio’s fixed income exposure remained primarily in intermediate- and long-duration bonds of 
investment-grade quality. The portfolio’s weighted-average duration decreased slightly to 9.9 years at the 
end of the quarter, compared to 10.1 years at the beginning. Maintaining an extended duration was a positive 
for performance as interest rates continued to fall and, as a result, the portfolio’s fixed income exposure 
outperformed the Bloomberg Barclays U.S. Aggregate Bond Index.

The portfolio entered the quarter without any equity exposure and added a 40% equity allocation in mid-
August, which it retained for the remainder of the quarter. The portfolio’s equity exposure was concentrated 
in the technology sector and contained an emerging market country position, Brazil. Strong performance from 
the technology exposure offset weak performance for the Brazil ETF through the end of the quarter. As a result, 
the portfolio’s equity exposure outperformed the MSCI ACWI Index. Additionally, the alternative position, 
Gold—which was held twice during the quarter—was a positive contributor to performance.

The portfolio ended the quarter allocated to 50% Fixed Income, 20% U.S. Equity, 10% Global Equity, 10% 
Emerging Market Equity and 10% Alternatives. The greatest detractors from performance were the Brazil and 
Investment Grade Corporate Bonds ETFs, which declined ~3.0% and ~0.5% respectively while owned. The 
greatest contributors to performance were the Gold and 10-20 Year Treasury Bond ETFs, which returned ~6.4% 
and ~5.0% respectively while owned.

BCM Decathlon Growth Tactics – Prior Quarter Attribution

The portfolio’s fixed income exposure remained primarily in intermediate- and long-duration bonds of 
investment-grade quality. The portfolio’s weighted-average duration increased slightly to 12.8 years at the 
end of the quarter compared to 11.6 years at the beginning. Maintaining an extended duration was a positive 
for performance as interest rates continued to fall and, as a result, the portfolio’s fixed income exposure 
outperformed the Bloomberg Barclays U.S. Aggregate Bond Index. 

The portfolio’s equity exposure during the quarter remained a mix of U.S. and international positions with 
a concentration in the technology sector. Outside of the technology sector, equity positions were a few 
select U.S. sectors and multiple country ETFs. Due to the portfolio’s technology overweight and a well-timed 
trade in a Hong Kong ETF, the portfolio’s equity exposure outperformed the MSCI ACWI Index during the 
quarter. Additionally, the alternative position, Gold—which was held twice during the quarter—was a positive 
contributor to performance.

The portfolio ended the quarter allocated to 40% U.S. Equity, 30% Fixed Income, 10% Global Equity, 10% 
Emerging Market Equity, and 10% Alternatives. The greatest detractors from performance were the Australia 
and Brazil ETFs, which declined ~3.6% and ~3.0% respectively while owned. The greatest contributors to 
performance were the Semiconductor and Gold ETFs, which returned ~7.0% and ~6.4% respectively while 
owned. 

The BCM Decathlon Growth Tactics strategy is also offered as a Collective Investment Trust (CIT) for qualified
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plans. Ask your BCM Consultant if you are interested in using this strategy in your retirement plans.

BCM Olympian Dynamic Equity – Prior Quarter Attribution

The portfolio entered the quarter with an overweight exposure to International Developed Equity and one 
Equity Diversifier, preferred stocks. Preferred stocks were held in the portfolio for the duration of the quarter 
and another Equity Diversifier, international developed property, was held between early July and mid-
September. As the quarter progressed, the portfolio’s allocation shifted away from International Developed 
Equity towards U.S. Equity. Global Equity comprised between 20-30% of the portfolio during the quarter, while 
Emerging Market Equity comprised 10% of the portfolio until the allocation was eliminated in mid-September.

The portfolio’s exposure to international developed and emerging market equity, at the beginning of the 
quarter, detracted from performance as international equities declined more than U.S. equities in the beginning 
of August. This was more than offset by positive effects of sector selection—primarily the utilities sector—
and a shift towards higher beta U.S. equities—such as aerospace & defense and semiconductors—prior to 
the equity market rebound in early September. After this rebound, the system rebalanced back to a more 
globally diversified portfolio. Looking at current trends in rankings, the system continues to prefer a “barbell” 
type approach with a mix of traditionally conservative exposures such as utilities and traditionally aggressive 
exposures such as technology and Brazil. 

The portfolio ended the quarter allocated to 40% U.S. Equity, 30% International Developed Equity, 20% Global 
Equity and 10% Equity Diversifiers. The greatest detractors from performance were the India and Pacific 
Ex-Japan ETFs, which declined ~9.1% and ~6.7% respectively while owned. The greatest contributors to 
performance were the U.S. Aerospace & Defense and Semiconductor ETFs, which returned ~7.9% and ~7.7% 
respectively while owned. The portfolio returned 0.70% gross of fees (0.57% net) during the quarter compared 
to a return of 0.09% for the MSCI ACWI Index.

Beaumont Capital Management (BCM)
(844) 401-7699
salessupport@investbcm.com
investbcm.com

Subscribe to our blog for more timely insights from the BCM investment team: 
blog.investbcm.com

http://investbcm.com 
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Sources and Disclosures 
Copyright © 2019 Beaumont Financial Partners, LLC. All rights reserved. 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. Index performance is shown on a gross basis and an investment cannot be made directly 
in an index. The performance of any ETFs, as contributors or detractors to the strategy, are provided on a gross basis. An Exchange Traded 
Fund (ETF) is a security that tracks an index, a commodity or a basket of assets like an index fund, but trades like a stock on an exchange. ETFs 
experience price changes throughout the day as they are bought and sold. ETFs 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. 
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 and factor 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. Indices are not managed and do not incur fees or expenses. The S&P Small Cap 600® Index is an unmanaged index that tracks the 
performance of 600 widely held, small-capitalization U.S. stocks. The MSCI World Index is a free float-adjusted market capitalization weighted 
index that is designed to measure the equity market performance of developed markets. The MSCI World ex-U.S. Index is a free float-adjusted 
market capitalization weighted index that is designed to measure the equity market performance of developed markets, excluding the United 
States. The MSCI ACWI Index captures large and mid-cap representation across 23 Developed Markets and 26 Emerging Markets countries. 
The MSCI ACWI Index ex-U.S. captures large and mid-cap representation across 22 Developed Markets and 26 Emerging Markets countries, 
excluding the United States. The Bloomberg Barclay’s U.S. Aggregate Bond Index is a broad base index and is often used to represent 
investment grade bonds being traded in the United States.
“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.
Index performance is shown on a gross basis. Strategy performance may be provided (as indicated) gross or net of the maximum applicable 
BCM management fee of 0.35% for the BCM Income strategy and 0.50% for all other strategies. ETF performance shown, as contributors or 
detractors to the strategies, is gross of fees. Actual composite net performance will vary due to the additional fees and expenses charged by 
the TAMP and Broker/dealer used, and other factors. For complete performance information, including fees and other expenses, investment 
minimums, etc. please contact your Regional Consultant or BCM at the number below. 
The telecommunications sector was treated differently by the indices of the underlying ETFs and within the BCM strategies from 
inception into Q3 2018. It may have been included as part of the technology or utilities sector, or as its own sector. Effective Q3 2018, the 
telecommunications sector was eliminated, and the communication services sector was created. This new sector is comprised of names from 
the now-defunct telecommunications sector plus names that were previously included in the technology and consumer discretionary sectors.
The BCM Decathlon Tactics strategies are predictive, algorithm driven and use pattern recognition technology (PRT) to rank a population of 
~110 handpicked ETFs in which it will “invest” in the 10 most promising based on upward price movement and defined volatility levels. BCM 
Decathlon Growth Tactics targets volatility and maximum drawdown at 16%, BCM Decathlon Moderate Tactics targets volatility and maximum 
drawdown at 12% and BCM Decathlon Conservative targets volatility and maximum drawdown at 7% with an 80% maximum equity allocation. 
The algorithm re-evaluates the population of ETFs and ‘rebalances’ typically every 25 trading days.

All BCM strategies invest only in long-only ETFs. The BCM investment strategies may not be appropriate for everyone. Due to the periodic 
rebalancing nature of our strategies, they may not be appropriate for those investors who desire regular withdrawals or frequent deposits. The 
portfolio manager maintains full discretion over the portfolio.

For Investment Professional use with clients, not for independent distribution.

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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