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BCM 2Q19 Mid-Year Review: Odd, Odds and Tods

By the BCM Investment Team

While the stock
markets love to
climb a “wall of
worry,” it's easy to
see why investors
may be on edge.

While future earnings
expectations had come
down markedly towards the
end of 2018, actual reported
S&P 500 earnings have not
yet had a decline. What's
driving this year’s earnings
multiple expansion?

The trade war has already
led four of the world’s top
five economies into a
manufacturing recession
with the fifth—the U.S.—
hanging on the precipice.
What will it take to come to
a trade truce?

According to bond market
futures, more than three rate
cuts have been priced into
the U.S. bond markets. Are
the bond markets being too
optimistic?
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Which index has realized the highest 1-year return through June 30th, 2019?

S&P 500® Index

MSCI Emerging Markets Index

Russell 2000 Index (Small Cap)

Bloomberg Barclays U.S. Long Treasury Index
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Don't overthink it! The answer is D, the Bloomberg Barclays U.S. Long
Treasury Index (Long Treasuries). This is a question that we've posed to many
clients over the past quarter to illustrate just how odd this market environment
has been. Despite making a new all-time high just last week, the S&P 500 has
underperformed Long Treasuries over the past year. What's even more
interesting is that the majority of the positive performance for Long Treasuries
occurred in 2019, not during the equity market drawdown in the fourth quarter
of 2018.

Since the beginning of the year, the yields on U.S. 10-Year and 30-Year
Treasuries have fallen by 68 and 49 basis points, respectively. Falling yields

are generally associated with slowing economic activity or a risk-off appetite
among investors. One would expect such an environment to be negative for
equity investors but, so far, that has not been the case. In fact, when the 30-
Year U.S. Treasury has outperformed the S&P 500 on a one-year basis, the
average return of the S&P during these years is only 0.21%. As the chart below
shows, the data supports the intuition that typically better relative long-bond
performance is associated with worse (and all of THE worst) S&P 500 returns.

Long Bond Outperformance and S&P 500 Return Since 1976
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Source: Bloomberg, Beaumont Capital Management, Data is for the period 12/31/76 through 6/30/19 1



P N
Beaumont

CAPITAL MANAGEMENT

July 2019

Furthermore, the second quarter’s fixed income performance is in the top quartile for both U.S. and Global
bonds since 1976, and since 2009, this has been the best 6 months for the Barclays Bloomberg Aggregate Bond
Index (BBAB). This has all occurred despite some of the lowest starting yields on record. Remarkably, even as
equity markets have recovered, fixed income has continued its outperformance on a risk-adjusted basis.

1 Year Rolling Sharpe Ratios: BBAB, 30-Year and S&P 500
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This information reinforces the uniqueness of the fourth quarter of 2018’s near bear market (-19.7%), which
now looks to be among the most speculative in recent memory. The S&P 500's movements over the past year
have been driven almost entirely by rapid changes in its earnings multiple; a fancy way of saying that the prices
keep changing while the earnings are not. While future earnings expectations had come down markedly
towards the end of 2018, unlike the past large drawdowns in 2011 and 2016, actual reported S&P 500 earnings
have not yet had a decline. As a result, investors seem to have quickly amended their prior bearish predictions,
creating this snap back rally which has driven the multiple re-expansion we have seen in 2019. It appears the
twin catalysts for the ongoing equity market rally have been the speculation that we may reach an agreement
on the China trade war and a decidedly more dovish policy from the U.S. Federal Reserve Bank (Fed).

30%

Ultimately, the market is judged by the earnings S&P 500 Total Return Attribution

that stocks produce. Looking ahead, investors must The Daily Shot* - o
determine if the declining growth rates we have -—

seen in the first half of 2019 are evidence of a . .

weakening overall economy or simply a result of . . 10%
challenging comparisons to 2017 and 2018. The

corporate tax cut may have driven growth = 0%
artificially higher in 2018 by incentivizing -

companies to increase their capital spending prior

to 2018, knowing their profits would be taxed at a P/E Multiple 0%
lower rate in the future. If this is true, investors may Dividend

come to realize the underlying economic trends are B 1 yr Fwd EPS Consensus -20%
stronger than they appear, and earnings growth & Total Return :

may indeed re-accelerate—perhaps justifying the Source: Bloomberg as of 6/31/19 S0

market's year—to-date multiple expansion. 2014 2015 2016 2017 2018 2019YTD
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Trade War Update

Truce! No more tariffs! Hooray! Oh, wait, just no more new tariffs... for now, unless talks break down again...
Tariffs are nothing more than a tax on imported goods and services that creates uncertainty for corporations
and consumers alike. These increased costs must be absorbed by companies and/or consumers either as
reduced profits or higher prices, or a bit of both. Tariffs decrease free trade. Reduced trade leads to lower
revenues. Lower revenues may eventually affect profits. There is a reason the S&P 500's 2019 and 2020
earnings estimates are being revised lower. For those of you who read our blog (blog.investbcm.com), the
cause and effect of tariffs have been made clear over the past year. The trade war has already led four of the
world’s top five economies into a manufacturing recession with the fifth—the U.S.—hanging on the precipice.

The Federal Reserve

U.S. SEMICONDUCTOR SALES: CONTRACTING

The FED is doing an incredible job [ - L oS T
managing its three mandates and - 3;?‘;:‘:?::‘27‘0"1’!ﬁQNTRACTING
Stewarding thIS eXpanSion' Yet One positive 18 negatives ’ gifﬁsfg:ﬁi"m SHIPMENTS INDEX:
according to bond market futures, - ComScOTE COMTRAETRG
more than three rate cuts have been \ " U3 REAL NON-RESIDENTIAL INVESTMENT
priced into the U.S. bond markets. Are 1 US PRIVATE CONSTRUGTION _

the bond markets being too optimistic? U3, REAL RESIDENTIAL INVESTMENT.
What about the equity markets? et EASG CreLe . gghg::ﬂﬁcl.ﬁ:gmu HOUSING STARTS:

U.S. LIGHT VEHICLE SALES: CONTRACTING
U.S. YIELD CURVE: INVERTED

U.S. CORPORATE PRICING POWER PROXY:
CONTRACTING

U.S. INFLATION EXPECTATIONS: MELTING
U.S. MON-FARM PAYROLLS: SOFTENING

U.S JOB LAYOFF ANNOUNCEMENTS: RISING

We still agree with the adage of "don’t
fight the Fed.” However, Fed easing
cycles have rarely occurred in an
economic expansion. If multiple rate
cuts are indeed needed in the current
economic environment, we believe
equity investors should be careful 8 BCA Research 2019
treating that as a cause for celebration. Source: Demetri Nikolias, BCA; WSJ Daily Shot, 6/25/19

U.5. BANKS REPORTING STRONGER DEMAND
FOR LOANS: NEGATIVE

What does this all mean?

While the stock markets love to climb a “wall of worry,” it's easy to see why investors may be on edge. We've
enjoyed many favorable trends in the U.S over the past decade: As of July 1st, we're now in the longest
economic expansion in U.S. history, ten years and counting. U.S. equities outperformed their international
brethren substantially over this period. U.S. interest rates have remained low and after this year's decline we
wonder if they will revisit the 2012 and 2016 lows. Can these trends continue? Of course! But we believe it's
imprudent to bet that they will last forever. With change comes opportunity.

As a predominantly quantitative investment manager, our rules-based systems use probability to try to
determine the best times and asset classes to invest in. We view our models’ actions as akin to a skilled
blackjack player counting cards. We don't know the future, but our systems are designed to risk investor capital
when the odds are in our favor. Periods like 2019 may be frustrating in hindsight, just as losing a hand when
the deck is "hot,” but that doesn't mean that our actions weren't the best decision at the time. At BCM, we feel
the most important investment rule is “don’t lose a lot of money.” Adhering to this maxim may make investors
uncomfortable at times as our systems assess and seek to avoid elevated and perhaps undesirable risk. No
manager can always be “right,” but if we're right more than we're wrong over time, investors should realize an
acceptable result.

On a separate note, we welcome our new National Sales Director, Tod Perry. Tod joins us from F.U.S.E.
Research Network and has enjoyed an extensive career in sales and sales management at firms such as Charles
Schwab and State Street Global Advisors. We are more than excited to have Tod's experience and expertise, and
you may meet him soon as he begins his introductory tour of our great country.

We thank you for your business and continued trust in BCM.


http://blog.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.

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 vol-
atile and can decline significantly in response to adverse issuer, political, regulatory, market, or economic developments. Sector invest-
ments 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 guaran-
tee 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 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 Morgan Stanley Capital
International All Country World Index Ex-U.S. (MSCI ACWI Ex-U.S.) is a market-capitalization-weighted index maintained by Morgan
Stanley Capital International (MSCI). It is designed to provide a broad measure of stock performance throughout the world, with the ex-
ception of U.S.-based companies. The MSCI All Country World Index Ex-U.S. includes both developed and emerging markets. The MSCI
Emerging Markets Index is an index used to measure equity market performance in global emerging markets. It consists of 23 econo-
mies including Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru,
Philippines, Poland, Qatar, Russia, South Africa, Taiwan, Thailand, Turkey and the United Arab Emirates. The MSCl is a float-adjusted
market capitalization index. The Russell 2000 index is an index measuring the performance of approximately 2,000 smallest-cap Amer-
ican companies in the Russell 3000 Index, which is made up of 3,000 of the largest U.S. stocks. It is a market-cap weighted index. The
Bloomberg Barclays US Treasury Index measures US dollar-denominated, fixed-rate, nominal debt issued by the US Treasury. Treasury
bills are excluded by the maturity constraint.

"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.

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. All BCM strategies invest only in
long-only ETFs.

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)

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


https://www.bloomberg.com/view/articles/2017-12-18/yield-curve-inversions-and-stocks-are-a-toxic-mix
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