
Markets Continue to Roll, Political 
Uncertainty Lingers 
The second quarter of 2017 proved to be yet another strong 
period for investors, as the S&P 500 Index® extended 
its gains for the year, returning 9.3% through the first 
half of 2017. The Dow Jones Industrial Average has 
experienced similar returns year to date, up 9.3% as well. 
Interestingly, despite the strength of the domestic equity 
markets, for the first time in many years international 
markets are outperforming domestic markets to date. 
This outperformance has been powered by the strength 
of their respective currencies as well as healthy earnings 
growth. The Euro Stoxx 50, often referred to as the “Dow 
Jones of Europe” is up over 16% year to date, and Asia is 
performing well also, with the Japanese Nikkei up 9.8% 
and the Shanghai SE Composite up 6.3% in US Dollar 
terms. 

The yield on the United States (U.S.) Treasury 10 year bond 
has now completed a round trip since President Trump 
was elected on November 8, 2016. As you may recall, in 
the immediate aftermath of the Presidential election, 
the yield on the 10 year bond rose from 1.85% to 2.44% 
by year end on the hopes of President Trump’s economic 
policy spurring domestic growth. The yield on the 10 year 
ultimately peaked at 2.63% on March 13, and since then 
has been steadily decreasing as investors attempt to figure 
out a realistic time frame for when President Trump’s 
economic initiatives will come to fruition (if ever). This, 
combined with the Federal Reserve increasing the federal 
funds rate, has investors concerned about the impact a 
flattening yield curve will have on equity markets moving 
forward. 

When surveying the current economic landscape, we 
believe that one of the concerns equity markets may face 
going forward is the prospect of a flattening U.S. Treasury 
interest rate yield curve. For those of you who may not 
know, the yield curve is simply the yield of each bond 
along the maturity spectrum plotted on a graph.  The yield 
curve typically slopes upward, since investors need to be 
compensated with higher yields for assuming the added 

risk of investing in longer-term bonds.  A flattening yield 
curve may be a result of interest rates on short-term U.S. 
Treasury bonds increasing more than the rates on longer-
term bonds, or result from rates on longer-term U.S. 
Treasuries falling more than rates on shorter term U.S. 
Treasuries. 

Shorter term interest rates 
are largely influenced 
by the Federal Reserve 
(Fed), as one of the Fed’s 
open market policy tools 
to attempt to keep the 
economy on the right track 
is the ability to raise and 
lower the federal funds 
rate. The Fed looks at a 
variety of economic data 
points when deciding to 

raise or lower the federal funds rate, as they are charged 
with getting the U.S. economy to maximum sustainable 
employment as well as stable 2% inflation. Currently, we 
are in an environment in which unemployment is very low 
(under 4.5%) and inflation is trending towards their 2% 
target. As a result, the Fed has begun to increase the federal 
funds rate to prevent the economy from “overheating”, a 
phrase typically used when the economy is growing too 
fast. 

When the economy is growing too fast, suppliers tend to 
overproduce to meet expected increases in demand for 
their products in order to maximize profit. History has 
shown that this ultimately ends poorly, as rising prices for 
goods and an increasing supply ultimately become  too big 
of a burden on the consumer, resulting in the consumer 
no longer being able to purchase goods and a recession 
occurring. As such, the Fed attempts to get in front of this 
issue by raising short term interest rates so that consumers 
become incentivized to save more (as they are rewarded 
with more interest from bond investments) and producers 
become incentivized to borrow less to produce goods (as 
they are burdened with a higher cost of borrowing).
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The yield curve has flattened in recent months, but still remains far  
from inversion 

Unfortunately for the Fed, while it largely has the ability to influence the interest rate on shorter term maturities, it is 
unable to control the movements in interest rates on bonds with longer dated maturities, as these bonds move largely 
on marketplace supply and demand. Generally speaking, the yields on longer dated maturities tend to move in line 
with expectations of growth prospects for the economy on a going forward basis. Therefore, we are in an environment 
in which the Fed believes the economy is currently moving along well, which is why they are raising interest rates on 
the short end of the curve, yet the marketplace is expecting low growth prospects moving forward, which is why longer 
term yields are actually moving down. Of course, the most important discussion regarding this topic is the prospect 
for investment returns in this sort of environment going forward. History has shown that yield curves can flatten for a 
long time without a recession occurring; it is ultimately an inverted yield curve (when yields of shorter maturities are 
higher than yields of longer maturities) that has been the precursor to an economic recession. In the 1980s and 1990s, 
yield curve flattening happened for years with strong equity returns, including one of the strongest equity runs of all 
time – from 1995 to 1999. Therefore, we will continue to monitor this issue; however, at this time, we do not see the 
flattening yield curve as a cause of major concern for equity return prospects. 

Blast From The Past
Speaking of 1999, we thought it might be helpful to address the concern that the major technology stocks (Facebook, 
Amazon, Microsoft, Alphabet (Google), and Apple, specifically) are behaving similarly to tech stocks during the dot-
com bubble. This fear has been exacerbated by the strong returns of these stocks this year (the average return year to 
date collectively for these 5 names being nearly 25%). While no one knows what the future holds, and it is possible that 
these equities could have a correction, we believe 2017 and 1999 are vastly different when it comes to performance as 
well as valuations in the technology sector. 
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In 1999, the Nasdaq Composite was up an unbelievable 86%! Qualcomm alone rose from just over $3 a share at the 
beginning of 1999 to $88 by the end of the year, a meteoric 2619%! Nineteen stocks on the Nasdaq rose over 900% that 
year! In early 2000, after the incredible Nasdaq run, the trailing price to earnings ratio (P/E) for the Nasdaq Index 
was 175 and 90 for the technology sector of the S&P 500. Today, the trailing P/E ratio is 33 for the Nasdaq and 23 for 
the technology sector of the S&P 500. In contrast, as of June 6th, Facebook traded at a P/E ratio of 25.2, Apple at 14.9 
and Google at 25. All of these companies generate tremendous cash flow and are dominant players in their respective 
segments. Apple alone generated over 55 billion dollars of free cash flow in their 2016 fiscal year, which is roughly 
equivalent to the entire market capitalization of companies such as FedEx, Aetna, General Motors and Kimberly Clark. 

This environment is quite different from the late 1990s when companies such as Pets.com, eToys.com and Webvan.
com raised billions of dollars, all which became virtually worthless. Technology companies today that are in growing 
segments but have flawed business models in our opinion, such as GoPro and Twitter, have been punished by investors 
and are down over 70% from their prior highs. We believe that investors have adapted and improved in the wake of 
the dot-com bubble. Therefore, much of the appreciation of these stocks has been the rational result of actual increases 
in market share, while maintaining strong margins and generating cash flow, as opposed to the late 1990s when 
investments were made largely on hope that microscopic web based companies would become dominant players in this 
market space. While we constantly monitor investments for overvaluation, we remain comfortable with our present 
allocation in the technology sector. 

Note: All data is aggregated by summing across the five companies.  Tech Bubble SPX weights and market cap are as of 3/24/2000 (The S&P 500 peak).  FAAMG SPX 
weights, market cap and valuation as of 6/7/2017.

Source: FactSet, Bloomberg, Goldman Sachs

Retail Still Lagging 
One of the more challenged sectors in the stock market this year has been U.S. based retail, which has seen investor 
sentiment turn dramatically negative in recent years.  Although internet based commerce has posed a threat to traditional 
retail for twenty years it has only been in the past few years that we have witnessed systemic disruption.  Market share 
losses have grown acute across department stores, mass merchants, specialty apparel and dollar/convenience stores to 
name a few retail sub-sectors. The most anecdotal evidence of this sea change in consumer behavior is a trip to your 
local mall as traffic levels have slipped over 40% in the past four years alone.  

Size Valuation Cash Balances Cash Flow

SPX 
Weight

Market Cap 
($ bn) P/E (FY2) Cash + ST 

Inv. Cash / EV FCF 
Margin FCF Yield

Tech Bubble (as of 1Q00)

Microsoft MSFT   4.5% 581   55.1 21,205   4% 34%  1.6%

Cisco Systems CSCO   4.2% 543 116.8 4,653   1% 31%  1.6%

Intel INTC   3.6% 465   39.3 11,216   2% 27%  2.8%

Oracle ORCL   1.9% 245 103.6 2,768   1% 22%  2.2%

Lucent LU   1.6% 206   35.9 1,709   1% -2% -0.5%

Tech Bubble Aggregated 15.8% 2,040   58.3 41,551   2% 19%  1.6%

FAAMG (as of 1Q17)

Apple AAPL   3.9% 815   14.9 67,101   9% 24%  8.7%

Alphabet GOOGL   2.8% 587   25.0 92,439 18% 29%  5.1%

Microsoft MSFT   2.7% 559   21.8 126,018 27% 33%  6.2%

Amazon AMZN   1.9% 400   89.0 22,392   5%   7%  2.5%

Facebook FB   1.7% 361   25.2 32,306   8% 43%  3.6%

FAAMG Aggregated 13.0% 2,723   22.7 340,256 13% 23%  5.6%



The equity value of certain companies with ubiquitous 
brand names have been decimated. As of the end of 
the second quarter, Macy’s is down nearly 70% from its 
recent high of less than two years ago, while Kohl’s and 
J.C. Penny both are down over 50%, and Target is down 
over 40% from 2015 highs. Simon Property Group, the 
owner of local Boston-area malls such as the Chestnut Hill 
Mall, Burlington Mall and the South Shore Plaza, is down 
almost 30% over the last twelve months ending June 30th. 

Not surprisingly, “e-commerce” companies have been 
appreciating with the anticipation that society at large will 
continue to switch their behavior to shopping online over 
going to a traditional mall and browsing for goods. We 
have largely avoided investing in these companies for fear 
of this, as companies are reacting too late to the changes in 
consumer behavior. While large drops in stock prices often 
make investors more interested in companies because of 
the ability to perhaps buy them at a discount, we will likely 
continue to stay away from retail stocks. These companies 
all have significant debt obligations on their balance sheet, 
and management teams that have not shown they are able 
to combat the e-commerce companies’ invasion into the 
space. 

Monitoring technology companies’ investments is of 
paramount importance to us, as they continue to touch 
new areas in attempts to gain market share. On June 
16th, as you may be aware, Amazon bid to acquire Whole 
Foods Market, a somewhat surprising investment. In the 
wake of this news, grocers such as Kroger (down 9%), 
Sprouts (down 6%) and Tesco (down 4%) all fell that day as 
investors believe Amazon will be able to take market share 
and compress margins in the grocery space. We believe 
investments into new frontiers by technology companies 
will persist, and we continue to monitor our current 
holdings for the threat of new entrants.

Conclusion 
In closing, April is National Financial Literacy Month 
here in the United States.  In conjunction with National 
Financial Literacy Month, Bank of America Merrill Lynch 
took a survey of 18-34 year olds to get a gauge of their 
current asset allocation.  As can be seen in the chart on the 
this page, the results are concerning.  

“Millennials” are currently extremely underweight equity 
investments, and extremely overweight fixed income 
investments and cash. As a reminder, cash offers investors 
negative returns over time due to inflation, and fixed 
income returns have largely been declining for decades. 
At the same time, “millennials” are expected to live longer 
than any of their predecessors, meaning they will need 
their savings to last longer than any generation before them. 
Albert Einstein was quoted as saying, “Compound interest 
is the eighth wonder of the world. He who understands it, 
earns it. He who doesn’t, pays it”. It is imperative for the 
youth of America to understand the importance of saving 
and investing at a young age. 

If a 25 year-old started contributing $5,000 a year to an 
investment account and gained a return of 6% a year (well 
below historical equity returns) for 50 years, they would 
have more than $1.6 million dollars, with only $255,000 
of that being principal and over a whopping $1.3 million 
from interest. Given the current millennial asset allocation 
with such a large allocation to cash and fixed income, a 
3.5% annual return seems more realistic. Under the same 
investment contribution circumstances, the investor with 
a 3.5% return would have slightly over $700,000, less than 
half of the prior investor. While we understand millennials 
have experienced the dot-com bubble and the financial 
crisis of 2008, we encourage them to understand that these 
circumstances are the worst the financial markets have to 
offer, and long term equity returns have been resilient even 
in the face of these crises. 

We encourage clients to reach out with any investment 
questions they may have, and we are always happy 
to discuss this topic with younger investors. We look 
forward to working with you through all financial market 
environments and thank you for your confidence. Please 
review your portfolios and contact your relationship 
manager if you have any questions or comments. It is 
always helpful to understand what you own. Please feel 
free to contact us at 781.400.2800.
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Beaumont Financial Partners, LLC is a fee-based registered investment advisory firm specializing in wealth 
management for high net worth individuals. The firm has been delivering a range of wealth management services to 
affluent individuals and families, small businesses, and nonprofits since 1981.

© Copyright 2017, Beaumont Financial Partners, LLC. All rights reserved.

Disclosures: 

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 
securities nor does it constitute investment advice for any person. Investment themes and individual securities mentioned may or may not be held in 
any or all client accounts. 

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. 

Past performance is no guarantee of future results. All performance data is as of 6/30/2017 unless otherwise stated. Diversification does not ensure a 
profit or guarantee against loss. An investment cannot be made directly in an index. 

As with all investments, there are associated inherent risks, including loss of principal.  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. 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 include risks such as exposure to interest rate 
fluctuation, credit changes and inflation.

An ETF, or exchange traded fund, is a marketable security that tracks an index, a commodity, bonds, or a basket of assets like an index fund. Unlike 
mutual funds, an ETF trades like a common stock on a stock exchange. ETFs experience price changes throughout the day as they are bought and sold.

All index performance was calculated on a total return basis with all dividends being placed in cash in U.S. dollars.

Definitions:

*S&P 500® Index is a trademark of Standard & Poor’s, a Division of The McGraw-Hill Companies, Inc. S&P 500 Index is an unmanaged index used as 
a measurement of change in U.S. equity markets.  Performance numbers for the index are total return with dividends reinvested in the index.

The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the 
NASDAQ. 

The Nasdaq 100 is an index composed of the 100 largest, most actively traded U.S companies listed on the Nasdaq stock exchange. This index includes 
companies from a broad range of industries with the exception of those that operate in the financial industry, such as banks and investment companies.

The EURO STOXX 50 Index, Europe’s leading Blue-chip index for the Eurozone, provides a Blue-chip representation of supersector leaders in the 
Eurozone. The index covers 50 stocks from 11 Eurozone countries: Austria, Belgium, Finland, France, Germany, Ireland, Italy, Luxembourg, the 
Netherlands, Portugal and Spain. 

The Nikkei Stock Average is used around the globe as the premier index of Japanese stocks. It is a price-weighted equity index, which consists of 225 
stocks in the 1st section of the Tokyo Stock Exchange.

The Shanghai Stock Exchange Composite Index is a capitalization-weighted index. The index tracks the daily price performance of all A-shares and 
B-shares listed on the Shanghai Stock Exchange. The index was developed on December 19, 1990 with a base value of 100. 

The price-earnings ratio (P/E Ratio) is the ratio for valuing a company that measures its current share price relative to its per-share earnings. The price-
earnings ratio can be calculated as: Market Value per Share / Earnings per Share

Enterprise value (EV) is calculated as the market capitalization plus debt, minority interest and preferred shares, minus total cash and cash equivalents. 

Market capitalization refers the total dollar market value of a company’s outstanding shares. Commonly referred to as “market cap,” it is calculated by 
multiplying a company’s shares outstanding by the current market price of one share.

Free Cash Flow Margin is a measure of company’s profitability. It is calculated as Free Cash Flow divided by Sales.

The Free Cash Flow Yield is an overall return evaluation ratio of a stock, which standardizes the free cash flow per share a company is expected to earn 
against its market price per share. The ratio is calculated by taking the free cash flow per share divided by the share price.
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