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LOW VOL ATILIT Y LEADS TO SOLID MARKET GAINS

In what proved to be a particularly strong year for the United States equity markets, perhaps no statistic better 
encapsulated the investment environment more so than this: for the first time in its history, the S&P 500® Index ended 
every single month of a calendar year with a gain. In fact, prior to 2017, the S&P 500 had only had three instances of 

11 out of 12 positive months since its current construction was formulated in 1957. The chart below shows just how unusual 
2017 was for investors. In conjunction with the market moving upward, volatility in domestic equity markets has been 
historically low. The S&P 500 went the entire year without a weekly 2% change (either positive or negative), which as it stands 
is the third longest streak ever, with the prior two occurring in the 1960’s and 1990’s. These two forces at work propelled the 
S&P 500 to return 21.6% and the Dow Jones Industrial Average 27.7%. Further, the combination of U.S. dollar weakness and 
earnings strength internationally drove international equity outperformance for the first time in years, with the ETF that offers 
exposure to the Morgan Stanley Composite Index (MSCI) Eurozone up 27.8% and the MSCI Emerging Markets up 37.1%.

S&P 500 Monthly Total Returns — 1990 to 2017

JAN FEB MAR APR MAY JUN JUL AUG SEPT OCT NOV DEC
2017 1.9% 4.0% 0.1% 1.0% 1.4% 0.6% 2.1% 0.3% 2.1% 2.3% 3.1% 1.4%
2016 -5.0% -0.1% 6.8% 0.4% 1.8% 0.3% 3.7% 0.1% 0.0% -1.8% 3.7% 2.0%
2015 -3.0% 5.7% -1.6% 1.0% 1.3% -1.9% 2.1% -6.0% -2.5% 8.4% 0.3% -1.6%
2014 -3.5% 4.6% 0.8% 0.7% 2.3% 2.1% -1.4% 4.0% -1.4% 2.4% 2.7% -0.3%
2013 5.2% 1.4% 3.8% 1.9% 2.3% -1.3% 5.1% -2.9% 3.1% 4.6% 3.0% 2.5%
2012 4.5% 4.3% 3.3% -0.6% -6.0% 4.1% 1.4% 2.3% 2.6% -1.8% 0.6% 0.9%
2011 2.4% 3.4% 0.0% 3.0% -1.1% -1.7% -2.0% -5.4% -7.0% 10.9% -0.2% 1.0%
2010 -3.6% 3.1% 6.0% 1.6% -8.0% -5.2% 7.0% -4.5% 8.9% 3.8% 0.0% 6.7%
2009 -8.4% -10.6% 8.8% 9.6% 5.6% 0.2% 7.6% 3.6% 3.7% -1.9% 6.0% 1.9%
2008 -6.0% -3.2% -0.4% 4.9% 1.3% -8.4% -0.8% 1.4% -8.9% -16.8% -7.2% 1.1%
2007 1.5% -2.0% 1.1% 4.4% 3.5% -1.7% -3.1% 1.5% 3.7% 1.6% -4.2% -0.7%
2006 2.6% 0.3% 1.2% 1.3% -2.9% 0.1% 0.6% 2.4% 2.6% 3.3% 1.9% 1.4%
2005 -2.4% 2.1% -1.8% -1.9% 3.2% 0.1% 3.7% -0.9% 80.0% -1.7% 3.8% 0.0%
2004 1.8% 1.4% -1.5% -1.6% 1.4% 1.9% -3.3% 0.4% 1.1% 1.5% 4.0% 3.4%
2003 -2.6% -1.5% 1.0% 8.2% 5.3% 1.3% 1.8% 2.0% -1.1% 5.7% 0.9% 5.2%
2002 -1.5% -1.9% 3.8% -6.1% -0.7% -7.1% -7.8% 0.7% -10.9% 8.8% 5.9% -5.9%
2001 3.5% -9.1% -6.3% 7.8% 0.7% -2.4% -1.0% -6.3% -8.1% 1.9% 7.7% 0.9%
2000 -5.0% -1.9% 9.8% -3.0% -2.1% 2.5% -1.6% 6.2% -5.3% -0.4% -7.9% 0.5%
1999 4.2% -3.1% 4.0% 3.9% -2.4% 5.5% -3.1% -0.5% -2.7% 6.3% 2.0% 5.9%
1998 1.1% 7.2% 5.1% 1.0% -1.7% 4.1% -1.1% -14.5% 6.4% 8.1% 6.1% 5.8%
1997 6.2% 0.8% -4.1% 6.0% 6.1% 4.5% 8.0% -5.6% 5.5% -3.3% 4.6% 1.7%
1996 3.4% 0.8% 1.0% 1.5% 2.6% 0.4% -4.4% 2.1% 5.6% 2.8% 7.6% -2.0%
1995 2.6% 3.9% 3.0% 2.9% 4.0% 2.3% 3.3% 0.3% 4.2% -0.4% 4.4% 1.9%
1994 3.4% -2.7% -4.4% 1.3% 1.6% -2.5% 3.3% 4.1% -2.4% 2.2% -3.6% 1.5%
1993 0.8% 1.4% 2.1% -2.4% 2.7% 0.3% -0.4% 3.8% -0.8% 2.1% -1.0% 1.2%
1992 -1.9% 1.3% -1.9% 2.9% 0.5% -1.5% 4.1% -2.0% 1.2% 0.3% 3.4% 1.2%
1991 4.4% 7.2% 2.4% 0.2% 4.3% -4.6% 4.7% 2.4% -1.7% 1.3% -4.0% 11.4%
1990 -6.7% 1.3% 2.6% -2.5% 9.7% -0.7% -0.3% -9.0% -4.9% -0.4% 6.5% 2.8%
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TAX REFORM IMPLICATIONS ARE MIXED 

In our fall letter, we discussed a few of the primary causes 
of the market’s upward movement. Given the confirmation 
of President Trump’s tax plan, we thought it would be useful 
to discuss a few of the sections of the plan that are more 
relevant to investments. Starting with corporate income tax 
rates, the rate at which corporations will be taxed decreases 
from 35% to 21% as of January 1st, 2018. Previously, if a 
company made $100, it used to owe $35 to the government, 
resulting in $65 of after-tax profits. Now that after-tax 
profit figure will increase to $79. Companies can use this 
incremental tax savings to invest in new projects related to 
their business or return the capital to shareholders. Further, 
there is now a clear repatriation tax on companies holding 
capital overseas. As you may recall, companies are typically 
exposed to the corporate tax rate (35% prior to the new tax 
law) should they desire to bring home profits from foreign 
operations (or “repatriate” these profits). However, the new 
law mandates that companies pay a one-time 15.5% tax rate 
on liquid investments and an 8% tax on illiquid assets, such 
as foreign factories, to be paid over eight years. This reduced 
tax rate should bolster the amount of capital inflows into the 
United States by multinational corporations, which will be 
used to either invest in their businesses or pay a dividend 
to shareholders. The meaningfully reduced repatriation 

tax serves as yet another reminder for companies to wait 
for “tax holidays”. While the tax code almost certainly will 
change again in the future depending upon who is in power 
in Washington D.C., the announcement of this tax break 
has given companies that hold billions of dollars overseas 
incentive to bring home these profits and has rewarded them 
generously for patiently waiting for this policy change.

At the personal level, there was no change to capital gains 
rates (although individual tax rates decreased across all 
brackets). Short term gains will continue to be taxed at your 
ordinary income rate while long term gains will be taxed at 
20%. Further, after much discussion on potential changes to 
the tax status of municipal bonds, minimal changes will be 
implemented. Private Activity Bonds (PABs), an area experts 
speculated could see major changes, will remain fully exempt, 

“ Companies can use this incremental tax 
savings to invest in new projects related 
to their business or return the capital to 
shareholders.”
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International Outperforms U.S. U.S. Outperforms International

Past performance is no guarantee of future results. It is not possible to invest directly in an index.
MSCI EAFE Index vs. S&P 500 Total Return Index. Rolling 3-year return differential. 

Source: FactSet, as of 12/31/16
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which is good news for municipal bond investors as typically 
PABs account for 20-30% of the supply of new municipal 
bond issuance in a given year. In our view, there were not 
enough material changes to the tax code for the demand for 
municipal bonds to change, as individual investors utilizing 
municipal bonds for their tax advantages will continue to  
do so.

Asset allocation is a daily focus of the team at Beaumont. 
The 2017 market environment of positive equity returns 
both domestically and internationally with low volatility has 
perhaps convinced investors that increasing their allocation 
to equity markets may be warranted. While that might 
make sense for some investors, we want to emphasize to 
our readers how unusual this period has been for riskier 
investments. For example, a hypothetical portfolio comprised 
of 60% domestic stocks (using the S&P 500 index) and 40% 
domestic bonds (using the Barclays Aggregate Bond Index) 

would have produced positive returns for nine consecutive 
years. This hypothetical 60%/40% portfolio would have also 
closed at an all-time high for 13 consecutive months. With 
this portfolio just completing a positive result for January 
2018, this allocation would have enjoyed its longest run of 
positive monthly returns ever. Further, these returns have 
come with incredibly low volatility. The 60%/40% portfolio 
had not endured a drawdown of 5% or more from its all-time 
high since 2011, in which it was only down about 8% (until 
its recent February 2018 decline). While low volatility in the 
markets does not automatically beget high volatility, this 
streak of strong performance in traditional investments has 
offered investors a favorable opportunity to consider other 
investments, as opposed to looking at asset allocation in the 
midst of a stock market correction. One area we think merits 
further consideration is the emerging markets (see chart on 
page 2). 

AN EMERGING TIDE 

The Beaumont research team continues to be enthusiastic 
about opportunities in the emerging markets. As you may 
recall, in early 2017 we discussed the typical characteristics 
of an emerging market country as well as some of the risks 
that exist due to the political setup in these areas. Emerging 
markets are infamously known as an asset class that went 
down even more than the S&P 500 during the 2008-2009 
Great Recession, with a drawdown of over 65%. We believe 
there were two main drivers behind this unusual drawdown. 
One issue is the unpredictable nature of governments within 
many emerging market countries causing an inherently 
higher risk when investing in these countries. In the midst 
of a financial crisis, investors tend to flock to perceived 
safer assets, resulting in an outflow from riskier assets (i.e. 

emerging market equities). Since emerging markets equities 
are considered riskier than developed markets, selling 
pressure exacerbated the 2008-2009 sell off in these securities 
as investors sought to liquidate their most risky assets. 
Also, the economic landscape of emerging markets was 
materially different a decade ago when compared to today. 
Back then, the composition of emerging market indices was 
much more dependent on commodity driven companies. 
In fact, the two biggest companies in the MSCI Emerging 
Market Index were Gazprom, a Russian energy company, 
and Petrobras, a Brazilian energy company, both of which 
are heavily dependent on the price of oil and natural gas. As 
can be seen in the chart below, the Bloomberg Commodity 
Index peaked on July 2, 2008, after running up over 50% 
during the previous 12 months. This behavior culminated in 
an index drawdown of over 50% in the following months, as 
well as a much more modest recovery than equity markets in 
the following years. In fact, the commodity index continues 
to remain below the lowest level it hit during the Great 
Recession drawdown, which has been a headwind for overall 
commodity related investments.

Equipped with that information, we want to focus on the 
area of the emerging markets that we are most excited about: 
the consumer. The gross domestic product of a country has 
four inputs: the amount of consumption by consumers, the 
amount of investment by a country (i.e. spending on goods 
and services by businesses), the amount of government 
spending, and the net amount of imports (if a country 
exports more goods than it imports, that is a contributing 

Bloomberg Commodity Index

Source: Bloomberg



Beaumont Financial Partners LLC. Q4 MARKET INSIGHT S,  WINTER 2017 |  4

factor to its GDP measurement). Roughly 70% of the United 
States GDP is derived from consumption, which is typical 
of a developed country, versus 58% for India and a mere 
39% for China. Further, China and India are four times 
as populated as the U.S. (which is the 3rd most populated 
country in the world). Over time, we expect the amount of 
consumption as a percentage of GDP to grow in China and 
India, as these countries mature. We also believe the nominal 
figure of consumption will prove to be massive, due to the 
mere population of the two countries. 

As mentioned earlier, the makeup of the emerging markets 
has changed over the last decade. Commodity driven sectors, 
such as energy, industrials, materials, and utilities have all 
decreased as a proportion of emerging market economies, 
while sectors focused on the consumer, such as consumer 
discretionary, consumer staples, and information technology 
have all increased dramatically (see table on the right).

We believe the companies that can attract the consumers 
of India and China over the coming decades, and become 
entrenched in their day to day lives the way companies like 
Apple, Google, and Facebook are here in the U.S., will likely 
be among the biggest companies in the world. Whatever 
companies are able to achieve this will likely produce very 
attractive returns for equity investors. The team at Beaumont 
is constantly seeking various forms of investment that can 
provide favorable exposure to these macroeconomic trends.

On the asset allocation front, we review many investment 
opportunities for our clients, some of which may result in 
minor changes to client asset allocations. We continue to 
review many client target allocations to determine what 
changes may be appropriate. Historically, many clients 

held balances of 5% or more in “Safety” assets. These assets 
include cash, money market securities, and certificates of 
deposit. Given the current low-rate fixed income climate, 
we are generally reducing our allocation to “Safety” assets 
and making a modest shift to high quality, investment 
grade bonds, classified as “Income” assets in our allocation 
terms. For those clients with an allocation to “Aggressive 
Growth” equity, exposure to emerging market equities may 
also increase, while also incorporating some changes to the 
specific investment strategies used to access these markets. 
Beyond the favorable macroeconomic trends that we 
touched on earlier, valuations continue to look compelling 
internationally relative to the U.S.

IN CLOSING

In closing, we would like to reiterate that this is a good time 
for investors to review their portfolio goals and expectations 
for future returns. The recent market drawdown in global 
markets, following a year of unprecedented low volatility, 
serves as an important reminder that it is much easier to 
consider your needs and goals near market highs, as opposed 
to market drawdown periods when emotions can often 
compromise your judgement. You might recall that a mere 
two years ago, the S&P 500 had its worst calendar year start 
ever, declining nearly 11 percent in 28 trading days. It is 
important to be cognizant of the fact that drawdowns are 
normal and can happen at any time. As we have stressed in 

previous letters, our goal is not to time the market, as no one 
knows when the market can have its next large drawdown 
or a strong positive move. Our goal is to work with clients 
to create an asset allocation that can weather all market 
conditions, while accomplishing your long terms goals.

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.

SECTOR 2007 
WEIGHTING

2017 
WEIGHTING

Consumer Discretionary 3.3% 10.2%

Consumer Staples 3.1% 6.4%

Energy 18.4% 7.1%

Financials 20.4% 23.2%

Health Care 1.8% 2.2%

Industrials 7.0% 5.1%

Information Technology 13.1% 26.6%

Materials 14.6% 7.2%

Telecommunication Services 13.1% 4.8%

Utilities 4.3% 2.3%

Source: MSCI

MSCI Emerging Markets Sector Exposure,  
Then and Now:



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 war-
ranty is made as to its accuracy or completeness. 

 Past performance is no guarantee of future results. All performance data is as 
of 12/31/2017 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 invest-
ment options and the market as a whole. Foreign markets, particularly emerg-
ing 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.

In the Dominant Benefit Theory, the following define Safety, Income and Ag-
gressive Growth:

Safety - the dominant benefit is the stability of the investment principal. Risk 
and commensurate reward are low. Examples include money markets, certifi-
cates of deposit and fixed annuities.

Income - current interest income is the major characteristic. While principal 
risk and/or appreciation/depreciation potential exist, the dominant benefit is the 
steady income produced by the security. Examples include all types of bonds.

Aggressive Growth - the dominant benefit is the significant potential for capital 
appreciation. No income is paid on these types of securities and the risk of loss 
to the principal is significant. Examples include non-dividend paying stocks, 
aggressive growth mutual funds, commodity based securities and initial public 
offerings.

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 MSCI Europe Index captures large and mid cap representation across 
15 Developed Markets (DM) countries in Europe*. With 445 constituents, the 
index covers approximately 85% of the free float-adjusted market capitalization 
across the European Developed Markets equity universe.

The MSCI Emerging Markets Index captures large and mid cap representation 
across 24 Emerging Markets (EM) countries*. With 838 constituents, the index 
covers approximately 85% of the free float-adjusted market capitalization in 
each country.

The MSCI EMU Index (European Economic and Monetary Union) captures 
large and mid cap representation across the 10 Developed Markets countries 
in the EMU*. With 248 constituents, the index covers approximately 85% of the 
free float-adjusted market capitalization of the EMU.

The Bloomberg Commodity Index (BCOM) is designed to be a highly liquid and 
diversified benchmark for commodity investments. BCOM provides broad-
based exposure to commodities, and no single commodity or commodity sector 
dominates the Index.

The Barclays Aggregate Bond Index provides a measure of the performance 
of the U.S. dollar denominated investment grade bond market, which includes 
investment grade government bonds, investment grade corporate bonds, 
mortgage pass through securities, commercial mortgage backed securities and 
asset backed securities that are publicly for sale in the United States.

Beaumont Financial Partners, LLC 250 1st Ave, Suite 101 
Needham, MA 02494


