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2019  CLOSES OU T STRONG 

2019 finished on a high note, as markets welcomed 
the positive resolution of several key macroeconomic 
unknowns in the fourth quarter. The improved 

clarity sent the stock market higher with the S&P 500® 
Index rising 9.06% during the quarter and closing the year 
up 31.48%. This was the best annual return for the index 
since 2013. Looking internationally, emerging markets 
outperformed both foreign developed markets and the S&P 
500 in the fourth quarter thanks to rising expectations for 
a global economic rebound, combined with a decline in 
the U.S. dollar. For the quarter, foreign developed markets, 
represented by the MSCI EAFE Index were up 8.23% 
(+22.77% YTD), and the MSCI Emerging Markets Index 
finished up 11.74% (+18.63% YTD). Switching to fixed 
income markets, the total return for most bond classes 
were positive in the fourth quarter, although longer-dated 
Treasuries saw mild declines. Longer-duration bonds 
underperformed shorter-duration bonds as the market 
responded to the recent Federal Reserve (the “Fed”) rate 
cuts in the hopes of an acceleration of economic growth. 
The leading benchmark for bonds, the Bloomberg Barclays 
US Aggregate Bond Index, returned 0.18% for the quarter 
(+8.72% YTD).  

At the start of the fourth quarter, markets were facing three 
macroeconomic uncertainties: how accommodative would 
the Fed be for the remainder of 2019 and beyond? Could the 
U.S. and China strike a trade deal? Could U.S. and global 
economies stabilize? Each of these unanswered questions, 
which have weighed on markets since early 2019, saw positive 
progress throughout the final three months of the year.  

On October 30th, the Fed met market expectations by 
cutting its benchmark interest rate by another 0.25%. That 
rate cut brought the total interest rate reductions in 2019 to 
0.75%, the largest annual reduction in over a decade. More 
importantly, at the December policy meeting, the members 
of the Federal Open Market Committee indicated they do 
not expect to raise interest rates in 2020. That statement 
provided much needed clarity for Fed policy expectations, 
specifically that the market can expect rates to stay low for 

the foreseeable future, which helped push stocks higher 
during the quarter.  

Transparency on future Fed policy wasn’t the only positive 
event to occur in the fourth quarter as the markets welcomed 
a Phase One trade agreement between the U.S. and China. 
Since early 2018, the U.S.-China trade war, and the tariffs that 
came with it, weighed heavily on investor sentiment. Twice in 
2019, first in May and again in August, tariff increases caused 
a significant spike in market volatility. But in mid-October, 
after intensive negotiations, both the U.S. and China agreed, 
in principle, to a Phase One trade deal. This agreement would 
result in the reduction of some existing tariffs, the promise 
of no additional tariffs, and increased imports of American 
goods to China. As we have highlighted in previous letters, 
we believe the implementation of tariffs would have a limited 
macroeconomic impact on the economy, however, the trade 
tensions created uncertainty, which is something financial 
markets do not like. Anticipation of this “in principle” deal 
being formally agreed upon pushed stocks higher from mid-
October through mid-December, when more specific details 
were announced, which helped stocks extend the 2019 rally 
into year-end.

The global and U.S. economies also showed a few signs 
of stabilization in the fourth quarter after losing positive 
momentum for much of 2019. Concerns were growing in the 
United States that sluggish business spending and investment 

“ As we have highlighted in previous 
letters, we believe the implementation 
of tariffs would have a limited 
macroeconomic impact on the economy, 
however, the trade tensions created 
uncertainty, which is something 
financial markets do not like.”



Beaumont Financial Partners, LLC Q4 MARKET INSIGHT S,  WINTER 2019 |  2

would potentially cause a broader economic slowdown. But 
the market’s preferred measure of business spending and 
investment—the monthly Durable Goods report—rebounded 
in the fourth quarter, easing some of those growth concerns. 
Internationally, measures of Chinese manufacturing activity, 
which had indicated contraction for the past several months, 
turned positive again in December, and that implied activity 
was stabilizing. So, while concerns remain about the future 
direction of the global economy, these signs of progress 
helped stocks rise in the fourth quarter.    

In addition to the progress made on the three aforementioned 
uncertainties, the third quarter earnings season provided 
additional fuel for higher equity prices. U.S. corporate 
earnings for the third quarter—which are reported during the 
fourth quarter—were weak, but better than expected. Ahead 

of the start of the reporting season, analysts were looking for 
S&P 500 constituents to post a 4.6% year over year decline in 
earnings per share (“EPS”). Ultimately, these companies only 
realized an average earnings decline of 2.2%. In addition, 75% 
of the S&P 500 companies beat analyst estimates, which was 
above the five-year average of 72%. 

In summary, macroeconomic fundamentals helped drive 
returns for 2019. At the end of 2018, the S&P 500 had posted 
its first negative year in a decade, just as worries about the 
global economy were surging due to monetary tightening 
by the Fed. As the Fed reversed course, hopes of a stimulus-
fueled economic rebound helped stocks recover in 2019. 
As we look ahead to 2020, we continue to focus on the 
fundamentals and the impact they may have on financial 
markets.

2020 OU TLO OK:  CAU TIOUSLY OPTIMISTIC 

As 2020 begins, we believe that the U.S. economic data 
continues to send mixed signals about the future health of 
the economy since the mix of positive and negative data 
we highlighted in our last quarterly update remains mostly 
unchanged. We previously emphasized that economic growth 
in the U.S. has been supported by a strong consumer, buoyed 
by a low unemployment rate (lowest level in 50 years), and 
strong wage growth. This trend continues as consumer 
spending in the U.S. grew at a solid 3.9% annualized rate 
through the end of November, while consumer confidence 
(as reported by the Conference Board) is at levels not seen 
since the mid-to-late 1990s. In addition, the rate of change in 
the Leading Economic Indicators (“LEIs”) remains positive, 
coming in at 0.1% in November. While momentum has 
slowed over the past several months, getting perilously close 
to zero, it is important to note that many analysts expect the 
rate of change to improve in the months ahead, as older data 
is eliminated from the LEI calculation. We have never had a 
recession without LEIs posting a negative reading. 

The Institute for Supply Management (ISM) non-
manufacturing index (which measures activity in the service 
sector) posted a reading of 55 for the month of December. 
A reading above 50 indicates an expansion in activity while 
a reading below 50 signifies a decline in activity. Despite 
trending lower, this represents the 119th consecutive month 
of overall expansion. Also unchanged is manufacturing 
activity in the U.S., which remains weak, as the ISM 
manufacturing index fell to 47.2 in the month of December. 
This bears watching as it is the 6th consecutive month in 
which manufacturing activity has declined in the U.S. One 
thing that did change since our last update is the slope of 
the yield curve between the 3-month U.S. Treasury bill and 

the 10-year U.S. Treasury note. As you may recall, in May of 
2019, the yield curve between these two maturities inverted 
(meaning the yield on the 3-month U.S. Treasury bill was 
higher than the yield on the 10-year U.S. Treasury note), 
which has historically been a strong recession indicator, with 
recessions starting 8-30 months after initial inversion. During 
the month of October, the yield curve between these two 
maturities normalized. Many analysts celebrated this event, 
as they believe that this was a signal that recession risks were 
subsiding. The chart on the next page, courtesy of Citigroup, 
shows several different recession probability models from 
their own proprietary research, Haver Analytics (a New York-
based provider of economic statistics and research), and from 
the Federal Reserve Bank of New York.

While we believe the normalizing of the relationship between 
the 3-month U.S. Treasury bill and the 10-year U.S. Treasury 
note is promising, it does not guarantee that a recession has 
been avoided. We would feel much more comfortable if the 
macroeconomic data (specifically, the ISM manufacturing 

“ As 2020 begins, we believe that the U.S. 
economic data continues to send mixed 
signals about the future health of the 
economy since the mix of positive and 
negative data we highlighted in our 
last quarterly update remains mostly 
unchanged.”
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index) also improved or stabilized. At this point, it is too early 
to tell if the macroeconomic data will improve or not.  The 
likelihood that the current economic expansion continues 
will be dependent upon how effective the Fed has been at 
loosening financial conditions. It typically takes 6-12 months 
for the effects of interest rate changes to fully impact the 
economy, so there is still a healthy amount of central bank 
stimulus working its way through the system. Taken together, 
these mixed signals present an extremely complicated 
economic environment. These characteristics are typical 
in the later stages of an economic expansion. On a bright 
note, the Fed has made it clear that it will do everything in 
its power to remain accommodative in an effort to keep this 
expansion growing. 

Therefore, we would agree that the probability of a recession 
occurring over the near-term is probably lower than it was 
three months ago, nevertheless, we will continue to closely 
monitor Fed commentary for any changes in policy.

“ The likelihood that the current 
economic expansion continues will 
be dependent upon how effective the 
Fed has been at loosening financial 
conditions.”

12 Month Recession Outlook Trending Lower

Source: Citigroup
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EQUITIES 

As long as the Fed does not make a policy mistake, we 
would expect the U.S. economy to continue to grow, albeit 
at a sluggish pace. GDP is expected to grow at a 1.8% rate 
in 2020, down from 2.3% in 2019 and 2.9% in 2018. This 
growth should provide support for equity prices in 2020, yet, 
given valuations, we would expect returns to be lower than 
the historical average (and lower than 2019!). According 
to FactSet, a financial data provider, Wall Street analysts 
estimate calendar year 2020 EPS for the S&P 500 to be 
$177.64 or a 9.5% increase over calendar year 2019 EPS. 
Based on the December 31, 2019 closing value of the S&P 500 
of 3,230, this implies a forward price/earnings (“P/E”) ratio 
of 18.2X. It is important to note that analyst estimates have 
historically been optimistic at the beginning of the year and 
are usually adjusted downward as the year progresses. In fact, 
FactSet did a study on the difference between analyst EPS 
estimates for the S&P 500 at the beginning of a calendar year 
versus the actual EPS for the same year. FactSet examined 
twenty years of data (1998-2017) and found that the average 
difference between EPS estimates at the beginning of the 
year and the final EPS number for that same year has been 
8.3%. In other words, industry analysts on average have 
overestimated the final EPS number by 8.3% one year in 
advance.  FactSet also noted that analysts overestimated the 
final value in 14 of the 20 years they examined (meaning 
they underestimated the final number in the other 6 years).  
So, if we were to adjust the current EPS forecast of $177.64 
by 8.3%, we would come up with an EPS of $162.89 which 

would equate to a forward P/E of 19.8X. This is well above the 
5-year average P/E of 16.7X and the 10-year average of 14.9X. 
As we have highlighted in the past, given the historically low 
levels of interest rates, higher P/E multiples can be justified, 
however, there have not been too many times that forward 
P/E multiples have reached this level.  

As you can see in the chart below, outside of the late 1990’s 
tech bubble, forward P/E multiples have rarely been above 20 
or stayed at that level for an extended period of time.  Please 
note that we are not stating that S&P 500 earnings are going to 
come in below analyst estimates; we are merely highlighting 
some of the factors we need to be cognizant of when it comes to 
equity valuations.  While P/E ratios have historically been poor 
indicators of short-term returns, they have been a good metric 
to use with regard to longer-term valuation. Unless S&P 500 
earnings make a jump to the upside, or the U.S. economy begins 
to reaccelerate at a brisk pace, we are likely looking at lower than 
average, yet positive, returns for equities over the course of 2020. 

“ As long as the Fed does not make a 
policy mistake, we would expect the U.S. 
economy to continue to grow, albeit at a 
sluggish pace.”

Source: Bloomberg
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In addition to lower returns, we believe equity investors 
should expect to see some increased levels of volatility in 
2020. With the upcoming presidential election, tensions in 
the Middle East, additional headlines regarding trade, and 
the recent spread of coronavirus, we would expect to see 
much higher levels of volatility than we have seen in the 

past few years. Against this backdrop, we continue to focus 
on owning high quality companies within client equity 
allocations. We define quality companies as those that can 
produce higher returns on capital in excess of their cost of 
capital and, over time, can sustain and grow those returns. 
These quality companies are competitive and often have a 
commanding position in their respective market segments. 
They also possess proven track records for growing their 
returns on invested capital and have consistently performed 
well throughout successive stages of economic cycles. They 
typically have strong balance sheets, which is important, 
because excessive levels of debt during a market downturn 
can put a company at risk of insolvency. In essence, these 
companies usually offer sustainable free cashflow growth 
and provide the potential for downside protection if the 
macroeconomic environment deteriorates. 

FIXED INC OME

Turning to fixed income markets, investor demand for yield 
continues to impact our bond allocation. With the 10-year 
U.S. Treasury note yielding only 1.92% as of year-end in 2019, 
many investors have been increasing credit risk in an effort 
to achieve additional income. Demand for high yield (i.e. 
“junk”) corporate bonds have pushed credit spreads—which 
is a measure of the additional yield earned relative to the 
10-year U.S. Treasury note—to levels where we believe you 
are not being compensated for the risks being taken (mainly 
the risk that the company that issues the bond defaults). As 
a result, we continue to take steps attempting to reduce the 
credit risk within our client portfolios. Furthermore, with 
the Fed firmly committed to maintaining an accommodative 
monetary policy, we feel it is appropriate to increase duration 
(or interest rate risk) within fixed income allocations. 

Again, we believe the Fed is willing to do anything in its 
power to keep the current economic expansion going and 
would expect the Fed to enact additional interest rate cuts 
should they be warranted. As such, we feel it is prudent to 
bring the duration of the fixed income portfolios closer to the 
that of the Bloomberg Barclays U.S. Aggregate Bond Index.

The strong returns for stocks and bonds in 2019 make the 
value proposition of owning alternative investments relative 
to traditional investments increasingly compelling as we head 
into 2020. For those qualified investors, we will continue our 
efforts to broaden diversification, reduce portfolio risk, and 
enhance returns by introducing alternative investments that 
exhibit low correlation to equity and fixed income markets.

PRESIDENTIAL ELECTION YEARS AND THE STO CK MARKET

We have received some questions from clients about the 
upcoming presidential election and what impact it may 
have on the stock market. Thanks to the statistics provided 
by the “Stock Trader’s Almanac,” we can track the historical 
performance of the Dow Jones Industrial Average Index back 
to the 1897 presidential election (note that the S&P 500 Index 
was not created until 1926). Of the four years in the standard 
presidential cycle (post-election, midterm, pre-election, and 
election), the calendar year of the actual election ranks as the 
second best with an average price return of 7.6% with positive 
returns occurring 70% of the time (21 out of 30 occurrences). 
The positive performance is likely attributable to the fact that 

sitting presidents/political parties often take measures in the 
form of fiscal stimulus (infrastructure projects, tax cuts, etc.) 

“ Unless S&P 500 earnings make a jump 
to the upside, or the U.S. economy 
begins to reaccelerate at a brisk pace, we 
are likely looking at lower than average, 
yet positive, returns for equities over the 
course of 2020.”

“ We believe the returns for the equity 
markets this year will be dependent on 
the other macroeconomic factors we 
outlined earlier, unless President Trump 
decides to introduce additional forms of 
fiscal stimulus.”
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that are directed at improving economic growth and the labor 
market in an effort to get re-elected. Will 2020 be different? 
President Trump instituted corporate tax cuts in 2018, and in 
our opinion, the desired impact from those cuts has already 
been achieved with corporate earnings growing 21% in 2018. 

Therefore, we believe the returns for the equity markets this 
year will be dependent on the other macroeconomic factors 
we outlined earlier, unless President Trump decides to 
introduce additional forms of fiscal stimulus.

IN CLOSING

The importance of investing for the long-term, and not 
the next three or six months, is a strategy we continue to 
endorse. Trying to be “all in” or “all out” of the market at any 
given time can present meaningful timing problems. That’s 
why it remains critical to stay invested, remain patient, and 
establish an asset allocation based on your financial position, 
risk tolerance, and time horizon. We must remember that 
the longer-term historical bias in the stock market has been 
up. Consider all the turmoil and volatility in equities over 
the last 20 years (or the last 90 years), including the bursting 
of the tech bubble and a major financial crisis, yet here we 
sit very near the all-time record high in the major domestic 

equity indices. While some investors may be focused on the 
short term, we believe in looking ahead to figure out what 
the macroeconomic environment may look like in 2020 and 
beyond when making our asset allocation decisions. We 
remain committed to navigating this ever-changing market 
environment, with a focused eye on ensuring we continue 
to make progress on helping you achieve your long-term 
investment goals.  

We thank you for your ongoing confidence and trust. Please 
do not hesitate to contact us with any questions, comments, 
or to schedule a portfolio review.



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 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 12/31/2019 unless otherwise stated. 
Diversifica¬tion 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. 

Past performance is no indication of future results

Definitions: 

S&P 500® Index is a registered trademark of Standard & Poor’s Financial 
Ser¬vices LLC, a division of S&P Global (“S&P”). 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. 

MSCI makes no express or implied warranties or representations and shall 
have no liability whatsoever with respect to any MSCI data contained herein.  
The MSCI data may not be further redistributed or used to create indices or 
financial products. This correspondence is not approved or produced by MSCI.

The MSCI EAFE Index is a stock market index that is designed to measure 
the equity market performance of developed markets (Europe, Australasia, 
Far East), excluding the US & Canada.  The MSCI EAFE Index is an equity 
index which captures large and mid-cap representation across Developed 
Markets countries around the world, excluding the US and Canada. With 913 
constituents, the index covers approximately 85% of the free float-adjusted 
market capitalization in each country. Indices are not managed and do not incur 
fees or expenses. Performance numbers for the index are total return with 
dividends reinvested in the index.  

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. Performance numbers for the index are total return with 
dividends reinvested in the index. 

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

Institute for Supply Management (ISM) Manufacturing Index® is a composite 
index based on the diffusion Indexes of five of the Indexes with equal 
weights: new orders (seasonally adjusted), production (seasonally adjusted), 
employment (seasonally adjusted), supplier deliveries (seasonally adjusted), 
and inventories. The index is used to measure activity in the manufacturing 
sector of an economy.  An index value over 50 indicate expansion; below 50 
indicates contraction. The values for the index can be between 0 and 100. 

Institute for Supply Management (ISM) Non-Manufacturing Index is based on 
surveys of more than 400 non-manufacturing firms by the Institute for Supply 
Management. The index is used to measure activity in the services sector.  An 
index value over 50 indicate expansion; below 50 indicates contraction. The 
values for the index can be between 0 and 100. 

Leading Economic Indicators (LEIs) are a composite of economic data points 
put together by The Conference Board designed to signal peaks and troughs 
in the business cycle.  The Conference Board is a global independent business 
membership and research association, founded in 1916, working in the public 
interest to deliver trusted insights for what’s ahead.

Gross domestic product (GDP) is calculated by the Bureau of Economic 
Analysis that serves as a measure of total market value of the goods and 
services produced (output) in the U.S. GDP is the sum of consumer spending, 
investments made by industry, the excess of Exports over Imports and 
Government Spending.

The price-earnings ratio (P/E) is the ratio of a company’s share price to the 
company’s earnings per share. The ratio is used for valuing companies and 
measures the price you are paying per unit of earnings.
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