
During the holiday-shortened last week of the year, the S&P 500 Index 
gained ~6.7%. Normally such returns would be a cause for celebration, but 
this quarter it only lessened the pain. The S&P 500 ended December down 
~8.8% bringing the fourth quarter’s return to -13.8%. Volatility is back with a 
vengeance as the market is rising and falling 2, 3, and even 4% at a time. So, 
what is going on? 

Volatility is a measurement of consensus among investors, with low volatility 
representing general consensus and high volatility representing a lack 
thereof. While the future is uncertain, especially so at this juncture in time, 
we do know one thing for sure—this type of price action doesn’t usually 
occur in a bull market. In fact, over the past 25 years, nearly 70% of days (45 
of 66 occurrences) when the S&P 500 had a price movement of greater than 
4%, positive or negative, occurred in a bear market.
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Strong rally, but still 
negative. The S&P 500’s 
~6.7% rally in the last 
week of the year was of 
course welcomed, but 
the index still finished 
the fourth quarter down 
13.8%.

Current volatility may 
be telling us  
something. In the last 25 
years, 70% of days when 
the S&P 500 had price 
movement greater than 
4% (positive or negative) 
occurred during a Bear 
market. 

Earnings can make 
or break this market. 
While a confluence of 
events is causing  
divergent views of the 
market’s future, and  
negative sentiment may 
cause shorter-term losses, 
we believe a sustained 
Bear market won’t come 
until we see a more severe 
impairment in earnings.
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We have written and blogged about the main sources of uncertainty all year: The tariffs and trade war, the 
Federal Reserve’s nine rate increases (so far) in this rate hiking cycle coupled with QE reversal, and slowing 
growth internationally. Add to this another U.S. Government shutdown, the positive effects of last year’s tax 
package “wearing off”, and the political turmoil in Washington. When viewed holistically, there is plenty to 
worry about and the market has done just that. Of course, there are two sides to every coin. Valuations seem 
reasonable based on current earnings and the U.S. economy is currently one of the best performers around 
the globe.
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We thank you for your business and continued trust in BCM.

When will the trade war end and what will the global trade landscape look like as a result? What will be the 
long-term effects of massive government deficit spending this far into an economic expansion? How long will 
this economic expansion, now the longest in history, last? We are in a tantalizing middle ground as investors 
“battle it out” amid increasingly divergent views of the future. This battle is the source of the market’s increased 
volatility and growing drawdown as investors continuously re-assess their view of the market’s future earnings 
potential. Negative sentiment may be able to drive the market down in the short-term, but we’re unlikely to 
enter a sustained bear market without a material impairment in earnings.

Whether you are an investor or an advisor, this is a time when people are especially susceptible to allowing 
emotions to enter the investment decision making process. At BCM, we let our three rules-based systems make 
the investment decisions for us.  We’ve sought to remove emotion from our investment process and instead 
follow our rules-based systems which seek to grow assets during the good times and preserve the majority of 
client capital when markets fail. While all three of our systems are starting the year in a defensive posture, if this 
correction ends and the market recovers, the same systems allow us to reinvest with similar speed. Our systems 
drive both the buy and the sell decisions for you.

Finally, the following chart is an excerpt from a recent white paper on The Anatomy of a Bear Market. While the 
paper is worth a few minutes to read, the main points we want to make are simple:  Bear markets take a lot of 
time to develop and recover, avoiding large losses is a key to long term investment success, and past bear mar-
kets (after WWII, excluding 1987) have tended to act similarly. The time to incorporate tactical managers is not 
after the bear market is over… the time when we can add the most value is now, before portfolio losses grow. 
If you could go back to the beginning of 2008 or even 2000, would you sit on the sidelines or would you take 
action and add a growth manager who can also play defense to your portfolio?

Source: Bloomberg, Beaumont Capital Management (BCM). 2000-2002 Bear market dates between 3/24/2000-10/9/2002. 2007-2009 Bear market dates 
between 10/9/2007 and 3/9/2009.

https://blog.investbcm.com/anatomy-of-a-bear-market
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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 
exception of U.S.-based companies. The MSCI All Country World Index Ex-U.S. includes both developed and emerging markets. 

“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.

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. 

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) 

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

