
ECONOMIC AND MARKET PERSPECTIVE
Boston Private Wealth’s insights on global macroeconomic and market events.

ECONOMIC UPDATE 
FED
• Economists are placing odds of an interest rate hike at greater than 50% at the Federal Open 

Market Committee's (FOMC) December 2016 meeting. Economists had forecast 3-4 rate hikes 
for 2016; however, an uptick in volatility earlier in the year and Britain's vote to exit the European 
Union altered the Fed’s plans for rate increases. 

• Dissent exists among FOMC members based on an unemployment rate of 4.9%, coupled with an 
average of +190,000 jobs being added per month. But with its preferred measure of inflation – the 
PCE deflator – still under 2%, the Fed is working to justify a dovish stance.

MANUFACTURING
• Evidence of softness in the manufacturing economy has been the catalyst for market weakness 

on several occasions this past year. With a disappointing Institute for Supply Management (ISM) 
manufacturing index report in August contrasted by a sharp improvement in new orders for 
September, the outlook is admittedly murky. 

• While U.S. data has been mixed, China's Purchasing Managers Index (PMI), was over 50 – marking 
evidence of expansion in August and September, the highest reading since October 2014.

CONSUMPTION
• Consumption has buoyed U.S. GDP over the past five years. Second quarter GDP was up +1.4%, 

while consumer spending grew by +4.3%. In the third quarter, however, personal income and 
retail sales numbers have softened, resulting in lower GDP forecasts of +2.25% to +2.50%. 

• Housing has performed well, and while not the boon to the economy it was in its pre-crisis heyday, 
it remains a positive contributor to overall growth. Existing home sales were lighter over the 
summer, but labor market strength should continue to support purchases.
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The Fed has yet to move on its 

widely anticipated second interest 

rate hike of the cycle. Other 

central banks globally remain 

accommodative, but appear 

poised to pause at this juncture, 

perhaps waiting to gauge the 

effectiveness of their actions.

Economic data has been 

somewhat inconsistent, as 

previously positive trends in 

manufacturing have turned 

choppy. There is some evidence 

that the consumer could be on 

the precipice of following suit. 

Equity markets remain on an 

upward trajectory, breaking out 

after Brexit to post solid gains in 

the third quarter, even as volatility 

picked up in September after a 

very sleepy summer. 
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A REVIEW OF THE MARKETS
U.S. equities across the board closed higher for the third quarter, 

despite a modest increase in volatility in September; returns were flat 

to modestly positive for the month. Growth stocks bested value for 

the quarter, bucking the first half trend, while small cap stocks were 

the big winners, with the Russell 2000 closing up over +9% for the 

period. From a sector perspective, information technology was the 

star, with tech stocks in the S&P 500 gaining over +12% in the period. 

Weakness came in the form of the year’s previously high flying yield 

generators – utilities, telecommunications, and consumer staples. 

International equities outperformed domestic names in the third 

quarter, as the MSCI EAFE Index bested the S&P 500 Index by a wide 

margin. Japanese stocks led the gains, while U.K. stock returns were 

muted. International developed small caps and emerging markets 

performed even better, up +8.6% and +9.0%, respectively. Emerging 

markets, both equities and debt, continue to be buoyed by a range 

bound U.S. dollar and the glacial move towards higher U.S. interest 

rates. Chinese stocks, in particular, experienced strong gains in the 

quarter, coincident with modest improvements in economic data and 

on the back of underperformance for the prior several quarters.

Investment grade corporate bonds 

were essentially flat for the quarter, 

as credit outperformed Treasuries. 

Issuance remains robust in the 

space, as companies look to take 

advantage of historically low rates 

to fund capital expenditures – or 

in many cases, stock buybacks. 

High yield corporates vastly 

outperformed investment grade 

credit in the quarter, as the Barclays 

Corporate High Yield Index closed 

the quarter up +15.1% year-to-

date, outperforming all other major bond indexes. The rally in high 

yield has come in large part from the more cyclical parts of the 

issuer universe – energy and metals/mining – but a lift has been felt 

across the board. Within municipals, high yield also trumped high 

quality in Q3, with high yield municipal bonds up +9.4% despite the 

ongoing challenges in Puerto Rico. Municipal bonds remain relatively 

attractive compared to Treasuries, particularly on the long end of the 

curve, and given the dynamics of the market, we expect the moves – 

both up and down – to be less pronounced.

Commodities experienced yet another disappointing quarter, as the 

S&P GSCI Index lost -4.15%, despite a strong September. In fact, 

WTI crude gained +7.7% in the last week of the quarter, its largest 

weekly gain since April, as OPEC members agreed to limit production. 

Commodities have remained squarely under pressure in the futures 

markets; however, natural resource equities have experienced some 

solid gains after values declined in 2015. Real Estate Investment 

Trusts (REITs) closed the quarter on a sour note, and were one of the 

few areas within equities to post a negative return for the quarter. 

A note from our CIO
2016 has advanced at a rapid pace, but the third quarter felt more measured, as if 
the markets were taking a breath. The stock market advanced nicely, adding nearly 
4%, but most of that gain came early in the quarter. For a year that began with such 
trepidation, risk assets continue to be rewarded – especially small cap U.S. stocks, 
emerging market stocks, REITs and high yield bonds.

The fourth quarter should be less measured, marked instead by transitions. 
Mercifully, this presidential race will end in November. Additionally, it appears likely 
that the Federal Reserve will make its first rate hike of 2016 (and second in 12 months) 
in mid-December. These transitions – to a new president and to rising rates – are 
likely to step up volatility. But the U.S. economy remains solid and we should be able 
to weather any accompanying storm. 2016 has been a good year so far for investors, 
and we are hopeful that we are setting up for a good final quarter.

Tom Anderson
Chief Investment Officer
Boston Private Wealth
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LOOKING AHEAD TO THE FOURTH QUARTER
As we look forward to the fourth quarter, we acknowledge that despite 

a rough start and several high profile missteps, the equity and fixed 

income markets have performed well thus far in 2016. With that said, 

there remain several areas of concern upon which we are focused, and 

we are reflecting those concerns in the construction of our portfolios 

here at Boston Private. 

Within U.S. equity markets, one of the most troubling trends over the 

past two years has been the deterioration experienced in earnings 

growth. With third quarter corporate earnings set to be released over 

the mid-October through mid-November time frame, expectations are 

for a sixth straight quarterly decline in S&P earnings, of -2.3%. While 

the picture improves with the exclusion of energy, swinging earnings 

to +0.9%, the length of the decline is historically unusual. Couple 

this weakness in earnings broadly with the valuations in “safety” 

sectors such as consumer staples and utilities, and there are certainly 

concerns about pockets of the market in which investors are looking 

to hide out. We remain cautious about these defensive stocks as well, 

and are carefully considering our exposure.

As for energy, it would appear that the recent OPEC agreement has 

created some near-term stabilization in crude prices. We remain 

overweight in the energy sector broadly across our strategies, as we 

believe global energy demand concerns will continue to abate, and 

earnings expectations for the sector should improve in 2017. An even 

stronger opportunity exists if Saudi Arabia and Iran can hammer out 

an agreement on output. This could send crude prices higher, and out 

of their recent trading range. 

Financial stocks, too, are an area of focus for our portfolio 

management team. While the situation at Deutsche Bank causes 

us pause, and we acknowledge that there could be spillover effects 

to other banks should it require a capital infusion, we believe U.S. 

financial stock valuations are attractive, and fundamentals are strong. 

For the potential value to be realized, however, the Fed would need to 

act more decisively to indicate a steady increase in interest rates – a 

move which will certainly result in some negative effects on other 

areas of the economy.

Internationally, the impact of a pan-

European banking squeeze would 

most certainly weigh on prospects 

for European and U.K. financials 

and associated industries, and it 

bears watching over the course 

of the quarter. More promising 

has been the lack of a meaningful 

slowdown in either consumption or 

manufacturing post-Brexit. Should 

these trends continue, the relatively 

attractive valuations in European and U.K. stocks should allow for 

additional gains through the fourth quarter. Emerging markets 

equities, too, may enjoy a continued tailwind. Despite the meaningful 

outperformance enjoyed thus far this year, there has been 

significant bifurcation in the various markets, and a combination of 

firming crude prices and political stabilization could buoy Brazilian 

names, while Chinese and Indian stocks could benefit from improved 

domestic consumption.

Within fixed income, we believe 

U.S. Treasuries will continue 

to be buffeted by exogenous 

forces, offsetting some of the 

work of the Fed to increase 

yields. Should the European 

Central Bank and Bank of 

Japan show clearer signs 

that they are pulling back on 

quantitative easing, the effects 

on the U.S. dollar and U.S. 

Treasuries could be meaningful. Our view is that while central banks 

have hit a proverbial pause button for the time being, it is unlikely 

that we will see a sharp movement in yields, and therefore we have 

been lengthening the duration of our portfolios to move closer to the 

appropriate benchmarks. In addition, we do not believe we are being 

compensated to take on additional credit risk within our investment 

grade portfolios, and therefore we have continued to shift towards 

higher quality. As for high yield bonds, we prefer the higher quality 

end of the high yield spectrum, but we are conscious of the gains 

experienced in the space this year. We will continue to monitor the 

strength of this part of the market, watching closely for any early 

signs of a deterioration in liquidity and/or a tick up in default activity. 

Finally, we believe there will be benefits of owning strategies with 

lower correlation to the equity and bond markets over the next 

several years. We are migrating our exposure to strategies that have 

lower net exposure and/or attempt to limit correlation to these asset 

classes altogether. Within real assets, we remain exposed to both 

U.S. and international real estate opportunities. As for U.S. REITs, 

however, while the yields offered in the space remain attractive, the 

one year trailing return of +20.6% and the move towards a higher rate 

environment may continue to pressure the space.

ALLOCATIONS
Asset Class   Allocation

Domestic Large Cap      Underweight
International Large Cap     Underweight
Domestic Small-Mid Cap     Overweight
International Small-Mid Cap  Neutral 
Emerging Markets      Overweight
High Quality Fixed Income     Underweight
High Yield Fixed Income     Overweight
Tactical/Hedged Strategies     Underweight 
Real Assets      Underweight

Within fixed income, we 
believe U.S. Treasuries will 
continue to be buffeted by 

exogenous forces, offsetting 
some of the work of the Fed to 

increase yields. 

With third quarter corporate 
earnings set to be released 

over the mid-October through 
mid-November time frame, 
expectations are for a sixth 
straight quarterly decline in 

S&P earnings, of -2.3%.



Sector Spotlight
The Case for Dividend Stocks
One of the most pronounced trends 

of the first half of 2016 was the 

outperformance of dividend-paying 

stocks, primarily because of strong 

performance from traditionally defensive 

sectors of the market – namely, utilities, 

telecommunications, and consumer 

staples. Investors seeking yield in a 

continued low interest rate environment 

flocked to these names; volatility in the 

first few weeks of the year and around the 

Brexit vote only accelerated this trend. 

With this as a backdrop, we considered 

whether it was still appropriate to be 

allocating to dividend paying stocks in the 

current environment.

As we examined the facts, we came to 

several conclusions. First, while dividend 

stocks are admittedly at the upper end of

their recent valuation range, valuations do 

not appear to be more stretched than the 

market as a whole. In fact, while dividend 

stocks have experienced strong gains 

this year, this was in part a reversal of 

the underperformance of the prior year. 

Second, the cash flow component of these 

stocks remains strong, indicating that the 

rationale for owning them as yield payers 

remains intact. Finally, with interest 

rates rising, there are concerns around 

the potential for price/earnings ratios to 

contract for these companies. However, 

provided cash flows are rising along 

with interest rates, we believe that P/E 

multiples may merely “stall”, and  

not decline.

Of course, that’s not to say that all 

dividend payers are created equal. 

Dividend stocks could broadly benefit if  

value stocks rebound from  a multi-year 

slump – since essentially the financial 

crisis – and there is some evidence that 

they could be setting up to outperform 

growth over the next several years, 

particularly if bond yields remain low. 

While dividend stocks look attractive vis-

à-vis the overall market, it is critical to be 

selective about where one garners their 

exposure. There are areas of the universe 

which may not participate in a move 

higher; a prime example is a group of 

overpriced utilities names. Therefore, we 

believe that for clients looking to generate 

yield and potential capital appreciation 

in this environment, an actively managed 

portfolio, balancing the quality and growth 

of the dividend with the current yield, is 

still a good option.

Investments are Not FDIC Insured, Not Guaranteed and May Lose Value.

Private Banking and Trust services are offered through Boston Private Bank & Trust Company, a Massachusetts Chartered Trust Company. Wealth Management 
services are offered through Boston Private Wealth LLC, an SEC Registered Investment Adviser and  wholly owned subsidiary of Boston Private Bank & Trust Company.

The opinions expressed and information 
contained in this publication are given 
in good faith, may be subject to change 
without notice, and are as of the date 
issued. This publication discusses general 
market activity, industry or sector trends, 
or other broad-based economic, market 
or political conditions and should not be 
construed as research or investment advice 
and does not represent a complete analysis 
of every material fact with respect to the 
economy, financial markets, interest rates, 
and any industry or sector mentioned in 
the publication. The graphs and charts 
presented were created for informational 
purpose  only and use data sourced from 
Bloomberg and Morningstar. The accuracy 
and completeness of sourced data is believed 
to be reliable, but has not been independently 
verified.

There is no guarantee that Boston Private 
Wealth’s investment management services 
will achieve their objectives.

Investment products mentioned herein 
including stocks, bonds, and mutual 
funds may lose value and are not insured 
or guaranteed by Boston Private Wealth  
Boston Private Bank & Trust Company or any 

affiliates or by the Federal Deposit Insurance 
Corporation or any other government agency. 
Past performance is not indicative of future 
results, which may vary.

Equity securities are subject to stock market 
fluctuations that occur in response to 
economic and business developments.

Investing in fixed-income securities may 
involve certain risks, including the credit 
quality of individual issuers, possible 
prepayments, market or economic 
developments and yields and share price 
fluctuations due to changes in interest rates. 

International investing involves unique risks, 
including foreign taxation, foreign currency 
fluctuation risks, risks related with possible 
variances in financial standards and other 
risks associated with potential political, social 
and economic developments. Investing in 
emerging markets may involve greater risks 
than investing in more developed countries.

In addition, concentration of investments in 
a single region may result in greater volatility. 
Due diligence processes seek to diminish, 
but cannot eliminate risk, nor do they imply 
low risk. Asset allocation, diversification 

and rebalancing do not guarantee a profit or 
protect against a loss in declining markets.

About Boston Private Wealth 
Boston Private Wealth LLC (“BPW”), 
a registered investment adviser, offer  
investment management & consulting, 
wealth advisory and planning, and family 
office services as well as private banking 
and trust services in partnership with its 
parent company, Boston Private Bank & Trust 
Company (“BPBTC”).

BPW is a wholly-owned subsidiary of BPBTC, 
which is wholly-owned by Boston Private 
Financial Holdings, Inc. (NASDAQ: BPFH).

Please read our ADV Part 2 for additional 
information about us, our services and fees. 
You may obtain a copy of this document and 
our privacy policy by contacting us at 800-
422-6172 or info@bostonprivatewm.com.

Neither Boston Private Wealth LLC, nor it  
investment professionals or representatives 
provide tax, accounting or legal advice. 
Clients should review any planned financial 
transactions or arrangements that may have 
tax, accounting or legal implications with  
their advisors.

Boston Private Wealth LLC, Boston Private Bank & Trust Company, their affiliates and their staff do not provide tax, accounting or legal advice.


