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

ECONOMIC UPDATE 
GDP
• With accommodative monetary policy and a strong labor market as a backdrop, growth in the 

U.S. economy over the last several years has come from the consumer. The third quarter was no 
different, as GDP rose by +3.5% annualized, the strongest reading since 2014. While consumer 
spending grew +3%, fixed asset spending and export growth were meaningful contributors in the 
quarter.

• Expectations for the fourth quarter of 2016 are muted, as industrial equipment build, as well as 
exports, are expected to fall back closer to their previous trend.

MANUFACTURING
• Following a lackluster August reading, the Institute for Supply Management’s manufacturing 

survey has been trending higher, closing the year at a two-year high of 54.7, with all three major 
components – production, new orders, and employment – rising.

• Outside of the U.S., manufacturing has improved, with China and Eurozone PMIs plodding higher, 
as Japan’s Tankan index, which measures manufacturer sentiment, rose for the first time in six 
quarters.

CONSUMPTION
• U.S. consumers represent the lynchpin of growth for the overall economy. With evidence of 

increasing wages, coupled with still historically low energy prices, it is not surprising that 
consumer confidence has been hitting multi-year highs.

• Housing has recovered from its summer softness, with existing home sales rising each month 
since August. Homebuilder confidence, too, has rebounded nicely, hitting a level not seen since 
2005. One caveat: Rising mortgage rates could stall additional gains.
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Boston Private Wealth specializes in goals-based wealth advisory and planning, investment 
management, and family office services. Clients benefit from having one trusted relationship 
that can tailor solutions to meet their complex personal and business financial needs. 
Our highly personalized approach and unique ability to integrate and deliver customized, 
diversified solutions, strengthens and simplifies clients’ financial futures.

The Fed, as expected, raised 
interest rates in its December 2016 
meeting. Inflationary pressures are 
building, with clear evidence of a 
tightening labor market and higher 
wages. In addition, expectations for 
stronger growth could result in a 
more hawkish stance should these 
trends persist.

Equity markets have marched 
higher in the United States 
following the election of Donald 
Trump. With the Republican Party 
in control of both executive and 
legislative branches, investors 
are expecting lower taxes, looser 
regulation, and increased spending.

Economic data, both in the 
U.S. and abroad, has stabilized 
and trended modestly positive 
into the last quarter of the 
year. Threats remain, however, 
including tighter monetary policy, 
geopolitical unrest, and the 
potential for a more restrictive 
global trade environment.
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A REVIEW OF THE MARKETS
The positive momentum experienced by the U.S. equity market 

in the third quarter continued into the fourth quarter as stocks 

caught a strong bid coming out of the election. Despite fears of a 

correction following a Trump victory, investors quickly chose to 

remain optimistic. Small cap stocks, as measured by the Russell 

2000 Index, gained almost +9% in the quarter to close +21.3% for 

the year, while the S&P 500 Index posted a solid +12% gain. Value 

stocks dominated growth names for both the quarter and year. 

From a sector perspective, financials were far and away the best 

quarterly performers, buoyed by the Fed’s move on interest rates 

and expectations for looser regulation. Energy stocks continued 

their march higher as well, closing the year up over +23% as crude 

oil closed the year +44% higher. Laggards for the year included 

consumer staples, consumer discretionary, and health care.

International equities vastly underperformed domestic names in 

the fourth quarter, as the MSCI EAFE Index was slightly negative; 

small cap stocks performed even worse. For the year, bright spots 

outside the U.S. included countries with exposure to energy and other 

commodities, such as Australia, Canada, and Norway. U.K. stocks 

dragged down the index as a whole, closing modestly negative on the 

back of Brexit uncertainty for the 

full year. Emerging market equities 

experienced a difficult quarter, as 

tighter monetary policy in the U.S. 

created expectations for a stronger 

U.S. dollar; there are also concerns 

around changes in trade policy which 

would impact emerging market 

exporters. Performing particularly 

well this year were South American 

stocks, led higher by hope that 

changes in Brazil’s leadership 

will help lift the region. Laggards 

included China and India, which 

suffered outsized losses in the fourth quarter on fears of capital flow 

out of the region.

Fixed income investors felt the pain of rising U.S. interest rates in the 

fourth quarter, as most major bond indexes posted negative returns. 

Investment grade corporate bonds lost nearly 3%, which was still 

modestly better than the losses experienced in U.S. Treasuries. For 

the year, however, credit outperformed by a wide margin. In addition, 

high yield corporates closed the year on a high note, as the Barclays 

Corporate High Yield Index rose +17.1% in 2016, outperforming all 

other major bond indexes. Municipal bonds, which have historically 

been more insulated to interest rate hikes, declined in the quarter on 

expectations of lower personal income taxes in the years ahead. 

Commodities closed the year on a high note, as promises of lower 

oil production from OPEC resulted in a solid gain for crude for the 

quarter. In addition, improving manufacturing has created an increase 

in demand for copper and iron ore, both of which posted meaningful 

gains in the fourth quarter. REITs closed the quarter down once again. 

While REITs were still positive for the year, the weakness experienced in 

the second half is likely to persist into 2017, given higher interest rates. 

A note from our CIO
What a difference a year makes. After the first four trading days in 2016, the S&P 500 Index was 
down 5%, in reaction to concerns about China, Fed rate hikes, and U.S. economic strength. No 
such issues in 2017— the stock market is higher, the economy is solid, and all eyes are focused 
firmly on President-elect Trump. Fiscal issues look poised to outweigh monetary issues, and that 
is a good thing. Let’s let the central bankers move off center stage.

2016 demonstrated the limited value of predictions and polling — consider Brexit and the U.S. 
presidential election. That said, our prediction for 2017 is positive. As you will read in more 
detail in this publication, we are especially positive on U.S. large cap and small cap equities; we 
are much more cautious on bonds and on international large cap and small cap stocks.  Risks 
abound — unmet expectations for President Trump’s fiscal and tax plans, potential trade wars, an 
unexpectedly hawkish Fed, to name a few—but we feel the risks are outweighed by the potential.

The top questions we are hearing from clients concern the investment impact of a Trump 
administration, the risk of rising interest rates, and stock market valuations. These are factored 
into our outlook, and we will share additional thoughts in 2017.

Tom Anderson
Chief Investment Officer
Boston Private Wealth

GLOBAL MARKET RETURNS
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LOOKING AHEAD 
As intimated in our commentary last quarter, the global economy, and 

in turn, the equity and fixed income markets, experienced a pattern 

of fits and starts in 2016, which created an environment of volatility 

and uncertainty, but also yielded opportunities for investors. U.S. and 

emerging markets equities, high yield bonds, and commodities all 

generated solid returns, and there are tailwinds for this performance 

to continue. With that said, there are certainly some concerns worth 

noting, and we remain mindful of the considerations outlined below as 

we allocate for your portfolios.

Within U.S. equity markets, there is much enthusiasm around the 

potential trifecta of lower taxes, looser regulation, and increased 

fiscal spending, and this has created an assumption among investors 

that recent gains are almost entirely due to the Trump effect. 

While we have seen a sharp sector rotation since November here 

in the U.S., this rotation was already underway before the election. 

The expectations ascribed to what could be accomplished by the 

Republicans only helped to accelerate the moves. In addition, much 

of this rotation – to areas like financials, energy, and industrials, and 

away from consumer staples, utilities, and health care – can also be 

attributed to the improvement in global economic data over the last 

several months, which should translate to stronger growth.

While we are optimistic around the potential for U.S. equity markets 

to post positive returns in 2017, we acknowledge several factors that 

could create the catalyst for a correction at some point during the 

year. Valuations are certainly not cheap at current levels, and any 

combination of disappointing earnings growth, lack of movement on 

increased fiscal spending, or indications of an acceleration of Fed 

rate hikes could derail the current uptrend, albeit over a short-term 

period. We are careful to balance the near- to mid-term pressure on 

defensive stocks with an appropriate overall portfolio position, and 

we acknowledge that while the more cyclical parts of the market 

have experienced meaningful gains over the past several months, 

we believe the current rally could be maintained in these names, and 

have continued to identify options in these sectors.

Within international markets, there 

has been some easing of concerns 

around a near-term banking crisis, 

and thus financial stocks (and bonds) 

have stabilized. Economic data, 

too, has proven resilient, and trends 

in both the U.K. and the Eurozone 

have been broadly positive as it 

relates both to business demand and 

consumption. However, the relative 

attractiveness of international 

developed stocks still lies in their 

valuations, which are lower than U.S. stocks. Our view is that the 

catalyst to realize gains in these stocks is a meaningful upturn in 

economic growth, and the outlook for that in the near term is muddy. 

As a result, we prefer domestic stocks over international developed 

names at this juncture. The case for emerging markets equities is 

admittedly more complex. While a strong U.S. dollar creates pressure 

on emerging market currencies, particularly those with current 

account deficits, an improvement in the overall growth of developed 

economies would likely have an outsized impact on these more 

export-driven countries. For 

now, we believe the relative 

opportunity still exists, and as 

such, we remain overweight in 

the asset class.

Within fixed income, the Fed is 

now engaged, and the pace and 

timing of interest rate hikes is 

likely to hinge on the desire to 

balance the opportunity for an 

acceleration of growth with the reality of inflation. As long as global 

central banks outside the U.S. remain accommodative, demand for 

U.S. Treasuries will remain, given the yield differential. With that said, 

it is unlikely that this demand can fully offset the shift in the yield 

curve which is now occurring on the unwinding of an extended period 

of easy monetary policy. Despite these pressures, our concerns are 

focused more on credit quality than maintaining a short duration 

posture, and as such we are continuing to migrate our portfolios 

closer to their appropriate benchmarks, while improving the overall 

quality. Within the high yield space, we believe traditional corporate 

bonds are somewhat expensive following last year’s superior 

performance, and are beginning to shift this exposure to floating 

rate bonds, which are better insulated from rising rates, but still offer 

higher yields than their high quality counterparts. 

Finally, we believe an opportunity exists to invest in areas that show 

positive correlation to inflation in the near to mid term. In particular, 

we believe commodities and natural resource equities should benefit 

from such an environment, along with portions of the real estate 

market. We prefer to remain diversified globally in that asset class. 

ALLOCATIONS

Asset Class   Allocation

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

Within fixed income, the Fed is now 
engaged, and the pace and timing 

of interest rate hikes is likely to 
hinge on the desire to balance the 
opportunity for an acceleration of 
growth with the reality of inflation. 

Valuations are certainly not 
cheap at current levels, and any 

combination of disappointing 
earnings growth, lack of movement 

on increased fiscal spending, or 
indications of an acceleration of 

Fed rate hikes could derail the 
current uptrend, albeit over a 

short-term period. 



Sector Spotlight
Rising Rates: What Bond Investors Need to Know 
Bond investing in a rising rate 

environment can often be an exercise in 

patience. As rates rise, it can be difficult 

watching principal values decline. Just as 

you don’t want to sell equity positions at 

the bottom, it is important to not panic 

and sell your bonds as rates increase (and 

prices decline). Ultimately, it is important 

to remember that bonds are a crucial part 

of a balanced portfolio, generating a stable 

income stream, hedging against deflation, 

and mitigating overall portfolio volatility. 

As a long-term investor in bonds, there 

are several things to keep in mind in an 

environment such as this. First, when 

interest rates rise, income increases, 

and income represents 70% of a bond 

portfolio’s total return. Higher rates 

enable new, higher interest rate-paying 

bonds to be purchased into a portfolio, 

and over time should result in a higher 

portfolio return. In addition, it is important 

to differentiate bonds from stocks as 

it relates to price fluctuation. Absent a 

default, if held to maturity, a bond will be 

paid at par. Therefore, while the price of 

the bond may fluctuate during the holding 

period, the end value is known – unlike 

a stock. Perhaps most important in this 

environment is the volatility dampening 

nature of bonds. The historical volatility of 

fixed income is 3% or less, which cannot 

be said for domestic equities, international 

equities and fixed income, commodities, 

real estate, and even hedge funds. 

Overall, it is important to remember 

that rates very rarely move in a direct 

line upwards. A staggered path over 

time is more often the norm, providing 

investors opportunities to capitalize on 

higher yields. Active management of 

individual fixed income portfolios can use 

dislocations arising from increasing rates 

to add value for clients. While rate shocks 

can be difficult to predict, it is worth 

noting that the most recent quarter was 

particularly difficult, given weakness in 

European bonds and the move by the Fed. 

In fact, November was the fourth worst 

month for the Barclays U.S. Aggregate 

Bond Index since 1990. While perhaps 

the worst is behind us, we believe an 

actively managed, intermediate duration 

bond portfolio, customized to the unique 

needs of the client, is oftentimes the best 

defense against rising rates.

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.


