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

ECONOMIC UPDATE 
GDP
• U.S. GDP for the fourth quarter of 2017 came in at +2.5% quarter-over-quarter compared with a third 

quarter reading of +3.2%. Driving the deceleration in growth was strong consumption, which clocked 
in at +3.8%, but led to higher imports and a decline in inventories. 

• Growth expectations for first quarter GDP are approximately +2.5%, although estimates have shrunk 
based on data pointing to modestly weaker consumption and business investment in the quarter.

MANUFACTURING
• Manufacturing remains in expansionary territory, as the Institute for Supply Management’s 

manufacturing survey closed the quarter at 59.3. However, new orders and employment dipped from 
February, when the survey topped the 60 mark.

• Eurozone manufacturing, too, weakened modestly from February to March, falling from 58.6 to 56.6. 
Indications are that the sentiment component of the measure may have weakened based on concerns 
around protectionist measures initiated by the U.S.

CONSUMPTION
• Consumer confidence fell modestly to close the quarter. The Conference Board’s March survey 

declined to 127 from 131 in February, due to drops in both the index for current conditions and future 
conditions, likely reflecting increased volatility in the equity market. 

• Employment remains strong, averaging an additional 202,000 jobs each month for the first quarter of 
2018, despite only adding 103,000 jobs in March. With the employment rate holding steady at 4.1% in 
March for the sixth straight month, wages should continue an upward trend. 
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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.

As the second longest economic 

expansion on record in the United 

States entered another year, 

questions around potential catalysts 

for greater gains arose. With 

economic data still solid, and the 

effects of the corporate tax cut not 

yet fully felt, the case for equities 

remains intact.

A focus on global central bank 

policy remains a prudent approach. 

Now that the move towards tighter 

monetary policy has begun, the 

pace and method of tightening will 

determine the reaction in bond and 

stock markets.

The threat of a government 

shutdown, adoption of tariffs, and 

an unclear path on immigration 

policy have created recent volatility 

in the U.S. markets. With mid-term 

elections on the horizon, the divide 

between Republicans and Democrats 

could have a meaningful impact on 

investor sentiment.

WHAT 

WE’RE 
WATCHING

U.S. GDP & MANUFACTURING

Source: Bloomberg
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MARKET REVIEW
As January began, it was clear that 2017 was going to be a tough act to 
follow for investors. It was a year marked by historically low volatility, 
essentially unchanged Treasury yields, and a straight up trajectory 
for equity markets, and as such, it seemed unlikely for this Goldilocks 
scenario to repeat itself again in 2018. Yet, as January came to a close, 
it appeared that the train had actually picked up steam, as U.S. stocks 
posted their best month of January since the late 1990s and bonds 
remained range bound, despite changes at the Federal Reserve and 
stronger rhetoric globally on the need to tighten policy as we move later in 
the cycle. 

In early February, however, that all changed. Volatility returned to both the 
bond and stock markets, as an inflation scare in wage growth data from 
January led to concerns of an acceleration in interest rate hikes, and bets 
made against a spike in volatility only proved to increase that volatility 
as investors moved for the door. Follow that with escalating tensions 
between China and the U.S. on the Trump Administration’s adoption of 
protectionist tariffs – met swiftly with Chinese retaliatory measures - 
and concerns about the sustainability of the stunning run in technology 
stocks, and investors were left wondering at the end of the quarter if the 
bulls had enough fight left to move the markets forward.

Breaking down the quarter, the S&P 500 
Index lost -0.8%. Interestingly, traditional 
defensive sectors failed to provide 
protection to investors in this particular 
period, as telecommunications, real estate, 
and utilities sectors all underperformed 
the broad benchmark, continuing the trend 
of underperformance for yield substitutes 
over the last several quarters. Technology 
and consumer discretionary were the 
only two sectors that posted gains for 
the quarter, as growth names once again 
outperformed value. The spread for the 
first quarter between the Russell 1000 
Value and Russell 1000 Growth indices 
was a whopping 425 basis points. A strong 
return for small caps in March led to 
outperformance in the quarter relative to 
large cap stocks.

International developed stocks were modest underperformers when 
compared with U.S. stocks in the quarter, but were buoyed by a weaker 
U.S. dollar. U.K. stocks were significant laggards, even as a deal outlining 
the transition from the current relationship between the U.K. and 
European Union was inked during the quarter. Small cap stocks in the 
international developed markets also outperformed, as they did in the 
U.S. Emerging markets equities were one of the few bright spots in the 
quarter, as global growth expectations have remained strong, and a 
subdued dollar and relatively attractive valuations have continued to 
create a supportive environment for investors to move capital into this 
asset class.

Within the fixed income markets, performance was mixed over the 
course of the quarter. Expectations for bonds in the current rising rate 
environment remain muted, and while the volatility experienced in the 
equity markets pushed some participants back to the bond market, this 
brief flight to safety was more than offset by the impact of higher rates. 
Investment grade credit underperformed government issues in the 
quarter, while high yield corporates outperformed the investment grade 
universe. Municipal bonds continued to keep pace with the taxable part 
of the market, despite lower tax rates for many Americans following last 
year’s tax reform passage. 

Tom Anderson
Chief Investment Officer
Boston Private Wealth

GLOBAL MARKET RETURNS

Source: Bloomberg and Morningstar

A note from our CIO
We have been counselling our clients to try to ignore politics and geopolitics when they consider their 
investment strategy. Instead, we have said, pay attention to the fundamentals, the strong economy,  
and impressive corporate earnings.

That was harder to do in the first quarter. We saw more downside volatility than in all of 2017, with a full 
10% correction taking place in late January into early February. More recently, we all were reacquainted 
with the term “tariffs.” It was impossible to ignore the ensuing stock market volatility or the diplomatic 
posturing between the United States and China.

We still counsel patience. A trade war with China is certainly a potential outcome, but it is one that may 
never materialize—it is more likely that cooler heads will prevail and that the participants will realize the 
risk of disrupting highly integrated global supply chains and economies. More significantly, perhaps, 
the stock market is adjusting to a changing interest rate environment and a new tax regime. Another 
issue could be the installation of new Federal Reserve Chairman Jerome Powell in February. A choppy 
stock market is common in the early days of a new Fed Chair’s term—we saw similar events with both 
Bernanke and Yellen.

Our economic and market indicators continue to provide positive signals. The most significant concern 
we have is that the Federal Reserve could act too aggressively in its rate hiking efforts. We do not see any 
indication of a recession in the next 12-18 months. Accordingly, we encourage investors to maintain their long-
term investment strategy. As always, please consult with you advisor should your personal situation change.
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LOOKING AHEAD 
A strong U.S. economy, continued global growth improvement, a 
concerted effort by global central banks to remain accommodative 
as long as possible, and a general sense of complacency about 
valuations in the equity markets provided the backdrop for 2017’s 
wins. Globally diversified portfolios performed well, as international 
and emerging markets equities contributed meaningfully to returns, 
and concerns about a sharp swoon in bonds proved unfounded. 
Many of the same forces are at work in 2018, although the risks have 
certainly increased as we move deeper into the current expansion. 
Investors appear less complacent, which has led to greater volatility 
in asset prices; however, this may lead to a renewed focus on 
fundamentals and valuation, which could drive upside in portions of 
the market which have not participated as fully in the run. 

With that said, we remain overweight equities versus bonds. While 
this has been our stance over the last several years, we acknowledge 
that the length of the current period of outperformance of equities 
over bonds creates potential concern for investors. However, our view 
is that a sustained pullback in equity prices would be precipitated in 
this current environment by a U.S. recession, and as we sit, we are 
challenged to find evidence pointing to such an outcome in 2018, and 
possibly into 2019. Within U.S. equities, given our expectations for 
continued economic growth, we will continue to focus on industries 
and companies with pricing power that benefit from tax reform, 
a reflationary environment, and higher interest rates. Our team 
remains overweight in information technology and health care, given 
the opportunity presented by both the hardware replacement cycle 
in technology and the positive demographic trends and valuations in 
health care. Our team is also positive on the financials sector, given 
the benefit from expanding margins and multi-decade low credit 
costs. Less attractive are consumer discretionary stocks, which have 
benefited from the strong labor market, rising wages, tax reform and 
a strong wealth effect, but have valuations which are reflective of 
recent strength. 

The relative attractiveness of international equities has been a 
consistent theme for us the past two years. While we acknowledge 
that the accommodative monetary policy stance(s) adopted by the 
European Central Bank, Bank of Japan, and Bank of England are likely 

to become less accommodative 
over the course of the next one to 
two years, the combination of a 
longer runway to tightening and still 
relatively attractive valuations create 
our constructive view. U.K. stocks, in 
particular, have lagged meaningfully 
over the past several months 
as Brexit negotiations created 
uncertainty. With a framework now 
in place, investors may feel more 
comfortable stepping thoughtfully 
back into these stocks. Emerging 
markets equities enjoyed another 
strong quarter, on the back of a 

terrific 2018. With the relative underperformance of these stocks 
over the last few years, there remains opportunity, and a U.S. dollar 
that appears unable to sustain any meaningful momentum higher 
should act as a tailwind for these names as well.

As noted above, we remain underweight bonds versus equities. 
Within our taxable bond portfolios, the team continues to favor 
corporate bonds although efforts to decrease credit exposure and 
increase Treasury and Agency exposure will be ongoing in 2018. 
Volatility within corporate bonds has increased in the first quarter 
of 2018, although the cause has been tariff and trade war fears as 
opposed to increased M&A activity. While tariffs may lead to higher 
prices and inflation in the near term, inflation without growth would 
ultimately be a negative for the economy and result in lower yields. 
From a duration standpoint, 
our corporate bond portfolios 
are neutral to slightly longer 
than the relevant benchmarks, 
with the thought that rates 
reached their near term 
peak in late February. Triple 
B and split-rated bonds in 
appropriate sectors will still 
be an effective way to add 
excess performance if current 
market fears recede. A paired 
allocation to Treasuries, 
Agencies, and Mortgage Back Securities will be an important hedge 
if a risk-off mentality persists. In our municipal bond portfolios, 
our overall outlook on credit quality remains strong – the well-
publicized pockets of weakness notwithstanding. From a duration 
standpoint, portfolios are typically close to neutral when compared 
with the benchmark, and the team is focusing on higher quality 
credits, instead earning additional yield by adding callable bonds to 
portfolios. An increase in yields or cheapening in the municipal bond 
sector will generally be treated as an opportunity to add duration to 
portfolios and lock-in attractive tax-exempt yields for future years.

Finally, real asset performance has proven to be somewhat mixed for 
investors thus far in 2018. As is often the case in a rising interest rate 
environment, REITs have underperformed versus the broader equity 
universe, but remain a source of yield for investors. Commodities 
may become more attractive as inflation picks up, but any indication 
of slowing global growth is likely to hit both industrial metal and 
energy prices and create a ceiling on gains in the space. We remain 
neutral in our stance. 

ALLOCATIONS

Asset Class   Allocation

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

"Triple B and split-rated 

bonds in appropriate  

sectors will still be an 

effective way to add  

excess performance."

"We will continue to focus on 

industries and companies 

with pricing power that 

benefit from tax reform, a 

reflationary environment, 

and higher interest rates."



Sector Spotlight
After tame 2017, volatility ratchets up 
If there is one thing that all investors can 
agree on from the first quarter of 2018, 
it is that volatility in the markets is most 
certainly back. But what does that mean, 
and why is it such a critical data point for 
market participants? Volatility, as defined 
by most investors, refers to a measure 
known as the VIX, which is actually the 
ticker symbol for the CBOE Volatility 
Index, an index constructed from both call 
and put options on the S&P 500 Index. 
It is intended to be a leading indicator 
for market fluctuation over the next 30 
days, and as such the value tends to move 
higher as investors become increasingly 
concerned about potential weakness in 
stock market prices.

The VIX has been enjoying a dormancy 
of sorts over the last several years, 
particularly in 2017. While historically a 
VIX level under 20 indicated calm in the 
markets, in 2017, it spent much of the year 
under 15, with only two meaningful moves 
higher – both still under the 20 mark. 
With the VIX anchored at these low levels, 
and very little risk aversion observed 
in the market, there were a number of 
products that were created that allowed 

investors to earn returns on moves 
lower in the VIX. The issue with these 
strategies was apparent in early February, 
as a spike in the VIX following the bond 
market’s reaction to strong January wage 
growth created selling pressure, which 
only proved to move the VIX higher, and 
compound the effects  
of forced selling of these inverse  
VIX products.

Despite the dislocation produced by this 
selling, however, the moves in the VIX 

in February appeared to have ushered 
in a period with levels of volatility that 
are closer to historical norms. While we 
acknowledge the benefit of using this 
“fear gauge” to measure sentiment, it is 
just one part of the mosaic for us, and 
frankly, we believe that a modest increase 
in volatility can result in the creation of 
opportunities, particularly if considered 
as part of our thoughtful portfolio 
construction process.

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@
bostonprivate.com.

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