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

ECONOMIC UPDATE 
GDP
• U.S. GDP for first quarter 2018 came in at +2.0% quarter-over-quarter, compared with +2.9% in the 

fourth quarter. Driving the deceleration in growth was consumption, which slowed markedly to +0.9% 
for the quarter, down from +4.0% in the previous quarter. 

• Expectations are for growth of approximately +3.6% in the second quarter, although estimates have 
receded based on data indicating that consumption and residential investment could be lower than 
previously predicted.

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

manufacturing survey closed the second quarter at 60.2, up from 59.3 in the first quarter. 

• Eurozone manufacturing weakened modestly from the first to second quarter, falling from 56.6 in 
March to 54.9 in June. The decline represents the uneasiness around continued protectionist moves 
by the U.S.

EMPLOYMENT & INFLATION
• Employment remains strong, with the U.S. adding an average of 210,000 jobs a month in the second 

quarter. The unemployment rate closed the quarter at 4.0%, with the participation rate continuing to 
rise while wage growth remains in check at +2.7% year-over-year. 

• Consumer prices hit the highest level since 2012 in the month of May, rising +0.2% month-over-
month, and +2.8% year-over-year. Even ex-food and energy, the measure grew +2.2% year-over-year. 
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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 U.S. economy remains strong, 

with evidence that the full benefit 

of last year’s corporate tax cut has 

not yet been felt. Indications are for 

continued economic growth in the 

back half of the year, but a strong 

U.S. dollar could be a headwind for 

certain parts of the economy. 

While the expectation for tighter 

global monetary policy is firmly 

entrenched, the pace and method of 

tightening has come more sharply 

into focus, as has the willingness 

of central banks to remain “data 

dependent” through the latter part 

of the cycle.

Tariff talks, a go/no go decision on 

the summit with North Korea, and the 

return of populism in Italy reminded 

investors of the impact that political 

decisions – and any exogenous shock 

– can play on short-term investor 

sentiment and decision making. 

WHAT 

WE’RE 
WATCHING

U.S. GDP & MANUFACTURING

Source: Bloomberg
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MARKET REVIEW
As the first quarter closed, equity and bond markets were searching for 
direction following the losses posted in the back half of the quarter after 
an exemplary January. The specter of global monetary tightening still 
loomed large, tariffs were once again in focus, and yet, expectations for 
a strong earnings season seemed to indicate that investors believed the 
global rally in equities enjoyed over the last several years could continue 
after the first quarter pause. Some new challenges appeared in the 
quarter, however. A likely unjustified resurgence in the U.S. dollar has 
created concerns for emerging markets investors, and outflows from 
last year’s high flyers have been significant. Unrest in Italy, too, stood as 
a reminder for investors that the threat of populism to upset the balance 
of power that exists under the European Union will wax and wane, and 
tighter European Central Bank policy could stress the more levered 
governments within the region. 

While none of these events in their own right is likely to upset global 
economic growth, they each uniquely create additional risk to the current 
balance, creating some choppiness in the quarter. Within U.S. markets, 
while concerns around tariffs increased volatility, the trend was mostly 
positive. The S&P 500 closed the quarter up +3.4%, which brought the 
year-to-date gain to +2.6%. From a sector perspective, leading the way in 
the quarter were energy, consumer discretionary, and technology stocks 
– all of which had outperformed in the first quarter as well. 

An interesting dynamic observed in the second quarter was the 
underperformance of the financials sector – in 
part a reaction to the Italy situation – as well as 
the relative outperformance of both utilities and 
real estate, which have been generally out of favor 
as the Federal Reserve has continued to tighten. 
Industrials have been under scrutiny as tariff talks 
have escalated; this is typically a sector that does 
well at this stage in the economic cycle, and thus 
has caused frustration for investors. With that 
said, large cap value stocks closed the first half of 
the year in the red, with gains coming entirely from 
the growth sectors of the market. So while the 
complacency of 2017 has fallen away, investors’ 
thirst for growth has not. One area that has 
clearly benefited from some of the changes in the 
investing environment over the first half of 2018 
have been U.S. small cap stocks. With minimal 
(perceived) exposure to tariffs, less revenue 

impacted by U.S. dollar strength, and a more pronounced positive impact 
from tax reform, small caps have clearly caught a bid this year. 

International developed stocks underperformed markedly in the second 
quarter, as a strong U.S. dollar and the threat of a renewed credit 
crunch in Europe weighed on returns. A bright spot of the quarter was 
the performance of U.K. stocks, as analysts had time to digest last 
quarter’s U.K. and European Union transition deal. Small cap stocks in the 
international developed markets declined in the quarter, reversing their 
trend of outperformance over the last several years. Emerging markets 
equities, as mentioned above, struggled as Chinese stocks plummeted 
on tariff concerns, and the threat of a stronger U.S. dollar on emerging 
market balance sheets sparked jitters.

While equity markets were choppy but closed up, bond investors remain 
resigned to watch yields slowly rise. As a result, most broad fixed income 
indexes lost ground in the quarter. In the U.S., government bonds 
outperformed credit by a significant margin, as investors appear to 
be moving incrementally more conservative in their high quality bond 
portfolios. Conversely, investment grade fixed income underperformed 
high yield in the quarter, as the trend shifted over the course of the 
period following the flight to safety in February and March. Municipal 
performance was solid, as the need for tax-free advantaged income has 
persisted despite lower tax rates. 

Tom Anderson
Chief Investment Officer
Boston Private Wealth

A note from our CIO
As investors, we are bombarded with information to digest, evaluate, and synthesize 
into coherent and actionable conclusions. From geopolitical events such as trade wars, 
elections, and summits, to economic data releases such as GDP and non-farm payrolls, to 
statements made by central bank officials, these pieces of information when assembled 
together create a mosaic upon which we base our view and inform what actions we take for 
our clients. While it may seem as if there are more risks than ever to consider, we believe that 
much of what we read is noise and that the fundamental strength of the global economy is 
and should continue to be our focus, as it is economic deterioration, telegraphed through a 
broad array of measures, that will bring about the eventual end of this protracted rally. While 
the conclusion may be inevitable, our team will remain diligent in our efforts to continue to 
grow and protect your capital throughout these market cycles, and keep you apprised and 
informed of what is most relevant as it relates to your wealth.
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LOOKING AHEAD 
One of the most challenging aspects of evaluating opportunities 
at this point in the market cycle is the tendency of the market 
to be rather binary in its assessments. Economic data points 
are scrutinized and dissected, valuations are questioned, and 
statements are studied for even the slightest change in tone. With 
each passing year, the risk in staying invested in what has worked 
rises – in this case, equities – and the pull to change direction, in this 
case to a more conservative stance, strengthens. Yet, there is risk 
in this overzealous hunt for the negative as well. The U.S. economy 
has been given an unprecedented late cycle surge of stimulus in the 
form of the corporate tax cut. Growth remains steady but not too 
hot, inflation has just started to crest its target levels, and wages 
are only now reflecting the move down in unemployment. While we 
acknowledge that the time to pull back on equity exposure will come, 
we continue to favor equities over bonds in this environment, given 
our view of limited risk of a recession prior to 2020. 

Within U.S. equities, we still generally favor pro-reflation sectors 
that are experiencing rising earnings, cash flows, less regulation, 
and are returning significant cash back to shareholders. We believe 
technology stocks will continue to outperform as underlying 
growth remains solid, benefiting from strong capital expenditure 
in the sector. These stocks are also less interest rate sensitive, 
less impacted by rising commodity prices, and less exposed to a 
potential trade war. Financials have stalled of late, but this may prove 
temporary. A steepening of the yield curve and improved loan growth 
could provide the catalyst for financial stocks to get back on track, 
and we believe the opportunity for both exists. The energy sector’s 
performance has fallen back over the past month, as oil prices 
appear to have been pressured by supply concerns. Therefore, near-
term energy positioning remains close to market weight, and any 
change will be driven by inventories. We still expect interest rates to 
rise over time, so our underweight stance on the defensive sectors of 
the market remains in place.

Outside of the U.S., we have held the view that Europe offers 
relatively more attractive opportunities over the U.S., particularly in 
larger cap stocks. The strength in the dollar and the situation in Italy 
(thus compounding the relative weakness in the euro) have created 
uncertainty around that stance. While the ECB would like to ratchet 

up its tightening process – which 
right now involves buying fewer 
bonds over the course of time – it 
is careful to consider the ECB’s 
2011 actions, which made a difficult 
situation for periphery governments 
even worse by raising their cost of 
borrowing. While austerity measures 
have improved the balance sheets 
in the periphery, the pain of those 
measures provides excellent fodder 
for the populism movement, and 
the tension between a concerted 
monetary policy and individual (but 
clearly EU influenced) fiscal policy 

will continue. We remain optimistic that a focus on valuations and 
underlying economic and company fundamentals will win out, but it 
has been a challenging first half of the year.

As for emerging markets, we believe flows out of equities and bonds 
will slow. While we have experienced near-term strength in the 

dollar, we believe the longer-term trend is a weak dollar trend, and 
that emerging markets still offer growth which larger, developed 
economies cannot deliver. The relative underperformance of 
emerging markets assets over the last decade creates a near-term 
opportunity.

As noted above, we remain underweight bonds versus equities. 
Within our taxable bond portfolios, the team continues to favor 
corporate bonds, even as spreads have widened marginally based 
on modestly lower demand against plenty of supply. As noted 
last quarter, we continue to 
migrate the overall quality of 
our corporate bond portfolios 
higher, while in tandem 
increasing exposure to agency 
and MBS issues. Volatility 
within corporate bonds 
remains at higher levels than 
experienced in 2016 and 2017, 
as tariff concerns weigh on 
certain issuers. From a duration 
standpoint, our corporate bond 
portfolios are slightly longer than the relevant benchmarks. As for 
municipals, we acknowledge that the asset class appears expensive 
at this juncture, based in part on a reduction in supply that will 
likely persist throughout the summer. From a duration standpoint, 
portfolios are typically close to neutral when compared with the 
benchmark, with target duration and yield being achieved through 
the use in part of a bullet strategy, which entails staggering the 
purchase date of bonds that have the same maturity date. As for high 
quality versus high yield, we remain at a neutral position in high yield. 
We are modestly more positive on high yield municipal bonds versus 
high yield corporate bonds, but continue to utilize allocations in the 
space in order to provide an incrementally higher overall portfolio yield.

Finally, real assets showed signs of life in the second quarter, and the 
team is focused on positioning the exposure appropriately in order to 
capture the positive correlation to inflation. While REITs admittedly 
rebounded in the second quarter, our position is still underweight, 
given the backdrop of a rising interest rate environment. 
Commodities have performed well as inflation has picked up; as such, 
our exposure may increase in the coming months should economic 
growth remain strong. 

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

"The relative 

underperformance of 

emerging markets assets 

over the last decade creates 

a near-term opportunity."

"We still generally favor 

pro-reflation sectors that are 

experiencing rising earnings, 

cash flows, less regulation, 

and are returning significant 

cash back to shareholders."



Inversion Aversion  
As market strategists and pundits attempt 

to predict the end of this economic cycle, 

a commonly mentioned indicator is the 

term spread of U.S. Treasuries – or the 

difference between short-term yields and 

long-term yields. Often, it is measured 

by subtracting the 1- or 2-year Treasury 

yield from the 10-year Treasury yield to 

arrive at a number that will characterize 

the steepness or flatness of the yield 

curve. Powerful conclusions regarding the 

market’s assessment of growth, inflation, 

and future Federal Reserve action can be 

garnered from this very straight forward, 

accessible indicator. Broadly, the market’s 

assessment of future growth and inflation 

is reflected in the yield on the 10-year 

Treasury, while expectations for short-

term interest rates (controlled by the 

Federal Reserve) can be derived from 

short maturity Treasuries. Accordingly, an 

inverted yield curve occurs when short-

term Treasury rates are higher than long-

term Treasury rates. 

A commonly repeated 

refrain is that “every 

recession in the 

past 60 years has 

been preceded by an 

inverted yield curve.” 

So does an inverted 

yield curve actually 

predict a recession? 

Researchers from the 

Federal Reserve Bank of 

San Francisco recently 

attempted to answer this question.1 Their 

findings suggest that although an inverted 

yield curve does have some predictive 

power, the timing of a recession after an 

inversion is uncertain, varying anywhere 

from 6 to 24 months. Also, they found 

that inverted yield curves were invariably 

caused by pronounced increases in 

short-term rates as a result of aggressive 

Federal Reserve action to slow down the 

economy.  Accordingly, we can presume 

that yield curve inversions do not occur in 

a vacuum. Instead they are a commentary 

on what is happening in the underlying 

economy. So while it is one indicator that 

merits watching, expected GDP growth, 

inflation data, credit availability, and 

Federal Reserve actions are the inputs that 

inform the markets’ view and subsequent 

yield curve shape. With a current term 

spread of 0.31% (10-year yield minus 

2-year yield), stubbornly low inflation and 

GDP growth, and a Federal Reserve that 

appears measured in its actions, we think 

this economic cycle still has room to run.

1 FRBSF Economic Letter, “Economic Forecasts 
with the Yield Curve”  Michael D Bauer and 
Thomas M Mertens;  March 5th, 2018
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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. All investments carry a risk 
of loss.

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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