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

ECONOMIC UPDATE 
GDP
• U.S. GDP for the second quarter of 2018 came in at +4.2% growth annualized; this compares with the 

first quarter’s +2.2% reading. Driving the acceleration were exports, which grew +9.1% in the quarter, 
as well as consumer and government spending, which were +3.8% and +2.3% respectively.  

• Expectations are for growth of approximately +4.0% in the third quarter, as economic data released 
over the past several months points to continued strong consumer spending and fixed investment.

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

manufacturing survey closed the quarter at 59.8. The measure has remained close to 60 for the last 
several months, and has been supported by production and employment data. 

• Eurozone manufacturing has continued to weaken after cresting the 55 mark in July, given widespread 
decline in export orders across several countries; modest pricing pressures weighed on the report as well.

EMPLOYMENT & INFLATION
• Employment remains strong, with the U.S. economy adding an average of 189,000 jobs per month in 

the third quarter. The unemployment rate closed the quarter at 3.7%, and wage growth remained in 
check at +2.8% year-over-year. 

• Consumer prices continued to trend higher through the third quarter, increasing +0.2% month-over-
month, and +2.7% year-over-year in the month of August. Even for 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.

As we move deeper into this long 

expansion, each economic data 

point is being scrutinized for signs 

of deterioration. We expect to hit 

cyclical highs in areas such as 

manufacturing and employment at 

some point next year, but we have 

yet to see evidence of that in 2018.

With the Fed raising interest rates 

for the eighth time for this cycle 

in September, there is a growing 

delegation, particularly in the bond 

market, that believes a pause may 

be in store for mid-2019. 

While many investors believed that 

the tariff tit-for-tat with China would 

be resolved in a timely manner, it 

appears that a resolution could be 

more difficult to achieve without 

some economic pain.

WHAT 

WE’RE 
WATCHING

U.S. GDP & MANUFACTURING

Source: Bloomberg
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MARKET REVIEW
As we entered the second half of 2018, markets appeared to be hitting 
an inflection point. On one hand, economic data remained robust, with 
the consumer fully engaged, wages growing at a modest pace, industrial 
production steady, and the corporate tax cut creating the opportunity 
for meaningful investment. On the other hand, however, we saw the 
specter of a continued move towards protectionist trade policy by the 
Trump administration, a swoon in emerging markets on a stronger than 
anticipated U.S. dollar, and fears of a renewed  weakening in the quality 
of European bank holdings, particularly Italy. Even technology stocks 
seemed poised for a potential change in trend, as privacy concerns and 
sky high valuations threatened to take the wind out of their sails. 

Yet, even with all of that, the equity markets proved that once again, 
whether driven by a lack of alternative options – bonds in a rising rate 
environment, anyone? – or the economy, or momentum, or perhaps a 
combination of the above, it is still a good time to have your money in 
stocks. To be fair, there were winners and losers in the quarter, but with 
the S&P 500 up +7.7% in the quarter, most U.S. equity investors will be 
pleased with the performance. Growth names continued to lead the way, 
even as pockets of technology like social media faced some challenges. 
Interestingly, we have seen a rotation of sorts in market leadership over 
the last several weeks, as health care stocks surged to close out their 
best quarter since 2013. Industrials, too, gained ground as expectations 
of a trade war with China simmered somewhat and 
investors focused on finding opportunities after 
declines in the space. Laggards for the quarter 
included the materials, energy, and utilities sectors; 
financials also continue to lag the broader benchmark. 
Small cap stocks, for their part, did not perform quite 
as well in the third quarter, but given their relative 
outperformance to large cap in the first half of the year, 
performance for 2018 overall remains strong.

Outside of the U.S., international developed stocks 
continued to lag as a confluence of factors has 
created negative sentiment around these names. 
While the U.S. dollar stabilized late in the quarter, 
concerns about the ongoing, fairly contentious Brexit 
negotiations, increased scrutiny of the strength of 
Italian banks amidst calls for greater fiscal spending 
by Italy’s new government, and an acknowledgment 

that perhaps the valuation gap between international and U.S. stocks 
is unlikely to compress, resulted in another disappointing quarter for 
these names. The pain was even greater in emerging markets, as crises 
in Turkey and Argentina were blamed for investor skittishness, while 
the true culprits were more likely a strong U.S. dollar and fears of a tariff 
induced slowdown in Chinese growth. 

Within the fixed income markets, bonds remained under pressure, as 
yields across the curve moved incrementally higher; the curve continues 
to sit at historically tight spreads between the 2 Year and 10 Year 
Treasury, and as such, the fear of inversion remains. In a sharp departure 
from the second quarter, government bonds underperformed credit, 
perhaps representing a pause in the move to quality observed in the first 
half of the year. In fact, high yield corporates were the best performing 
part of the market in the quarter, as earnings remain strong and concerns 
about higher rates and increased defaults subsided. Emerging markets 
debt, too, performed well, marking a divergence with the equity markets. 

Finally, commodities continued to move higher as inflation appears firmly 
entrenched. Driving the gains in the asset class are oil prices, which have 
continued to trend higher throughout the year. REITS, for their part, have 
underperformed the broader equity markets – hardly surprising in a 
rising rate environment. 

Tom Anderson
Chief Investment Officer
Boston Private Wealth

A note from our CIO
One of the most interesting things that has occurred over the course of the last fifteen years 
has been the rise of “business news” as part of our day-to-day existence. The pendulum 
has swung from the days of minimal transparency, where the average American had little 
knowledge of what stockbrokers did all day – much less those bond traders – to the current 
environment, where you can turn on the TV or look at your smart device and get an unlimited 
number of great ideas for implementation in your portfolio. The challenge for investors, 
and for us as advisors, is to balance the need for a long term, goals-based perspective and 
approach with the reality that markets are constantly moving and adjusting, creating new 
risk/reward tradeoffs, and frankly, challenges for us in meeting those objectives. We are 
faced now with a scenario in which everyone knows a recession is coming, but nobody 
knows when. So while we continue to see strength in the economy and continued upside 
in the equity markets, we expect that as we move through 2019, we will likely adopt a more 
conservative stance, readying your portfolios for economic deterioration and keeping our 
focus on meeting your long term goals. 

GLOBAL MARKET RETURNS

Source: Bloomberg and Morningstar
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LOOKING AHEAD 
As we move into the final quarter of 2018, the landscape is dotted 
with both opportunities and challenges, created by a combination 
of Federal Reserve policy, the Trump Administration, and frankly, 
time. Just as the financial crisis of 2008-2009 was an extraordinary 
event, the rally in equities which has occurred since the market lows 
has exceeded expectations. To be sure, this rally has occurred on the 
back on stimulative measures; however, the negative repercussions 
of the massive infusion of liquidity into the global economy, which 
were almost universally anticipated, have not come to fruition, at 
least in any meaningful sense. This has allowed the economy to grow 
unencumbered by the Fed, which has been able to rely on the lack of 
inflation as justification of its policies until the most recent months. 
The tax cut, too, which was enacted in late 2017, has provided a lift to 
what had been perceived as overvalued equity markets here in the 
U.S.; this positive effect has continued throughout the third quarter. 
Offsetting these opportunities is concern that this unprecedented 
expansion must come to an end sooner rather than later, and that the 
Trump Administration’s focus on trade policy may accelerate that 
end. Add in a looming Brexit, rising interest costs for companies and 
countries worldwide, and the threat of political upheaval in emerging 
markets, and there are plenty of risks to keep investors up at night.

With that said, in U.S. equities, we have and continue to favor sectors 
which we believe can benefit from stronger growth in the economy, 
while insulating the portfolios from areas which face meaningful 
inflation induced cost pressure and significant exposure to continued 
escalation of tariffs. While technology stocks have most certainly 
led the market the last two years, we are thoughtfully positioning 
ourselves in stocks which can benefit from corporate capital 
expenditure, and avoiding stocks for which the valuations are just too 
lofty. Health care, which we have been overweight to for some time, 
posted excellent gains in the fourth quarter, and we expect investors 
to continue to mine that sector as an alternative to technology 
for strong earnings growth. Within financials, we migrated to an 
underweight to bank stocks over the course of the year, given the 
challenging yield curve, but believe the sector overall should perform 
better as we move into 2019. We have become more constructive 
on energy, given the steady increase in oil prices which we expect 
to persist. 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 been 
disappointed with the performance 
of international developed and 
emerging markets equities this 
year, but believe the underlying 
thesis for remaining diversified and 
incorporating these exposures into 
portfolios remains intact. Global 
multinationals based in Europe, 
the U.K., and Japan are trading 

at multiples significantly lower than the U.S., and represent the 
opportunity to garner exposure to global growth at more reasonable 
prices. Admittedly, the strength in the U.S. dollar, coupled with 
the threat of fiscal spending increases and subsequent financial 
deterioration of the Italian government have hindered names this 
year, and further uncertainty around the end game in the U.K. could 
weigh on stocks in the coming months as well. As for emerging 

markets, while headlines around Turkey and Argentina have swirled, 
the real culprit this year has been China. While much has been made 
about the increased prices American consumers would pay on the 
enactment of widespread Chinese tariffs, the Chinese economy 
would be the bigger loser, and this has weighed on sentiment. To be 
fair, the Chinese government has some tools at its disposal to offset 
this impact – a government stimulus program would surely come 
quickly – but the tariff situation is likely to remain an overhang for the 
time being. 

As has been our stance for 
several years, we remain 
underweight bonds versus 
equities. Within our taxable 
bond portfolios, the team 
remains constructive on 
corporate bonds, but is 
continuing to migrate the 
overall quality of the taxable 
bond portfolios higher. As part 
of this transition, the exposure 
to MBS and agency issues has increased, as they provide an avenue 
to garner additional yield to Treasuries with less risk than corporates. 
From a duration standpoint, the team is targeting duration close 
to that of the benchmark. Within the municipal markets, modest 
outperformance over the last several months does not in our view 
indicate any change in the opportunity for investors looking for 
tax-exempt income. From a portfolio positioning, we are neutral to 
the benchmark and intend to remain so for the near to mid-term. 
Overall, we are more constructive on high yield municipals versus 
corporates, but acknowledge that for clients looking for income, a 
modest allocation to high yield bonds in either taxable or tax-exempt 
accounts makes sense given the still low overall yield levels. 

Finally, we prefer allocations to commodities over REITs in the real 
asset space in the current environment, against a backdrop of rising 
prices and rising yields. REITs should continue to perform positively 
on the tailwind of economic growth, but we believe the gains will be 
limited versus the broad equity market by the rising cost of capital. 

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

"Health care posted 
excellent gains in the fourth 

quarter, and we expect 
investors to continue to 
mine that sector as an 

alternative to technology for 
strong earnings growth"

"We have and continue 

to favor sectors which we 

believe can benefit from 

stronger growth in economy, 

while insulating the 

portfolios"



Investing for the Cycle   
By using a disciplined business cycle 

approach, investors can identify key 

phases in the economy to achieve active 

returns from sector allocation. Historical 

analysis of the business cycles since 

1962 shows that the relative performance 

of equity market sectors move as the 

economy shifts from one stage of 

the business cycle to the next, with 

different sectors assuming performance 

leadership. While it is important to note 

outperformance, knowing which sectors of 

the market to avoid can be just as useful.

A business cycle is composed of four 

stages: early, mid, late and recession. 

The early phase lasts about a year and 

has generated an average total return 

of 20%. It is typically characterized by 

lower interest rates and a sharp economic 

recovery, leading to outperformance 

by the consumer discretionary and 

industrials sectors. Laggards include 

telecommunication services and utilities – 

both of which are defensive in nature. 

The mid-cycle asserts itself as the 

economy moves beyond its initial stage 

of recovery and growth moderates. 

Information technology has been the 

best performer as confidence grows 

and companies are more willing to make 

capital expenditures. Average annual 

stock market performance during the mid-

cycle phase is generally strong (roughly 

15%) and lasts longer (3 ½ years). Returns 

are accompanied by increased volatility, 

with most stock market corrections taking 

place in this phase. 

The late-stage typically averages 

two years and often delivers strong 

performance. Despite the volatility, 

protracted market rallies can be lucrative 

and an early exit can be detrimental to 

an investor's long-term returns. During 

this phase, energy and materials sectors 

outperform as they benefit from building 

inflationary pressures. Less economically 

sensitive sectors – such as health care, 

consumer staples and utilities – also 

perform well. 

Current data suggests we may be amid 

exiting the mid- and entering the late-

stage of what has been an extended 

business cycle. Economic and earnings 

growth are peaking, credit growth is 

strong and monetary policy is approaching 

neutral. As this business cycle matures, 

we remain vigilant for signs that may 

point to increased risk in the economy 

and markets. Traditional indicators that 

precede economic and market peaks 

have yet to materialize. While there are 

signs of investor complacency, credit 

spreads and the yield curve are not 

yet signaling recession. Nonetheless, 

every business cycle is unique, as are 

relative performance patterns among 

equity sectors. Therefore, generating 

outperformance among equity sectors 

with a business cycle approach 

should be enhanced by implementing 

complementary analysis on industries and 

fundamental security research.

 

Sector Spotlight

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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