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

ECONOMIC UPDATE 
GDP
• U.S. GDP for the third quarter of 2018 came in at +3.4% growth annualized; this compares with the 

second quarter’s +4.2% reading. Driving the acceleration were consumer spending, which grew +3.5% in 
the quarter, as well as an increase in inventories, which were up +2.3%. 

• Expectations are for growth of approximately +2.6% in the fourth quarter, as the effects of the tax cuts 
subside, and inventory build slows; consumption should continue to drive positive growth. 

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

manufacturing survey closed the quarter at 54.1. However, the measure dropped from November 
to December at its sharpest rate since 2008, reflecting the uncertainty expressed by corporate 
management teams on the outlook for 2019.  

• Eurozone manufacturing has weakened sharply this year, closing the year at 51.4, its lowest reading since 
early 2016. While the underlying output sub-index moved slightly higher, the overall reading represents a 
concern for the European Central Bank, which is already behind the Fed in tightening policy.

EMPLOYMENT & INFLATION
• Employment remains strong, as the U.S. economy closed out the quarter by adding a whopping +312k 

jobs in the month of December. The unemployment rate closed the quarter at 3.7%, and wage growth 
grew +3.2% year-over-year – its highest point since 2009. 

• Inflation remains muted in the U.S., as core CPI grew by only +2.2% year-over-year over the last several months. 

FIRST QUARTER 2019     www.bostonprivate.com     1 (800) 422-6172

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 sharp declines experienced 

in the equity markets in the fourth 

quarter of 2018 brought reminders 

of the financial crisis to the fore. 

Identifying the potential areas of 

excess in the equity markets and 

positioning for continued volatility 

through the first half of the year will 

be critical, even as we expect equity 

markets to recover modestly.

While the Fed has been somewhat 

disjointed in its messaging as of 

late, recent statements appear 

to indicate that there are areas of 

concern in the economy, which 

could limit the Fed’s efforts to 

tighten in 2019.

Tariffs are negatively impacting the 

global economy, and a meaningful 

expansion of tariffs by the U.S. 

government is likely to create an 

additional drag.

WHAT 

WE’RE 
WATCHING

U.S. GDP & MANUFACTURING

Source: Bloomberg



MARKET REVIEW
The fourth quarter of 2018 proved to be one of the most difficult to 
navigate since the financial crisis. While the causes of the equity market 
pullback were fairly well articulated – tariffs, the Federal Reserve, mid-
term elections, mixed economic data – the velocity at which investor 
sentiment deteriorated was surprising. Indeed, where investors had been 
actively seeking to increase equity exposure coming out of the summer 
months, and momentum appeared solidly positive, late September 
brought a marked change to the landscape. Equity investors were now not 
only fearing a decline in earnings growth, but that a recession – perhaps 
caused by the Fed’s policies – was at hand, and therefore the valuations at 
which equities had been trading were clearly no longer supported. 

The impact of this sharp move away from risk was most pronounced in 
the U.S. equity market. For the fourth quarter, only one sector – utilities 
– managed to post a positive return, and after the declines experienced 
in the quarter, only three sectors – health care, utilities, and consumer 
discretionary – managed to close the year with gains. Hardest hit during 
the quarter within the S&P 500 were energy, industrials, and consumer 
discretionary stocks, although admittedly between the technology 
and communication services sectors, there were a number of very 
meaningful individual stocks declines which contributed to the overall 
index decline. Not surprisingly, small cap stocks 
underperformed large cap names by a wide 
margin, while growth stocks underperformed 
value names in the quarter. 

Outside of the U.S., international developed 
stocks performed poorly in the quarter as well, 
albeit not quite as badly as U.S. stocks. One of 
the main reasons was the performance of the 
U.S. dollar, which had strengthened meaningfully 
through much of 2018, but stabilized as doubts 
arose around the Fed’s ability to raise rates at 
their previously indicated pace. This impact was 
felt particularly in emerging markets stocks, 
which had been led lower for most of the year by 
a combination of the dollar effect and concerns 
around a slowing Chinese economy on the back 
of tariffs. Emerging markets equities, from a 
relative perspective, actually outperformed 
the developed markets in the quarter – an 

unexpected outcome given the performance of this asset class 
historically in “risk off” market environments. 

Within the fixed income markets, bonds performed well as investors 
sought the safety of the more senior asset class. While U.S. government 
bonds outperformed corporate bonds, corporates posted a positive 
return for the quarter, which was admittedly not enough to offset losses 
endured earlier in the year. High yield corporate bonds and floating rate 
loans both underperformed in the quarter, as concerns around increased 
defaults amid heightened recession concerns resulted in outflows for 
these asset classes. Municipals, for their part, continued to perform 
well through the end of the year, yielding positive returns, even for those 
invested in lower quality issues. With that said, the curve remains at 
historically tight spreads between the 2 Year and 10 Year Treasury, and as 
such, the fear of inversion remains. 

Finally, commodities struggled in the quarter as a combination of global 
demand concerns and apparent oversupply in the oil markets led to 
declines in prices. REITs, for their part, outperformed the broad equity 
market in the quarter.

As the third quarter closed, there were admittedly both challenges and 

Tom Anderson
Chief Investment Officer
Boston Private Wealth

A note from our CIO
The fourth quarter was challenging for investors, not only because the equity markets experienced meaningful 
declines, but also because it is perhaps the first time in the current cycle where many investors were left wondering 
if the end of the rally was finally at hand. Many of the milestones “achieved” by the market over the course of 
the quarter were compared with the market declines of late 2008 and early 2009, and seemed to indicate that 
the conditions existent then and now are similar. They are not. The rapid equity declines experienced during the 
financial crisis were precipitated by a succession of events which created a risk of collapse of the U.S. banking 
system, and the actions taken by U.S. government officials to circumvent that collapse. In addition, the U.S. 
consumer was beset by large amounts of debt tied to a depreciating asset which also happened to be the place 
they lived. Granted, we believe we are entering the final phase of the economic recovery which was in many ways 
supported by the extraordinary steps taken by the U.S. government and the Federal Reserve post crisis. But the 
consumer remains engaged, and the economy is still growing, albeit likely at a declining rate. Corporate balance 
sheets are more levered than they were five years ago, and earnings growth rates are going to be lower than the 
historical heights experienced in 2018, but companies are hiring and expect their revenues to grow next year. 
Monetary policy is less accommodative, but with inflation at far from threatening levels, a pronounced tightening 
feels unnecessary at this juncture.  With that said, we acknowledge that economic deceleration is likely over the 
next 12-18 months, and as such, we expect to adopt a more conservative stance as we move through the year, in 
order to remain focused on meeting your long term goals. 

GLOBAL MARKET RETURNS

Source: Bloomberg and Morningstar
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opportunities facing investors, and it was unclear how the balance 
between them would manifest in the fourth quarter. With the equity 
markets coming off an incredibly strong quarter, and economic data still 
robust, especially in the United States, the momentum which had driven 
the markets forward since the pullback in early February had waned only 
slightly to close the quarter. Concerns around the midterm elections had 
not yet bubbled to the surface, and the threat of a trade war loomed, but 
apparently far enough in the distance to justify real concern. However, 
as October wore on, it became clear that the three pronged threat of 

expanded tariffs, a more aggressive Federal Reserve, and a Democratic 
sweep of Congress was a very real concern for equity investors, 
especially given the valuations at which stocks had been trading coming 
out of the summer months. Earnings calls were littered with warnings 
about 2019 and the threat of uncertain trade policy to the bottom line, 
and the Fed’s statements about how much additional tightening should 
be expected were imprecise, at best. The losses described above were 
the result, and investors were faced with evaluating how this particular 
part of the story would end.

LOOKING AHEAD 
As In our view, the current environment does not necessarily point 
to further declines for the equity market in 2019. While there is 
some evidence of softening in the economy, particularly outside of 
the United States, we still expect positive GDP growth next year, 
and as such, we expect equities broadly to post modest positive 
returns in 2019. Within our U.S. equity portfolios, we have focused on 
identifying companies with lower leverage and defensible business 
models, which we believe should help insulate the portfolios during 
the volatility we expect to continue over the next several years.  From 
a sector perspective, we remain constructive on health care and 
technology, despite the challenges faced by the latter during the 
fourth quarter. Thematically, we believe technology will continue to 
play an important role across the global economy, and are selecting 
companies for inclusion in portfolios that can benefit from what 
we expect will be an increase in capital expenditure by companies. 
Health care stocks received a boost following the inability of the 
Republican Congress to repeal and replace the Affordable Care 
Act, and while drug manufacturers may come under pressure over 
the next several years, demographic trends continue to support 
an overall expansion of health care spending globally over the next 
several decades. Our expectations for the more traditional defensive 
sectors of consumer staples and utilities remains muted; while 
inflation remains low by historical standards, these are low margin 
businesses which generally outperform only during the most difficult 
market periods. 

Outside of the U.S., a combination of weaker economic data, trade 
policy uncertainty, political divisiveness, and a strong U.S. dollar 
contributed to meaningful underperformance for the year for U.S. 
investors with exposure to these markets. While we believe that some 

of these headwinds could continue, 
our view is that the overhang of 
trade concerns and the ongoing 
Brexit discussions should ease in 
the first half of the year, and unlock 
some of the value for investors in 
these stocks. In addition, should the 
Fed indicate a pause in tightening, 
we would expect the U.S. dollar to 
remain range bound, which would be 
a meaningful tailwind, particularly 
for emerging markets stocks. With 
that said, the deceleration in the 
developed economies outside of 

the U.S., along with China, has been more pronounced as of late, 
and as such we modestly decreased our overweight to international 
developed equities during the quarter. Should we experience positive 
relative performance for these stocks during the first half of 2019, we 

will likely move back to a neutral stance in the second half of the year. 

Given the volatility experienced 
by the equity markets in the 
fourth quarter, our overweight 
position to equities along with 
our underweight position in 
fixed income was a detractor 
to portfolio returns. However, 
over the past several years, 
this positioning has been 
appropriate, and we believe 
it remains so as we move 
into 2019. With that said, we have continued to increase the overall 
quality of our underlying bond holdings, while moving towards a more 
neutral duration stance, given our expectations for a pause in Fed 
rate hikes at some point this year.  In our taxable bond portfolios, 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. Within the municipal markets, demand remains robust, 
and we believe that municipal bonds should continue to perform well 
over the course of the next several years, despite the decrease in 
personal tax rates that occurred at the beginning of 2018. 

Finally, we prefer allocations to commodities over REITs in the real 
asset space in the current environment, although we acknowledge 
that absent an increase in inflation, and with the recent weakness 
in oil prices, commodities may face some near term challenges. In 
addition, during the quarter we modestly decreased our underweight 
to tactical/hedged strategies; we expect this allocation to move 
towards a neutral stance over the course of the year.

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

"We believe technology will continue 

to play an important role across the 

global economy, and are selecting 

companies for inclusion in portfolios 

that can benefit from what we 

expect will be an increase in capital 

expenditure by companies."

"Should the Fed indicate a pause 

in tightening, we would expect the 

U.S. dollar to remain range bound, 

which would be a meaningful 

tailwind, particularly for emerging 

markets stocks"



Investing for the Cycle   
Over the past several years, technology 

stocks have become an increasingly 

important part of major indexes, and as 

such, the valuations and price movements 

of these stocks attract a significant 

amount of attention. More recently, 

this sector was essentially sub-divided, 

in order to more accurately reflect the 

drivers of revenue for each of these 

companies, but this has only served 

to illustrate in our minds the spread of 

technology to our everyday lives.

A cautionary tale in investing in 

technology stocks can be found of course 

in the bursting of the dot com bubble 

in 2000. While some have likened the 

appreciation of stocks like Facebook to 

that particular period, the environment 

has changed dramatically over the last 

18 years. The use of the internet by the 

average American was limited, online 

shopping was a novelty, and investors 

were unsure how to assign an appropriate 

value to companies which were operating 

with a focus not on profitability, but rather 

to prove out the thesis that the internet 

would change the way all of us live.

Fast forward to today, and that thesis 

has most certainly become the reality. 

However, it is important to note that a 

confluence of factors supported this 

change. From academia to corporate 

America, the adoption of technology to 

facilitate better communication, increase 

productivity, and improve the quality of 

output has bled into the consumer world. 

Costs of hardware have come down, and 

consumer products such as smartphones 

have offered a platform for integration of 

the internet into our everyday lives. 

We believe that technology will continue 

to change the way businesses operate. As 

such, we feel that investing in technology 

and/or communication services stocks 

as a means to benefit from this change 

limits the opportunity set. Instead, 

we apply a wider lens, and focus on 

identifying companies in other sectors, 

such as financials and health care, which 

are creating new ways of incorporating 

technology into existing processes, thus 

creating more sustainable competitive 

advantages and lowering costs. Therefore, 

while our explicit exposure to certain 

sectors may shift over time, our view on 

the importance of technology as a means 

to drive businesses will continue to point 

us towards companies which have an eye 

towards innovation.

Sector Spotlight

Investments are Not insured by the FDIC or any other government agency, are not guaranteed by Boston Private Bank & Trust 
Company or its subsidiaries, affiliates or parent company, may lose value, and are not a Bank deposit.

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 may use 
data sourced from third parties. The accuracy 
and completeness of sourced data is believed 
to be reliable, but has not been independently 
verified.  

Any investment idea or strategy discussed 
herein is provided for information purposes 
only.  There is no guarantee that a strategy will 
achieve its objective and the readiness and 
efficacy of such strategy will depend on your 
particular facts and circumstances.  Please 
consult with your independent professional 
advisers for final recommendations before 
changing or implementing a financial strategy. 

Investment products mentioned herein, 
including stocks, bonds, and mutual funds 
may lose value and carry investment risks. 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. Past performance is not 
indicative of future results, which may vary. 

About Boston Private Wealth 

Boston Private Wealth offers 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.

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, 
a U.S. Securities and Exchange Commission 
Registered Investment Adviser. Boston Private 
Wealth LLC is a wholly owned subsidiary of 
Boston Private Bank & Trust Company.

Boston Private Bank & Trust Company, its 
parent, its subsidiares, and their staff, do not 
provide tax, accounting or legal advice.  You 
should consult with your legal or tax advisor 
prior to taking any action relating to the subject 
matter contained in this article.

Investments are not insured by the FDIC or any 
other government agency, are not guarnteed 
by Boston Private Bank & Trust Company or its 
subsidiaries, affiliates or parent company, may 
lose value, and are not a bank deposit.

The information contained in this material is  
not intended for distribution to, or use by, any 
person or entity in any jurisdiction or country 
where such distribution would be contrary 
to law or regulation or which would subject 
Boston Private Bank & Trust Company or its 
subsidiaries or affiliates to any registration 
requirement within such jurisdiction or country. 
The information in this material is not intended 
as an offer or solicitation for the purchase 
of stock, any other security or any financial 
instrument of Boston Private Bank & Trust 
Company or any other issuer or company.
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