
WILL THE FED KEEP SPIKING THE PUNCHBOWL? 
BY THE BOSTON PRIVATE EQUITY TEAM

The U.S. is officially in its longest expansion on record, breaking the 

previous record of 120 months that ended in March 2001.  While it is 

the longest, it is also one of the weakest, with cumulative GDP growth 

of only 25%. 

And even though economic growth is slowing, it does not appear that 

a recession is imminent.  The US consumer remains resilient; income 

and wage data both showed solid gains and jobless rates remain at 

historic lows. 

Nonetheless, Global Purchasing Managers Indexes (PMIs) are slowing 

with developed markets lagging emerging markets.  It appears 

the derivative impacts from trade disputes are weighing on CEO 

confidence and causing firms to hold off on capital expenditures. The 

risk remains that corporate and global leaders will postpone their 

investment decisions until after the 2020 US election.

As a result, Central banks around the world are once again easing 

monetary policy or preparing to do so, which is fueling investor 

optimism.  While markets have been responding positively to 

encouraging trade negotiations, monetary policy has been a 

significant driver of investor sentiment.  In the fourth quarter of 

last year, stocks dropped 20% as investors worried that the Fed’s 

December rate hike (and comments from Powell about the possibility 

for further hikes in 2019) would push the US economy into recession 

in 2019. By the end of the first quarter, however, the Fed had pivoted 

to a more neutral stance removing any thought of rate hikes from 

investors’ radar. By the end of the second quarter, the Fed appears 

to have pivoted again, with dovish commentary from Fed Chairman 

Powell leading investors to expect two to three rate cuts in the second 

half of 2019.

Currently, expected Fed cuts are being perceived more as an 

“insurance policy” to combat the prospective hit to the economy from 

ongoing trade wars and overall slowing global growth.  This is similar 

to what happened during the easing cycles in 1995, 1998, 2012 and 

2016. During those periods, stocks actually moved higher as the yield 

curve steepened.   Historically, equity markets perform well the year 

following the initiation of a new Fed easing cycle. 

Even at current levels, we do not view equity markets as significantly 

overvalued, nor do we see evidence of a recession or bubble 

that would lead to a sell-off strong enough, and long enough to 

justify shifting to a more conservative positioning. However, as 

we enter earnings season, estimates are for S&P 500 earnings to 

decline2.6%, which would mark the second straight quarter of year-

over-year earnings declines as the first quarter registered a modest 

contraction. It would be hard to get meaningful multiple expansions 

as long as sell-side consensus estimates continue to come down.  

Therefore, volatility may stay elevated as investors weigh the benefits 

of monetary stimulus against fundamental drivers such as corporate 

earnings and the economy. If earnings prove to be resilient, and global 

growth starts to inflect higher through the second half of 2019, stocks 

can continue to move higher and deliver respectable returns.  

NEAR-TERM SECTOR POSITIONING PERSPECTIVE

Within equity sectors, we are most bullish on Technology and 

Healthcare and believe Communication Services, Financials, and 

REITs are the least attractive sectors.  

SECTOR   TACTICAL POSITIONING

Information Technology Overweight
Healthcare  Overweight
Energy   Market-Weight
Consumer Staples  Market-Weight 
Consumer Discretionary Market-Weight
Industrials  Market-Weight
Materials   Market-Weight
Utilities   Market-Weight
Financials   Under-weight
Communications Services Under-weight
Real Estate  Under-weight

Our overweight to Technology is driven more by bottom up analysis 

where we’ve found a number of companies with strong competitive 

positions and good relative growth prospects.  We note that IT 

spending growth of approximately five percent in 2019, though down 

from eight percent in 2018, still exceeds the growth rates of most 

other sectors and is approximately two times GDP growth. However, 

trade negotiations with China could be a key binary outcome which 

bears close monitoring.

Healthcare is traditionally a defensive sector.  Valuations are 

attractive again, with sector price to earnings ratio near historic lows 

on a relative basis. However, as we enter the 2020 election season, 

it will likely remain volatile and continue to be impacted by policy 

headwinds and election rhetoric regarding drug pricing and Medicare 

for all. Consolidation should continue to be a major theme, and we 

expect further deals to emerge (such as the AbbVie/Allergan and 

CVS/AET mergers).   
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We are least bullish on Financials, and particularly banks, as the yield curve dramatically limits net interest income.  The low long-term yields also 

continue to create a challenging environment for insurance companies, while most of the benefits of regulatory reform appear to be priced into the 

stocks.  We are maintaining exposure to those best of breed institutions that continue to take share.

Communication Services is a challenged sector, particularly for dividend paying stocks.  The relative valuations on most metrics also look expensive.  

Google and Facebook (both non-dividend payers) constitute about fifty-percent of the sector and antitrust concerns may weigh on these stocks in the 

near term.  In our view, many of the remaining telecom, entertainment, and media stocks face challenging industry and/or company fundamentals 

that include slower growth, higher costs, and increased competition.

 IN SUMMARY

The dovish shift by the Federal Reserve has offered equity markets a boost over the first half of 2019. While economic growth has slowed and leading 

indicators have deteriorated, they are not yet signaling elevated recession risk. We therefore concede that equities could continue to enjoy gains in the 

second half of the year, but we will need to see economic growth reassert itself to the upside later this year for the gains to prove lasting.

Investment products such as stocks, bonds, and 
mutual funds may lose value and are not insured or 
guaranteed by Boston Private Wealth LLC, 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. 

This publication is intended for informational 
purposes and is not a solicitation or an offer to buy any 
security or instrument or to participate in any trading 
strategy. 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. All sourced information is believed 
to be reliable but has not been independently verified. 
This publication discusses general market activity, 
industry or sector trends, or other broadbased 
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. 

This publication is meant to offer general 
information about ideas and strategies and is solely 
for discussion purposes, as the readiness and 
efficacy of any strategy are dependent upon each 
investor’s facts and circumstances. Please consult 
with your independent attorney or tax advisor for 
final recommendations and before changing or 
implementing any financial strategy. 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. 

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. When interest 
rates go up, bond prices typically drop, and vice 
versa. There may be less information available 
on the financial condition of issuers of municipal 
securities than for public corporations. The market for 
municipal bonds may be less liquid than for taxable 
bonds. A portion of the income may be taxable. 
Some municipal security investors may be subject 

to Alternative Minimum Tax (AMT). Asset allocation, 
diversification and rebalancing do not ensure a profit 
or protect against loss in declining markets. 

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.

Neither Boston Private Wealth LLC, nor its 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.

For additional information about our fees and services 
please visit our website www.bostonprivate.com or 
call us at 1-800-422-6172. Boston Private Wealth LLC 
is a registered investment adviser and wholly-owned 
subsidiary of Boston Private Bank & Trust Company.
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