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IN SHORT

• The list of market concerns grows longer

• Corporate bonds are showing very few signs of stress

• Municipals continue to be a favored fixed-income sector

THE LIST OF MARKET CONCERNS GROWS LONGER
As we start the final quarter of 2019, the market’s proverbial “wall of 

worry” is getting more daunting, as the list of investor concerns seems 

to grow longer by the week. Tensions with North Korea appear to be 

heating up, along with Turkey and Syria. The Middle East continues to 

be unstable and the United Kingdom is no closer to an orderly departure 

from the European Union. Recently, investors can add impeachment 

inquiry to the list in addition; economic growth is slowing both in the U.S. 

and abroad, especially in the manufacturing sector as a result of the 

persistent trade war with China. While the market has generally been 

adept at shrugging off macro concerns, a persistent lack of business 

confidence and investment has led to an unquestionable degradation 

of economic data. The ISM Manufacturing Survey started to decline in 

the fourth quarter of 2018 and has recently moved below a reading of 

50, which is considered contractionary. Since most of the U.S. economy 

is service-based, many consider the ISM Non-Manufacturing survey 

to be more indicative of economic conditions, and that metric has also 

started to slip lower. In a tangible example of manufacturing weakness 

outside of the U.S., German factory orders have been negative for 

fifteen straight months (percentage change year-over-year). Without 

any support on the fiscal policy side, the Federal Reserve has cut the 

Federal Funds Rate twice so far in 2019 to help support the economy 

and shore up confidence. Currently, the market is predicting one more 

0.25% rate cut in 2019 and one to two rate cuts in 2020. The net effect 

on the bond markets has been lower yields across all maturities. The 

Ten Year Treasury Yield, the most followed interest rate proxy, has 

declined by a remarkable 1.5% from a year ago, leading the way for 

impressive bond returns year-to-date. 

CORPORATE BONDS ARE SHOWING VERY FEW SIGNS 
OF STRESS
While lower yields are displaying some cause for concern, we are 

encouraged by the relative health of corporate credit markets. While 

corporate bond spreads have exhibited some weakness recently, they 

are still at tight levels, signifying that risk appetite still prevails. For 

example, the Bloomberg Intermediate Corporate Index currently yields 

0.90% more than a like maturity Treasury. Over the last five years, this 

spread has been 

as high as 1.87% 

(signifying market 

stress), and as 

low as 0.66%, so 

current levels are 

still signaling a 

healthy market and 

risk appetite. We are 

also encouraged 

by issuance trends 

that occurred in 

September. In the 

investment-grade 

corporate bond 

market, September 

had the largest 

amount of monthly 

RETURN %

FIXED INCOME RETURNS BY 
SECTOR

Q3 
2019 YTD 2019

Intermediate Muni ** 0.54 4.37

Intermediate Treasury 1.18 5.22

Mortgage Backed*** 1.37 5.60

Government Agency 1.37 5.67

Intermediate Corporate 1.74 8.94

US Corporate High Yield 1.33 11.40

***Bloomberg Barclays US MBS Fixed Rate
**  Bloomberg Barclays 5 Year Muni
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issuance year-to-date led by Apple Inc., Deere & Co. and Walt Disney Co., 

who combined, borrowed almost $75 billion. When issuers need to raise 

large amounts of money in the bond market, there needs to be willing 

buyers. It is a positive sign that all the supply was absorbed, and demand 

was robust. Last year, we were concerned about declining foreign demand, 

but that has subsequently increased, especially demand from Asian 

buyers. On the fundamental side, company financial leverage remains 

mildly elevated as companies still spend a large portion of operating cash 

flow on dividends and share buybacks. However, cash flows are robust 

and the ability to pay back debt obligations is strong. We are comfortable 

owning corporate credit at this point in the cycle mainly for the yield 

advantage corporate bonds offer over comparable government securities. 

We favor erring on the side of higher quality and recommend being careful 

with issuer and sector selection. Overall, we have a bias towards financials, 

especially REITS, banks, brokers and insurance companies. 

MUNICIPALS CONTINUE TO BE A FAVORED FIXED 
INCOME SECTOR
Municipal bonds continue to be a favorite asset class of fixed-income 

investors, sought after for their tax-exempt income and their lower 

volatility. Year-to-date flows into mutual funds and ETFs have totaled over 

$65 billion year-to-date (CreditSights). Luckily, supply from new issuers 

has also increased; causing relative valuation versus Treasuries to be 

the most attractive it has been all year, despite rates being much lower. 

Currently, we favor a barbell approach that overweights short maturities 

(0-3 years) and long maturities (7+ years). State fundamentals have been 

mostly positive, and most states have seen increasing property, sales 

and income tax revenues increase. A strong consumer has buoyed state 

finances as personal income growth in the U.S. is tracking at 5.4% annually. 

In state-specific news, Illinois and Pennsylvania both received improved 

rating outlooks from Fitch, Moodys put Alaska on negative watch and 

Connecticut has stabilized its finances and remains on positive outlook 

by S&P. Even though rates remain low, we still view municipal bonds as 

an important part of an overall asset allocation, but do recommend being 

tactical deploying cash. Higher rates and attractive relative value versus 

Treasuries will be treated as buying opportunities as we head into the final 

months of the year.

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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