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• The economic picture continues to diverge at home and 
abroad. Domestically, the primary consumer confidence 
reading surged to 133.4, the highest level in 18 years. This is 
an exceptionally strong number that supports an expectation 
of sustained spending in a demand-driven US economy. Global 
conditions have been much less robust, with weakness in China 
and many emerging markets.   

• Meanwhile, Q2 GDP increased from 4.1% to 4.2% in the first 
revision. The drag from inventory declines was slightly less 
than originally reported, though while the adjustment to net 
trade was positive, it was largely the result of net exports being 
revised down by less than net imports, hardly an encouraging 
revision. Despite strong consumer confidence, our Q3 outlook 
– a modest slowdown from an elevated Q2 to a still healthy 
Q3 reading - is unchanged.

• Negotiations to revise NAFTA broke down at month end, after 
a Toronto newspaper leaked off-the-record comments 
indicating the US would refuse to make concessions to the 
Canadians. Some form of a deal had looked increasingly likely 
after the administration had announced the parameters of a 
potential US-Mexico deal earlier that week. However, with 
Trump now threatening, over bipartisan opposition, to push 
for a termination of NAFTA and forge ahead with the bilateral 
deal with Mexico, the twenty-five-year-old trade agreement’s 
future has become uncertain. Mexico has indicated they are 
not interested in pursuing a bilateral deal that excludes 
Canada, and the power of the President to reverse a 
Congressionally-approved trade agreement has not yet been 
tested.

• The setback in NAFTA talks may also have negative 
implications for trade talks with China. The Trump 
Administration has indicated they will only turn to China after 
they have renegotiated NAFTA, delaying any potential 
resolution.  Complicating matters, Trump has indicated he will 
move forward with an additional $200B of 25% tariffs on 
Chinese imports with a formal announcement due any day as 
of present writing, and surprised the markets by mentioning a 
further $267B in tariffs “ready to go on short notice.”  For now, 
both the US and Chinese have committed to continue 
discussions. 

• The Federal Reserve is widely expected to hike short term 
interest rates to a range of 2-2.25% on September 26th, with
the implied probability of a hike standing at nearly 95% at 
month end.  With the effective Fed Funds Rate at 1.91% and 
Core PCE inflation at 1.99%, the expected hike would move the 
“real” overnight rate from modestly negative to modestly 
positive for the first time since the Great Recession. Indeed, 
the Fed indicated they may soon drop the word 
“accommodative” from their assessment of the current policy 
stance.  After more than a decade of stimulus, the return to a 
normalized short term rate environment is a healthy 
development and speaks to the strength of the US economy.   
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Consumer Confidence Remains On the Rise 

Source: Bloomberg Source: Conference Board Consumer Confidence Index
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• Most major US stock indices hit all-time highs in late August, as 
the bull market staked a claim as the longest in history.
Investors are questioning how long the party can last, although 
bull markets do not simply die of old age. Rather, they tend to 
reflect economic downturns. That said, recession warning 
indicators are not flashing red. Money and credit are circulating, 
while the yield curve has not inverted. The US economy is coming 
off a 4%+ GDP quarter and is likely to finish with 3%+ growth for 
the year. Corporate earnings grew roughly 25% in Q1 and Q2 and 
are expected to increase by 20% in the second half of the year. 
Profit margins are near all-time highs.  Confidence remains high, 
as shown by “soft data” (surveys) and “hard data” (retail sales 
and capital expenditures). Lastly, valuation levels are reasonable, 
with a forward S&P 500 P/E of 16.9x, well below last year’s 
ending value of 18.3x. There are always risks, best illustrated by 
current trade tensions, emerging markets contagion concerns, 
and geopolitical flareups. We will be mindful of these as we head 
into the historically challenging Fall season. 

• It has been hard to ignore the short-term relationship between 
US equities and the US dollar. When equities have sold-off during 
recent bouts of volatility, it has generally been associated with 
sharp dollar strengthening. While unnerving, we see this 
dynamic as more a reflection of a “risk-off” trade than 
underlying market fundamentals.  A receding dollar has often 
subsequently boosted equities.  Why is this the case?  The dollar 
has long been a “safe-haven” currency, and demand for dollars 
often follows destabilizing headlines. For example, as trade 
tensions rise, investors wager that the US will be less impacted 
than most of our trade partners, thereby bumping the dollar. 
Unsettling dynamics in countries such as Turkey, Argentina, South 
Africa and Indonesia have also led traders to seek comfort 
outside those markets in dollars. Should US interest rates rise 
more than anticipated, the dollar could push higher which have a 
negative effect on US exporters. This concern has not yet 
manifested itself. Corporate fundamentals measured over a 
much longer time frame than short-term currency swings have 
driven the US equity market’s trajectory, although we are 
keeping a close eye on currency. 

• August looked like it was going to be a tough month for oil, with 
Brent prices falling nearly 6% by mid-month. The weakness was 
driven by a potential slowdown in global growth, spurred on by 
the ongoing US-China trade dispute and perceived risk to Chinese 
oil demand. Brent and West Texas Intermediate (WTI) enjoyed a 
reversal later in the month with prices ending largely unchanged. 
Prices have responded to reports of crimping Iranian exports, 
lower than expected US inventory, and hopes that trade tensions 
might be dialed down. Our interest in oil reflects the importance 
of a healthy and reasonably stable market price, and we will be 
assessing economic impact as WTI looks to regain the 
$70/barrel mark.

The Current Bull Market May Soon be the Longest Ever

U.S. Dollar Index

WTI Crude Oil Spot Price ($/barrel)

Source: LPL Research, FactSet, CFRA 8/08/18

Source: FactSet Prices

Source: FactSet Prices
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• A long era of accommodative monetary policy, favorable credit 

conditions, and a thirst for tax-advantaged income have driven 

yields in the tax-exempt high yield market to record low levels.  

In fact, the Barclays High Yield Municipal Bond Index yield to 

worst of 4.74% recorded on 8/31/18 represents the lowest 

level since the Index’s 1/1/95 inception. The extent to which 

muni high yield spreads have compressed relative to the 

investment grade market is also noteworthy.  The 

accompanying chart details the spread between the Barclays 

Municipal High Yield and Investment Grade indices measured 

on a yield to worst basis.  August ended with a paltry spread 

of 2.06%, the lowest relative risk premium since 11/30/07,

prior to the onset of the Great Recession, a time that also 

reflected widespread use of 3rd party bond insurance 

guarantees, a credit backstop that has since largely dissipated.  

• In our view, today’s tight high yield spreads introduce a 
relative value consideration, as advisors and investors assess 
the adequacy of tax-exempt high yield risk premiums.  While 
nominal tax equivalent high yield coupons may still appear 
attractive, an extended “risk-on” environment has given 
investors an opportunity to consider the merits of reallocating 
a portion of their portfolio into more liquid, higher grade tax-
exempt exposure.    

• Investment Grade credit markets were calm throughout the 
month of August. The dog days of summer lived up to their 
reputation as market participants took advantage of the 
summer slowdown.  Market volatility and deal volume was 
low, with issuers only pricing $75.4 billion of new bonds during 
the month, 23% lower than the same time during 2017. Most 
of the issuance was in the first two weeks, the most notable 
offering being an $11 billion seven part deal brought by United 
Technologies to fund its acquisition of Rockwell Collins. This 
was the largest M&A-related deal to come to market since 
June and, at four times oversubscribed, it offered reassurance 
that appetite for high grade credit remains strong.  

• A noticeable trend hitting the new issuance market has been 
an increase of short dated floating rate notes (FRNs). The 
flattening of the yield curve is providing an opportunity for 
issuers to take advantage of investor demand for shorter 
dated bonds yielding nearly as much as longer maturity issues. 
The combination of low volatility, sluggish transaction volume, 
and minimal recent issuance kept credit spreads tight as 
summer came to a close.

Source: Bloomberg
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Municipal Spread Compression:
High Yield Relative To Investment Grade 
(% differential) 
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For questions concerning our financial planning or wealth management services, please contact 

Jim O’Neil, Managing Director, 617-338-0700 x775, joneil@appletonpartners.com

With US equity markets hitting all-time highs, many investors are prudently reassessing their portfolio risk, often with an eye towards

refining asset allocation and related investment strategy. This is a process we strongly encourage and incorporate into our private client

relationships. While integral to our wealth management services, macroeconomic and market risk is only one part of the risk

management and planning equation.

It is important to focus more on individualized risks, namely financial matters that can be easily overlooked. Insuring against real world

personal risks is as important to protecting one’s future as optimizing asset allocation strategy.

Insurance is a far less exciting topic than the state of the “FANG” stocks. Nonetheless, failure to properly assess and address these risks

can introduce significant and even potentially catastrophic consequences. We recommend our clients perform an annual “insurance

checkup” with their insurance professional to ensure that there are no coverage gaps, and that you and your family are adequately

protected against the unexpected. Items to consider include:

Property & Casualty (P&C) Coverage:

Are your coverages reflective of the current replacement value of your house 
and possessions?

Are there any items that are not “scheduled” for coverage, such as expensive 
jewelry, artwork and other heirlooms?

Automobile Coverage:

Does a nanny or au-pair drive the family car or SUV?

Do you have adequate uninsured motorist coverage?

Are the underlying compulsory coverages sufficient to suit your personal 
circumstances?

Life Insurance:

Are you comfortable with your current coverage given your family 
circumstances and wealth?  

Do you have old policies in need of review?

Umbrella or Excess Liability:
Have you considered purchasing excess coverage to insure against large losses 
that your core insurance may not fully meet?

Long Term Care:

Have you considered the cost and impact on your family should you require in-
home or nursing home care?  

Does your policy have an adequate inflation rider?

Disability Coverage:
Are you adequately covered in the event you become disabled and unable to 
work?



This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only, and not to suggest any specific performance or
results, nor should it be considered investment, financial, tax or other professional advice. It is not an offer or solicitation. Views regarding the economy, securities markets or other specialized areas, like all
predictors of future events, cannot be guaranteed to be accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently
verified the correctness of any of their inputs or calculations and, therefore, does not warranty the accuracy of any third-party sources or information. Specific securities identified and described may or may not
be held in portfolios managed by the Adviser and do not represent all of the securities purchased, sold, or recommended for advisory clients. The reader should not assume that investments in the securities
identified and discussed were or will be profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.
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APPLETON PARTNERS, INC. 

PRIVATE CLIENT SERVICES

• Founded in 1986 and located in Boston, MA

• 100% employee owned and operated 

• Collaborative, team-oriented culture marked by personnel continuity

• Professional staff of 46 dedicated to supporting all aspects of our clients’ 
financial lives

• Personalized, high-touch service backed by recognized asset 
management expertise 

• Entrusted with $9.5 billion of client assets

• Private client services should be customized and objective-based 

• Transparency and accessibility are core Appleton commitments

• Goal-oriented and risk sensitive growth, income and tax efficiency are 
integral to our portfolio management approach

• Our active investment strategies emphasize liquidity and flexibility

• Separate accounts are best suited to meeting specific 
investment objectives

• Qualitative insight and deep proprietary research can uncover attractive 
investment opportunities

OUR DEFINING

BELIEFS

OUR HERITAGE


