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Market ReviewMarket Review

Bonds Stocks Alternatives

• The S&P 500 gained 2.3% in the third quarter, closing the quarter at 7,652, with record highs set along the way. Despite hitting 

record highs, U.S. stocks largely traded sideways over the summer. Despite the narrow range of the broader index, sector returns 

diverged in the quarter—energy, technology and communication services were the only positive sectors, while the others were 

down mid-single digits in the quarter. 

• Foreign equities underperformed in the quarter—as both developed international and emerging markets were basically flat during 

over the summer months. A stronger U.S. dollar over the quarter was a headwind for European equities. However, Japanese stocks 

outperformed in dollar terms (up 6%) thanks to a stronger Yen over the quarter. Emerging-markets fell slightly in the quarter, but 

remain up over 23% on the year.

• The quarter’s real story was in the bond market: the Federal Reserve delivered its first hike in more than three years, the 10-year 

Treasury yield closed the quarter at 5.29%, near its highest since 2007. The 30-year reached 5.63%, its highest level since 2002. The 

rise in rates resulted in core bonds falling 3.5% over the quarter—the index’s worst quarter since 2022.
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Headline index return covers up sector dispersion
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S&P 500 Sector Returns (as of 9/30/2026)
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• Narrow leadership: Only two of the 11 sectors are beating the S&P 500's 12.7% year-to-date return: Energy (+40.3%) and Information 

Technology (+28.4%). Consumer Discretionary, Financials, and Utilities are all negative this year.

• Rates and oil drove third quarter performance: Energy (+17.2%) and Technology (+7.2%) led the quarter. Rate-sensitive sectors 

lagged as the 10-year yield rose to 5.29%, with Utilities (-12.4%), Industrials (-9.7%), and Real Estate (-5.6%) the weakest.
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Rates move higher in the quarter
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Fed Funds Target Rate vs. U.S. Treasury Yields
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• The Fed's September 16th move put the funds rate at 3.75%-4%, still roughly 150 bps below the 2023-24 peak. Treasury yields have 

moved much further than policy, with the 2-year near 4.9% and the 10-year near 5.3%.

• The market is ahead of the Fed. The 2-year yield sits about 100 bps above the funds rate and well above the FOMC's 4.1% median 

year-end projection. Investors are pricing in more tightening than the committee has signaled.

• Yields have broken out of their post-2022 range. The 10-year is now above its 2023 peak and at its highest since 2007. That reflects 

more than Fed policy, with growth, deficits, and heavy AI-related debt issuance pushing up long-term yields.
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FOMC projects one more hike before holding steady
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• The Fed’s own projected rate 

path is higher, then flat. The 

median dot sits at about 4.1% for 

both 2026 and 2027, which 

implies one more hike this year 

and then a hold. The committee 

only sees easing in 2028-29, when 

the median drifts down to 

roughly 3.6%.

• Markets are pricing a much 

higher path. Fed funds futures sit 

above the dots in every year 

after 2026, reaching roughly 4.7% 

in 2027 and 5.0-5.1% by 2029. 

That's about 150 bps above the 

committee's median in 2029, so 

investors are betting the Fed will 

do more than it has projected.
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FOMC does not see downside risks to economic growth

• The Fed's September 16th move put the funds rate at 3.75%-4%, still roughly 150 bps below the 2023-24 peak. Treasury yields have 

moved much further than policy, with the 2-year near 4.9% and the 10-year near 5.3%.

• The market is ahead of the Fed. The 2-year yield sits about 100 bps above the funds rate and well above the FOMC's 4.1% median 

year-end projection. Investors are pricing in more tightening than the committee has signaled.

• Yields have broken out of their post-2022 range. The 10-year is now above its 2023 peak and at its highest since 2007. That reflects 

more than Fed policy, with growth, deficits, and heavy AI-related debt issuance pushing up long-term yields.



7
Disclosures:  This material is for informational purposes only and does not constitute investment advice or a recommendation. Past performa nce is not indicative of future results. Investing involves risk, 

including the possible loss of principal.

FOMC is uncertain about inflation
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• Uncertainty about growth and jobs has fallen. The count for GDP growth fell to about 8 and for the unemployment rate to about 7, 

from 15-16 earlier this year. Participants are now far more confident in the real economy’s outlook.

• The Fed’s focus is narrowing to inflation. With the other two risks fading and inflation uncertainty still elevated, inflation is the one 

open question left. That helps explain the unanimous hike in September and why markets are pricing more tightening.
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Above target inflation isn’t contained to just energy
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• Inflation is still broad-based with about half of PCE components are still running above 3% on a 12-month basis. That’s well below 

the 2022 peak (~75%) but far above the 15-25% range of the 2010s, so price pressures aren’t confined to a few categories.

• Short-term momentum is cooling: The 6-month measure has dropped to roughly 42%, from about 55% earlier this year. That’s 

consistent with the softer July and August core PCE readings.

• Progress has stalled above pre-2020 levels as the share of components above 3% has hovered around 40-50% since 2024 rather than 

falling back toward the 2010s range. That supports the Fed’s view that the inflation fight is unfinished.
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Treasury yields on the rise
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U.S. Treasury yields: 10-year and 30-year

10-Year U.S. Treasury 30-Year U.S. Treasury

• Yields are back at pre-crisis levels: The 10-year ended the quarter at 5.29%, near its 2007 high, and the 30-year at 5.63%, a level last 

seen in 2002. That’s roughly 480 bps above the 10-year’s 2020 low of about 0.5%.

• The 10-year rose more than 50 bps in September alone, and the curve bear-steepened over the quarter. The 30-year is moving 

further above shorter maturities, so investors are demanding more compensation for duration.

• Higher yields are a return to the norm, not an outlier. The 10-year spent most of the 1990s and 2000s between 4% and 8%. The 2010-

2021 period of low yields was the exception.



10
Disclosures:  This material is for informational purposes only and does not constitute investment advice or a recommendation. Past performa nce is not indicative of future results. Investing involves risk, 

including the possible loss of principal.

But the move has been in real yields, not long-run inflation expectationsBut the move has been in real yields, not long-run inflation expectations

• The move is in real yields. The 10-year real yield is near 2.9%, close to its 2008 high and about four percentage points above its 2021 

low.

• Inflation expectations haven’t moved meaningfully at this point. The 10-year breakeven has stayed in a tight 2.2-2.5% band since 

2023, so inflation fears aren’t driving yields. 

• Growth and supply are the likelier drivers: Rising real rates alongside stable inflation expectations point to strong nominal growth 

(currently about 7%), the current AI CAPEX boom, and heavy Treasury and corporate bond supply. The economy is strong enough to 

bear a higher cost of capital.
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Hyperscalers tap the debt markets

• AI debt issuance has gone from 
a rounding error to a major 
force. AI-related debt is now 
above 30% of Treasury issuance 
so far in 2026. 

• The Treasury has competition 
for buyers: The government is 
running a deficit of about $2 
trillion (over 6% of GDP) while 
hyperscalers issue record debt 
to fund the AI buildout.

• Supply is pushing yields up at 
the long end. More bonds 
chasing a limited pool of buyers 
forces the yield needed to clear 
the market higher. 
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Despite multiple corrections, tech sector remains resilient
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• Tech has already had two corrections in 2026—both fully recovered. Technology fell about 18% in March and about 14% in July, and 

each time it climbed back to its prior high within a few months. 

• The rebound was sharp following the late-July low. The tech sector is up 16.2% from recent lows. The sector ended the quarter at a 

new high and is up 28.4% year to date, behind only the energy sector.
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Exceptional earnings has lowered tech valuations
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• Tech’s multiple has compressed even as prices rallied. The forward P/E is 20.8x, down from over 30x about a year ago.

• Earnings growth, not multiple expansion, is doing the work. S&P 500 third quarter earnings are expected to grow about 29% year 

over year, a third straight quarter above 25%. Tech earnings are expected to grow about 65%, per FactSet data.

• Valuation looks now reasonable against recent history. The multiple is below its five-year average even with the group at the center 

of the AI trade. The market is paying less per dollar of earnings than it was a year ago thanks to stellar earnings growth.
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Bond and equity markets not reading the same playbook

• Bond volatility has surged while equity volatility has stayed calm. The MOVE Index jumped to about 110, close to its March peak of 

115, as the 10-year yield rose more than half a point in September. The VIX stayed near 16, roughly half its March high.

• The two markets are focused on different things. Bond investors are pricing a hawkish Fed and record Treasury and AI-related debt 

supply. Equity investors are looking at 29% expected Q3 earnings growth and tech’s rebound. Either rates volatility settles down or 

the VIX catches up—the gap is unlikely to persist.
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Note: The graphs, charts and other visual aids are provided for informational purposes only. None of these graphs, charts or visual aids can of themselves be used to 

make investment decisions.
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looking statements” and due to various risks and uncertainties actual events or results may differ from those projected. Some information contained in this report 

may be derived from sources that we believe to be reliable; however, we do not guarantee the accuracy or timeliness of such information. Past performance may 
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made. Indexes are unmanaged vehicles that do not account for the deduction of fees and expenses generally associated with investable products. A list of all 

recommendations made by iMGPFM within the immediately preceding one year is available upon request at no charge. For additional information about iMGPFM, 

please consult the Firm’s Form ADV disclosure documents, the most recent versions of which are available on the SEC’s Investment Adviser Public Disclosure website 

(adviserinfo.sec.gov) and may otherwise be made available upon written request.

This presentation is for informational purposes only and does not constitute a recommendation, offer, or solicitation to buy or sell any securities or investment 
strategies. The information contained herein reflects the views of Meridian Financial Partners as of the date of this presentation and is subject to change without 
notice. While we believe the information provided is reliable, we do not guarantee its accuracy or completeness.

Meridian Financial Partners is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Registration does not imply a certain level of 
skill or training. More information about our firm, including our services, fees, and any conflicts of interest, is available in our Form ADV, which is available upon 
request or at https://meridianfinancialpartners.com/wp-content/uploads/2025/03/20250313-Meridian-CRS-ADV-Client-Disclosures.pdf

Past performance is not indicative of future results. Investing involves risk, including the potential loss of principal. No investment strategy can guarantee a profit or 
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