
Quarterly Economic Review
October 2017



Executive Summary

•	Despite its reputation as the worst seasonal period for stocks, global stock markets rallied 
again. Emerging-market stocks were strongest, surging 8%, followed by European stocks, 
which gained 6.2%. More broadly, developed international stocks rose 5.5%. For the third 
consecutive quarter, the U.S. dollar depreciated against foreign currencies, boosting dollar-
based investor returns in these markets.

•	The U.S. market delivered strong returns in the third quarter, extending its winning streak 
to eight consecutive quarters and a remarkable 18 out of the last 19 quarters. The S&P 500 
Index closed at an all-time high, gaining 4.5%.

•	Within the U.S. market, larger-cap growth stocks—technology stocks in particular—
continued their year-to-date dominance over smaller-cap and value stocks, a sharp 
reversal from what we saw last year. Looking at industry sectors, energy stocks had a big 
rebound as oil prices rose above $50. But for the year, the sector is still down 6.6%, while 
technology and health care have soared 27% and 20%, respectively. 

•	One indicator of how calm the stock market has been this year is that its largest decline 
(drawdown) has been a loss of 2.8% (from March 1 to April 13). Going back to 1929, 
there has been only one calendar year when the largest drawdown was smaller than that, 
according to Ned Davis Research. 

•	Moving to the fixed-income markets, core investment-grade bonds inched up 0.7% for 
the quarter. The 10-year Treasury yield (which moves inversely to bond prices) ended the 
quarter flat, but this masked intra-quarter shifts. It bottomed in early September as fears 
over North Korea, hurricanes, and political events peaked. But the yield shot up into 
month-end, closing the quarter right about where it stood three months earlier.
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Economic Overview

Returns for 3rd Quarter 2017 were strongly positive across all asset classes.
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For the first time since 2007, all 45 of the world’s largest economies are seeing growth.
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This globally synchronized recovery is slowing, but still shows positive growth.
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However, global growth is counterbalanced by a long list of worries. 
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In the US, political execution and policy changes are stalling...
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Around the globe, geopolitical threats now outpace acts in a manner reminiscent of 
the Cold War.
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And there are plenty of threats to be worried about...
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...Which may lead to bouts of short term volatility.
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In the US, the S&P continues to hit historic high marks...
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...And the long recovery continues.
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Corporate earnings are growing, and support upward market movement.
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Also, jobs continue to be added, and unemployment is at historic lows.
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Inflation is contained and far under the long-term average.
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Even all of the excitement over the “FAANG” Stocks is not unreasonable.
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The classic signs of excess that indicate a bubble are absent.
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And, leading economic and financial indicators are still mostly positive, although the 
three yellow indicators are large in scope!
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Global equities have started significant recovery since the start of 2017, yet still lag 
behind US market recovery.
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US and global markets have traditionally paced each other--global markets still have 
significant room to grow to revert to the long-term trend.
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Year to date, global market returns have been boosted by the weakening US dollar...
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...And international earnings are growing strongly as well. 
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International markets could lead global returns, with lower valuations and higher 
dividend yields. 
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In the US fixed income market, the Federal Reserve is set to raise rates once more in 
2017, and three times in 2018.
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Equity investors should not fear initial Fed rate hikes. 
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However, bond holders should be cautious.
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Despite the impact of rising rates on bonds, historically bonds have provided insurance 
against a weak stock market. 
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Going forward, current valuations in the stock market imply a 5-6% return on equities 
over the next decade.
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For bonds, current yields imply a return of 0-2% over the next decade.
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These late-cycle portfolio returns challenge long-term investors, where  prudently 
balanced portfolio may “only” return 5% over the next decade.
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Patience and diversification will continue to be critical to mitigate volatility.

30



Economic Overview

Portfolio Implications

•	Many positive economic indicators in support of a synchronized global growth recovery. But, 
as always, there are significant uncertainties and “unknowables” when it comes to economic 
forecasting. Humility and intellectual honesty—knowing what you don’t know and what you 
can’t know and can’t accurately predict—are crucial. Stock market corrections can happen any 
time despite the global economy’s current health, and investors should prepare themselves 
for market dips and drops along the way.

•	However, based on current valuations and longer-term earnings fundamentals—and even 
putting aside any near-term political or geopolitical risks—U.S. stocks present unattractive 
expected returns over the immediate investment horizon.  Valuation risk is high and offers no 
margin of safety in the event the optimistic scenario currently baked into valuations doesn’t 
play out.

•	Outside of the United States, there is strong potential for both improving earnings growth 
and higher valuations—leading to relatively attractive longer-term expected returns. It seems 
the outperformance of foreign stocks still has room to run given their superior valuations and 
earnings growth potential versus the U.S market. 

•	In fixed income, the current paltry yields and unattractive longer-term (five-year) return 
prospects are challenging, yet bonds still play a role in volatility dampening.  Thoughtful 
exposure to more flexible and opportunistic fixed-income funds as well as careful exposure to 
the attractive portion of the current yield curve should provide some protection against rising 
interest rates and inflation.

•	We don’t expect a recession in the near term, but we remain alert to and positioned to meet 
the high level of uncertainty that characterizes both global financial markets and the current 
geopolitical environment. We maintain exposure to assets—core bonds in particular—that 
should generate positive returns in the event of a recession and a bear market in stocks. 

•	Careful examination of asset allocation, risk tolerance, and long term returns needs is 
required of most investors.
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Disclosures 

•	 Please remember that past performance may not be indicative of future results. Therefore, no 
current or prospective client should assume that the future performance of any specific investment, 
investment strategy (including the investments and/or investment strategies recommended by the 
adviser), will be profitable or equal to past performance levels.

•	 Due to various factors, including changing market conditions and/or applicable laws, the content 
may no longer be reflective of current opinions or positions. Moreover, you should not assume 
that any discussion or information contained in this newsletter serves as the receipt of, or as a 
substitute for, personalized investment advice from Meridian. The discussion is general in nature, 
and therefore not intended to recommend or endorse any asset class, security, or technical 
aspect of any security for the purpose of allowing a reader to use the approach on their own. 
Before participating in any investment program or making any investment, clients as well as 
all other readers are encouraged to consult with the professional advisor of his/her choosing, 
including investment advisers and tax advisors. Meridian is neither a law firm nor a certified 
public accounting firm and no portion of the newsletter content should be construed as legal 
or accounting advice. To the extent that clients as well as all other readers have any questions 
regarding the applicability of any specific issue discussed above to his/her individual situation, he/
she is encouraged to consult with the professional advisor of his/her choosing.  Meridian Financial 
Partners, LLC can assist in determining a suitable investment approach for a given individual, which 
may or may not closely resemble the strategies outlined herein. 

•	 Any charts, graphs, or visual aids presented herein are intended to demonstrate concepts more 
fully discussed in the text of this brochure, and which cannot be fully explained without the 
assistance of a professional from Meridian Financial Partners, LLC. Readers should not in any 
way interpret these visual aids as a device with which to ascertain investment decisions or an 
investment approach. Only your professional adviser should interpret this information. 

•	 The S&P 500 is an unmanaged index used as a general measure of performance. The Barclays 
Aggregate Bond index is a generally accepted measure of bond performance. You cannot invest 
directly in an index, and therefore performance of these indices cannot be shown net of fees or 
expenses. These fees would, if imposed, have a materially adverse effect on performance.

•	 All investment strategies have the potential for profit or loss. Changes in investment strategies, 
contributions or withdrawals may materially alter the performance and results of your portfolio. 
Different types of investments involve varying degrees of risk, and there can be no assurance that 
the future performance of any specific investment, investment strategy, or product (including the 
investments and/or investment strategies recommended or undertaken by Meridian Financial 
Partners, Inc. (“Meridian”), or any non-investment related content, made reference to directly 
or indirectly in this newsletter will be profitable, equal any corresponding indicated historical 
performance level(s), be suitable for your portfolio or individual situation, or prove successful. 
Diversification does not guarantee against market losses, it is a method used to help manage 
investment risk.

•	 Meridian Financial Partners, LLC, is registered as an investment adviser with the United States 
Securities and Exchange Commission. Registration as an investment adviser does not imply any 
certain degree of skill or training. Meridian Financial Partners, LLC’s disclosure document, ADV 
Firm Brochure is available at www.meridianfinancialpartners.com. Alternatively, a copy of the 
Meridian’s current written disclosure Brochure discussing our advisory services and fees is also 
available upon request. 

•	 If you are a Meridian client, please remember to contact Meridian, in writing, if there are any 
changes in your personal/financial situation or investment objectives for the purpose of reviewing/
evaluating/revising our previous recommendations and/or services, or if you would like to impose, 
add, or to modify any reasonable restrictions to our investment advisory services. 


