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• US stocks rose to the top of asset class performance charts with solid returns in the second 
quarter. Larger-cap US stocks gained 3.4%, but were outdone by smaller-cap stocks, which 
jumped 7.9%. The smaller-cap outperformance was driven by the market narrative du jour 
that smaller companies are more domestically focused and therefore not as exposed to a 
strengthening US dollar or potential trade wars, both of which are assumed to be detrimental 
to larger-cap (multinational) company profits.

• Developed international stocks fell 1.8% and European stocks declined 1.6% for the period, 
as the US dollar rebounded. Dollar appreciation can be a meaningful headwind to returns for 
dollar-based investors in foreign securities.  

• Emerging-market (EM) stocks fared the worst, dropping 9.6% in dollar terms. In addition to 
the currency effects, EM stocks were buffeted by trade tensions between the United States 
and nearly all its major trading partners. 

• Moving on to the bond markets, in May, the benchmark 10-year Treasury yield pierced the 3% 
level, hitting a seven-year high before falling back, ending the quarter higher by 11 basis points 
at 2.85%. The core bond index had a slightly negative return (bond yields move inversely to 
bond prices), declining about 2% for the year.

• With the US economy growing above trend and the labor market tight, the Fed continued 
its gradual path of tightening monetary policy. It raised interest rates again in June, but also 
forecasted a slightly accelerated path of hikes over the next two years. Whether the economy 
can withstand that degree of tightening remains to be seen.

• Beyond the strength of the US economy, the global economy remains in pretty good shape, 
with real GDP growth expected to be above trend again this year. However, last year’s highly 
synchronized growth has decelerated and may have peaked for this cycle. 

• Recent US dollar strength may continue for a while as currency momentum can take on a life 
of its own. But there are fundamental reasons to expect the dollar may weaken looking a bit 
further out: the prospect of a ballooning US federal budget deficit in the coming years, a large 
US trade deficit, the eventual convergence of central bank monetary policies, and the fact 
that the Trump administration seems to prefer a weaker dollar.



Economic Overview

US risk assets outperformed their international peers in the 2nd quarter.
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Much of the news during the 2nd quarter was centered around the tariff skirmish. 
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While the US economy is relatively sheltered from trade skirmishes, some sectors are 
more vulnerable than others. 
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More trade tariffs and related noise could be coming, but still small relative to fiscal 
stimulus given. 
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Despite the trade uncertainty, US equities continued their steady march upward in the 
2nd quarter 2018. 
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The returns in the US markets were not evenly distributed. Small stocks outperformed 
large, and growth companies outperformed their value oriented counterparts. 
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A large share of US returns were driven by a small number of sectors...
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...as technology companies continue to drive most of the growth in the US markets. 
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Generally, in the US, Economic Fundamentals are still sound.
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For the first time in over 15 years, job openings in the US exceeded the total number of 
unemployed persons. 
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Consumers are active and are not racking up huge debt levels. 
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Small business confidence is surging as well.
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And corporate capital spending is strong.
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While inflation is rising, it is still at modest levels. 
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Earnings forecasts for US companies have continued their upward trend.
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...but earnings have to clear more hurdles in the next few quarters.
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Inflation is trending higher, and that will push costs higher. 
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The tight job market is creating upward pressure on wages, which will create drag on 
corporate earnings. 
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And while still strong, leading economic indicators are starting to slow...
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...creating a cross current for US equities moving forward.
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Internationally, non-US equities were buffeted by the trade talk and the rising dollar. 
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However, while prices have fallen dramatically, earnings overseas have held steady.
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Global growth has slowed and potentially peaked for this cycle...
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...but fundamental earnings growth is still intact for international companies, creating a 
valuation gap between them and their US counterparts.
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With regard to the fixed income markets, the Federal Reserve continues to push      
short-term rates higher. 
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...pushing real short-term rates into positive territory for the first time in 10 years. 
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However, rising interest rates have led to declining bond prices on multiple occasions 
over the past decade.
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Investment grade corporate bonds have been most impacted by rates rising in 2018...
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...as their credit quality has slipped and durations lengthened over the past decade.
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While the level of corporate debt has risen past 2008 levels...

31



Economic Overview

...corporate liquid cash assets have risen also. So, for now, caution is simply warrented 
in the corporate bond space.
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With the Federal Reserve pushing up short-term bond rates, the yield curve continues 
to flatten...
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...igniting interest in predictive nature is flattening the yield curve
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Typically an inverted yield curve has reliable preceded recessions over the past 20 
years.
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Prior to inversion, when the yield curve breaches a 35 basis point spread, an inversion 
follows shortly.
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Across the world, growth is peaking and it appears that most major economies are in 
the rate stages of this market cycle.
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Volatility rises at mature stages of the cycle.
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In light of the slowing global growth, tightening yield curve, and economic cross 
currents, a “Barbell” approach may be worth considering. 
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And, despite short-term volatility, it is worth remembering that stocks are much less 
volatile in the long run. 
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Portfolio Implications

• It is understandable that fears of a global trade war are rattling financial markets. Any resolution 
of the current trade tensions is a meaningful uncertainty—our relationship with China being 
the most fraught—with the potential to seriously disrupt the global economy at least over the 
shorter to medium term. The process is likely prone to several more twists and turns before 
things become any clearer.

• Our view on the matter, however, remains broadly the same. It is in the best interest of both 
the United States and China to negotiate a resolution and prevent trade skirmishes from 
becoming an all-out trade war. However, the potential for a severely negative shorter-term 
shock to the global economy and risk assets (not just emerging markets) can’t be dismissed. 
Even absent an actual trade war, the negative impact on business and consumer confidence 
from the uncertainty and fear of a trade war is a risk to the remaining longevity and strength of 
the current economic cycle.

• The recent dollar-strength trend may also continue for a while. But there are reasons to expect 
the dollar may weaken looking further out due to the prospect of a ballooning US federal 
budget deficit in the coming years, a large trade deficit, and the eventual convergence of 
central bank monetary policies. 

• We remain confident in the positioning of our globally diversified portfolios, which we believe 
are structured to perform well over the long term while providing resiliency across a range of 
potential short-term scenarios. 

 o  Should the current trade tensions resolve, and the global economic recovery continue, 
we expect to generate good overall returns, with outperformance from our European 
and EM stock positions, active equity managers, and flexible bond funds. 

 o Alternatively, should a bear market strike, our portfolios have “dry powder” in the form 
of lower-risk fixed-income and alternative investments that should hold up much better 
than equities. We’d expect to put this capital to work more aggressively following a 
market downturn by, for example, reallocating to US equities at lower prices and higher 
expected returns sufficient to compensate us for their risks.
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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. 


