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2018 Market Review 

Across the board, it was an extremely difficult year to make money in the financial markets.

• U.S. and global stocks dropped sharply in the last quarter, capping a year marked by 
turbulence and losses across most asset classes. Among investors’ worries are signs of a 
global economic slowdown, exacerbated by ongoing Federal Reserve monetary tightening, 
U.S.-China trade tensions, and political uncertainties in Europe (Brexit, Italy) and the United 
States.

• Larger-cap U.S. stocks dropped 9% in December and fell 13.6% for the quarter (its worst 
quarter in seven years). For the year, U.S. stocks were down a more modest 4.5%. The 
negative year broke the S&P 500’s remarkable nine-year run of positive returns.

• Smaller-cap U.S. stocks fell more sharply, losing 20% in the fourth quarter and 11% for the 
year (iShares Russell 2000 ETF).

• Foreign stocks struggled as well, with developed international markets and emerging 
markets both down 14.8% (Vanguard FTSE Developed Markets ETF and Vanguard FTSE 
Emerging Markets ETF). However, their underperformance versus U.S. stocks came earlier 
in the year. In the fourth quarter, emerging-market (EM) stocks beat U.S. stocks by seven 
percentage points, while developed international stocks matched the U.S. market’s return.



Economic Overview

The 4th quarter of 2018 was challenging for most asset classes .... 
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... making 2018 the first negative year in a decade. 
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It was extremely difficult to make money in U.S. Equities
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...or in any asset class around the world.
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For now, the US economic expansion is still intact.
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2018 market performance did not derail the long term bull market...
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...but instead improved market valuations to below historical average.
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US corporate earnings and profit margins remain high...
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...inflation is contained...
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...and unemployment continues to fall.
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In general, leading economic indicators remain positive...but several spots in the 
economy are weakening.
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Corporate earnings growth may be past its peak.
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Low unemployment is driving up wages which will hurt corporate profit margins.
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Rising rates have bruised home, vehicle, and durable goods sales.
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Consumer debt service costs are rising faster than disposable income.
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And generally, global growth rates are slowing.
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Overseas growth is slowing as well...

18



Economic Overview

...and the dollar strength has hurt international equities...
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...leading to a historically wide gap in performance between US & Internatioanl 
equities.
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All of the slowing data is typical for the last part of an expansion.
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But it may be too early to fully call a recession in the US.
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The yield curve may hold clues to the timing of the cycle.
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The time between a yield curve inversion and the start of a subsequent bear market 
averages about 17 months.
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-
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Not all bear markets behave the same.
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Past bear markets have tended to be shorter than bull markets.
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Source: Schwab Center for Financial Research with data provided by Bloomberg. A bear market is usually defined as a decline of 20% or greater. 
Duration is measured as the number of days from the previous peak close to the lowest close reached after it has fallen at least 20%, and uses a 
30/360 date conversion (30 days a month/300 days a year). The market is represented by the S&P 500 index. Past performance is no guarantee 
of future results.
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If 2019 avoids a full recession stocks could still post positive returns...
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...compared to historical averages, the outlook equity returns is muted.
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Turning to fixed income markets, the Fed may slow the pace of rate hikes as inflation 
moderates.
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With the bulk of rate increases behind investors, bond returns should return to normal 
and outpace cash returns...
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...yet returns should remain historically low.
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With both equities and fixed income posting lower than historical returns in 2018 and 
the rest of this cycle, returns for a diversified portfolio could be less than average.
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Again underscoring the importance of broad asset class diverisfication.
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Looking Ahead

Over the next twelve months, uncertainty is high and the range of potential equity market 
outcomes is wide. 

Bullish case scenario:
• Solid U.S. growth and further unemployment declines
• Soft data like housing starts and manufacturing causes Federal Reserve to pause on interest 

rate hikes
• Trade resolution of some sorts—even if it is simply a truce
• Weakening of the dollar due to trade imbalance, slower US growth, and weakening demand

In this scenario:
• Global equities will generate low double-digit returns
• Cyclical/value stocks will outperform
• International and EM stocks (which are undervalued and have more cyclical exposure) will 

likely outperform U.S. stocks during this period. A declining dollar will be an additional 
tailwind to dollar-based investors in foreign markets. 

• Core bond returns will be positive due to flat to lower interest rates , and underweight to 
U.S. stocks and core bonds. 

Bearish case scenario:
• A U.S. recession in 2019, as the economy to slows “sharply” due to tighter monetary policy 

and the fading boost from the 2018 tax cuts. 
• The Fed will hike rates two more times in early 2019 but begin cutting rates in 2020
• Slower global growth than the consensus expects, driven by slowing global demand and 

tighter financial conditions. (However, it is unlikely that the EM crisis repeats as in 2018)
• U.S. dollar weakens as Fed rate cuts come into view while other major central banks remain 

on hol

In this scenario:
• U.S., international, and EM stocks will all have losses next year. 
• Despite their lower valuations, foreign markets will be dragged down by falling U.S. stocks, 

but U.S. stocks will experience the steepest declines. 
• Core bonds should do okay. 
• The dollar will remain strong for much of the year, but then weaken as the 2020 Fed rate cuts 

come into view. 
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In Closing

The breadth of outcomes for 2019 asset classes is astonishingly wide, making short term 
performance impossible to predict.  However, as the time horizon legthens to mid and long 
range windows, the possible outcome set narrows.

Portfolios are positioned to perform well over the medium to long term and to be resilient 
across a range of potential scenarios. Over the short term, if the current recession fears are 
overdone, we expect to generate strong overall returns, with outperformance from our foreign 
equity positions and flexible bond funds. On the other hand, if U.S. stocks slide into a full-
fledged bear market, our portfolios have dry powder in the form of lower-risk fixed-income 
that should hold up much better than stocks. We’d then expect to put this capital to work 
more aggressively; for example, by increasing our exposure to U.S. stocks at lower prices and 
valuations implying much higher expected returns over our medium-term horizon.

Successful investing is a process of consistently making sound, well-reasoned decisions over 
time, and across market and economic cycles. We believe our diversified, fundamental, 
valuation-based investment approach meets this definition. As long as we continue to execute 
our approach with discipline and remain patient during the inevitable periods when it is out of 
favor, we have no doubt we will continue to achieve successful and rewarding long-term results 
for our clients.
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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. 


