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Economic Review

• The third quarter of 2019 was a choppy one for financial markets as investors continued to weigh the 
overall health of the global economy against a host of uncertain macro factors. Uncertainties included 
the ongoing trade war with China, a drone attack on Saudi Arabia’s oil fields, the seemingly never-
ending Brexit negotiations, and—as September wrapped—an official presidential impeachment 
investigation in Washington, D.C.

• On the economic front, the Federal Reserve followed its 25-basis-point interest rate cut in late July 
with another 25-basis-point cut in mid-September. This was in response to the weak global economic 
environment and the impact of trade policy on U.S. business sentiment and capital expenditure. The 
European Central Bank also cut its policy rate and announced it would launch a new open-ended 
asset purchase plan (i.e., quantitative easing) starting in November. 

• Amidst this backdrop, equity markets rose in July, fell in August, then rallied in September. Large-cap 
U.S. stocks gained 2% for the quarter and have netted over 20% year to date. Smaller-cap U.S. stocks 
suffered more acutely during the market drops and ended the quarter down 2.3%. For the year to 
date, they are still up a healthy 14.1%. 

• Despite a rebound in September, foreign stocks posted negative returns for the quarter. Developed 
international stocks fell 0.9%, European stocks fell 1.8%, and emerging-market (EM) stocks fell 4.1%. 
The U.S. dollar appreciated 2% to 4% versus other currencies during the quarter, which was an 
equivalent drag on foreign stock market returns for dollar-based investors. 

• Bond yields around the world continued to move lower in the third quarter as deflation concerns 
took hold. The benchmark 10-year Treasury yield dropped to below 1.5% in early September as trade 
war and recession fears crescendoed. It then sharply reversed, then dropped back, ending the quarter 
at 1.68%, down from a 2% yield at the end of the second quarter.  

• U.S. core investment-grade bonds were flat in July, rallied sharply in August, then dropped in 
September as interest rates rebounded from historic lows. For the full quarter, core bonds gained 
2.4%. 
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Positive momentum continued for most asset classes in the 3rd quarter - although 
international markets were hurt by trade tensions.
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And, year to date returns are widely positive. 
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In the US markets, value stocks out performed the general market.
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...as defensive sectors rotated back into favor.
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The current US expansion is now the longest on record.
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...but the global landscape is challenging.
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In the US economy, consumer spending remains strong offsetting much of the 
weakness in exports and capital spending.
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The US consumer makes up alomst 70% of the US GDP...
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...and the consumer is in good shape with lower debt payments, high net worth...
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...and rising income.
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But, as global uncertainty rises...
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...and many policy deadlines are on the horizon...
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...businesses are slowing production...
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...not investing in capital expenses...
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...and starting to reduce or freeze hiring.
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Historically, hiring freezes and reduced job openings preceed recessions.
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With the weakening of global manufacturing and business slowdowns, banks around 
the globe have switched from tightening to easing...
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...hoping that lower rates will stimulate economic growth...
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...and stretch the expansion cycle longer.
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However, Fed rate cuts have a mixed track record of preventing recessions.
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And the benefit from additional rate cuts will likely be limited.
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The US and global economies appear to be fully late cycle...
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And market movement appears to refelct this sentiment.
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As recession signals mount...
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US equity valuations appear stretched.
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...while foreign stocks are trading at significant discounts to the US...
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Fixed income securities should provide ballast to a portfolio, especially in falling rate 
environment.
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Portfolio Implications

• Because our balanced portfolios are diversified beyond U.S. stocks and core bonds, the overall 
market trends in the third quarter were a drag on relative performance. However, performance was 
aided in September when interest rates moved higher, catalyzed by an apparent détente (at least for the 
time being) in the U.S.-China trade war.  

• The economic environment continues to feel like a game of tug of war between the contraction-
ary effects from U.S. trade policy and accommodative global monetary policy. The divergent outcomes 
we see as possible from here (recession vs. cyclical rebound) explain our balanced portfolio approach 
and focus on diversification. The upgraded quality of our fixed-income holdings should better protect 
portfolios in a recessionary event. Meanwhile, our tilt toward international and value stocks on the eq-
uity side should benefit portfolios if a cyclical rebound takes hold. Together with the broader diversifica-
tion across asset classes and investment strategies, client portfolios should be resilient across a range of 
economic and market scenarios.

• In addition to broad risk diversification, our portfolios are tilted toward asset classes that we be-
lieve currently offer attractive risk-adjusted returns over a five- to 10-year tactical time horizon. And we 
are tilted away from areas offering a poor risk-return tradeoff. 
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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. 


