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Among global equity markets, larger-cap U.S. stocks were once again at the top of the leader board. The S&P 500 Index 

posted gains in every quarter and surged 9% in the fourth quarter to end the year at an all-time high. Its 31% total return 

was its second-best year since 1997. (It was up 32% in 2013.) Smaller-cap U.S. stocks rose 25.4% for the year. 

Foreign equity markets were also strong. European stocks gained 9.9% in the fourth quarter and 24.9% for the year. After 

struggling in the third quarter, emerging-market (EM) stocks shot up almost 12% in the fourth quarter and returned 

20.8% for the year.

The core bond index was flat in the fourth quarter but gained 8.6% for the year. This was its best annual return since 

2002. Below-investment-grade bonds also fared well in 2019. High-yield bonds gained 14.4% and the floating-rate loan 

index rose more than 8.6%.

Why did both stocks (risky assets) and bonds (defensive assets) appreciate sharply in 2019? The key driver was the 

Federal Reserve’s sharp U-turn toward accommodative monetary policy. This was followed by other central banks across 

the globe. Coming into 2019, the Fed was indicating it expected to continue to raise interest rates. This led investors to 

fear that higher rates could tip the U.S. and global economies into recession, bringing an equity bear market with it. The 

ongoing U.S.-China trade conflict didn’t help matters.

Economic 
Review

December



2019  September Quarterly Review

2

Ultimately, the Fed ended up cutting rates three times in the second half of 2019. Late in the year, it also started expanding its balance sheet 

again via purchases of Treasury Bills in order to boost banking system reserves and inject liquidity into the short-term lending markets. Other 

major central banks also cut rates and/or provided additional stimulus to the markets during the year. This lessened recession fears.

Meanwhile, inflation (and inflation expectations) remained at or below central bank targets. This lifted concerns that interest rates would be 

hiked anytime soon, and the bond market rallied. 

U.S. equity investors responded to the Fed policy reversal and stimulus much as they have during the past 10 years—by bidding up stock 

prices and valuations. A détente in the U.S.-China trade war late in the year (the “phase one” deal) was an added boost to market sentiment. 

Importantly, earnings growth did not drive U.S. stocks higher; the majority of the S&P 500’s return came from expanding valuations. Thus, the 

valuation risk in U.S. stocks, which we’ve highlighted for some time now, has only gotten worse. 

There are reasons to be cautiously optimistic for financial markets in 2020: Monetary policy is easy, recession risks seem to be receding, 

and some geopolitical risks have abated. That said, we are watching a number of potential short-term risks. Given we think recent positive 

developments have largely been incorporated into prices and valuations are stretched for U.S. stocks and bonds, markets are particularly 

vulnerable to any disappointment or negative surprise. If that comes to pass, we stand ready to take advantage of any potential opportunities 
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In a sharp reversal from 2018, returns were postive 
across all major asset classes in 2019.
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All equity markets had double digit growth in 
2019...
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...and 'the Aughts' were dominated by growth and 
tech stocks...
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...as the longest expansion in US history marched 
on!

December



September  2019Quarterly Review

7

Across the world, slowing growth rates indicate most 
world economies are firmly in late stages of expansion.
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And it is increasingly difficult to navigate global 
crosscurrents.
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The accommodative position of central banks around 
the world have boosted this current expansion cycle...
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...with more central banks easing than tightening.
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Global manufacturing seems to have bottomed 
and is regaining traction.
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And leading economic indicators remain positive 
for now.
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This past decade saw the least volatile inflation in 
history...
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...and interest rates reflect a radical change in Federal 
Reserve philosophy.
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Unemployment is near historic lows...
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...economic fundamentals remain solid...
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...and the US consumer is healthy...
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...pushing the S&P 500 to record levels!
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However, much of the growth of 2019 was due to 
multiple expansion (investors were willing to pay 
more per dollar of earnings)...
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...and not due to pronounced earnings growth.
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The gap between S&P 500 Index performance and 
corporate profits is wide.
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...and valuations are a bit stretched...
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...which means any negative surprises may cause 
dramatic volatility.
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And there are many things that could surprise the 
market...
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...and huge risks globally.
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The trade war impacts market movements...
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...driving large market swings.
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Impeachment is a concern, but the economy seems 
resiliant.
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While the election is a concern, election years are 
typically good ones for investors.
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But policy changes that spring from election results 
could be problematic for markets.
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And investors have swung from massive fear to 
massive greed very rapidly.
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On the postive side, when central banks are in easing 
mode, stocks tend to rise.
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And stocks offer higher yields than bonds, so investors 
are paid to patiently ride out daily market fluctuations.

December



2019  September Quarterly Review

34

With the US Economy in the late stages of expansion...
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...history suggests late cycle returns can be very attractive.
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So, balancing the opportunities with the risks, 
diversification is still key...
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...as are realistic return expectations. With stretched 
valuations the market historically has returned smaller 
annualized returns.
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And with low interest rates on the forseeable horizon, 
portfolio fixed income returns maybe muted as well.
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There are reasons to be cautiously optimistic for financial markets in 2020:

• Easy monetary policy should soon trickle down to boost the global economy. Global manufacturing is already  

 starting to turn up and expand again.

• Stock markets tend to rise when central banks are in easing mode.

• Inflation is benign so central banks are unlikely to raise rates in 2020. Along with strong U.S. households,  

 continued low interest rates should support consumer spending and the housing market. 

• The U.S.-China trade war has de-escalated and Brexit fears have abated for now.

• And financial market imbalances, which triggered the past two U.S. recessions and bear markets, are not yet at  

 the breaking point as long as the economy grows at a decent pace.

However, to some extent this outlook is already reflected in current market prices—at least for U.S. stocks—especially 

after the sharp year-end rally. CNN calculates a Fear/Greed meter based on internal dynamics in the U.S. stock market. 

Sentiment swung 180 degrees to Extreme Greed at the end of 2019 from Extreme Fear a year earlier. High valuations and 

excessive optimism make asset prices more susceptible to negative surprises. We think the wisest course for balanced 

investors continues to be a broadly diversified, moderately defensive posture. 

Portfolio
Implications

December



2019  September Quarterly Review

40

We are closely watching and weighing the ramifications of several potential short-term risks beyond high U.S. stock 

valuations. These include a reigniting of the U.S.-China trade war, the risk of recession, volatility around the U.S. 

presidential election, a hard Brexit with no new trade agreement between the United Kingdom and the European Union, 

and as always, the chance of an unexpected geopolitical shock. (Iran tensions are one example.) We remain ready to add 

back to U.S. stocks when market volatility (a bear market) provides us the opportunity to buy them when they offer much 

better expected returns. 

In the meantime, we are building portfolios meant to be resilient across a range of market/economic scenarios. They are 

positioned to withstand a severe market downturn, consistent with each portfolio’s specific risk objective. Yet they also 

provide tactical exposure to asset classes and strategies that we believe currently offer attractive total-return potential 

over the medium and longer term.
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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. 
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