Fourth Quarter 2025 Review and Outlook

The 4th Quarter brought questions to investors regarding the significant sums being invested in building out the data centers etc. to support AI.  The magnificent 7 (Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia and Tesla) mostly did not keep up with market performance where earlier in the year, they led the markets.  The critical question gaining attention is whether artificial intelligence will generate the expected cash flows that justifies these recent investments. Additional questions are being raised about the impact of AI on the job market which remains healthy but not as strong as it had been. 
Regarding the economy overall, positives include strong GDP growth (4.3% in the 3rd Qtr., the most recent data), moderating inflation, and continued job growth albeit slower.  Consumer spending improved but consumer confidence remained weak and consumer debt is increasing.  Tariff impact on market performance has been limited so far.  Also, Jerome Powell reduced interest rates twice in the fourth quarter, ¼% in October and again in December, providing an additional boost to the market.
For the quarter, the S&P 500 was up 2.6%, the DJIA was up 4.0% and the NASDAQ advanced 3.2% for the quarter.  The Bloomberg Aggregate Bond index advanced 1.4%. Large cap growth stocks led the way for the year with value stocks close behind.  International stock markets outperformed domestic markets for the first time in 15 years.  Gold continued to perform well but Bitcoin slumped as the premise that Bitcoin was a hedge and a replacement for Gold was questioned.  On a year-to-date basis, the S&P 500 was up 17.9%, the DJIA was up 14.9% and the NASDAQ advanced 20.4%.  The Bloomberg Aggregate Bond Index advanced 9.4% for the year. The government shut down was resolved but the release of economic data was delayed and, in some cases, is unavailable clouding the economic picture.
On the International front, the conflict in Ukraine remains unresolved and progress in the Middle East goes back and forth. A surprise strike in Venezuela, resulting in the capture of President Maduro could have a significant impact in that country as well as geopolitically.  Initial investor reactions so far have been muted.  China continues to saber rattle re: Taiwan

	
	QUARTER Ending 
12/31/2025
	12 MONTHS Ending
12/31/2025
	THREE YEARS Ending
 12/31/2025
	FIVE YEARS Ending 
12/31/2025

	DJIA
	4.0%
	14.9%
	15.4%
	11.6%

	S & P 500
	2.6%
	17.9%
	23.0%
	14.4%

	NASDAQ Composite
	3.2%
	20.4%
	30.5%
	12.5%

	Bloomberg Agg. Bond
	1.4%
	9.4%
	7.9%
	4.2%

	Mutual Funds
	
	
	
	

	Domestic
	
	
	
	

	     Large Cap
	
	
	
	

	     Growth
	0.6%
	16.1%
	27.6%
	11.3%

	     Value
	3.2%
	15.0%
	13.9%
	11.7%

	    Small Cap
	
	
	
	

	     Growth
	1.5%
	8.1%
	13.0%
	2.9%

	     Value
	1.8%
	6.9%
	10.6%
	9.7%


	International
	
	
	
	

	     Europe 
	5.0%
	34.5%
	18.3%
	9.8%

	     Latin America
	5.8%
	48.2%
	12.9%
	5.3%

	     Japan 
	3.6%
	27.7%
	20.2%
	9.1%

	     Pacific ex Japan 
	2.1%
	29.3%
	14.2%
	2.9%

	     China 
	-4.8%
	30.4%
	7.9%
	-2.8%

	     India 
	2.9%
	0.5%
	11.9%
	  9.1%


	
	QUARTER Ending 
12/31/2025
	12 MONTHS Ending
12/31/2025
	THREE YEARS Ending
12/31/2025
	FIVE YEARS Ending 
12/31/2025


	
	
	
	
	

	Corporate Bond
	
	
	
	

	      Long
	3.5%
	1.5%
	6.2%
	-2.2%

	      Intermediate
	 1.0%
	7.1%
	4.8%
	-0.3%

	      Short
	 1.1%
	6.0%
	5.6%
	2.2%

	Government Bond
	
	
	
	

	      Long 
	-0.6%
	4.6%
	0.2%
	-7.3%

	      Intermediate
	1.0%
	6.9%
	4.0%
	-0.6%

	      Short
	1.2%
	5.1%
	4.6%
	1.5%

	Municipal Bond
	
	
	
	

	      Long 
	1.5%
	3.3%
	4,2%
	0.4%

	      Intermediate
	1.5%
	4.4%
	4.0%
	0.9%

	      Short
	0.7%
	3.9%
	3.4%
	1.5%



Market Outlook 
The outlook for 2026 is for an increase in corporate earnings as deregulatory changes and tax cuts take hold offsetting the possible negative impact of tariffs  The upcoming Supreme Court ruling on tariffs will have a market impact the outcome of which is uncertain at present.  Moderate economic growth is currently projected for 2026. 
The Federal Reserve is expected to make at least one rate cut in 2026. However, concerns about a new Fed chair as well about Fed independence have increased uncertainty. Rate cuts in 2025 have lowered short term rates yet the 10-year bond yield remains elevated. If the 10-year yield continues to rise due to deficit concerns and dedollarization, that would be a negative for equities. Many economists remain cautious but AI is the great unknown and could continue to be a positive market force. It remains to be seen if the market can have a fourth year of positive returns without some turmoil.
We continue to recommend that investors maintain their asset allocation strategies and cash/bond investments in the short to intermediate range.
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Fourth  Quarter 20 2 5   Review   and Outlook     The 4 th   Quarter brought questions to  investors  regarding the   significant sums being invested in building  out the data centers etc. to support AI .  The magnificent 7 (Alphabet, Amazon, Apple, Meta, Microsoft,  Nvidia and Tesla) mostly did not keep up with market performance where earlier in the year, they led the  markets.  The critical question gaining attention is  whether artificial intelligence will generate the  expected cash flows t hat   justif ies   the se   recent investments. Additional questions are being raised about  the impact of AI on the job market which remains healthy but not as strong as it had been.    Regarding the economy overall, p ositives include strong GDP growth   (4.3% in the 3 rd   Qtr. , the most  recent data ) , moderating inflation, and continued job growth albeit slower.  Consumer spending improved   but consumer confidence remained weak   and consumer debt is increasing.    Tariff impact   on market  performance has been limited so far.   Also,  Jerome Powell reduced interest rates   twice in the fourth  quarter, ¼ %   in October and again in December,   providing an additional boost to the market.   For the quarter,   the S&P 500 was up  2.6 %, the DJIA was up  4.0 % and the NASDAQ advanced  3.2 % for  the quarter.  The Bloomberg Aggregate Bond index advanced  1.4 %.  Large cap   growth stocks   led the way  for the year  with  value stocks close behind .     I nternational stock markets  outperfor med domestic markets   for the first time in  15 years .    Gold  continued to perform well but Bitcoin slumped as the premise that  Bitcoin was a hedge and a replacement for Gold was questioned.  On a year - to - date basis, the S&P 500  was up 1 7.9 %, the DJIA was up 1 4.9 % and the NASDAQ advanced 20 .4 %.    The Bloomberg Aggregate  Bond Index   advanced 9.4% for the year.   The government shut down was resolved but the release of  economic data was delayed and, in some cases,   is   unavailable clouding the  economic  picture .   On the International front, the conflict in Ukraine remains unresolved and progress in the Middle East  goes back and forth. A surprise strike in Venezuela, resulting in the capture of President Maduro could  have a significant impact in that country as well   as geopolitically.  Initial investor reactions so far have  been muted.  China continues to saber rattle re: Taiwa n    

 QUARTER   Ending    12 / 3 1 /20 2 5  12 MONTHS  Ending   12 /3 1 /20 2 5  THREE YEARS   Ending     12 / 3 1 /20 2 5  FIVE YEARS  Ending    12 /3 1 /20 2 5  

DJIA  4.0 %  14.9 %  1 5.4 %  1 1.6 %  

S & P 500  2. 6 %  1 7. 9 %  23.0 %  1 4.4 %  

NASDAQ Composite  3.2 %  2 0.4 %  30.5%  12.5 %  

B l oo mb e r g   Agg.  B ond  1 . 4 %  9.4 %  7.9 %  4.2 %  

Mutual Funds      

Domestic      

      Large Cap      

      Growth  0.6%  16.1 %  2 7.6 %  11.3 %  

      Value  3.2 %  15.0 %  1 3.9 %  1 1. 7 %  

     Small Cap      

      Growth  1 .5 %  8. 1 %  1 3. 0 %  2.9 %  

      Value  1.8 %  6.9 %  1 0.6 %  9.7 %  

International      

      Europe    5.0 %  34.5 %  18.3 %  9.8 %  

      Latin Am erica  5 .8 %  48.2 %  1 2.9 %  5.3 %  

      Japan    3.6 %  27.7 %  2 0.2 %  9.1 %  

      Pac ific   ex J a p a n    2.1 %  29.3 %  1 4.2 %  2.9 %  

      China   - 4.8 %  30.4 %  7.9 %  - 2.8 %  

      India    2.9 %  0.5 %  1 1.9 %     9.1 %  

