
Back in June, the song for the Q2 commentary was the Beach Boys “Good Vibrations”, 
appropriate given the strong finish to the quarter after the brief Tariff Tantrum in early 
April. A return to market normalcy, with large cap stocks pushing to all-time highs, was 
welcomed as summer rolled forward. Over the course of the third quarter, investors 
worked through a few twists and turns. Signs pointed to a potentially weakening labor 
market coupled with inflation measures no longer declining as tariff talks continued to 
threaten economic relationships. Fed watchers eventually were pleased that the FOMC 
determined a rate cut in September would be supportive for the economy without 
fueling more inflation. With a foreshadowing in August, investors already had priced  
in the 25 basis points cut and were focused on what may still occur in Q4. 

Swirling around the markets all quarter were geopolitical tensions flaring across 
the globe and domestic policy battles around immigration, Fed independence, and 
conflicting political agendas. This all seemed to matter little to investors who were 
pleased to see equity markets hit multiple new highs while bonds posted positive 
returns and offered attractive yields. The biggest surprise was the 12% rally in U.S. small 
caps that beat large caps by 4% during the quarter. Expectations for lower interest 
rates, a renewed focus on domestic growth, and undervaluation relative to large caps 
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‘Cause, everything’s right / So just hold tight 
This crazy world / It turns, it turns

Everything’s Right
Phish
Everything’s Right - MSG 12/2021
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pushed investors to bid up small cap stocks. Non-US stocks did cool off after a torrid start to the year, though 
YTD returns remain well above the S&P 500. Emerging market stocks, led by China, Korea, and Taiwan, have 
generated market leading returns due to shifts in currency markets and their domestic responses to the 
US tariffs. Reflecting the many uncertainties faced by global investors, gold prices rose close to 50% YTD 
outpacing Bitcoin’s 22% increase. 

Looking back over Q3, there is much to like about how things have played out across different markets. 
Investors are also nervous as shown in recent sentiment metrics. Good investors live with a balance between 
their optimism and their doubts. Corporate fundamentals and earnings are strong across many sectors, and 
consumer balance sheets remain solid, though mortgage rates may still be too high to spur more housing 
activity. And, the Fed has room to lower rates again if needed to keep the economy from slowing. Will these 
positives be enough to offset concerns about trade and tariff impacts, immigration policy shifts impacting 
jobs and prices, and the continuing geopolitical tensions around the globe? Add in the U.S. government 
shutdown and it is not surprising there is some uncertainty heading into Q4. In the current market 
environment, it is healthy to be positive about recent market performance and nervous about what is ahead. 
Investors who ride too high or stay too low often lose sight of their long-term goals that should guide them 
on their investment journey. It may be hard “’cause everything’s right” at this moment but “just hold tight” 
because “this crazy world, I know it turns, it turns”.

Here are observations on what occurred across the investment markets in Q3:

Broad Market Performance1

Index Sept Q3 YTD 1 Year
S&P 500 3.7 8.1 14.8 17.6

MSCI EAFE 1.9 4.8 25.1 15.0

Bloomberg U.S. Aggregate Bond 1.1 2.0 6.1 2.9

Data as of September 30, 2025

Domestic Equity2

{ U.S. equity markets were positive in September, with broad participation though mega cap stocks led the
rally for the month and the quarter.

{ Building on strong returns in August, small cap stocks performed well in September. Multiple sectors in the
Russell 2000 were up 16+% in the quarter, with Industrials benefitting from a rotation towards domestic
economic growth.

International and Global Equities3

{ Non-U.S. developed market stocks were positive in September but lagged the strong US equity markets. 
YTD, MSCI EAFE is well ahead of the S&P 500 due to its strong start to 2025.

{ China, Taiwan, and Korea were the big performers in the emerging markets index, which outperformed 
the U.S. for the month, quarter, and YTD.
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Fixed Income Markets4

	{ U.S. bond markets took the Fed rate cut in stride, having priced in the move well in advance. Interest rates 
fell 5-10 bps over the quarter while bond spreads narrowed slightly, resulting in positive returns across 
most sectors for the month and quarter.

Specialty Markets5

	{ REITs lagged bonds and broader equity markets as investors favored higher growth segments and 
corporate bonds for yield. Commodities were mixed with oil and gas prices down but gold and other 
precious metals rallying through the quarter. 

Sectors6

	{ Growth sectors (IT and Comm Services) rallied on aggressive AI spending, pushing broad indices to new 
highs. Consumer Staples and Materials were the two negative sectors for the month. 

If you have questions or want to discuss the current state of the investment markets and their impact on 
your plan or portfolio, please do not hesitate to reach out to your advisor—they are here to help. It can be a 
challenge to find the right balance between the optimism that comes from strong market performance and 
the concerns about top heavy markets cresting over. So “hold tight, this crazy world turns”.

1-6 All data referenced in the table and comments supplied by Morningstar.
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