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Q4 2025 Update 

Dear Clients and Friends, 

We hope you are doing well and looking forward to the warm days, cool nights and beautiful colors of Fall. 
 
Our team comes into the 4th quarter feeling healthy, strong and optimistic about the future. Caroline is back rested and 
refreshed from a recent trip to Europe. Geoff has been on a biking binge enjoying inside spin class and summer rides. 
Shannon is loving and hating watching her high school son grow and mature into a young man. Cam and Jack are enjoying 
the joys of young children and friends.  Gary and his wife completed their regular Fall “century” (100 mile) ride in 
celebration of their wedding anniversary. Kris is excited watching his daughter’s soccer team. Last, but certainly not least, 
after nearly 45 years serving clients, Kathy will be retiring at the end of year. She is looking forward to some well-earned 
relaxation, travel, and time with friends. We will make sure she is properly recognized and celebrated! 

THE ECONOMY:  Q2 US gross domestic product (GDP) was reported as a revised 3.8% with consumption continuing to 
drive economic activity. Recent numbers are stronger than economists had projected making clear the positive trend after the 
tariff driven GDP decline of Q1.  Unemployment remains low at 4.3% suggesting pretty much everyone who wants to work 
can find work. However, there are cracks starting to show in the employment picture. Open jobs have fallen from nearly 10 
million in the early post COVID recovery to about 7 million now. Continuing claims for unemployment benefits are now 
higher at roughly 2 million people. Average hourly earnings, a measure of wage increases, is slowing, coming in at roughly 
3% in the most recent reading compared to much stronger results during the post COVID years.  The US dollar remained 
relatively soft after a year-to-date decline of roughly 5%. As highlighted in previous updates, the value of the dollar has 
declined as global investors and foreign countries have looked cautiously at recent political developments, new trade policies 
and rising government debt levels. Inflation is one of the more interesting metrics in 2025 as readings remain stubbornly 
high, impacted by relatively strong economic activity and new US tariffs. The most recent report for CPI registered 2.9%, 
well above the usual target of roughly 2%.  Looking a bit deeper at inflation, the difference between inflation in goods prices 
as opposed to services prices is very interesting. Indeed, the most recent readings show goods inflation moderating at roughly 
1% while services inflation continues to be robust at roughly 3.5%. (Thomson One 10-1-25) 

 

The biggest economic stories of the quarter were likely the drama involving, and actions of the US Federal Reserve (FED). 
The drama centering around the US President and his administration’s ability to remove, nominate and replace the Board of 
Governors continues as we write this note. The actions took place at the FED’s Jackson Hole conference and subsequent 
meeting in September. After patiently leaving “rates” at higher, economically restrictive levels for months, the FED 
telegraphed a rate cut at its Jackson Hole conference. While inflation remains somewhat elevated, as noted above, the FED 
cited the weakening labor market to buttress its case. Much to the market’s delight, it followed that guidance with a 0.25% 
rate cut at its September meeting, bringing the current FED funds rate down to the 4-4.25% range. It may seem semantic, but 
the cut has been telegraphed and reported as the FED being “less restrictive.” This is a very important nuance as a “less 
restrictive cut” from a higher rate to a more moderate rate is very different from a “stimulative cut” from a moderate rate to a 
low rate that we may see as the economy dips towards recession. (Morgan Stanley Federal Reserve Monitor 9-18-25) 

Outside the US, the economic story continues to be mixed,. In the Euro Zone, Q2 GDP was reported as a positive 1.5%.  In 
Japan, GDP was also a relatively low 1.8%, but again, showing growth over recent quarters. In China, GDP is reported to 
have grown roughly 4% while India reported a very robust near 9% growth.(Thomson One 10-1-25) 

Looking Ahead: Our strategists predicted lower GDP growth and stable, maybe even sticky, inflation for the global 
economy and US economy in 2025. After recent positive revisions, our US Economics team now projects 1.7% GDP growth 
in 2025 followed by 1.1% growth in ‘26. Outside of the US, our strategists expect 1.3%, 1.1% and 4.8% for ‘25 GDP growth 
in the Euro Zone, Japan and China respectively. Again, less than robust numbers, but still comfortably avoiding recession. 
Micheal Gapen, Morgan Stanley’s Chief US Economist writes: “On net, spending remains solid, supported by income 
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growth and a drop in the saving rate since earlier this year. The strength in discretionary categories in August still indicates a 
willingness to spend…. We continue to expect that as inflation accelerates and labor demand remains weak, real income 
growth will slow. Real spending should slow as well, with the peak of the weakness in Q4 of this year and Q1 of next year.”  
(Morgan Stanley US Economics August Personal Income, Spending and PCE Prices 9 -26-25)  

THE MARKETS – Global markets produced quite positive results for the 2nd quarter of 2025. 

 

It was another positive quarter as the “everything wins” rally of ‘25 continues. US stock markets extended their gains despite 
ongoing political uncertainty and climbed over 8% in the second quarter of ‘25. Europe and Far Eastern equity markets 
continue their year of high-powered growth with another nearly 5% gain. Emerging markets climbed to a gain of nearly 30% 
for ‘25 with an over 10% gain in the quarter. Looking at the fixed income or bond markets, we again see generally positive 
results.  US bonds, as measured by the Bloomberg Agg index, are now up over 6% in the first 9 months of the year. With risk 
assets continuing to perform, high yield bonds are still seeing a strong bid and have seen over 7% growth for the year. After a 
very strong first half of the year, international bonds were roughly flat but are still up nearly 10% for the year. As we said last 
quarter, not bad for bond returns! (MS Capital Market Indices 10-1-2025) 

Looking more deeply into the markets, let’s start small by examining US small cap stocks, or public companies with 
comparatively low overall market value within the US stock market universe. Coming into the quarter, small cap stocks were 
up a mere 0.8% for the year as compared to roughly 9% for the US stock market overall. Investors were uninterested or at 
least unimpressed by small cap stocks and their generally lower quality balance sheets. Because of their relatively smaller 
size, sometimes new or unproven business models and their need for debt to finance operations, small cap stocks are simply a 
riskier bet. This view changed rapidly as the FED started to telegraph that they saw a path to lowering interest rates. As 
investors usually do, they jumped in to try to take advantage of the change and get ahead of the good news. The 
outperformance was significant with small caps rising over 12% in Q3 vs roughly 8% for the US market overall. (MS Capital 
Market Indices 7-1-25 and 10/1/2025) 

Looking large, let’s also assess the opposite side of the US stock market: the seven US mega cap stocks called the 
Magnificent 7 (Mag 7). We are sure you are all familiar with these household names. Despite the positive small cap 
performance mentioned above, the Mag 7 are up 18% year to date against the S&P 500’s 14% and represent a full 45% of 
this year’s returns! Why are these 7 special companies catching such investor interest and growing to nearly 40% of the S&P 
500 market cap weight?  The answer is simple: growth and quality. Investors love these stocks because they are growing. In 
Q2 ‘25, Mag 7 sales growth was 27% year over year in contrast to 4% for the remaining 493 stocks in the S&P 500. (Topics in 
Portfolio Construction 9-16-2025). Earnings are also very strong proving that this is not simply a spend to grow at all costs effort 
that might remind us of the tech wreck of 2001. Mag 7 earnings grew by 40% in ‘24 and are expected to grow earnings by 
21% and 17% for ‘25 and ‘26, respectively. A very strong performance when compared to the remaining 493 stocks in the 
S&P 500 which grew only 4% in ‘24 and are expected to grow 7% and 12% for ’25 and ‘26. (JPM Q4 Guide to the Markets) 
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Looking Ahead: Will the everything rally continue leading us to smile broadly as we head to year end? We, of course, have 
no way of knowing for certain, however, we do feel the outlook is relatively positive at the moment. As noted above, it 
appears the FED is in early stages of an effort to lower interest rates. This is generally a positive sign for both stock and bond 
markets. Yes, US stock valuations are above average, however, earnings growth looks very positive which could bring 
valuations closer to long term averages.  Morgan Stanley’s Chief US Equity Strategist Michael Wilson writes: “As we get 
deeper into 4Q, we think the equity market is likely to shift its focus from the tension between the lagging labor data and the 
Fed's reaction function to the idea that the 2026 Fed is likely to be more tolerant of stickier inflation. On this point, we think 
it's worth reminding readers that inflation tends to correlate closely with revenue growth over time. One of the reasons why 
revenue growth has been weak recently is because of the fall in inflation/pricing power. Thus, should the administration's 
intention to  ‘run it hot’ play out next year while the Fed cuts rates, revenue and earnings growth could come in much 
stronger than expected.” (US Equity Strategy 9-22-25) 

OTHER INTERESTING OR USEFUL INFORMATION – Some useful and interesting thoughts for you. 

1. Morgan Stanley’s Reserved Living and Giving program is for qualifying clients with $1M of non-retirement assets 
held with the firm. Members enjoy access to discounts from popular brands, one-of-a-kind experiences and sought 
after events. Click here to learn more or reach out if you’d like more details.  

2. For those following the US government shutdown and interested in some objective, please click here for a recent 
Morgan Stanley review and analysis of prior shutdowns. 

3. We are in the final stretch of the year so those year-end items now move to the forefront. We’ll be talking about 
charitable gifts, cash or stock gifts to family, required distributions and other timely items in our calls and visits in 
the final months of 2025. While we will always be as accommodating as is possible, please don’t wait to the final 
day of the year to share your thoughts with us. A bit of lead-time always helps to make sure we can execute in time 
for you! 

Please visit our website for other timely information and useful content as we update it frequently.  As always, reach out if 
you have any comments or questions, or if there is anything we can do to support you or your circle of friends. 

 

All the best! 

 

 
 
 
 
 

https://msreserved.com/client/index.jsf
https://advisor.morganstanley.com/the-breakwater-group/documents/field/b/br/breakwater-group/US_Policy_Pulse_-_Do_Govt_Shutdowns_Matter_to_Markets.pdf
https://advisor.morganstanley.com/the-breakwater-group
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Morgan Stanley Smith Barney LLC is a registered Broker/Dealer, Member SIPC, and not a bank.  Where appropriate, Morgan Stanley Smith Barney LLC has 
entered into arrangements with banks and other third parties to assist in offering certain banking related products and services.  
Investment, insurance and annuity products offered through Morgan Stanley Smith Barney LLC are: NOT FDIC INSURED | MAY LOSE 
VALUE | NOT BANK GUARANTEED | NOT A BANK DEPOSIT | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY 
* The Annual Percentage Yield (APY) as advertised is quoted as of December 19, 2024. APY is subject to change at any time without notice, including 
during the availability period.   Barclays Capital Global Aggregate Bond Index contains investment grade and high yield credit securities from the Multiverse 
Index. (The Multiverse Index is the merger of two index groups: the Global Aggregate Index and the Global High Yield Index.) The investment grade 
component of the Global Credit Index is a subset of the Global Aggregate Index, and contains credit securities from the U.S. Aggregate, Pan-European 
Aggregate, Asian-Pacific Aggregate, Eurodollar, 144A, and Euro-Yen indices. The high yield component is a subset of the Global High Yield Index, and 
contains securities from the U.S. Corporate High Yield, Pan-European High Yield, and Emerging Markets indices. The index is denominated in U.S. dollars. 
The Barclays Capital U.S. Aggregate Index covers the U.S. Dollar-denominated, investment-grade, fixed-rate, taxable bond market segment of SEC-registered 
securities. The index includes bonds from the U.S. Treasury, Government-Related, Corporate, Mortgage-Backed, Asset-Backed, and Commercial Mortgage-
Backed Securities sectors. The MSCI ACWI Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity market 
performance of developed and emerging markets. The MSCI ACWI consists of 44 country indices comprising 23 developed and 21 emerging market country 
indices. The developed market country indices included are: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Hong Kong, Ireland, 
Israel, Italy, Japan, Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the United Kingdom and the United States. The 
emerging market country indices included are: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, 
Mexico, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey.  The MSCI Emerging Markets Index is a free float-adjusted market 
capitalization index that is designed to measure equity market performance of emerging markets. As of May 30 2011, the MSCI Emerging Markets Index 
consists of the following 21 emerging market country indices: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, Korea, 
Malaysia, Mexico, Morocco, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey.. The MSCI EAFE Index (Europe, Australasia, Far 
East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding the US & 
Canada. As of May 30, 2011, the MSCI EAFE Index consists of the following 22 developed market country indices: Australia, Austria, Belgium, Denmark, 
Finland, France, Germany, Greece, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, 
Switzerland, and the United Kingdom The MSCI Japan Index is a free-floated adjusted market capitalization weighted index that is designed to track the equity 
market performance of Japanese securities listed on the Tokyo Stock Exchange, Osaka Stock Exchange, JASDAQ and Nagoya Stock Exchange. The MSCI 
Japan Index is constructed based on the MSCI Global Investable Market Indices Methodology, targeting a free-float market capitalization coverage of 
85%.S&P 500 Index is an unmanaged, market value-weighted index of 500 stocks generally representative of the broad stock market. The Russell 3000 
Growth Index measures the performance of those Russell 3000 Index companies with higher price-to-book ratios and higher forecasted growth values. The 
stocks in this index are also members of either the Russell 1000 Growth or the Russell 2000 Growth indexes.  The Russell 3000 Value Index measures the 
performance of those Russell 3000 Index companies with lower price-to-book ratios and lower forecasted growth values. The stocks in this index are also 
members of either the Russell 1000 Value or the Russell 2000 Value indexes.   An investment cannot be made directly in a market index. Morgan Stanley 
Reserved Living & Giving is a complimentary program that rewards eligible clients of Morgan Stanley and E*TRADE. Morgan Stanley Smith Barney LLC 
(“Morgan Stanley”) reserves the right in its discretion to change the terms and conditions of, or terminate, the Reserved Living & Giving (“Reserved”) 
program and the Signature Access program at any time and without notice. Morgan Stanley periodically reviews Reserved and Signature Access program 
participants' accounts and activity and may in its discretion remove program participants from either program at any time and without notice. 
The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley Wealth Management or its affiliates. All 
opinions are subject to change without notice. Neither the information provided nor any opinion expressed constitutes a solicitation for the purchase or sale 
of any security. Past performance is no guarantee of future results.    Information contained herein has been obtained from sources considered to be reliable, 
but we do not guarantee their accuracy or completeness. This material does not provide individually tailored investment advice.  It has been prepared without 
regard to the individual financial circumstances and objectives of persons who receive it.  The strategies and/or investments discussed in this material may not 
be appropriate for all investors.  Morgan Stanley Wealth Management recommends that investors independently evaluate particular investments and strategies, 
and encourages investors to seek the advice of a Financial Advisor.  The appropriateness of a particular investment or strategy will depend on an investor’s 
individual circumstances and objectives.    Tax laws are complex and subject to change. Morgan Stanley Smith Barney LLC (“Morgan Stanley”) , its affiliates 
and Morgan Stanley Financial Advisors and Private Wealth Advisors do not provide tax or legal advice and are not “fiduciaries” (under the Investment 
Advisers Act of 1940,  ERISA, the Internal Revenue Code or otherwise) with respect to the services or activities described herein except as otherwise provided 
in writing by Morgan Stanley and/or as described at www.morganstanley.com/disclosures/dol. Individuals are encouraged to consult their tax and legal 
advisors (a) before establishing a retirement plan or account, and (b) regarding any potential tax, ERISA and related consequences of any investments made 
under such plan or account.      International investing may not be appropriate for every investor and is subject to additional risks, including currency 
fluctuations, political factors, withholding, lack of liquidity, the absence of adequate financial information, and exchange control restrictions impacting foreign 
issuers.  These risks may be magnified in emerging markets. Investing in smaller companies involves greater risks than those associated with investing in more 
established companies, including significant stock price fluctuations and illiquidity. Bonds are subject to interest rate risk. When interest rates rise, bond prices 
fall; generally the longer a bond's maturity, the more sensitive it is to this risk. Bonds may also be subject to call risk, which is the risk that the issuer 
will redeem the debt at its option, fully or partially, before the scheduled maturity date. The market value of debt instruments may fluctuate, and proceeds 
from sales prior to maturity may be more or less than the amount originally invested or the maturity value due to changes in market conditions or changes in 
the credit quality of the issuer. Bonds are subject to the credit risk of the issuer. This is the risk that the issuer might be unable to make interest and/or 
principal payments on a timely basis. Bonds are also subject to reinvestment risk, which is the risk that principal and/or interest payments from a given 
investment may be reinvested at a lower interest rate. Bonds rated below investment grade may have speculative characteristics and present significant risks 
beyond those of other securities, including greater credit risk and price volatility in the secondary market.  Investors should be careful to consider these risks 
alongside their individual circumstances, objectives and risk tolerance before investing in high-yield bonds.  High yield bonds should comprise only a limited 
portion of a balanced portfolio. Diversification does not guarantee a profit or protect against loss in a declining financial market. Certified Financial Planner 
Board of Standards, Inc. (CFP Board) owns the certification marks CFP®, CERTIFIED FINANCIAL PLANNER™, and CFP® (with plaque design) in the 
United States, which it authorizes use of by individuals who successfully complete CFP Board’s initial and ongoing certification requirements. 
Morgan Stanley Smith Barney LLC Member SIPC      CRC# 4900526 10/25 


