
Last quarter, I was introduced to a fascinating new hobby: birding! Picking up this pastime in the fall 

meant that I was able to observe dozens of migrating species as they passed through Chicago. In doing 

so, I wondered how so many birds survive the winter without making a long trek South. I learned that 

birds who opt to sit out the cold have developed fascinating tools to help them from freezing. Some of 

these tools include cleverly designed blood vessels and a form of temporary hibernation called torpor. 

Although the tools we use to prepare for challenging times in the financial world are not genetically 

encoded like those of our avian counterparts, they are no less valuable. Developing sound budgeting 

habits, crafting an appropriate asset allocation, and being disciplined in investment selection are tools that 

have historically enabled investors to weather markets, no matter how frosty they may become.  

  

Far from being frosty, however, markets were white-hot in Q3 of 2025. The S&P 500 saw an increase of 

8.1%, bringing year-to-date returns to 14.8%. Growth stocks, represented by the Russell 1000 Growth 

index, returned 10.5%, while the Russell 1000 Value index rose 5.3%. As of September 30th, 2025, the 

Russell 1000 Growth was up 17.2% and the Russell 1000 Value was up 11.6%. Internationally, the MSCI 

EAFE rose 4.9%, bringing year-to-date returns to 25.8%. The MSCI Emerging Markets index also fared 

well, returning 10.9% in the last quarter and 28.2% year-to-date.1 

  

Several themes drove markets to greater heights last quarter, but a major one was artificial intelligence 

(AI). By mid-July, private investments in Artificial Intelligence and Machine Learning in the US totaled 

$275 billion, and the figure continues to rise.2 In the public sphere, a large fraction of US equity market 

returns were derived from continued outperformance of AI-related names. As corporations invest billions 

of dollars into these technologies, many investors have been asking whether this level of market 

ebullience is beginning to resemble a bubble. Lisa Shalett, Chief Investment Officer and Head of the 

Global Investment Office at Morgan Stanley Wealth Management, addresses this question in a recent 

publication:  

The data center capex boom that began in earnest following the 2022 bear market has seen annual 

“hyperscaler” capex surge from about $100 billion to over $400 billion… This is outsized compared to 

virtually anything seen in the internet bubble…This comes as Census Bureau survey data indicates that 

AI usage and adoption are plateauing across every enterprise size, having apparently peaked at around 

14% of the largest companies in June before falling to about 11% in August. This confirms MIT Media Lab 

and Project NANDA research from August suggesting that 95% of AI pilots used at companies have so far 

produced no measurable return or productivity improvement. Our point is not to express doubt about the 

technology’s long-term potential but about the timing, as well as the likelihood that as adoption proceeds, 

data center growth will slow, with capacity outpacing immediate return on investment.3 

Although the opportunities offered by AI adoption are exciting from a productivity and growth perspective, 

current valuations in the S&P 500 at a 22.8x forward price/earnings (P/E) ratio4,5 reflect little hubris on the 

part of markets (the 30-year average P/E was 17.0x as of 09/30/20254.) Our response to such optimism is 

to approach asset allocation decisions with intention, and to ensure that concentrations remain in-check 

in the face of above average valuations.  

  

Bond investments also enjoyed a positive third quarter on the back of healthy (albeit slowing) economic 

data and the announcement of a 0.25% Federal Reserve rate cut in September.6,7 Morgan Stanley’s 

economists currently “expect a 25 basis-point cut at each of the next three Fed meetings— October, 

December and January—followed by a pause and two more cuts, in April and July next year.”5 With these 

statistics in mind, many investors have been asking why mortgage rates remain elevated. Much of this 

dynamic has to do with how these cuts have impacted the yield curve. Mortgage rates are generally set 

based on the 10-year treasury yield. Although shorter term rates have come down following the most 

recent FOMC meeting, the yield curve has steepened, meaning that longer term rates (such as the 10-



year yield) have not come down as much as short term rates.8 The natural question becomes, why have 

longer term rates not experienced the same reduction? The answer to that question comes down to 

uncertainty and expectations. The longer the time between now and the maturity of any given bond, the 

higher the risk of a change in circumstances. Generally, the changes in circumstances that investors 

factor into long-term yields are fluctuations in inflation, economic growth, and central bank policy 

expectations. If longer-term expectations for growth and inflation remain elevated, long-term rates do too.  

  

On October 1st, 2025, the government shut down as democrats and republicans disagreed on how to 

resolve a budget dispute, leaving hundreds of thousands of government workers furloughed and several 

non-essential government services paused.  Although no one knows how long the shutdown will last, I do 

think a brief review of the historical impacts of previous shutdowns and how they have impacted the 

economy and markets is in order. In a recent research report, our US Economics team broke down 

historical data into economic and market impacts. “An analysis of quarterly GDP growth during prior 

government shutdowns since 1976” indicated that the impact of a shutdown on GDP has historically been 

mildly negative. “Using the last shutdown, which occurred in 2018-2019, as a guide, the US economy was 

estimated to have permanently lost only $3 billion in GDP in the following quarter… indicating that the 

level of total annual GDP that year was just 0.02 percentage points smaller than it would have otherwise 

been.”9 Additionally, “equity performance during shutdowns and amid periods of government uncertainty 

has largely been affected by other macroeconomic factors. For example, S&P 500 Index returns were not 

strongly correlated with the length of a shutdown. In fact, the S&P 500 Index has risen 4.4%, on average, 

during government shutdowns, and is positive over the last five shutdowns—indicating that 

macroeconomic, thematic, and cyclical factors play a greater role in market performance than legislative 

deadlocks.” 9  

  

With so many changes happening in our geopolitical and economic landscape, it is easy to feel 

overwhelmed. Much like birds who use the earth’s magnetic fields, the sun, and the stars to get them to 

where they need to go in the fall, our team continues to rely on time-tested approaches to portfolio 

construction and financial planning to lead our clients through turbulent times.  

  

Thank you for your continued trust in our team! 
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Named one of Forbes Best-In-State Wealth Management Teams for 2023, 2024, and 2025 

2023, 2024, and 2025 Forbes Best-In-State Wealth Management Teams 

Source: Forbes.com (Awarded 2023, 2024 and 2025). Data compiled by SHOOK Research LLC based 

on 12-month time period concluding in March of year prior to the issuance of the award.  
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1. myGIO: Powered by the Global Investment Office 

2. Thematics: Venture Vision: Artificial Intelligence Landscape 

3. The GIC Weekly: A Shrinking Margin for Error 

4. JP Morgan Guide to the Markets Forward PE 
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9. US Policy Pulse: Do Government Shutdowns Matter to Markets? 

 

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.          

The strategies and/or investments discussed in this material may not be appropriate for all investors. The 

appropriateness of a particular investment or strategy will depend on an investor’s individual 

circumstances and objectives. 

This material contains forward looking statements and there can be no guarantees they will come to pass. 

The information and statistical data contained herein have been obtained from sources believed to be 

reliable but in no way are guaranteed by Morgan Stanley as to accuracy or completeness.  There is no 

guarantee that any investments mentioned will be in each client's portfolio. 

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. Individuals should seek advice 

based on their particular circumstances from an independent tax or legal advisor. 

For index, indicator and survey definitions referenced in this report please visit the following: 

https://www.morganstanley.com/wealth-investmentsolutions/wmir-definitions 

An investment cannot be made directly in a market index. 

Asset allocation and diversification do not guarantee a profit or protect against a loss in a declining 

financial market. 

https://players.brightcove.net/644391012001/Hyv5hYd8M_default/index.html?videoId=6311642397112
https://www.morganstanley.com/disclosures/awards-disclosure.html
https://mssbcie.ms.com/ri/#/reportDetail?page=reportdetails&lookup=D6497D03-01FD-40E5-9971-8B61F51DFF24&previousPage=Capital%20Market%20Indices&previousUrl=%2Fcategory%2Fmarkets-and-investment-strategy%2Fcapital-market-indices;pageIndex%3D1
https://kmservices-sm.webfarm.ms.com/KMServices/services/ContentService/Report/ffe0afc2-6cad-11f0-b502-86a516d87cf3?action=download&_timestamp=1760455582515
https://wmrsi.webfarm.ms.com/pub/content/wmrsi/reports/marketing/gic/s24_gic/8CF26F36-FBBE-423F-AF1B-EF2A888ECFC9.html
am.jpmorgan.com/us/en/asset-management/institutional/insights/market-insights/guide-to-the-markets/guide-to-the-markets-slides-us/equities/gtm-forwardpe/
https://wmrsi.webfarm.ms.com/pub/content/dam/wmrsi/html/marketing/gic/s24_gic/C6BF921B-B052-4BFB-B736-BE0A571BE1D4.pdf/_jcr_content/renditions/C6BF921B-B052-4BFB-B736-BE0A571BE1D4-V11.0.pdf
https://wmrsi.webfarm.ms.com/pub/content/wmrsi/reports/marketing/wmir/s24_mps/CCAF2A67-DA10-4B0E-B57A-CFCCD637BDCA.html
https://wmrsi.webfarm.ms.com/pub/content/wmrsi/reports/marketing/wmir/s24_mps/CCAF2A67-DA10-4B0E-B57A-CFCCD637BDCA.html
https://wmrsi.webfarm.ms.com/pub/content/wmrsi/reports/marketing/wmir/s24_mps/062830F7-FEFC-4327-964C-87BB41DAA568.html
file://///stor25ncs1.new-york.ms.com/s24826/fatimah.hijjawi/Downloads/The%20Fed,%20Mortgage%20Rates.pdf
https://wmrsi.webfarm.ms.com/pub/content/wmrsi/reports/marketing/wmir/s24_msg/4F7BB759-10F5-4417-B60C-58F87655854C.html


Morgan Stanley Wealth Management Pacesetter's Club members must meet a number of criteria 

including performance, conduct and compliance standards, revenue, length of experience and assets 

under supervision. Club membership is no guarantee of future performance. 

 

 

Morgan Stanley Smith Barney LLC. Member SIPC. CRC4902688 10/25 

 

 

 

 


