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Stock market volatility continued into the second quarter, but this time it was of the positive
variety. The decline seen in the first quarter was more than erased after U.S. stocks staged a
stunning rebound. Worries about the detrimental effects of significant tariffs were lessened as
trade talks appeared to show some progress. In addition, strong corporate earnings helped to
support higher stock prices.

For the second quarter, U.S. large-cap stocks rose 10.9% (S&P 500 Index), small-cap stocks rose
8.5% (Russell 2000 Index), and international stocks gained 10.6% (MSCI EAFE Index). Bond
yields remained steady, with the Bloomberg U.S. Aggregate Bond Index rising 1.2%.

As we look forward to the second half of the year, uncertainty remains. Tariff talks, weakening
consumer spending, and turmoil in the Middle East are weighing on the investing outlook.
Expectations of two interest rate cuts by the Fed are still in the forecast, but the recent monthly
inflation report of 2.3% is slightly higher than the central bank’s 2.0% target. As a result, the Fed
Chair is reluctant to reduce interest rates, which could cause inflation to ratchet upwards.

As the U.S. stock market hits new highs, stocks are starting to look a little pricey. Continued
economic growth, more job creation, and increased consumer spending may help support stock
prices. However, it is certainly possible that a short-term “correction” could occur in the months
ahead.

Since we manage client portfolios with a long-term view, we are positioning portfolios based on
our outlook that stocks should outperform fixed income investments over the next several years.
Most client portfolios are neutrally weighted between U.S. and international stocks. On the bond
side, exposures are typically allocated to short- and intermediate-term holdings. We continue to
believe that disciplined diversification and patience are key to navigating both the highs and lows
of the market.

As always, please don’t hesitate to call us if you have any questions or if we can assist you in
any way.
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