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The U.S. stock market produced exceptional returns in the recent quarter, supported by an
improved corporate earnings outlook, lower interest rates, and strong economic growth. Small-
cap stocks performed exceptionally well as the Fed lowered interest rates. These stocks are
typically more sensitive to changes in borrowing costs than large companies. International
markets also performed very well in the quarter, contributing to a very impressive performance
for the year.

For the quarter, U.S. large-cap stocks rose 8.1% (S&P 500 Index), small-cap stocks rose 12.4%
(Russell 2000 Index), and international stocks gained 4.2% (MSCI EAFE Index). Bonds also
performed well since the Fed eased interest rates in September, returning 2.0% (Bloomberg U.S.
Aggregate Bond Index)

The stock market has performed surprisingly well in an environment of trade policy fluctuations,
inflationary pressures, and an uncertain outlook for future moves by the Federal Reserve. Stocks
are expensive at this point, and strong corporate earnings, positive jobs reports, and further
interest rate cuts by the Fed are needed to support the current valuations.

So, what should we do now? The short-term downside risk for stocks appears daunting as we
continue to hit new highs. We believe that part of successful investing involves riding out
nervous markets in which prices are driven by short-term economic news and investor emotions.
Somehow, we need to stay focused on long-term fundamentals and remain committed to a
disciplined risk-management process.

The bottom line is that sleeping well at night is important. While we feel that stocks should
perform well over the long run, if you sense that “staying the course” during the next inevitable
(and usually short) market decline would impact your lifestyle and sleep, we should revisit your
risk tolerance to make sure you are in an appropriate mix of investments.

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