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▰ Global stock markets continued 
their upward climb in Q3

▰ Near-term recession risks continue 
to fade in the U.S.

▰ U.S. GDP for Q2 was 3.8% and is 
expected to show similar growth in 
Q3

▰ The Fed lowered interest rates for 
the first time in 2025

Glass Half-EmptyGlass Half-Full

▰ Labor markets show signs of softening

▰ Fed’s preferred inflation measure, Core 
PCE, continues to be stubborn at 2.9%, 
higher than the preferred level of 2%

▰ AI-related spending is robust, but future 
revenue streams are not clear

▰ Q3 ended with a shutdown of the U.S. 
Federal Government



Q3 2025 by the numbers
● 4.00% - 4.25% represents the current policy target range for the Federal Funds rate set by 

the Federal Reserve. As the Fed lowers rates, it has mixed implications for longer-term 
rates and financing costs for consumers.

● $211 billion is the cumulative amount of capital estimated to have been spent on 
artificial-intelligence projects by the end of last year by major technology companies. So far 
markets have rewarded this behavior but eventually profits will need to follow.

● +0.11% is the average S&P 500 Index performance during prior federal government 
shutdowns.

● +12.6% is the YTD return of a portfolio comprised of 60% MSCI ACWI and 40% Bloomberg 
Global Aggregate (hedged USD).  In other words, despite the unnerving headlines so far 
this year, a globally balanced portfolio comprised of both stocks and bonds is now trailing 
the S&P 500 by 2.2% YTD.
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Resilience in economic growth

4Source: BEA, FactSet, J.P. Morgan Asset Management. Guide to the Markets – U.S. Data are as of September 30, 2025.



Mag-7 Total CapEX Trend

Capital Expenditures as a % of Operating Cash Flow

Total Capital Expenditures Annually



A softening labor market

6Source: BlackRock Investment Institute, U.S. Bureau of Labor Statistics, with data from Haver Analytics, September 2025.



Can the Fed Maintain Balance?
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1960 – 2025 average values: unemployment 
(5.9%), Core PCE (3.2%)



Average Hourly Earnings 
vs Inflation



Fed moves and the 10-year (Jan 83’ - Dec 24’)
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Source: Dimensional Fund Advisors, Federal Reserve Economic Data (FRED) from the Federal Reserve Bank of St. Louis. Data series used: Market Yield on US Treasury Securities at 
10-Year Constant Maturity, Quoted on an Investment Basis, Percent, Daily, Not Seasonally Adjusted (DGS10); Federal Funds Target Rate (DISCONTINUED), Percent, Daily, Not 
Seasonally Adjusted (DFEDTAR); and Federal Funds Target Range - Upper Limit, Percent, Daily, Not Seasonally Adjusted (DFEDTARU). Circles corresponding to a rate cut do not sum 
to 100% due to monthly periods of no yield change for the 10-Year US Treasury note.



Global bond returns
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Source: Morningstar, Bloomberg and ICE BofA ML benchmarks shown.  Past performance is not indicative of future results.



Yield curve changes
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Source: Avantis Investors, Bloomberg, data as of 9/30/2025



Credit Risk



US stock returns by size and style
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Source: Morningstar, Russell benchmarks shown. Past performance is not indicative of future results.



Artificial Intelligence requires 
real spending
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Source: J.P. Morgan Asset Management; (Left) Bloomberg; (Right) Federal Reserve Board. Data for 2025, 2026 and 2027 reflect consensus estimates. Capex shown is company 
total, except for Amazon, which reflects an estimate for AWS spend (2004 to 2012 are J.P. Morgan Asset Management estimates and 2012 to current are Bloomberg consensus 
estimates). *Hyperscalers are the large cloud computing companies that own and operate data centers with horizontally linked servers that, along with cooling and data 
storage capabilities, enable them to house and operate AI workloads. **Reflects cash flow before capital expenditures in contrast to free cash flow, which subtracts out capital 
expenditures. Guide to the Markets – U.S. Data are as of September 30, 2025.



S&P 500 Valuations
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What do declining interest rates 
mean for stock returns?
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Average monthly return for the U.S. stock market

Source: Avantis. Data from 1973 - 2024. U.S. stocks are represented by the Market Portfolio from Ken French’s Data Library. The total rolling one-year periods in the analysis 
are 613. Total rolling 1-year periods when rates rise by >1% are 93, periods when rates fall by >1% are 93, and periods when rates stay within +/- 1% are 410.



Government shutdowns and 
market performance
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Source: LPL Research, Bloomberg, Strategas Research 9/30/25. All indexes are unmanaged and cannot be invested in directly. Past Performance is 
no guarantee of future results.

Average S&P 500 Performance: 0.11%

Percent Positive: 52.4%

S&P 500 Performance During Government Shutdowns (%)



International developed and 
emerging market stock returns
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Source: Morningstar, MSCI benchmark shown. Past performance is not indicative of future results.



International stocks and the dollar

19Source: FactSet, MSCI, J.P. Morgan Asset Management. Past performance is not a reliable indicator of current and future results. MSCI EAFE Index: A benchmark tracking large- and 
mid-cap stocks in developed markets across Europe, Australasia, and the Far East, excluding the U.S. and Canada. Guide to the Markets – U.S. Data are as of September 30, 2025.



Dollar strength is good for US consumers but 
bad for owners of non-US investments
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Source: Wall Street Journal as September 30, 2025.  Past performance is not indicative of future results.



Global Stock Valuations
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Maintain your focus on what 
really matters

▰ Financial planning is a process, not an endpoint
▰ Concentrate on long-term goals and objectives
▰ Focus on reaching goals, not on beating benchmarks
▰ Maintain a disciplined approach, in good and bad markets
▰ Invest broadly and globally; asset allocation is key
▰ Reduce investment and tax costs where possible
▰ Rebalance  as necessary
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Disclosures
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East Bay Investment Solutions, a Registered Investment Advisory firm, supplies investment research services under contract.
 
This document contains general information, may be based on authorities that are subject to change, and is not a substitute for professional advice 
or services.  This document does not constitute tax, consulting, business, financial, investment, legal or other professional advice, and you should 
consult a qualified professional advisor before taking any action based on the information herein.  This document is intended for the exclusive use of 
East Bay clients, and/or clients or prospective clients of the advisory firm for whom this analysis was prepared in conjunction with the EAST BAY 
TERMS OF USE, supplied under separate cover.  Content is privileged and confidential.  Information has been obtained by a variety of sources 
believed to be reliable though not independently verified.  To the extent capital markets assumptions or projections are used, actual returns, 
volatility measures, correlation, and other statistics used will differ from assumptions.  Historical and forecasted information does not include 
advisory fees, transaction fees, custody fees, taxes or any other expenses associated with investable products unless otherwise noted.  Actual 
expenses will detract from performance.  Past performance does not indicate future performance.
 
The sole purpose of this document is to inform, and it is not intended to be an offer or solicitation to purchase or sell any security, or investment or 
service.  Investments mentioned in this document may not be suitable for investors. Before making any investment, each investor should carefully 
consider the risks associated with the investment and make a determination based on the investor’s own particular circumstances, that the 
investment is consistent with the investor’s investment objectives.  Information in this document was prepared by East Bay Investment Solutions. 
Although information in this document has been obtained from sources believed to be reliable, East Bay Investment Solutions does not guarantee 
its accuracy, completeness, or reliability and are not responsible or liable for any direct, indirect or consequential losses from its use.  Any such 
information may be incomplete or condensed and is subject to change without notice.
 
Visit eastbayis.com or more information regarding East Bay Investment Solutions.

https://www.eastbayis.com/

