
 

 

Earnings Growth and Fed Doves Propel Markets Higher 

Fourth Quarter 2025 Review  

The S&P 500 rose to an all-time high in the fourth quarter as economic data showed solid 

growth, the Fed met investor expectations by cutting interest rates, and massive investments in 

data center infrastructure continued apace. These factors continue to support expectations for 

economic and corporate earnings growth in 2026. The S&P 500 logged a modestly positive 

return for the fourth quarter and an annual return of close to 20%, continuing a strong three-

year run. 

The S&P 500 started the fourth quarter by hitting a new all-time high in early October, although 

volatility struck markets mid-month as trade tensions between China and the United States 

escalated once again. After several weeks of tit-for-tat trade restrictions and fee increases, in 

mid-October, President Trump threatened 100% tariffs on Chinese goods, dramatically 

escalating trade tensions between the two countries. That caused a short, sharp drop in U.S. 

stocks, although the volatility was ultimately short-lived thanks to a strong Q3 earnings season, 

rising expectations for a Fed rate cut, and some de-escalatory rhetoric from President Trump 

about the U.S./China trade war. In the final days of October, those positive expectations were 

fulfilled as the Fed cut rates another 0.25% and President Trump and Chinese President Xi struck 

another trade deal that de-escalated tensions.   The S&P 500 rose to another new all-time high 

in the final days of October and finished the month with a strong gain, rising 2.34% 

Volatility returned to markets in a more sustained way in November, thanks to rising doubts 

about future Fed rate cuts and disappointing artificial intelligence (“AI”)-related news. Stocks 

dropped early in the month on further digestion of the recent Fed decision, which provided 

markets with a desired rate cut but also injected some doubt over whether the Fed would cut 

rates again in December. Then, in mid-November, several headlines and corporate updates cast 

some doubt about the expected return on investment of massive AI infrastructure spending. 

Additionally, not-as-good-as-hoped-for earnings by AI bellwether Nvidia further pressured tech 

stocks. Those two forces, fresh doubts about a December rate cut and mixed AI-related 

corporate news, led to a pullback of nearly 5% in the S&P 500 by mid-November. However, 

commentary by New York Fed President Williams helped stabilize markets around Thanksgiving. 

Fed President Williams, who is seen as one of the most influential Fed members, implied he DID 

expect the Fed to cut rates again in December. Williams’ comments sent expectations for a 



December rate cut surging and that, combined with the end of the longest government 

shutdown in U.S. history, helped stocks rally and close the month with a slight gain, rising 0.25%  

Volatility remained elevated in early December, due to the same forces that caused the 

November pullback, i.e., uncertainty over Fed policy and mixed AI news. Unlike November, 

though, none of the news was bad enough to cause a sustained pullback in stocks. Starting with 

the Fed, it cut interest rates a third time in 2025 at the December meeting but also signaled that 

it planned to pause in early 2026. The mixed message was not bad enough to disrupt markets, 

however, and with a new Fed chair looming in 2026, markets still believe more rate cuts are on 

the way. Turning to AI, corporate results remained mixed as underwhelming earnings reports by 

Oracle and Broadcom were offset by strong results from memory maker Micron. However, none 

of the news was bad enough to disrupt market momentum and with no more surprises lurking 

in 2025, year-end momentum carried the S&P 500 to new all-time highs late in the month.  

In sum, 2025 was another strong year for markets. Continued investor enthusiasm for artificial 

intelligence, more Fed rate cuts and stable economic growth helped to offset decades-high tariff 

rates and general policy volatility 

Q4 and Full-Year 2025 Performance Review 

All four major indices finished the fourth quarter with a solidly positive return. The Dow 

Industrials outperformed the other major averages thanks to strength in financials and 

industrials and was less impacted by mixed tech stock performance during the quarter. For the 

full year, however, the Nasdaq was the best performing major index as it benefitted from the 

large weightings to tech stocks, followed by the S&P 500. The Dow Industrials and Russell 2000 

both finished the year with solid gains.   

US Equity Indexes Q4 2025  
Total Return 

2025 

S&P 500 2.65% 17.86% 

S&P 500 Equal Weighted 1.38% 11.40% 

DJ Industrial Average 4.03% 14.92% 

NASDAQ Composite 2.72% 21.17% 

S&P 500 Dividend Aristocrats 1.72% 7.28% 

Russell 2000 (Small Cap) 2.19% 12.79% 

MSCI EAFE (International Developed) 4.91% 32.03% 

MSCI Emerging Markets  4.76% 34.29% 

         Source: Bloomberg Professional (12/31/2025) 



By market capitalization, large caps outperformed small caps in the fourth quarter and for the 

full year, thanks to strong gains in large-cap tech stocks, which were driven higher by AI 

enthusiasm and solid earnings growth. That said, small caps enjoyed solid returns for the fourth 

quarter and full year, due to falling interest rates and solid economic growth 

From an investment-style standpoint, value outperformed growth in the fourth quarter as 

mixed tech earnings weighed on growth funds, while solid economic data and more Fed rate 

cuts supported more cyclically oriented sectors that typically dominate value funds. For the full 

year, tech-heavy growth solidly outperformed value, however, as strength in AI stocks pushed 

growth styles higher on a full-year basis 

On a sector level, performance in the fourth quarter was mixed, as 8 of the 11 S&P 500 sectors 

finished the fourth quarter with a positive return. However, for the second straight year, all 11 

sectors ended the full year with gains. The healthcare sector was, by far, the best performer in 

the fourth quarter thanks generally to investors rotating towards more value-oriented sectors of 

the market, but also because fears that the prolonged government shutdown would lead to 

reduced federal healthcare spending went unfulfilled.  For the full year, technology and 

communication services sectors were the top performers, as both sectors benefitted from the 

substantial gains of AI-linked tech stocks  

Looking at sector laggards, utilities and real estate finished the fourth quarter with marginally 

negative returns. Utilities were pressured tangentially by a mild deterioration in sentiment 

towards the AI data center boom. Real estate, meanwhile, saw modest weakness thanks to 

lingering concerns about home affordability and after longer-dated Treasury yields rose to multi-

month highs on concerns a “too dovish” Fed chair could reignite inflation in 2026. For the full 

year, consumer staples and real estate were the relative laggards, as generally speaking, 

investors preferred exposure to more AI and cyclical sectors given high AI enthusiasm and stable 

economic growth. More specifically, real estate faced year-long headwinds from higher interest 

rates while consumer staples stocks were negatively impacted by higher tariffs 

Foreign markets outperformed the S&P 500 in the fourth quarter and, for the first time since 

2017, outperformed the S&P 500 for the full year. Foreign developed markets and emerging 

markets posted nearly identical returns in the fourth quarter thanks to solid economic growth in 

Europe and China and on expectations for rate cuts in the United Kingdom. For the full year, 

however, emerging markets slightly outperformed foreign developed markets thanks to falling 

global interest rates and a resilient Chinese economy.  

Commodities saw mixed performance in the fourth quarter that largely mirrored the 

performance for 2025. Gold finished the fourth quarter and year with substantial gains. A 

weaker U.S. dollar, rising geopolitical tensions, stubbornly firm inflation and concerns about 



central bank independence all contributed to gold hitting a new all-time high in 2025. Gold 

turned in the best annual performance since 1979. Oil prices, meanwhile, declined sharply in 

the fourth quarter, which caused oil to post a negative annual return for 2025. Despite elevated 

geopolitical tensions, concerns about global oversupply of oil weighed on prices throughout 

2025 and made it one of the few major assets to post a negative return.  

Switching to fixed income markets, the leading benchmark for bonds (Bloomberg Barclays US 

Aggregate Bond Index) realized a solidly positive return for the fourth quarter and that helped 

to round out a strong year of performance for the fixed income markets. 

US Bond Indexes Q4 2025  
Total Return 

2025 

Bloomberg US Aggregate Bond 1.10% 7.30% 

Bloomberg US T-Bill 1-3 Month 1.01% 4.29% 

ICE US T-Bond 10-20 Year 0.10% 6.53% 

ICE BofA US High Yield Index 1.35% 8.50% 

S&P National AMT-Free Municipal Bond 1.55% 3.77% 

      Source: Bloomberg Professional (12/31/2025) 
 

Looking deeper into fixed income, both long- and short-duration debt posted modestly positive 

returns in the fourth quarter, but longer-duration debt outperformed thanks to better-than-

expected inflation readings and as concerns about the U.S. fiscal situation continued to recede. 

On a full-year basis, longer-duration bonds handily outperformed shorter-duration debt thanks 

to aforementioned declining concerns about U.S. fiscal ratios, solidly positive U.S. economic 

growth, and still-robust foreign demand for longer-term U.S. debt 

Turning to the corporate bond market, high-yield outperformed higher-quality bonds. Lower-

yielding investment grade debt in the fourth quarter and for the full year was solid as economic 

data and more Fed rate cuts prompted investors to reach for higher yield amidst a stable 

economy. 

  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

“Circular Financing” of Artificial Intelligence as Described by AI Itself 

Artificial intelligence (“AI”) is all the talk on Wall Street and Main Street. One particular piece 

of Wall Street jargon that we believe needs explaining is the term “circular financing.”  What 

better way to explain it than to use two popular AI large language models to describe it; 

Perplexity and ChatGPT. 

SlateStone’s Specific Query to AI: 

“Write me a three paragraph article regarding the circular financing happening with OpenAI, 

Oracle, Microsoft, Amazon, CoreWeave, AMD, and Nvidia.” 

Perplexity: “Circular financing in the AI sector describes a closed loop of capital in which the 

same group of companies are simultaneously each other’s largest investors, customers, and 

suppliers, effectively recycling money through the system while booking it as growth. In the 

current AI build-out, OpenAI, Microsoft, Oracle, Amazon, CoreWeave, Nvidia, and AMD have 

become the core nodes of this loop, channeling tens or even hundreds of billions of dollars 

across cloud contracts, chip purchases, equity investments, and long-term infrastructure 

commitments that all depend on each other’s continued expansion. This structure accelerates 

capacity building for AI models and data centers, but it also raises questions about how much 

of the reported demand is organic versus manufactured by financing arrangements that 

presuppose ever-rising compute needs.”  

Perplexity: “At the heart of this circular system is OpenAI’s reliance on hyperscale cloud and 

specialized chips, and the way those needs are pre-funded by its own backers. Microsoft’s 

multibillion-dollar investment in OpenAI is tied to a requirement that OpenAI run its 

workloads on Azure, effectively turning capital into a guaranteed revenue stream for 

Microsoft’s cloud division while giving OpenAI subsidized access to infrastructure. Nvidia’s 

planned investment in OpenAI, meanwhile, is intertwined with commitments that OpenAI will 

buy enormous volumes of Nvidia GPUs, even as Oracle spends tens of billions on Nvidia 

hardware to power data centers built for OpenAI’s use, meaning the same dollars show up as 

investment on one balance sheet and chip revenue on another. CoreWeave deepens the loop: 

it finance-buys Nvidia GPUs, leases them to OpenAI under multiyear contracts, and counts 

Nvidia as both key supplier and shareholder, while OpenAI simultaneously becomes both its 

customer and equity investor.” 



 

 

  

ChatGPT: “That mixture of strategic partnership and financial entanglement helps explain both 

investors’ excitement and their anxiety. Proponents argue circular deals accelerate 

deployment of enormous compute at scale by aligning incentives between chipmakers, cloud 

operators and AI developers; critics counter that the same loops can inflate apparent activity 

without creating durable external demand, raising the specter of an asset bubble if growth 

slows or financing conditions tighten. (Bloomberg) Either way, the episode is a reminder that 

the architecture of the AI economy is not just technical — it’s financial, and the stability of that 

architecture depends as much on lending markets and contract structures as on model 

accuracy or chip performance.” 

From SlateStone’s perspective as investment managers, this “circular financing” phenomena 

highlights the interconnectivity of many of the largest AI companies and one we are watching 

closely for the potential risk it may create should one or more falter sending shockwave across 

the entire AI ecosystem. 

 

Perplexity Sources: 

1. https://builtin.com/articles/ai-circular-financing 

2. https://www.linkedin.com/posts/andrewchanyikhong_a-house-of-cards-the-circular-economy-activity-7387276649991454720-

aKQ1 

3. https://shanakaanslemperera.substack.com/p/the-recursively-financed-singularity 

4. https://graceblakeley.substack.com/p/the-ai-circular-economy 

5. https://stocktwits.com/news-articles/markets/equity/amazon-said-to-be-weighing-10b-investment-in-open-ai/cLeOJXxREpq 

6. https://www.nbcnews.com/business/economy/openai-nvidia-amd-deals-risks-rcna234806 

7. https://www.ainvest.com/news/reshaping-ai-economy-circular-financing-strategic-partnerships-competitive-positioning-2512/ 

8. https://www.highlinewp.com/post/circular-investing-in-the-ai-ecosystem 

9. https://www.linkedin.com/posts/guillermoflor_10-things-to-understand-about-the-openai-activity-7383925979649413120-TAQh 

10. https://www.barrons.com/articles/nvidia-microsoft-openai-circular-financing-ai-bubble-5d9a4e7c 

 

https://www.bloomberg.com/news/features/2025-10-07/openai-s-nvidia-amd-deals-boost-1-trillion-ai-boom-with-circular-deals?utm_source=chatgpt.com
https://builtin.com/articles/ai-circular-financing
https://www.linkedin.com/posts/andrewchanyikhong_a-house-of-cards-the-circular-economy-activity-7387276649991454720-aKQ1
https://www.linkedin.com/posts/andrewchanyikhong_a-house-of-cards-the-circular-economy-activity-7387276649991454720-aKQ1
https://shanakaanslemperera.substack.com/p/the-recursively-financed-singularity
https://graceblakeley.substack.com/p/the-ai-circular-economy
https://stocktwits.com/news-articles/markets/equity/amazon-said-to-be-weighing-10b-investment-in-open-ai/cLeOJXxREpq
https://www.nbcnews.com/business/economy/openai-nvidia-amd-deals-risks-rcna234806
https://www.ainvest.com/news/reshaping-ai-economy-circular-financing-strategic-partnerships-competitive-positioning-2512/
https://www.highlinewp.com/post/circular-investing-in-the-ai-ecosystem
https://www.linkedin.com/posts/guillermoflor_10-things-to-understand-about-the-openai-activity-7383925979649413120-TAQh
https://www.barrons.com/articles/nvidia-microsoft-openai-circular-financing-ai-bubble-5d9a4e7c


Q1 and 2026 Market Outlook 

Markets begin the new year riding an impressive three-year winning streak that’s been powered 

by rate cuts, solid economic growth, and extreme investor enthusiasm over artificial intelligence 

– all of these factors remain in place for 2026.  

Starting with economic growth, despite major shifts in global trade policy and the longest 

government shutdown in U.S. history, the economy starts the new year on solid footing. Major 

economic metrics regarding consumer spending, service sector demand, business investment, 

and employment are showing solid growth and that is important support for risks assets as we 

begin 2026 

On monetary policy, the Federal Reserve has cut rates aggressively over the past year and a half, 

easing the headwind on the U.S. economy. Despite some uncertainty about the number of 

future rate cuts in 2026, investors still expect a generally “dovish” Fed. The Fed projections 

show another rate cut in the new year while a new Fed chair (likely to be appointed soon and 

take office in May) is expected to push harder for more rate cuts and generally be more dovish 

than current Fed Chair Powell. 

Finally, investor enthusiasm for the productivity and profit-boosting potential of artificial 

intelligence has been the main fuel behind this remarkable three-year bull market. As we start 

2026, AI enthusiasm remains broadly in place. In fact, major U.S. tech companies remain 

committed to spending hundreds of billions on AI infrastructure buildout and that should 

continue to power broader economic growth.   

The factors that have fueled this three-year bull market remain in place as we start the new year 

and that means the outlook for markets and risk assets remains positive. However, that 

optimistic outlook should not be confused as being one without risks.  It is also fair to say the 

market enters 2026 with weaker tailwinds than those it had over the past few years. 

Starting with economic growth, it is true that most economic metrics are showing solid growth 

and there are few, if any, major economic metrics warning of an economic slowdown at this 

juncture. With one exception, the labor market has been losing momentum for most of 2025. 

The unemployment rate hit a four-year high late in 2025, and broadly speaking the labor market 

is in a current state of “No Hire/No Fire.” If layoffs start to increase in 2026, it will negatively 

shift the economic outlook and that would be a new, substantial headwind on stocks 

Turning to the Fed, while most expect the Fed to continue to cut rates in 2026, the reality is that 

the Federal Reserve is as divided as any of us have seen in a long time. Fed members appear 

torn over whether to continue to cut rates or hold them steady at current levels. The new Fed 

chairman is expected to be dovish. If the Fed forcefully signals that rate cuts are over for the 

foreseeable future, that will be a negative surprise for markets to digest 



Finally, enthusiasm for artificial intelligence stocks and the tech sector remains generally high, 

but skepticism about the massive amount of money being poured into AI infrastructure is rising. 

If investor sentiment sours in 2026, that will remove a major tailwind from the tech sector and 

the entire market more broadly, and this is a risk that we will continue to monitor closely.  

(Please see our accompanying insert on AI Circular Financing as a potential challenge for the 

sector.)  

Perhaps one of the biggest surprises of 2025 was that financial markets were not more 

negatively impacted by continued geopolitical tensions and trade policy volatility.  The reality is 

that both geopolitics and trade policy uncertainty are still potential negative influences on risk 

assets. An expansion of Russia’s war with Ukraine, a military confrontation between the U.S. 

and Venezuela, and the Supreme Court invalidating the 2025 tariffs are just some of the 

geopolitical and policy unknowns we must monitor in 2026.       

Bottom line, while the outlook for markets is positive as we start the year, we will not allow that 

to create a sense of complacency. As the past several years have shown, markets and the 

economy do not always perform according to Wall Street’s expectations  

As such, while we are prepared for the positive outcome currently expected by investors, we are 

also focused on managing both risk and return potential. As last year once again demonstrated, 

a well-planned, long-term-focused and diversified financial plan can help mitigate the impact of 

many market surprises and period of related volatility over time. 

At Slatestone Wealth, our Investment Committee diligently monitors numerous factors and data 

points on the markets and the economy in to inform our decision-making and apply that to our 

client’s portfolios. We recognize markets provide both opportunities and risks at any point in 

time, and our commitment to you is that we are ready to help you navigate this unique 

investment environment as we seek to preserve and grow your wealth. Successful investing is a 

marathon, not a sprint, and even intense volatility is unlikely to alter a diversified approach set 

up to meet your long-term investment goals. 

Therefore, when markets get volatile as they invariably will, it is critical not to let emotions 

guide decisions. Stay invested, remain patient, and stick to the investment plan we designed 

with you based on your unique, personal financial position, risk tolerance, and investment 

timeline. 

We thank you for your ongoing confidence and trust and please rest assured that our entire 

team will remain dedicated to helping you successfully navigate this market environment. 

Please do not hesitate to contact us with any questions, comments, or to schedule a portfolio 

review. 



Sincerely, 

SlateStone Wealth Investment Committee 

 

Disclosures: January 2026. The views and opinions expressed in this commentary are our judgment based 

on current market conditions and may be subject to change without notice. This communication is not 

intended for the giving of investment advice to any single investor or group of investors and no investor 

should rely upon or make any investment decisions based solely upon the contents of this 

communication. Readers are hereby informed that the commentary does not pertain to individual 

investment portfolios and should not be interpreted as a recommendation for making specific investment 

decisions. Each client's financial situation is unique, and investment strategies should be tailored to 

individual goals, risk tolerance, and financial circumstances. We strongly encourage investors to review 

their own portfolio’s performance and consult with their designated financial advisor to assess the 

suitability of any investment strategies discussed herein. While we have conducted reasonable due 

diligence on the accuracy of information from third-party sources, we cannot guarantee its completeness 

or correctness. The information contained herein should not be relied upon in isolation for the purpose of 

making an investment decision. The content provided should not be construed as an offer to sell or a 

solicitation of an offer to buy any securities or investment products. SlateStone prioritizes its clients’ best 

interests and is committed to providing them with personalized financial advice. For specific information 

related to your individual accounts or to obtain investment, tax, or legal advice, we encourage you to 

consult with your designated financial advisor or seek guidance from qualified professionals. SlateStone 

Wealth, LLC is an SEC registered investment advisory and wealth planning firm headquartered in Jupiter, 

FL with offices in Davie, FL and Madison, WI. The firm’s investment advisor representatives are in 

compliance with the current registrant requirements imposed upon registered investment advisors by 

those states in which it maintains clients. SlateStone Wealth, LLC only transacts business in states where 

it’s properly registered or in compliance with applicable state regulations. The rendering of personal 

investment advice for compensation will not be made absent compliance with the applicable regulations 

and requirements of an investment adviser. For more information on our firm please visit our website 

https://slatestone.com or https://adviserinfo.sec.gov/firm/summary/286669. 

• In preparing this report, the Company utilized artificial intelligence–based tools to assist with 

research, and data aggregation for the section on “Circular Financing.” Such tools were used as a 

supplemental resource and did not generate analysis, conclusions, investment judgments, or 

recommendations, nor did they replace management’s judgment, fiduciary responsibilities, 

internal controls, or disclosure controls and procedures. All content was reviewed and approved 

by management, which remains fully responsible for the accuracy, completeness, and integrity of 

the information contained herein. 

https://adviserinfo.sec.gov/firm/summary/286669

