


Quarter and Year End Review

The stock market continued to rally this quarter despite the headwinds. The bond market on
the other hand showed some volatility, as the Federal Reserve finally got off the sideline and
made their first cut. Earnings season was quite strong with several large cap companies
beating expectations, reinforcing investor confidence. With the Fed taking action,
expectations of an accommodating policy also buoyed the market. Investors took on risk
favoring growth and the tech sector over more defensive or cyclical sectors. With the
markets broadly hitting new highs, valuation concerns have reappeared. That coupled with
mixed economic data and trade policy uncertainty have investors questioning how far can
this rally go? We will dive into all of this and discuss what we are looking at for the last
quarter of 2025.
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The breadth of the rally did widen throughout the quarter; however, the Tech sector heavily
dominated the performance driven by AI. The Magnificent 7 were once again key
contributors to the returns.

Past performance is not an indication of future results.
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As you can see above stocks do show that they are trading at huge premiums. The frothiness in the
market is a concern, but I would argue that today’s stocks and businesses are far more resilient
than those of the past. Companies are more asset and labor light, balance sheets carry less leverage,
most debt is long-term and fixed, and over 60% of the S&P 500 is rated “high quality” compared to
50% 20 years ago. We also focus on history and seasonality which is contributing to our
bullishness. The 4th quarter has been the market’s most consistent winning season for nearly a
century. The S&P 500 is positive in the 4th quarter 74% of the time. The expectation with the Fed
is now a full 1% of rate cuts over the next year, which would be a huge tailwind. That coupled with
accelerating profits, we are bullish for at least the remainder of the year.

What’s Been Happening in the Economy?

Outside the stock market, there were some mixed economic headlines that emerged this quarter.
First, let’s touch again on gold. Gold opened the year around $2,624-2,658/0z, and has climbed to
roughly $3,860/0z. There are several reasons for the continued demand push in gold. Gold still
remains a safe haven for investors who have sought refuge. Ongoing conflicts in the Middle East,
Ukraine, and trade tensions have all added uncertainty that should not be ignored. Central banks
have also been accumulating gold reserves to diversify away from a struggling US dollar. Forecasts
for gold prices continue to increase, with JP Morgan increasing its expecations to north of $4,000/
oz by mid-2026. We have been in gold for most of the year in our portfolios, and are now in silver
as well. Metals have had a huge rally.
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The stock market rally we have seen does not always reflect in the US economy. With the trade
and tariff headwinds, we have seen a mixed bag of economic indicators. GDP growth did pick up
this quarter, which was a welcome return to trend after a disappointing first quarter.
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The US economy itself has held up relatively well during all the volatility this year. However, we
are starting to see weakness in the labor markets. CEOs across several sectors admited this
quarter that companies have been absorbing the tariff costs, and trying to not push the cost down
to the consumers, but that was going to change. With their balance sheets weakening at the new
cost structrues, the labor market has started to weaken. Employees are reluctant leave their jobs,
layoffs are starting to tick up, and job openings have been on a huge slide.

Past performance is not an indication of future results.
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We are not just seeing softening labor numbers, but also weakening wage growth. With
modestly persisten inflation at 2.9%, weakening wages compounds the problem. This will be a
key area to watch, with the FED pivoting to a more accomodative policy, that will hopefully
stabilize the labor market.
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What Happened in the Bond Market?

The bond market experienced a notable rebound this quarter driven by declining yields. It was
positive this quarter across all major markets: Corporates, Muni’s, and Treasuries. The market
performance reflected broad based declines in the Treasury yields amid easing inflation concerns
and dovish FED signals. There was a severe drop in Treasury yields in September, with the 10-
year yield falling to 4.08%, down from 4.5% in April. This reflected improved inflation data and
expecatations of further FED rate cuts.

Past performance is not an indication of future results.
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The expectations are for yields to continue to decline as the FED takes actions. Locking in high
yield right now is key, as we will most likely not see these levels for some time.

What is Winans outlook for the second half of 20252

We are bullish on the market finishing 2025 strong. Despite the high valuations as already
discussed, we believe there is room to grow. The FED is going to continue to be a leading
character in this story. The expectations now are a full 1% cut over the next year to help stabilize
the economy. We will be watching the Fed for any signal changes, while keeping an eye on the
yield curve for any steepening or inversion.

Earnings season will also be key, especially whether companies can maintain or expand their
margins amid cost pressures. Forward guidance will also come under heavy scrutiny. A lot will
hinge on what CEOs say about demand, input costs, supply chains, and global exposures.

We would also like to see the breadth of the rally sustain and continue to expand. I’d like to see it
go beyond Tech and the Magnificent 7. It would be nice to see small caps, industrials, consumer
discretionary, and financials pick up some momentum. The international growth has also been
strong, and we would like to see that continue as well.

Lastly, we would like to avoid any macroeconomic surprises. Inflation data will be a key market
focal point, especially with how it will influence FED expectations. Economic data that deviates
from consensus could also cause sharp investor reactions. Aslong as there are not any major
surprises, we are expecting a strong close to the year. We would love to see another Santa Claus
rally to close out 2025.

Past performance is not an indication of future results.



Questions? Please let us know if you have any questions or concerns. We are closely monitoring the
markets and the impactful events that will affect them. The quarterly reports are in the mail and you
should receive them imminently. Please let us know if you have any questions. Stay safe and be well.

Winans Investments Team
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Past performance is not an indication of future results.
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