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Market Review
Since the market low and President Trump’s tariff pause on April 
9, the stock market has been off to the races. The S&P 500® Index 
has gained 35.1%, with growth stocks up 45%, small cap stocks up 
over 39%, and emerging markets gaining 36%. These were capped 
off with strong gains in the third quarter, led by double digit 
gains for small cap and emerging market stocks which have been 
relative laggards in recent years. Year-to-date returns have been 
surprisingly strong with double-digit gains for most equity asset 
classes, led by growth stocks and international markets, which 
make up a meaningful portion of our asset allocation models.

The primary catalyst was the anticipation of the Federal Reserve 
lowering interest rates, which came in mid-September with a 0.25% 
reduction in the Fed funds rate. The market expects two more 
similar cuts this year that will lower borrowing costs for consumers 
and businesses and potentially provide a boost to the economy.  
Investors are hoping this will ease the mild sluggishness we’ve 
seen in the housing and labor markets. Typically, reducing interest 
rates during an already strong economy is good for stocks and 
can entice money off the sidelines. Additionally, President Trump’s 
“Big Beautiful Bill” is expected to provide tax cuts and other fiscal 
stimulus in 2026 that could add additional fuel to the fire.  
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The Davenport Asset Management 
FundAdvisor and ETFAdvisor 
programs offer globally diversified 
portfolios of stock and bond 
funds or ETFs to help our clients 
meet their long term objectives, 
and includes varying levels 
of risk exposure and return 
expectations. Some of the features 
of FundAdvisor and ETFAdvisor 
include diversification among 
multiple asset classes, cost-
efficiency, annual rebalancing, tax 
efficiency, and ongoing monitoring 
of the mutual fund or ETF positions.

Market Returns (%)
Q3 2025  
Return

YTD  
Return

4/9/25-
9/30/25

Large Cap Stocks 8.1% 14.8% 35.1%

Small Cap Stocks 12.4% 10.4% 39.3%

Growth Stocks 9.0% 18.1% 44.9%

Dividend Stocks 8.1% 11.5% 22.5%

International Stocks 4.8% 25.1% 27.0%

Emerging Market Stocks 10.6% 27.5% 36.0%

Intermediate Bonds 1.5% 5.7% 3.3%

High Yield Corporate Bonds 2.5% 7.2% 9.2%

Source: Morningstar Direct. Please see last page for index definitions.
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Those that are concerned about the market will point to high valuations on stocks, political uncertainty, 
the delayed impact that higher tariffs could have on inflation, and possible irrational exuberance. Since the 
“Liberation Day” low in April, unprofitable tech stocks, Artificial Intelligence (AI) linked stocks and so-called 
meme stocks, which gain popularity through social media, have posted explosive moves higher. While we 
don’t question the utility or “coolness” of AI technology, it does feel like a gold rush mindset has commenced 
in certain corners of the market (especially more speculative stocks tied to the theme). We are clearly in the 
phase when investors are focused more on “stories” than actual intrinsic value, and they have flocked towards 
richly valued momentum stocks. Many of these perceived AI beneficiaries are prioritizing growth over profit 
and investors may begin to question the ultimate returns on this AI spending. If so, we could see a broadening 
out to other areas of the market that are less exposed to tech stocks, like small and mid-cap stocks and 
dividend paying stocks. However, often the momentum will go on much longer than anyone expects and the 
catalysts for a shift are impossible to predict. We have seen some short-lived momentum changes toward 
other areas of the market in the past couple of years, but none have lasted long.   

We have been trying to be responsive to some of the large dislocations that we have seen in the market in 
the last few years. Therefore, in early April, we added to stocks after a more than 20% market decline and 
benefited from the ensuing bull market mentioned earlier. We, therefore, took the opportunity at the end of 
the third quarter to bring equities back down to their target allocations by reducing our overweight positions 
in smaller market cap and emerging market equities to add to bonds. This came on the heels of strong gains 
in those areas since April and we think the move will help to reduce risk if we have any type of disruption 
between now and the end of the year.  It is hard to believe that we are heading to the busy fourth quarter, but 
we hope for a strong end of the year and look forward to reporting back in early 2026.
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Important Disclosures:
Diversification and Asset Allocation does not ensure a profit or guarantee protection against a loss. It is important to note that short-term and trailing performance will fluctuate. We expect all of the funds 
at some point to experience underperformance versus their benchmarks and peer groups. However, we believe that our research process has helped us identify funds that are likely to perform well over 
the long term. Our decision to remove a fund is not based on short-term performance, but on in-depth analysis using our Monitoring Criteria. The mutual fund categories are determined by Davenport 
using a combination of Morningstar categories and a returns-based style analysis provided by Morningstar Direct.
Any opinions expressed here are statements of judgment on this date and are subject to future change without notice. This information may contain forward looking predictions that are subject to certain 
risks and uncertainties which could cause actual results to differ materially from those currently anticipated or projected. The information contained herein has been compiled from sources believed 
to be reliable; however, there is no guarantee of its accuracy or completeness. There is no guarantee that a company will continue to pay a dividend. The investment return and principal value of an 
investment will fluctuate. Small and mid cap company stocks may be more volatile than stocks of larger, more established companies. The portfolios may invest in foreign securities  which are subject 
to additional risks such as currency fluctuations, political instability, differing financial standards and the potential for illiquid markets. 
Bonds are subject to market and interest risk; values expect to decline as interest rates rise. Bonds may not be suitable for all investors and you should consider specific risks such as 
credit risk, default risk and volatility prior to investing.
Index Definitions: Large Cap Stocks represented by the S&P 500 Total Return Index. Small Cap Stocks represented by the Russell 2000 Index. Growth Stocks represented by the NASDAQ 100 Index. 
Dividend Stocks represented by the DJ US Select Dividend Index. International Stocks represented by the MSCI EAFE Index. Emerging Market Stocks represented by MSCI EM Index. Intermediate 
Bonds represented by Bloomberg US Govt/Credit Interm Index. High Yield Corporate Bonds represented by Bloomberg High Yield Corporate Index.
Performance shown is historical and is no guarantee of future results. Investing in securities carries risk including the possible loss of principal. 
Morningstar Direct. Data as of 9/30/2025. ©2025 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be 
copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this 
information. 
The S&P 500® Index is comprised of 500 U.S. stocks and is an indicator of the performance of the overall U.S. stock market. The index is a product of S&P Dow Jones Indices LLC, a division of S&P 
Global, or its affiliates (“SPDJI”). Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”); Dow Jones® is a registered 
trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). The Russell 2000® Index measures the performance of the 2000 smallest companies in the Russell 3000® Index. The Russell Top 
2000® Index is a market capitalization weighted index of the largest 2000 companies in the Russell 3000®. The Russell 1000® Growth Index measures the performance of the Russell 1000 companies 
with higher price-to-book ratios and higher forecasted growth values.  London Stock Exchange Group PLC and its group undertakings (collectively, the “LSE Group”). © LSE Group 2025. FTSE Russell 
is a trading name of certain LSE Group companies. “Russell®” is a trade mark of the relevant LSE Group companies and is used by any other LSE Group company under license. All rights in the FTSE 
Russell indexes or data vest in relevant LSE Group company which owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data 
and no party may rely on any indexes or data contained in this communication. No further distribution of data from LSE Group is permitted without the relevant LSE Group company’s express written 
consent. The LSE Group does not promote/sponsor/endorse the content of this communication. The S&P/LSTA Leveraged Loan Index provides an overview of the Senior Secured, Floating Rate 
Leveraged Loan market as well as an expansive review of the S&P Leveraged Loan Index (LLI) and sub-indexes. The NASDAQ 100 Index comprises the 100 largest nonfinancial companies trading 
on the Nasdaq exchange, excluding the financial sector. The DJ US Select Dividend Index measures the performance of U.S. companies with high dividend yields, typically comprising around 100 
stocks. The MSCI Europe, Australia and Far East (MSCI EAFE) Index is an unmanaged index composed of the stocks of approximately 1,000 companies from around the world, excluding the U.S., 
Canada, and Latin America. The MSCI Emerging Markets (MSCI EM) Index is a capitalization-weighted index of stocks from emerging markets that only includes issues that may be traded by foreign 
investors. The reported returns reflect equities priced in U.S. dollars and do not include the effects of reinvested dividends. The Bloomberg US Govt/Credit Interm Index measures the non-securitized 
component of the U.S. Aggregate Index. It includes investment grade, U.S. dollar-denominated, fixed-rate Treasuries, government-related and corporate securities. Intermediate maturity bonds include 
bonds with maturities of 1 to 9.999 years. The Bloomberg High Yield Corporate Index measures  the USD-denominated, high yield, fixed-rate corporate bond market.
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s licensors own all proprietary rights in the Bloomberg 
Indices. Bloomberg does not approve or endorse this material or guarantee the accuracy or completeness of any information herein, nor does Bloomberg make any warranty, express or implied, as to 
the results to be obtained therefrom, and, to the maximum extent allowed by law, Bloomberg shall not have any liability or responsibility for injury or damages arising in connection therewith.  
An index is not available for direct investment; therefore its performance does not reflect the expenses, fees and taxes generally paid with the active management of an actual portfolio.
Risk Considerations: International funds invest primarily in equity securities of issuers outside the United States. International investments are subject to additional risks such as currency fluctuations, 
political instability, and the potential for illiquid markets. Funds that invest in foreign securities may involve greater risks, including political and economic uncertainties, as well as risk of currency 
fluctuations. Investments in emerging markets come with much greater risk due to political instability, domestic infrastructure problems, currency volatility and limited equity opportunities, as many large 
companies may still be “state-run” or private. Small and mid cap company stocks may be more volatile than stocks of larger, more established companies. Investments in bonds and other fixed income 
securities may fall in value if interest rates change. Generally, the prices of debt securities rise when interest rates fall, while their prices fall when interest rates rise. Longer term debt securities are 
usually more sensitive to interest rate changes. An issuer suffering an adverse change in its financial condition could see the credit quality of its securities deteriorate, leading to greater price volatility 
of the security. Funds investing in lower quality debt securities are more susceptible to these problems and their value may be more volatile. 


