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We generally don’t 
comment on bitcoin 
because we view it 
primarily as a vehicle 
for speculation. We’re 
highlighting its recent  
sharp price decline, as 
it may reflect an 
emerging broader shift 
in investor sentiment 
away from “risk on.”
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Index Performance
Index Asset Class 2025 2024 

Q4 YTD
Equity Indexes Total Returns
NASDAQ 100 Mega Cap U.S. Growth Equity 2.5% 21.0% 25.9%
S&P 500 Large Cap U.S. Equity 2.7 17.9 25.0
S&P 400 Mid Cap U.S. Equity 1.6 7.5 13.9
S&P 600 Small Cap U.S. Equity 1.7 6.0 8.7
MSCI All Country World Global Equity 3.4 22.9 18.0
MSCI All Country World (Ex U.S.) International Equity 5.1 33.1 6.1
MSCI Europe, Asia & Far East (EAFE) International Developed Market Equity 4.9 31.9 4.4
MSCI Emerging Markets (EM) International Emerging Market Equity 4.8 34.4 8.1
Fixed Income Indexes
Bloomberg U.S. Aggregate Bond U.S. Investment Grade Bond 1.1 7.3 1.3
S&P National AMT-Free Municipal Bond U.S. Investment Grade Muni Bond 1.6 3.8 1.3
S&P Municipal Bond High Yield U.S. Muni Bonds (Below Investment Grade) 1.5 3.3 6.7
Bloomberg U.S. Corp. High Yield U.S. Corp Bonds (Below Investment Grade) 1.3 8.6 8.2

Index Blends: Stock/Bond
80%/20%: Global Equity (MSCI All Ctry World) / U.S. Investment Grade Bond (Bloomberg U.S. Agg) 3.1 19.8 14.5
60%/40%: Global Equity (MSCI All Ctry World) / U.S. Investment Grade Bond (Bloomberg U.S. Agg) 2.6 16.6 11.1
40%/60%: Global Equity (MSCI All Ctry World) / U.S. Investment Grade Bond (Bloomberg U.S. Agg) 2.1 13.5 7.7
20%/80%: Global Equity (MSCI All Ctry World) / U.S. Investment Grade Bond (Bloomberg U.S. Agg) 1.6 10.4 4.5
Data as of 12/31/2025

Source: Morningstar, and blended benchmark returns are based on monthly rebalancing.

The equity  
leadership by  
international 
stocks in Q4 
punctuated 
the full year  
experience. 
Also of note 
were the 
solid total 
returns 
exhibited by 
stock/bond 
portfolio 
blends. The  
proverbial 
60/40’s 16.6%  
was 2x it’s 
past 30 year  
average (i.e., 
global stocks 
and U.S. 
investment 
grade bonds).
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Economy
Tariffs & Trade

The realization of stated tariff rates are being mitigated by 
excluded categories (e.g., autos) and exemptions (some 
temporary), as well as supply chain adjustments. 
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Economy
Tariffs & Trade

Source: U.S. Department of Commerce data, Trade Deal notations per Genesia’s views, with underlying graph by The Motley Fool

U.S. Trade in Good: Balance with top trading partners
2024

Regarding the status of new trade deals, it remains 
substantially a “work in process” with our major trade 
partners..

                                               
New Trade Deals
 in 2025 & 2026 



U.S. Exports

U.S. Imports

Unsigned
Thru YE 

2026
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Economy
Federal Funds Rate

Since our last Quarterly published in mid-Oct., the 
FOMC has cut the Fed Funds rate twice. Quarter-point 
rate cuts were implemented at FOMC meetings in late-
Oct. and mid-Dec. The Fed Funds target rate now 
stands at 3.50-3.75%. Based on interest rate futures, 
the market is presently not discounting another Fed 
Funds rate cut until June 2026. 
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Economy
Inflation

December CPI was just 
reported at 2.7%, 
which compares to a 
suspect 2.7% for Nov. 
(due to a missing Oct. 
number) and 3.0% for 
Sept. The gap in this 
data series was due to 
the absence of data 
gathering during the 
Government 
shutdown. 

Gap

https://fred.stlouisfed.org/graph/?g=1QqGW
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Economy
Unemployment Rate

The December unemployment rate was reported at 
4.4% vs. an adjusted 4.5% for November, and a 
cycle low of 3.4% in April 2023. We have, of course, 
seen spikes in unemployment during recessions. 
Although we have not previously experienced 
similar extended periods with gradual increases in 
unemployment outside of recessions since this data 
series began in 1948.

https://fred.stlouisfed.org/graph/?g=1QqLe
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Q3 GDP was reported at +4.3% 
(quarter over quarter) – which 
compares to the +3.8% in Q2. 

Economy
Real GDP

https://fred.stlouisfed.org/graph/?g=1PNlM
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As we’ve previously conveyed, 
very little color is offered 
regarding the Atlanta Fed 
GDPNow estimate, which is based 
on a mathematical model. The 
recent upward revision in the Q1 
estimate seems to have been 
primarily driven by projections for 
a much smaller trade deficit. Net 
Exports equals Exports minus 
Imports, and a narrower deficit 
boosts GDP.

Economy
Real GDP Estimate – Atlanta Fed GDPNow
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Equities
Sub-Asset Class Relative Performance

Monthly data through December 31, 2025

Source: Bloomberg and Yahoo Finance data, with analysis by Genesia Investments LLC
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Equities
S&P 500 Annual Returns & Intra-Year Declines
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Equities
S&P 500 Sectors Relative History

The Equities 
chart on this 
page will 
rotate through 
the year based 
on perceived 
relevance.
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Fixed Income
Sub-Asset Class Relative Performance

Source: Bloomberg monthly index data, with analysis by Genesia Investments LLC

Monthly data through December 31, 2025
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Fixed Income
Market Yield - U.S. Treasury 10-Year Bond

https://fred.stlouisfed.org/graph/?g=1QcsZ
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Fixed Income
Treasury Yield Curve

As of January 8, 2026

The progression in the upward slope between 
short- and longer-term rates has continued. This is 
more evident in the Yield Spread chart on page 17.

Source: GuruFocus.com
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Fixed Income
Treasury Yield Spreads – 10-Year vs. 2-Year

https://fred.stlouisfed.org/graph/?g=1Qcup
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Fixed Income
Credit Spreads – U.S. Corp High Yield vs U.S. Treasuries

Credit spreads remain 
near cycle lows, 
despite continuing 
sporadic news of 
bankruptcies at highly 
leveraged 
corporations and 
increasing consumer 
delinquencies.

https://fred.stlouisfed.org/graph/?g=1QcvD
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IMPORTANT DISCLOSURES

Investment Advisory Services are offered through Watercolor Financial, a registered investment advisor. This publication is 
reprinted with permission from Genesia Investments LLC, a registered investment advisor. The author of this report is Rafael A. 
Villagran, Chief Investment Officer of Genesia Investments and a member of the investment team at Watercolor Financial. This 
publication is in no way a solicitation or offer to sell securities or investment advisory services. Statistical information, quotes, 
charts, references to articles or quoted statement or statements regarding market or other financial information is obtained 
from sources which we believe reliable, but we do not warrant or guarantee the timeliness or accuracy of this information.

All domestic and international rights are reserved. No part of this newsletter including text, graphics, et al, may be reproduced, 
copied or edited in any format, electronic, print, et al, without written consent from Genesia Investments LLC. Neither Rafael A. 
Villagran, the author of this report, nor Genesia Investments LLC provide legal or tax advice. Please consult your investment
advisor, attorney, or tax professional before making any investment decisions.

The content within is for informational purposes only. Nothing within is intended to be investment advice; please contact our
office directly to discuss any items referenced herein.

Sources Include:
Federal Reserve Bank of St. Louis Economic Research -- https://fred.stlouisfed.org/

Federal Reserve Bank of Atlanta Research & Data – https://www.atlantafed.org/cqer/research/gdpnow 

GuruFocus.com LLC, U.S. Treasury Yield Curve Data & Charts -- https://www.gurufocus.com/yield_curve.php

JP Morgan, Quarterly Guide to the Markets -- https://am.jpmorgan.com/us/en/asset-management/adv/insights/market-insights/guide-to-the-markets/
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IMPORTANT DISCLOSURES (Continued)
Reference to market index information is included for illustrative purposes only, as it is not possible to directly invest in an index. Indexes 
are unmanaged, hypothetical vehicles that serve as market indicators. Index total return performance data reflects the assumptions of the 
reinvestment of interest and dividends but does not include the deduction of fees or transaction costs which otherwise reduce performance 
of an actual portfolio. The blended indexes are shown for informational purposes only and are not representative of any particular 
investment or plan.

Acronym Definition(s):

FOMC – Federal Open Market Committee, which is responsible for determining the U.S. monetary policy. The Committee is comprised 
of 12 members, including the 7 members of the Federal Reserve Board of Governors.

Index Definitions:

NASDAQ 100 – Index of 100 largest growth-oriented non-financial companies listed on the Nasdaq Stock Market.

S&P 500 – Compilation of 500 major U.S. stocks meeting certain criteria; market capitalization and float-weighted. 

S&P 400 – Index measuring the performance of 400 mid-sized U.S. stocks; market capitalization and float-weighted.

S&P 600 – Index measuring 600 small-cap U.S. stocks that meet certain criteria regarding liquidity and financial viability; market 
capitalization and float-weighted.

MSCI All Country World – Global equity index across market capitalizations with about 2,800 constituents, representing about 85% of 
the free float-adjusted market capitalization across 23 developed and 27 emerging markets.

SCI All Country World ex USA – Global equity index across market capitalizations, which excludes the U.S., with about 2,300 
constituents which represents free float-adjusted market capitalization across 22 developed and 27 emerging markets.

MSCI Europe, Asia & Far East (EAFE) – International equity index across market capitalizations, which excludes North America, with 
about 840 constituents which represents free float-adjusted market capitalization across 21 developed markets.

MSCI Emerging Markets (EM) – International equity index across market capitalizations with about 1,400 constituents which represents 
free float-adjusted market capitalization across 27 emerging markets.
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IMPORTANT DISCLOSURES (Continued)
Index Definitions:  (Continued)

Bloomberg U.S. Aggregate Bond – Widely followed bond benchmark comprised of investment grade, U.S. dollar denominated, fixed 
rate taxable bonds including Treasuries, government-related, corporate, mortgage-backed, and agency.

S&P National AMT-Free Municipal Bond – Broad market-value weighted index comprised of larger and more liquid tax-exempt 
investment-grade U.S. municipal bonds.

S&P Municipal High Yield Bond – U.S. index of municipal bonds that are either not rated or rated below investment grade.

Bloomberg U.S. Corporate High Yield Bond – Index of fixed rate U.S. dollar denominated corporate bonds rated BB+ or below by Fitch 
and S&P.

Past Performance is no guarantee of future performance.

Contact Information

Watercolor Financial
9600 Great Hills Trail Suite 150W

Austin, TX  78759

Main:   512.250.1544

Investment Advisory Services offered through Watercolor Financial, a registered investment advisor
www.watercolorfinancial.com

http://www.watercolorfinancial.com/
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