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The stock market has struggled in recent weeks as concerns have grown around interest rates, 
market valuations, the direction of the economy, and more. Since the market peak on December 6 
last year, the S&P 500 has pulled back 4.3% while the 10-year Treasury yield has climbed from 
4.15% to 4.76%.

This market decline reflects a natural adjustment as investors digest new economic data. The 
recent jobs report for December was stronger than expected, which means the economy may need 
less support from the Fed in the form of lower interest rates. At the moment, the market believes 
the Fed will cut rates just once in 2025, and that this may be the final cut of the cycle. However, 
these expectations can shift quickly, as they did throughout 2024.

Market volatility is normal and expected after two strong years
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This is where setting the right expectations 
is necessary. While market declines can be 
unsettling, it’s important to remember that 
there have only been a handful of trading 
days this year and a lot can happen in the 
coming months. Markets also began last 
year with a brief pullback that then gave 
way to a long rally. While the past is no 
guarantee of the future, long-term 
investors should not overreact to a few 
days of market uncertainty. If anything, 
this beginning-of-year volatility may 
present opportunities to review and 
rebalance portfolios according to long-term 
financial goals.

It’s important to keep in mind that markets 
have been relatively calm over the past two years as major indices have climbed to new record 
highs. As the accompanying chart shows, last year’s largest decline for the S&P 500 was only 8%, 
which is low by historical standards.

History shows that almost every year experiences several market pullbacks. Markets tend to 
recover quickly from these short-term declines, so trying to time them often backfires. This is why, 
for investors with longer time horizons, it’s often better to simply stay invested. Investors who 
stayed in the market over the past several years, despite the pandemic, inflation, Fed rate hikes, 
geopolitical conflicts, and other issues, have come out ahead.

The Magnificent 7 have propelled U.S. stocks to new heights

Another concern among investors is 
whether the rally in technology and 
artificial intelligence stocks is sustainable. 
Investors often focus on the so-called 
“Magnificent 7” – seven technology stocks 
that have benefited from trends in AI. They 
have been at the heart of the broad 
market’s strong performance: as a group, 
these stocks have soared 250% since the 
beginning of 2023, and nearly 500% since 
2020.

Despite the Magnificent 7’s rally and the 
ongoing importance of AI, investors should 
maintain a broader perspective. In 2022, 
during a period of rising rates and 
economic stress, technology and growth 

stocks were the hardest hit. This is because the value of these stocks depends greatly on expected 
earnings and cash flows far into the future. So, when interest rates go up, the value of these future 
cash flows can decline, leading to a setback in stock prices.

Another risk for investors is that, because the S&P 500 is weighted by the size of companies, 
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stocks like Nvidia that outperform can become overweighted in investment portfolios. Investors 
may find that they are less diversified than they would like, or that their portfolios are far more 
sensitive to the movements of just a few stocks.

This is not a statement of whether the Magnificent 7 will or won’t continue to perform well. Instead, 
it’s a reminder that investing is not about making a few concentrated bets; it’s about constructing 
an appropriate portfolio that is aligned with long-term financial goals, ideally with the guidance of 
a trusted advisor.
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Valuations are historically high

Perhaps the most significant difference 
investors face this year is that stock 
market valuations are well above average. 
As the accompanying chart shows, the 
price-to-earnings ratio for the S&P 500 is 
21.5x, near its highest level in recent years 
and not far from the all-time peak of 24.5x 
during the dot-com bubble. In fact, some 
investors wonder if there is a market 
bubble today, or at least one in AI stocks.

A high price-to-earnings ratio means that 
investors are paying more for every dollar 
of earnings than in the past. This means 
that future returns may be lower, or 
equivalently, that markets have gotten 
ahead of future returns. The key question 

is whether the underlying economic and market fundamentals are healthy, or if the market rally is 
built on a house of cards as it was in 2000 or 2008. Today, the economy is still growing steadily, 
the job market is strong, and the companies with the most enthusiasm have robust earnings. 

When valuations are high, the solution is not to avoid stocks altogether. Instead, it’s to stay 
balanced across different parts of the market that can outperform at different times. These might 
include sectors beyond Information Technology and Communication Services, and also investment 
styles such as value, small caps, or other uncorrelated opportunities. The key is to hold a portfolio 
that is appropriate for your specific financial goals.

The bottom line? While the stock market has struggled in recent weeks, investors 
should not overreact. Instead, it’s important to maintain a balanced portfolio that can 
withstand short-term uncertainty, while supporting long-term financial goals.
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Intelligent Capitalworks is the tradename for ICW Investment Advisors LLC ("ICWIA"). ICW 
Investment Advisors LLC is registered as an investment adviser with the Securities and Exchange 
Commission (SEC) and only transacts business in states where it is properly registered, or is 
excluded or exempted from registration requirements. SEC registration does not constitute an 
endorsement of the firm by the Commission, nor does it indicate that the firm has attained a 
particular level of skill or ability.

This publication has been prepared for informational purposes only and is not an offer to buy or sell 
or a solicitation of an offer to buy or sell any securities, or to participate in any trading strategy.

ICWIA believes the information presented in this publication is factual and up-to-date, but does not 
guarantee its accuracy and you should not regard this publication as a complete and exhaustive 
analysis of the subjects discussed herein.

All opinions expressed reflect our judgment as of the date of publication and are subject to change. 
You should not construe the content of this publication as being personalized investment advice. 
You should engage a professional advisor before pursuing any of the investment ideas or 
implementing any of the strategies presented in this publication.

Past performance may not be indicative of future results. All investment strategies have the 
potential for profit or loss. Different types of investments involve varying degrees of risk, and there 
can be no assurance that any specific investment or strategy will be suitable or profitable for your 
portfolio. There can be no assurances that an investment or portfolio will match or outperform any 
particular benchmark.

Working with a financial advisor is not a guarantee of future financial success.

Always consult an attorney or tax professional regarding your specific legal or tax situation. ICWIA 
does not provide legal, tax, accounting, actuarial, or pension consulting advice or services.

Clearnomics® is the author this material and the legal entity responsible for the production of this 
publication.
_________________________________________________________

Copyright (c) 2025 Clearnomics, Inc. All rights reserved. The information contained herein has 
been obtained from sources believed to be reliable, but is not necessarily complete and its 
accuracy cannot be guaranteed. No representation or warranty, express or implied, is made as to 
the fairness, accuracy, completeness, or correctness of the information and opinions contained 
herein. The views and the other information provided are subject to change without notice. All 
reports posted on or via www.clearnomics.com or any affiliated websites, applications, or services 
are issued without regard to the specific investment objectives, financial situation, or particular 
needs of any specific recipient and are not to be construed as a solicitation or an offer to buy or sell 
any securities or related financial instruments. Past performance is not necessarily a guide to 
future results. Company fundamentals and earnings may be mentioned occasionally, but should 
not be construed as a recommendation to buy, sell, or hold the company's stock. Predictions, 
forecasts, and estimates for any and all markets should not be construed as recommendations to 
buy, sell, or hold any security--including mutual funds, futures contracts, and exchange traded 
funds, or any similar instruments. The text, images, and other materials contained or displayed in 
this report are proprietary to Clearnomics, Inc. and constitute valuable intellectual property. All 
unauthorized reproduction or other use of material from Clearnomics, Inc. shall be deemed willful 
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infringement(s) of this copyright and other proprietary and intellectual property rights, including 
but not limited to, rights of privacy. Clearnomics, Inc. expressly reserves all rights in connection 
with its intellectual property, including without limitation the right to block the transfer of its 
products and services and/or to track usage thereof, through electronic tracking technology, and 
all other lawful means, now known or hereafter devised. Clearnomics, Inc. reserves the right, 
without further notice, to pursue to the fullest extent allowed by the law any and all criminal and 
civil remedies for the violation of its rights.
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