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SECOND QUARTER HIGHLIGHTS 

FINANCIAL MARKETS 
• More aggressive than expected U.S. tariff announcements on Liberation Day set-off a sharp selloff across global

financial markets.  The S&P 500 dropped 12% and the 10-year Treasury bond yield rose (prices fell) a half
percentage point over the four trading days until President Trump announced a 90-day pause on reciprocal
tariffs.  Foreign markets reacted similarly.  Risk assets quickly rebounded on improved sentiment, strong earnings
reports, better than expected inflation and labor market data, and new government policies such as tax cuts,
defense and infrastructure spending increases, and subsidy measures.  Several equity indices including the S&P
500 and the Australia stock market index (S&P ASX 200) hit new record highs by the end of the quarter.

• Oil prices ended the quarter lower despite a brief spike during the Israel/Iran conflict because production
increased while global economic activity slowed.  The U.S. dollar weakened about 10%.

OVERVIEW OF THE ECONOMY 
• The inflation rate slowed slightly in the U.S. and Europe and was stable in Canada, China, and Japan.
• U.S. economic data continued to show resilience in key areas such as the labor market even though the housing

sector continues to be weak and the tariff uncertainty is disrupting the industrial sector.   Some improvement was
reported in other regions, such as the Eurozone and China manufacturing purchasing managers indices (PMI)
inching up.  However, the services PMIs weakened in those regions.

NOTABLE EVENTS 
• The Federal Reserve (Fed) held rates steady citing resilient economic activity and a higher inflation outlook

related to tariffs.  Several other countries cut interest rates to support their economies amid tariff uncertainty.

MARKETS WERE PARTICULARLY VOLATILE DUE TO THE TARIFF SHOCK AND MIXED ECONOMIC DATA 
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A sweeping package of stiff tariffs was announced by President Trump on April 2 - Liberation Day.  The announcements created severe angst about the 
impact on supply chains, prices, and profits.  Even with a temporary pause on certain tariffs, tariff revenue has spiked higher.  Despite the sharp rise in 
tariff rates, inflation has remained relatively stable.  Uncertainty about the impact of tariffs remains high until key trade deals are finalized. 

CUSTOM DUTIES RECEIPTS SURGED SINCE LIBERATION DAY BUT TARIFFS HAVE NOT RAISED INFLATION YET  
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AGGRESSIVE TARIFF POLICIES AND SELECT PAUSES RESULTED IN HEIGHTENED STOCK VOLATILITY 
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Despite some choppiness in reaction to tariff and geopolitical news, bond yields ended the quarter slightly lower than at the end of the first quarter due 
to softening inflationary data. 

BOND YIELDS ROSE AFTER LIBERATION DAY BUT RETREATED TO END LITTLE CHANGED 
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After the initial global market disruptions caused by the Liberation Day tariff announcements, most markets rebounded fueled by the 
temporary tariff pause and some progress in trade talks in addition to robust corporate earnings reports, a renewed interest in artificial 
intelligence related opportunities, and new defense spending and tax cut plans.  Commodities were weak due to high inventories.  

DESPITE A SHARP SELL-OFF EARLY, GLOBAL EQUITIES RALLIED AND OUTPERFORMED BONDS AND REAL ASSETS 
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Good earnings reports and positive product news reignited investors’ appetite for artificial intelligence (AI) related stocks driving the 
technology and communication sectors to double-digit gains.  Healthcare and energy lagged with negative returns.  Government pressure 
for lower drug prices hurt the healthcare sector while high production at a time of slowing global economic growth sent oil prices down. 

GROWTH SECTORS LED FOR THE QUARTER FUELED BY THE RETURN OF AI ENTHUSIASM 
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U.S. stocks rebounded on the tariff pause and resilient economic data and offset first quarter declines.  Foreign stocks added to first quarter gains 
driven in large part by stimulus plans.  Global bond prices rallied on easing inflation.  The 10% drop in the value of the dollar in 2025 helped 
international assets outperform U.S. returns.  The rally in gold to all-time highs was a main driver of the gain in the commodity index.  

MOST ASSET CLASSES HAD GAINS IN 2025 DESPITE HIGH VOLATILITY FROM POLICY AND GEOPOLITICAL EVENTS 
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Increasing demand for AI infrastructure and aerospace companies boosted the industrial sector to the top of the performance chart for the 
first half.  Consumer discretionary was the laggard dragged down by tariff related weak consumer sentiment.  

FIRST HALF 2025 SECTOR RETURNS VARIED WIDELY DUE TO HEIGHTENED UNCERTAINTY 
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SECOND QUARTER HIGHLIGHTS 

Various central banks cut key interest rates after inflation rates slowed and/or to support economic growth particularly with the current 
trade policy uncertainty.  However, the U.S. Fed left its key rate unchanged based on expectations for tariff fueled inflation. 
 
 

SELECT MONETARY POLICY HEADLINES IN THE SECOND QUARTER 

COUNTRY POLICY DECISION 

Australia • Cut rate by a quarter of a percentage point to 3.85%.   

China • Cut key lending rates by a tenth of a percentage point in May. 

Emerging Markets • Columbia, Czech Republic, India, Peru, the Philippines, South Korea, and Thailand each cut a key 
rate by a quarter of a percentage point. 

European Central Bank • Cut key rate by a quarter of a percentage point in both April and in May.  Rate is now 2.0%. 

Mexico • Cut rate by half of a percentage point to 8.5% in May.  

New Zealand • Cut rate by a quarter of a percentage point to 3.25% in May. 

Switzerland • Cut rate to 0% in June. 

United Kingdom • Cut the Bank Rate by a quarter of a percentage point to 4.25% in May.   

United States • No Change.  Fed funds rate at 4.5%. 
 

 

FED ON HOLD WHILE SEVERAL OTHER CENTRAL BANKS CUT RATES CITING GROWTH RISKS FROM TARIFFS 
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OUTLOOK 

 
 

 
• Even though the initial shock of Liberation Day tariff rates eased, tariff related uncertainty is likely to continue to 

result in periods of volatility in financial markets. 
o President Trump has commented that deals are coming, but with which countries and at what terms is still 

uncertain as we enter the third quarter. 
o Having deals in place would ease some uncertainty and help businesses to be able to plan. 

 But how the agreed upon tariff and other trade policies will flow through to the U.S. inflation rate and 
to U.S. and foreign corporate earnings is highly uncertain. 

o The Fed is in a wait and see mode before loosening monetary policy because of the uncertainty about the 
tariff impact on inflation.  The Fed’s latest projections point to modestly higher unemployment and inflation 
and lower economic growth. 

• For now, the U.S. economy appears solid enough to withstand the current uncertainty but some cracks are starting 
to show.  Analysts have lowered their corporate earnings estimates but are still expecting positive growth in 2025. 

• Tariff policies will impact U.S. trading partners as well and the impacts are not fully known yet.  Various regions have 
taken steps to shore up their economies given the uncertainty by cutting interest rates and pledging to increase 
fiscal spending. 

• Valuations across financial markets are elevated again after a brief dip.  Therefore, markets could be choppy in 
reaction to disappointing tariff news, central bank comments, economic data reports or corporate leader comments. 

HEIGHTENED UNCERTAINTY IS LIKELY TO CONTINUE TO CAUSE MARKETS TO BE HIGHLY VOLATILE  
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FED’S NEW PROJECTIONS POINT TO STAGFLATION AND HIGHER FOR LONGER INTEREST RATES 
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Inflation in various categories is trending lower but a boost from businesses passing on tariff costs is still a risk until more is known about pending trade 
agreements.  The labor market is another key to the inflation outlook.  Any weakness in labor demand could slow wage growth and cool upward 
pressure on prices. 

THE RATE OF INFLATION HAS SLOWED IN KEY CATEGORIES BUT NOT ALL  
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IF SIGNS OF SLOWING ECONOMIC ACTIVITY PERSIST, THE FED MAY CUT RATES BEFORE YEAR-END 
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THE LABOR MARKET IS STILL SOLID BUT SOME CRACKS ARE SHOWING AND THE FED IS WATCHING 
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ECONOMIC DATA OUTSIDE U.S. IS ALSO MIXED 
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The U.S. fiscal outlook in 2025 is characterized by 
record-high debt levels, rising interest costs, and a 
Federal Reserve balance sheet that remains historically 
elevated.  Interest payments are among the fastest-
growing federal expenses, driven by the compounding 
effects of higher rates and persistent deficits.  The “One 
Big Beautiful Bill” includes some spending cuts, but the 
deficit is still expected to grow.  The ongoing need for 
increased borrowing may keep upward pressure on 
Treasury yields, as markets demand higher returns to 
absorb the growing supply of U.S. debt. 

 

 

    

 

 

 
 

AS THE COST OF FEDERAL DEBT RISES, TREASURY YIELDS MAY REMAIN “HIGHER FOR LONGER”  
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Trade policy uncertainty, capital shifting to gold and 
Swiss francs, and eurozone equities gaining favor due to 
interest rate cuts and increasing fiscal spending 
pressured the U.S. dollar in the first half of 2025.   
 
That pressure may ease with the dollar stabilizing in the 
second half of the year due to the stronger economic 
growth outlook for the U.S. and reduced policy 
uncertainty as trade deals are finalized.  However, the 
dollar may decline more if the Fed begins to cut rates 
which would reduce the interest rate differential 
between the U.S. and other countries.  

 

 

    

 

 

 
 

THE DECLINING U.S. DOLLAR BOOSTED INTERNATIONAL RETURNS IN 2025, BUT THAT MAY NOT CONTINUE 
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TECHNICAL AND MOMENTUM INDICATORS ARE BULLISH BUT SOME ARE NEARING OVERBOUGHT LEVELS 
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 VOGEL TACTICAL RECOMMENDATIONS 

 
ASSET CLASS  ACTION  COMMENTARY  
      Domestic Large-Cap Equity  

EQUAL WEIGHT 
 Valuations elevated when there is a risk of slowing earnings growth due to lower but 

sticky inflation pressures, higher for longer interest rates, stretched consumers, and 
trade policy uncertainty.  Secular trends are supportive for some sectors. 

 

      
Domestic Mid-Cap Equity  

EQUAL WEIGHT 
 Valuations elevated when there is a risk of slowing earnings growth due to lower but 

sticky inflation pressures, higher for longer interest rates, stretched consumers, and 
trade policy uncertainty.  Secular trends are supportive for some sectors.  

 

      
Domestic Small-Cap Equity  EQUAL WEIGHT  Deregulation moves or a pick-up in acquisition activity could provide a boost to small-

cap prices, but uncertainly about macroeconomic conditions increases volatility risk.   
 

      
International Developed Equity  

EQUAL WEIGHT 

 More rate cuts are expected since concerns remain about weakness in exports and 
manufacturing and about the impact of trade policy.  New government stimulus 
measures are expected to provide a boost especially to European industrial and 
materials sectors.  Valuations still at a discount to U.S. equity markets. 

 

      
International Emerging Market Equity  

UNDERWEIGHT 
 Trade policy uncertainty is likely to have a dampening effect but will vary by country.  

Optimism about Chinese stimulus measures is a boost but structural issues remain in 
that economy.  Easing dollar valuation is a tailwind for returns for U.S. investors.  

 

      
Fixed Income   

EQUAL WEIGHT 
 The high yields are a source of income and diversification.  Fundamentals are still solid 

so default risk is low, but valuations are high so limited price appreciation likely.      
 

      
      Hedge Strategies  UNDERWEIGHT  The flexibility to position for various risk scenarios can provide return opportunities, 

but rapid and sharp market swings can be challenging for some strategies.   
 

      
Real Assets  

EQUAL WEIGHT 
 High income potential for real estate assets is attractive.  Demand is driving prices for 

precious metals but valuations are high.   
 

      
Cash  OVERWEIGHT  Yields are attractive.  Cash still provides a hedge against macro risks.       

 

NEUTRAL VIEW ON MOST ASSET CLASSES.  RETAIN OVERWEIGHT TO CASH DUE TO VOLATILITY RISK.  
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Important Disclosures: 
This report is being provided to you for your review and consideration and does 
not constitute a recommendation to purchase, sell or hold any security, and 
should not be construed as investment advice. Past financial performance is no 
guarantee of future results.  
 

The statistical information contained in this report was derived from sources 
that Vogel Consulting LLC (Vogel) believes are reliable, and such information 
has not been independently verified by Vogel.  The information contained in 
this report represents the opinion of the author(s) as of its date and is subject 
to change at any time due to market or economic conditions. 
 

Russell Investment Group is the source and owner of the trademarks, service 
marks and copyrights related to the Russell Indexes.  Russell® is a trademark of 
the Russell Investment Group. 
 
 

Sources: Number below corresponds to the superscript notation in chart titles 
and text blocks 
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9. U.S. Office of Management and Budget and Federal Reserve Bank of 
St. Louis, Federal Debt: Total Public Debt as Percent of Gross Domestic 
Product [GFDEGDQ188S], retrieved from FRED, Federal Reserve Bank 
of St. Louis; https://fred.stlouisfed.org/series/GFDEGDQ188S, July 1, 
2025. 

10. U.S. Office of Management and Budget and Federal Reserve Bank of 
St. Louis, Federal Surplus or Deficit [-] as Percent of Gross Domestic 
Product [FYFSGDA188S], retrieved from FRED, Federal Reserve Bank of 
St. Louis; https://fred.stlouisfed.org/series/FYFSGDA188S, July 1, 2025. 

11. U.S. Bureau of Economic Analysis, Federal government current 
expenditures: Interest payments [A091RC1Q027SBEA], retrieved from 
FRED, Federal Reserve Bank of St. Louis; 
https://fred.stlouisfed.org/series/A091RC1Q027SBEA, July 1, 2025. 
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