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Q3 2025 MARKET RECAP

•  U.S. equities extended their strong first-half performance 
into Q3 2025, with the S&P 500 advancing steadily and 
reaching another series of record highs. Despite ongoing 
tariff concern,  market sentiment remained resilient as 
inflation data trended lower, Fed turned more dovish (cut 
rates by 25 bps), and corporate earnings continued to 
exceed expectations.

•  After a robust first half, the “Magnificent 7” delivered another 
mixed but overall positive quarter in Q3. Tesla led the group 
with a 40% gain, followed closely by Google at +37.9%, while 
Nvidia rose 18.1%. Meta and Microsoft saw modest declines, 
reflecting profit-taking after strong earlier performance.

•  The Technology sector once again led all sectors, rising 
sharply during the quarter and contributing the largest  
share to overall index returns. Telecommunication and 
Consumer Discretionary stocks also registered solid 
advances, supported by continued strength in digital 
advertising and stable consumer sentiment.

•  Industrials and Financials participated in the rally as  
well, aided by improving business investment and  
credit conditions.

•  Energy stocks rebounded in Q3, reversing some of their 
earlier weakness. A recovery in oil prices, combined with 
stable demand expectations and stronger refining margins, 
helped drive the sector to one of its best quarters of the year.

•  Small- and mid-cap stocks showed diverging performance in 
Q3 2025. Small-caps participated more meaningfully in the 
market rally, benefiting from improving breadth and cyclical 
exposure, while mid-caps underperformed both large- and 
small-cap peers.

•  In contrast to their growth counterparts, value stocks once 
again trailed, reflecting the ongoing market preference for 
secular growth and technology/AI exposure.
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•  U.S. Treasury yields displayed a muted performance in the 
third quarter of 2025, with focus shifting from the lingering 
tariff uncertainty in Q2 to concerns of a slowdown, monetary 
easing expectations, and overall worries of the fiscal outlook.  

•  Early in the quarter, yields remained in their elevated territory 
from Q2. However, going into September, yields gradually 
trended downward as signs of labor and consumption 
softening emerged and investors priced in a rate cut by the 
end of the quarter. The ten-year Treasury yield drifted from 
the 4.2-4.3% range to around 4.0-4.1%.

•  Throughout the quarter, the yield curve steepened, though 
modestly compared to earlier in the year. Short-end yields 
were pushed lower due to rising rate-cut expectations and 
growth worries, meanwhile longer-dated yields held steady 
due to persistent concerns over the deficit long-term. As seen 
to the right, the 30-year yield remained in the 4.7-4.8% range.

•  In credit markets, Q3 spreads in investment grade and high 
yield remained extremely tight in comparison to the past 
five years, trending down to 70-80bps and 250-300bps 
respectively.

•  On the volatility front, the fading tariff rhetoric in Q3 meant 
that there were fewer clear opportunities for investors to 
enter in comparison to Q2. Instead, the focus was on macro 
data like growth, labor, and Fed policy signals. Due to this, we 
did not see spread widening like in the previous quarter.

•  As for safe-haven assets, demand for gold was unprecedented 
as its price consistently surged to new record highs. Gold’s 
upward trend was primarily due to geopolitical uncertainty, 
concerns over the U.S. fiscal strength, and expectations of 
Fed easing. The U.S. dollar showed weakness mid-quarter 
for these same reasons, alongside doubts of the Fed’s 
independence.

•  The traditional inverse relationship between gold prices and 
the yields has broken down in recent months. Gold continued 
to rally even as equity markets reached new highs — an 
atypical pattern suggesting that the move reflects not fear-
driven demand, but a structural reallocation. Foreign central 
banks and sovereign funds appear to be diversifying reserves 
away from U.S. Treasuries toward gold, signaling a subtle shift 
in the perception of traditional safe-haven assets and the 
longer-term role of U.S. debt in global portfolios.

Unless otherwise noted, data is sourced from Bloomberg. The recipient should not construe any of the material contained herein as investment, hedging, trading, legal, regulatory, tax, accounting or other 
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OUTLOOK

The Fed and Inflation
•  Investors enter 2023 with continued focus 
on the Federal Reserve. By the end of the first 
quarter in 2023, the Fed is expected to have 
delivered close to 500 basis points of rate 
hikes since the start of the current tightening 
cycle.

•  While this has been a successful strategy in 
combating inflation so far, market consensus 
is that higher borrowing costs and a stronger 
U.S. dollar could drag the U.S. economy into a 
recession in the second half of 2023.

-  History is not on the side of a soft 
landing.10 of the last 13 hiking cycles have 
ended in a recession. The Fed also has 
never lowered inflation by 4% without 
trigging a recession.

•  Expanding on this expectation, the market 
is currently pricing in the Federal Reserve 
aggressively cutting interest rates toward the 
end of 2023, despite the Fed projecting a rate 
of 5.1% at the end of the year.

•  While rate cuts are typically supportive 
for equity and bond markets, a pivot could 
undermine the Fed’s mission to control 
inflation.

•  If the Federal Reserve is unable to stamp 
down inflation and yet pivots, there could 
be a scenario, like in the 1970’s, where 
inflation begins to advance again, and the 
Fed is again back at square one using policy 
tools to stabilize prices. Should inflation 
prove stubborn in decreasing towards a 2% 
target due to sticky services inflation and/
or exported inflation from China’s economic 
reopening, bond prices could suffer if the Fed 
must hike further and hold for longer than 
the market is currently pricing in.

OUTLOOK

•  As the economy moves into the final quarter of 2025, the 
U.S. remains at a delicate inflection point — balancing 
sticky core inflation with signs of slowdown in job growth. 
Recent data show that while inflation remains near the 
Fed’s comfort range, core measures have edged slightly 
higher, underscoring that the disinflation process may be 
losing momentum.

•  The continued rollout of the Big Beautiful Bill has 
supported infrastructure and energy-related activity but 
has also raised investor focus on the expanding federal 
deficit. Treasury data through September show the fiscal 
shortfall widening further as interest costs climb, renewing 
concerns about the sustainability of federal spending.

•  With inflation moderating only gradually and a slightly 
weakening labor market, expectations for Fed policy have 
shifted. Markets now price in multiple rate cuts over the 
next year, with an initial rate cut of 25 bps enacted in 
September (1st time since December 2024) and two more 
anticipated before the end of the year.

•  Lower rates, if realized, would continue to support equities 
— particularly rate-sensitive sectors such as technology, 
real estate, and consumer discretionary — while offering 
relief to interest-sensitive parts of the economy including 
housing and credit markets.

•  However, the persistence of elevated real yields and deficit 
concerns could temper enthusiasm. The large volume of 
Treasury issuance required to fund the deficit may keep 
longer-term yields from falling meaningfully (further 
steepening of the yield curve), even as the Fed begins to 
ease policy.

•  Meanwhile, money market fund balances remain near 
record highs, with total assets exceeding $7.3 trillion. The 
high yield environment has kept large amounts of cash 
parked in short-term instruments. A series of rate cuts 
could prompt some of this sidelined liquidity to rotate into 
risk assets, potentially adding another tailwind to markets 
heading into 2026.

The results shown are historical, for informational purposes only, not reflective of any investment, and do not guarantee future results. 
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Milliman Financial Risk Management LLC is a global leader 
in financial risk management to the retirement savings 
industry. Milliman FRM provides investment advisory, 
hedging, and consulting services on approximately 
$229.2 billion in global assets (as of September 30, 2025). 
Established in 1998, the practice includes more than 200 
professionals operating from four trading platforms around 
the world (Chicago, London and Sydney). Milliman FRM is a 
subsidiary of Milliman, Inc.

Milliman is among the world’s largest providers of actuarial 
and related products and services. The firm has consulting 
practices in healthcare, property & casualty insurance, life 
insurance and financial services, and employee benefits. 
Founded in 1947, Milliman is an independent firm with offices 
in major cities around the globe.

For more information, visit frm.milliman.com
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All Indices are total return in local currency except for MSCI Asia ex-Japan and MSCI Emerging Markets

S&P 500: widely regarded as the best single gauge of large-cap U.S. equities and serves as the foundation for a wide range of 
investment products. The index includes 500 leading companies and captures approximately 80% coverage of available market 
capitalization. S&P 500 Value: measures the performance of the large-capitalization value segment in the U.S. equity market. 
The Index consists of those stocks in the S&P 500 Index exhibiting the strongest value characteristics based on: (i) book value 
to price ratio; (ii) earnings to price ratio; and (iii) sales to price ratio. S&P 500 Growth: measures the performance of the large-
capitalization growth segment in the U.S. equity market. The Index consists of those stocks in the S&P 500 Index exhibiting the 
strongest growth characteristics based on: (i) momentum; (ii) earnings to price ratio; and (iii) sales to price ratio. Bloomberg US 
Aggregate Index: a broad-based flagship benchmark that measures the investment grade, US dollar-denominated, fixed-rate 
taxable bond market. Bloomberg U.S. Treasury Index: measures U.S. dollar-denominated, fixed-rate, nominal debt issued by the 
U.S. Treasury. Bloomberg U.S. Corporate Investment Grade: measures the investment grade, fixed rate, taxable corporate bond 
market. Bloomberg US Corporate High Yield Bond Index: measures the USD-denominated, high yield, fixed-rate corporate bond 
market. Tariff data is from the first administration for each president. Treasury Outlays are based on April report produced by U.S. 
Treasury (https://fiscaldata.treasury.gov/). PCE deflator: a measure of the average price increase for personal consumption in the 
United States. Core excludes the prices of food and energy. Standard Deviation: measures volatility in the market or the average 
amount by which individual data points differ from the mean. Basis Points (bps): Standard measure of percentages in finance. One 
basis point is one hundredth of one percent. Drawdown: How much the price of an index or security is down from the peak before it 
recovers back to the peak.

Unless otherwise noted, data is sourced from Bloomberg. The recipient should not construe any of the material contained herein as investment, hedging, trading, legal, regulatory, tax, accounting or other 
advice. The recipient should not act on any information in this document without consulting its investment, hedging, trading, legal, regulatory, tax, accounting and other advisors. Use of such information is 
voluntary and should not be relied upon unless an independent review of its accuracy and completeness has been performed. Materials may not be reproduced without the express consent of Milliman.

The results shown are historical, for informational purposes only, not reflective of any investment, and do not guarantee future results. Any reference to a market index is included for illustrative purposes only, as it 
is not possible to directly invest in an index. Indices are unmanaged, hypothetical vehicles that serve as market indicators and do not account for the deduction of management fees or transaction costs generally 
associated with investable products, which otherwise have the effect of reducing the results of an actual investment portfolio.
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certain requirements of its business partners. 


