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1Q 2025 Recap & 2Q 2025 Outlook

April 1, 2025

Key Updates on the Economy & Markets
Stocks fell in the first quarter after two consecutive years of gains exceeding +20%. The year

started off strong, with the S&P 500 reaching a new all-time high in mid-February. However,

sentiment shifted late in February amid rising policy uncertainty in Washington, and the S&P

500 ended the quarter down. There are many moving pieces in markets today, and we want to

take a moment to share our team’s perspective. In this letter, we will recap the first quarter,

discuss the drivers behind the recent market selloff, provide an update on the economy, and of

course, discuss tariffs.

Stocks Trade Lower as Valuations Moderate
The big development in Q1 was falling stock market valuations, as rising policy uncertainty

weighed on investor sentiment. Figure 1 provides context around the recent pullback,

highlighting the divergence between earnings estimates and valuations. The dashed blue line

graphs the rolling 12-month earnings forecast for the S&P 500, reflecting Wall Street analysts’

profit expectations for the year ahead. The navy shading graphs the S&P 500’s price-to-

earnings (P/E) ratio, or how much investors are willing to pay for those future earnings. The

chart shows earnings estimates tend to be less volatile than P/E ratios, which is natural as the

market often swings between optimism and pessimism. The shift in sentiment during Q1, from

optimism to caution, caused valuations to decline and stocks to fall.

The right side of the chart shows Wall Street analysts slightly lowered their earnings forecast

in Q1 (dashed light-blue line), citing the impact of tariffs and slower growth. Meanwhile, the

S&P 500’s P/E ratio declined from over 22x to around 20x. The valuation decline may seem

modest, but it had a meaningful effect on returns. Those falling valuations were the primary

driver of the selloff as sentiment weakened. Investors started to price stocks more

conservatively due to concerns about tariffs, slower economic growth, and policy uncertainty.
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Company size impacted returns during the quarter, as market leadership shifted and last year’s

top performers lost momentum. Last year, the Magnificent 7, a group of leading tech stocks

that includes Nvidia, Microsoft, Alphabet, Amazon, Tesla, Apple, and Meta, delivered an

impressive +63% return. The group’s strength lifted the broader market, with the S&P 500

gaining +23%. In contrast, the equal-weight S&P 500, gained only +11%. This year, the dynamic

has flipped. Instead of lifting the market, the biggest stocks are now dragging it down. The

Magnificent 7 has declined -15% as of March 31st, 2025, while the equal-weight S&P 500 is

down only -1%. The takeaway: smaller S&P 500 companies held up better during the selloff,

and market cyclicality can shift dramatically intra-quarter.

Stocks Trade Lower as Valuations Moderate
Developments in Washington took center stage in Q1 as the Trump administration started

rolling out its policy agenda. The administration’s early efforts focused on trade policy, tariffs,

and reducing government spending. The policies are a notable shift from the status quo and

have drawn attention from investors and business leaders due to their potential impact on the

economy.
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The charts in Figure 2 graph three measures of sentiment. The datasets provide insight into
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how households, business leaders, and investors view current conditions and what they expect

in the future. Tracking sentiment can help gauge potential shifts in consumer spending,

business investment, and overall economic momentum.

The top chart graphs the University of Michigan’s Consumer Sentiment Index, which tracks

how optimistic or pessimistic consumers feel about the economy. Consumer sentiment

weakened early in the pandemic and hit a record low in June 2022. The decline reflected

concerns about rising inflation, expectations for higher interest rates, and broader economic

uncertainty. Sentiment gradually recovered from late 2022 through the end of 2024, as

inflation eased, economic growth exceeded expectations, and stocks set record highs.

However, sentiment has turned downward again in early 2025. The reversal signals renewed

concern among consumers, who have been a key driver of economic growth in recent years.

The middle chart graphs The Conference Board’s CEO Confidence Index, which measures how

optimistic business leaders are about conditions. Since the 2010s, the index has fluctuated

between 5 and 8. Recent years were especially volatile due to pandemic disruptions, persistent

inflation, high interest rates, and geopolitical and policy uncertainty. In Q1, the index fell to 5.0,

the lowest level since October 2011. The decline signals increased caution among CEOs as

they navigate changing policy, the potential for tariffs, and an uncertain economic

environment.

The bottom chart graphs market volatility during the first quarter, as measured by the CBOE

Volatility Index (VIX). Volatility increased in early 2025, starting in mid-February. Some

market volatility is normal, but the recent spike occurred as policy uncertainty increased and

the stock market sold off. Markets dislike uncertainty, and until there is more clarity around

economic policy, market volatility could remain elevated.

The three measures of sentiment signal a more cautious tone among consumers, business

leaders, and investors. Sentiment data will remain in focus in the coming months as more policy

details are released.

An Update on the U.S. Economy
It is important to remember that the stock market is not the economy. In other words, the

performance of the stock market does not always reflect real-time economic conditions. This is

because the market is forward-looking and prices in expectations for what is to come. The

previous section highlighted how rising policy uncertainty affected sentiment in Q1, and this

section examines the latest economic data. Figure 3 on the next page graphs four economic

indicators that offer insight into the state of the U.S. economy: the unemployment rate, retail

sales, housing starts, and industrial production.

The top chart graphs the unemployment rate, which remains low by historical standards.
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Unemployment rose in 2023 and the first half of 2024 as workers reentered the labor market

and job growth slowed. This led to concerns about labor market softening and contributed to

the Federal Reserve’s decision to start cutting interest rates in September 2024. However,

unemployment reversed lower in recent months as monthly job growth picked up. The data

points to a resilient labor market, with demand for workers running up against a still relatively

tight labor market.

The second chart graphs the year-over-year growth of retail sales, a measure of consumer

spending. Growth was strong in 2023, supported by rising wages and the continued drawdown

of pandemic-era savings. However, growth slowed in 2024, an indication that while

households continue to spend, they’re doing so more cautiously. Potential factors include high

interest rates, persistent inflation, and a return to more typical spending patterns. Consumer

spending makes up almost 70% of U.S. GDP, so a continued slowdown could have implications

for the broader economy.

The third chart graphs the year-over-year growth of housing starts, which are a leading

indicator of housing activity. The housing market slowed in recent years as it struggled under

the weight of high mortgage rates and decreasing affordability.

Homebuilders were hesitant to take on new projects amid weaker demand and elevated

borrowing costs, and recent policy announcements are creating more uncertainty. Tariffs and

immigration policies create potential challenges for builders, as they may raise material costs

and decrease labor availability. However, despite the headwinds, housing starts are still above

pre-pandemic levels.
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The fourth chart graphs the year-over-year growth of industrial production, which measures

the total output of factories, mines, and utilities across the economy. Industrial activity was flat

or declined in 2023 and 2024 as high interest rates and economic uncertainty dampened

business investment.

More recently, industrial output shows signs of recovery, with industrial production growing at

the fastest pace since late 2022. The rebound likely reflects expectations for lower interest

rates and the resolution of uncertainty after last year’s election. The labor market remains

solid, and consumer spending is holding steady. The housing sector has cooled from its
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pandemic highs, but it still exceeds the pace from the 2010s. Meanwhile, manufacturing

activity is showing renewed strength. Economic data will remain in focus in the coming months.

Equity Market Recap – Looking Beyond the Index
Most of the stock market decline occurred in the second half of the quarter, after the S&P 500

set a new all-time high on February 19th. As mentioned earlier, a small group of mega-cap

stocks drove the selloff, and their size and weight within broad stock market indices impacted

performance trends. The Growth factor, which holds many of these high-profile mega-cap

stocks, returned -10% in Q1. Similarly, the Nasdaq 100, an index of leading technology

companies that include the Magnificent 7, returned -8%.

Sector returns highlight the concentrated nature of the selloff. Nine of the eleven S&P 500

sectors outperformed the broad index to start the year. Seven of those sectors posted gains,

while the other two were flat. This is a sharp contrast to last year, when a handful of sectors

powered the S&P 500’s gains. Technology and Consumer Discretionary, two of last year’s top

performers, are the two worst-performing sectors this year.

It is not a coincidence that these sectors are the most exposed to the Magnificent 7, which has

weighed on their returns just like the broader S&P 500. In contrast, sectors that

underperformed in 2024 are the top-performing sectors this year. While the S&P 500 is down

by -4.3%, the average stock within the index is down -1%.

International stocks outperformed U.S. stocks in Q1, posting one of its strongest quarters of

relative outperformance since 2000. Outside the U.S., the MSCI EAFE Index of developed

market stocks gained +8% in Q1. Much of that strength came from Europe, where investor

sentiment improved as governments unveiled plans to increase fiscal spending. This triggered

a rotation out of U.S. stocks and into Europe in anticipation of increased government spending

leading to stronger economic growth. Meanwhile, the MSCI Emerging Index gained +4.5% in

Q1, underperforming the developed index but outperforming the S&P 500 by nearly +9%.

Credit Market Recap – Bonds Trade Higher in Q1
There were two notable themes in the bond market in Q1: falling U.S. Treasury bond yields and

wider credit spreads. The 10-year Treasury yield fell from a peak of around 4.8% in mid-

January to 4.15% in early March. It was a reversal from Q4, when the 10-year yield rose more

than +0.75% due to renewed inflation concerns. Several factors contributed to the Q1

reversal, including rising policy uncertainty, the potential for tariffs, and concerns about slower

economic growth. The combination prompted investors to move money into longer-maturity

government bonds, which are viewed as safe havens. Bond prices rise as yields decline, and

Treasury bonds provided diversification benefits in Q1, offsetting a portion of the stock

market decline.
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Another major theme was credit spread expansion. Credit spreads measure the difference in

yield between high-yield corporate bonds and government bonds, such as U.S. Treasuries.

Spread levels can serve as a gauge of market sentiment, showing how easy or expensive it is for

companies to borrow money. A narrower spread signals that investors view credit risk as low,

while a wider spread signals higher perceived default risk.

Figure 4 graphs the high-yield credit spread since 1997. The high-yield spread narrowed in late

2024 as the Federal Reserve cut interest rates, reaching levels last seen in 2007. However, the

yellow circle shows credit spreads widened in Q1. The increase indicates investors are

becoming more cautious, with the potential for tariffs and slower economic growth leading to

higher credit risk.

Despite the recent rise, the chart shows credit spreads remain low by historical standards.

Compared to past periods of market stress, today’s spread levels suggest financial conditions

are still relatively stable, a reflection of the U.S. economy’s overall strength. While investors

are concerned about policy uncertainty and the potential for slower growth, the market is not

signaling financial distress. However, if spreads continue to widen, it could signal tighter

financial conditions and raise concerns about potential defaults. The market will be watching

spreads closely.

2Q 2025 Outlook – Maintaining a Long-Term View
Market volatility can be unsettling, but it’s a normal part of investing. Return is compensation
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for taking risk in both stocks and bonds. Periods of enthusiasm often lead to recalibration. It’s

natural to feel uncertain, but history shows that staying invested through volatility and

maintaining a longer-term perspective is the prudent approach.

Figure 5 puts the Q1 market volatility and selloff into perspective. It uses almost a century of

S&P 500 price data to show that market pullbacks like this year are not just common—they’re a

healthy and recurring part of investing. The chart graphs annual drawdowns, or the largest

peak-to-trough decline within each calendar year. The bars show the S&P 500 experiences a

pullback nearly every year, with a median intra-year drawdown of -13%. Since 1928, the S&P

500 has experienced a drawdown of -5% or more in 91 out of 98 calendar years (~93%),

including 2025.

The chart highlights a fundamental reality of investing: market corrections are a normal part of

the cycle. These periods can be uncomfortable, but they serve the important functions of

resetting valuations and curbing speculative excess. Without occasional declines, markets

could become dangerously overextended, increasing the risk of more severe and extended

downturns.

Despite these frequent and sometimes severe drawdowns, the market has delivered strong

returns over nearly a century. This is despite wars, recessions, inflation spikes, financial crises,

and a global pandemic. Fundamentally, equities provide exposure to the upward trajectory of

economic growth, innovation, and corporate earnings growth globally. The key takeaway for
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investors: volatility isn’t a sign that something is broken—it is the market’s price of admission.

Staying invested through ups and downs has consistently been one of the most effective

strategies for building wealth over time. While unsettling in the moment, history shows the

powerful effect of compounding returns over time.

Thoughts on Tariffs
The Trump administration unveiled a sweeping set of tariffs, and then somewhat, reversed

course. Rates vary, with some as high as 145% (e.g., China), established based on perceived

trade barriers like tariffs, currency manipulation, and subsidies.

This is the steepest U.S. tariff regime in a century, aimed at shrinking a $1.2 trillion trade deficit

and boosting manufacturing. Tariffs were a central pillar of the campaign’s platform, with

Trump and his team arguing that they would revitalize American industry and address decades

of “unfair” trade practices. Trump has advocated tariffs and more protectionist trade policies

since the 1980s.

Economist say these tariffs could lower GDP growth in the quarters ahead and push inflation

higher. That’s a concern, but there’s no consensus on a recession yet—growth could slow

rather than turn negative. Back in 2018, Trump’s tariffs (e.g., 25% on steel) slowed growth but

didn’t trigger a recession, thanks to strong consumer demand at the time. Today’s broader

scope—covering all imports—raises the stakes, but it’s not a straight line to recession.

Markets react negatively to uncertainty, and the recent volatility reflects that. However, we

want to stress that many of these early moves are knee-jerk reactions based on assumptions

and incomplete information. It will take time for the true impact to show up in economic data

and company fundamentals. We are closely monitoring developments, but there is no need to

lock in a guess today. Periods like this are why we built diversified portfolios.

Once tariffs begin, their impact will unfold gradually over the coming months. That said, there

is no need to make major changes right now. These periods of volatility have historically

created attractive opportunities to acquire undervalued assets, and we are actively looking to

capitalize on those opportunities across portfolios.

This Quarter in Numbers
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confidential basis for the exclusive use of clients of QuadCap. and may not be disseminated,

communicated, reproduced, redistributed or otherwise disclosed by the recipient to any other person

without the prior written consent of QuadCap.

This document does not constitute an offer, solicitation or recommendation to sell or an offer to buy

any securities, investment products or investment advisory services. Such an offer may only be made

to prospective investors by means of delivery of an investment advisory agreement, subscription

agreement and other similar materials that contain a description of the material terms relating to

such investment, investment strategy or service. This presentation is being provided for general

informational purposes only.

This presentation includes information based on data found in independent industry publications and

other sources and is current as of the date of this presentation. Although we believe that the data are

reliable, we have not sought, nor have we received, permission from any third-party to include their

information in this presentation.  Charts, tables and graphs contained in this document are not

intended to be used to assist the reader in determining which securities to buy or sell or when to buy

or sell securities.  Opinions, estimates, and projections constitute the current judgment of QuadCap

and are subject to change without notice.

References to any indices are for informational and general comparative purposes only.  There are

significant differences between such indices and the investment programs described in this

presentation.  References to indices do not suggest that the investment programs will, or are likely to,

achieve returns, volatility, or other results similar to such indices.  The performance data of various

indices presented herein was current as of the date of the presentation. 

Past performance is not indicative of future results and there can be no assurance that the future

performance of any specific investment or investment strategy will be profitable or equal any

corresponding index or benchmark.  

Advisory Services are offered through QuadCap, an SEC registered investment advisor. QuadCap only

transacts business in states where it is properly registered or is excluded or exempted from

registration requirements.  SEC registration is not an endorsement of the firm by the Commission and

does not mean that QuadCap has attained a specific level of skill or ability.

The S&P 500 Index or Standard & Poor’s 500 Index is a market-capitalization-weighted index of 500

leading publicly traded companies in the U.S.

The Russell 2000 index measures the performance of approximately 2,000 small-cap US equities.

The MSCI EAFE Index is a stock market index that measures the performance of large- and mid-cap

companies across 21 developed markets countries around the world. Canada and the USA are not

included.

The MSCI Emerging Markets Index captures large and mid cap representation across 24 Emerging
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Markets (EM) countries.

The Nasdaq 100 Index is a stock index of the 100 largest companies by modified market

capitalization trading on Nasdaq exchanges.

The Russell 1000 Growth index is an index that tracks large cap, growth stocks. This benchmark is

important for investors that might tilt their investments towards large cap growth. Growth stocks, in

comparison to value stocks, are considered companies with a more growth potential, and a higher risk

profile.

The Russell 1000 Value index is an index that tracks large cap, value stocks. This benchmark is

important for investors that might tilt their investments towards large cap value. Value stocks, in

comparison to growth stocks, are considered companies with a stable cash flow, and more mature

business model.

The CBOE VIX Index is a calculation designed to produce a measure of constant, 30-day expected

volatility of the U.S. stock market, derived from real-time, mid-quote prices of S&P 500® Index

(SPX℠) call and put options.

The Magnificent 7 is a group of major tech companies with stock growth that, on average, far

outpaced the high-performing S&P 500® in recent years.

Coined in 2023, the group consists of Alphabet, Amazon, Apple, Meta Platforms, Microsoft, Nvidia,

and Tesla.

The Dow Jones Industrial Average, or simply the Dow, is a stock market index that indicates the value

of 30 large, publicly owned companies based in the United States, and how they have traded in the

stock market during various periods of time. These 30 companies are also included in the S&P 500

Index. The value of the Dow is not a weighted arithmetic mean and does not represent its component

companies’ market capitalization, but rather the sum of the price of one share of stock for each

component company. The sum is corrected by a factor which changes whenever one of the

component stocks has a stock split or stock dividend, so as to generate a consistent value for the

index.

The Bloomberg US Aggregate Bond Index is used as a benchmark for investment grade bonds within

the United States. This index is important as a benchmark for someone wanting to track their fixed

income asset allocation.

The Bloomberg US Corporate Index covers performance for United States corporate bonds. This index

serves as an important benchmark for portfolios that include exposure to investment grade corporate

bonds.

The Bloomberg US Corporate High Yield Index covers performance for United States high yield

corporate bonds. This index serves as an important benchmark for portfolios that include exposure to
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riskier corporate bonds that might not necessarily be investment grade.

Treasuries, also known as Treasury securities, are debt obligations issued by the United States

government. They are used to raise cash needed to fund government operations and help finance the

federal deficit. Treasuries are backed by the full faith and credit of the US government, making them

one of the safest investments. They are an important instrument in monetary policy, allowing central

banks to control the money supply.

The Prime Rate is the interest rate that commercial banks charge their most creditworthy corporate

customers. The prime rate is derived from the federal funds rate, usually using fed funds + 3 as the

formula.
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