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3Q 2025 Recap & 4Q 2025 Outlook

September 30, 2025

Key Updates on the Economy & Markets
Markets carried their strong momentum from Q2 into Q3, with the S&P 500, Nasdaq, and

small-cap stocks each hitting new highs. Investor sentiment remained optimistic despite soft

labor market data and mixed economic signals, and stocks traded higher due to strong

corporate earnings, the Federal Reserve’s pivot toward rate cuts, and easing trade tensions.

The technology sector remained an important contributor, as artificial intelligence (AI)

companies reported strong earnings growth. At the same time, improving market breadth

added fuel to the rally, and small-cap stocks finally broke above their 2021 highs. In this letter,

we recap Q3’s defining themes, review stock and bond market performance, and look ahead to

the final quarter of 2025.

A Quarter of Transition in the Economy
The quarter opened on solid footing. Economic activity had recovered from the tariff-driven

volatility earlier in the year, and incoming data pointed to steady consumer and business

demand. Job growth was solid, consumers continued to spend, and business surveys showed

sentiment was improving. The stock market traded higher in July, driven by confidence that

the economy could withstand high interest rates and trade uncertainty without slipping into a

recession.
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By late summer, cracks began to emerge in the labor market. Figure 1 shows job growth

slowed sharply starting in May, with two consecutive months of weak job growth in July and

August and negative revisions to prior months. The unemployment rate rose to 4.3%, the

highest since 2021. While the labor data raised concerns about an economic slowdown,

separate data showed consumer spending remained solid. Economic growth was still positive,

but the economy was softening.

The shift in the economic backdrop was significant because it changed the conversation

around Federal Reserve policy. As labor market data softened, the market adjusted its forecast

to price in a more accommodative Fed and multiple interest rate cuts before year-end. In the

market’s view, slowing job growth wasn’t a recession signal but rather a catalyst for the Fed to

resume its rate-cutting cycle. The question was when, not if, the Fed would deliver its next cut.

Fed Cuts Interest Rates After a 9-Month Pause
The Federal Reserve held interest rates steady at its late-July meeting, citing a solid labor

market and lingering inflation risk. However, the outlook changed two days later when the July

jobs report missed expectations. In his Jackson Hole speech a few weeks later, Fed Chair

Jerome Powell laid the groundwork for a September rate cut. He noted that monetary policy
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appeared restrictive and said softening labor market data might justify a rate cut, despite

inflation still above target. Powell’s remarks reinforced expectations for a September cut and

marked a clear shift from fighting inflation to supporting the labor market.

As expected, the Fed delivered a -0.25% rate cut in September, ending its 9-month pause

(Figure 2). In his press conference, Fed Chair Powell framed the move as a “risk management”

cut, describing it as a proactive step to keep the economic expansion on track rather than

concern about a recession. The central bank updated its policy forecast to include two more

rate cuts before year-end, with the potential for more in 2026. The revised forecast and

Powell’s remarks signaled a measured and gradual rate-cutting cycle rather than an aggressive

one.

The market initially celebrated the Fed’s decision, with stocks climbing to record highs and

interest-rate-sensitive sectors outperforming. However, sentiment cooled in late September

after a batch of stronger-than-expected data suggested the economy may need fewer rate

cuts. New home sales rose sharply, Q2 GDP growth was revised higher, and consumer

spending remained solid. The data caused investors to dial back their rate cut expectations,

and by quarter-end, the market was pricing in a slower pace of cuts.

Artificial Intelligence Theme Dominates Headlines
Artificial intelligence continued to be a top market theme during the quarter. Figure 3 shows

technology-related investment grew +14% year-over-year in Q2, the second consecutive

quarter and the fastest pace since the late 1990s. The spending is tied to the AI industry

buildout, with billions being spent on high-performance computer chips, cloud architecture,
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data center construction, and the power and cooling needed to run it all. The spending boom

has become a significant contributor to economic growth and helped offset softness in rate-

sensitive areas, such as housing, manufacturing, and non-AI business investment.

Management teams across the AI supply chain continue to report strong demand. Spending

plans measure in the hundreds of billions, and order backlogs span years, not quarters, into the

future. The commentary and scale of investment reinforce the market’s belief that AI will drive

capex budgets in the coming years, and investors see AI infrastructure spending as a durable

theme with room for growth. In the equity market, AI enthusiasm has fueled outsized gains in

specific technology and semiconductor stocks, creating a wide divide between AI-

infrastructure leaders and the broader market.

While investors view AI as a multi-year investment cycle rather than a one-off spending burst,

a more balanced conversation around AI is also taking place. Some question whether spending

is outpacing potential revenue growth, and early studies have questioned whether the

productivity gains from the new technology justify the high level of investment. These

concerns have triggered periodic volatility, but they haven’t derailed the broader narrative

that AI will continue to be a key driver of corporate earnings growth, economic growth, and

market returns.
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Equity Market Recap – Stocks Rally to New Highs as Market
Leadership Broadens
Stocks climbed to new highs in Q3, boosted by the Fed’s rate cut, resilient earnings, and

continued enthusiasm around AI. The Fed’s rate cut marked a shift toward policy support and

fueled optimism for a “soft landing”, a scenario whereby the economy slows but avoids a

recession. Trade policy was another tailwind, and progress on deals with major trading

partners reduced the near-term risk of escalation.

The S&P 500 gained more than +8% in Q3, bringing its year-to-date return to over +14%.

Technology stocks remained a key driver, but broader market leadership also provided a

tailwind. Small-cap stocks rallied sharply in anticipation of the Fed’s rate cut. The Russell 2000

surpassed its previous high from 2021 and returned nearly +12% as investors bet that rate

cuts would benefit smaller companies. Figure 4 shows small caps posted their biggest quarter

of outperformance over the S&P 500 since Q1 2021. In another sign of the market’s optimism,

cyclical sectors broadly outperformed their defensive counterparts.

International stocks performed in line with the S&P 500 in Q3, but headline results masked

significant divergence beneath the surface. Emerging markets outperformed U.S. stocks,

driven by renewed stimulus efforts in China and strong gains from AI-related companies in

Asia. The Fed’s decision to resume its rate-cutting cycle provided another tailwind, as

emerging markets—like U.S. small caps—are often viewed as more sensitive to rate cuts and

shifts in global financial conditions. In contrast, developed markets underperformed U.S.
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stocks. European equities ended the quarter modestly higher as they consolidated gains from

earlier this year. Despite the quarter’s mixed returns, both emerging and developed markets

have gained more than +25% year-to-date. The two indices are each outperforming the S&P

500 by more than +10% since the start of 2025.

Credit Market Recap – Bonds Trade Higher as the Fed Resumes Its
Rate-Cutting Cycle
Interest rates fluctuated in Q3 but ended the quarter lower. Treasury yields rose in July as

stronger-than-expected economic data pushed back the expected timing of Fed rate cuts.

However, yields reversed sharply lower in August after the soft labor market data and Chair

Powell’s speech. Treasury yields declined further in early September after the weak August

jobs report, but they ticked higher later in the month as economic data stabilized.

The decline in Treasury yields caused bonds to trade higher. Longer-maturity bonds

outperformed due to their higher sensitivity to falling interest rates, while shorter-maturity

bonds underperformed. This outperformance extended to corporate bonds, where

investment-grade outperformed high-yield as the combination of falling interest rates and

credit spread tightening produced gains.

Corporate credit spreads remain tight by historical standards. Investment-grade and high-

yield spreads are at their tightest levels in decades, a reflection of investor confidence in

corporate earnings growth and the economic outlook. While spread tightening has supported

corporate bond returns recently, it means valuations are no longer cheap. Corporate bonds

offer compelling yields for income-focused investors, but they also come with important trade-

offs. When credit spreads are this tight, there’s less margin of safety if earnings or economic

growth disappoint. If either of these scenarios occur, Treasury bonds could outperform

corporate bonds despite their lower yields.

Q4 Outlook – Navigating a Busy End to the Year
The outlook for the economy is constructive heading into Q4, although the path may be

uneven. Growth appears to be moderating, with softer labor market data offset by solid

consumer spending. Investors will be watching closely to see whether the slowdown remains

orderly or turns into something more disruptive. For now, the market views a “soft landing” as

the base case, where the economy cools enough to ease inflation pressures without causing a

recession. A sharp drop in either job growth or consumer spending would challenge the soft-

landing narrative that pushed the stock market to new all-time highs in Q3.

Federal Reserve policy will likely dominate headlines again in Q4. The Fed’s September rate

cut ended its 9-month pause, but policymakers have signaled a gradual easing cycle rather

than an aggressive one. The market forecasts two more cuts by year-end, though this outlook

could shift if inflation reaccelerates or the labor market stabilizes. In that sense, Q4 is set up to
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be a very data-dependent quarter, with jobs, inflation, and consumer spending data all

impacting the market and economic outlook.

Corporate earnings will be another area of focus. Earnings have proven surprisingly resilient

this year, with Q2 earnings season producing solid growth and a high beat rate despite tariff

volatility and policy uncertainty. The Q3 earnings season begins in mid-October, and

management guidance will be key as companies update investors on the impact of tariffs and

their 2026 outlooks. Profit margins are likely to remain under scrutiny due to tariffs, economic

uncertainty, and supply chain challenges. Earnings growth is expected to remain positive in Q4,

though the pace may moderate.

AI-related capital investment remains a major theme. Companies are reporting unfilled orders

stretching into 2026 and capex plans measuring in the hundreds of billions, reinforcing the

view that AI will be a multi-year investment cycle. However, valuations for AI companies are

expensive, and much of the backlogs and spending plans are widely known and already

reflected in stock prices. An earnings disappointment or skepticism around AI’s economics

could weigh on the technology sector’s leadership and, by extension, the broader equity

market.

It’s been a busy year for markets, and Q4 is shaping up to be no different. Our team is watching

the data and policy developments closely as we help clients stay positioned for the coming

quarters. The market’s ups and downs this year are a good reminder that investing is a

marathon, not a sprint.

This Quarter in Numbers
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Important Disclosures

Published by Market Desk Research and distributed by QuadCap Wealth Management, LLC.

This client letter is being furnished by QuadCap Wealth Management, LLC (“QuadCap”) on a

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
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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. The performance information shown herein is based on total

returns with dividends reinvested and does not reflect the deduction of advisory and/or other fees

normally incurred in the management of a portfolio. Stock performance and fundamental data is

based on the following instruments: SPDR S&P 500 ETF (SPY), SPDR Dow Jones ETF (DIA), iShares

Russell 2000 ETF (IWM), iShares Russell 1000 Growth ETF (IWF), iShares Russell 1000 Value ETF

(IWD), iShares MSCI EAFE ETF (EFA), iShares MSCI Emerging Markets ETF (EEM), Invesco QQQ Trust

(QQQ). Fixed Income performance is based on the following instruments: iShares Core U.S. Aggregate

Bond ETF (AGG), iShares Investment Grade Corporate ETF (LQD), iShares National Muni Bond ETF

(MUB), iShares High Yield Corporate ETF (HYG). Fixed Income yields and key rates are based on the

following instruments: Bloomberg US Aggregate, ICE BofA US Corporate, ICE BofA US Municipal

Securities, ICE BofA US High Yield, 2 Year US Benchmark Bond, 10 Year US Benchmark Bond, 30

Year US Benchmark Bond, 30 Year US Fixed Mortgage Rate, US Prime Rate. Commodity prices are

based on the following instruments: Crude Oil WTI (NYM $/bbl), Gasoline Regular U.S. Gulf Coast

($/gal), Natural Gas (NYM $/mmbtu), Propane (NYM $/gal), Ethanol (CRB $/gallon), Gold (NYM

$/ozt), Silver (NYM $/ozt), Copper NYMEX ($/lb), U.S. Midwest Domestic Hot-Rolled Coil Steel (NYM

$/st), Corn (CBT $/bu), Soybeans (Chicago $/bu). U.S. Style performance is based on the following

instruments: iShares Russell 1000 Value ETF (IWD), SPDR S&P 500 ETF Trust (SPY), iShares Russell

1000 Growth ETF (IWF), iShares Russell Mid-Cap Value ETF (IWS), iShares Russell Midcap ETF

(IWR), iShares Russell Mid-Cap Growth ETF (IWP), iShares Russell 2000 Value ETF (IWN), iShares

Russell 2000 ETF (IWM), iShares Russell 2000 Growth ETF (IWO). U.S. Sector performance is based

on the following instruments: Consumer Discretionary Sector SPDR ETF (XLY), Consumer Staples

Sector SPDR ETF (XLP), Energy Sector SPDR ETF (XLE), Financial Sector SPDR ETF (XLF), Health Care
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Sector SPDR ETF (XLV), Industrial Sector SPDR ETF (XLI), Materials Sector SPDR ETF (XLB),

Technology Sector SPDR ETF (XLK), Communication Services Sector SPDR ETF (XLC), Utilities Sector

SPDR ETF (XLU), Real Estate Sector SPDR ETF (XLRE).

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

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 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
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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

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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