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Perspectives on Markets and Economic Conditions

Quarterly 
Outlook

Portfolio allocations and investments are not adjusted in response to market news or economic events; however, we evaluate and report on market 
and economic conditions to provide our investors with perspective and to put portfolio performance in proper context.
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Main Takeaway

Uncertainty around trade policy continues 
to weigh on the U.S. economy, with signs 
of slowing emerging in the second half 
of the year. Real final private demand 
(GDP less more volatile components such 
as inventories, trade and government 
spending) is projected at 0.9%1, down 
from 1.9% in Q1.2 Still, the labor market 
remains resilient, with unemployment 
steady at 4.1%3 and monthly job gains 
above 100,0003, while inflation shows 
signs of gradual moderation.

Top Risks

In the near term, uncertain trade policy 
remains the most prominent risk to 
U.S. markets. Consumer and business 
confidence continue to weaken, with the 
Business Roundtable’s CEO Economic 
Outlook Index falling to 694, well below its 
historical average of 83, signaling potential 
headwinds for growth. Over the longer 
term, widening fiscal deficits are expected 
to exert upward pressure on interest rates 
and constrain economic expansion, as 
rising debt levels increasingly crowd out 
private investment.

Sources of Stability

Despite signs of slowing, the U.S. 
economy remains in expansion  
territory and is expected to avoid 
recession, according to the Philadelphia 
Fed’s Second Quarter Survey of 36 
professional forecasters.5 The labor 
market continues to demonstrate 
resilience, with monthly job gains 
consistently exceeding 100,000. 
Meanwhile, inflation remains above 
the Fed’s 2% target but is gradually 
moderating, with the latest CPI  
reading at 2.4%.6

Uncertain Trade Policy  
Weighs on Growth 

See Appendix for more information.
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ECONOMIC SPOTLIGHT: 

Economic Spotlight:  
Is a Fiscal Storm Brewing?
The One Big Beautiful Bill Act is projected to significantly 
increase the federal deficit. According to the Congressional 
Budget Office, the legislation will add $2.4 trillion to the 
deficit over the next decade. While some argue that stronger 
economic growth could offset part of that impact, most agree 
the long-term deficit trajectory remains notably higher. The 
CBO also emphasizes the link between rising debt and interest 
rates. Historically, every one percentage point increase in the 
debt-to-GDP ratio leads to a two basis point rise in long-term 
Treasury yields—a pattern consistent over the past 20 years.

According to a recent analysis by the Yale Budget Lab, while real 
GDP growth could see a modest boost of 0.2% annually from 
2025 to 2027, starting in the late 2020s, higher debt is expected 
to raise interest rates, reducing private investment. This would 
lower real GDP by an estimated 2.9% by 2054 compared to 
a scenario without the bill. In addition, the 10-year Treasury 
yield is projected to be 1.2 percentage points higher in 2054 
due to the bill’s effects. Factoring in both the bill’s costs and 
its macroeconomic effects, U.S. debt-to-GDP is expected to 
reach 183% by 2054. Without the bill, the ratio would rise more 
moderately—to 142%, driven by pre-existing fiscal pressures.

While the bill may provide a brief boost to growth, it also 
significantly increases long-term debt risks. Higher debt 
levels are expected to raise borrowing costs, crowd out 
private investment, and weigh on future economic output.

Change in Real GDP from OBBBA 
Percent Difference from Baseline

Source: Yale Budget Lab
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U.S. Economic Growth 

U.S. economic growth was revised down to –0.5%1 in 
Q1, largely due to a surge in imports ahead of new 
tariffs. The Atlanta Fed now projects 2.5%2 growth in 
Q2, but much of this rebound reflects trade-related 
volatility rather than underlying strength. Excluding 
volatile components like inventories, trade, and 
government spending, real final private demand 
rose 1.9%1 in Q1 and is expected to slow to 0.9%2 in 
Q2. Although growth is slowing, the data still shows 
moderate expansion.

Inflation Trajectory 

While inflation remains above the Federal Reserve’s 
2% target, recent data has been encouraging. In 
May, the Consumer Price Index (CPI) rose just 0.1%4, 
bringing the year-over-year rate to 2.4%.4 Food and 
shelter were the main contributors, each rising 
0.3% on the month, equivalent to a 3.9% annualized 
pace. While shelter costs increased in May, the 3.9% 
year-over-year gain marks the slowest pace since 
2021. That said, the inflation outlook remains highly 
uncertain amid evolving U.S. tariff policy.  

Monetary Policy 

The Federal Reserve once again held the federal 
funds target rate steady at 4.25%–4.50% following 
its June meeting. The latest dot plot5 suggests 
the committee anticipates two rate cuts in 2025, 
broadly in line with current market expectations. 
However, the timing of the first cut is uncertain. 
While Chairman Powell told Congress the 
committee is “well positioned to wait,” Governors 
Waller and Bowman, along with Chicago Fed 
President Goolsbee, have signaled support for a 
potential cut as early as July.

Fiscal Policy 

On May 16, Moody’s delivered a warning to the U.S. 
government by downgrading its credit rating from 
Aaa to Aa1.6 The agency cited weakening budgetary 
flexibility, noting that mandatory spending, including 
interest payments, is projected to climb from 73% of 
total spending in 2024 to 78% by 2035. Moody’s also 
warned that extending the 2017 Tax Cuts and Jobs 
Act could add another $4 trillion to the national debt, 
further straining the fiscal outlook. As a result, federal 
deficits could swell to nearly 9% of GDP by 2035, up 
from 6.4% today.

Key Areas to Watch

See Appendix for more information.
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Labor Market  

The labor market continues to show resilience, with 
139,000 jobs added in May1 and the unemployment 
rate holding steady at 4.2%. The May JOLTS report 
reflected this strength, with job openings rising to 
7.8 million2, a slight decline in layoffs, and an uptick 
in the quits rate, a key signal of worker confidence. 
However, not all data was encouraging with ADP 
reporting a decline of 33,0003 private sector jobs 
in June, and its May estimate was revised down 
from 37,000 to 29,000, suggesting some softening 
beneath the surface.

Consumer Spending 

Consumer spending declined by 0.1%4 in June, 
down from 0.2% in April and 0.7% in March, 
reflecting growing consumer caution. The 
Conference Board’s Consumer Confidence Index 
fell 5.4 points to 93.05, while the Expectations Index 
remained at a recessionary level of 69.5 Tariffs 
and inflation were top concerns. However, there 
was a slight uptick in mentions of easing inflation 
compared to the previous month, suggesting some 
early signs of improving sentiment.

Global Economy  

Economic growth strengthened in the U.K. and 
Euro Area, with Q1 real GDP rising 0.7%6 and 0.3%6, 
respectively. In contrast, growth in the far east was 
more subdued with the Chinese economy slowing 
to 1.2% while Japan saw its economy shrink 0.2%.6 
In its semiannual report, the World Bank lowered 
its global growth forecast for 2025 to 2.3%, down 
from 2.7% in January.7 If realized, this would mark 
the slowest expansion in a non-recession year since 
2008, with only a "tepid" recovery projected for 
2026 and 2027.

Yield Curve 

Treasury yields were mixed in Q2, with the 2-year 
falling 17 basis points, the 10-year holding steady, 
and the 30-year rising 19 basis points. However, 
the path was anything but smooth as yields surged 
from early April through mid-May as shifting trade 
policy led investors to scale back expectations 
for Fed rate cuts. More recently, stronger-than-
expected economic data has revived the possibility 
of additional cuts, pushing yields lower toward 
quarter end.

Key Areas to Watch (Cont.)

See Appendix for more information.
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Quarterly  
Return

Past 12  
Months

Stocks

U.S. Stocks ▲ 11.0 15.3

International Stocks ▲ 12.7 19.3

Emerging Markets Stocks ▲ 12.7 14.3

Bonds

U.S. Government Bonds ▲ 1.5 6.3

Global Bonds ▲ 1.5 6.2

Economic and Market Snapshot
After a difficult start, global equity markets surged in the 
second quarter, with U.S., international developed, and emerging 
market stocks all posting strong gains. In the U.S., small-cap 
value stocks underperformed, trailing the broad market by 
6.0%. Internationally, however, small-cap value led the way, 
outperforming the broader developed markets by 2.1%.

U.S. fixed income also delivered positive returns as interest 
rates declined late in the quarter driven largely by growing 
expectations for Federal Reserve rate cuts.

Major Asset Class Returns*

Key Economic Indicators*

Q2 2025

61 1059575
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-3.5 9.35.01.3

Real GDP Growth (%)
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Core CPI (%)
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Unemployment Rate (%)
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Jobs Added (Thousands)
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2.8

See Appendix for more information.
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Where do markets go from here?

Resilient U.S. Market. Despite several headwinds, including 
declining consumer and business confidence and the highest 
tariffs in nearly a century, the U.S. stock market posted a strong 
rebound in the second quarter. After falling 4.7% in Q1 (as 
measured by the Russell 3000), the market surged 11.0% in Q2, 
bringing the year-to-date return to 5.8%.

International Markets Cooking. International stocks extended 
their strong performance in Q2, gaining 12.7% and bringing the 
year-to-date return to 19.3%, as measured by the MSCI World 
ex-USA IMI Index. With price-to-earnings ratios for developed 
international markets still below long-term historical averages, the 
rally may have room to continue in the months ahead. 

Decline of the Dollar. Tariff uncertainty and growing fiscal 
concerns have put significant pressure on the U.S. dollar, driving 
its value down 10.7% year-to-date, as measured by the ICE U.S. 
Dollar Index. Despite this sharp decline, the dollar may still be 
overvalued, with the Real Broad Dollar Index, an inflation-adjusted 
measure against a wide basket of currencies, standing at 1161, 
well above its long-term average of 101.

What are the investment planning implications?

Tax-loss harvesting. Amid stock market volatility, we believe it's 
important to keep tax-loss harvesting at the forefront of portfolio 
strategy. This technique allows investors to realize capital losses 
to offset gains elsewhere, effectively reducing overall tax liability. 
Beyond its immediate tax benefits, tax-loss harvesting supports 
long-term portfolio discipline and can enhance after-tax returns 
over time.   

Stick with the plan. As highlighted in our Q2 economic 
commentary, we advised against overreacting to short-term 
market volatility. Investors who remained disciplined and held 
their U.S. equity positions were rewarded with an impressive 
11.0% return for the quarter. In contrast, those who shifted to 
cash earned just 1.1%, based on the ICE BofA U.S. One Month 
Treasury Bill Index, underscoring the potential cost of reactionary 
decision-making. 

Rebalancing is key. Strong Q2 performance across equity 
markets may have pushed portfolio allocations off target. 
Periodic rebalancing remains a simple but powerful tool to 
manage risk, maintain strategic alignment, and lock in gains from 
outperforming areas.

Investment Planning Implications

1St. Louis Federal Reserve FRED Database 
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About the Focus Partners Team

Blerina Hysi
Director, Fixed Income

Blerina works with fixed income and  
advisory teams to help construct and 
maintain customized bond portfolios, with 
an eye toward finding the best way to 
implement comprehensive financial plans. 
Her duties include fixed income analysis, 
bond trading, and building tailored, client-
focused portfolio solutions.

Kevin Grogan, CFA, CFP®

Chief Investment Officer,  
Systematic Strategies

Kevin helps lead the firm’s Systematic 
Investing strategies, portfolio management, 
and fixed income teams. He has co-authored 
three books on investment topics and enjoys 
educating others on concepts that will have 
a tangible effect on their financial lives.

Brian Haywood
Investment Strategy Advisor 

Brian takes pride that in an industry  
where decisions are often driven by 
commissions and not conscience, he and 
his team spend their time customizing 
portfolios on behalf of clients, upholding 
their fiduciary responsibility by doing what’s 
in their best interest. 

Jason Blackwell, CFA
Chief Investment Strategist

Jason is an important resource for clients 
and wealth advisors, assisting them in 
developing portfolios designed to support 
their goals and communicating the firm’s 
investment strategy. He also serves on 
the Focus Partners Investment Committee 
and is a spokesperson for Focus Partners 
Investment Management.

Additional economic and investment resources are available at wealth.focuspartners.com/resources
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The information provided is educational and general in nature and is not intended to be, nor should it be construed as, specific investment, tax, or legal advice. Individuals should seek advice from their wealth advisor or other advisors before undertaking actions in 
response to the matters discussed. No client or prospective should assume the above information serves as the receipt of, or substitute for, personalized individual advice. This reflects the opinions of Focus Partners or its representatives, may contain forward-looking 
statements, and presents information that may change. Nothing contained in this communication may be relied upon as a guarantee, promise, assurance, or representation as to the future. Past performance does not guarantee future results. Market conditions can 
vary widely over time, and certain market and economic events having a positive impact on performance may not repeat themselves. The charts and accompanying analysis are provided for illustrative purposes only. Investing involves risk, including, but not limited 
to, loss of principal. Asset allocation and diversification may be used in an effort to manage risk and enhance returns. However, no investment strategy or risk management technique can ensure profitable returns or protect against risk in any market environment. 
Focus Partners' opinions may change over time due to market conditions and other factors. Numerous representatives of Focus Partners may provide investment philosophies, strategies, or market opinions that vary. The appropriateness of a particular investment or 
strategy will depend on an investor's individual circumstances and objectives. Any index or benchmark shown or discussed is for comparative purposes to establish current market conditions. Index returns are unmanaged and do not reflect the deduction of any fees 
or expenses and assumes the reinvestment of dividends and other income. You cannot invest directly in an index. 
This is prepared using third party sources considered to be reliable; however, accuracy or completeness cannot be guaranteed. The information provided will not be updated any time after the date of publication. Services are offered through Focus Partners Wealth, 
LLC (“Focus Partners”), an SEC registered investment adviser with offices throughout the country. Registration with the SEC does not imply a certain level of skill or training and does not imply that the SEC has endorsed or approved the qualifications of Focus Partners 
or its representatives. Prior to January 2025, Focus Partners was named The Colony Group, LLC. Focus Partners has been part of the Focus Financial Partners partnership since 2011. ©2025 Focus Partners Wealth, LLC. All rights reserved. RO-25-4651248 
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Major Asset Class Returns: The index representation for the Major Asset Class Returns is as follows: U.S. stocks are 
represented by the Russell 3000 Index, international stocks by the MSCI World ex U.S. IMI Index, emerging markets by the 
MSCI Emerging Markets IMI Index, U.S. government bonds by the Bloomberg Government Intermediate Total Return Index, 
and global bonds by the FTSE World Government Bond 1-5 Year Index. Past performance is not a guarantee of future results. 
Indexes are unmanaged baskets of securities that are not available for direct investment by investors. Index performance 
does not reflect the expenses associated with the management of an actual portfolio. Information from sources deemed to be 
reliable, but its accuracy cannot be guaranteed.

Key Economic Indicators: Sources: Bureau of Economic Analysis (BEA) for real GDP growth. Real GDP is the annual rate of 
change of real gross domestic product, seasonally adjusted. Bureau of Labor Statistics (BLS) for core CPI. The core consumer 
price index (CPI) is the annual rate of change, seasonally adjusted, and excludes food and energy. Consumer sentiment is 
from the University of Michigan’s consumer sentiment index. Unemployment rate is reported by the BLS, and jobs added is 
based on nonfarm payroll employment reported by the BLS. Retrieved from FRED, Federal Reserve Bank of St. Louis. For all 
indicators, the boxed number reflects the latest reading, and the line above the box shows the change since the last update. 
The shaded areas reflect normal readings compared to history (based on the 25th-75th percentile of historical measures), 
while areas outside the dark blue reflect more extreme readings compared to history. The ranges are based on the percentile 
values of historical readings for each economic figure. The lowest number reflects the 5th percentile value, the bottom of the 
blue range reflects the 25th percentile, the top of the blue range is the 75th percentile, and the highest value reflects the 95th 
percentile. All ranges are based on the full period available. To account for population and employment, the ranges presented 
for jobs added are based on the percent change in employment numbers, using December 2022 as the base year.


