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Market Report 

Shifting to neutral 
 

30 September 2025 
 
 
The market turmoil that followed Liberation Day in April receded further into the 
distance in the third quarter. Stock markets continued to rise globally, led by 
technology stocks in the US, as the AI boom showed no signs of abating.  
 
After the expiry of the US tariff pause in July, several countries and regions (including 
two of the largest exporters, the EU and Japan) struck trade deals with the US, 
typically at tariff rates of around 15%. 
 
In the last few quarters we described our outlook on the financial markets as 
"cautiously optimistic". This was based primarily on the market-friendly economic 
conditions, as the major economies are still unwinding the excesses of the post-
Covid surge in inflation.  
 
No major economy is in recession and inflation and interest rates are still trending 
down overall. We believed the Trump trade war would not be sufficient to derail this 
favourable backdrop, whatever the sound and fury surrounding it.   
 
This quarter we are shifting our view to “neutral.”  
 
While we continue to see the benign economic conditions as a strong card for the 
markets, we believe there are more potential downside risks.  
 
In our view, the optimistic and pessimistic scenarios are now evenly balanced (see 
our “Reasons to be optimistic” and “Reasons to be cautious” below for further details). 
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Reasons to be optimistic 
 

• "Goldilocks" economic conditions: The global economy can still be described 
as "not too hot and not too cold". In underlying terms, the recovery from the 
post-Covid surge in inflation and interest rates is continuing. Although growth 
may be sluggish, economies are growing in unison globally and no major 
economy is in recession. This is in itself unusual. As they stand, President 
Trump's tariffs will not be enough to push the global economy into a downturn, 
as they will slow but not derail global trade. Moderate, mostly below-potential 
growth rates should help to squeeze out the last vestiges of inflation, 
particularly wage inflation, and allow central banks to continue lowering 
interest rates. 

 
• Tariff war largely over: Most countries and regions, including the EU, UK, 

Japan, South Korea and others, have struck trade deals with the US at a 
tolerable tariff rate of typically 15%. The "Liberation Day" tariffs on China are 
suspended until November, and there are hints that the US may cut a deal with 
the world's largest exporter later this year. Those such as India and Brazil with 
punitive 50% tariffs (or Switzerland with 39%) either do not have a high 
volume of bilateral trade with the US or enjoy substantial exemptions. While 
some sectoral tariffs may still be imposed (a new set on certain goods was 
announced in late September), this storm appears to have largely passed for 
now with less damage to the world trading system than feared. 

 
• Little to no sign of an inflationary impact from tariffs: While it is still early 

days, there have been few signs so far that Trump's tariffs are sparking inflation 
in the US. This has raised hopes that inflation will continue to ease in the 
medium term and pave the way for Fed interest rate cuts. The Organisation of 
the Petroleum Exporting Countries (OPEC) has raised its production quota and 
the Iran conflict has de-escalated, which has kept oil prices quiescent, with 
Brent crude down 10% year-on-year. 
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Reasons to be cautious   
 
• Slower US economy and risk of recession: The labour market has slowed in 

the US, with job growth falling back sharply. This has the potential to drag the 
rest of the economy down if it persists or deteriorates. The downturn in new 
jobs may be partly a response to tariffs, and there is considerable uncertainty 
about how big an effect tariffs will ultimately have on growth and inflation. 

 
• Could the AI boom turn sour? Capital spending on AI infrastructure by the 

hyperscalers Microsoft, Meta, Alphabet and Amazon has reached colossal 
levels and is estimated to have accounted for around 10% of total US economic 
growth in recent quarters. Any disappointment in the uptake of AI or shift in 
expectations about the dominant product could hit this capital spending and 
lead to a breakdown in market valuations, with knock-on effects through the 
economy. 

  
• Unpredictable policy in Washington: Many investors have been disquieted by 

President Trump's attacks on the independence of the Federal Reserve and 
indeed on US institutions and legal norms generally. If President Trump 
appoints a partisan Republican (read MAGA) to lead the Fed after Jerome 
Powell retires next year, rapid cuts in interest rates could undermine faith in 
the dollar and drive up inflation in the medium term. Concerns about US fiscal 
deficits and debt remain high. The trade war has fallen out of the headlines for 
now but could erupt again at any time. 
 

What’s in store for the coming quarter?  
 
The next few months will be pivotal in determining whether tariffs feed through 
significantly to US inflation, and how the Federal Reserve responds. The market is 
expecting a steady series of rate cuts and anything less would be a disappointment.  
 
We will also get a read on whether the slowdown in the US labour market is spreading 
to other parts of the economy and causing a more general economic slowdown. And 
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if the AI boom will continue, with capital spending and stock prices continuing to go 
in one direction only, or whether it will lose steam due to a reassessment of the 
business prospects of one of the main players, or the technology itself? 
 
The 90-day suspension of US tariffs of over 100% on China expires in November. US-
China trade talks are continuing behind the scenes and there have been hints of a 
possible meeting between Trump and Xi in November and a possible comprehensive 
deal. A deal would clearly be very positive for financial markets.  
 
US  
 
Sharp slowdown in the labour market 
Job growth has slowed dramatically in the US, averaging just 30,000 per month 
between June and August, compared with 150-200,000 last year. However, there is 
debate about whether this reflects a genuine slowdown in the labour market or is 
predominantly a result of the fall in immigration and increase in deportations from 
President Trump's hardline immigration policy.  
 
The unemployment rate is still low at 4.3% and has only ticked up marginally from its 
cyclical low of 4.1%. "Breakeven" job growth – i.e. the level that keeps the 
unemployment rate unchanged – has clearly fallen considerably, but Fed Chair 
Powell's estimate of around zero to 50,000 per month is no more than an educated 
guess. There is certainly a risk that weakness in the labour market could beget further 
weakness and feed through to consumer spending and other areas of the economy.  
 
The current government shutdown could also hit the job market if President Trump 
carries through on his threat to permanently fire, rather than furlough, government 
employees. 
 
Manufacturing remains one of the softest parts of the economy. With the exception 
of two months at the start of 2025, the Institute for Supply Management (ISM) index 
has been below the expansion/contraction threshold of 50 for around three years. It 
stood at 49.1 in September. Consumer spending has held up relatively well, however, 
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with retail sales growing at around 4% yoy in recent months (around 1% in real terms), 
although consumer confidence has been persistently weak. 
 
Gross domestic product (GDP) grew by 3.8% in Q2 following a 0.6% fall in Q1. 
Averaging the two quarters gives a growth rate of 1.6% - sluggish but nowhere near 
a recession. This is below-potential growth, which should put downward pressure on 
underlying inflation and is probably one of the reasons why the feedthrough of tariffs 
to inflation has been relatively limited so far. 
 
Consumer Price Index (CPI) inflation has moved up from a low of 2.3% in April to 2.9% 
in August, though core CPI excluding food and energy costs only increased from 2.8% 
to 3.1% over the same period. Personal Consumption Expenditures (PCE) inflation, 
the Fed's preferred measure, has similarly ticked up from 2.6% to 2.9%. However, 
some analysts fear the worst of the tariff impact may be yet to come through, as 
importers have either been running down stockpiles or absorbing much of the cost 
until now. 

While inflation has gone up by less than feared as a result of tariffs, it has still been 
moving in the wrong direction, away from the Fed's target. As the Fed has 
acknowledged, this has created a conflict between the two parts of its mandate (see 
our “Interest rate outlook” section).  

Tech & AI 
The Nasdaq continued its rebound after the slump earlier in the year, advancing by 
11% in the third quarter. Technology stocks were helped by the absence of much 
tariff-driven inflation and the 25bp Fed rate cut in September. The economic growth 
slowdown is probably also positive for technology stocks, at least in relative terms, 
as their businesses are less affected by the economic cycle.  
 
Within the Magnificent 7 (Mag 7), the stocks that lagged in the first half of the year 
were strongest in the third quarter. Performance was led by Alphabet, Apple and 
Tesla, Microsoft eked out a small gain and Amazon and Meta were roughly flat, with 
Nvidia in the middle of the pack. Year-to-date Nvidia still leads the way with a price 
gain of 28%, followed by Alphabet, Meta and Microsoft at around 20% each.  
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Amazon, Apple and Tesla lag well behind – flat in Amazon’s case and just a 1% gain for 
Apple.  
 
Tesla's performance is distorted by the enormous run-up after the presidential 
election and comedown in early 2026. It is the best-performing Mag 7 stock over the 
past year, with a rise of 70%. 
 
Q2 results for the Tech Titans 
 

Name Q2 2025 Turnover Q2 2025 
Profit 

Market cap 
in $tn 

(30/09/25) 

% change 
over 1 
year 

% change 
over 3 
years 

% change 
over 5 years 

Alphabet $96.4bn $26.8n $2.94tn 13% 28% 124% 

Amazon $167.7bn $18.5bn $2.33tn 11% 25% 108% 

Apple $94.0bn $24.8bn $3.76tn 6% 6% 49% 

Meta Platforms $47.5bn $18.3bn $1.89tn 19% 48% 138% 

Nvidia Corp $46.7bn $16.6bn $4.52tn 72% 406% 1,165% 

Microsoft $76.4bn $24.1bn $3.85tn 15% 33% 97% 

Tesla $22.5bn $1.0bn $1.48tn -3% -1% 261% 

 
• Reflecting the colossal capital spending on AI data centres by its fellow 

technology giants, there were no signs of a slowdown in demand for Nvidia's 
products in the second quarter. The company reported a 56% year-on-year 
increase in sales, with net income up 59%. The uncertainty surrounding 
Nvidia's China business had little impact. The US government banned exports 
of Nvidia’s H20 chip to China earlier in the year but in August announced a deal 
to permit them again in return for a 15% cut of the revenues. China has since 
reportedly banned its tech companies from buying Nvidia chips, but a deal 
between the two countries to reopen chip exports is possible. Nvidia invested 
$5 billion in a 4% stake in the struggling chip manufacturer Intel, which will 
collaborate with Nvidia to build custom chips for data centres and PCs. The 
company also announced an AI partnership with OpenAI, under which OpenAI 
will deploy at least 10 GW of Nvidia systems and Nvidia will invest up to $100bn 
in OpenAI in return. The stock had a solid quarter, rising by 18%. 
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• Apple came out of the doldrums in the third quarter, cancelling out the fall 

in the first half of the year with a 24% rise in the share price. Q2 results beat 
expectations, with revenues rising 10% year-on-year to $94bn and earnings 
per share up 12%. This is a significant pickup from recent quarters. Concerns 
about the impact of tariffs have eased. While worries about its underwhelming 
AI services remain, Apple’s CEO, Tim Cook, has hinted at a possible AI 
acquisition. The fact that Apple has lagged in the current stage of AI could yet 
turn into a positive, if the market shifts away from Large Language Models 
(LLMs) towards smaller and more efficient models, which some analysts 
believe is a possibility. Apple also benefited from the ruling in the Google 
antitrust case, which allowed Google to continue paying Apple $20bn annually 
to make Chrome the default browser on Apple devices. 
 

• After a very strong second quarter, Microsoft's share price trod water 
between July and September, rising by 4%. Results for its fiscal fourth quarter 
ending in June were ahead of expectations, with revenue increasing by 18% 
year-on-year driven by 39% growth in Azure and cloud services revenues. It 
briefly became the second company to cross the $4tn valuation threshold 
following the earnings release, but has since fallen back slightly. Microsoft's 
future relationship with OpenAI is a significant uncertainty, as OpenAI seeks 
to convert into a normal for-profit company. If OpenAI diversifies suppliers as 
a result, this could hit growth in Microsoft's Azure cloud services.  
 

• Like Microsoft, Meta stock was becalmed in the third quarter, but this 
followed a strong first half of the year. Q2 results were solid, with revenues 
up 22% on a year ago and net income advancing 36%. Meta's AI tools are 
driving better engagement and monetisation of its platforms, with increasing 
time spent by users and higher ad conversion rates. CEO Mark Zuckerberg's 
current vision is to develop "personal superintelligence", which he claims is in 
sight. At the end of the quarter, Meta announced a deal with CoreWeave to 
lease Nvidia chips, but the share price fell in response. 
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• The market breathed a sigh of relief at the ruling in the Google antitrust 
trial, sending Alphabet soaring. Although the judge ruled in 2024 that Google 
operated an illegal monopoly in search, he argued that the rise of AI was 
reshaping the industry and creating increased competition for Google and 
others. Therefore he did not order it to divest Chrome or Android and merely 
required it to share search data with competitors. The judge’s opinion is 
debatable, however, since Google still has a 90% market share in search 
(outside China) and there has been little sign so far of AI competitors taking 
away business. Q2 results were in line with previous quarters, with revenue 
rising by 14% and net income up 19% compared with a year earlier. The 
Alphabet share price ended the quarter up 37% and is the second-best 
performing Mag 7 stock after Nvidia in 2025. 
 

• Tesla caught another bullish wave in the third quarter, with its share price 
rising by 40%. The stock is mainly being propelled by techno-optimism and 
quickly shrugged off disappointing results. Vehicle deliveries fell 14% year-on-
year in the second quarter and earnings per share were down 23%. However, 
sales forecasts for Q3 have been revised up as consumers in the US rush to 
beat the expiry of the $7,500 EV credit at the end of September. Moreover, Elon 
Musk's purchase of $1 billion of Tesla stock reassured investors that he has 
refocused on managing Tesla. The remarkable $1 trillion incentive package he 
will earn if the market cap rises by around sixfold from current levels has also 
prompted hopes that Musk's visionary genius could unlock exponential 
growth. Optimists are pinning their hopes on robotaxis and, perhaps further 
in the future, humanoid robots. Some analysts believe the third quarter 
earnings will be a reality check, however.    

 
• Amazon's sales rose by 13% in the second quarter and net income was up by 

35%. However, the 17.5% rise in sales at Amazon's cloud arm AWS was well 
below the growth rates at Microsoft and Alphabet and disappointed some 
analysts. The share price was flat in the third quarter and is also flat year-to-
date, making it the worst-performing Mag 7 stock, just behind Apple. 
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Europe   
  
German economy steadying 
There have been some signs of a modest pickup in the eurozone economy this year. 
GDP growth was 1.4% in the first half of the year, more or less in line with the US. 
Purchasing managers’ indices have recovered over the course of the year to 49.5 for 
manufacturing and 51.4 for services in September, indicating that the manufacturing 
recession has ended. With the tariff shock digested by now, this is a hopeful sign that 
the euro area economy can pick up from here. 
 
There are indications that the German economy, which has been the euro area's 
problem child over the last few years, is steadying. The ifo business climate index, a 
reliable leading indicator of the German economy for decades, has trended up over 
the course of the year, though it fell back unexpectedly in September. Germany's 
expansionary fiscal policy is forecast to boost growth significantly in 2026 and 2027. 
 
Where Europe differs most markedly from much of the rest of the world is that 
inflation is now more or less back on target. Following three consecutive months at 
2.0%, euro area CPI inflation ticked up to 2.2% in September, with core inflation at 
2.4%. This has allowed the European Central Bank (ECB) to cut its policy rate to 2%, 
which should boost the European economy.  
 
UK  
  
Sluggish growth, stubborn inflation 
UK GDP grew by 0.3% quarter-on-quarter in Q2, after 0.7% in Q1, a very similar 
performance to the US and the euro area. 
 
Retail sales were roughly flat in real terms in the three months to August and are still 
2% below the pre-pandemic level of February 2020. The labour market has cooled a 
little, with the unemployment rate rising from 4.2% to 4.7% over the past year. 
Perhaps unsurprisingly, since overall economic growth is broadly similar, purchasing 
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managers' indices are at comparable levels to the US and eurozone, with the S&P 
manufacturing PMI in modestly contractionary territory at 47.0 in September and the 
services PMI at 51.9, showing modest growth. 
 
The UK's main economic challenge is its stubbornly high inflation. Consumer Price 
Index (CPI) inflation was 3.8% in August, with services inflation of 4.7% and wage 
growth of 4.8%. This has forced the Bank of England to move slowly in lowering 
interest rates.   
 
The relative boost to the UK economy from the limited trade deal with the US is likely 
to be small. It has secured a slightly lower tariff rate of 10% on a fixed quota of car 
exports and 25% on steel and aluminium (instead of 50%). Moreover, it is out of the 
firing line in any future trade spats, which would help if a full-on trade war erupted, 
which certainly cannot be ruled out. 
 
Asia 
Japan: new PM could shift to more expansionary economic policy 
The Japanese economy grew 2.2% annualised in Q2, after 0.3% in Q1. Overall, this is 
the same moderate pace of growth of around 1-2% as in other major economies. The 
widely-watched Tankan business confidence index of large manufacturers is 
similarly steady, fluctuating between a net positive score of 12 and 14 over the last 18 
months.  
 
The uncertainty surrounding trade has been removed by the trade deal with the US 
giving Japan a 15% tariff rate on most goods exports. Japan's core inflation is well 
above the Bank of Japan's target at 3.3% in August and expectations of another rate 
hike in October are growing. 
 
The change of leadership following the resignation of Prime Minister Ishiba in 
September could herald a shift in economic policy. The current frontrunner in the 
ruling LDP party's leadership election set for October, Sanae Takaichi, favours a more 
aggressive pro-growth policy in the mould of Shinzo Abe. She would probably 
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increase fiscal deficits and has questioned the need for the Bank of Japan to raise 
interest rates. This policy mix could boost growth and lead the yen to weaken further.     
 
How have the markets performed?  
 

 
30 

September 
2024 

 
31 

December 
2024 

 
31 March 

2025 

 
30 June 

2025 

 
30 

September 
2025 

Change 
since 

September 
2024 (%) 

S&P 500 5,762 5,882 5,612 6,205 6,644 15% 

Dow Jones 42,330 42,554 42,002 44,095 46,247 9% 

Nasdaq 18,189 19,311 17,299 20,370 22,484  25% 

FTSE 100 8,237 8,173 8,583 8,761 9,284 13% 

DAX 19,324 19,909 22,163 23,910 23,729 23% 

Nikkei 225 37,920 39,895 35,617 40,487 45,494 20% 

Global bonds 488 463 476 497 500 2% 

UK bonds 208 204 202 202 244 0% 

Energy Index 28 29 32 29 27 -4% 

 
 
NB: Figures rounded up to the nearest whole number.  We have also selected key indices as a representation of the markets 
rather than a substitute for the whole market as they are the most recognisable for our clients.  
 
 
Interest rate outlook  
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The Fed cut interest rates by 25bp in September to the target range 4.0% – 4.25%, 
justifying the cut by a shift in the balance of risks, as reflected in the slight rise in the 
unemployment rate. The market is expecting a series of rate cuts amounting to 
around 1% over the next year. But Chair Powell struck a cautious note after 
announcing the rate reduction in September, stating that the Fed would need to 
continue balancing the opposing risks of above-target inflation and the slowdown in 
the labour market. The "dot plot" of the Federal Open Market Committee’s (FOMC) 
interest rate forecasts is similarly split, with the forecasts for rates at the end of 2026 
ranging from 2.4% to 3.9%.  
 
President Trump has kept the Fed under intense political pressure, calling for 
interest rates to be slashed to 1% and accusing Powell of being too slow and too late 
to act. It will be difficult for the Fed to resist this pressure to ease monetary policy 
further. The president has already placed one supporter, Stephen Miran, on the 
FOMC and attempted to remove another committee member, Lisa Cook, for alleged 
fraud, but the Supreme Court has stayed her removal until at least January. Whether 
Trump succeeds in removing Cook or not, he will nominate a new Fed chairman to 
replace Jerome Powell, whose term ends in May 2026, early next year. The only 
question is how dovish a figure he will nominate, and whether it will be a mainstream 
economist or a more fringe figure. Either way, the US looks set to have much easier 
monetary policy over the next 18 months.  
 
Having halved interest rates from 4% to 2%, making it the fastest to cut rates in the 
developed economies, the ECB stayed on hold in the second quarter. It now sees the 
risks to growth and inflation as more evenly balanced. 
 
The Bank of England trimmed interest rates by 25bp to 4.0%. It continues to express 
concern at the relatively elevated level of inflation, although it has acknowledged 
some progress in easing wage pressures. These constraints are expected to ease 
eventually and allow the Bank of England to cut rates further later this year and into 
2026.  
 
In spite of well above-target inflation, the Bank of Japan (BoJ) left its policy rate 
unchanged at 0.5% in the third quarter. It argues that inflation has been pushed up 
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mostly by temporary factors and inflation expectations are not yet anchored at 2%. 
However, the trade deal with the US has removed an important impediment to a 
possible rate hike. A 25bp rate hike to 0.75% is therefore widely expected at the next 
monetary policy meeting at the end of October.  

 
30 Sep 
2023 

31 Dec 
2023 

31 Mar 
2024 

 
30 Jun 
2024 

30 Sep 
2024 

31 Dec 
2024 

 
31 Mar 
2025 

 
30 Jun 
2025 

 
30 Sep 
2025 

US 
(Fed) 

5.50% 5.50% 5.50% 5.50% 5.00% 4.50% 4.50% 4.50% 4.25% 

UK 
(BoE) 

5.25% 5.25% 5.25% 5.25% 5.00% 4.75% 4.50% 4.25% 4.00% 

Europe 
(ECB) 

4.00% 4.00% 4.00% 3.75% 3.50% 3.00% 2.50% 2.00% 2.00% 

Japan 
(BoJ) 

-0.10% -0.10% -0.10% 0.10% 0.25% 0.25% 0.50% 0.50% 0.50% 

 
 
Which asset classes should we consider?   
 

Our more neutral view this quarter implies a more cautious asset allocation, but it is 
important not to overdo the pessimism.  
 
We still see opportunities in equity markets. The US stock markets have continued 
to perform well this year but are no longer leaving other stock markets trailing so far 
behind. The US, UK, Europe and Japan have all performed roughly in line with each 
other in 2025.  
 
Emerging markets have had a much stronger year, benefiting from the weaker dollar 
and the fall in US interest rates and have outperformed the developed markets 
overall. 
 
Gold has remained a star performer, with the gold price rising around 18% in the third 
quarter and approaching the $4,000 level. Over the past year the gold price is up over 
40%, well ahead even of the Nasdaq index. This reflects a cocktail of concerns about 
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geopolitics, inflation, debt levels, the US government shutdown and attacks on 
central bank independence, to name just a few (the list could go on), as well as 
economic and structural factors such as diversification of central bank reserves and 
falling US interest rates.  
 
Government bond yields have effectively been moving sideways for two years since 
their sharp rise in 2022 and 2023. Debt worries, fears of a tariff impact on inflation 
and stubborn inflation generally are being counterbalanced by the continuing fall in 
short-term interest rates.  
 
Corporate bonds, particularly high yield, have continued to perform well owing to 
the benign credit conditions resulting from steady economic growth. With bond 
yields still relatively high (compared with the 2008-2022 period), bonds offer an 
attractive risk-reward profile. Bonds would rally in most of the pessimistic scenarios 
we have highlighted (in particular, a downturn in the US economy), and could even 
rally in a more optimistic scenario, unless inflation rises significantly, which is only 
an outside risk.  
 
Conclusion   
 
Stock markets have had another good year. We are now neutral between optimistic 
and pessimistic views of the future, which implies pegging back risk a little.  
 
It is more important than ever to maintain a well-diversified portfolio, maintaining a 
moderate and diversified exposure to all mainstream asset classes – equities, bonds, 
gold and cash – depending on each individual's situation.  
 
Constant dialogue with your investment manager is key to understanding your 
personal risk/reward profile, and we are here to help guide that process. 
 
 
Mark Estcourt   
CEO  
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