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In the second quarter, investor sentiment shifted from fear 
amid the President’s sweeping April 2nd tariff announcement  
to fear of missing out (FOMO) following his retreat to 
pragmatism as the market, political, and economic 
consequences became apparent. Amid the Trump clamor, the 
US economy, employment, and (especially) corporate earnings 
remain resilient, and inflation is in check. Many investors sold 
out of equity positions in early April, reacting to the initial tariff 
announcements with fear.  
  
As the equity market rebounded sharply over the following 
three months, these same investors found themselves on the 
sidelines, watching the market rise without participating. Now, 
driven in part by fear of missing out – and underpinned by the 
recognition that market fundamentals are strong -- they 
continue to reenter the market.   

Figure 1 shows the recent market downdraft and rebound to 
new highs. The S&P 500 is now (as of July 18, 2025) up 7.8% 
year to date and 15.1% over the past 12 months. First quarter 
losers -- the “Magnificent Seven” v the other 493, Growth 
stocks v Value stocks, Mega v SMID, and the US v the Rest of 
the World – returned to their winning ways as the market 
rebounded. With this reversal, the tech-heavy NASDQ is the top 
performing major index (+17.8%) over the past 12 months.   
 
The S&P 500 is now at an all-time high having advanced 181% 
from its COVID low and 76% from the 2022 bottom. With 
corporate earnings continuing to exceed expectations, stocks 
seemingly shrugging off headlines on tariffs, the Federal 
Budget deficit, Congressional machinations, deregulation, 
government waste, immigration reform, etc., and investors 
playing catch-up, further stock market gains are likely.   

 
Figure 1. S&P 500 at Inflection Points - Bull and Bear Markets, 1996 to Date  
 

 
Source: J.P. Morgan Asset Management Guide to the Markets – U.S. Data are as of July 18, 2025  
 
Time in the Market, Not Market Timing  
 
The dramatic rally in the wake of the April 2nd tariff announcement and reversal serves as a timely reminder of why staying 
invested matters. According to Neuberger Berman, investors who exited the S&P 500 on April 8th – at peak fear and the trough 
of the tariff-driven pullback – missed a historic 9.5% rebound the next day. That single misstep would have turned a 6% year-to-
date (through June 30th) gain into a 3% loss (see Figure 2). In fact, the market’s worst day, market bottom, and best day of 2025 
all happened within four trading days (see Figure 3).    
 



This is not an isolated case. According to a J.P. Morgan Asset Management study, which we highlighted in our first quarter 2025 
Market Commentary, missing the 10 best days in the market over a 20-year period (2003–2022) reduced total returns from 9.8% 
to 5.6% annually. Missing the best 20 days dropped returns to 2.9% -- barely above inflation. Crucially, seven of the 10 best days 
occurred within two weeks of the 10 worst days, making timing nearly impossible.   
Recent market whiplash underscores the importance of maintaining perspective and avoiding emotional investment decisions. 
Staying invested in a well-diversified, professionally managed portfolio – particularly through turbulent periods – remains the 
most reliable way to achieve long-term goals. It is all about time in the market, not market timing.   
 
Figure 2. S&P 500 YTD Returns - Fully Invested v Portfolio that Shifted 50% Equity Exposure to 
Cash  
 

 
Source: Neuberger Berman; Bloomberg as of June 30, 2025. The “50% to Cash at Bottom” portfolio assumes the investor sold 50% of their equity exposure and went to cash on April 8.   

 
Figure 3. S&P 500 Daily Returns YTD 2025  
 

 
Source: Neuberger Berman; Bloomberg as of June 30, 2025.   

 

They’re Baaaaack...1ă 

 
In the first quarter, the winners over the past three years – the “Magnificent Seven” v the other 493, Growth stocks v Value 
stocks, Mega v SMID, and the US v the Rest of the World – became the biggest losers. That reversed in the second quarter as 
the S&P 500 surged to new highs. Of course, these trends are highly correlated because the Magnificent Seven – all mega-cap 
growth stocks -- comprise 32.5% of total S&P 500 market capitalization, and the US comprises 64% of global market 
capitalization.   
 
• The Magnificent Seven. According to Wilshire Indices, eight stocks – the Magnificent Seven, plus Broadcom – generated 

47.5% of the 20% return of the US market as defined by the broad FT Wilshire 5000. 20% return in the three months ended 
July 17th. As shown in Figure 4, six of the Magnificent Seven advanced in the second quarter, with Nvidia (+45.8%) and 
Microsoft (+32.7%) leading the way. Tesla declined 7.5% in the second quarter, bringing its year-to-date decline to 18%. 

 
1 “Poltergeist II: The Other Side”. 



Nvidia’s most recent surge pushed its market cap to more than $4 trillion (see Figure 5, which shows the performance of 
Nvidia since inception v the Morningstar US Market Index).   
 

As shown in Figure 6, Magnificent Seven earnings growth continues to far outpace the earnings growth of the Other 493 – 
albeit at a decelerating pace. According to FactSet, in aggregate, the Magnificent Seven companies are expected to report year-
over-year earnings growth of 14.1% for the second quarter. Excluding these seven companies, the blended (combines actual 
and estimated results) earnings growth rate for the remaining 493 companies in the S&P 500 would be 3.4% for Q2 2025.   
 
Although Magnificent Seven valuations are higher in the wake of their recent resurgence, valuations remain attractive, and 
earnings growth may not decelerate to the extent depicted below. Artificial intelligence–driven automation will be essential to 
scaling US production amid rising tariffs, investments in US production, and subdued workforce growth in the wake 
undocumented migrant deportations. The Magnificent Seven – along with emerging innovators – are well positioned to enable 
the advanced manufacturing and supply chain transformations required to capitalize on this strategic shift.   

 
 
Figure 4. Magnificent Seven Returns, 2Q 2025 Returns  
 

 
Source: First Affirmative, Data are as June 30, 2025  

 
Figure 5. Nvidia v US Market Performance, January 1999 IPO to Present $4 Trillion Market 
Capitalization  
 

 
Source: Morningstar Data as of July 10, 2025  
 
 
 



Figure 6. Earnings Dynamics, Q2 2024 - Q1 2026  
 

 
Source: FactSet, Data as of July 10, 2025  

 
• US v the Rest of the World. Following an extraordinary first quarter, international equities outperformed the US – albeit to a 

lesser extent – in the second quarter as dollar weakness persisted. The NASDQ was the top performing index in the second 
quarter, rising 18.0%, compared with 11%-12% gains for other major indices (in USD). As shown in Figure 7, Germany – 
which unveiled spending plans that broke the country’s long-standing tight fiscal discipline in March -- remains the top-
performing market globally (in USD). In March, Germany and sharply boosted stocks. Given US technology dominance and 
the current US Administration’s focus on inward capital investments, deregulation, and lower taxes, we believe the US could 
resume its winning ways among global equity markets over the next several quarters.   
 

Figure 7. Global Equity Markets Performance, As of July 18, 2025  
 

 
Source: J.P. Morgan Asset Management Guide to the Markets – U.S. Data are as of July 18, 2025  

 
• Equity Style Box Performance. In a stark reversal from the first quarter, growth stocks dramatically outperformed all other 

categories in the second quarter (see Figure 8). Small-, Mid- and Large-Cap Growth stocks surged higher as the US equity 
market rebounded in the second quarter, with Large Growth surging 23% during the period. Large Value – the top performer 
in the first quarter – slumped to the bottom in the second quarter, rising just 0.89%.   

 
Figure 8. US Equity Style Box Performance, June 30, 2025  
 

 
Source: Morningstar -- Data are as of June 30, 2025  



Economic Resiliency, Strong Earnings Growth, Attractive Valuations  
 
Although President Trump’s tariff announcements spooked markets and sparked a surge in trade policy uncertainty, the impact 
on economic activity is barely visible, according to Goldman Sachs Research. As we move through the mishmash of individual 
country negotiations and associated announcements and retractions, we expect market responses to remain more subdued. 
When the dust settles, we believe inflation will be marginally higher, US economic growth will be marginally slower, and corporate 
earnings will remain resilient. With earnings coming in “better-than-expected”, growth stock valuations remain attractive relative 
to other categories, and for the first time in a long time the US remains attractive relative to the rest of the world.   
 
Although the Fed has made progress toward its dual inflation and unemployment mandates, recent communications indicate that 
it will hold interest rates steady until tariff negotiations are finalized and the economic impact can be assessed. As shown in 
Figure 9, real 10-year Treasury yields have now fallen to below their long-term average after a long period of significant 
divergence in inflation and interest rates – suggesting that a September interest rate cut is possible.   
 
Figure 9. Nominal and Real US 10-Year Treasury Yields, As of July 16, 2025  
 

 
Source: J.P. Morgan Asset Management Guide to the Markets – U.S. Data are as of July 16, 2025   

 
Interest rates – and the Fed’s reluctance to cut rates – not only affects consumers and debt-laden businesses, but also the 
federal government (see Figure 10). In 2025, the federal government is slated to spend $952 billion on Net Interest Expense, 
11% more than it spends on Defense and a little less than Non-Defense Discretionary spending (i.e., everything other than Social 
Security and Medicare/Medicaid). According to the Congressional Budget Office (CBO), the recently passed “One Big Beautiful 
Bill” will add marginally to the Federal Deficit during the forecast period. The forecast calls for lower GDP growth, and is 
targeting 2.3% inflation this year and next, declining to 1.8% thereafter. According to the CBO, interest rates will follow a similar 
trajectory. Given the magnitude of federal borrowings, even marginally higher inflation and interest rates could have a 
significant impact on the federal budget – and by extension US taxpayers and the economy.   
 
Figure 10. US Government Federal Finances 
  

 
Source: J.P. Morgan Asset Management Guide to the Markets – U.S. Data are as of July 16, 2025   



As shown in Figures 11 and 12, global equity markets were fairly- valued at the end of the second quarter. The recent 
resurgence in US equities has reduced their attractiveness relative to first quarter end. However, on July 18th with 12% of 
companies reporting, FactSet stated, “at this early stage, the second quarter earnings season for the S&P 500 is off to a strong 
start compared to expectations. Both the percentage of S&P 500 companies reporting positive earnings surprises and the 
magnitude of earnings surprises are above their 10-year averages.” As higher earnings are baked into forecasts, the market 
should continue to rise.   
 
Figure 11. Valuation Analysis - S&P 500 Sectors: Current NTM P/E v 10-Year High, Low, Average  
 

 
Source: Eaton Vance Monthly Market Market, June 2025   
 

 
Figure 12. Valuation Analysis - Regions/Styles: Current NTM P/E v 10-Year High, Low, Average  
 

 
Source: Eaton Vance Monthly Market Monitor, June 2025   

 

Values-Aligned Investments - We Are Not Alone  
 
Selected Values-Aligned strategies outperformed their traditional peers in the second quarter – with performance solely 
dependent on exposure to the Magnificent Seven (see Figure 13). As market breadth narrowed in the second quarter, 
sustainability-themed strategies were mixed. For example, the tech-heavy MSCI KLD 400 index fell 7.00%, compared with the 
4.27% decline in the S&P 500 in the first quarter, and rose 13.87% in the second quarter, outperforming the market. As a 
reminder, the KLDI is a market capitalization weighted index comprised of 400 US securities and provides exposure to 
companies with outstanding Environmental, Social and Governance (ESG) ratings (according to MSCI) and excludes companies 
whose products have negative social or environmental impacts. The index has outperformed the S&P 500 by 26 bps per year, 
on average, since 1990 (see Figure 14), and we believe the recent underperformance of this sustainability focused index is 



temporary. We look for excess performance to resume as we move through the current period of Values-Aligned investing 
backlash   
 
According to two recently published Morgan Stanley studies:   
 
• As of 2025, 84% of investors in North America are somewhat or very interested in sustainable investing, and there is a 

notable resurgence in faith-based investing.   
• 88% of companies see sustainability as a value-creation opportunity.   
• Nearly 90% of their survey respondents expect AI to have a material impact on sustainability reporting – compared to 67% 

who said the same in last year’s survey.   
 

We believe the best way forward for values-focused Advisors and their clients is to emphasize education, accessibility, 
transparency, and personalization in in their interactions, and portfolio management, proxy voting, and corporate advocacy 
efforts. Our Values Aligned Direct Index Solution (VADIS) and proxy voting and advocacy efforts enable advisors to educate 
their clients and work with them to identify the Values Set best aligned the client’s view of the world, incorporate those Values 
into the client’s personal Investment Universe, and construct a portfolio and advocacy plan targeting the client’s long-term 
financial and impact objectives.   
 
As we know, the market reflects the world as it is today. Values-aligned investors invest in the world as they want it to be and 
look to achieve long-term financial and impact goals aligned with their values. At First Affirmative, we remain convinced 
investors must take responsibility for the impact their money has in the world. Since 1988, we have served individuals and 
institutions seeking to achieve financial returns and align their portfolios with their values to meet both their financial and 
impact objectives. VADIS represents the future of hyper-customized portfolio management and enables clients to invest in the 
world as they want it to be. By combining trusted personal financial advice, leading sustainable and responsible investment 
expertise, and scalable technology, VADIS enables advisors to provide personalized portfolios aligned to each client's financial 
goals and values.   
 
Figure 13. Selected Sustainability - Themed ETFs - Second Quarter 2025 Retu□╝Ĉ  
 

 
Source: First Affirmative, Data are as March 31, 2025  

 
Figure 14. MSCI KLD 400 vs S&P 500 Indices, June 30, 2025  
 

 
Source: Morningstar. *Data prior to 9/1/2010 is that of the MSCI KLD 400 Social Index GR, while data since 9/1/2010 is that of the MSCI KLD 400 Social Index NR. Indices are unmanaged groups 
of securities. Index performance does not include the impact of cash, fees, or transaction costs. Investors cannot invest directly in indices but may purchase mutual funds or other investment 
products designed to track the performance of various indices.   
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The opinions and concepts presented are based on data believed to be reliable; however, no assurance can be made as to their accuracy. Mention of a specific company or security is not a 
recommendation to buy or sell that security. Past performance is never a guarantee of future results. For information regarding the suitability of any investment for your portfolio, please 
contact your financial advisor.  
 
The views expressed herein are those of First Affirmative and may not be consistent with the views of individual investment advisors or Broker- Dealers or RIA firms doing business with First 
Affirmative. Network Advisors may offer securities through various Broker-Dealers and Registered Investment Advisory firms. These affiliations, and all fees charged to clients, are clearly 
disclosed. First Affirmative’s ADV Disclosure Brochure is available any time. Please write or call for a copy or visit firstaffirmative.com/about-us.  
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