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Q2 2025 global stock market performance
excluding the US was up almost 13%. Developed
markets excluding the US were up almost 12%.
Chinese and Eurozone markets were up almost
2% and over 10% respectively. Emerging Markets
were up over 11%.

The US stock market was up over 11% in the
second quarter of 2025.

The US bond market was up a little over 1% in
the second quarter. Yields on the 10-year
Treasury note stayed flat at 4.2%. Bond prices
rise as bond yield rise.

The Fed has so far kept interest rates steady
at 4.25%-4.50% in 2025.

The 2025 budget reconciliation bill was
passed and is estimated to increase the
federal deficit by about $2.4 trillion over the
next ten years and $3.0 trillion if including
interest according to the Committee for a
Responsible Federal Budget.

Global stock markets experienced a rebound in Q2 2025,
recovering from early April tariff-induced selloffs thanks to
strong corporate earnings and a speculative surge in tech and
Al stocks. Despite this rally, concerns lingered over slowing job
growth and potential recession risks, even as business
investment remained strong. Meanwhile, international markets
began to outpace U.S. equities, and gold prices surged amid
stagflation fears.

After lagging earlier in the year, the technology sector led the
market higher in late June, with the Morningstar US Market
Index topping its February peak despite ongoing tariff
concerns.

Bond returns remained positive overall in Q2 2025, despite
volatility driven by tariff concerns and a growing federal
deficit. Safer, higher credit quality bonds performed well as
investors looked for higher yields over government bonds.

The Federal Reserve muaintained a cautious stance amid
persistent inflationary pressures and geopolitical uncertainty.
During its June meeting, the Fed emphasized its dual mandate
of promoting maximum employment and price stability and
signaled a wait-and-see approach.

Deficits can be beneficial during economic downturns or crises
when government spending helps stimulate demand, support
employment, and stabilize financial systems. However, large
persistent deficits can strain the economy by driving up
interest rates, which crowds out private investment and slows
long-term growth.

PERFORMANCE MORNINGSTAR GLOBAL MARKETS INDEX, MORNINGSTAR US STOCK MARKET INDEX, MORNINGSTAR EUROPE, MORNINGSTAR CHINA, MORNINGSTAR

METRICS: CHINA, MORNINGSTAR EMERGING MARKETS, MORNINGSTAR US CORE BOND INDEX, MORNINGSTAR GLOBAL CORE BOND INDEX, AND NONFARM PAYROLL,

SEASONALLY ADJUSTED (BLS).


https://www.crfb.org/blogs/breaking-down-one-big-beautiful-bill
https://www.crfb.org/blogs/breaking-down-one-big-beautiful-bill

ASSET CLASS PERFORMANCE

Climbed 25%+ since
bottom on April 8

More attractive
compared to increasing
US debt and tariffs

Rose in Q2 as tariff
fears faded

Large tech stocks
fueled recovery

ASSET CLASS PERFORMANCE
EQUITIES Q2 2025 1YEAR
U.S. STOCK MARKET 11.14% 15.30%
DEVELOPED STOCK MARKETS EX-U.S. 12.73% 19.74%
EMERGING STOCK MARKETS 12.58% 13.70%
SECTORS
COMMUNICATION SERVICES 18.79% 23.71%
CONSUMER CYCLICAL 10.91% 17.98%
TECHNOLOGY 21.95% 15.93%
REAL ESTATE -0.43% 10.80%
FIXED INCOME
U.S. CORE BONDS 1.17% 6.01%
U.S. TREASURIES 0.84% 5.29%
U.S. HIGH YIELD 3.57% 10.30%
10+ YIELD TREASURY BOND -1.57% 1.50%




FEDERAL DEFICITS EXPLAINED

After the 2025 budget reconciliation bill—titled the One Big Beautiful Bill Act of
2025—was passed, the federal deficit received increased attention by both the
public and policymakers. The bill implemented tax adjustments and changes in
government expenditures, prompting discussions about fiscal management,
national debt, and economic policy.

A federal deficit occurs when the U.S. government's annual expenditures exceed
its total revenue from taxes and other sources, requiring borrowing to cover the
shortfall. Conversely, a budget surplus arises when revenue surpasses spending.
Economists analyze these figures independently and relative to gross domestic
product (GDP) to assess their implications. As an example, 2001 marked the only
year within the past quarter-century when the United States recorded a surplus.

THE CROWDING OUT EFFECT

When the government incurs a budget deficit, it finances this gap by issuing
Treasury securities. This process can decrease the availability of funds for private
sector enterprises and alternative budgetary priorities—a phenomenon referred
to as the crowding out effect.

While operating at a deficit can have adverse effects, it may be considered
beneficial during periods of economic downturn or crisis to provide fiscal
support.




FEDERAL DEFICITS EXPLAINED

A practical example illustrates these dynamics:

Budget Allocations vs. Deficits
43%

Healthcars Spoizl Programs Education Irfrastructure Interest Payments

B Low-Deficit Years [2005—-2007] W High-Ceficit Years (2020-2022)

As depicted in the accompanying chart, periods of substantial deficits—particularly during the COVID-19 pandemic—were characterized by

increased healthcare and social spending, while allocations to education and infrastructure declined due to a reallocation of resources
toward emergency relief and debt servicing.

Large deficits may result in higher interest rates, although several factors determine this outcome.
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CIRCUMSTANCES IN WHICH DEFICITS DO RAISE INTEREST RATES:

Robust economic growth: When the economy operates near full capacity, increased government
borrowing competes with private sector borrowing, resulting in upward pressure on interest rates.

Significant or sustained deficits: Persistent government borrowing can prompt
investors to seek higher interest rates, thereby increasing borrowing costs.

Restrictive monetary policy: If the Federal Reserve does not purchase O

government debt to suppress rates, the market absorbs a greater volume of
debt, potentially leading to higher interest rates.

« Expansionary monetary policy: When the Federal Reserve buys government bonds—also known as quantitative easing
—it can help maintain low interest rates even in the presence of deficits.

o Economic downturns: During recessions, private credit demand remains subdued, so
government borrowing does not crowd out private investment.

« Strong international demand for secure assets: U.S. Treasury securities are considered safe investments; robust
foreign demand can keep yields low despite elevated deficits.

The 2025 reconciliation bill is projected to expand the federal deficit by $2.4 trillion over the coming decade according to
the Committee for a Responsible Federal Budget, largely because of significant tax reductions and major Medicaid cuts.
These changes could result in nearly 12 million additional individuals lacking health insurance, predominantly affecting
lower-income populations. As the stimulative effects diminish, this may erode critical safety net programs and restrict
future public investment.



https://www.crfb.org/blogs/breaking-down-one-big-beautiful-bill

GLOSSARY

Asset Classes

A grouping of investments that exhibit similar characteristics, are
subject to the same laws and regulations and often behave similarly
to one another in the marketplace.

Bond Issuers

Governments, banks, corporations, municipalities, or special purpose
vehicles that borrow money from bond investors with the promise of
paying periodic interest and repayment of the principal amount upon
maturity of the bonds.

Equity Sectors

Categories of companies that operate in different areas of business. According to the Global Industry
Classification Standard, there are 11 stock market sectors: Financials, Utilities, Consumer Discretionary,
Consumer Staples, Energy, Healthcare and Industrials.

Federal-Funds Rate

The target interest rate range, set by the Federal Open Market Committee (FOMC), at which commercial
banks borrow and lend their excess reserves to each other overnight. The FOMC, which is the policymaking
body of the Federal Reserve System, meets eight times a year to set the target federal funds rate, which is
part of its monetary policy.

Gross Domestic Product (GDP)
A monetary measure of the market value of all the final goods and services produced in a specific time
horizon by a country or countries. GDP is a key indicator of the size and health of a country’s economy.



“Magnificent Seven” Stocks
A group of seven technology mega-cap stocks that led the market rally in 2023 which include Microsoft,
Amazon, Nvidia, Meta, Apple, Alphabet and Tesla.

Market Crash
A price drop of 20% or more from the last peak.

Market Rally
A broad increase in market prices after a market crash or persistently down market.

Recession
A significant, widespread, and prolonged downturn in economic activity commonly classified as two
consecutive quarters of negative gross domestic product (GDP).

Inflation

e Headline Inflation
The general increase in prices that includes all goods and services in an economy. It considers the price
changes across various sectors, including food, energy, housing, transportation, and other consumer goods.
Headline inflation is reported through the Consumer Price index or CPI.

e Core Inflation
The general rise in prices excluding certain volatile components, such as food and energy prices. The
purpose is to focus on the underlying inflation trend by removing the short-term fluctuations. Core inflation
provides a more stable and long-term measure of inflation, reflecting the general price changes in non-
volatile sectors of the economy.

e Disinflation
A decrease in the rate of inflation, meaning the prices of goods and services rise more slowly.



e Deflation
A general decrease in prices.

e Stagflation
An economic condition where slow growth, high unemployment, and persistent inflation occur at the same
time. This rare combination poses major challenges, as typical policies to address inflation or
unemployment can worsen the other problem.

Volatility

The rapid and significant fluctuations in the prices of assets, such as stocks, bonds, or commodities, within a
short period. These price changes can be caused by various factors, including economic events, geopolitical
developments, investor sentiment, and market conditions.

Yield Curve
Graphical representation that plots bond time-to-maturity against yield.

e Normal Curve: An upward-sloping curve in which bond yields of the same credit quality increase as time-
to-maturity increases. A normal yield curve is most commonly associated with positive economic growth.

e Flat Curve: A horizontal line in which there is little difference between short-term and long-term rates for
bonds of the same credit quality. A flat yield curve is typically an indication that investors and traders
are worried about the macroeconomic outlook.

e Inverted Curve: A downward-sloping curve in which bond yields of the same credit quality decrease as
time-to-maturity increases. An inverted yield curve reflects bond investors’ expectations for a decline in
longer-term interest rates, typically associated with recessions.



FAIRLIGHT ADVISORS LLC: DISCLOSURES

The information in this presentation is provided “AS IS” and
without warranties of any kind either express or implied. To the
fullest extent permissible pursuant to applicable laws, Fairlight
Advisors LLC (referred to as “Fairlight”) disclaims all warranties,
express or implied, including, but not limited to, implied
warranties of merchantability, non-infringement, and suitability
for a particular purpose.

Fairlight does not warrant that the information will be free from
error. None of the information provided in this presentation is
intended as investment, tax, accounting or legal advice, as an
offer or solicitation of an offer to buy or sell, or as an
endorsement of any company, security, fund, or other securities

non-securities offering. The information should not be relied upon for purposes of transacting securities
or other investments. Your use of the information is at your sole risk. Under no circumstances shall
Fairlight be liable for any direct, indirect, special or consequential damages that result from the use of, or
the inability to use, the materials in this site, even If Fairlight or a Fairlight-authorized representative has

been advised of the possibility of such damages.

In no event shall Fairlight Advisors LLC have any liability to you for damages, losses, and causes of action
for accessing this site. Information presented here should not be considered a solicitation to buy, an offer
to sell, or a recommendation of any security in any jurisdiction where such offer, solicitation, or

recommendation would be unlawful or unauthorized.
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Contact Us Today!

support@fairlightadvisors.com

844.309.6248

www.fairlightadvisors.com


https://www.fairlightadvisors.com/contact

