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Quarterly Market Recap – Q2 2025  
 
 

To Our Clients, 

 

Market volatility spiked in the second quarter as the S&P 500 dropped sharply in early April following the announcement of 

sweeping reciprocal tariffs, although those initial losses were slowly and steadily recouped over the remainder of the quarter 

as initial tariff rates were reduced while economic growth proved resilient and inflation stayed low, allowing the S&P 500 to 

hit a new all-time high and finish the quarter with a strong gain. 

 
 

Q2 Review 

The second quarter started with a proverbial thud as, on April 2nd, President Trump announced sweeping and substantial 

tariffs on virtually all U.S. trading partners. The tariff amounts were significantly larger than markets expected and their 

announcement sparked fears of a trade-war-driven economic slowdown. A week after reciprocal tariffs were announced, the 

administration declared a 90-day delay where tariff rates on most trading partners would be just 10%, far below most 

reciprocal tariff rates. That delay was then followed by more steps to reduce the tariff burden, including important 

exemptions for key imports such as smartphones, semiconductors, pharmaceuticals and computers. The delay in reciprocal 

tariff rates and key category exemptions gave investors some confidence that the trade war would not automatically cause a 

recession, and that optimism combined with a solid first quarter earnings season to help the S&P 500 rally throughout the 

remainder of April. 

The market rebound accelerated in May as Treasury Secretary Scott Bessent announced he would be meeting with Chinese 

trade officials in Geneva early in the month. That boosted investor expectations for more tariff relief and those hopes were 

fulfilled as the meeting resulted in a dramatic reduction in tariffs on Chinese imports. That tariff reduction combined with 

still-solid economic growth further eroded investor concerns that tariffs would cause a recession and the S&P 500 extended 

its rebound. Earnings also contributed to the rally thanks to strong results from the tech sector, which reminded investors 

of the growth potential of artificial intelligence (AI). Finally, in late May, the Court of International Trade ruled the 

administration’s tariffs were illegal under the law used to justify the duties. The case was appealed immediately and a 

decision should come in the third quarter, but the initial ruling raised the prospect that tariffs could be eliminated almost 

entirely by the courts in the coming months.  

The rally continued in June although trade headlines, which had driven market moves for the first two months of the 

quarter, took a back seat to geopolitical concerns after Israel launched a massive attack on Iranian nuclear and military 
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facilities. The hostilities between the two rivals caused oil prices to temporarily spike and that halted the rally in mid-to-late 

June, as investors again had to consider the prospect of rising oil prices hurting economic growth and boosting inflation. 

However, that volatility was limited, as following U.S. strikes on Iranian nuclear facilities, a ceasefire was agreed to between 

Iran and Israel and oil prices dropped sharply, turning negative for the quarter. That decline, combined with rising 

expectations for rate cuts in the second half of the year, pushed the S&P 500 to new all-time highs in the final days of June.   

In sum, the stock market completed an impressive rebound from the steep declines of early April, as steps by the 

administration to ease the tariff burden helped to boost investor confidence while corporate earnings remained strong and 

economic growth proved resilient, yet again, even in the face of geopolitical uncertainty and elevated policy volatility.   

Q3 Market Outlook 

The markets begin the third quarter following an impressive first half performance, as the S&P 500 hit a new all-time high 

despite much-larger-than-expected tariffs on U.S. imports, a dramatic increase in policy volatility and more hostilities in the 

Middle East.    

While investors expected tariffs and a tougher stance on trade from the new administration, the moves taken in the first half 

of 2025 exceeded the vast majority of expectations as tariffs were both higher and more far reaching than most analysts 

expected. But moves by the Trump administration to ease the tariff burden combined with the court decision invalidating 

reciprocal tariffs boosted market confidence that neither the administration nor the courts would allow tariffs to derail 

economic growth. That belief helped stocks look past what is still a dramatic increase in tariffs. 

Importantly, tariffs matter to the markets primarily because, if not properly executed, they could cause an economic 

slowdown, or worse, stagflation, where growth slows but inflation rises. Fears of a tariff-induced slowdown or return of 

stagflation were contributing factors behind the April decline in stocks. Positively, economic data remained mostly resilient 

throughout the second quarter and there are no major economic indicators pointing to a material slowing of growth or a 

sudden rise in inflation. That resilient data in the face of tariffs and geopolitical turmoil contributed to the market rebound in 

the second quarter.     

Finally, geopolitical risks undoubtedly rose with direct conflict between Israel and Iran (including U.S. involvement in the 

war) and no progress on a ceasefire on the now three-year-long war between Russia and Ukraine. However, the market 

views these conflicts as largely isolated and not at risk of spreading into a larger regional war that could disrupt oil 

production or the global economy. Because of that, markets largely ignored the increase in geopolitical tensions during the 

quarter.   

However, while the market was impressively resilient over the past three months, it would be a mistake for investors to 

become complacent in this environment, because there remain a lot of risks facing the economy and markets. 

First, while the market has assumed that tariffs won’t rise substantially from current rates, there’s no guarantee of that. To 

that point, the deadline for the reciprocal tariff delay is July 9th and if that deadline is not extended, we could see tariff rates 

on major trading partners surge once again. Regardless, the reality is that global tariff rates are at multi-decade highs and it’s 

still uncertain how that will impact the economy in the months ahead (so risks of a tariff-induced slowdown or rise of 

stagflation can’t be dismissed). 

Turning to geopolitics, while the various conflicts have not negatively impacted global markets, risks remain elevated. If Iran 

takes steps to disrupt global oil production or transit, that will boost oil prices and create a new headwind on markets. 

Similarly, if these isolated conflicts begin to spread into larger regional conflicts that will also lift oil prices and weigh on 

stocks and bonds.   
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Finally, investors still expect two interest rate cuts from the Federal Reserve between now and year-end; however, the 

unknown impact from tariffs on economic growth and inflation make rate cuts in 2025 far from certain. If the Federal 

Reserve does not cut rates in the coming months, that will increase concerns about an eventual economic slowdown and 

that could weigh on markets.   

Bottom line, markets have been impressively resilient so far this year, but as we start the second half of 2025 there remain 

numerous, potentially significant risks to the markets and the economy and we will not let the market’s resilience create a 

sense of complacency.   

Please do not hesitate to contact us with any questions, comments, or to schedule a portfolio review. 

Sincerely, 

SoundView Wealth Management at Morgan Stanley 

 

 

NOTICE: Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of 

Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act. If you have received this communication in error, please destroy all electronic and paper copies 

and notify the sender immediately. Mistransmission is not intended to waive confidentiality or privilege. Morgan Stanley reserves the right, to the extent permitted under applicable 

law, to monitor electronic communications. This message is subject to terms available at the following https://www.morganstanley.com/disclaimers. If you cannot access these links, 

please notify us by reply message and we will send the contents to you. By communicating with Morgan Stanley you acknowledge that you have read, understand and consent, 

(where applicable), to the foregoing and the Morgan Stanley General Disclaimers. 

 

Please see our Privacy Pledge for details about how Morgan Stanley handles personal information. 

  

If you would like to update your email preferences or unsubscribe from marketing emails from Morgan Stanley Wealth Management, you may do so here. Please note, you will still 

receive service emails from Morgan Stanley Wealth Management. 

  

Morgan Stanley Wealth Management 

2000 Westchester Avenue, Purchase, NY 10577-2530 USA 

 

The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley Wealth Management or its affiliates. All opinions are subject to 

change without notice. Neither the information provided nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Past performance is no 

guarantee of future results. 

 
 

This material contains forward looking statements and there can be no guarantees they will come to pass. The information and statistical data contained herein have been obtained from sources 

believed to be reliable but in no way are guaranteed by Morgan Stanley as to accuracy or completeness.  There is no guarantee that the investments mentioned will be in each client's portfolio. 

 

 

This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances 

and objectives of persons who receive it. The strategies and/or investments discussed in this material may not be appropriate for all investors. Morgan Stanley Wealth Management recommends 

that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a Financial Advisor. The appropriateness of a particular investment or 

strategy will depend on an investor's individual circumstances and objectives. 

 

Equity securities may fluctuate in response to news on companies, industries, market conditions and the general economic environment. Companies cannot assure or guarantee a certain rate of 

return or dividend yield; they can increase, decrease or totally eliminate their dividends without notice. 

 

Investing in commodities entails significant risks. Commodity prices may be affected by a variety of factors at any time, including but not limited to, (i) changes in supply and demand relationships, 

(ii) governmental programs and policies, (iii) national and international political and economic events, war and terrorist events, (iv) changes in interest and exchange rates, (v) trading activities in 

commodities and related contracts, (vi) pestilence, technological change and weather, and (vii) the price volatility of a commodity. In addition, the commodities markets are subject to temporary 

distortions or other disruptions due to various factors, including lack of liquidity, participation of speculators and government intervention. 

 

 

International investing may not be appropriate for every investor and is subject to additional risks, including currency fluctuations, political factors, withholding, lack of liquidity, the absence of 

adequate financial information, and exchange control restrictions impacting foreign issuers. These risks may be magnified in emerging markets. 

 

Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many sectors and companies 
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Growth investing does not guarantee a profit or eliminate risk. The stocks of these companies can have relatively high valuations. Because of these high valuations, an investment in a growth stock 

can be more risky than an investment in a company with more modest growth expectations. 

 

Value investing does not guarantee a profit or eliminate risk. Not all companies whose stocks are considered to be value stocks are able to turn their business around or successfully employ 

corrective strategies which would result in stock prices that do not rise as initially expected. 

 

 

Asset Allocation and Diversification do not guarantee a profit or protect against loss in a declining financial market. 

 

Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustration purposes only and do not show the performance of any specific investment. Reference to an 

index does not imply that the portfolio will achieve return, volatility or other results similar to the index. The composition of an index may not reflect the manner in which a portfolio is 

constructed in relation to expected or achieved returns, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or tracking error target, all of which are subject to change 

over time. 

 

For index, indicator and survey definitions referenced in this report please visit the following: https://www.morganstanley.com/wealthinvestmentsolutions/ 

wmir-definitions 

 

Morgan Stanley Smith Barney LLC. Member SIPC. 
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