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No jobs, no problem? It was an atypical macro backdrop, 

as economic activity defied expectations for a slowdown 

despite clear signs of labor market deceleration. Following 

several upward revisions, U.S. second-quarter real GDP 

growth—initially reported in July—was finalized at 3.8% 

annualized, well above the original consensus estimate of 

2.6% annualized. Third-quarter growth projections were 

revised higher, with some forecasts now anticipating 

another period of above-trend expansion. This underlying 

strength was fueled by robust capital investment and 

resilient consumer spending. However, U.S. job growth 

slowed to levels rarely observed outside of recessionary 

periods. A constrained labor supply helped prevent a 

sharp rise in the unemployment rate, but the moderation in 

employment was sufficient to prompt the Federal 

Reserve’s first rate cut of 2025—marking the beginning of 

what markets expect to be an easing cycle through most 

of 2026. On the inflation front, tariff-related passthrough 

effects have remained manageable so far. This has 

allowed the Fed to shift its focus more squarely toward 

supporting growth, even as goods inflation continues to 

exert upward pressure on core inflation. Economic activity 

outside the U.S. also showed resilience. Key European 

business surveys improved, and Germany advanced plans 

for fiscal support. Most non-U.S. central banks continued 

easing policy, contributing to a more accommodative 

global stance. While risks remain, global recession fears 

stemming from weak trade dynamics eased as the initial 

tariff shock faded and major trade deals were announced. 

Equities gain ground in the third quarter. Major asset 

class returns were largely positive, with outperformance in 

equities relative to fixed income. Fixed income returns 

were around 2% across both investment grade and high 

yield—helped by some tailwinds from both rates and 

credit. Treasury yields declined modestly while credit 

spreads tightened and remain near 2025 lows. Global 

equities posted an 8% gain with solid returns across each 

major region. U.S. equities added 8% with help from 

megacap tech strength and a supportive macroeconomic 

backdrop. Investor sentiment around the artificial 

intelligence (AI) narrative gained steam, with strong 

returns across the tech space and outsized (20%-plus) 

gains for some of the largest tech-related companies 

including Alphabet and Oracle. Outside of the tech space, 

U.S. equity returns were largely positive with gains across 

all sectors except consumer staples. U.S. small caps 

gained 12%. Other tenets of support for U.S. equities 

included a strong 2Q corporate earnings season, better-

than-expected tariff resilience, and Fed policy easing. 

Emerging market equities gained 10% with help from tech 

exposure—particularly across China and broader Asia—

plus some support from the materials sector. Non-U.S. 

developed markets added just under 6% in U.S. dollar 

terms. The U.S. dollar was mostly unchanged in 3Q but 

remains down close to 10% since the start of 2025. In the 

real assets space, natural resources outperformed global 

equities, helped by metals & mining as gold was up about 

16%. Global listed infrastructure and global real estate 

each gained roughly 4% but lagged global equities overall.  

THIRD QUARTER 2025 TOTAL RETURNS (%) 

It was an attractive backdrop for financial markets as most major areas of the market gained during the quarter. 

 
Source: Northern Trust Asset Management, Bloomberg. NR: Natural Resources; GRE: Global Real Estate; GLI: Global Listed Infrastructure. 

Indexes are gross of fees. Past performance is not indicative or a guarantee of future results. Index performance returns do not reflect any 

management fees, transaction costs or expenses. It is not possible to invest directly in any index.   
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KEY DEVELOPMENTS 

U.S. Policy Measures in Focus 

While broader policy uncertainty has dipped, U.S. policy 

measures across a number of facets remained top of 

mind for investors. The reconciliation bill was passed in 

early July, bringing tax relief and a raise in the debt 

ceiling limit. Trade tensions were dialed down with a 

few trade deals announced in July (European Union, 

Japan, etc.), though uncertainty remains around 

implementation. In addition, legal challenges to tariffs 

remain underway. Beyond that, the U.S. entered a 

government shutdown right at the end of the quarter.   

 

TRADE POLICY UNCERTAINTY & RECESSION RISK 

 

U.S. Labor Market Slowdown 

Cooling labor market demand became more evident in 

3Q. With particularly large negative revisions in July 

jobs data, the three-month moving average of jobs 

added declined meaningfully. However, the slowing in 

payrolls growth comes at a time of constrained labor 

supply. Despite low hiring, layoffs have been limited 

and the unemployment rate remains below historical 

averages at 4.3%. Broader U.S. economic data held up 

well, with continued resilience across both consumer-

related activity and survey-related measures. 

CHANGE IN NONFARM PAYROLLS (THOUSANDS) 

  

The Fed Returns to Rate Cuts 

With more emphasis on downside labor market risk 

versus upside risk to inflation, Fed Chair Powell opened 

the door to rate cuts in his August Jackson Hole 

speech. The Fed then cut rates by 25 basis points in 

September, and signaled the possibility of two more 

2025 rate cuts in the economic projections. In addition, 

Fed independence has remained a steady background 

issue for investors with increasing pressures on the Fed 

from the Trump Administration, such as calling for rate 

cuts and for individual Fed governors to resign. 

 

CENTRAL BANK POLICY RATE CHANGES (BPS) 

 

Political Challenges Across the Globe 

Japan and France saw their Prime Ministers step aside 

in September, while the U.K. faced a cabinet re-shuffle 

and budget challenges. While each country has unique 

circumstances to some extent, common themes across 

all three include elevated debt levels, rising long-term 

yields, and challenges in approaching some degree of 

fiscal consolidation with slim governing mandates. 

Long-end yields have continued to rise with 30-year 

government bond yields near multi-year highs across a 

few key developed market countries. 

YTD CHANGE IN GOVERNMENT BOND YIELDS (BPS) 
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  Source: Northern Trust Asset Management, Bloomberg, Matteo Iacoviello, Polymarket, U.S. Bureau of Labor Statistics. Data as of 9/30/2025. 
Note: bps = basis points. Past performance is not indicative or a guarantee of future results. Index performance returns do not reflect any 
management fees, transaction costs or expenses. It is not possible to invest directly in any index.  



  

MARKET REVIEW 

Interest Rates 

Treasury yields drifted lower, with the 2-year down 11 

bps to 3.61% and the 10-year falling 8 bps to 4.15%—

both near the bottom of their year-to-date trading range. 

After roughly a year-long pause, the Fed cut its policy 

rate in what Chair Powell called a “risk management” 

move, prompted by a shift in the outlook amid soft labor 

data. The resulting bull steepening in the curve 

directionally aligns with average historical patterns 

preceding Fed cuts. With 30-year yields slightly lower, 

the 5- to 30-year spread is near its widest since 2021.     

U.S. TREASURY YIELD CURVE 

 

Credit Markets 

Investment grade (IG) spreads tightened 9 bps to 

0.70%, while high yield (HY) spreads narrowed 23 bps 

to 2.67%. From a return perspective, IG fixed income 

gained 2.0%, supported by lower rates, while high yield 

outperformed with a 2.5% return. All-in yields continued 

to fall, now around 4.5% for IG and 6.7% for HY. Lower-

rated credits generally saw the most spread tightening, 

including over 70 bps in CCC-rated corporates. Credit 

spreads briefly widened following weak July jobs data 

but later reversed amid rising expectations for rate cuts. 

CREDIT SPREADS 

 

Equities 

Global equities rose 7.7% to new all-time highs, led by 

emerging and U.S. markets. Softer U.S. labor data was 

offset by more confidence in monetary policy support 

amid an otherwise surprisingly positive growth 

backdrop. This boosted U.S. small-cap stocks and 

broader U.S. returns, with fairly balanced contributions 

from valuations and earnings. Tech-related sectors 

remained the most bid. Dollar versus local currency 

returns for major non-U.S. indices were more aligned 

than in prior quarters as the U.S. dollar stabilized. 

REGIONAL EQUITY INDICES 

  

Real Assets 

Real assets delivered positive returns, although Natural 

Resources was the only segment to outperform broader 

global equities. Despite a strong year-to-date gain of 

20%, Global Listed Infrastructure (GLI) lagged in the 

latest quarter, ending with a 3.7% return. Global Real 

Estate posted a 4.4% gain, placing it between GLI and 

global equities. Natural Resources delivered a standout 

performance with a 9.5% gain, defying a backdrop of 

declining energy prices. The strength was driven 

primarily by precious metals, with Gold surging 16%. 

REAL ASSET INDICES 
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  Source: Bloomberg. Returns in U.S. dollars. Indexes are gross of fees. Past performance is not indicative or a guarantee of future results. Index 
performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in any index. 
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NTAM is not affiliated with Counsel Trust Company and permission to distribute this content does not constitute or imply any endorsement or sponsorship of any third 
party’s product, services, or organization.
Indexes used: Bloomberg (BBG) 1-3 Month UST (Cash); BBG Municipal (Muni); BBG Aggregate (Inv. Grade); BBG TIPS (TIPS); BBG High Yield 2% Capped (High 
Yield); JP Morgan GBI-EM Global Diversified (Em. Markets Fixed Income); MSCI U.S. Equities IMI (U.S. Equities); MSCI World ex-U.S. IMI (Dev. ex-U.S. Equities); 
MSCI Emerging Market Equities IMI (Em. Markets Equities); S&P Global Natural Resources (Natural Resources); MSCI ACWI IMI Core Real Estate (Global Real 
Estate); S&P Global Infrastructure (Global Listed Infrastructure).
This document may not be edited, altered, revised, paraphrased, or otherwise modified without the prior written permission of Northern Trust Asset Management 
(NTAM). The information contained herein is intended for use with current or prospective clients of Northern Trust Investments, Inc (NTI) or its affiliates. The information 
is not intended for distribution or use by any person in any jurisdiction where such distribution would be contrary to local law or regulation. NTAM and its affiliates may 
have positions in and may effect transactions in the markets, contracts and related investments different than described in this information. This information is obtained 
from sources believed to be reliable, its accuracy and completeness are not guaranteed, and is subject to change. Information does not constitute a recommendation of 
any investment strategy, is not intended as investment advice and does not take into account all the circumstances of each investor. 
This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or recommendation with respect to 
any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should not rely upon this information as a substitute for obtaining 
specific legal or tax advice from their own professional legal or tax advisors. References to specific securities and their issuers are for illustrative purposes only and are 
not intended and should not be interpreted as recommendations to purchase or sell such securities. Indices and trademarks are the property of their respective owners. 
Information is subject to change based on market or other conditions.
All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks including market risks, strategy risks, advisor risk, and 
risks with respect to its investment in other structures. There can be no assurance that any portfolio investment objectives will be achieved, or that any investment 
will achieve profits or avoid incurring substantial losses. No investment strategy or risk management technique can guarantee returns or eliminate risk in any market 
environment. Risk controls and models do not promise any level of performance or guarantee against loss of principal. Any discussion of risk management is intended to 
describe NTAM’s efforts to monitor and manage risk but does not imply low risk. 
Past performance is not a guarantee of future results. Performance returns and the principal value of an investment will fluctuate. Performance returns contained herein 
are subject to revision by NTAM. Comparative indices shown are provided as an indication of the performance of a particular segment of the capital markets and/or 
alternative strategies in general. Index performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in 
any index. Net performance returns are reduced by investment management fees and other expenses relating to the management of the account. Gross performance 
returns contained herein include reinvestment of dividends and other earnings, transaction costs, and all fees and expenses other than investment management fees, 
unless indicated otherwise. For additional information on fees, please refer to Part 2A of the Form ADV or consult an NTI representative.
Forward-looking statements and assumptions are NTAM’s current estimates or expectations of future events or future results based upon proprietary research and 
should not be construed as an estimate or promise of results that a portfolio may achieve.  Actual results could differ materially from the results indicated by this 
information.
This information is intended for purposes of NTI and/or its affiliates marketing as providers of the products and services described herein and not to provide any fiduciary 
investment advice within the meaning of Section 3(21) of the Employee Retirement Income Security Act of 1974, as amended (ERISA). NTI and/or its affiliates are not 
undertaking to provide a recommendation or give investment advice in a fiduciary capacity to the recipient of these materials, which are for marketing purposes and 
are not intended to serve as a primary basis for investment decisions. NTI and/or its affiliates may receive fees and other compensation in connection with the products 
and services described herein as well as for custody, fund administration, transfer agent, investment operations outsourcing, and other 
services rendered to various proprietary and third-party investment products and firms that may be the subject of or become associated 
with the services described herein.
Northern Trust Asset Management is composed of Northern Trust Investments, Inc. Northern Trust Global Investments Limited, 
Northern Trust Fund Managers (Ireland) Limited, Northern Trust Global Investments Japan, K.K, NT Global Advisors, Inc., 50 
South Capital Advisors, LLC, Northern Trust Asset Management Australia Pty Ltd, and investment personnel of The Northern Trust 
Company of Hong Kong Limited and The Northern Trust Company.
© 2025 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A. ©2025. All Rights Reserved. 
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MARKET EVENTS 

 

3Q 2025 global equity total return: 7.7%
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The One Big Beautiful Bill Act (OBBBA) is 
signed into law.

July jobs report weaker than expected with 
substantial negative revisions over the last two 
months.

France Prime Minister Bayrou loses
confidence vote; Japan Prime Minister
Ishiba announces he will step down a
day prior.

U.S. Core Consumer Price Index (CPI) 
inflation data somewhat cooler than 
expected.

The Bank of England cuts rates by 25 basis 
points (bps) to 4.00% in a decision that 
requires two rounds of voting.

About 20 Russian drones enter Poland’s 
airspace, leading Poland to invoke NATO 
Article 4.

Japan’s LDP (Liberal Democratic
Party) and allies lose majority in Upper
House elections, leaving them without a
majority in both the Lower House and
the Upper House.

U.S. Producer Price Index (PPI) inflation 
data noticeably above consensus 
xpectations.

Oracle (ORCL) gains over 35% following a 
substantial upside s

The U.S. and Japan announce a trade deal 
with a 15% headline tariff rate and Japan set 
to invest $550B in the U.S.

Fed Chair Powell leaves door open to near-
term rate cuts at Jackson Hole speech.

The Fed cuts rates by 25 bps to 4.00-4.25% 
with one dissent; the Summary of Economic 
Projections shows two additional rate cuts 
in 2025.

The U.S. and European Union (EU)
agree to trade deal with 15% headline
tariff rate and $600B of EU investment in
the U.S.

President Trump announces he will dismiss 
Fed Governor Lisa Cook for alleged 
mortgage-related misconduct.

Third reading of 2Q gross domestic product 
(GDP) growth revised up, with strength in 
consumer-related components.
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3Q 2025 global equity total return: 7.7%
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