
September 15, 2025 6 min Print

Key takeaways
The US economy has continued to expand, but key indicators remain
mixed, suggesting the economy may grow more moderately the rest of
the year.

While most of the uncertainty of the past spring may be priced into the
markets, investors should prepare for the possibility of more volatility.

Strategies for managing risk include diversification with non-US stocks
and asset classes that have traditionally offered the potential to outpace
inflation.

Although stocks have experienced healthy gains through the first half of the year, it wasn’t an
easy ride for investors. The S&P 500 Index dipped 19% in early April on news of global tariffs.
But that move proved short-lived: Markets staged a turnaround and hit new all-time highs by
June. “What investors saw in April was a typical market reaction to uncertainty,” explains
Naveen Malwal, institutional portfolio manager with Strategic Advisers, LLC, the investment
manager for many of Fidelity’s managed accounts. “The initial tariff announcements were a
surprise in terms of levels and range of countries affected, which led to a lot of questions for
investors on the outlook for corporate profit growth.”

While news about tariffs has become more muted in recent weeks, questions remain. Will
higher costs from tariffs trickle down to consumers, pushing inflation back into the forefront of
the conversation? Was slowing growth in the recent jobs report an indication that the
economic tide may be turning? Given today’s relatively high stock valuations, should investors
consider scaling back on equities?

Preparing for what's ahead in
the economy

The overall economic picture remains solid, but signs of a
softer job market and the potential for higher inflation warrant
attention.
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“Markets don’t like uncertainty and surprises. In April, investors didn’t know what tariffs might
look like, or what they might mean. But now, many of those uncertainties may already be
priced into the market,” says Malwal. “That said, I wouldn’t be surprised to see more
choppiness for the remainder of this year. What we have seen recently in the client portfolios
that our team manages is that a focus on diversification offered some resilience to volatility, as
well as the opportunity to take advantage of rebounds by staying invested.”

Malwal points to 3 themes that investors may want to consider as they assess their investment
strategy for late 2025 and into 2026.
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The potential for higher inflation

As the picture has become clearer on tariffs, it now seems likely that the US will keep some
level of tariffs in place, says Malwal, though the exact amount also seems likely to shift over
time. Tariffs have historically often led to higher prices for certain consumer goods. Based on
this, Fidelity’s Asset Allocation Research Team (AART) recently revised its headline inflation
estimate to 4%, which would represent an increase from recent levels around 2.7%.

“This is another example of something that is potentially priced into the market today,” says
Malwal. “While this level of inflation may be a challenge for consumers, I also don’t believe
we’re looking at a situation like we had in 2022, when inflation stayed above 5% for several
years.”

Stable but modest economic growth

Adding to many investors’ uncertainties have been some mixed-picture signals from the
economy. In the first quarter of 2025, gross domestic product (GDP) slightly shrank, then grew
again in the second quarter, while second quarter job gains were revised below initial
estimates.

Other key metrics, however, such as corporate profits, consumer spending, and bank lending,
point to continued economic strength, says Malwal. He notes that while unemployment has
ticked up modestly, it’s still very low by historical standards. “At Strategic Advisers, we are
watching many economic factors very closely as we manage client portfolios,” he says. “The
job market has shown some signs of cooling, but unemployment is still low and relatively
stable. This may support continued economic expansion. But the pace of growth may be more
modest if tariffs wind up driving up consumer prices.”

Managing risk

“Diversification has been very beneficial this year,” says Malwal. For example, in the first half of
2025, a hypothetical diversified portfolio made up of 42% US stocks, 18% international stocks,
35% bonds, and the rest cash equivalents would have outperformed a portfolio solely made

up of US stocks.1 That hypothetical diversified portfolio would have also offered reduced
volatility during the April sell-off, falling just 6.5% compared to a nearly 16% drop for US stocks.



Malwal also points to several strategies Strategic Advisers has been using to help manage risk
in client portfolios.

Continued international exposure. Last year, Strategic Advisers started seeing signs of
improving outlook overseas and began to lean more toward international stocks. “We saw that
valuations for international equities were more favorable than for US stocks. Historically, lower
price-to-earnings valuations have often led to higher returns,” says Malwal. Year to date
through June 30, 2025, non-US stocks returned more than 18% while US stocks returned about

6%.2 Since international valuations still look favorable compared to US stocks, Strategic
Advisers has generally maintained this allocation this year, says Malwal, only recently adding
back some US stock exposure given the greater certainty around the impact of tariffs.

Past performance is no guarantee of future results. †The forward price-to-earnings (P/E) ratio is a valuation
metric that divides a company's current stock price by its projected earnings per share (EPS) for the next
year. All indexes are unmanaged. Please see important information below for index definitions. Source:
Strategic Advisers LLC, Bloomberg Finance, L.P., 6/30/2025.

Watching valuations. Some investors may feel nervous about high valuations on US stocks.
“Historically, the stock market has still experienced gains starting from high valuations,” says
Malwal. “Those returns have been more modest compared to periods with lower valuations.
Yet even those more modest returns have typically outpaced the returns on bonds and short-
term investments. And we believe having exposure to both US and international stocks may
deliver smoother investment returns than investing in just US stocks.”

Maintaining inflation protection. With the potential for inflation to tick up again, the team at
Strategic Advisers has kept asset classes that have historically provided a buffer against
inflation in diversified client portfolios, such as commodities, REITS, alternatives, and Treasury
Inflation-Protected Securities (TIPS). “During the April decline in stocks, every one of those
diversifiers performed better than US stocks,” Malwal notes.

Holding bonds for stability. While no one can predict with certainty the actions of the Federal
Reserve, it is widely expected that they may further lower interest rates later this year. Fidelity's
bond managers believe that a combination of high current yields and interest rates that are
expected to gradually fall later this year is creating an attractive total return opportunity for
bond investors in the months ahead. “In the meantime, relatively high interest rates are
providing bond investors with income and a potential boost to future returns,” says Malwal.

The bottom line: Stay invested

Volatility can create emotional struggles for investors, acknowledges Malwal. But it’s worth
keeping in mind that by late July the S&P 500 had rebounded to a new all-time high following
the sell-off in early April. “Someone who went to cash earlier this year would unfortunately
have missed out on that strong recovery,” Malwal notes. If you struggle to stay invested in
times of volatility, you may want to consider getting help from a professional, who can help
you keep perspective, avoid rash decisions, and create a portfolio that seeks to balance growth
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potential while managing risk. Says Malwal: “Our goal is to give our clients more confidence to
stay invested and stick with their plan, especially during times of high uncertainty.”
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1. The hypothetical diversified portfolio is made up of42% Dow Jones US Total Stock Market Index (US Stocks), 18% MSCI All
Country World Index ex USA Index (Net MA) (International Stocks), 35% Bloomberg US Aggregate Bond Index (Bonds), 5%
Bloomberg 3-Month Treasury Bill Index (Cash), and is rebalanced monthly.

Source: Fidelity Investments as of 6/30/2025.

2. Non-US stocks as represented by the MSCI ACWI ex US (Net MA) index; US stocks, as represented by the S&P 500 index.
Source: Strategic Advisers LLC, Bloomberg Finance, L.P., 6/30/2025.
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The S&P 500® Index is a market capitalization–weighted index of 500 common stocks chosen for market size, liquidity, and
industry group representation to represent U.S. equity performance.

The MSCI All Country World Ex-U.S. Index (Net MA) is a market capitalization–weighted index designed to measure the
investable equity market performance for global investors of large- and mid-cap stocks in developed and emerging markets,
excluding the United States.

The Dow Jones U.S. Total Stock Market Index is an all-inclusive measure composed of all U.S. equity securities with readily
available prices. This broad index is sliced according to stock-size segment, style, and sector to create distinct sub-indexes that
track every major segment of the market.

The MSCI Emerging Markets Index captures large- and mid-cap representation across 24 emerging markets (EM) countries.
With 1,330 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country.

The Bloomberg US Treasury Bellwether 3-Month Index is a benchmark that tracks the performance of the most recently issued
three-month U.S. Treasury bill.

The Bloomberg Barclays US Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade,
US dollar-denominated, fixed-rate taxable bond market. The index includes Treasuries, government-related and corporate
securities, mortgage-back securities (agency fixed-rate pass-throughs), asset-backed securities and collateralised mortgage-
backed securities (agency and non-agency).

Keep in mind that investing involves risk. The value of your investment will fluctuate over time, and you may gain or lose
money.

Past performance is no guarantee of future results.

Generally, among asset classes stocks are more volatile than bonds or short-term instruments and can decline significantly in
response to adverse issuer, political, regulatory, market, or economic developments. Although the bond market is also
volatile, lower-quality debt securities including leveraged loans generally offer higher yields compared to investment grade
securities, but also involve greater risk of default or price changes. Foreign markets can be more volatile than U.S. markets due
to increased risks of adverse issuer, political, market or economic developments, all of which are magnified in emerging
markets.

This information is intended to be educational and is not tailored to the investment needs of any specific investor.

Diversification and asset allocation do not ensure a profit or guarantee against loss.

All indexes are unmanaged, and performance of the indexes includes reinvestment of dividends and interest income, unless
otherwise noted. Indexes are not illustrative of any particular investment, and it is not possible to invest directly in an index.

Views expressed are as of the date indicated, based on the information available at that time, and may change based on
market or other conditions. Unless otherwise noted, the opinions provided are those of the speaker or author and not
necessarily those of Fidelity Investments or its affiliates. Fidelity does not assume any duty to update any of the information.

Investment decisions should be based on an individual’s own goals, time horizon, and tolerance for risk.

Advisory services provided for a fee through Strategic Advisers LLC (Strategic Advisers), a registered investment adviser
and a Fidelity Investments company. Brokerage services provided by Fidelity Brokerage Services LLC (FBS), and custodial
and related services provided by National Financial Services LLC (NFS), each a member NYSE and SIPC. Strategic Advisers,
FBS, and NFS are Fidelity Investments companies.

Fidelity Brokerage Services LLC, Member NYSE, SIPC, 900 Salem Street, Smithfield, RI 02917
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