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Key themes for 4Q 2025

• Global economic strength has withstood U.S. trade policy shocks
Growth forecasts have recovered since Liberation Day and have even improved for 2026. Yet, elevated inflation and 
U.S. dollar weakness are the lingering scars of the trade policy shocks, adding to already rising global fiscal concerns. 

• U.S. recession fears have been dismissed, helped along by strong consumers and AI capex spend
Broad macro data have been resilient, supported by robust household and corporate balance sheets. Weakness in 
labor demand likely stems not from economic distress, but from structural shifts that reduce the need for job growth.

• The Federal Reserve does not need to cut policy rates below neutral yet
Resilient U.S. growth and persistent inflation pressures are likely to prevent the Fed from easing policy aggressively. At 
the same time, the OBBBA and recent deregulatory measures point to mildly stimulative fiscal policy in 2026.

• Equity markets still have further upside, supported by policy and AI-driven capex
The Fed’s non-recessionary rate-cutting cycle underpins a constructive outlook for 2026 U.S. earnings and equity 
performance. U.S. small-caps and segments of global markets offer compelling valuations and solid fundamentals. 

• Fixed income credit: Tight spreads but benefiting from robust macro tailwinds
Credit spreads are at multi-year tights, but a supportive macro backdrop suggests limited default risk and continued 
strength in higher-yielding fixed income solutions. 

• Focus on balance and diversification
The outlook for risk assets remains constructive, but stretched valuations underscore the need for balance and 
diversification. Opportunities may be found among second-order beneficiaries of major investment themes, 
attractively valued global markets, and selective private market exposures.
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Near-term defiance, long-
term vulnerability

MACRO

Despite notable policy and geopolitical shocks this year, the 
global economy has proven resilient. Policy volatility has 
eased, uncertainty has receded, and AI-driven capex has 
accelerated—supporting a more constructive outlook.

Consensus GDP forecasts for 2025 have been revised higher 
across the U.S., Euro area, and China, reversing the 
downgrades seen around “Liberation Day.” U.S. projections 
for 2026 have also been revised upward, likely reflecting 
anticipated Fed rate cuts and the impact of the One Big 
Beautiful Bill Act. In contrast, European 2026 forecasts have 
edged lower, weighed down by the delayed effects of U.S. 
tariffs, while China’s outlook remains broadly stable.

Still, early-2025 policy disruptions have left lasting marks. 
Tariffs are reshaping global trade dynamics, likely keeping 
inflation elevated and persistent. Meanwhile, lingering 
concerns around U.S. institutional stability and its geopolitical 
posture may have structurally weakened the U.S. dollar. 
These pressures are compounded by already rising global 
fiscal concerns, which threaten to keep long-term 
government borrowing costs elevated, limiting the scope for 
future fiscal stimulus, and potentially undermining the 
effectiveness of monetary policy. The near-term picture is 
robust, but underlying vulnerabilities are forming.

Despite policy upheaval, a constructive global outlook has 
been re-established. However, fiscal fears are becoming more 
pertinent, potentially weighing on longer-term growth. 

Consensus 2025-26 real 
GDP growth forecasts

2025 2026

U.S. 1.8% 1.8%

EZ 1.3% 1.1%

China 4.8% 4.2%

Source: Bloomberg, Principal 
Asset Management. Data as of 
September 30, 2025.

Change in consensus 2025 and 2026 real GDP growth forecasts 
Percentage point change in consensus between April 2025 and September 2025
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U.S. economy dismisses 
post-Liberation Day fears

MACRO

Despite dire post-Liberation Day fears, the U.S. economy has 
proven broadly resilient. Robust consumer spending and capital 
expenditures have been key drivers of economic activity, with 
AI-related investment emerging as a significant growth engine. 
Technology investment alone is estimated to have contributed 
roughly one-third of real GDP growth in the first half of the 
year. 

Sentiment across both households and small businesses has 
also picked up since April, likely reflecting growing optimism 
around the policy stimulus, as well as greater tariff certainty. 

Yet not all measures of economic activity have improved. Labor 
market data, including non-farm payrolls, have underwhelmed 
as companies remain cautious on hiring amid policy uncertainty. 
Still, broad U.S. economic data confirms a gentle moderating 
trend. The trajectory ahead likely hinges on a few key 
developments:

• Fed rate cuts succeed in supporting economic activity as the 
Fed’s careful policy approach avoids missteps.

• OBBBA drives higher capex and expanded hiring plans.

Ultimately, monetary and fiscal policy tailwinds could enhance 
an already constructive 2026 outlook.

Apart from the labor market, broad U.S. economic data has 
been resilient. Stimulative policy could revive broader 
economic indicators.
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Slowing U.S. labor demand, 
but without rising stress

MACRO

Labor market demand has been gradually easing since late 
spring, with the three-month moving average of payroll 
growth down to just 29,000. Typically, that level would signal 
an impending recession and coincide with a broader 
deterioration in labor market indicators. Yet, the 
unemployment rate has edged up only modestly, and jobless 
claims remain historically low. In other words, the decline in 
hiring has not translated into a rise in layoffs, nor has it led to 
a meaningful weakening in economic activity. 

The most likely explanation for this unusual dynamic is that 
weaker job growth partly reflects reduced labor supply, 
stemming from the U.S. administration’s tighter immigration 
policies. So, the reduced hiring reflects a slowing economy, 
but not necessarily one on the brink of recession. Over time, 
the rising adoption of AI could further dampen labor market 
demand while simultaneously boosting productivity, 
reflecting an economy that requires less job growth to sustain 
expansion.

Overall, labor market resilience is closely tied to corporate 
fundamentals and robust S&P 500 earnings growth has 
helped alleviate pressure to cut headcount. If it remains 
positive, the likelihood of widespread layoffs will remain low.

With job layoffs still muted, the decline in hiring reflects a 
slowing economy, not necessarily one on the brink of recession. 

U.S. unemployment rate vs. non-farm payrolls 
March 2022–present

Initial jobless claims vs. S&P 500 EPS expectations growth
3-month moving average, 1998–present

Source: Bloomberg, Principal 
Asset Management. Data as of 
September 30, 2025.
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U.S. policy: Vegetables 
eaten—time for dessert?

MACRO

The passage of the OBBBA, which cuts taxes for many 
businesses and consumers, meaningfully offsets the 
contractionary effects of trade tariffs, which are effectively a 
tax increase. Personal income tax refunds could even deliver 
another round of stimulus in 2026, boosting demand, 
although benefits will be concentrated among higher earners.

Tariffs are likely to move higher as the administration shifts 
toward a more sector-focused approach, stabilizing above 
early-2025 levels, but remaining well below the peaks seen 
after Liberation Day. While tariff-related noise will persist as 
they are deployed as a negotiation tool, their overall drag on 
growth has been largely contained.

Taken together, the offsetting forces of tariff increases and 
fiscal tax relief are expected to be broadly growth-neutral 
through 2026. The stimulative effects of lower taxes and 
OBBBA-driven public spending nearly neutralize the 
contractionary impact of higher tariff revenues.

Additionally, the second-round effects of the OBBBA remain 
underappreciated. If business tax cuts translate into 
corporate capex, they could generate significant multiplier 
effects for the broader economy, shifting the net fiscal 
impact into stimulative territory.

The average U.S. tariff rate is likely to settle meaningfully 
higher compared to the start of the year, but its negative 
impact is nearly completely neutralized by passage of tax cuts.
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Contribution of fiscal impact to quarterly real GDP growth, 1Q 2025–4Q 2026
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Strong U.S. balance sheets 
have laid a solid foundation

MACRO

Source: Bloomberg, Principal 
Asset Management. Data as 
of June 30, 2025.

Consumer delinquencies
Delinquency by lending type as a % of disposable income, 2005-2Q 2025

The economy’s resilience amid this year’s headwinds reflects 
the strength of both household and corporate balance sheets. 
Since the pandemic, household net worth (liabilities relative 
to total net worth) has surged by an extraordinary $70 trillion, 
helping to reduce leverage. This suggests that households 
have a meaningful buffer against shocks. However, with much 
of the strength coming from equity market appreciation, 
household balance sheets may be vulnerable to a correction.

While consumer delinquencies have risen, they remain 
manageable. Disposable income has held up, and as debt 
service ratios remain historically low, delinquencies don’t yet 
indicate systemic fragility. Stress is mainly concentrated 
among lower-quality borrowers who previously benefited 
from cheap credit.

Corporate sector balance sheets also remain solid. Leverage is 
contained, and cash holdings as a share of liabilities continue 
to rise, providing a cushion against revenue or cash flow 
pressures. Profit margins are at cycle highs, giving firms room 
to absorb cost increases without resorting to layoffs.

Looking ahead, the combined effect of Fed rate cuts and fiscal 
tax relief is expected to reinforce these strengths and help 
contain recession risks.

Households and corporate balance sheet strength, bolstered 
by Fed rate cuts and fiscal tax cuts, provide ample buffers to 
downside risks, reducing the odds of recession.
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Muted tariff pass-through, 
but inflation risks linger

MACRO

Tariffs have nudged inflation slightly further above target in 
recent months to around 3%, with the impact most visible in 
core goods. Micro-level data indicate that price pressures are 
already emerging in specific segments, albeit modestly. Since 
March, prices of imported goods have risen by 5%, compared 
to a 1% increase in domestic goods prices.

With forecasts originally anticipating a rise in headline CPI 
inflation to around 3.5% by year-end, the inflation pass-
through has so far been more muted than anticipated, likely 
due to a combination of margin compression, inventory front-
loading, and trade diversion. 

While these factors have helped cushion the initial impact, they 
are inherently temporary. As inventories deplete, trade routes 
narrow, and margins continue to shrink, firms may be forced to 
pass on higher costs to consumers. As such, upside risks 
remain. If pricing pressures spill over into services, it could 
signal a broader and more persistent inflationary trend.

Our estimates suggest that tariffs will deliver a one-off, 
modest inflation shock, keeping core CPI near current levels 
before easing slightly in late 2026. However, the risk of a more 
sustained inflationary episode cannot be ruled out, which may 
prompt the Fed to adopt a more cautious approach to easing. 

Inflation pressures from tariffs have remained surprisingly 
limited in aggregate so far, but it’s still too early to completely 
dismiss their eventual impact.

-4%

-2%

0%

2%

4%

6%

8%

10%

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Transportation
commodities
Core commodities,
ex transportation
Shelter services

Core services ex
shelter
Energy

Food

Headline CPI

0.97

0.98

0.99

1.00

1.01

1.02

Oct-24 Nov-24 Dec-24 Jan-25 Feb-25 Mar-25 Apr-25 May-25 Jun-25 Jul-25 Aug-25

Imported

Domestic

Contribution to headline U.S. inflation
Year-over-year, January 2015–present

Prices of goods imported vs. domestically produced
Daily price indices for goods sold across major retailers, indexed to 1 at October 2024

Source: Harvard Business 
School Pricing Lab, Principal 
Asset Management. Data as of 
August 25, 2025.

Source: Bureau of Labor 
Statistics, Principal Asset 
Management. Data as of 
September 11, 2025.

Mar 4: 
Mexico/Canada 

Tariffs

Apr 2: 
Liberation 
Day



4Q
25

9

G L O B A L  M A R K E T  P E R S P E C T I V E S4Q
25

G L O B A L  M A R K E T  P E R S P E C T I V E S

9

Federal Reserve: Insurance 
cuts, not recession cuts
In resuming its rate-cutting cycle, the Fed is responding 
primarily to signs of weakening labor demand. The apparent 
softening in the jobs market appears to have prompted a pre-
emptive move to prevent further deterioration, with 
September’s rate reduction likely marking the start of a 
sequence of cuts.

Still, the broader backdrop of economic resilience—
underpinned by steady consumer spending, robust capex, and 
support from the OBBBA—suggests rates are unlikely to fall 
meaningfully below neutral. Moreover, the potential for 
tariffs to fuel persistent inflation, alongside shifts in labor 
supply and concerns about data reliability, suggests a 
cautious and gradual easing path.

We expect a total of three 25bps cuts this year, followed by 
further easing in 2026. Overall, this should be a gentle cycle, 
offering enough stimulus to stabilize the labor market and 
support more vulnerable sectors.

It’s worth noting that Jerome Powell’s term as Fed Chair ends 
in May 2026. Given President Trump’s preference for a more 
dovish FOMC, rate decisions for 2026 may lean dovish—
regardless of whether the macro backdrop warrants it.

Continued economic resilience indicates that the Fed is 
unlikely to take policy rates meaningfully below neutral—
provided politics don’t get in the way. 
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Global economy: Different 
shades of strength

MACRO

Global growth has been supported by active policy-making, 
although there are rising concerns around global fiscal health.
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Germany and Euro area GDP growth forecast revisions
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The introduction of U.S. import tariffs was expected to weigh 
heavily on the global economy; however, growth has held up 
relatively well. 

• Europe has been surprisingly resilient. While Q3 data 
suggests a slowdown, 2026 is expected to bring a pickup as 
Germany’s fiscal stimulus gains traction, trade uncertainty 
subsides, and ECB rate cuts take effect. The Euro area’s 
strength suggests the ECB’s easing cycle is nearly over.

• The UK continues to struggle, held back by domestic 
structural issues. Sticky inflation kept the BoE on hold 
recently, but weak growth points to further cuts in 2026.

• Japan is heading in the opposite direction. Rising inflation 
and economic stability support another rate hike, though 
political changes may delay action. 

• China’s macro picture remains mixed, with ongoing 
property market weakness. Still, optimism is building 
around its tech sector, the U.S.-China trade “truce,” and the 
government’s “anti-involution” push to stimulate 
consumption and counter deflation. 

A common concern across major economies is deteriorating 
fiscal health, steepening yield curves, and tightening financial 
conditions despite rate cuts. While not at crisis levels, without 
serious reform, fiscal issues may weigh on long-term growth. 

Germany (as of Mar. 31, 2025)

Euro area (as of Mar. 31, 2025)

Source: Bloomberg, Principal 
Asset Management. Data as of 
September 30, 2025.
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Dollar weakness: Cyclical 
pressures, structural concerns

MACRO

Fears of a U.S. recession earlier this year, driven by policy 
uncertainty and volatility, had weighed on the U.S. dollar. 
Although these fears proved unfounded with growth 
remaining resilient, persistent hedging against the greenback 
suggests lingering aversion to dollar exposure.

Indeed, concerns over the credibility and independence of 
U.S. institutions, including the Federal Reserve, have 
persisted, contributing to the U.S dollar’s sharp slide this year. 
In conjunction with these cyclical and structural dynamics, 
gold’s surge reflects its appeal as a hedge against both U.S. 
policy uncertainty and upside inflation risks.

Looking ahead, diverging global monetary paths, including 
the ECB nearing the end of its cuts, the BoJ hiking, and the 
Fed easing, point to further U.S. dollar downside. In addition, 
as Chair Powell’s term nears its end, renewed scrutiny of Fed 
independence could reinforce bearish dollar sentiment. 

While the U.S dollar’s demise should not be exaggerated—
after all, it remains the world’s reserve currency given the 
unmatched depth and liquidity of U.S. capital markets—its 
share of global reserves continues to erode amid rising 
institutional concerns. Both cyclical and structural factors 
suggest further weakness is likely.

The USD may have further to slide amid institutional concerns 
and growing global interest rate differentials. Yet, its position 
as the world’s reserve currency is secure. 

0%

10%

20%

30%

40%

50%

60%

70%

1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

42%

Peak: 63%

$1,500

$2,000

$2,500

$3,000

$3,500

$4,000

95

97

99

101

103

105

107

109

111

113

Jan-23 Jun-23 Nov-23 Apr-24 Sep-24 Feb-25 Jul-25

U.S. Dollar Index
(LHS)

Gold (RHS)

U.S. dollar vs. Gold
January 2023–present

Source: Bloomberg, Principal 
Asset Allocation. Data as of 
September 30, 2025.

U.S. dollar share of global FX reserves 
Percentage of total,1965–present 

Source: Bloomberg, Principal 
Asset Management. Gold spot 
price quoted as U.S. dollars per 
troy ounce. Data as of 
September 30, 2025.



4Q
25

12

G L O B A L  M A R K E T  P E R S P E C T I V E S4Q
25

G L O B A L  M A R K E T  P E R S P E C T I V E S

12

Equities
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U.S. equities: Boosted by 
policy support and AI capex

EQUITIES

U.S. equity markets continued their upward momentum 
through the third quarter, buoyed by expectations of multiple 
Fed rate cuts and a surge in AI-related capex. While tech 
remained central to the rally, more cyclical areas of the 
market, particularly small-caps, also began to recover after a 
prolonged period of underperformance. Global equities joined 
in the strength, with Asia and emerging markets delivering 
exceptionally robust returns.

Given earlier concerns about elevated tariffs, the rally’s 
resilience has come as a surprise to many. Yet, the 
combination of a deregulatory policy agenda, enhanced tax 
incentives, and sustained AI investment suggests a strong 
earnings outlook for 2026. Historically, equity markets have 
performed well in the two years following the start of a non-
recessionary Fed easing cycle. With recession risks currently 
low, policy remains a tailwind.

Risks, however, persist. A sharper-than-expected 
deterioration in the labor market or renewed fiscal stress 
could push bond yields higher, offsetting the benefits of 
easier policy. While an AI spending slowdown would 
undoubtedly disrupt risk assets, the broader investment 
theme appears durable, making any volatility in near-term AI 
capex unlikely to derail its long-term trajectory. 

Despite lingering risks, the combination of policy support and a 
non-recessionary rate-cutting cycle points to a constructive 
outlook for 2026 earnings and equity performance.
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S&P 500 performance around Fed cuts in recessionary and non-recessionary environments
Median S&P 500 performance after Fed cuts rates since 1970, month 0 = first cut

Source: Clearnomics, 
Standard & Poor's, Principal 
Asset Management. Data as 
of September 30, 2025.

S&P 500 (LHS)

S&P 500 EPS (RHS)

Tech bubble peak:
S&P 500: 1,527
EPS: $53

Sep. 30, 2025:
S&P 500: 6,688

EPS: $257

Months after first rate cut

Note: COVID excluded from 
analysis. 
Source: Bloomberg, Principal 
Asset Management. Data as of 
September 30, 2025. 
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Global equity returns and valuations
Last twelve months returns and % of the time the Index has been cheaper relative to its history since 2003, MSCI indicesStretched global valuations 

with some value pockets
Global equity market performance was uneven earlier in the 
year, with U.S. equities lagging. Since April, however, global 
equities have followed a more synchronized upward trend. 
Valuations, almost across the board, are historically elevated. 

In the U.S., the initial rebound was concentrated in large-cap 
tech, leaving valuations stretched and reliant on continued 
earnings delivery to sustain momentum. By contrast, small-
caps gained traction in 3Q, supported by rate-cut 
expectations and robust activity data. While their valuations 
have also risen, small-caps remain relatively attractive. 
Assuming the constructive macroeconomic backdrop 
persists, small-caps could see further gains.

In Europe, valuations appeared more compelling than in the 
U.S. earlier in the year. Germany’s fiscal overhaul, however, 
quickly triggered a repricing. With earnings momentum 
stalled, new catalysts are now needed to extend the rally.

Despite strong performance, EM valuations are still generally 
more attractive than DM. Chinese equities have benefited 
from policymakers’ “anti-involution” campaign and tech 
optimism, which will likely fuel further upside ahead. More 
broadly, EM should benefit from Fed easing and U.S. dollar 
weakness, though supportive domestic policy will also be key. 

Global equities have rallied since April, but with valuations 
stretched, future gains will hinge on earnings delivery in the 
U.S., new catalysts in Europe, and supportive policy in EM.

INDEX

LTM return 
(%)

% time 
cheaper

EQUITIES

Source: FactSet, Bloomberg, MSCI, Principal Asset Allocation. LTM (last twelve months) returns are total return and in USD terms. % Time Cheaper is relative to PAA 
Equity Composite Valuation history. PAA Equity Composite Valuation is a calculated measure, comprised of 60% price-to-earnings, 20% price-to-book and 20% to 
dividend yield. Composite started in 2003. EAFE is Europe, Australasia, Far East. See disclosures for index descriptions. Data as of September 30, 2025.

MSCI BRAZIL
+12.8% 25%

MSCI CHILE
+27.4% 31%

MSCI ALL COUNTRY WORLD
+17.3% 99%

MSCI U.S.
+17.7% 100%

MSCI EAFE
+15.0% 93%

MSCI UK
+17.7% 92%

MSCI GERMANY
+25.3% 95%

MSCI EUROPE
+15.1% 92%

MSCI JAPAN
+16.4% 93%

MSCI INDIA
-13.2% 82%

MSCI EMERGING MARKETS
+17.3% 94%

MSCI U.S.: CAP-STRUCTURE
LARGE +19.2% 100%

MID +8.1% 85%
SMALL +9.9% 64%

MSCI U.S.: STYLE
VALUE +7.8% 99%

GROWTH +27.5% 97%

MSCI CHINA
+30.8% 83%

MSCI MEXICO
+32.5% 36%
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Higher risk premiums pose a 
challenge to U.S. Treasurys

FIXED INCOME

Bond markets have faced a complex mix of forces this year, 
including negative growth surprises, persistent inflation 
concerns, heightened fiscal scrutiny, and even questions 
around the Federal Reserve’s independence. 

While renewed optimism around Fed easing recently 
pushed nominal yields lower—bringing 10-year U.S. 
Treasury yields just above 4% after the September FOMC—
underlying risk premiums have continued to rise. This 
increase, reflected in a higher term premium, points to 
growing unease over fiscal sustainability, heavy Treasury 
issuance, and broader institutional challenges. Foreign 
investors, in particular, have shifted away from longer-
duration Treasurys in favor of shorter-term debt.

This trend appears to be global, with long-end yield curve 
steepening evident across other advanced economies, 
suggesting that rising risk premiums may be driven by 
common factors such as mounting public debt. 

Ultimately, while central bank easing provides some 
support, persistent concerns around fiscal and institutional 
stability may limit the potential for a sustained decline in 
long-term yields.

Despite subdued inflation and Fed easing, rising risk premiums 
tied to fiscal and institutional concerns suggests limited scope 
for a sustained decline in long-term rates. 
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Asset Management. Data as of 
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10-year U.S. Treasury term premium vs. yield
January 2018–present

Source: Federal Reserve, 
Bloomberg, Principal Asset 
Allocation. Data as of 
September 30, 2025.

Global sovereign yield spread
30-year yield minus 2-year yield, January 2018–present
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Corporate credit: Riding the 
robust macro tailwinds

FIXED INCOME

Strong corporate fundamentals, combined with the 
emergence of pro-growth policies, are helping to maintain a 
constructive corporate credit environment. In fact, the 
rebound in economic sentiment has helped corporate spreads 
compress further since the start of 3Q, signaling a mostly 
risk-on tone for credit. 

Yet, with valuations at historic tights and additional spread 
compression potentially limited, this puts additional 
emphasis on relative value opportunities within credit 
segments for investors. Additionally, with Treasury yields still 
elevated, this suggests that income returns remain very 
attractive, while incremental Fed easing, which tends to 
weigh on Treasury yields, could benefit total returns. 

• Solid corporate balance sheets and fundamentals create a 
favorable outlook for investment grade credit. 

• Still-healthy leverage levels and interest coverage ratios 
suggest defaults are unlikely to meaningfully increase, 
keeping high yield value compelling. 

• Local currency EM debt should benefit from a weaker 
dollar and rate cuts, although the strong performance 
year-to-date suggests selectivity is key. 

Robust corporate fundamentals and pro-growth policies 
support a constructive credit outlook, though tight spreads 
put focus on relative value and income opportunities.
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Embracing the broader 
global opportunity set

INVESTMENT PERSPECTIVES

Risk assets have delivered strong returns year-to-date, driven 
by resilient growth, AI enthusiasm, and expectations of global 
monetary easing. While equities have surged and credit 
spreads remain tight, stretched valuations underscore the 
importance of balance and diversification.

In the U.S., although the scale of AI-related capital 
expenditure warrants some caution, the theme remains a key 
market driver. Second-order beneficiaries, including utilities 
and semiconductors, still offer compelling opportunities. 
Small-caps are trading at historically attractive valuations, 
offering discounted entry points and greater sensitivity to 
domestic growth, reshoring, and innovation trends.

International equities can provide diversification, especially in 
Europe and emerging markets, where valuations are more 
attractive and structural drivers such as AI adoption, 
digitalization, and consumer growth, remain supportive.

Core fixed income is becoming increasingly relevant, with 
higher yields offering both income and downside mitigation. 

Real estate remains a valuable diversifier, with public REITs 
trading below asset values and private real estate delivering 
stable cash flows and inflation mitigation—particularly in 
sectors like logistics, healthcare, and data infrastructure.

Despite stretched valuations, resilient growth, AI investment, 
and policy support keep the outlook for diversified risk assets 
constructive.

Source: Clearnomics, LSEG, Bloomberg. Asset classes are represented by the S&P 500, MSCI EM, MSCI EAFE, Russell 2000, iShares Core U.S. Bond Aggregate and 
Bloomberg Commodity Index. The Balanced Portfolio is a hypothetical 60/40 portfolio consisting of 40% U.S. Large Cap, 5% Small Cap, 10% International Developed 
Equities, 5% Emerging Market Equities, 35% U.S. Bonds, and 5% Commodities. Data as of September 30, 2025.

Asset class performance
Total return, annual averages over period shown, 2010-2025 YTD

2010  2011  2012  2013  2014  2015  2016  2017  2018  2019  2020  2021  2022  2023  2024  2025  Average 
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Balancing resilience and risk in a maturing expansion
Resilient growth and supportive policy argue for select risk-taking, but valuation and policy risks call for thoughtful diversification

Implementation

Equities Position for broadening market participation with quality and cyclical exposure
• Emphasize companies with solid balance sheets, durable cash flows, and exposure to AI capex or policy tailwinds
• Take advantage of the recovery in U.S. small-caps, which remain attractively valued and tied to domestic growth
• International markets offer compelling relative value and benefit from a weaker dollar and policy easing

• Quality-biased active managers
• Active small-cap strategies
• Active global and emerging market strategies

Fixed income Focus on income and quality amid tight spreads and rising risk premiums
• Maintain a bias toward investment grade credit with solid fundamentals and stable cash flows
• Selectively extend duration to hedge against slower growth and potential market volatility
• Consider emerging market debt and preferreds as diversifiers, as Fed easing supports carry strategies
• Healthy leverage and interest coverage suggest contained default risk, supporting active high yield 

exposure

• IG credit heavy core fixed income 
• Flexible emerging market debt strategies
• Preferred and capital securities
• Active high yield strategies

Alternatives Diversify through real assets and less correlated return streams
• Target private real estate in sectors benefiting from secular demand: data centers, healthcare, residential, 

and logistics
• REITs remain compelling amid falling yields and defensive rotation
• Prioritize real return and multi-strategy alternatives to hedge against sticky inflation and policy volatility

• Private real estate markets
• Proven REIT strategies
• Multi-strategy alternatives
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Bloomberg U.S. High-Yield Corporate Bond Index is a rules-based, market-value-weighted index engineered to measure publicly issued non-investment grade USD fixed-rate, taxable and corporate bonds.

Bloomberg U.S. Corp High Yield 2% Issuer Capped Index is an unmanaged index comprised of fixed rate, non-investment grade debt securities that are dollar denominated. The index limits the maximum exposure to any one issuer to 2%.

Bloomberg U.S. Corporate Investment Grade Index includes publicly issued U.S. corporate and specified foreign debentures and secured notes that meet the specified maturity, liquidity and quality requirements. To qualify, bonds must be 
SEC-registered. The corporate sectors are industrial, utility and finance, which include both U.S. and non-U.S. corporations.

Bloomberg U.S. Treasury Index measures U.S. dollar-denominated, fixed-rate, nominal debt issued by the U.S. Treasury. Treasury bills are excluded by the maturity constraint. STRIPS are excluded from the index because their inclusion 
would result in double-counting.

MSCI ACWI Index includes large and mid cap stocks across developed and emerging market countries. 

MSCI Brazil Index is designed to measure the performance of the large and mid cap segments of the Brazilian market.

MSCI China Index captures large and mid cap representation across China A shares, H shares, B shares, Red chips, P chips and foreign listings (e.g. ADRs).

MSCI EAFE Index is listed for foreign stock funds (EAFE refers to Europe, Australasia, and Far East). Widely accepted as a benchmark for international stock performance, the EAFE Index is an aggregate of 21 individual country indexes.

MSCI Emerging Markets Index consists of large and mid cap companies across 24 countries and represents 10% of the world market capitalization. The index covers approximately 85% of the free float-adjusted market capitalization in each 
country in each of the 24 countries. 

MSCI Europe Index captures large and mid cap representation across 15 Developed Markets (DM) countries in Europe.

MSCI Europe Banks Index is composed of large and mid cap stocks across 15 Developed Markets countries in Europe. All securities in the index are classified in the Banks industry group (within the Financials sector) according to the Global 
Industry Classification Standard (GICS®).

MSCI Germany Index is designed to measure the performance of the large and mid cap segments of the German market.

MSCI India Index is designed to measure the performance of the large and mid cap segments of the Indian market.

MSCI Japan Index is designed to measure the performance of the large and mid cap segments of the Japanese market.

MSCI United Kingdom Index is designed to measure the performance of the large and mid cap segments of the UK market.

MSCI USA Growth Index captures large and mid cap securities exhibiting overall growth style characteristics in the U.S. The growth investment style characteristics for index construction are defined using five variables: long-term forward 
EPS growth rate, short-term forward EPS growth rate, current internal growth rate and long-term historical EPS growth trend and long-term historical sales per share growth trend.

MSCI USA Index is a market capitalization weighted index designed to measure the performance of equity securities in the top 85% by market capitalization of equity securities listed on stock exchanges in the United States.

MSCI USA Large Cap Index is designed to measure the performance of the large cap segments of the U.S. market.

MSCI USA Mid Cap Index is designed to measure the performance of the mid cap segments of the U.S. market.

MSCI USA Quality Index aims to capture the performance of quality growth stocks by identifying stocks with high quality scores based on three main fundamental variables: high return on equity (ROE), stable year-over-year earnings 
growth and low financial leverage. The MSCI Quality Indexes complement existing MSCI Factor Indexes and can provide an effective diversification role in a portfolio of factor strategies.

MSCI USA Small Cap Index is designed to measure the performance of the small cap segment of the U.S. equity market.

MSCI USA Value Index captures large and mid cap U.S. securities exhibiting overall value style characteristics. The value investment style characteristics for index construction are defined using three variables: book value to price, 12-month 
forward earnings to price and dividend yield.

Standard & Poor's 500 Index is a market capitalization-weighted index of 500 widely held stocks often used as a proxy for the stock market.

U.S. dollar index (USDX) is a measure of the value of the U.S. dollar relative to a basket of foreign currencies.

Market indices have been provided for comparison purposes only. They are unmanaged and do not reflect any fees or expenses. Individuals cannot invest directly in an index.
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Risk considerations

Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results. Equity investments involve greater risk, including higher volatility, than fixed-
income investments. Fixed-income investments are subject to interest rate risk; as interest rates rise their value will decline. International and global investing involves greater risks such as 
currency fluctuations, political/social instability and differing accounting standards. Small- and mid-cap stocks may have additional risks including greater price volatility. Asset allocation and 
diversification do not ensure a profit or protect against a loss.

Important Information

This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not be construed as specific investment advice, a 
recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future events regarding an investment or the markets in general. The opinions and predictions 
expressed are subject to change without prior notice. The information presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee its 
accuracy or validity. Any reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor an indication that the 
investment manager or its affiliates has recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the investment manager and its affiliates, 
and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) for 
errors or omissions in the information or data provided. 

This material may contain ‘forward-looking’ information that is not purely historical in nature and may include, among other things, projections and forecasts. There is no guarantee that any 
forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

This document is intended for use in: 

• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

• Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors (Ireland) Limited is regulated by the Central Bank of 
Ireland. Clients that do not directly contract with Principal Global Investors (Europe) Limited ("PGIE") or Principal Global Investors (Ireland) Limited (“PGII”) will not benefit from the protections 
offered by the rules and regulations of the Financial Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or 
PGII, PGIE or PGII may delegate management authority to affiliates that are not authorised and regulated within Europe and in any such case, the client may not benefit from all protections 
offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of Ireland. In Europe, this document is directed exclusively at Professional Clients and Eligible 
Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID).

• United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 03819986, which is authorized and regulated by the 
Financial Conduct Authority ("FCA").

• United Arab Emirates by Principal Investor Management (DIFC) Limited, an entity registered in the Dubai International Financial Centre and authorized by the Dubai Financial Services 
Authority as an Authorised Firm, in its capacity as distributor / promoter of the products and services of Principal Asset Management. This document is delivered on an individual basis to the 
recipient and should not be passed on or otherwise distributed by the recipient to any other person or organisation.

• Singapore by Principal Global Investors (Singapore)Limited (ACRA Reg. No. 199603735H), which is regulated by the Monetary Authority of Singapore and is directed exclusively at institutional 
investors as defined by the Securities and Futures Act 2001. This advertisement or publication has not been reviewed by the Monetary Authority of Singapore.

For Public Distribution in the United States. 
For Institutional, Professional, Qualified and/or Wholesale Investor Use Only in other Permitted Jurisdictions as defined by local laws and regulations.
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This document is intended for use in: 
• Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the Australian Securities and Investments Commission 

and is only directed at wholesale clients as defined under Corporations Act 2001.
• This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.
• Hong Kong SAR by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures Commission. This document has not been reviewed by the 

Securities and Futures Commission. This document may only be distributed, circulated or issued to persons who are Professional Investors under the Securities and Futures Ordinance 
and any rules made under that Ordinance or as otherwise permitted by that Ordinance.

• Other APAC Countries/Jurisdictions, this material is issued for institutional investors only (or professional/sophisticated/qualified investors, as such term may apply in local jurisdictions) 
and is delivered on an individual basis to the recipient and should not be passed on, used by any person or entity in any jurisdiction or country where such distribution or use would be 
contrary to local law or regulation.

• Nothing in this document is, and shall not be considered as, an offer of financial products or services in Brazil. This presentation has been prepared for informational purposes only and is 
intended only for the designated recipients hereof. Principal Global Investors is not a Brazilian financial institution and is not licensed to and does not operate as a financial institution in 
Brazil.  This document is intended for use in Brazil by Principal Asset Management Ltda., a Brazilian asset manager licensed and authorized to carry out its activities in Brazil according to 
Declaratory Act n. 9.408/07. This document is delivered on an individual basis to the recipient and should not be passed on or otherwise distributed by the recipient to any other person or 
organisation.

Insurance products and plan administrative services provided through Principal Life Insurance Co. Principal Funds, Inc. is distributed by Principal Funds Distributor, Inc. Securities are 
offered through Principal Securities, Inc., 800 547-7754, Member SIPC and/or independent broker/dealers. Principal Life, Principal Funds Distributor, Inc., and Principal Securities are 
members of the Principal Financial Group®, Des Moines, IA 50392.
© 2025, Principal Financial Services, Inc. Principal Asset ManagementSM is a trade name of Principal Global Investors, LLC. Principal®, Principal Financial Group®, Principal Asset 
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