
Additional temporary tariff reprieves from the Trump administration 
and a strong earnings season helped support equity returns during 
the month of May, leading the S&P 500 Index to post a 6.29% gain, the 
fi rst positive monthly return for the index since January and its best 
monthly return since November 2023.

The bond market, on the other hand, was less enthusiastic about 
the House of Representatives’ passage of the 1,000+ page “One Big, 
Beautiful Bill,” which threatens to increase the federal budget defi cit by 
upwards of $3 trillion over the next 10 years. Moody’s responded 
by downgrading the credit rating of the U.S. government from Aaa to 
Aa1 during the month, all of which led to higher yields and a 0.72% loss 
for the Bloomberg U.S. Aggregate Bond Index, its fi rst monthly decline 
of the year.

The strength of May’s return for the S&P 500 helped to lift the benchmark 
into positive territory on a year-to-date basis with a gain of 1.06%, while 
the Bloomberg Aggregate index has so far returned 2.45%.
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Sector leaders from 2024 led again in May                                         
The Information Technology, Communication  
Services, and Consumer Discretionary sectors led all 
others during May with an average return of 9.99%, 
helped by the Magnificent Seven, which gained 
13.36% for the month and represent a significant 
share of those three sectors.
Health Care was the lone laggard during the month  
as the Trump administration threatened the  
pharmaceutical industry with most-favored-nation 
drug pricing controls that could result in prices falling 
anywhere from 30% to 80% to match the costs of  
the same medications in other countries.
Year-to-date sector returns remain varied, with two 
defensive sectors (Utilities and Consumer Staples) 
and three cyclical sectors (Industrials, Financials, and 
Materials) at the top of the leaderboard. The afore-
mentioned Health Care sector ranks poorly year to 
date as does Energy, which is suffering from weak oil 
prices triggered by the increase in oil production out 
of Saudi Arabia; the oil-rich nation has been attempt-
ing to squeeze out perceived serial production quota 
cheaters in the OPEC+. The Consumer Discretionary 
sector is pulling up the rear YTD; a 14.29% drop for 
Tesla accounted for nearly half of the sector’s  
underperformance relative to the overall index. 

Growth maintained its lead for a second month
Growth beat value across all three Russell market 
capitalization ranges during the month with an average 
outperformance of 426 basis points across the three 
segments. The biggest differential was between the 
Russell 1000 Growth Index versus the Russell 1000 
Value Index, which posted a 534 basis-point swing, 
with the Magnificent Seven responsible for roughly 
68% of the outperformance.
Year to date, the Russell 1000 Value Index continued  
to outperform its growth counterpart by 277 basis 
points as of month end, but the other two market 
capitalization segments in value have now fallen 
behind growth; the biggest differential is in the mid-cap 
space, where growth leads value by 557 basis points. 
The Information Technology sector in mid-cap growth 
was responsible for approximately 74% of the index 
gain and 53% of the relative outperformance versus 
mid-cap value. A single stock, Palantir Technologies, 
has accounted for 81% of the overall outperformance 
of the Russell Mid-Cap Growth Index on the wings of 
its 74% gain so far this year.
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S&P 500 SECTOR RETURNS

MAY YTD

Information Technology 10.89% Utilities 9.07%

Communication Services 9.63% Industrials 8.83%

Consumer Discretionary 9.44% Consumer Staples 8.45%

Industrials 8.83% Financials 5.81%

Financials 4.42% Materials 3.62%

Utilities 3.83% Communication Services 3.59%

Materials 3.03% Real Estate 3.35%

Consumer Staples 1.81% Information Technology -1.57%

Real Estate 0.99% Health Care -3.10%

Energy 0.99% Energy -3.88%

Health Care -5.55% Consumer Discretionary -5.96%

Source: Bloomberg, as of May 31, 2025. Underlying security weights are  
proportional to their representation in the index. Past performance does not  
guarantee future results.

STYLE RETURNS ACROSS MARKET CAPS

MAY YTD

Russell 1000 Value 3.51% 2.50%

Russell 1000 Growth 8.85% -0.27%

Russell Midcap Value 4.36% -0.37%

Russell Midcap Growth 9.59% 5.20%

Russell 2000 Value 4.20% -7.73%

Russell 2000 Growth 6.42% -6.01%

Source: Bloomberg, as of May 31, 2025. Past performance does not guarantee  
future results. It is not possible to invest directly in an index. See important  
disclosures for definitions.

RISK FACTOR RETURNS

MAY YTD

Quality
S&P B+ or Better 3.58% -0.82%

S&P B or Lower 6.51% -4.86%

Beta
S&P 500 Lowest Quintile -2.80% 3.18%

S&P 500 Highest Quintile 14.35% -0.44%

Size
Russell 1000 Index 6.38% 1.00%

Russell 2000 Index 5.34% -6.85%

Source: BofA, Bloomberg, as of May 31, 2025. Underlying security weights  
are proportional to their representation in the index. Past performance does  
not guarantee future results. It is not possible to invest directly in an index.  
See important disclosures for definitions.



Risk-on trade dominated in May, but risk off still 
reigns YTD
In terms of quality, low-quality stocks led high quality 
during the month while high-beta names trounced 
their low-beta counterparts. Size-wise, large caps 
led riskier small caps, with mega-cap tech names 
dominating the performance landscape.  
Over the year-to-date period, however, risk-off  
factors continued to lead in terms of quality, beta,  
and size metrics.

Non-U.S. stocks couldn’t catch the S&P 500 in May
The returns of both developed market and emerging 
market stocks, while positive, couldn’t keep pace with 
the surge of the S&P 500 in May.
Year-to-date, international stocks continued to 
maintain their lead over domestic stocks, particularly 
in U.S. dollar terms as the dollar has given up  
significant gains versus both developed and  
emerging market currencies; meanwhile, flows  
into non-U.S. assets have accelerated as the year 
has progressed. 

Looking ahead
To say that the U.S. tariff situation remains fluid is a significant understatement. Beginning with “Liberation Day” on  
April 2, the administration has played a dizzying game of “tariff tether ball” that continued throughout May:

May 12 Tariffs on Chinese goods entering the U.S. are rolled back from 145% to 10% for 90-days.  
The tariffs will be in addition to the 20% fentanyl related tariff that was imposed on March 3rd.

May 23 A 25% tariff is levied against all Apple products produced outside the U.S. Later in the day  
it was altered to include all smartphones produced outside the U.S.

May 25 The prior 50% tariff levied on goods entering the U.S. from the European Union is delayed  
until July 9th.

May 28 The U.S. Court of International Trade rules that most of the tariffs imposed by President Trump 
exceeded his authority and are illegal.*

May 29 A three-judge panel in the U.S. Court of Appeals for the Federal Circuit stays the May 28th USCIT 
ruling until June 5th for the plaintiffs to respond and to June 9th for the administration’s response 
allowing the appeals process to proceed  and  not interfere with ongoing tariff negotiations. 

May 30 President Trump announces that tariffs on steel and aluminum imports are to double from  
25% to 50%.

*The President has other powers to impose tariffs, however, even if the court system finds the current scope of use under the International Emergency  
Economic Powers Act (IEEPA) beyond the President’s authority, they include:
Section 232 of the Trade Expansion Act of 1962 (national security — sectoral tariffs on steel, aluminum & global autos/parts). Open investigations into copper, 
lumber, pharma, semis, critical minerals, trucks/parts, aircraft & jet engines.
Section 301 of the Trade Act of 1974 (unfair trade practices) — original China tariffs from 2018/2019 (upheld and expanded by Biden).
Section 122 Balance-of-Payments Authority. 1974 law allows the president to impose an additional 15% tariff on imports for 150 days. This can be  
implemented without an investigation like 232 and 301. This is likely the “bridge” for the potential future 301 investigations of larger trading partners.
Section 338 of the Tariff Act of 1930. Allows the president to impose additional tariffs up to 50% on any country that discriminates against U.S. products as well as 
block all imports. Similar to 122, this can be done without an investigation though takes 30 days to implement.
Source: TD Cowen, as of May 31, 2025. “Sections” reflect individual provisions within the various legislation cited above.
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INTERNATIONAL MARKET RETURNS

MAY YTD

EAFE Index
Local currency 4.81% 8.02%

U.S. dollars 4.72% 17.31%

Emerging markets
Local currency 3.17% 5.79%

U.S. dollars 4.31% 8.89%

Currencies
Bloomberg U.S. Dollar Index (DXY) -0.62% -7.15%

MSCI EM Currency Index 1.94% 5.52%

United States
S&P 500 Index 6.15% 1.06%

S&P 500 Equal Weight Index 4.15% 1.34%

Source: MSCI, Bloomberg, as of May 31, 2025. International markets are   
represented by MSCI indexes. Past performance does not guarantee future 
results. It is not possible to invest directly in an index. See important disclosures 
for definitions.
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This tariff whiplash continued to confound U.S. corporations as they try and plan for capital spending initiatives, and the 
topic has skyrocketed on recent company earnings calls.

U.S. PUBLICLY TRADED COMPANIES MENTIONING TARIFFS ON QUARTERLY EARNINGS CALLS
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Source: AlphaSense, Wall Street Journal, as of May 31, 2025.

At what levels and to which countries and industries the tariffs will be applied remains a wild card and won’t be known until 
after July 9 when the 90-day moratorium on reciprocal tariffs announced on April 9 expires. The current thinking is that 
tariffs will wind up increasing by about 15% from current levels, which could bring in over $1.5 trillion dollars of revenue over 
the next decade as estimated by the Peterson Institute of International Economics.

PROJECTED INCREASE IN TAX REVENUE FROM TARIFFS: 2025-2034
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Note that these estimates are net of what is expected to be 
reciprocal retaliation by the exporting countries and the Laffer 
Curve effect, whereby excessive levels of tariffs (or taxes) 
impede consumption and act as a disincentive for investment 
expansion and consumption.

While $1.5 trillion in incremental revenue from tariffs over 
10-years is a hefty number, it most likely will not cover the 
increase in spending in the current version of the reconciliation 
bill that has been proposed and passed by the U.S. House of 
Representatives. Most estimates point to a defi cit increase of 
roughly $3 trillion over 10 years if key provisions of the 2017 Tax 
Cuts and Jobs Act (TCJA), including individual and business 
tax cuts, are extended or made permanent, let alone the new 
provisions eliminating taxes on tips and increasing state and 
local tax deductions (SALT) from $10,000 to $40,000.

Currently, the bill has been passed onto the U.S. Senate, where 
outlays and tax breaks will undergo further scrutiny before 
the bill is passed back to the House and then to the president 
for signing. President Trump has indicated that he wants the 
whole matter resolved and on his desk by July 4.

While the fi scal budget outlook looks daunting from a macroeconomic perspective and the tariff situation seems 
precarious from multiple standpoints, equity investors have remained largely complacent on the risks associated with 
both challenges and appear to be embracing a buy-the-dip mentality.

S&P 500 NEXT-DAY % CHANGE AFTER A DOWN DAY BY YEAR SINCE 1993
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Source: Bespoke Investment Group, as of May 31, 2025. 

It will be interesting to see if this trading mentality holds up over the near term as the stock market enters the “sell in May 
and go away” seasonal period for returns. Time will tell!

LAFFER CURVE EFFECT
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Source for image: Wikipedia, as of May 31, 2025. The Laffer Curve 
demonstrates the concept that higher tariffs or taxes will generate 
additional revenue for a government only up to a certain point. 
Past that point of equilibrium, as consumers and companies 
become less capable of paying higher levies, revenue will continue 
to decline until it eventually reaches zero. 
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Terms and definitions
Beta is a measure of a portfolio’s market risk relative to its benchmark. In general, a beta higher than 1.00 indicates a more volatile portfolio and beta lower than 
1.00 indicates a less volatile portfolio in relation to its benchmark. The Bloomberg U.S. Aggregate Bond Index tracks the performance of intermediate-term 
investment-grade bonds traded in the United States. The Bloomberg U.S. Dollar Index (DXY) is used to measure the value of the dollar against a basket of  
six foreign currencies. The value of the index is a fair indication of the dollar’s value in global markets. The Magnificent Seven stocks are a group of  
high-performing and influential companies in the U.S. stock market: Alphabet, Amazon, Apple, Meta Platforms, Microsoft, NVIDIA, and Tesla. Moody’s 
credit rating system ranks the creditworthiness of bond issuers, from Aaa to Aa, A, Baa, and so on through C. Numerical modifiers indicate how high or low 
in a particular tier an issuer ranks, with 1 being the highest and 3 the lowest. The MSCI Emerging Markets (EM) Currency Index tracks the performance of 
emerging market currencies relative to the U.S. dollar where the weight of each currency is equal to its country weight in the MSCI Emerging Markets Index. 
The MSCI EAFE Index tracks the performance of large- and mid-cap equities traded across global developed markets, excluding the United States and 
Canada. The MSCI Emerging Markets Index tracks the performance of large- and mid-cap equities traded in global emerging markets. The Organization of 
the Petroleum Exporting Countries (OPEC) is an alliance of 12 oil-producing and exporting countries designed to influence the global supply of petroleum 
and maximize profits. The plus designation includes an additional 10 countries that also follow OPEC policies. The Russell 1000 Index tracks the performance 
of the 1,000 largest companies traded in the United States. The Russell 2000 Index tracks the performance of the 2,000 smallest companies traded in the 
United States. The Russell 1000 Growth and Value Indexes track the performance of those large-cap U.S. equities in the Russell 1000 Index with growth and 
value style characteristics, respectively. The Russell 2000 Growth and Value Indexes track the performance of those small-cap U.S. equities in the Russell 
2000 Index with growth and value style characteristics, respectively. The Russell Midcap Growth and Value Indexes track the performance of those mid-cap 
U.S. companies in the Russell 1000 Index with growth and value style characteristics, respectively. The S&P 500 Index tracks the performance of the 500 
largest companies traded in the United States. The S&P 500 Equal Weight Index also tracks the performance of the 500 largest companies traded in the 
United States, but weights each company equally, rather than proportionally according to market cap. S&P credit ratings, which range from AAA (highest) to 
D (default), are assigned by S&P Global to individual companies to indicate their relative creditworthiness. It is not possible to invest directly in an index.

Market capitalization breakpoints
The breakpoints for capitalization ranges should be viewed only as guideposts and will change over time. In general, FTSE Russell (which maintains a number 
of stock-market indexes based on company size) considers small-cap stocks to have market caps of between $150 million and $7 billion, mid caps to have 
market caps between $7 billion and $150 billion, and large caps to be those companies with market caps above $150 billion.
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