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Quarterly Investment Letter – Q3 2025  
A 

Tariffs, tensions, tightrope 

The second quarter 2025 was marked by elevated 

volatility as renewed trade tensions dominated 

economic and market dynamics. The Trump ad-

ministration's sweeping 25% tariffs on Chinese im-

ports, steel and vehicles from the EU, as well as 

threats to Canadian and Mexican goods disrupted 

global trade and weighed heavily on corporate profit 

margins. April saw sharp equity declines - 

S&P 500 dropped nearly 10%, NASDAQ over 9% - 

led by cyclical, exporter, and tech sectors. However, 

optimism returned mid-quarter as resilient US 

consumption, robust Q1 earnings, fiscal offset 

expectations, and supportive global stimulus 

propelled equities higher. By June (quarter-over-

quarter), the S&P 500 had rebounded to +8.6%, 

NASDAQ +15.1%, Euro Stoxx 50 +0.9%, and 

emerging markets +2.8%. 

Chart 1: IMF cuts global real GDP growth forecasts on tariffs 

  

Source: Alpinum Investment Management 

On the macro front, global GDP growth deceler-

ated to around 3%, with the US growing near 2% 

and the eurozone steadying on domestic demand. 

Inflation remained moderate, but sticky services 

and wage pressures kept central banks cautious. 

The Fed paused rate adjustments amid growth 

uncertainty, while ECB and BoJ pursued diverg-

ing policy adjustments. Geopolitical risks (e.g. 

Iran–Israel conflict) and policy uncertainty emerged 

as primary market drivers, overshadowing inflation 

concerns. Trade policy proved the dominant 

catalyst affecting macro conditions, central bank 

decisions, and equity and bond market trajectories. 

Summary Points 
 

▪ Global GDP growth slowed to around 3%, with 
the US expanding at approximately 2% and the eu-
rozone stabilizing, supported by resilient domestic 
demand. 
 

▪ Q2 2025 saw heightened volatility (Iran–Israel con-

flict) as renewed US trade tensions and 25% 
tariffs disrupted global trade flows, dampening 
sentiment despite resilient US GDP growth. 
 

▪ Equities sold off sharply in April - S&P 500 and 
NASDAQ declined nearly 10% - driven by cyclical 

and tech weakness, before rebounding mid-quarter 
on resilient consumption, strong earnings, fiscal 

support expectations and global stimulus. 
 

▪ The Eurozone economy remained subdued, 
with modest growth constrained by fading export 
momentum and persistent global trade tensions, 

particularly following renewed US tariff measures. 
 

▪ China’s economy slowed from its strong Q1 
pace, as cautious policy, subdued private credit 
demand, and weakening industrial activity re-
flected persistent domestic fragilities and intensify-
ing external headwinds. 

 
▪ Conclusion: with a severe recession unlikely, 

the positive bias on risky assets persists, despite 
increased volatility and potential conflicts under the 
Trump administration in the coming months. Ac-
tive management is essential in a low-growth 

environment, given heightened disparities across 
companies and sectors. Credit investments, partic-
ularly loans and non-cyclical short-term high-
yield bonds offering 7–9% yields, are favoured.  
We maintain a positive stance on equities. The cur-
rent market environment supports an absolute re-
turn strategy over a traditional relative value ap-

proach. 
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United States 

The US economy navigated an increasingly com-

plex macro-financial landscape, marked by a 

pronounced divergence between soft data and hard 

economic indicators. While surveys signalled dete-

riorating sentiment, especially in the wake of newly 

imposed tariffs, actual consumer spending and 

labour market resilience suggested underlying 

strength. GDP growth decelerated to an annualized 

pace of 2%, driven by a widening trade deficit as 

importers rushed to front-run tariff impositions. Fi-

nal domestic demand, however, remained solid. 

Nevertheless, consensus growth forecasts for 

2025 were revised downwards from 2.3% to 

1.4%, reflecting persistent policy uncertainty and 

tariff-induced headwinds to investment. The labour 

market remained a pillar of support, with 

steady job creation and low layoffs, but gains were 

narrowly distributed, raising concerns about sus-

tainability. Inflation trends proved erratic; core 

PCE reaccelerated to over 3% in first quarter, com-

plicating the Fed’s policy stance.  

Chart 2: Rare US yields and dollar divergence 

 

Source: Alpinum Investment Management 

Despite market-implied expectations for multiple 

cuts, FOMC projections now reflect a more cau-

tious bias, caught between elevated inflation risk 

and decelerating growth. Meanwhile, the long end 

of the Treasury curve steepened, influenced by 

both structural fiscal pressures and renormalizing 

global yield regimes. US equities were volatile, 

with the S&P 500 swinging sharply in April amid tar-

iff shocks before rebounding strongly in May and 

June, buoyed by double-digit earnings growth and 

robust tech sector performance. Equity perfor-

mance lagged global peers year-to-date, prompting 

concerns over the sustainability of US exceptional-

ism amid rising twin deficit pressures. Credit mar-

kets exhibited resilience despite widening 

spreads in April, aided by corporate balance sheet 

strength. The second quarter underscored a fragile 

equilibrium in which geopolitical friction, fiscal 

strain, and policy ambiguity collectively clouded the 

economic outlook. 

Europe 

In Q2, the European economy remained under 

pressure from persistent global trade ten-

sions, especially stemming from renewed US tar-

iffs. Eurozone GDP growth was modest - 0.6 % in 

Q1 and forecast at around 0.9 % for 2025 - dragged 

down by export headwinds after a tariff-driven 

surge in Q1 exports faded. Sentiment surveys de-

teriorated as trade uncertainty weighed on busi-

ness and consumer confidence. Still, the labour 

market remained resilient, buttressed by steady 

employment and wage growth even as services hir-

ing slowed. Inflation declined steadily, with 

headline HICP easing to 1.9 % in May and core be-

low 2.3 %, driven by subdued energy and services 

price pressures. These disinflationary trends rein-

forced expectations of further ECB easing; markets 

priced in additional rate reductions to deposit 

rates of 2.0%, marking a cautious shift in mone-

tary policy. ECB minutes signalled growing dovish 

consensus amid external uncertainties, while fiscal 

policy remained neutral to mildly expansionary - 

with Germany preparing significant infrastructural 

and defence spending initiatives. 

Chart 3: Eurozone consumer confidence is recovering 

 

Source: Alpinum Investment Management 

European bond markets reflected this backdrop: 

German two-year yields oscillated in response 

to tariff headlines but trended lower towards 

quarter-end, while Italian spreads tightened follow-

ing positive sovereign ratings. Equity markets re-

sponded favourably to the easing narrative; the 

STOXX 600 nearly broke new highs amid robust 

European corporate earnings - Q1 EPS exceeded ex-

pectations and forecasts for 6% growth in 2025 re-

mained, though slightly downgraded. Geopolitically, 

trade negotiations remained volatile, with US–EU 

tariff talks oscillating between escalation and 

“zero-for-zero” proposals. That uncertainty, 

combined with cautious fiscal signals, led investors 

to favour defensive bond positions while equity 

investors awaited clearer signs of easing.  
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China and emerging markets (EM) 

China’s economic trajectory in the second quarter 

was defined by a deliberate, cautious policy 

stance amid heightened external pressures 

and persistent internal fragilities. Following a 

robust 5.4% year-over-year GDP print in Q1, mo-

mentum weakened into Q2, as April and May data 

revealed anaemic private sector credit demand 

and softening industrial activity. Manufacturing 

PMIs contracted more sharply than anticipated, 

while services momentum ebbed, underscoring a 

subdued post-pandemic recovery hampered by lin-

gering disinflation and geopolitical friction. Infla-

tion remained erratic - headline CPI briefly 

turned negative in February and has since hovered 

at low levels - limiting the People’s Bank of China’s 

(PBoC) capacity for broad-based easing without 

risking further RMB depreciation. 

Chart 4: China consumer deflation extends to fourth month 

 

Source: Alpinum Investment Management 

In this environment, Beijing prioritized macroe-

conomic stability over stimulus-led accelera-

tion. April’s disappointing credit expansion and re-

strained policy response suggested that authorities 

were intent on managing systemic risks, particularly 

within the property and shadow banking sectors, ra-

ther than triggering reflation. The PBoC engaged 

in tactical liquidity injections but refrained 

from aggressive rate cuts, especially as US-

China tensions escalated. The imposition of sweep-

ing US tariffs in April – which spiked briefly to 145% 

- fuelled volatility and undermined investor confi-

dence. Trade negotiations remained stalled, 

with Beijing demanding tariff rollbacks as a precon-

dition for engagement. Consequently, Chinese eq-

uities underperformed regional peers throughout 

Q2, with A-shares proving relatively more resilient 

than offshore listings. Local currency Chinese 

government bonds attracted strong demand, 

supported by muted inflation, soft domestic data 

and global risk aversion. The renminbi appreci-

ated modestly amid broad dollar softness as inves-

tors anticipated dovish Fed guidance.  

Investment conclusions 

The current macroeconomic environment is 

shaped by two major forces: on one hand, a 

meaningful cyclical short-term slowdown in the US 

triggered by trade policy-induced uncertainty; 

and on the other hand, a structural long-term 

higher nominal world (higher inflation, moderate 

real growth), with complex implications for global 

growth, financial markets, and geopolitical realign-

ment. These contradictory dynamics, further ampli-

fied by unpredictable signals from the US admin-

istration, have led to pronounced market volatil-

ity and sentiment dislocation. Looking towards 

2026 provides a more coherent framework for in-

terpretation. Corporate uncertainty remains el-

evated, yet investment activity is largely deferred 

rather than cancelled, indicating strategic position-

ing for future nominal growth. Consequently, la-

bour market resilience prevails, mitigating the 

risk of widespread layoffs. This supports the pro-

spect of stable private consumption, enhancing the 

plausibility of a successful transition into 2026. 

Such expectations underpinned investor con-

fidence and market stabilization despite prevail-

ing short-term headwinds. 

Chart 5: High yield bond spreads widened sharply in April 

 

Source: Alpinum Investment Management 

Bonds: While near-term defaults tend to be mod-

estly up, a major surge is not in the cards. Tight 

credit spreads have room to widen somewhat, 

but the post-2025 outlook is constructive. We fa-

vour short-duration high-yield and loans. 

Equities: Equity markets face near-term head-

winds from heightened US policy uncertainty, ele-

vated rates, and margin pressures, yet resilient 

consumption provides support; beyond 2025, im-

proved fundamentals underpin equities, prompting 

selective rotation into non-US markets. 

The tactical approach emphasizes balance, with 

a slight preference for value and cyclicals amid 

resilient growth. Duration is neutral, maintaining 

a balanced view on IG bonds and USTs, while fa-

vouring short-term HY, loans and selective be-

low-IG bonds and hybrids. 
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Market Consensus Forecasts 
 

 
 

Performance table 
 

 
 
 Source: Alpinum Investment Management (additional sources in appendix) 

 Note: Q2 = data as of 25 June 2025 / PE=price-earnings / PB=price-book / EPS=earnings per share / YtW=yield-to-worst
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Key Economic Charts 

 
 

Source: Alpinum Investment Management (additional sources in appendix)  

Leading indicators and manufacturing Source: Alpinum Investment Management
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Scenario Overview 6 Months 
 

Base case 65%      Investment conclusions 
 

▪ US: Low real GDP growth of 1-2% with solid 4-5% 
nominal growth. Need to look through erratic tariff 
announcements. Uncertainty holds back short-term 
private investments, reduces consumer confidence 

and puts inflation pressure up. Policy uncertainty and 
high capital costs are a key concerns, but expected 
deregulation & low(er) taxes are positive for corpo-
rates and keep profit margins high. High house prices 
and 4% YoY-wage growth keeps private consumption 
up. Government spending (i.e. energy/defence) and 

new foreign investment plans support growth. 
▪ Eurozone: Stagnation turns into mild growth <1% 

and will further accelerate in 2026. New impulse pro-
grams (i.e. defence, infrastructure, AI) provides 
growth boost amid former austerity programs. Infla-
tion worries (>2%) will return.  

▪ China: GDP grows around 4.5% thanks to govern-

ment support incl. various credit impulse measures. 
▪ Oil: Middle East conflict drives prices, but US in-

creases output, which keeps prices mostly in check.  
 

▪ Equities: Positive tilt, but geopolitics pressure 
highly valued US equities. “RoW-equities” (Europe, 
Asia) experience positive net fund flows. Profit mar-
gin pressure in certain sectors (inflation, wage 

growth). US equities lack a large upside potential 
with an S&P forward P/E multiple of ~21. We rec-
ommend a balanced approach (for equity style). 

▪ Interest rates: Neutral outlook on rate exposure, 
but a second wave of inflation is a risk. US duration 
exposure serves as a valuable diversifier and tail 

hedge in case of an evolving (severe) recession. 
▪ Credit: Credit spreads are tight to fairly priced and 

remain selectively attractive, corporate default 
rates are moderate with ~3%. We prefer loans, 
short-term HY/IG, senior exposure in structured 
credit and selective Emerging Debt local exposure. 

▪ Commodities/FX: Despite recent weaking, the 

USD is still highly valued. Geopolitics supports gold. 
New (US) supply pressures gas/oil, but structural 
higher inflation supports the commodities bloc.  

Bull case 20%      Investment conclusions 
 

▪ US: GDP growth rate of >2% (>5% nominal). Fed 
succeeds and inflation trends at <3%. Consumer 

spending remains robust, supported by continued 

wage increases of ~4% (+1% real growth). Energy 
prices remain in-check, tax cuts, firms start to boost 
capex. Economy transitions into a new era/cycle. 

▪ Europe: Positive feedback loop from fiscal measures 
on corporate investments and consumer sentiment 
leads GDP growth from ~0% to >1% in 2026. “Stand-
ing together” spirit holds. 

▪ China/EM: Chinese government stimulus gets more 
momentum, stabilizing private consumption. Easing 
monetary policy provides support for manufacturing 
& property sector. No major escalation with the West.  

 

▪ Equities: Corporates adapt to challenging growth 
prospects to maintain earnings strength. Firms fa-

vour capital vs. expensive labour to increase (keep) 

profitability. If a de-escalation in the Russia-Ukraine 
/US conflict is reached, markets will experience a 
rally. However, inflation pressure and high rates 
keep valuations in check. Further upside potential. 

▪ Interest rates: (Long-term) Rates move up, bear 
steepening curve; inflation pressure persists. 

▪ Credit: Corporate default rates are slightly below 

long-term averages. Credit in general (incl. EMD) 
and short-term HY bonds/loans benefit. 

▪ Commodities/FX: Bid for cyclical commodi-
ties/metals. EUR and selective EM FX rates rally. 

Bear case 15%      Investment conclusions 
 

▪ US: Mild recession caused by uncertain US policies 
and new tariffs (higher inflation, less consumer 
spending, investments held back). However, still pos-
itive nominal GDP growth. Low unemployment rate 
combined with resilient inflation kicks off a slight 

wage-price spiral. Fed in need to tighten a bit again.  
▪ Europe: Continued stagnation due to war/geopoli-

tics/tariffs. Peripherals & France suffer from yield in-
creases, but German impulse programs are a strong 
counterweight.  

▪ China/EM: Chinese regulators fail to ease credit and 
regulatory measures enough, leading to <4% GDP 

growth in 2025 and disappointing exports. Emerging 
markets (ex-commodity exporters) suffer as global 

trade is held back. EM FX weakness.  
 

▪ Equities: Equities fall double digits. Highly priced 
US equities and cyclicals will lead the correction, fol-
lowed by Europe. 

▪ Interest rates: Long-term rates drop the most 
(yield curve inverses anew), but limited potential 

apart from US rates. Support for high-quality assets 
(treasuries, A/AA bonds, agency bonds). Cash is 
king! 

▪ Credit: Corporate default rates climb and approach 
the higher end of long-term average levels. Severe 
default cycle is avoided, but credit markets suffer. 
Favour short dated high-quality bonds and cash. 

▪ Commodities/FX: Negative for cyclical commodity 
prices. USD, CHF and JPY act as a safe haven again. 

 

Tail risks 

▪ Liquidity shock due to external event/bank failure.  
▪ Italian/French sovereign debt crisis, EUR break up.  
▪ Military conflict in the South China Sea. 

▪ Pandemic crisis re-emerges/new virus variants. 
▪ Nuclear escalation resulting in World War III. 
▪ Emerging market meltdown similar to 1998. 
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Asset Class Assessment 
 

Equities       Comment 
 

▪ With the prospect of a pro-business economic policy 
from the new US administration corporates’ profit 
margins should be bolstered on average. Significant 
boost of (US) M&A activity in Q4 2025/26 is possible 

when “chaos-policy” fades and uncertainty eases. 
▪ Positive wealth effect for the private sector driven 

by elevated equity market valuations, higher wages 
and increased house prices.  

▪ A negative factor for equities remains the “compe-
tition” of other asset classes, namely the positive 

real rates of US Treasuries or HY bonds yielding 
>7% p.a. 

▪ Non-US equities (“RoW”) trade with more attractive 
valuations and should outperform, especially in case 
of a de-escalation in the Ukraine conflict, a lower 
USD and if the “US chaos” policy sustains. 
 

▪ Current elevated S&P P/E ratio of ~21 translates 
into an earnings yield of only 4.7%. If negative 
earnings surprises come up, US equities will fall 
double digits.  

▪ Market consensus estimates that US earnings will 
grow around 7% in 2025 and 14% in 2026, which 
poses a risk for disappointment. 

▪ Military conflict leads to more structural inflation 
pressure (less globalization/productivity, less effi-
cient/safe supply chains, more protectionism). 

▪ US equities incorporate advanced valuations com-
pared to other regions. However, the economy is 
also more resilient, less impacted by the Ukraine 
& Middle East conflict and supported by big tech 
earnings. Hence, a certain valuation premium is 
justified. 
 

Credit/Fixed Income     Comment 
 

▪ Rates: We have entered a new interest rate regime 
with the yield spike in 2022/23. “Duration” as an 
asset class & diversifier is back on track. Fed funds 
are grinding a bit lower, but inflation is not yet fully 

tamed. We have a neutral stance on duration. Du-

ration acts again as a valuable portfolio diversifier. 
▪ IG: We hold minimal US investment grade bonds 

and only selective European IG bonds. A number of 
EM/Asia IG bonds look attractive, but we hold only 
limited exposure. 

▪ High yield: Loans and high yield bonds offer fair 
relative and attractive absolute yields. Overall, we 
favour selective US short-term non-cyclical bonds, 
European loans & senior/mezzanine CLO tranches. 

▪ Emerging debt: Selective opportunities exist, but 
caution is still warranted. We keep a close eye on 
fund flows. Current softness in USD is very support-

ive for selective local EM currency bonds. 
 

▪ With cyclical risks and the stress in the banking 
system in H1 2023 including the provoked regula-
tory actions, borrowing costs are still slightly ele-
vated.  

▪ Further rate cuts in 2025 are priced in for the Fed 

rate to reach levels slightly below 4% and 2% for 
the ECB rate. 

▪ Credit spreads are slightly tight to fairly valued in 
general. Current spread levels compensate for a 
slow growth economic outlook, but not for a re-

cession. Corporate default rates will average be-
tween 2 and 3%, but no spike is in the cards.  

▪ We like the structured credit market, such as se-
lective US non-agency RMBS or European CLOs. 

▪ Consider harvesting the illiquidity premium from 
direct loans (corporate/mortgage-backed loans). 

▪ We also identify attractive yield in new alterna-

tives, but selection and a proper liquidity manage-
ment are paramount. 
 

Alternatives      Comment 
 

▪ Credit long-short strategies identify plenty of rela-

tive value trades, both long and short.  
▪ Equity long-short strategies benefit from high vola-

tility and elevated performance dispersion.  
▪ Alternative lending as an asset class is in the spot-

light as yields have entered a higher yield regime. 

 

▪ Active managers benefit from the current fragile 

economic environment. Moreover, innovative dis-
ruption leads to more price dispersion among sin-
gle securities, industries, regions etc.  

▪ Global macro managers benefit from sharp mar-
ket movements in either direction (i.e. rates/FX). 
 

Real Assets, Digital Assets    Comment 
 

▪ Commodities benefit partly from de-globalization 
(protective measures), supply-side constraints and 
the outlook for a cyclical economic uptick in 2026.  

▪ Gold benefits when real and/or nominal interest 

rates fall & vice versa; currently a tailwind for gold. 
Aggressive Trump-policies supports gold rally too. 

▪ Crypto currencies get support from the Trump ad-
ministration’s aspiration to become the leading 
crypto hub - evidenced again with stablecoin bill.  

▪ Elevated inflation is beneficial for commodity 
prices, but a softer economy is negative. Chinese 
growth hopes have yet to materialize as an addi-
tional support level for commodities. 

▪ Supply-side disruption has faded on a global scale. 
▪ Friendly environment for digital assets with more 

regulation and hopefully clearer guidelines ahead. 
A major negative factor has transformed into pos-
itive. 
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Asset Class Conviction Levels 
 

  
Note: The above conviction table reflects on the one hand our view on the relative expected return of an asset class versus well-recognized 

benchmarks such as BarCap Global aggregate (for bonds) and MSCI World (equities), but on the other hand also incorporate our view on the 
absolute expected return versus cash.

North America

Europe

Switzerland

China

Japan

Asia - Emerging Markets

Others - Emerging Markets

US - Treasury Bonds

Euro - Government Bonds

US - Investment Grade Bonds

Europe - Investment Grade Bonds

US High Yield

US Short Term High Yield

US Loans

US Municipal Bonds

European High Yield

European Short Term High Yield

European Loans

US/EUR Preferred Securities

US/EUR Asset Backed Securities

Emerging Market Local Currency

Emerging Market Hard Currency

Emerging Market High Yield

Gold

Oil (Brent)

Digital Assets

Equity Long-Short

Credit Long-Short

Event-Driven - Corporate Actions

Global Macro

Hedge Fund: North America

Hedge Fund: Europe

Hedge Fund: China / Japan

Hedge Fund: Emerging-Markets

Equities Underweight
                             Neutral 

 Conviction Level over 6 Months                   

Overweight

Fixed Income Underweight
                             Neutral 

 Conviction Level over 6 Months                   

Overweight

Commodities Underweight
                             Neutral 

 Conviction Level over 6 Months                   

Overweight

Hedge Fund: Strategies

Underweight

 Conviction Level over 6 Months                   

Overweight

Underweight

Hedge Fund: Regional Focus

                             Neutral 

 Conviction Level over 6 Months                   

Overweight

                             Neutral 
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Appendix: Data and Price Sources  

Alpinum Investment Management 

Bank of America Merrill Lynch indices 

Bloomberg 

Federal Housing Finance Agency 

Federal Reserve Bank of St. Louis 

J.P. Morgan  

Markit CDS indices 

Moody's Investors Service 

Palmer Square indices 

Preqin 

S&P 

The Federal Reserve 

US Census Bureau 

 

Disclaimer 

This is an advertising document. This document does not consti-

tute an offer to anyone, or a solicitation by anyone, to make any 

investments in securities. Such an offer will only be made by 

means of a personal, confidential memorandum. This document is 

for the intended recipient only and may not be transmitted or dis-

tributed to third parties. 

Past performance is not a guide to future performance and may 

not be repeated. You should remember that the value of invest-

ments can go down as well as up and is not guaranteed. The actual 

performance realized by any given investor depends on, among 

other things, currency fluctuations, the investment strategy in-

vested into and the classes of interests subscribed for the period 

during which such interests are held. Emerging markets refer to 

the markets in countries that possess one or more characteristics 

such as certain degrees of political instability, relative unpredicta-

bility in financial markets and economic growth patterns, a finan-

cial market that is still at the development stage, or a weak econ-

omy. Respective investments may carry enhanced risks and should 

only be considered by sophisticated investors. 

Nothing contained in this document constitutes financial, legal, 

tax, investment or other advice, nor should any investment or any 

other decisions be made solely based on this document. Although 

all information and opinions expressed in this document were ob-

tained from sources believed to be reliable and in good faith, no 

representation or warranty, express or implied, is made as to its 

accuracy or completeness and no liability is accepted for any direct 
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