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Despite the ever-growing “wall of worry”—namely, concerns about inflation, slowing economic growth, and tariff uncertainties 
— U.S. equity markets continued their march higher in the third quarter of 2025. In fact, the S&P 500® Index’s return of 8% was 
well above the long-term average of around 1.5%, setting the stage for the seasonally strongest part of the year.

Among S&P 500® component sectors, Information Technology, Consumer Discretionary, and Communication Services led in the 
quarter. But participation in the market’s advance was again widespread, with all sectors outside of Consumer Staples delivering 
a positive return.

The real standout in the third quarter was small caps. The Russell 2000® Index returned more than 12%, outpacing its large cap 
counterparts by roughly 500 basis points (bps). This is a noteworthy change from the large cap leadership that has persisted in 
recent years, and a trend we will closely monitor in the future.

It’s worth pointing out that despite the concerns referenced above, corporate earnings have remained resilient. As we noted in an 
earlier comment, first- and second-quarter earnings for the S&P 500® Index beat expectations by a wide margin. Third-quarter 
earnings were expected to follow suit; indeed, based on FactSet data, warnings growth for the rest of the year, and for 2026, is 
expected to be in double digits.

Potential Impacts of a Fed Easing Regime
Equities received another boost in September, when, after long anticipation, the U.S. Federal Reserve (Fed) cut rates by 25 
bps—the first rate cut since December 2024. Policymakers signaled that two more cuts are likely this year. As Figure 1 illustrates, 
markets have generally responded well to the implementation of a Fed rate-cut cycle, when the economy is not in a recession. 

Q3 Equity Update:  
A Show of Resilience 
Despite concerns about inflation and slowing growth, strong corporate earnings  
continued to provide support.

Markets and Economies

Figure 1. How Have Equities Fared After the Start of Fed Rate-Cut Cycles?
Average 12-month forward return from the date of the first rate cut in the eight Fed easing cycles since 1984

Source: Bloomberg. US Small Cap Stocks = Russell 2000 Index. Global Stocks ex-US = MSCI All Countries World Index ex-US. Start dates of the last  
eight Fed rate-cut cycles: 10/2/84, 10/19/87, 6/5/89, 7/6/95, 1/3/01, 9/18/07, 7/31/19, and 3/3/20. Past performance is not a reliable indicator or 
guarantee of future results. The historical data shown in the chart above are for illustrative purposes only and do not represent any specific portfolio 
managed by Lord Abbett.
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While we are bottom-up investors, we do expect more accommodative monetary policy, combined with deregulation and tax 
breaks for lower-income consumers, to be a favorable recipe for value equities into year-end.

The ultimate impact of rate cuts will take time, but expectations for the benefits to flow, both to the consumer and industrial 
economy, are encouraging. For the consumer, lower borrowing costs should be a benefit, particularly with a decline in credit card 
rates combined with tax relief. With changes to the U.S. tax code, including auto loan deductions and the removal of taxes on 
overtime and tips, consumers should see at least a modest increase in spending power in early 2026. Time will tell if rate cuts 
result in lower mortgage rates, which would also be positive.

Meanwhile, on the business side of the coin, lower borrowing costs, combined with deregulation and investment incentives, such 
as accelerated depreciation, could spur incremental domestic investment.

A Final Word
After the market’s strong advance, should investors disregard the “wall of worry”? Of course not. The market could still be 
influenced by unfavorable developments in the economic and monetary policy realms (in particular, we are monitoring any 
possible impact from the U.S. government shutdown that began on October 1). But absent any major changes in the investment 
landscape, we think the favorable conditions supporting the market are likely to remain in place.

Spotlight: The Innovation Engine
Wherever one looks–media, education, business, entertainment–one sees the impact of artificial intelligence (AI).  
And, because so much attention has been focused on the mind-rattling breakthroughs in tech, the incredible wave of 
innovation happening elsewhere in the economy has been less noticed. But the innovation engine is powering many 
industries, both old and new.

Here are two examples:

In transportation, autonomous driving tech company Waymo (a unit of Google parent Alphabet) is providing services 
in five major U.S. metropolitan areas, with several other metro areas being mapped for future rollout. In the third 
quarter, the company hit 100 million autonomous miles driven. Tesla formally entered the driverless car fray in the third 
quarter as well. It’s not unreasonable to think these cars will be a part of everyday life for many of us within the decade. 

The pace of innovation is also accelerating in healthcare. As the cost of sequencing genes has plummeted, data have  
proliferated. Companies are now using massive data sets to drive precision diagnostics and testing. Companies are 
finding breakthroughs in liquid biopsy, genetic testing, and cellular therapy. Revolutionary technologies tend to create 
new and exciting investment opportunities, both directly and indirectly. 

The innovation engine, already powerful, is shifting into a higher gear.
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Glossary & Index Definitions

Bullish refers to an optimistic outlook and to a belief that certain investments 
may potentially increase in value in the future. Bull market refers to a time 
when stock prices are rising, and market sentiment is optimistic. Generally,  
a bull market occurs when there is a rise of 20% or more in a broad market 
index over at least a two-month period. Bearish refers to a pessimistic 
outlook and generally refers to a belief that certain investment prices may fall 
in the future. Bear market refers to a time when stock prices are declining, 
and market sentiment is pessimistic. Generally, a bear market occurs when 
a broad market index falls by 20% or more over at least a two-month period.

Generative artificial intelligence (AI) focuses on creating new information 
based on inputs learned from existing data.

Market breadth refers to the ratio of stocks that are advancing versus 
declining within an index, sector, group, or market.

A moving average is a widely used technical indicator that smooths out 
price trends by filtering out the noise from random short-term price 
fluctuations. Moving averages can be constructed in several different  
ways and employ different numbers of days for the averaging interval.

The MSCI ACWI (All Country World Index) ex-U.S. Index is a subset of 
the MSCI ACWI Index. The MSCI ACWI (All Country World Index) Index is a 
free float-adjusted market capitalization weighted index that is designed to 
measure the equity market performance of developed and emerging markets.

The Russell 2000® Index measures the performance of the 2,000 smallest 
companies in the Russell 3000® Index, which represents approximately 
10% of the total market capitalization of the Russell 3000 Index. The Russell 
3000® Index measures the performance of the largest 3000 U.S. companies 
representing approximately 98% of the investable U.S. equity market.

The S&P 500® Index is widely regarded as the standard for measuring large 
cap U.S. stock market performance and includes a representative sample of 
leading companies in leading industries.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, 
and are not available for direct investment.

Important Information

The information contained herein is provided by Lord, Abbett & Co. LLC 
(“Lord Abbett”). Lord Abbett is a registered investment adviser under the 
U.S. Investment Advisers Act of 1940 (the “Advisers Act”), as amended,  
and is subject to the Advisers Act rules and regulations adopted by the U.S. 
Securities and Exchange Commission (‘SEC”). Registration with the SEC 
does not imply a particular ability or training. Lord Abbett is a global asset 
manager with headquarters in Jersey City, New Jersey.

Certain information provided in the material has been obtained from third 
party sources and such information has not been independently verified by 
Lord Abbett. No representation, warranty, or undertaking, expressed or 
implied, is given to the accuracy or completeness of such information by 
Lord Abbett or any other person. While such sources are believed to be 
reliable, Lord Abbett does not assume any responsibility for the accuracy  
or completeness of such information. Lord Abbett does not undertake any 
obligation to update the information contained herein as of any future date.

Certain information contained in the material constitutes “forward-looking 
statements,” which can be identified by the use of forward-looking 
terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” 
“estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or 
other variations thereon or comparable terminology. Due to various risks  
and uncertainties, actual events, results or actual performance may differ 
materially from those reflected or contemplated in such forward-looking 
statements. Nothing contained in the material may be relied upon as a 
guarantee, promise, assurance or a representation as to the future.

Market forecasts and projections are based on current market conditions 
and are subject to change without notice. Projections should not be 
considered a guarantee.

Past performance is not a reliable indicator or guarantee of future 
results. All investments involve risk, including the loss of capital. 
Investments are not guaranteed by Lord Abbett, its affiliates, or any 
governmental agency.

The views and opinions expressed are those of the Lord Abbett author as of 
the date of the material, and do not necessarily represent the views of the 
firm as a whole. Any such views are subject to change at any time based 
upon market or other conditions and Lord Abbett disclaims any responsibility 
to update such views. References to specific asset classes and financial 
markets are for illustrative purposes only. This material is not intended to be 
relied upon as a forecast, research or investment advice. Neither Lord Abbett 
nor the Lord Abbett author can be responsible for any direct or incidental 
loss incurred by applying any of the information offered.

The information in this material does not constitute a distribution, an offer,  
an invitation, a personal or general recommendation or solicitation in any 
jurisdiction. This material has not been reviewed or approved by any 
regulatory authority in any jurisdiction.

None of the information provided should be regarded as a suggestion to 
engage in or refrain from any investment-related course of action as neither 
Lord Abbett nor its affiliates are undertaking to provide impartial investment 
advice, act as an impartial adviser, or give advice in a fiduciary capacity.

Mentions of specific companies are for reference purposes only and are not 
meant to describe the investment merits of, or potential or actual portfolio 
changes related to, securities of those companies.

Unless otherwise noted, all discussions are based on U.S. markets and U.S. 
monetary and fiscal policies.

This material may not be reproduced in whole or in part or any form without 
the permission of Lord Abbett. Lord Abbett mutual funds are distributed by 
Lord Abbett Distributor LLC, member FINRA.
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