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MARCH 4, 2025

DEALING WITH UNCERTAINTY

Why are stock markets selling off?

Market volatility has erupted over the past week as investors deal with rising 
uncertainty across three fronts:

• Tariffs are on. The Trump administration has announced that tariffs on Mexico 
and Canada (25% on all imports, with the exception of 10% on Canadian oil) 
and an additional 10% tariff on Chinese goods (bringing the total increase 
since President Trump’s inauguration to 20%) would go into effect on March 
4. These measures represent an unwelcome escalation that, unless rapidly 
defused, may lead to a damaging tit-for-tat, with ramifications that could be 
far-reaching for both the U.S. and global economies. We recently published 
a more detailed note expanding on our thoughts on this topic.  

• Pro-growth no more. As we discussed in our 2025 Outlook, the 
sequencing of President Trump’s economic agenda would be a key driver 
of economic and market performance this year. Unfortunately, pro-growth 
policies (tax cuts and deregulation) seem to have taken a backseat to 
more disruptive policy priorities (tariffs and immigration curbs).  

• Spending cuts are coming. The direct impact of the Department of 
Government Efficiency (DOGE) on total U.S. employment should be 
relatively contained, given that federal government employment only 
accounts for less than 2% of total non-farm payrolls. However, second-
round effects could be more significant. State and local governments 
account for ~15% of total non-farm payrolls, and around 25% of their 
general revenue relies on federal transfers. And the considerable size 
of federal contracts ($750 billion, or ~2.5% of nominal GDP) creates 
risks also for private employment, should those contracts be revised 
or canceled. Therefore, nervousness about the government’s focus 
on slashing budget outlays is becoming more palpable.  

The perception that this uncertainty might be already dampening economic 
activity has been fueled by a string of disappointing economic data, from 
sluggish inflation-adjusted household consumption to a significantly larger-
than-expected trade deficit (which represents a drag on Gross Domestic Product 
[GDP] growth), falling consumer confidence and anemic housing data.  
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However, it is crucial to separate noise from signal, and our view is that still robust 
corporate earnings growth (+13% year-over-year in Q4 24) and positive income 
growth suggest that fundamentals are better than the headlines suggest. 
  

Looking ahead

Following the U.S. election on November 5, equity prices ran up in anticipation 
of a market-friendly execution of President Trump’s economic agenda, and this 
optimism has been gradually fading given the dynamics described above, causing 
markets to reverse the post-election gains. That said, we are acutely attuned 
to the risk that persistent and growing uncertainty, as well as durable tariff 
hikes and deep spending cuts, might eventually dent fundamentals in a more 
concrete fashion. To monitor this risk, we are watching three key factors:  

• Whether falling consumer confidence translates into lower spending and 
higher savings, especially for higher-income consumers (the top 20% of 
households by income account for almost 40% of total household spending 
in the U.S.).

• How the combination of budget spending cuts, uncertainty, consumption 
trends, and tariff-related cost pressures affect corporate profit margins 
and, in turn, corporate earnings, investment plans and employment 
decisions. 

• How the Federal Reserve (Fed) reacts to uncertainty, and what 
side of the dual mandate (stable prices and full employment) they 
prioritize against a backdrop of higher inflation and weaker labor 
market conditions potentially materializing at the same time.  

We will be monitoring some key high-frequency market and economic metrics 
to gauge the health of the economy—earnings estimates for multinational 
companies and cyclical sectors like financials, industrials, and consumer 
discretionary; investment-grade and high-yield credit spreads; market-based 
inflation and monetary policy expectations; weekly initial jobless claims; the 
unemployment rate and non-farm payrolls; daily data from the Treasury on 
budget outlays; survey-based indicators of business and consumer sentiment, 
with a focus on the service sector; and more.

Conclusions

The fast-evolving environment makes it paramount that investors avoid 
overreacting to the noise, of which there is plenty. Market corrections are 
not uncommon, and the S&P 500 has experienced a sell-off of 10% or 
more from peak to trough 63% of all years going back to 1928. A diversified 
asset allocation is the best first line of defense against market volatility and 
growing uncertainty, and the recent decline in bond yields (or increase in 
bond prices) at a time of falling stock prices has reestablished a key benefit of 
balanced portfolios, whereby bonds partly offset episodes of equity volatility.  
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IMPORTANT DISCLOSURES

This material is for informational or educational purposes only and is not fiduciary investment advice, or a securities, investment strategy, or insurance product 
recommendation. This material does not consider an individual’s own objectives or circumstances which should be the basis of any investment decision.

Optional discretionary investment management services for a fee are provided through two separate managed account programs by TIAA affiliates: the Portfolio Advisor 
program offered by the Advice and Planning Services division of TIAA-CREF Individual & Institutional Services, LLC (“Advice and Planning Services”), a broker-dealer 
(member FINRA/SIPC), and SEC registered investment adviser; and the Private Asset Management program offered by TIAA Trust, N.A. Please refer to the disclosure 
documents for the Portfolio Advisor and Private Asset Management programs for more information. TIAA Trust, N.A. provides investment management, custody and 
trust services. Advice and Planning Services provides brokerage and investment advisory services for a fee. Investment Management Group (IMG) is the investment 
management division of TIAA Trust, N.A., and provides the underlying investment management services to the Portfolio Advisor and Private Asset Management 
programs. TIAA Trust, N.A. and Advice and Planning Services are affiliates, and wholly owned subsidiaries of Teachers Insurance and Annuity Association of America 
(TIAA). Each entity is solely responsible for its own financial condition and contractual obligations.

The TIAA group of companies does not provide tax or legal advice. Tax and other laws are subject to change, either prospectively or retroactively. Individuals 
should consult with a qualified independent tax advisor and/or attorney for specific advice based on the individual’s personal circumstances. 

All investments involve some degree of risk, including loss of principal. Investment objectives may not be met. Investments in managed accounts should be considered 
in view of a larger, more diversified investment portfolio.

ASSET ALLOCATION AND DIVERSIFICATION ARE TECHNIQUES TO HELP REDUCE RISK. THERE IS NO GUARANTEE THAT ASSET ALLOCATION OR 
DIVERSIFICATION ENSURES PROFIT OR PROTECTS AGAINST LOSS.

Past performance is no guarantee of future results.

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

INVESTMENT, INSURANCE AND ANNUITY PRODUCTS ARE NOT FDIC INSURED, ARE NOT BANK GUARANTEED, ARE NOT DEPOSITS, ARE NOT INSURED BY 
ANY FEDERAL GOVERNMENT AGENCY, ARE NOT A CONDITION TO ANY BANKING SERVICE OR ACTIVITY, AND MAY LOSE VALUE.

However, recent developments widen the potential range of economic and 
market outcomes around our base-case scenario (page 9), with risks tilted to 
the downside. We maintain a preference for high-quality bonds (like Treasury 
bonds and mortgage-backed securities) over riskier fixed income products like 
high yield bonds and emerging market debt, a tactical position that we initiated 
in August 2024 (where applicable) and that has added value to client portfolios 
over the past month. 
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