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When we published our 2025 U.S. Outlook in 
December, we noted that the priority President 
Trump gives to policy initiatives would likely 
be a key influence on market and leader-
ship trends. While we anticipated that tax cut 
extensions would be high on the agenda, we 
also reasoned that “tariffs and immigration may 
be given top priority in 2025,” as both could be 
advanced without congressional involvement.

With trade negotiations still ongoing, tariff-
related volatility could resurface in the second 
half. However, the market appears to have 
priced out the worst-case scenario and inves-

Can cyclical leadership hold in 2H? Watching 
policy, yields, and mega-caps

tor focus has shifted back toward other market 
drivers.

Leadership off the low has been overwhelm-
ingly cyclical over defensive. The chart 
below highlights that cyclical Growth sectors 
have outperformed both cyclical Value (second 
clip) and defensive/ bond proxies (fourth clip) 
since the April bottom. While the trends from 
the low have been decisive, all three ratios 
remain near the middle of their long-term 
ranges.

In this report, we examine key factors that 
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Technical Update
S&P 500 futures plunged and oil 
futures soared on news of Israeli 
airstrikes against the Iranian nuclear 
infrastructure. Markets often react 
negatively to crises but recover over 
the following months. In 56 crisis 
events since 1919, the DJIA has fallen 
an average of 7.1% during the crisis 
period but gained 9.4% six months 
later and 15% one year after. The re-
action to Liberation Day is on track to 
follow the pattern. The DJIA plunged 
10.9% from April 2-8 but has recouped 
all the losses and then some, gain-
ing 14.1% since. How the market 
reacts to the latest news depends 
on the fundamentals on the ground, 
but history suggests any short-term 
losses should be recouped over the 
intermediate term.

Growth leadership since the April low
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Current Recommendations

Sector Position Recommended Benchmark

Consumer 
Discretionary

14% 10.6%

Communication 
Services

9% 9.2%

Consumer 
Staples

6% 6.5%

Financials 12% 12.6%

Health Care 12% 12.1%

Industrials 9% 8.5%

Real Estate 2% 2.3%

Technology 30% 30.1%

Utilities 3% 2.3%

Energy 2% 3.7%

Materials 1% 2.3%
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could shape leadership trends in the second 
half, including monetary and fiscal policy 
actions, the direction of interest rates, mega-
cap stock performance, and global trade 
developments. These drivers will likely help 
determine whether the above ratios break 
out or stay in their multi-year ranges.

Monetary policy 
While economic growth and inflation have 
continued to trend lower, tariff uncertainty 
has kept the Fed on the sidelines. The last 
rate cut was on December 18, and Fed Funds 
Futures now point to September as the most 
likely meeting for the Fed to resume easing.
Pauses in easing cycles, defined as breaks of 
six months or more between rate cuts, have 

been relatively rare. Only seven of the Fed’s 
104 post-WWII rate cuts have met the pause 
criteria. While pause periods often coincide 
with weak market returns and a tilt toward 
defensive leadership, the chart below shows 
that equities have historically rallied follow-
ing pauses (blue line), with leadership skew-
ing more cyclical than defensive (orange 
line), on average. This suggests the resump-
tion of rate cuts should serve as a bullish 
tailwind for equities in the second half.

Fiscal policy 
President Trump’s messy rollout of tariffs in 
April triggered a spike in policy uncertainty 
and market volatility. While investors contin-
ue to monitor trade negotiations, particularly 

with China, the market has largely priced out 
the most bearish scenario of a major break 
of global trade and supply chains.

The passage of the “One, Big, Beautiful Bill” 
would help alleviate uncertainty and give 
the economy a boost to withstand tariff 
impact. Our macro team estimates that 
the combined effect of tax cuts and tariffs 
will deliver a net fiscal stimulus, which 
should act as a tailwind for equities. Draw-
ing on Trump’s first term as an analog, tax 
cuts could tip the scale in favor of cyclical 
leadership, mirroring the 2017 period when 
Congress worked toward passing the Tax 
Cuts and Jobs Act
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Resumption of Fed easing bullish for stocks and cyclicals
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S&P 500 and Broad Cyclical / Defensive Ratio Around First Cut Following Easing Cycle Pauses of Six Months or More

-12 -11 -10 -9 -8 -7 -6 -5 -4 -3 -2 -1 0 1 2 3 4 5 6 7 8 9 10 11 12
89

90

91

92

93

94

95

96

97

98

99

100

101

102

103

104

105

106

107

108

109

110

111

112

113

114

115

116

117

118

89

90

91

92

93

94

95

96

97

98

99

100

101

102

103

104

105

106

107

108

109

110

111

112

113

114

115

116

117

118
S&P 500
Broad Cyclical / Defensive Ratio

Source:   Ned Davis Research, Inc., S&P Dow Jones Indices

First Cut After Pause:
01/19/1976, 11/22/1976, 07/20/1982, 03/07/1986, 07/13/1990,
11/06/2002, 06/25/2003

First Cut After Pause

Months Prior | Months Post

S&P 500

Cyclical 
sectors / 
defesnive 

sectors



J U N E  1 3 ,  2 0 2 5 3Please see important disclosures at the end of this report.

3      |      N E D  D A V I S  R E S E A R C H

S E C T O R  B R I E F I N GN D R

Risks 
At the start of the year, market concentration 
was at record highs at the same time the 
Mag 7 faced slowing earnings growth and 
elevated valuations. While the S&P 493 are 
still expected to close the gap on the Mag 7’s 
earnings growth lead, the recent correction 
reduced much of the relative overvalu-
ation.

However, concentration remains elevated 
at the index level, with the top 10 stocks 
making up 37% of the S&P 500. Concentra-
tion is even more extreme at the sector level, 
making it difficult for Technology, Consumer 
Discretionary, and Communication Services 
to outperform when mega-caps are under 

pressure. The outsized influence of the 
group represents a risk if sentiment 
turns negative again in the second half.

Additionally, the combined effects of tax 
cuts and tariffs are likely to fuel inflationary 
pressures over the near-to-intermediate 
term, potentially keeping upward pressure 
on bond yields.

Since the Liberation Day tariff announce-
ment, yields have risen sharply, approaching 
levels that have historically posed risks to 
equities. Rapid increases in yields have also 
tended to be bearish for cyclical sector lead-
ership. If yields break out in the second 
half, both the equity rally and cyclical 

rotation could be at risk.

Another potential risk for cyclical leadership 
is the negative momentum Technology ex-
perienced to begin the year. The chart below 
shows that following prior cases of Technol-
ogy trailing the S&P 500 by more than 8% 
during the first three months of a year, Tech 
weakness has tended to persist, on average 
(blue line). While short-term bounces have 
been common, the sector consistently 
remained weak through Q3. 

Given Technology represents 32% of the 
S&P 500, if the sector succumbs to the 
tendency, it will be a drag on stocks in 
the second half of the year.

 More than an oversold bounce from Tech?
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Q1 Ends

Months Prior | Months Post

1986-03-31 Technology / S&P 500
1988-03-31 Technology / S&P 500
1989-03-31 Technology / S&P 500
2001-03-30 Technology / S&P 500
2002-03-28 Technology / S&P 500
2013-03-31 Technology / S&P 500
2025-03-31 (Current) Technology / S&P 500
Aggregate: Average Technology / S&P 500

Averages indexed to 100 at the end of Q1.

Source:  S&P Dow Jones Indices

Dates
S&P 500 Technology/S&P 500 (%) After:

-3 MONTHS 3 MONTHS 6 MONTHS 9 MONTHS

1986-03-31 -10.82 -6.04 -5.73 -12.12

1988-03-31 -10.31 6.95 -5.70 -6.27

1989-03-31 -11.55 -3.57 -11.70 -18.82

2001-03-30 -15.43 6.38 -17.95 0.88

2002-03-28 -8.25 -14.37 -20.77 -10.30

2013-03-31 -8.17 -1.76 -0.40 0.25

2025-03-31 -8.60

Mean -10.45 -2.07 -10.38 -7.73

Median -10.31 -2.66 -8.72 -8.28
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Recommendations
NDR’s sector team uses a quantitative sector model as the primary guide to deriving our recommendations.  The 
model is designed to identify sectors and industries with the strongest fundamental (macro, economic, valuation, 
profitability) and technical price trends.  Our team uses the model as the framework for our tactical shifts around 
longer-term fundamental themes.  As a discipline, our recommendations are put on a “short leash” if they rank 
opposite the model’s top and bottom quintiles, unless industry-specific influences can be shown to dominate.

Some sectors receive “over-,” “market-,” or “under-” weight recommendations, which means that the research firm 
recommends that more, the same, or less of the sector should be held in your portfolio than is held in the market.

Defi nitions
S&P 500 Index.  A capitalization-weighted stock index of 500 of the largest and best known common stocks.  The 
S&P 500 is one of the most quoted indexes, and is the often used as a benchmark for the stock market.
Alpha.  The remaining portion of excess return after compensating for market risk.
Price-to-Earnings (P/E) Ratio.  The price of a stock divided by its earnings.  Also known as Price Multiple.
Price/Earnings to Growth (PEG) Ratio.  A stock’s price-to-earnings ratio divided by the growth rate of its earnings 
for a specified time period. The price/earnings to growth (PEG) ratio is used to determine a stock’s value while taking 
the company’s earnings growth into account, and is considered to provide a more complete picture than the P/E 
ratio.
Return on Equity (ROE).  The amount of net income returned as a percentage of shareholder equity.  Return on 
equity measures a corporation’s profitability by revealing how much profit a company generates with the money 
shareholders have invested.  
Basis Point.  One hundredth of a percent.  Used when describing change in yield.  There are 100 basis points in 1%.
Price-to-Dividend.  The price of a stock divided by the amount of dividends per share paid by the company each 
year.  It is a measure of the return on investment for a stock.

ALPS Portfolio Solutions Distributor, Inc., a registered broker-dealer, is distributor for the Select Sector SPDR 
Trust.
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