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Addressing Causes of Recent Market Volatility 
 

Last week was a challenging week for 
U.S. equity investors. The Dow Jones 
Industrial Average posted two back to 
back days of a 1% or more decline for 
the first time in six months. The S&P 
500 hit a record high and retreated. 
The Russell 2000 and 2500 Index 
turned negative year to date and 
volatility as measured by the VIX 
Index saw its biggest weekly jump this 
year. In this weekly, we outline the 
reasons behind the recent volatility 
and what we expect going forward.   

• Economic data: Several key 
economic reports have come in 
weak. The housing market 
continues to be challenged by high 
rates and thin inventories. Leading 
indicators have turned negative. 
Consumer confidence has fallen 
sharply. Retail sales dropped in 
January and consumers are 
increasingly worried about the 
inflation trajectory.  

• Earnings downgrades: Walmart 
fueled the late week sell off after 
warning about consumer behavior 
and revising guidance for 2025 
earnings lower. In fact, the S&P 500 
consensus 2025 earnings estimate 
has fallen from $272 to $269 since 
year end 2024.   

• Seasonality: Seasonality may also 
play a part in equity weakness. 
Going back to 1945, February has 
been the second worst month for 
equity performance (behind 
September) and only positive ~50% 
of the time. The average decline in 
year one of the Presidential term is 
even worse (-1.1% vs. -0.2%).  

• Inflation fear: The Fed confirmed 
their concern with the progress on 
inflation in their Meeting Minutes 
last week. In addition, consumers 
are increasingly concerned with 
inflation as seen by long-term 
inflation expectations jumping to 
the highest level since 1995 (per U. 
of Michigan Survey).    

• Valuations: As we entered 2025, 
U.S. equity valuations (P/E 
multiple) were pricing in a perfect 
economic soft landing, a seamless 
Trump transition, Fed rate cuts and 
double-digit earnings growth. This 
optimism is fading as earnings are 
being revised lower, the economy 
is slowing, and  inflation keeps the 
Fed on the sideline. Aside from the 
brief spike around the pandemic, 
last week the forward PE for the 
S&P 500 touched the highest level 
since the dotcom bubble.  

• Political uncertainty: Trump’s 
swift moves to start delivering on 
his campaign promises have 
contributed to the uncertainty for 
consumers, investors and 
businesses. According to the 
Federal Register, President Trump 
has signed ~70 executive orders in 
his first month in office, more than 
any other President this early in his 
term. In addition, efforts from the 
DOGE committee are fueling 
concern over economic growth.  

The Bottom Line: 
Economic data has highlighted our 
view of a slowdown in growth in 
1H25, especially the consumer. In 
addition, the Fed is likely to remain on 
hold through 1H25 at least. Equities 
are resetting valuations to reflect 
these changing dynamics. Typically 
when this happens, volatility 
increases and opportunities can 
arise. We still think there is more 
downside in the near term to U.S. 
large cap stocks as realism on the 
economic and earnings trajectory 
starts to overshadow momentum and 
the fear of missing out.     

Key Takeaways: 
• Volatility picks up in U.S. markets.  

• Economic outlook cloudy. 

• Inflation a stubborn issue. 

• A valuation correction was overdue.  

• Political uncertainty contributing to mixed outlook.  
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Weekly Economic Recap – 
Housing still struggling; Fed on hold  

Homebuilder sentiment according to the 
National Association of Homebulders fell to a 
five month low in February. Concerns over 
high mortgage rates and tariffs led the Index 
lower. The expectations gauge posted its 
largest drop since the start of the Covid 
pandemic (-13 pts.). Confidence dropped 
among builders across all four U.S. regions, 
but confidence among builders in the 
Northeast fell by the most since April 2020.  

Housing starts slowed in January as builders 
grow concerned over mortgage rates and 
material costs. Construction fell 9.8% from 
the prior month to an annualized pace of 
~1.37 million homes.  

The minutes from the Federal Reserve's 
January meeting indicated the overwhelming 
support to keep policy rates unchanged until 
further progress on inflation is seen. Members 
continue to see upside risks to the inflation 
outlook, citing "the possible effects of 
potential changes in trade and immigration 
policy.” The minutes also indicated "firms 
would attempt to pass on to consumers higher 
input costs arising from potential tariffs.”  

The final reading on February’s University of 
Michigan Consumer Sentiment Index showed 
confidence fell for the second consecutive 
month and dropped to a 15 month low. 
Confidence on the current economic 
conditions and future expectations on the 
economy declined. The expectations 
component fell at the fastest rate since 
October 2023. In addition, long term inflation 
expectations (5-10 years) rose to the highest 
level since April 1995. 

 

Weekly Market Recap – 
U.S. Equities Underperform Global Counterparts on Tariff Fears and 
Geopolitical Uncertainty 

Equities: The MSCI AC World Index was lower for the first time in three 
weeks. Investors digested the latest round of tariff rhetoric from President 
Trump as well as geopolitical headlines as he attempts to end the war in 
Ukraine. Emerging markets outperformed developed markets led by 
Chinese tech earnings, which came in better-than-expected. Major 
averages in the U.S. were lower as investors digested the latest Fed 
meeting minutes and sentiment broadly declined.  

Fixed Income: The Bloomberg Aggregate Index was higher for the sixth 
straight week. Investors parsed through the lasted Fed commentary, as 
well as disappointing economic data which sent yields lower (prices 
higher). All the major sectors rose for the week but high yield was flat.        

Commodities/FX: The Bloomberg Commodity Index was higher for the third 
straight week. Gold prices continued to carry commodity performance as 
investors flock to safe-haven assets amid geopolitical and tariff 
uncertainty. Natural gas prices were higher for the second straight week 
on increased demand given extreme cold weather in the U.S.      

Key Takeaways: 
• Homebuilder sentiment falls to a five-month low.  

• Fed keeps rates unchanged until progress on inflation. 

• Consumer confidence plummets.      

• U.S. equities weigh on global performance; China tech higher. 

• Bonds gain on weak economic data. 

• Commodities supported by safe-haven demand.  

Long Run Inflation Expectations Surge 

Footnotes: Data is as of February 2025. 
Data Source: FactSet Research Systems, Verdence Capital Advisors. 
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Dow Jones 
Industrial 
Average 

43,428  -2.5% -1.2% -0.6% 14.5% 2.3% 
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MSCI AC 
World 
(USD) 

875  -1.1% 1.3% 3.0% 18.7% 4.1% 

S&P 500 6,013  -1.6% -0.5% 1.4% 22.3% 2.4% 
MSCI EAFE 

(USD) 
2,443  -0.1% 5.3% 7.8% 11.0% 8.2% 

Russell 
1000 

Growth 
4,075  -2.8% -1.1% 3.0% 26.8% 0.9% 

MSCI 
Europe ex 
UK (USD) 

2,746  -0.1% 6.6% 11.0% 10.5% 11.6% 

Russell 
1000 Value 

1,894  -0.9% -0.6% -1.2% 16.3% 4.1% 
MSCI Japan 

(USD) 
4,059  1.0% 4.7% 5.7% 6.3% 3.3% 

Russell 
Midcap 

3,589  -2.6% -3.2% -3.5% 15.7% 1.7% 
MSCI UK 

(USD) 
1,300  -0.4% 4.4% 6.8% 17.1% 7.2% 

Russell 
2000 

2,195  -3.7% -5.2% -6.9% 11.6% -1.4% 
MSCI EM 

(USD) 
1,147  2.0% 6.2% 6.1% 15.1% 6.9% 

Nasdaq 19,524  -2.5% -1.1% 3.1% 26.2% 1.2% 
MSCI Asia 
ex Japan 

(USD) 
747  2.4% 6.3% 6.0% 19.5% 6.2% 
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U.S. 
Aggregate 

4.8% 0.3% 1.2% 1.2% 5.0% 1.5% 
Bloomberg 
Commodity 

Index 
260 1.0% 3.7% 9.2% 16.3% 8.8% 

U.S. 
Govt/Credit 

4.7% 0.3% 1.1% 1.2% 4.7% 1.4% 
Crude Oil 
(USD/bbl) 

$70.4  -0.5% -4.3% -0.8% -6.1% -1.3% 

U.S. 10 
Year 

Treasury 
4.4% 0.5% 1.4% 1.1% 3.3% 1.8% Gold ($/oz) $2,936.1  1.5% 6.1% 8.2% 44.4% 12.0% 

U.S. TIPS 
(1-10YR) 

4.5% 0.3% 1.3% 1.6% 5.9% 1.9% Copper $456.0  -2.3% 5.5% 11.5% 17.4% 13.2% 

U.S. High 
Yield 

7.2% 0.0% 0.5% 1.6% 10.1% 1.6% Wheat $604.0  2.0% 5.7% 4.2% -1.9% 7.4% 

EM Bonds 
(USD) 

6.5% 0.1% 1.3% 1.6% 9.5% 1.8% U.S. Dollar 107 -0.2% -0.9% -1.0% 2.5% -1.8% 

Municipal 
Bonds 

3.6% 0.2% 0.9% 0.3% 2.6% 0.9% VIX Index 18.2 23.3% 20.9% 7.9% 18.7% 5.0% 

 

 

 

 
 
 

 
 
 
 
 
  

Volatility Spikes as U.S. Markets Lead Sell Off 

Footnotes: Data is as of February 21, 2025. 
Data Source: Bloomberg Finance LP, Verdence Capital Advisors. 
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Disclaimer: 
© 2025 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC.  Reproduction without permission is not permitted. The indexes presented are 
unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor can it be invested in directly. An investment’s portfolio may differ significantly from 
the securities in the index.  
 
This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources 
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any 
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to 
change without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal, 
or tax advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future 
performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be 
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any 
discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only 
for sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily 
marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors, 
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot 
invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice 
regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such 
material. Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any 
responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be 
entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such 
research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the 
accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change without notice at any time. Verdence Capital does not provide 
tax, or legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular 
investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed income investments are subject to various other risks 
including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors. Lower rated securities are 
subject to greater credit risk, default risk, and liquidity risk. Commodity‐related products, including futures, carry a high level of risk and are not suitable for all investors. Commodity‐
related products may be extremely volatile, illiquid and can be significantly affected by underlying commodity prices, world events, import controls, worldwide competition, 
government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for information purposes only and is not intended for trading 
purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance on any content.  

 


