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In Brief:

 ■ There are serious macro risks ahead, particularly on the growth front, with signs of a 

slowdown under way. 

 ■ Tariff-induced distortions are complicating the interpretation of economic data, potentially 

masking underlying growth vulnerabilities.

 ■ Equity markets may be mispricing risks given weak sentiment and elevated valuations.

 ■ To help navigate the current uncertainty, investors may be encouraged to prioritize 

resilience by focusing on high-quality investments, adopting a defensive approach and 

maintaining strict valuation discipline. 

1. Market Backdrop

Following a period of economic resilience post-pandemic, the United States is potentially facing 

an economic ‘air pocket’ — a temporary slowdown triggered by growth-depleting policy shocks 

such as tariffs, immigration restrictions and budget cuts. Some of these measures may initially be 

inflationary due to a one-off price shock but are likely to be moderated by lower energy costs and 

potential demand destruction.

2. Decoding the Signals

Emerging signals may suggest caution in the period ahead. A sharp decline in freight traffic 

from China and a record trade deficit indicate front-loaded demand and preemptive stockpiling. 

Forward-looking indicators such as consumer sentiment and manufacturing PMIs are notably 

negative. The record trade deficit suggests that the robust economic data may be a result of 

demand being pulled forward in anticipation of future higher prices. 

The full impact of these policies on services and other economic sectors remains uncertain 

pending further clarity from policymakers.
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3. The Unwanted Supply Shock

The worst-case scenario for the US may be a major supply shock. Supply shocks tend to be 

more economically disruptive than demand-side shocks as they ripple through supply chains. 

Companies are now withdrawing earnings guidance, a euphemism for “we have no idea,” or 

are providing alternative scenarios. This conservative approach does not necessarily reflect 

pessimism but rather a realistic adaptation to an unpredictable environment. This is important 

because profits drive employment and capital expenditure, both of which are required to generate 

economic growth. Corporations ultimately need clarity on the rules of engagement before 

committing to meaningful capital investment and hiring.

Decades of financialization and supply chain optimization have supported record corporate 

profitability. Importing cheap goods has raised living standards while exporting financial assets 

from those recycled dollars. All of this is now potentially under threat, and a fundamental 

recalibration is unlikely to come about without significant consequences. 

4. A Market Pricing in Optimism Amid Uncertainty

The market seems to be pricing in a tariff u-turn. Despite the uncertainty over the duration 

and scope of tariffs, the S&P 500 has nearly returned to its pre-April 2 levels, and while earnings 

growth expectations for 2025 have been revised downward, they remain robust at around 9%. 

However, high market multiples, deteriorating sentiment and reactive (rather than strategic) 

policy shifts pose market risks, in our view. Historically, weak sentiment typically presents buying 

opportunities, but only when valuations are also low, which is currently not the case. The risk of 

retaliatory tariffs beyond China remains and even a retreat from much of these policies may leave 

some scar tissue in the near term, which does not seem to be properly priced in at this juncture.

The weaker dollar, however, is supportive for some as approximately 40% of the S&P 500 earnings 

come from offshore and we are yet to see the pro-growth aspects of the reconciliation bill like the 

mooted ability to write off new plant, equipment and buildings in year one rather than deprecated 

over their lifetime.

Given the potential range of outcomes, the market seems somewhat sanguine about what can 

happen and confident about what will happen from here. While waiting for more policy clarity, 

unemployment is a key indicator to watch, and any meaningful rise is likely to be a concern for 

equity investors as that could signal falling consumer demand for goods and services. Another 

area to watch is widening credit spreads as a sign of deteriorating corporate health.
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5. Strategic Positioning: Own What You Can Explain

Our base case is a range-bound market and continued volatility in the absence of elevated 

policy clarity. However, that could change for the positive or negative with a tweet. Admittedly, 

the market outlook is uncertain in the near term. On this basis, we suggest a shift in focus from 

conjecturing about what the US Federal Reserve or the White House may do next to focusing 

on assessing corporate resilience and evaluating what companies can withstand. Investment 

should probably be directed towards companies with strong pricing power, robust balance sheets 

and operational flexibility, in our view. We believe that leverage, especially in cyclical sectors, 

is best avoided. Investors may consider using market volatility to enhance the quality of their 

portfolios and stress-test their investment assumptions, including earnings projections, margin 

sustainability, debt servicing and capital expenditure plans.

6. Conclusion: Embrace Uncertainty, Don’t Fear It

Current market conditions do not signal an impending collapse. This is not COVID or 

the Global Financial Crisis, but investors need to contend with a recalibration of earnings 

expectations, supply chain operations and the definition of corporate resilience in a less 

globalized, more contentious economic landscape. In our view, embracing uncertainty —  

rather than fearing it — is the cost of compounding wealth. Investors may want to approach this 

environment with disciplined investment strategies, focusing on long-term growth through 

quality and stability rather than short-term gains. To us, equity investing was never about 

certainty; it was always about conviction in the face of uncertainty. 



Equity Insight

May 2025

FOR INSTITUTIONAL AND INVESTMENT PROFESSIONAL USE ONLY

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to 
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

Diversifi cation does not guarantee a profi t or protect against a loss. Past performance is no guarantee of future results.

GLOBAL DISCLOSURE

Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affi liates and may be registered in certain countries.

Distributed by:

U.S. – MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America – MFS International Ltd.; Canada – MFS 
Investment Management Canada Limited.; Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private limited 
company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct 
Authority. MIL UK, an indirect subsidiary of MFS®, has its registered offi ce at One Carter Lane, London, EC4V 5ER.; Note to Europe (ex UK and Switzerland) readers: Issued in Europe 
by MFS Investment Management (Lux) S.à r.l. (MFS Lux) – authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide 
products and investment services to institutional investors and is registered offi ce is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be 
circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance 
or distribution would be contrary to local regulation; Singapore – MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand – MFS International Australia Pty Ltd 
(“MFS Australia”) (ABN 68 607 579 537) holds an Australian fi nancial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.; 
Hong Kong – MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). 
MIL HK is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defi ned in the 
Securities and Futures Ordinance (“SFO”).; For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, 
Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide fi nancial management consulting services.; 
Japan – MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust 
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period 
and market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fl uctuation and investors may lose 
the principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before 
making the investments. For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth 
individuals only. In Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional investors. The information contained 
in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a 
fi nancial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate, no responsibility can be accepted for any 
errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the consent of MFS international 
U.K. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the 
public. The information contained in this document, may contain statements that are not purely historical in nature but are “forward-looking statements”. These include, amongst other 
things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some of which are described in other relevant documents 
or materials. If you do not understand the contents of this document, you should consult an authorised fi nancial adviser. Please note that any materials sent by the issuer (MIL UK) have 
been sent electronically from offshore. South Africa – This document, and the information contained is not intended and does not constitute, a public offer of securities in South Africa 
and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been approved by the Financial Sector 
Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.

The views expressed herein are those of the MFS Strategy and Insights Group within the MFS distribution unit and may differ from those of MFS portfolio managers and research analysts. These 
views are subject to change at any time and should not be construed as the Advisor’s investment advice, as securities recommendations, or as an indication of trading intent on behalf of MFS. 
No forecasts can be guaranteed. 
Keep in mind that all investments carry a certain amount of risk including the possible loss of the principal amount invested.

MFSE_FLY_3590819_5_25
61843.1


