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(From “The Times They Are A-Changin’” by Bob Dylan, 1964) 
Regular readers of our blogs know we have been saying for several months that the US 
stock market was “priced for perfection” and due for a dip, especially the mega-cap tech 
stocks. We may well be working our way through that moment right now. 

In this blog we try to make sense of what is happening and where we might go from here. 
This may feel a little longer than most of our blogs, but that is simply because we will be 
using more charts and graphs. Let’s dive in. 

And don't speak too soon for the wheel's still in spin 
And there's no tellin' who that it's namin' 
For the loser now will be later to win 
'Cause the times, they are a-changin'  

(From “The Times They Are A-Changin’” by Bob Dylan, 1964) 
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Historic Market Rally 

First, a little history. From the end of the Great Financial Crisis (GFC) in 2009 (and the 
beginning of the zero-interest rate regime) until roughly the end of 2024 (with hiccups along 
the way in 2020 and 2022), equity markets enjoyed an almost unprecedented global rally – 
especially here in the US. 

Source: Ycharts, data from January 1, 2013 through December 31, 2024. You cannot invest in an index and past 
performance is no guarantee of future results. 

Excess liquidity, generally positive economic conditions (except during the Covid years), and 
the boom in Artificial Intelligence were primary catalysts to this rally, especially for the 
“mega-cap tech” stocks that were first movers into AI. 

You can see that reflected in the skyrocketing performances of the NASDAQ-100 and S&P 
500 indexes in the chart above. Also notable in the chart is the positive but lagging 
performance of the Developed International (EAFE) and Emerging (EM) Markets. 
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Current Market Volatility 
 
But the times they may be a-changin.’ Since mid-February, the VIX has been quickly 
climbing to 30, indicating growing investor stress and market volatility.  
 

 
Source: Ycharts, YTD through March 7, 2025. You cannot invest in an index and past performance is no guarantee of 
future results. 
 
Take a look at YTD performances so far in 2025 as well. 
 

 
Source: Capital Spectator, as of March 5, 2025. ETFs listed are for illustration and comparison purposes only, and do 
not represent specific investment or product recommendations, or investment advice. Past performance is no 
guarantee of future results.  
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The primary driver of US underperformance has been the fall-off of those mega-cap tech 
stocks (as they represent 35-40% of the entire index market cap). As we’ve written, these are 
fine companies that were carrying remarkably high valuations, and that it would not take 
much to take some air out of their tires. We further suggested that any decline in these 
stocks would have an amplified effect on the index performance. Well, here we are. 
 

 
Source: Ycharts, YTD performance through March 7, 2025. Past performance is no guarantee of future results. 
 
Within the US, we believe there are several catalysts for this recent decline: 
 

1. Frothy valuations, as discussed above 
2. Uncertainty over the future direction of the US economy, which seems to be cooling 
3. Uncertainty over future Fed policy – will it cut rates again and, if so, when? This 

group of stocks are interest-rate sensitive and tend to perform better in a lower rate 
environment. 

4. Uncertainty over the direction and effectiveness of Trump’s stated regulatory, tax, 
and tariff policies. In his first two months President Trump has been somewhat 
chaotic in his tariff approach, often changing his mind very quickly.  

 
 
 
 
 
 
 
 
 
 
 
 

https://certuity.com/research/q1-risk-factor-performance-review/
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This creates uncertainty for market players, and uncertainty is what investors dislike most. 
You can see this clearly if we just focus on the YTD performances of the three primary US 
indexes. 

Source: Ycharts, YTD performance through March 7, 2025. Past performance is no guarantee of future results. 

There may be another force at play as well – the resurgence of the Chinese tech market as 
the Chinese government seeks to re-catalyze this market to better compete with the US – 
after years of repressing this same market for political purposes. 

Source: WisdomTree and Jeff Weniger, data from December 31, 2023 through March 6, 2025. Past performance is no 
guarantee of future results. 
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And it’s not just asset classes that may be rotating. Regular readers know we believe not 
just in asset class diversification but also risk factor diversification. Rotation seems to be a 
primary theme this year. 
 

 
Source: Capital Spectator, as of March 6, 2025. ETFs listed are for illustration and comparison purposes only, and do 
not represent specific investment or product recommendations, or investment advice. Past performance is no 
guarantee of future results.  
 
While we are not seeing any rotation between large and small cap stocks (yet), it is 
interesting to see that dividends, value, and quality currently occupy three of the top four 
performing YTD large cap factors, after years in the doldrums. 
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One last performance comparison we will make is the performance of large, mid, and small 
cap stocks within the US, as well as a comparison of large growth stocks to large cap value 
stocks. 

Source: Ycharts, YTD performance through March 7, 2025. You cannot invest in an index and past performance is no 
guarantee of future results. 

Despite the nosedive large cap growth stocks have taken this year, small cap stocks have 
fallen further. Why? For several of the reasons the mega-cap tech stocks have – uncertainty 
over the economy, interest rates, and tariffs. We will revisit this when we examine the 
comparative valuations of these different asset classes. 

Market Outlook 

So, what might we expect from here? 

In looking forward as we move through 2025, we will focus on two primary things – earnings 
and valuations. We recognize that other things can affect market performance (economic 
conditions, policy changes, geopolitical issues, etc.) but we will focus on the two most 
important company-specific ones. 
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Earnings 
 
Let’s begin with earnings. The Q4 2024 earnings season is not quite over, but the results so 
far and the expected ones that are still outstanding are positive. As we move through 2025, 
revenues and earnings are expected to remain quite positive, though perhaps not as robust 
as Q4. 
 

 
Source: Zachs Earnings Report for the S&P 500, as of March 5, 2025. The green lines are earnings, and the orange 
lines are revenues. Solid bars represent actual results. The hatched bars are estimates, and therefore subject to 
change. 
 
Note the growth expected in 2025 despite expected flat revenues. One way to potentially 
interpret this is that the market is pricing in significant productivity gains as AI gains traction.  
 
The technology sector itself is expected to see a dramatic cooling of its revenues and 
earnings. 
 

 
Source: Zachs Earnings Report, as of March 5, 2025. The green lines are earnings, and the orange lines are revenues. 
Solid bars represent actual results. The hatched bars are estimates, and therefore subject to change. 
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We see significantly different revenue and earnings expectations between large, mid, and 
small cap US stocks, especially in small caps. 
 

 
Source: Compustat, FactSet, FTSE Russell, NBER, J.P. Morgan Asset Management. The S&P 500 is used for large 
caps. The Russell Mid Cap is used for mid cap. The Russell 2000 is used for small caps. Data for the percent of 
unprofitable companies in each index are from the following quarters: Tech bubble = 4Q01, Financial crisis = 4Q08, 
COVID-19 = 1Q20 and Current = 4Q24. JP Morgan Guide to the Markets – U.S. Data are as of March 6, 2025. 2022 and 
2023 are actual numbers, all others are forecasts and subject to change. 
 
Outside the US, earnings are also expected to be positive this year, though not as strong as 
in the US. 
 

 
Source: JP Morgan Guide to the Markets, as of March 5, 2025. Data sources: FactSet, MSCI, Standard & Poor’s, J.P. 
Morgan Asset Management. Next 12 months consensus estimates are based on pro-forma earnings and are in U.S. 
dollars. These are forecasts and subject to change. 
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Valuations 

 
Next, let’s look at valuations. We begin with a look at market valuations in the US, carving 
out the mega-cap tech stocks. We can see how these stocks have dragged up the overall 
valuation of large cap stocks, but we can also see the decline in mega-cap stock valuations 
during the recent downturn. 
 

 
Source: Yardeni Research, as of March 7, 2025. 
 
Here we look at the valuation differentials for large cap growth vs. large cap value stocks. 
The gap remains wide but has begun to narrow. 
 

 
Source: Yardeni Research, as of March 7, 2025, data through February 27, 2025. 
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In the US, we see valuations are still elevated but returning to earth. Outside the US, most 
major markets are trading well within their historical averages (with International small caps 
trading at the most attractive relative valuation). 

Source: The Eaton Vance “Beat Report” for March 2025. Data source: FactSet as of 2/28/25. NTM P/E is market 
price per share divided by expected earnings per share over the next twelve months. Data provided is for 
informational use only. These are forecasts and estimates and therefore subject change. 

Summary 

Here’s a summary of our thoughts on the investment implications: 

1. The US and global economy remain positive but show signs of slowing.

2. Uncertainty over tariffs, regulations, taxes, and geo-political events have resulted in
a spike in volatility – something overly complacent investors have not seen in a
while.

3. While the mega-cap tech stocks continue to dominate market performance, we may
be witnessing a market rotation into more diversified asset classes and risk factors –
specifically large cap value, dividends, and non-US markets.

4. Earnings in the US are expected to be solid in 2025, though revenues are projected
to be stable – perhaps pricing in expected productivity gains from AI.

5. As believers in global diversification, we believe investors should be considering
reallocating some of their gains in large cap growth stocks into a more diversified
mix of asset classes and risk factors – including US small caps, even though this
hasn’t shown up in the numbers yet. But the valuation dispersions are as wide as
they’ve ever been, and history suggests that markets almost always mean revert.

6. More risk tolerant investors might consider international small cap stocks, which
currently are trading at the best relative value compared to other markets.

We hope you find this useful and, as always, feel free to reach out directly with any 
questions or follow up. 
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Legal Disclaimer 

Certuity, LLC, a Delaware limited liability company (“Certuity”), is an investment adviser registered with the U.S. Securities and 
Exchange Commission (“SEC”). Registration of an investment adviser does not imply any specific level of skill or training and 
does not constitute an endorsement of the firm by the SEC. Certuity® is a registered trademark of Certuity Holdings, LLC.  

This presentation is intended solely for the person to whom it is delivered by Certuity. This presentation is confidential and may 
not be reproduced, in whole or in part, or redistributed to any party in any form, without the prior written consent of Certuity. The 
information enclosed in this presentation is confidential. By accepting it, you agree to treat it as such and any unauthorized use, 
reproduction, distribution or disclosure of this presentation or the information enclosed herein, in whole or in part, without the 
prior written consent of Certuity is strictly prohibited. 

The information contained herein is for informational purposes only to describe certain of our investment strategies and related 
market commentary. The attached should not be construed to provide any specific investment advice to you or to recommend 
the purchase of any securities or other assets described herein and should not be relied upon for purposes of making any 
investment decision. This presentation does not constitute, and should not be construed to constitute, an offer to sell, or a 
solicitation of any offer to buy, interests in any investment or private investment fund advised and administered by Certuity. 
Investors wishing to pursue any of the investment strategies described herein must obtain and review offering documents and 
other materials describing the investment or investment strategy. In addition, this presentation is not intended to serve as the 
basis for any contract to purchase or sell any security, or other instrument, or to enter into or arrange any type of transaction as 
a consequence of any information contained herein. 

Certain information contained herein has been obtained or derived from unaffiliated third-party sources believed by Certuity to 
be reliable. Neither Certuity nor any of its affiliates or representatives makes any representation or warranty, express or implied, 
as to the accuracy or completeness of the information contained herein and nothing contained herein may be relied upon as an 
indicator or representation as to prior or future performance.  

Some of the materials contained herein may be characterized as “forward-looking statements”, which can be identified by the 
use of forward-looking terminology such as “may”, “will”, “should”, “expect”, “anticipate”, “target”, “project”, “estimate”, “intend”, 
“continue” or “believe” or the negatives thereof or other variations thereon or comparable terminology, and which may include, 
among other things, projections of future performance, estimates, forecasts, scenario analysis, or pro forma information. These 
forward-looking statements reflect Certuity’s views with respect to future events. Actual returns and results could differ 
materially from those in the forward-looking statements as a result of changes in assumptions, market conditions, and other 
factors beyond Certuity’s control. Investors are cautioned not to place undue reliance on such information. No representation or 
warranty, express or implied, is made or can be given with respect to the accuracy, completeness, fairness, reliability, or 
suitability of any information included herein. Furthermore, no representation or warranty is made that the information presented, 
including the views expressed, will be realized as a result of implementing the investment strategy and proposed fund structure. 
Additionally, there is no obligation to update, modify or amend this report or to otherwise notify the recipient in the event that 
any matter stated herein changes or subsequently becomes inaccurate. 

Products and/or services offered by Certuity are not deposits or other obligations of Certuity, are not endorsed or guaranteed 
in any way by Certuity or any banking entity and are not insured by the Federal Deposit Insurance Corporation or any other 
government agency. Certain products and services may have restrictions on their transfer or sale. There can be no assurance 
that actual returns and results will not be materially lower than those presented. Any prior investment results or returns are 
presented for illustrative purposes only and are not indicative of the future returns of the issuers of the securities described 
herein. An investment in any Certuity product or investment service involves a high degree of risk and could result in the loss of 
your entire investment.  

All analyses and projections depicted herein are for illustration only and are not intended to be representations of performance 
or expected results. The results achieved by individual clients will vary and will depend on a number of factors including 
prevailing dividend yields, market liquidity, interest rate levels, market volatilities, and the client's expressed return and risk 
parameters at the time the service is initiated and during the term. Past performance is not a guarantee of future results. 

Stock values fluctuate in response to the activities of individual companies and general market and economic conditions. Bond 
values fluctuate in response to the financial condition of individual issuers, general market and economic conditions, and 
changes in interest rates. In general, when interest rates rise, bond values fall, and investors may lose principal value. Certain 
investment strategies tend to increase the total risk of an investment (relative to the broader market). Alternative investments, 
such as commodities, real estate, and short strategies, are speculative and entail a high degree of risk. Foreign investments are 
especially volatile and can rise or fall dramatically due to differences in the political and economic conditions of the host country. 
Certain investment strategies tend to increase the total risk of an investment (relative to the broader market). 

This presentation is not intended to provide legal, accounting or tax advice. Because investment products and services often 
have tax consequences, you should consult your own attorney or tax adviser to fully understand the tax consequences of any 
product or services mentioned in this presentation. You should seek financial advice regarding the appropriateness of investing 
in any securities or investment strategies discussed in this presentation. Information regarding Certuity’s fee schedules are 
described in its Form ADV Part 2A. Any additional information regarding this presentation is available upon request. 




