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Rate cuts prospects, Al momentum and strong earnings fueled gains

November 2025 saw global markets rally on easing inflation and resilient earnings, though volatility persisted as
investors weighed record S&P 500 net margins and earnings growth against sustainability concerns. The S&P
500 Index posted the 7th consecutive month in gains, the longest since August 2021. Cyclicals outperformed
defensives, while Al mega-caps remained central to gains, although Nvidia slipped 11% amid bubble fears and
rising competition. Bond markets priced in a sharply higher probability of a December Fed rate cut after dovish
signals from policymakers, weaker consumer confidence, and moderating inflation, driving Treasury yields lower.
Equities initially surged on rate-cut optimism but later pulled back, with the VIX climbing above 23 as credit
spreads widened and geopolitical risks resurfaced. Regionally, Asia outperformed on tech strength, Europe
lagged with cautious monetary stances, and emerging markets delivered mixed results. Overall, November
highlighted both the opportunities of Al-driven productivity and the fragility of valuations, leaving investors
balancing optimism with caution heading into year-end.

NEI perspectives

Prospects for December rate cut increased by mid-month, alleviating market jitters: Federal Reserve (Fed),
officials’ dovish remarks sharply increased the likelihood of a December rate cut, boosting market optimism. Bond
yields fell and equities rebounded, but gains faded amid investor fatigue and rising credit risks. Corporate spreads
widened, then narrowed to near-decade lows as caution gave way to renewed confidence.

Al mania and strong Q3 earnings delivery: November 2025 saw rapid Al innovation with major model releases,
large-scale partnerships, and record funding. Despite investor concerns about sustainability and bubble risks, Al
spending and sector growth remain robust, supported by solid earnings and falling interest rates. The markets
saw investor fatigue, citing the increased use of bond issuances to fund expansion and circular partnerships
between hyper scalers as risk factors. Bottom line: Investors can benefit from rapid Al growth by diversifying
across tech, infrastructure, and related real estate like data centers and energy assets, while steering clear of
overvalued sectors.

Resilient earnings growth despite trade and rates uncertainties: U.S. companies reported record growth in
revenue and net profit margin, despite tariffs and rising costs. S&P 500 returns were largely driven by earnings
growth, especially in technology and semiconductor sectors, aided by Al-driven productivity. Companies
maintained pricing power, though income disparity is raising concerns about the durability of consumer-led
growth. While record margins signal strength, long-term sustainability remains challenged by structural pressures.
Bottom line: Investors should stay positive yet cautious—capitalize on Al growth but manage risks by diversifying
globally into defensive areas.

— NEI Asset Allocation team
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Prospects for December rate cut increased by mid-month, alleviating market jitters

Fed Governors Christopher Waller and John Williams made remarks suggesting openness to near-term easing of
interest rates, which lifted the December rate cut probability dramatically from 35% to over 80% in mid-November.
Chairman Powell’s tone also softened, signaling flexibility in response to evolving conditions. Major banks also
shifted their forecasts toward a December cut, reinforcing market conviction. The shift in tone came amidst
declining U.S. consumer confidence, slowing but resilient labour market momentum, and sticky but easing
inflation measures, giving the Fed room to cut without reigniting price pressures.

The bond markets rallied on this shift in signals, with yields falling, while equity markets initially surged from mid-
month lows on rate-cut optimism. The U.S. markets recovered to end the month almost flat, the optimism waned
as investors showed fatigue, weighing credit risks and valuation pressures and volatility surged. Corporate credit
spreads widened as investors grew cautious about downgrades and rising leverage, before tightening again
towards the end of the month back to be close to decade low of 72bps.

Chart 1: Expectation of U.S. Fed rates dropped sharply mid-month on policymakers’ comments
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Deals and model releases sustain Al optimism while skepticism lingers

November 2025 was a defining month for Al, with new frontier models, multi-billion-dollar partnerships, and
growing scrutiny over risks and valuations. Competition is at breakneck speed as hyper-scalers including OpenAl
(launched GPT 5.1, a significant upgrade focused on multimodal reasoning and agent capabilities), Anthropic
(released Claude Opus 4.5, optimized for coding and advanced reasoning tasks), Google (unveiled Gemini 3 Pro,
competing directly in multimodal Al, especially video and content generation), and DeepSeek (introduced Math
V2, the first open-source model to achieve International Mathematical Olympiad gold medal-level performance,
marking a breakthrough in mathematical reasoning), launched new models of their Al models.

On strategic partnerships, OpenAl and AWS announced a $38B partnership, expanding Al infrastructure and
cloud integration. Nvidia hit a $5 trillion milestone week, with a historic deal to supply 260,000 Blackwell Al chips
to South Korea’s sovereign clouds and Al factories. Over $3.5B in Al funding flowed into startups, highlighting
continued investor confidence despite bubble concerns.

The sector is expanding rapidly, but investors are fatigued as questions about sustainability of growth and
regulation are intensifying. Nvidia’s stock shed 11% in November, dented by competition from Google and fears
of an Al bubble. Analysts compared the Al boom to the dot-com bubble, citing the increased use of bond
issuances to fund expansion and circular partnerships between hyper scalers as risk factors. Analysts, however,
also noted that, unlike the 2000s, interest rates are expected to fall, lowering the cost of financing, while these
companies are also delivering solid near-term earnings with a clear trajectory of growth and margins, which are
supportive of strong valuations. Despite volatility, Al spending is not slowing down, with analysts projecting
continued growth across sectors
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Table 1: Semiconductor valuations and capital investments backed by strong margins and earnings
growth

CAPEX in

next 12M as Est Est Gross  Total Return

% of Cash Est P/E next PE/Growth  Margin next YTD
Name holding 12M (x) next 12M (x) 12M (%) (in USD %)
NVIDIA Corp 11% 25 0.5 74 32
Apple Inc 11% 33 25 48 12
Broadcom Inc 7% 42 1.0 75 75
Advanced Micro Devices Inc 13% 35 0.8 54 80
Cisco Systems Inc 6% 18 2.2 68 33
Micron Technology Inc 158% 13 0.5 54 182
Applied Materials Inc 21% 26 2.6 49 57
Lam Research Corp 10% 30 1.9 49 118
Intel Corp 38% 67 7.1 38 102
QUALCOMM Inc 16% 14 3.0 55 11
S&P 500 Information
Technology 40% 34 1.8 64 33

Source: Bloomberg, data as of December 2, 2025.

Bottom line: Investors should be mindful of diversification while capturing the explosive growth in Al
opportunities. Diversification within the sector can be obtained through layers of exposures between direct tech
exposure, data infrastructure, and infrastructure real estate such as data centers and energy assets to capture the
backbone of Al growth while avoiding direct valuation bubbles.

Resilient earnings growth despite trade and rates uncertainties

For Q3 2025, U.S. companies reported the highest revenue growth of 8.4% in three years, and the highest net
profit margin at 13.1% in over 15 years. This marks the 7th consecutive quarter of increases, showing resilience
despite tariffs, higher input costs, and wage pressures. Profitability has been a major driver of S&P 500 returns in
2025, with more than half of gains attributed to earnings growth, much higher than investors have anticipated.

While it is still widely debated how much Al adoption has boosted productivity, the technology and semiconductor
segment has clearly been a contributor to strong growth on margins. Despite concerns on the bifurcation of
consumers’ ability to spend between the top income earners and lower-income earners, companies in consumer
discretionary and tech sectors have maintained strong pricing power. This bifurcation, however, is fueling broader
concerns about the sustainability of overall consumer-driven growth and increasing pressure on sectors
dependent on mass market demand.

Investors are celebrating record-high margins and earnings as a sign of corporate strength, but sustaining these
levels will be difficult. Al-driven productivity and pricing power may keep margins elevated in the near term, but
structural pressures could cap or reverse gains over the longer horizon.
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Chart 2: Net profit margins continued to rise this quarter across most sectors

S&P 500 Sector level Net profit Margins: Q3-25 vs. Q3-24
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Source: Factset Insights.

Bottom line: Investors should stay constructive but disciplined. Embrace Al-driven growth and easing inflation
tailwinds, while being cautious about margin sustainability risks and geopolitical uncertainty by diversifying into
defensive sectors, and maintaining a global portfolio.

Data and opinions as of November 30, 2025.
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