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Spotting Trends 
July 2025Sector opportunities for 

Q3 2025

Explore our Q3 outlook on sector 
trends highlighting what we believe are 
the best sectors to invest in now and 
why — along with ETFs you can use to 
access them.

•	 Insurance: SPDR® S&P® Insurance ETF (KIE)

•	 Utilities: Utilities Select Sector SPDR Fund (XLU)

•	 Aerospace & Defense: SPDR® S&P® Aerospace & 
Defense ETF (XAR)

After a rocky start to the year, US equities have staged 
a strong comeback since the pause of reciprocal tariffs. 
High beta stocks have led the way with renewed AI 
optimism and progress in trade negotiations supporting 
risk-on sentiment. Meanwhile, High Quality and Low 
Volatility stocks are now lagging the broad market year 
to date after outperforming before the market bottom. 

But the market isn’t completely out of the woods. 

Economic data across labor and housing markets, 
business sentiment, and retail sales all surprised 
to the downside in June.1 And higher tariffs relative 
to pre-Liberation Day levels may create inflationary 
pressure and weigh on consumer spending in the 
near term. 

As equities continue to climb the wall of worry — 
from stretched valuations and economic and policy 
uncertainty to geopolitical conflicts — investors may 
consider Insurance and Utilities for attractively valued 
high quality exposures less impacted by tariffs and 
Aerospace & Defense for secular tailwinds from greater 
defense spending. 

Insurance: Strong pricing power and 
stable earnings outlook
Insurance companies’ strong pricing power and stable 
cash flows from premium collection may help investors 
position for a potential economic slowdown and higher 
inflation. The industry’s earnings outlook has stabilized 
after expectations were adjusted to the catastrophic 
losses from the Los Angeles fires in Q1. Since then, 
the industry’s consensus growth estimates have been 
stable. In fact, they are expected to rebound strongly 
next year, exceeding the growth of the broad market 
given the large downgrades in S&P 500 earnings growth 
due to tariff uncertainty.2

While tariffs may increase claim costs of auto insurance 
due to higher replacement costs, the cost pressure 
likely will be temporary and manageable for insurers 
given the limited increases in auto tariffs. In fact, thanks 
to their strong pricing power — auto insurance typically 
reprices every six months — P&C insurance companies 
may pass through the cost increases to customers by 
adjusting insurance premiums. The temporary cost 
pressure is likely to be more manageable because the 
P&C insurance industry entered 2025 with its highest 
underwriting profitability in 10 years.3
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https://www.ssga.com/us/en/institutional/etfs/funds/spdr-sp-insurance-etf-kie
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https://www.ssga.com/us/en/intermediary/etfs/funds/spdr-sp-aerospace-defense-etf-xar
https://www.ssga.com/us/en/intermediary/etfs/funds/spdr-sp-aerospace-defense-etf-xar
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Strong interest in annuities and still-elevated interest 
rates may continue providing growth tailwinds for life 
insurers. As consistent growth drivers, individual and 
group annuities account for more than half of the life 
insurance industry’s written premiums.4 US annuity 
sales topped $100 billion for the sixth consecutive 
quarter in Q1,5 driven by attractive investment income 
and growing demand for guaranteed income amid 
economic uncertainty. Meanwhile, thanks to still-
elevated interest rates, life insurers have been able to 
generate more income from the difference between 
investment income and the amount paid out on annuity 
guarantees and other liabilities. 

After outperforming the broad market amid weaker 
economic growth outlook in March, the industry has 
been lagging in the recent high-beta-driven market rally. 
Its forward price-to-earnings ratio in the bottom quintile 
relative to the broad market indicates a quality growth 
opportunity with attractive valuations (Figure 1).

Figure 1: The insurance industry’s attractive 
relative valuations

Source: FactSet, as of June 17, 2025. The insurance industry is 
represented by the S&P Insurance Select Industry Index.

To capture the insurance industry’s high quality growth, 
consider the SPDR® S&P® Insurance ETF (KIE)

Utilities: Increasing AI power demand 
and defensive business 
Strong growth prospects, more rate cuts in the second 
half this year, and favorable valuations position Utilities 
as an attractive defensive sector to manage potential 
downside risks to the economy.

The sector’s earnings outlook for this year and next has 
been stable since Q1 despite economic uncertainty. 
If these growth expectations are met, the sector will 
achieve four consecutive years of above-average 
growth — its longest stretch in 20 years.6

Utilities’ strong earnings growth reflects the uptrend in 
US electricity consumption. US electricity consumption 
is expected to surpass 2024’s all-time high this year 
and next, rising at a faster pace than in the past two 
decades, driven by strong data center power demand 
and manufacturing reshoring.7

As owners, operators, and builders of nuclear power 
plants, Utility companies may benefit from growing 
demand and policy support for nuclear power. With 
existing energy sources struggling to keep up with AI 
data center demand, big techs are increasingly signing 
long-term power purchase agreements with utility 
companies, particularly for nuclear power, to secure 
reliable and carbon-neutral power supply. These long-
term contracts provide Utilities higher margins, stable 
revenue streams, and access to financing for new 
capital investments.

The Trump administration is also taking steps to support 
private sector investment in nuclear energy to power 
AI infrastructure. The Department of Energy seeks 
to quadruple US nuclear energy capacity to 400 GW 
by 2050 by financing reactor restarts and expediting 
review and approval of reactor projects.8 The Senate 
version of the One, Big, Beautiful Bill also keeps the 
production tax credit and transferability for energy 
production using advanced nuclear technology.

Lower interest rates and economic uncertainty may 
provide further tailwinds for the sector in the second 
half of 2025. Despite rate-driven volatility, Utilities’ 
relative performance to the broad market has trended 
higher with higher highs and higher lows since early 
2024 (Figure 2), as the path to a soft landing narrowed.

https://www.ssga.com/us/en/institutional/etfs/funds/spdr-sp-insurance-etf-kie
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Figure 2: Utilities’ relative performance: Higher highs 
and higher lows since 2023

Source: Bloomberg Finance, L.P., as of June 26, 2025. 
Past performance is not a reliable indicator of future performance.

Utilities’ strong growth prospects driven by AI power 
demand remain underappreciated by the market given 
its next-12-month P/E multiples now trade at a 17% 
discount to the broad market — the bottom decile of the 
past 15 years.9

To add defensive positions amid economic uncertainty 
while capturing the secular tailwinds of increasing AI 
power demand, consider the Utilities Select Sector 
SPDR Fund (XLU).

Aerospace & defense: Higher global 
defense spending 
Higher defense spending has regained traction in the 
US. With bipartisan support, a $150 billion increase in 
defense spending likely will make it to the final One, Big 
Beautiful Bill Act. The Trump administration’s request of 
a 13% increase in the defense budget from the FY 2025 
level and the $175 billion proposed Golden Dome missile 
system underscore the administration’s ambition to 
invest in state-of-the-art technology to achieve “peace 
through strength” in national security and foreign policy.

Meanwhile, European defense spending continues 
to show strong momentum. NATO countries recently 
agreed to boost their defense spending to 5% of GDP 
within a decade, including 3.5% on core defense 
spending and 1.5% on defense-related expenditures 
such as infrastructure security, cybersecurity, and 
defense industrial base.10 Germany — the largest 
defense spender in Western Europe — even pledged 
to meet the 3.5% quota by 2029 as the country’s 
recent fiscal reform paved the way for higher 
defense funding.11

Military spending in the Middle East increased 15% in 
2024 driven by the surge in Israel and Lebanon. But 
with the recent escalated tension between Isael and 
Iran, other countries in the region likely will also boost 
their military expenditures in the coming years. 

Figure 3: Accelerating global defense spending 
since 2022

Source: SIPRI, as of April 28, 2025.

As the US accounts for 50% of the arms imports by 
Europe, the Middle East, and the North Africa region,12 
US aerospace and defense companies may enjoy 
tailwinds of accelerating global defense spending. 

https://www.ssga.com/us/en/intermediary/etfs/funds/the-utilities-select-sector-spdr-fund-xlu
https://www.ssga.com/us/en/intermediary/etfs/funds/the-utilities-select-sector-spdr-fund-xlu
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The US Aerospace and Defense industry has gained 
47% since the market bottom on April 8, outperforming 
the broad market by 17% year to date. The risk of 
pullback is tangible, although investors may buy the dip 
given its reasonable relative valuations. The industry’s 
relative price-to-book ratio still well below both the 
long-term median and the median level during the 
last defense spending cycle indicates potential for 
multiple expansions.

To capture the secular increase in defense spending, 
consider the SPDR® S&P® Aerospace & Defense 
ETF (XAR).

To learn more about emerging sector investment 
opportunities, visit our sectors webpage.
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Glossary
Forward P/E: The price of a security per share at a 
given time divided by its projected earnings per share 
over the coming year. A forward P/E ratio is a way to 
help determine a security’s stock valuation — that is, 
the fair value of a stock in a perfect market. It is also a 
measure of expected, but not realized, growth.

Net Interest Margin (NIM): The difference between the 
revenue that is generated from a bank’s assets and the 
expenses associated with paying out its liabilities. 

https://www.ssga.com/us/en/intermediary/etfs/funds/spdr-sp-aerospace-defense-etf-xar
https://www.ssga.com/us/en/intermediary/etfs/funds/spdr-sp-aerospace-defense-etf-xar
https://www.ssga.com/us/en/intermediary/capabilities/sector-investing


Sector opportunities for Q3 2025 5

statestreet.com/investment-management 
State Street Global Advisors (SSGA) is now State Street Investment Management. 
Please go to statestreet.com/investment-management for more information.
Important Risk Disclosures
The views expressed in this material are the views of the SPDR Research and Strategy 
team through the period ended June 30, 2025, and are subject to change based on 
market and other conditions. This document contains certain statements that may be 
deemed forward-looking statements. Please note that any such statements are not 
guarantees of any future performance and actual results or developments may differ 
materially from those projected.
This communication is not intended to be an investment recommendation or investment 
advice and should not be relied upon as such.
All information is from SSGA unless otherwise noted and has been obtained from 
sources believed to be reliable, but its accuracy is not guaranteed. There is no 
representation or warranty as to the current accuracy, reliability or completeness of, nor 
liability for, decisions based on such information and it should not be relied on as such.
Investing involves risk including the risk of loss of principal.
Equity securities may fluctuate in value and can decline significantly in response to the 
activities of individual companies and general market and economic conditions.
There can be no assurance that a liquid market will be maintained for ETF shares.
Concentrated investments in a particular sector or industry tend to be more volatile 
than the overall market and increases risk that events negatively affecting such 
sectors or industries could reduce returns, potentially causing the value of a Fund’s 
shares to decrease.
Non-diversified funds that focus on a relatively small number of securities tend to be 
more volatile than diversified funds and the market as a whole.
While the shares of ETFs are tradable on secondary markets, they may not readily 
trade in all market conditions and may trade at significant discounts in periods of 
market stress.
Because of their narrow focus, sector investing tends to be more volatile than 

investments that diversify across many sectors and companies.
Passively managed funds invest by sampling the Index, holding a range of securities 
that, in the aggregate, approximates the full Index in terms of key risk factors and 
other characteristics. This may cause the fund to experience tracking errors relative to 
performance of the Index.
The whole or any part of this work may not be reproduced, copied or transmitted or any 
of its contents disclosed to third parties without SSGA’s express written consent.
The trademarks and service marks referenced herein are the property of their 
respective owners. Third party data providers make no warranties or representations of 
any kind relating to the accuracy, completeness or timeliness of the data and have no 
liability for damages of any kind relating to the use of such data.
Distributor: State Street Global Advisors Funds Distributors, LLC, member FINRA, 
SIPC, an indirect wholly owned subsidiary of State Street Corporation. References to 
State Street may include State Street Corporation and its affiliates. Certain State Street 
affiliates provide services and receive fees from the SPDR ETFs. ALPS Distributors, Inc., 
member FINRA, is the distributor for DIA, MDY and SPY, all unit investment trusts. ALPS 
Portfolio Solutions Distributor, Inc., member FINRA, is the distributor for Select Sector 
SPDRs. ALPS Distributors, Inc. and ALPS Portfolio Solutions Distributor, Inc. are not 
affiliated with State Street Global Advisors Funds Distributors, LLC.

Before investing, consider the funds’ investment objectives, 
risks, charges and expenses. To obtain a prospectus or summary 
prospectus which contains this and other information, call 
1-866-787-2257 for ETFs, 1-800-997-7327 for mutual funds, or 
1-800-242-0134 for ELFUN, download a prospectus or summary 
prospectus now, or talk to your financial advisor. Read it carefully 
before investing.
© 2025 State Street Corporation. All Rights Reserved.  
ID3002400-7158165.4.2.AM.RTL 0725 Exp. Date: 07/31/2026
Not FDIC insured. No bank guarantee. May lose value.

About State Street 
Investment Management
At State Street Investment Management, we have 
been helping to deliver better outcomes to institutions, 
financial intermediaries, and investors for nearly half a 
century. Starting with our early innovations in indexing 
and ETFs, our rigorous approach continues to be 
driven by market-tested expertise and a relentless 
commitment to those we serve. With over $5 trillion in 
assets managed*, clients in over 60 countries, and a 
global network of strategic partners, we use our scale 
to create a comprehensive and cost-effective suite of 
investment solutions that help investors get wherever 
they want to go. 

* �This figure is presented as of June 30, 2025 and includes ETF AUM 
of $1,689.83 billion USD of which approximately $116.05 billion USD 
in gold assets with respect to SPDR products for which State Street 
Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the 
marketing agent. SSGA FD and State Street Investment Management 
are affiliated. Please note all AUM is unaudited.

http://statestreet.com/investment-management
http://statestreet.com/investment-management
http://www.finra.org/
http://www.sipc.org/
https://www.ssga.com/us/en/fund-finder
https://www.ssga.com/us/en/fund-finder

