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Markets opened the new year on a strong note,
with major indexes climbing to fresh highs. While
the S&P 500 posted solid gains, leadership
broadened, as small-cap stocks and international
equities delivered even stronger returns. Sector
performance also shifted notably, with Energy,
Materials, Consumer Staples, and Industrials
leading the advance, while Financials,
Technology, and Utilities had negative returns.

Interest-rate expectations continued to ease as
inflation data showed gradual improvement and
the Federal Reserve maintained its current policy
stance. The Fed Funds rate is currently 3.50% -
3.75% while long-term Treasury yields drifted
slightly higher.

Key themes shaping the market in 2026

e Al and corporate capital spending: Al
continues to be the dominant structural driver
for equities - fueling investment in cloud
computing, infrastructure, and semiconductor
supply chains. Adoption is extending into
healthcare, energy and utilities potentially
broadening returns beyond traditional growth
sectors.

e Fed policy: A new Fed chairman has been
nominated. Kevin Warsh brings deep central
bank experience and broad market credibility,
but his close alignment with the
administration’s push for lower rates and
potential reforms has sparked debate about the
future of the Fed’s independence.

e Geopolitics and trade policy: Geopolitical
tensions around trade disputes, tariff policy,
Venezuela and Greenland are spurring
volatility in commodity prices and currency
markets. Recent events have dampened
investor confidence and heightened risk
aversion, contributing to market instability.

Risks on the horizon

e Valuations remain elevated, and even modest
shifts in Fed communication could introduce
volatility.

e A reacceleration in inflation or unexpected
economic weakness would challenge the
soft-landing narrative.

e Geopolitical and trade uncertainties continue
to add background risk.

Key takeaways

e Review risk exposures - portfolios may have
drifted to a higher risk profile after a strong
year for equities.

e Fixed income, money markets, buffer ETFs
and premium income funds can help mitigate
volatility.

e Diversification is prudent.

As always, if you’d like a deeper dive into your
personal portfolio’s alignment or a review of
income-planning for the years ahead, we’d be
happy to assist.

Key Statistics

Consumer Price Index (December) 2.7%
Core PCE Deflator (November) 2.8%
Unemployment Rate (December) 4.4%

10-Year US Treasury Yield (1/31) 4.24%
Fed Funds Rate (1/31) 3.50% —3.75%

Index Returns

January YTD
S&P 500 1.45% 1.45%
MSCI EAFE 5.22% 5.22%
Russell 2000 5.35% 5.35%
US Agg Bond 0.11% 0.11%
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