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Economic & Market Commentary

After starting last week down sharply due to new tariffs threats and intensifying geopolitical concerns, stocks finished the week slightly-
to-modestly lower after these concerns lessened. Stocks have posted three consecutive years of strong returns and entered this year
with stretched valuations. While the markets are overdue for a meaningful pullback, underlying fundamentals remain supportive of
future advances. Last week the final estimate of third-quarter GDP showed the U.S. economy grew at a 4.4% annual pace. Consumer
spending was the largest contributor, as it grew at a solid annual pace of 3.5%, supported by resilient household demand for goods and
services. Historically, consumer spending comprises roughly 68% of U.S. GDP. Net exports gave an unusually significant boost, adding
substantially about 1.6% of the 4.4% growth. Exports rebounded strongly (up 9.6%), while imports declined (down 4.4%), partly
reflecting trade dynamics and policy shifts like tariffs. Important to note that imports are subtracted from U.S. GDP while exports are
added. Historically, net trades have been a detractor to growth of about -4% as we typically run a trade deficit due to being a large
importer of goods, especially from China, Canada, and Mexico. There was also strength in business investment as equipment spending,
Al-related investments, and non-residential investment all posted solid gains. Furthermore, the Federal Reserve Bank of Atlanta
GDPNow report estimates first-quarter 2026 economic growth of 5.4%. The other vital fundamental driver is corporate earnings
growth, and current 2026 S&P 500 consensus estimate is for +14.7% growth with low-to-high teen % growth each quarter. 2025
earnings are estimated to finish at a solid +12.0% and the bulk of S&P 500 fourth-quarter earnings will be released over the next few
weeks. Analysts will be closely watching for 2026 company guidance.
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