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As 2026 begins, financial conditions have eased around the world, led by central banks lowering interest
rates in virtually every country. That has triggered, along with other factors, strong stock markets globally,
tightened credit spreads, and ample availability of credit.

One encouraging sign for investors has been that central banks have not been overly rigid about hitting
their inflation targets in the very short run. For example, while the U.S. Federal Reserve’s inflation target is 2%,
inflation has held above that level. Nevertheless, the Fed has decided that inflation is heading lower in the
medium term and close enough to its target to allow it to implement rate cuts aimed at supporting real economic
activity and maximum employment, even as inflation remains slightly above target. Financial markets have
taken a positive view of this policy flexibility, and medium-term inflation expectations have remained well-
anchored, consistent with the 2% target.

Strong earnings growth, led by the technology sector, but not just concentrated in tech, has also
supported financial markets. The broadening of earnings growth beyond tech has also been met with expanding
multiples, driven mostly by the outlook for AI. Although it remains uncertain how far AI developments will
transform businesses, there is still plenty of room for optimism.

Al shows promise not just in making scientific research and drug discovery processes more effective,
but also as a developing general-purpose technology that can be applied across businesses and industries to
boost efficiency. The expansion of equity valuation multiples has been, in part, an expression of that optimism.

Multiple expansion, driven by lower interest rates, the potential of Al, and relatively low inflation has
also been a strong tailwind for financial markets globally. This strength is evident not only in the United States,
but also internationally. Robust performance in 2025 by overseas companies marks a notable shift from prior
years when non-U.S. equities, despite appearing attractively valued, consistently underperformed U.S. stocks.
In contrast, many international markets including Japan, the Eurozone, the United Kingdom, and several
emerging economies, have posted higher returns year over year.

Another major theme has been resilience in China. China’s transition from a housing-led economy to an
export-driven model has faced challenges. The risks to its export sector came in the form of tariff policy in the
United States, as well as growing unease in industries globally where China has expanded rapidly, particularly
in motor vehicles and especially in electric vehicles. Despite these headwinds, industrial activity in China has
been resilient, boosting high value-added production at home and leveraging its trade relationships with
countries such as Vietnam and Thailand to maintain overseas market access.

What happens domestically in the United States and China has significant impact on the global economy
due to their size. China’s continued strong performance and its avoidance of political and financial crises have
underscored its resilience, which has been a major factor shaping the global economy.
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The United States has taken a strong stance in supporting the development of cryptocurrency,
stablecoins, and tokenization, an approach that contrasts with the caution of the previous administration and
global central banks. This backing has fueled momentum in the industry, driving rallies in digital currencies and
shares of related businesses and accelerating the adoption of new payment systems. While these innovations
carry both risks and benefits, they now appear poised to potentially become a permanent part of the financial
landscape. Given that global payment systems underpin the entire financial system, any shift, whether
disruptive or enhancing, could have far-reaching implications.

An ongoing challenge for global markets is the rapid growth of public-sector debt in relation to
economic output, particularly in the United States. U.S. debt appears to be on a path to rise indefinitely as a
share of GDP, soon crossing the 100% threshold. While the exact number matters less than the prospect of its
continued rise, investors may eventually demand more compensation for bearing this risk.

Additionally, questions remain around the inflationary impact of U.S. tariffs. If tariffs raise the baseline
level of inflation, it could complicate the Fed’s ability to cut rates before reaching its target, highlighting
ongoing tension between fiscal and monetary policy. Markets are currently priced for the Fed to lower rates
another 100 basis points in 2026, and stubborn inflation could force a re-assessment.

While corporate earnings and Al-driven growth dominate headlines, the consumer remains the driver for
roughly 70% of U.S. Gross Domestic Product, according to the U.S. Bureau of Economic Analysis. Recent
surveys reflect mixed sentiment, and the economy increasingly resembles a K-shaped recovery. That means
high-end consumers continue to spend, supporting sectors like luxury travel and premium brands. Low-end
consumers, however, face significant challenges, pressuring companies that cater exclusively to this segment.
Consumer-related equities lagged in 2025, with both staples and discretionary stocks underperforming broader
indices. Yet there are reasons for cautious optimism heading into 2026.

The labor market remains stable, and while job growth is not explosive, it provides a solid foundation
for consumer spending. Policy tailwinds, including monetary easing and fiscal measures such as tax relief on
tips, are expected to help boost disposable income. Additionally, the lagged effects of prior rate cuts and
targeted stimulus programs should begin to flow through the economy in early 2026, further supporting
consumer confidence and demand.

One final item is to offer a copy of our corporate disclosure Form ADV. We update this form every year
and are required by the SEC to offer the latest copy to clients who request it. If you’d like a copy, please let us

know.

Maryna, Will and I are very proud of the work we do on your behalf, and we genuinely appreciate
having you as clients and friends. Thank you.

Jamie [Naryua (il



