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Key Observations
There has been a pronounced shift in favor of cycli-
cals, value, and smaller capitalization stocks to kick off 
the year as capital has shifted out of secular growth 
exposures tied to the AI theme. Within the S&P 500, 
the consumer discretionary, consumer staples, energy, 
financials, health care, industrials, and materials sec-
tors have outpaced the broader index, while last year’s 
winners in the communication services, information 
technology, and utilities sectors have lagged.

Abroad, both developed and emerging market stocks 
have picked up where they left off after rallying sharply 
in December and outpacing U.S. indices. Emerging 
markets have surged with country exposures tied to 
Brazil, China, South Korea, and Taiwan leading con-
tributors, while India continues to detract. On the 
developed markets side of the ledger, gains have been 
broad-based, but Japan has been one of the most pos-
itive stories abroad with the MSCI Japan index already 
higher by 4.7% so far this year. 

High yield corporate bonds were one of the best 
performing fixed income sub-asset classes on the 
week despite some $10B-plus of below investment 
grade issuance. This is further evidence that investor 
risk appetite remains robust and that there remains a 
willingness to pick-up riskier credits even as high yield 
corporate bonds change hands at some of the loftiest 
valuations seen in the past two decades.   

What We’re Watching This Week
U.S. Consumer Price Index (CPI) for December is re-
leased Tuesday. Both headline and core CPI are ex-
pected to rise at 0.3% month over month and 2.7% year 
over year.

Quarterly reporting season kicks off in earnest with 
J.P. Morgan, Bank of America, Citigroup, Wells Fargo, 
Goldman Sachs, Morgan Stanley, and Blackrock, among 
others, all slated to post results. The start of earnings 
season is a welcome event and should shift attention 
away from geopolitics and monetary policy and toward 
the fundamental outlook for stocks in the quarters to 
come. 

Initial jobless claims for the week ended January 10th 
and continuing claims for the week ended January 3rd 
are released Thursday following readings of 208k and 
1,914k the prior week. 
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Stocks 
Santa Claus Finally Shows Up For Investors; 
Cyclicals, Value Outperforming Defensives, 
Growth Early In The New Year; SMid 
Outperforms As Cyclical Sectors Lead; South 
Korea Leads, Picking Up Right Where It Left 
Off, But Latin America Looks To Be Joining 
The EM Rally.
 
U.S. Indices Rally To Kickoff The New Year With Cy-
clicals Favored Over Defensive And Growth Sectors. 
U.S. indices have had a good start to the new year, with 
the S&P 500 higher by 1.7%, the S&P 400 Midcap index 
gaining 4.6%, and the S&P Small Cap 600 jumping 5.1% 
already just six trading days into 2026. While the S&P 
500’s 1.7% gain is more than respectable, we are even 
more encouraged by what we have seen under the 
surface up to this point. Investors have come out of the 
gate looking to play offense by seeking relative value 
outside of last year’s AI-related winners in the commu-

nication services, information technology, and utilities 
sectors, each of which has lagged the S&P 500’s return 
one week into the year. This shift in preferences has 
spurred broad-based gains in economically sensitive 
sectors with consumer discretionary, energy, finan-
cials, industrials, and materials all higher by 1.7% or 
more early in the new year. Even the health care sector, 
which has traditionally been viewed as defensive, is al-
ready up by 1.6% as biotechnology and pharmaceutical 
stocks have garnered increased investor interest due 
to hopes for a robust year ahead on the mergers and 
acquisitions (M&A) front as larger drug manufacturers 
look to plug holes in their portfolios that are expected 
to develop between now and 2030 as a broad swath of 
drugs go off-patent between now and then. Quarterly 
reporting season kicks off this week, and we expect a 
positive tone to drive continued upside for U.S. indices 
in the coming month(s), giving investors reasons to 
refocus on fundamentals and corporate profits instead 
of geopolitics and the outlook for monetary policy in 
the year to come.  
  

Price/Yield
1/9/26 1 Week Ago  1 Month Ago Year to Date 1 Year 3 Years 5 Years

S&P 500 6,966.28 1.58 1.25 1.80 19.23 22.88 14.41
NASDAQ 100 25,766.26 2.22 0.00 2.06 22.51 33.03 15.38
S&P Mid Cap 400 3,459.81 3.32 3.06 4.71 11.73 13.00 9.10
S&P Small Cap 600 1,543.51 4.14 2.43 5.18 11.28 10.66 7.06
MSCI World ex US 431.09 1.44 4.58 2.40 35.38 16.56 7.63
MSCI EM 1,452.35 1.61 5.22 3.44 39.22 15.43 3.92
Bloomberg U.S. Aggregate 4.32 0.35 0.41 0.15 7.97 4.12 -0.14
Bloomberg Corporate 4.84 0.34 0.24 0.10 8.55 5.42 0.24
Bloomberg U.S.High Yield 6.47 0.39 0.97 0.39 8.70 9.19 4.54
Bloomberg EM USD Aggregate 5.73 0.03 0.58 -0.01 11.20 8.50 1.65
Bloomberg Global Aggregate ex-USD ($Hedged) 2.82 0.47 0.47 0.23 2.36 3.40 -0.54
Bloomberg Municipal Bond 3.47 0.69 0.96 0.73 5.32 3.58 0.97

1/9/26 1 Week Ago  1 Month Ago 12/31/24 1 Year Ago 3 Years Ago 5 Years Ago
SOFR (yield) 3.64 3.75 3.93 4.49 4.30 4.31 0.09
30 Year Mortgage (average rate) 6.22 6.24 6.30 7.28 7.32 6.42 2.87
2 Year Treasury (yield) 3.53 3.47 3.61 4.24 4.26 4.21 0.13
10 Year Treasury (yield) 4.17 4.19 4.19 4.57 4.69 3.53 1.12
30 Year Treasury (yield) 4.81 4.87 4.81 4.78 4.93 3.66 1.87
WTI Crude (closing price) 59.12 57.32 58.25 71.72 73.92 74.63 52.24
Gold (NYM $/oz) 4,500.90 4,329.60 4,206.70 2,641.00 2,690.80 1,877.80 1,835.40
Source: Bloomberg (3- and 5-Year Annualized)

Total Return (%)

Price/Yield
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SMid Shines As Investors Seek Value, Embrace The 
“January Effect.” Historical seasonal trends were 
evident in the first full week of trading in the new year 
as the S&P Small Cap 600 notched an impressive 4.1% 
gain last week. Some of that return can be attributed 
to a “dash for trash” as investors typically look to pick 
up last year’s relative losers in January. It’s early in the 
new year, but this could just be the start of a potential 
sea change as small and mid-cap earnings growth is 
projected to accelerate in 2026, a fundamental shift 
that could hit home as smaller capitalization compa-
nies post quarterly results and host calls to provide 
guidance in the coming months. The budding rally in 
SMid could be stocks discounting this good news, but 
C-suite confidence could make recent outperformance 
more durable, and improved economic growth has 
historically had the greatest impact on smaller compa-
nies. Cyclical sectors have played a key role in SMid’s 
resurgence and market broadening, with consumer 
discretionary, materials, and industrials leading last 
week within the S&P 600. The new year has prompted 
investors to take a closer look into small and midcap 
stocks, but some of the recent rally could just be 
performance chasing for a trade, and it’s reasonable to 
expect some near-term give back after such a torrid 
start. However, we remain constructive on SMid in ’26 
and view any material weakness as a buying opportu-
nity for investors with a 12–18-month time horizon as a 
number of potential tailwinds are in the offing.  

South Korea Still A Standout Performer, But Latin 
American Equities Are Joining The Rally. Headlines 
last week were littered with news out of South America 
with Venezuela and to a lessor degree Colombia taking 
center stage, but investors appeared to focus more 
on opportunities amidst the case, bidding up equities 
tied to Brazil and Colombia. The attention paid to Latin 
America likely overshadowed the MSCI South Korea 
index which soared by 6.5% to new highs last week as 
fourth quarter momentum spilled over into the new 
year. South Korea’s surge in the past week is a result of 

resurgent memory storage plays, with Samsung, the 
largest stock in the MSCI South Korea index, a benefi-
ciary of pricing power and demand in this space. From 
our perspective, it’s easy to see why global investors 
are turning their attention towards the tech-rich index 
as it boasts considerable earnings growth opportu-
nities at a relatively attractive 15.6x forward price-
to-earnings ratio. South Korea’s breakout shouldn’t 
be ignored but given the sharp rally we wouldn’t be 
surprised if profit taking hits and the KOSPI takes a 
breather over the near-term. 

Bonds
Treasury Yields Steady As The Rise In 
Sovereign Yields Abroad Pauses; Credit 
Remains Well Behaved, But Upside Is 
Increasingly Limited; December Employment 
Report Not Too Hot, Not Too Cold. 

Little Of Note In A Non-Event Week For The Treasury 
Market As Volatility Remains Subdued. Treasury yields 
across the curve remained anchored over the balance 
of last week, with yields on longer-term bonds continu-
ing to bump up against a ceiling of resistance that has 
held since September. The 10-year Treasury yield start-
ed the year at 4.19% and closed last week just 3 basis 
points lower, continuing what is now a two-plus month 
streak of subdued volatility in the rates market. Howev-
er, with the 10-year yield having now spent the entirety 
of the past month between 4.10% and 4.20% we don’t 
expect this relative calm to last, and a breakout above 
4.20% is likely in the coming months. A break above 
resistance at 4.20% could lead to an initial move into 
the 4.35% to 4.40% range. We haven’t seen the 10-year 
yield above 4.40% since mid-July of last year, so it will 
be interesting to see how eager investors are to buy 
long bonds at higher yields or if they initially balk and 
wait for the 10-year yield to approach the nice round 
number of 4.50% instead. 
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Below Investment Grade Credit Valuations Back To 
‘Rich’ Levels Seen In February Of 2025. There was no 
rest for the weary in credit land last week as corporate 
treasurers sought to take advantage of tighter credit 
spreads with roughly $10B in new paper coming to mar-
ket. The surge in issuance is a strong start for those 
espousing the belief that 2026 will be a record year for 
corporate issuance. Six Flags and Charter Communi-
cations both came to market with issuance that priced 
towards the tighter end of expectations as demand 
and investor risk appetite didn’t waver. Option-adjust-
ed spreads (OAS) reflect robust risk appetite as the 
Bloomberg U.S. Corporate High Yield index fell to its 
lowest level in nearly eleven months at just 257-basis 
points over the Treasury curve and sat just 5-bps above 
a 15-year low last Friday. While spreads could certainly 
grind tighter, upside price appreciation is limited and 
the index yield-to-worst is below 6.5% for the first time 
since April of 2022, decreasing the appeal of some of 
the riskier pockets of the credit market. 

‘Just Right’ December Employment Report Spurs 
Bond Buying. The December employment report was 
released last Friday, providing the first timely read-
ing on the labor market from the typical government 
sources since September. Nonfarm payrolls were 
expected to rise 70k during the month but fell short of 
that figure at 50k. Average hourly earnings rose 0.3% 
month over month and 3.8% year over year, compared 
to expectations of 0.3% and 3.6%. The unemployment 
rate was expected to tick lower to 4.5% from 4.6% the 
prior month, but fell more than expected to 4.4%, while 
the labor force participation rate came in at 62.4%, 
in-line with the consensus estimate. There’s some-
thing for both doves and hawks on the FOMC to point 
to in this release to further their cause. Those looking 
to cut the funds rate in the coming months will point 
to lackluster payrolls growth of 50k during the month 
as reason to do so, while those looking to stand pat 
on rates will highlight the fact that the unemployment 
rate moved lower to 4.4% during the month. A Janu-
ary cut to the fed funds rate was already viewed as a 
low likelihood outcome, with fed funds futures placing 
the probability of a cut at around 13% prior to Friday’s 
release, and that probability fell to 5% after the payrolls 
report was disseminated. A pause in January was likely 
prior to the release, and the case for the FOMC to stand 
pat is even stronger now. 
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