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Key Observations

U.S. equity indices posted mixed performance on the week with
large caps gaining and small caps losing ground but all of the
major indices we track closed out January in positive territory
with small and mid-cap stocks outpacing their large-cap peers
by a sizable margin. Historically, gains in January have, more
times than not, heralded positive returns for the full year, so
this is an encouraging start and feather in the cap for market
bulls.

‘Weak dollar trades’ continued to perform well throughout
much of the week as emerging market stocks and precious
metals continued to rise, but gains proved fleeting as the dollar
strengthened into the weekend as President Trump announced
Kevin Warsh as his nominee to replace Jerome Powell as Chair
of the FOMC.

Despite tariff threats, the FOMC's January meeting, concerns
surrounding Fed independence, and finally the nomination of
Kevin Warsh to lead the Fed, Treasury yields were remarkably
well behaved over the balance of the week. Credit spreads on
riskier, higher yielding corporate bonds did widen as investor
risk appetite waned, but credit spreads remain well below levels
that would be worrisome.
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What We're Watching This Week

The Institute for Supply Management's (ISM) Services Index for
January is released Wednesday and is expected to fall to 53.5
from 54.4 in December. A reading above 50 indicates expansion
in the services sector of the U.S. economy, while a reading
below 50 indicates

contraction.

The January Nonfarm Payrolls report is released Friday. The
consensus estimate calls for 65k jobs to have been created
during the month, with average hourly earnings rising 0.3%
month over month and 3.6 year over year, and the unemploy-
ment rate remaining steady at 4.4%.

The University of Michigan releases its preliminary
February consumer sentiment survey on Friday. The reading is
expected to fall to 55.0 from 56.4 the prior month.
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Price/Yield Total Return (%)
1/30/26 1 Week Ago 1 Month Ago Year to Date 1 Year 3 Years 5 Years
S&P 500 6,939.03 0.35 1.45 1.45 15.77 21.11 14.99
NASDAQ 100 25,552.39 -0.19 1.23 123 19.66 2930 15.51
S&P Mid Cap 400 3,437.10 -141 4.05 4.05 6.75 10.75 9.66
S&P Small Cap 600 1,549.15 -0.89 561 5.61 7.90 886 7.17
MSCI World ex US 446.04 1.35 598 598 34.50 16.56 9.12
MSCI EM 1,528.09 1.80 885 885 4253 16.74 534
Bloomberg US. Aggregate 4.36 0.03 0.11 0.11 6.68 3.65 -0.20
Bloomberg Corporate 4.84 -0.11 0.18 0.18 7.16 478 0.21
Bloomberg USHigh Yield 6.58 -0.16 0.51 0.51 7.70 8.88 4.54
Bloomberg EM USD Aggregate 5.76 0.09 0.36 0.36 10.27 790 1.73
Bloomberg Global Aggregate ex-USD ($Hedged) 2.85 0.21 0.06 0.06 141 3.14 -0.52
Bloomberg Municipal Bond 3.45 0.29 0.94 0.94 4.70 3.22 0.86
Price/Yield
1/30/26 1 Week Ago 1 Month Ago 12/31/24 1Year Ago 3 Years Ago 5Years Ago

SOFR (yield) 3.65 3.65 3.71 4.49 4.36 4.30 0.06
30 Year Mortgage (average rate) 6.21 6.18 6.26 7.28 7.07 6.45 2.88
2 Year Treasury (yield) 3.52 3.59 3.45 4.24 4.21 4.23 0.11
10 Year Treasury (yield) 4.24 4.23 4.12 4.57 4.52 3.54 1.07
30 Year Treasury (yield) 4.87 4.83 4.81 4.78 4.76 3.65 1.83
WTI Crude (closing price) 65.21 61.07 57.95 71.72 7273 77.90 52.20
Gold (NYM $/02) 4,713.90 4,979.70 4,386.30 2,641.00 2,823.00 1,922.90 1,847.30

Source: Bloomberg (3- and 5-Year Annualized)

Stocks

U.S. Large Cap Stocks Gain As Mega Cap Technology
Earnings Spur Optimism; Small Caps Sell 0ff As Hopes
For A Dovish FOMC Chair Are Dashed; Stretched
Positioning Worth Watching In Emerging Market Stocks,
The U.S. Dollar, And Precious Metals In The Near-Term.

The S&P 500 Is Turned Away At Round Number Resistance Of
7,000 With ‘Mag 7' Earnings Taking A Back Seat To Moves In
Precious Metals. The S&P 500 briefly eclipsed the 7,000 level for the
first time ever last Wednesday before pulling back into the weekend,
ultimately gaining 0.3% on the week. Volatility picked up into mid-
week with investors and speculators fixing their gaze on a weaker
U.S. dollar, bidding up prices of emerging market stocks and precious
metals as some of the biggest beneficiaries of another bout of dollar
devaluation. The move in commodities overshadowed the start of
earnings season for the ‘Magnificent 7 as Apple (AAPL), Meta Plat-
forms (META), Microsoft (MSFT), and Tesla (TSLA) all posted quarterly
results to less fanfare than they are accustomed to. After the close
Wednesday, META topped estimates and saw its stock rally by 10% on
the day following its release, while Microsoft, on the other hand, also
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surpassed the consensus estimate for earnings per share, but saw
its stock price fall 10% in the immediate aftermath of the release.
Microsoft's release spurred continued selling in software names as
investors view this industry as increasingly at risk of disruption from
Al adoption, while capital continued to rotate into hardware names,
specifically semiconductors, as a replacement. Apple rounded out the
earnings deluge by topping iPhone sales estimates on Thursday and
saw its share price respond by rising a more muted 0.4% on Friday.
Alphabet (600G, GOOGL) and Amazon (AMZN) are set to post quarterly
results this week, and investors will likely be focused on what each
company says regarding spending forecasts for Al initiatives and to
what degree sales/earnings have already seen a lift from adoption/
usage of Al.

Profit Taking Hits Small Caps As Capital Rotates Back Into Mega
Cap Tech. After a strong start to the year domestic small cap stocks
closed out the final week of January in the red as the Russell 2000
fell 2% with the bulk of that decline coming on Friday. Traders
trimmed exposure to small caps and appeared to recycle profits into
large cap tech names that have lagged early in the new year. It's too
early to call it quits on the recent bout of success for smaller cap
companies which are still showing relative strength against large
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caps, but with Friday’s hotter producer price inflation (PPI) data, both
the FOMC may and the small cap rally may be on an extended hold.
Market participants quickly jettisoned small caps after the announce-
ment that Kevin Warsh would be the nominee for Fed Chairman as
they reconciled his more dovish recent remarks with his reputation
as being mare hawkish. Selling small caps on this announcement
could prove to be the wrong move, particularly given our view that a
cyclical U.S. economic recovery is now underway.

Relative Strength Puts The Emerging Markets Index In Overbought
Territory. The MSCI EM index tacked on another 1.8% weekly gain
and ended January higher by 8.8%. After such a sizable move in

a short period of time, emerging market stocks may be due for a
breather. Technically speaking, the index remains in fine shape well
above its 50- and 200-day moving averages, and leadership has been
broad-based with markets tied to Brazil, Mexico, South Africa, and
South Korea - which together account for over 25% of the MSCI EM
index, all higher by double-digits one month into the new year. But
with a 14-day RSl (Relative Strength Index) reading of 85 last Friday,
the index is now the most overbought it has been since January of
2018. Notably, after the 14-day RSI last eclipsed the 80 level on Octo-
ber 2, 2024, the MSCI EM index proceeded to drop 16% over the fol-
lowing six months as overbought conditions were worked off through
a sizable price decline. We don't expect a drop of that magnitude this
time as EM tailwinds remain plentiful and powerful, but with stretched
positioning and investor sentiment surrounding emerging markets

at a fever pitch, a 5% pullback would likely be healthy. We maintain
our preference for emerging markets over developed markets abroad
but acknowledge that the MSCI EM rally may be stretched in the near
term.

U.S. Dollar Drops On Tariff Threats, Fed Independence Fears Be-
fore Bouncing As FOMC Chair Nominee Is Announced. Last Tues-
day, the U.S. Dollar Index, or DXY, fell to 96.21, its lowest level since
March of 2022, as President Trump threatened to levy 25% tariffs on
imports from South Korea in response to that country’s lack of follow
through on a previously announced trade agreement. This announce-
ment came on the heels of threats to levy 10% tariffs on a broad
swath of European trading partners in response to saber rattling sur-
rounding Greenland the prior week, but those tariffs were ultimately
cancelled as a ‘framework’ was agreed upon. Recent weakness in the
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greenback has largely been driven by trade uncertainty stemming
from tariff announcements, with some of the downside driven by
expectations for a ‘dovish’ FOMC Chair come May, but Kevin Warsh's
nomination alleviates some of the market's concerns surrounding
Fed independence. It's difficult to make a case for the greenback to
strengthen materially from here as the Trump administration appears
to welcome dollar weakness to make U.S. exports more attractive to
foreign buyers. However, with the FOMC likely on hold into mid-year
and U.S. economic growth likely to accelerate, downside for the
dollar is also likely limited. Dollar stability could lead to profit taking
in emerging market stocks and precious metals as those areas have
benefitted greatly from the currency’s weakness to start the year.

Approach Precious Metals With Caution As They Work Off Para-
bolic Moves. Prices of gold and silver rose early last week, with the
former trading above $5,500 per troy ounce and the latter breaching
$120 per troy ounce on Thursday before pulling back sharply on
Friday as President Trump announced his nominee for FOMC Chair.
There has been substantial momentum and capital driving the move
higher in gold and silver of late, but with the former up by 13.3%
year-to-date and the latter higher by 18.8%, even after Friday’s

steep drop, there's likely still some froth that needs to be worked off.
Fears surrounding the size of the U.S. budget deficit along with tariff
threats have contributed to weakness in the U.S. dollar, providing

a tailwind for stores of value such as precious metals. None of the
above factors driving the recent rally in precious metals are likely to
turn from tailwinds into headwinds over the near-term, but position-
ing in the metals market reached a bullish extreme that just needed a
catalyst to produce a sizable drawdown, and with Kevin Warsh viewed
as a less dovish alternative, a correction in the metals market may

be underway. Calling tops in commadities is a fool's errand as no one
knows when the music will stop and prices will fall, but last week's
price action had some of the hallmarks of a blowoff top. Even after
Friday's selloff, we would expect elevated volatility to persist as spec-
ulators likely still need to unwind positions in precious metals and we
would approach the space with caution as this processplays itself out
and until prices find a floor and stabilize.
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Bonds

Treasury Yields Close The Week Little Changed Despite
A Flurry Of Potentially Market Moving Headlines;
President Trump Nominates Kevin Warsh To Head The
FOMC; FOMC In “Wait And See’ Mode For The Foreseeable
Future.

Rate Volatility Rising As Long Yields Tick Higher, Benefitting
Shorter Duration Segments. Rates were volatile last week as the
curve continued to steepen with securities on the front end of the
curve outperforming. The yield on 30-year Treasuries ended the week
higher by 4 basis points even as sovereign yields abroad drifted lower
as President Trump announced his nomination of Kevin Warsh to

lead the Fed once Jerome Powell's term ends in May. The selection

of Warsh spurred a rally in the U.S. dollar and a coincident sell off in
precious metals that spurred volatility and put pressure on prices

of riskier assets, including high yield corporates and their equity
counterpart, small cap stocks. One of the relative outperformers

in the fixed income arena was securitized credit, a recent area of
increased interest for us due to less interest rate sensitivity (lower
duration risk) and competitive yields in a segment of the market with
strong underlying credit quality metrics.

Initial Thoughts On The FOMC Chair Nominee. On Friday, President
Trump announced he was nominating Kevin Warsh to initially replace
Stephen Miran as a voting member of the FOMC, and to ultimately
become the next FOMC Chair once current Chair Jerome Powell's
term ends in May. Mr. Warsh was on the Federal Reserve’s Board of
Governors from 2006 to 2011 and was an advisor to former Fed Chair
Ben Bernanke Warsh during the 2009 financial crisis. Warsh has

been viewed by market participants as the most ‘hawkish’ of the four
most oft mentioned candidates for the post and in recent papers has
voiced his opinion that the Fed should concentrate on inflation while
promoting his belief that Fed officials “overcommunicate.” Warsh's
nomination requires two Senate approvals, one for him to take Miran's
position and another to confirm him as FOMC Chair, but that process
is likely just a formality. On balance, with Warsh viewed as more
hawkish than the other 3 candidates up for the post, we expect a
gradual steepening of the yield curve to persist, and for the U.S. dollar
to find its footing and stabilize in the near-term.
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FOMC In ‘Wait And See’ Mode For The Foreseeable Future. The
Federal Open Market Committee (FOMC) concluded its January
meeting last Wednesday and as expected, left the Fed funds rate
unchanged. There was “broad support, including from non-voters” for
standing pat on rates as 10 members voted to leave the funds rate
unchanged, while 2 voted for a 25-basis point rate cut. With most of
the Committee believing that monetary policy is currently in a good
place, the bar to chin for near-term rate cuts is exceedingly high.

In his post meeting remarks, Chair Powell noted that the outlook
for economic growth has improved, the labor market has shown
signs of stahilizing, and inflation has performed about as expected
but remains somewhat elevated. Given these remarks, we expect
the FOMC to be firmly in ‘wait and see’ mode and with Powell's term
ending in May, it's increasingly likely that any additional rate cuts
won't materialize until the back-half of '26.
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