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The Economy
• The U.S. economy expanded at a rate of ~2.5% in 2024 and 2025. We expect similar growth 

rates in 2026. We believe a recession is unlikely, but we cannot completely rule it out given the
military conflict in Iran and the increase in inflation.

• Forward-looking indicators, such as the Leading Economic Index (LEI),ISM Manufacturing and 
ISM Services, are all pointing to moderate near-term GDP growth.

•  The tariffs announced by the Trump Administration are likely to increase inflation and reduce 
economic growth. The odds of stagflation have increased given the conflict in Iran, although we 
are not in the recession camp. A sharp rise in unemployment or a significant drop in 
ISM figures may change our outlook.

• Home affordability remains near a multi-year low due to mortgage rates of approximately 6.3% 
and the constrained supply of homes for sale, keeping existing prices relatively high.

• The rollback of business regulations and BBB tax cut / extension, as well as secular changes 
such as the proliferation of artificial intelligence (AI), provide an underpinning for continued 
growth.

• Also on the positive side, the unemployment rate remains near 50-year lows at 4.3% despite 
risk of job displacement from the growth in artificial intelligence, and the Fed seems poised to 
continue lower short-term interest rates in the back half of 2026.
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We expect GDP growth 
rates of ~2% in 2026 
driven by the expected 
decline in short-term 
interest rates, AI 
productivity improvements, 
and tax benefits from the 
One Big Beautiful Bill 
(OBBB) passed last year.
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Stocks

• Stocks were up 25%+ 2023 and 2024 and nearly 20% in 2025. We believe gains  in 2026 
are constrained to annual earnings growth of ~8%-12%. A compression in stock market 
multiples from the current  level  of 20 remains  a  risk.  Multiple compression is usually 
tied to investor psychology and increases in interest rates.

• 2023 through 2025 performance was driven by a small  number of Large Cap Technology 
stocks,  informally  known  as  “The  Magnificent  7.”  However,  we  believe areas that have 
lagged, such as Small Cap and Value stocks, have the potential to have better relative 
performance moving ahead. Year-to-date, this market rotation has been the case.

• Consumer sentiment is near a multi-year low but may improve since the Fed restarted its 
rate cutting cycle in September. A rate cut is generally bullish for Small Cap and Value 
since it lowers the cost of financing for these firms  which may be relatively financially 
challenged. We expect further short-term rate cuts by the Fed in the back half of 2026.

• Stock picking  is always  important but  may be  as  pertinent  as ever. We favor companies that have 
pricing power in an inflationary environment as well as those companies that may perform relatively 
well in a modest growth economic environment.



Elevated Equity Valuations (03/31/26)

Elevated Equity Valuations (03/31/26)

Source:JP Morgan

The heightened valuation levels may place limits on future gains



SP 500 Concentration Risk ~ Highest Ever

S&P 500 Concentration Risk ~ Highest Ever

Source:JP Morgan

Large companies, 
such as the 
“Magnificent 7” will 
continue to drive S&P 
500 returns.

Magnificent 7 Stocks
• Microsoft
• Apple
• Google / Alphabet
• NVIDIA
• Amazon
• Meta / Facebook
• Tesla
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Source:FinViz.comStocksarecategorizedbysectorandindustry.Thesize of each box representsmarket capitalization.

Forward P/E Ratio for S&P 500 Companies. Average is ~20
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Stocks are 
volatile by their 
nature.

The average 
top-to-bottom 
intra-year 
drawdown is 
14.2%.

Yet stocks 
finished in 
positive territory
>75% of the time.

Source:FactSet,S&P, JP Morgan
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Bonds

• The  Fed  lowered  short-term  interest  rates after its September, October, and 
December meetings.  Our  team  expects  further  rate  cuts  of  0.25% in 2026 
despite the current pause.

•  Inflation measures, such as the CPI and PCE, remain elevated in the range of 
2.5% to 3.0%. The military conflict in Iran implementation of tariffs places further 
upward pressure on inflation measures. 

• In general, we prefer high-quality, intermediate-duration debt, since we believe it 
provides the best balance of return versus risk.

• We believe it is appropriate to have a neutral duration target at this time due to 
continued uncertainty surrounding tariffs, problems in the private credit market, 
and the large Federal debt burden.

• We expect long-term U.S. Treasuries to be largely rangebound in the 4.00%- 4.5% 
range for the next quarter or two. We are locking into investment- grade debt at 
attractiveyield levels that are in the range of 4% to 5% at this time.
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The economy 
will eventually 
adjust to higher 
interest rates.
We have been 
here before,and 
the economy still 
thrived.

Source:Yahoo! Finance
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Risks

• Risk of an extended war with Iran, which increases the risk of stagflation.

• Further compression in stock valuation multiples due to investor fear and geopolitical tensions.

• Projected earnings may be reduced as companies update guidance during earnings season.

• Risk that U.S. operations in Venezuela go worse than expected.

• Risk that U.S. actions in Greenland further negatively impact relations with NATO allies.

•  A worsening of political and trade tensions between the U.S. and China, as well as a spillover effect 
from problems with property-related firms in China, such as Evergrande.

• Geopolitical risks in Russia/Ukraine, the Middle East, and North Korea may increase further.

•  The large federal budget deficit is a problem that must eventually be faced, in the form of higher 
taxes and/or less spending. The regularly occurring debt ceiling and government shutdown threats 
are symptoms of a structural problem of spending in excess of tax receipts.
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