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U.S. equity markets, as measured by the S&P 500 Cap-Weight Index hit 39 new daily highs in 
2025 to end the year with a 17.9% return. This follows returns of 25.0% in 2024 and 26.3% in 2023.  
Equity performance was driven by better earnings.  
 

 
 
We believe that 2026 will be the fifth consecutive year of positive growth, driven by AI and 
consumer spending. Overheating is a bigger risk than recession, in our opinion. Business 
spending will accelerate, and we anticipate GDP growth of 2.25 – 2.50%. 
 
The labor market remains stable, but jobs data have been soft. This will be a focus of the Federal 
Reserve. The unemployment rate at 4.6% is considered full employment, marking the longest 
stretch of full employment since World War II. We don’t expect large employment losses, and we 
expect the Unemployment Rate to remain relatively low. Productivity growth is very strong. This 
can help offset inflation and support earnings. 
 
Looking forward, we expect immigration policies to continue to put pressure on the availability of 
workers, especially in sectors such as construction, leisure and hospitality, and retail. 
 
Consumer sentiment has indicated concern; however, a stable employment market and tax 
refunds should support spending. Consumer spending has been led by the top 20% of income 
earners and others who are experiencing appreciation in asset values due to a strong stock market. 
Low-end consumers will continue to face challenges. 
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Tailwinds for the consumer include an estimated 80,000 monthly jobs created, $9.5 trillion dollars 
of wealth added in 2025, and $140 billion in tax refunds in 2026. Potential headwinds include rising 
delinquencies for most types of consumer debt. The collection processes for student loans start 
again in January. 
 
Inflation should peak mid-year 2026, then give way to a slightly more disinflationary trend into 
the end of the year. This assumes no further inflationary pressures due to tariff policy. Shelter costs 
and services-ex-shelter have been declining. There remains some pressure on durables 
(appliances, electronics, cars) and non-durables (food, energy, clothing, paper products). Above-
potential economic growth will limit the ability for inflation to come down faster. 
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The Fed will likely cut interest rates once in 2026; however, the change in Fed leadership may 
change that. Inflation continues to exceed the Fed’s target of 2.0%; however, over the short run, 
Central Banks around the world have not been overly rigid about hitting their inflation targets. We 
are expecting the Federal Funds Rate to be in the 3.25% - 3.50% range. 
 
The U.S. equity market has been incredibly narrow for the past three years – the narrowest 
since 1998-1999. Only 30% of stocks in the S&P 500 Index outperformed the Index in 2025, the 
narrowest since 1995. The Mag 7 stocks—Apple, NVIDIA, Microsoft, Amazon, Tesla, Alphabet, and 
Meta represented a 32.9% weight of the S&P 500 Index and accounted for 42.5% of the 17.9% Index 
return. 
 

 
 
Market Cap Weighted indexes are expensive, historically speaking; however, median equity P/Es are 
not. Median stocks are more interest rate sensitive than the mega-caps. If interest rates stay low, or 
go lower, median equities should have meaningful appreciation. Outside of Mega caps, P/E 
valuations are normal right now.   
 
The market has been broadening out to include value stocks, and small and mid-size companies. 
We expect the broadening theme will continue to play out in 2026. The stocks that lagged within 
each sector in 2023-2025 should start outperforming the 2023-2025 winners. This will benefit 
diversification and help dampen what we believe will be a volatile year. 
 
While we expect volatility to increase this year, we believe the market can post a low double-
digit return, driven by higher earnings. There is a significant amount of money on the sidelines. 
This bull market may continue until we get more supply. Supply is likely to come from Initial Public 
Offerings (IPOs) and mergers and acquisitions in 2026. 
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International equity markets outperformed the U.S. in 2025, their best performance versus 
U.S. equities since 1993. The MSCI All Cap World Index (ACWI) ex U.S. returned 32.39% in 2025, 
benefiting from a weaker U.S. Dollar and robust performance by overseas companies. Outside the 
U.S. and Japan, disinflationary pressures will remain across developed and emerging economies. 
 

 
 
Demand for U.S. Treasury Bonds should keep yields from rising excessively. The yield curve will 
steepen further as short-term interest rates decline. We anticipate that 10-year Treasury yields will  
be range bound between 4.25% - 4.50%. 
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Gold and Silver also hit multiple new highs in 2025. It is unusual for stock markets and precious 
metals to be hitting all-time highs at the same time. We would hold these positions as hedges 
against geopolitical uncertainty, inflation potential, and currency fluctuations. 
 
Coming out of the Great Financial Crisis, savings increased, and people felt that they would 
have to work longer. Investors were scared, they took less risk, focusing on safety, cash, and lower 
risk investments. This took eight years to resolve, just in time for the COVID pandemic. “Since the 
bottom of the economy in 2020, corporate profits have increased 96.2%, S&P 500 earnings are up 

140%, and GDP is up only 55.8%.”, First Trust - 2026 Forecast: Still Wary. The stock market has 
outperformed earnings and economic growth and is trading at valuations on the high end of 
the historical scales. 
 
Risks and Unknowns: 

• Inflation reaccelerates and the Fed begins to warn of rate hikes. 
• The labor market weakens much further which affects consumer spending. 
• The AI theme disappoints. 
• A change of leadership at the Fed. 
• Geopolitical conflicts escalate. 
• Mid-term elections. 
• Fiscal debt is in the spotlight again, rating agencies downgrade U.S. debt, and Treasury 

demand fades. 
• Given the stellar performance of stocks over the past three years, there is some investor 

complacency and increasing levels of trading in the markets. This often means that there is 
also some leverage in the markets. Leverage and complacency can be issues in a volatile 
market. 
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In Summary:   

• The economy will accelerate modestly in 2026, in the range of 2.25% - 2.50% growth. The 
Fed will pause mid-year and may start building expectations for a hike in 2027. 

• We anticipate 10-15% earnings per share growth for the S&P 500. Small and mid-size 
companies will benefit from lower rates. 

• P/E valuations for large cap companies will compress modestly. 
• The U.S. dollar will be strong as growth in the rest of the world economies continues to 

decelerate. We believe the U.S. equity market will outperform most global indexes. 
• Strong fundamentals support the market, but returns should moderate from the past three 

years of outperformance. 
• Technology will continue to be a significant contributor to earnings and will add to 

performance, but we expect increasing volatility. 
• The AI infrastructure theme will continue to be built out, benefiting industrial companies – 

heavy machinery, transmission lines, batteries, utilities, and rare earth minerals. 

   

There are always risks and unknowns. We continue to believe that diversification and 
rebalancing help to mitigate risks over time. Stay invested to achieve your financial goals over 
the long term.  It is okay to invest the old way – owning quality stocks and broad diversification have 
not gone out of style. History has shown that this is how wealth is accumulated over time. 
 
Thank you for your trust in us. We appreciate you and are grateful for the opportunity to work 
with you and your families. We wish you many happy times and good health in 2026. 
 
Our warmest regards,  
 
 
Debra Riedel          Zach Bethel, AAMS®       Steve Sackman 
Senior Vice President – Investments       Financial Advisor        Senior Client Service Associate 
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Disclaimers 
 

If you would like a digital copy of the any of the reports that we used for data collection, please let us know. We are 
happy to email them to you. 
 

The information contained in this report does not purport to be a complete description of the securities, markets, or 
developments referred to in this material nor is it a recommendation. The information has been obtained from 
sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or complete. Any 
opinions are those of Debra Riedel and not necessarily those of Raymond James. Expressions of opinion are as of 
this date and are subject to change without notice. There is no guarantee that these statements, opinions, or 
forecasts provided herein will prove to be correct. Investing involves risk and you may incur a profit or loss regardless 
of strategy selected. Past performance does not guarantee future results. Future investment performance cannot be 
guaranteed, investment yields will fluctuate with market conditions. 
 

Indices are not available for direct investment. Index performance does not include transaction costs or other fees, 
which will affect actual investment performance. Past performance is not indicative of future results. 
 

The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. 
stock market. 
 

The S&P 500® Equal Weight Index (EWI) is the equal-weight version of the widely used S&P 500. The index includes 
the same constituents as the capitalization weighted S&P 500, but each company in the S&P 500 EWI is allocated a 
fixed weight - or 0.2% of the index total at each quarterly rebalance. 
 

The Dow Jones Industrial Average (DJIA), commonly known as “The Dow” is an index representing 30 stock of 
companies maintained and reviewed by the editors of the Wall Street Journal. 
 

The NASDAQ Composite covers 4500 stocks traded over the counter. It represents many small Composite index 
company stocks but is heavily influenced by about 100 of the largest NASDAQ stocks. It is a value weighted index 
calculated on price change only and does not include income. 
 

The Russell 1000 Growth represents a segment of the Russell 1000 index with a greater-than-average growth 
orientation. Companies in this index have higher price-to-book and price-earnings ratios, lower dividend yields and 
higher forecasted growth values. This Index includes the effects of reinvested dividends. 
 

The Russell 1000 Value represents a segment of the Russell 1000 index with a less-than-average growth orientation. 
Companies in this index have low price-to-book and price-earnings ratios, higher dividend yields and lower 
forecasted growth values. This Index includes the effects of reinvested dividends. 
 

The Russell Midcap consists of the bottom 800 securities in the Russell 1000 index as ranked by total market 
capitalization. This Index includes the effects of reinvested dividends. 
 

The Russell 2000 index covers 2000 of the smallest companies in the Russell 3000 index, which ranks the 3000 largest 
U.S. companies by market capitalization. The Russell 2000 represents approximately 10% of the Russell 3000 total 
market capitalization. This Index includes the effects of reinvested dividends. 
 

The MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market capitalization index that is designed 
to measure developed market equity performance, excluding the United States & Canada. The EAFE consists of the 
country indices of 22 developed nations. 
 

The MSCI ACWI ex U.S. index is a market-capitalization-weighted index maintained by Morgan Stanley Capital 
International (MSCI) and designed to provide a broad measure of stock performance throughout the world, with the 
exception of U.S.-based companies. The MSCI All Country World Index Ex-U.S. includes both developed and 
emerging markets. 
 

Dividends are not guaranteed and must be authorized by the company’s board of directors. 
 

Investing in small cap stocks generally involves greater risks, and therefore may not be appropriate for every investor. 
The price of small company stocks may be subject to more volatility than those of large company stocks. 
 

International investing involves special risks, including currency fluctuations, differing financial accounting 
standards, and possible political and economic volatility. 
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Sector investments are companies engaged in business related to a specific sector. They are subject to fierce 
competition, and their products and services may be subject to rapid obsolescence. There are additional risks 
associated with investing in an individual sector, including limited diversification. 
 

Bond prices and yields are subject to change based upon market conditions and availability. If bonds are sold prior 
to maturity, you may receive more or less than your initial investment. There is an inverse relationship between 
interest rate movements and fixed income prices. Generally, when interest rates rise, fixed income prices fall and 
when interest rates fall, fixed income prices rise. 
 

CDs are insured by the FDIC and offer a fixed rate of return, whereas the return and principal value of investment 
securities fluctuate with changes in market conditions. 
 

Investors should consider the investment objective, risks, charges, and expenses carefully before investing. 
The prospectus, which contains this and other important information, is available from your Financial Advisor 
and should be read carefully before investing. 
 

© 2025 Raymond James & Associates, Inc., member New York Stock Exchange / SIPC. 
 

First Trust Disclaimer: 
 

Consensus forecasts come from Bloomberg. This report was prepared by First Trust Advisors L. P., and reflects the 
current opinion of the authors. It is based upon sources and data believed to be accurate and reliable. Opinions and 
forward-looking statements expressed are subject to change without notice. This information does not constitute a 
solicitation or an offer to buy or sell any security. 
 

J.P. Morgan Disclaimer: 
 

And because we cited and showed (2)  J.P. Morgan Guide to the Markets slides, here are their (3) disclaimer slides as 
well. Many of which overlap our disclaimers. 
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