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For many years we have crafted a thought piece to share our annual outlook. Our aim for 
these forecasts is to help you better understand major economic trends, prepare for 
different scenarios, and assess risks. We also discuss, in general terms, the strategy 
behind our portfolio asset allocation – which attempts to achieve a solid, risk-adjusted 
return over time. 

Our goal is to achieve this objective by following top industry standards and upholding 
our fiduciary responsibilities. Regularly, we compare our perspectives with the institutional 
consensus in the field. While we caution against overconfidence and acknowledge the 
presence of uncertainty, we strive to maintain realistic expectations and offer independent 
opinions. 

Importantly, our forecasts do not promise specific returns or precise timing. Financial 
markets are shaped by countless interconnected factors—ranging from economic data 
and policy changes to unexpected shocks. Predicting exact returns across assets and 
markets, especially over short periods of time, is by its nature highly erratic. 
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Economic events rarely adhere to simple models. Every forecaster faces unforeseen 
disruptions such as geopolitical crises, sudden policy changes like new tariffs, or 
structural shifts including challenges to the rule of law. Even a robust positive outlook for 
the US can be quickly derailed by certain policies, misinformation, or media manipulation. 

With this in mind, we encourage you to see our 2026 Outlook as simply an educated 
guess to be considered merely as a small part of your long-term planning rather than 
instructions for making tactical decisions based solely on a one-year view. 

Last Year’s Predictions and Outcomes 
Before discussing our 2026 forecasts, let’s look back at last year’s outlook. We anticipated 
generally positive conditions for both domestic and international equity and fixed income 
markets, though we noted several factors that could either support or challenge economic 
growth. 

Consistent with our expectations, the global economy expanded - even amid volatile trade 
dynamics. 

Economy 

Our forecast predicted modest GDP growth of 2%, lower than previous years, and the 
long-term average of 3.1 to 3.2%. However, actual GDP growth for the last reported 
quarter reached an annualized rate of 4.3%, surpassing what most economists had 
anticipated. Data collection was temporarily disrupted due to government cutbacks and 
shutdowns, making 2025’s economic indicators somewhat complex to interpret. 

Even with obstacles like high inflation, declining consumer affordability, and increasing 
unemployment, the economy showed robust growth. This was largely propelled by 
Federal Reserve rate reductions and major investments in artificial intelligence and 
technology. In summary, the US economy remained resilient. Domestic growth 
outstripped international gains, with most developed nations expanding between 2.4% 
and 3.2%—beating earlier predictions. 
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Source: IMF, World Economic Outlook 

Inflation 

We saw inflation as persistent and expected the Federal Reserve to maintain its 2% 
target. Rising unemployment prompted a shift to monetary easing. Last quarter’s CPI was 
revised down to 2.7% from 2.9%, though economists remain cautious about these figures. 
The government faced a forty-three-day shutdown in October, complicating analysis.  
Energy inflation led at 4.2%, driven by geopolitical instability, aging infrastructure, and 
volatile fossil fuel prices. 
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Source: Statista 

Employment 

Unemployment rose from 4.2% to 4.6% in 2025, partly due to government streamlining, 
stricter border enforcement, and labor productivity measures. Job growth slowed, with 
non-farm jobs rising by just 64,000 in November and declining further in December. 
Average real hourly earnings increased by only 0.08% in 2025, down from a 1.3% rise in 
2024. These indicators suggest a weakening labor market, creating challenges for the 
Federal Reserve heading into 2026. 

 

 

Source: Federal Reserve Bank of St. Louis 
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Fixed Income 

In our 2025 report, we anticipated a positive outcome for the fixed-income market despite 
the Federal Reserve’s continued vigilance in combating inflation. Specifically, we viewed 
short-term rates as likely to recede, but at a very gradual pace. However, we held a slightly 
different view on long-term rates as the bond market assessed the impact of the incoming 
Administration’s policies and ongoing fiscal imbalances. Our fixed-income predictions 
were mostly correct. Short-term bond yields decreased throughout 2025, and 30-year 
Treasury yields increased slightly, while the 10-year yield remained basically unchanged. 
Specifically, the Fed funds rate decreased from 4.25% to 3.5%, and the 10-year Treasury, 
moved from 4.127% to 4.18%. 

Last year, the yield curve began to normalize after its 2024 inversion. Longer-term yields 
remained elevated due to fiscal deficits and inflation concerns. However, the short end of 
the curve declined as the Fed began its interest-rate normalization stance. From a 
market-analysis standpoint, interest-rate watchers will assess whether this latest trend in 
the fixed-income market is simply a return to a post-inflation norm or perhaps what is 
referred to as “bear steepening.” 

Top performers in the 2025 fixed-income market were emerging market bonds, 
capitalizing on a weakening dollar, and high-yield corporate bonds, generating 
approximate returns of 10.9% and 8%, respectively.  Even the long-beleaguered 
investment-grade intermediate-term corporate bond index (known as the Bloomberg 
Aggregate Bond Index) returned a total of 7.2% including interest payments. Investment-
grade and high-yield spreads remained historically tight in 2025 as defaults, absent a few 
notable exceptions, remained relatively sparse. We viewed the small income premium on 
high-yield paper relative to investment grade credit as abnormally low. 

 

Source: Morningstar 
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Domestic Equity Markets 

Our outlook for U.S. equities in 2025 was favorable but tempered - anticipating moderate 
market growth and expansion. Actual performance surpassed these expectations, with 
major indices recording mid-to-high teen gains. Key benchmarks led this positive 
momentum: the S&P 500 advanced by 16.4%, the NASDAQ rose by 20%, and the Dow 
Jones increased by 13.4%. While the market advanced at the beginning of 2025, by April, 
equities were off almost 20% from their February highs due primarily to trade-related 
pressures from the Administration’s tariff strategy.  By summer, markets had rebounded 
following the Administration's announcement of several agreements with key trading 
partners and the resilience of corporate earnings showing minimal effects from 
government policy changes. 

A central factor in domestic market growth was sustained capital expenditure on artificial 
intelligence (AI), which significantly influenced equity performance throughout the year. 
Notably, Nvidia—a leading semiconductor manufacturer—contributed approximately 15% 
of the S&P 500’s total return, underscoring the impact of AI investment in 2025. By year-
end, the information technology sector accounted for nearly 40% of the S&P 500, with a 
mere seven companies representing over 30% of the index's composition. This 
concentration has prompted consideration among investors regarding whether AI 
enthusiasm reflects fundamental value or signals potential speculative excess. 

As highlighted by the Wall Street Journal in a recent article, AI innovation holds substantial 
economic and strategic implications, serving as a marker of growth and a means for the 
United States to reinforce its global leadership position. Despite ongoing geopolitical 
tensions, equity markets fueled by AI investments remain resilient. The competition for 
leadership in AI is evident and continues to drive U.S. economic growth. BlackRock 
estimates that AI contributed 35% to U.S. GDP growth in the first half of 2025, potentially 
increasing to 50% in the latter half of the year. Capital expenditure in AI currently stands 
at unprecedented levels, raising questions about its long-term sustainability. Nonetheless, 
a recent study from BlackRock similarly found that, historically, companies that made 
substantial technology investments over the past two decades generally achieved strong 
financial performance as a result.  Time will tell if the tens of billions of dollars spent on AI 
applications will result in new revenue streams and cost efficiencies for Corporate 
America, but for the time being AI capex continues at break-neck speed. 
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Source: Federal Reserve Bank of St. Louis 

International Equity Markets 

Finally, at the international level, we expressed a constructive outlook particularly towards 
the value segment of global equities. And, in fact, foreign indices outperformed their US 
counterparts last year with the DAX (+23%), FTSE (+21%), and Nikkei (+26%) coming in 
with respectable returns. 

 

2026 Predictions 
 

The outlook for 2026 remains cautiously optimistic, tempered by several notable risks. 
Global geopolitical realignments continue to introduce uncertainty, encompassing issues 
such as gray-zone provocations, cyber threats, and increased rivalries among nations. 
Domestically, reduced federal regulation, a more accommodative monetary policy, 
anticipated growth in corporate earnings, and improved consumer health are expected to 
support economic momentum leading into the mid-term election cycle. Artificial 
intelligence is projected to remain a significant driver of equity market performance, with 
ongoing expansion and greater implementation. Overall, the prevailing narrative is one of 
continued appreciation in risk assets amid persistent volatility. 
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Economy 

While recent global growth has been robust, forecasts for 2026 indicate that GDP growth 
will moderate compared to prior years, with year-over-year gains anticipated just below 
2%. Slower expansion is attributed to ongoing effects of US tariffs, continued trade 
tensions—particularly between the United States and China—and subdued consumer 
demand due to elevated costs. The University of Michigan’s consumer sentiment index 
reflects a 31% decline during 2025. In developed economies, GDP growth is projected at 
approximately 1.5%–1.6%, while emerging markets are forecast to expand by roughly 4% 
this year, which is also lower than its long-term trend. 

Inflation 

Some institutional analysts we follow project that CPI will resume its march higher - 
reaching 4% by mid-2026, primarily driven by realized tariffs and additional economic 
stimulus. While we tend to agree with this assessment, we believe inflationary pressures 
could potentially stabilize at slightly lower levels (3%-3.5%) due to a potential increase in 
the supply of global energy from Venezuela and Iran. 

Unemployment 

Given softening labor market conditions and challenging inflation dynamics, monetary 
policy makers may need to pick the greater of these two evils to fight. In the end, we 
believe the central bank will give precedence to employment, potentially implementing 
two further rate reductions in 2026, even if inflation persists.  Baseline expectations 
suggest a modest rise in unemployment in early 2026 as tariff impacts materialize, 
followed by stabilization later in the year aligned with ongoing monetary easing by the 
Federal Reserve.  

 

Source: December 2025 Blue Chip Economic Indicators, Federal Reserve Bank of St. 
Louis 
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Fixed Income 

We currently view 2026 as a continuation the trend set in place in 2025 – i.e. short-term 
yields will likely fall, but concerns about the U.S. deficit and longer-term inflation, will 
continue to fuel a rise in long-term yields.  

The Federal Reserve is expected to continue easing in 2026 – likely towards the back 
half of the year after the replacement of Jerome Powell as Fed Chairman in May. In our 
opinion, this trend makes mid-range duration bonds more attractive because they may 
benefit from falling short-term rates, and they offer somewhat lower price volatility from 
rising long-term rates. In addition, opportunities may continue in select foreign fixed 
income markets if the dollar continues to weaken. However, sticky inflation and political 
uncertainty, especially regarding a replacement for the Federal Reserve chair, could bring 
unexpected events to the fixed income market. Given the complicated forces at work this 
year, we tend to favor actively-managed credit strategies in this environment.  

 

Source: Bureau of Economic Analysis, Federal Reserve Board, Federal Reserve Bank of 
Cleveland, Haver Analytics 
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Domestic Equities  

We view 2026 as a year when AI will continue to drive economic expansion and market 
growth. Accordingly, equity markets are expected to continue growing throughout 2026, 
supported by AI investment, benefits from the “One Big Beautiful Bill Act,” and monetary 
easing. The One Big Beautiful Bill Act is expected to support AI manufacturing, grow the 
defense and aerospace sector, and spur corporate spending. We believe markets will 
remain, generally, upwardly biased in the first half of 2026, and that the S&P may be 
poised to increase by a total return (including dividends) of 6% in 2026. Nevertheless, 
pessimism about equity markets may also become pervasive. Some market watchers 
point to several headwinds – namely exceptionally high stock valuations.  (For example, 
at roughly 7000, the S&P 500 index is trading at more than 22.5x the estimate of $310 of 
earnings compared to its long-term average multiple of closer to 18x earnings).  
Additionally, geopolitical unrest, inflationary pressures from fiscal expansion, and 
overreliance on a few large-cap stocks are all legitimate concerns which may well cause 
markets to pause or even correct sharply during the year. Furthermore, the uncertainty 
surrounding the outcome of the midterm House and Senate elections may also prove to 
be a difficult matter for the market to handicap.  

Due to this combination of factors, a market drawdown of 10% - 15% - or even more - 
during 2026 would not be unusual under these circumstances.  In fact, if the S&P 500 
were to simply regress to its long-term average multiple of 18x earnings it would trade 
20% lower than it does as of this writing. As such, we encourage investors who may be 
uncomfortable with that sort of volatility to re-evaluate their exposure to risk assets.  In 
summary, we think equity markets in the upcoming year have the potential to grow, but 
not without navigating a difficult terrain along the way.  

 

 

Source: LSEG Datastream and Yardeni Research 
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2026 Opportunities 

The future doesn’t always follow the consensus. If 2025 was the year of known unknowns, 
we believe 2026 is shaping up to be the year of unknown unknowns. 

Last year, markets were largely driven by the Federal Reserve and concentrated earnings 
stories. Inflation, interest rates, and geopolitics dominated the conversation, and forecasts 
clustered tightly around a small set of expectations. As we head into 2026, those 
decisions are now layered on top of one another. Many investors feel increasingly 
confident — earnings appear strong, and there is a broad expectation that the Fed will 
continue lowering rates. 

We think this confidence deserves a closer look. As 2026 unfolds, we expect the focus to 
shift toward several other longer-term, structural forces: 

 How productivity is affected—both positively and negatively—by AI 
 The pace of capital investment in technology 
 The ability of companies and governments to manage their debt 
 Political and electoral outcomes 

In our experience, forecasts are suspect when they sound reasonable and precise but 
potentially overlook large issues brewing under the surface. The biggest drivers of 2026 
may not be the obvious ones, but rather the second-order effects that few are currently 
modeling. The real uncertainty isn’t what we don’t know about the carryover from 2025—
it’s how sure we are that we understand it. 

Our approach remains grounded in fundamentals and tailored to your specific goals and 
risk tolerance. We focus on diversification and risk management alongside return 
expectations, building portfolios which, we hope, are designed to weather a wide range 
of outcomes rather than relying on a single economic narrative. 

We also see some emerging headwinds for consumers. Inflation over the past several 
years, combined with the less visible impact of tariffs on imported goods, may weigh on 
confidence. Companies with pricing power and strong margins are likely to hold up better, 
while others may begin to feel pressure from slower sales and rising costs. 

Equities. We are focusing on businesses with pricing power that meet essential needs, 
have limited refinancing risk, and demonstrate a strong return on invested capital. We 
continue to favor durable earnings stories over unproven growth companies that depend 
heavily on inexpensive financing. When themes become crowded and success is already 
reflected in prices, we tend to be more cautious. 

Fixed Income. Our approach is straightforward: We are emphasizing actively-managed 
strategies that favor tactical allocation, predictable income, and diversification, while 
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monitoring tight credit spreads and duration. This discipline has served portfolios well in 
recent years. 

Looking ahead, we expect opportunities to emerge during periods of volatility in what 
remains a polarized and unpredictable global environment. Some areas we are watching 
closely include: 

 Income opportunities created by rising long-term and falling short-term yields 
 Select defensive equities to diversify allocations to growth stocks 
 Alternatives that can add diversification and income 
 International equities offering attractive valuations 
 Hard assets as a potential beneficiary if inflation continues to run above the Fed’s 

target 

At the same time, risks remain elevated: 

 Increasing geopolitical tensions, including gray-zone conflicts 
 The potential for market disruption tied to Taiwan 
 The delayed effects of tariffs on inflation or employment 
 Changes in Federal Reserve leadership that could alter policy priorities 
 Continued growth in fiscal spending and pressure on the dollar 
 Ongoing concentration in the technology sector 

While participation in technology—and AI in particular—remains important, we believe 
diversification beyond this single sector is going to prove to be important. In our opinion, 
portfolios that balance innovation with defensive equities, strategic fixed income, and 
carefully selected alternatives are better positioned to manage uncertainty while pursuing 
long-term growth. We also continue to value flexibility. Maintaining some liquidity gives 
us the ability to rebalance and take advantage of opportunities when markets become 
stressed and sentiment shifts from analytical to emotional.   

So, while we expect slightly positive global economic growth, modest global equity 
returns, and a constructive fixed-income market, we need to recognize that our base case 
comes with risks – chief among them current market valuations relative to historic norms. 
To that point, the Afterword section of Andrew Ross Sorkin’s recent book about the late 
1920s, entitled 1929 has an admonition about periods of market excess: “The enduring 
lesson is not that booms can be prevented or that busts can be fully averted.  It is that we 
need to remember how easily we forget.  The antidote to irrational exuberance is not 
regulation by itself, nor skepticism, but humility – the humility to know that no system is 
foolproof, no market fully rational, and no generation exempt.” (Sorkin 1929 2025, p. 444). 

We are honored and privileged that you have entrusted us to guide you in your pursuit of 
achieving your long-term financial goals. Speaking of which, it’s always a good time to 
reassess your risk profile and objectives. If they have changed, or you would like to modify 
risk in your portfolios, please let us know. We look forward to navigating the opportunities 
and challenges of 2026 together. 
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Opinions and views expressed herein are solely those of the writer, and not necessarily the opinions of Investment Partners Group, its aƯiliates, employees, 
or subsidiaries (Collectively “The Company”, “We”, “Us”, or words of similar import). This report does not constitute or form part of any oƯer to issue or sell, or 
any solicitation of any oƯer to subscribe or purchase, any shares or other security, investment interest or provide investment advice - nor shall it form the basis 
of, or be relied on in connection with any contract there of.   Neither should any matter discussed herein be considered an endorsement of any product, service, 
firm, or provider. Any information referred to  should not be considered a complete analysis of every material fact with respect to any company, industry, 
security or strategy.  Any and all investments discussed herein may not be suitable for all investors and may be subject to a high degree of risk.  Past 
performance of any company, industry, security or strategy is not a guarantee of future results.  For this and other reasons, Investment Partners Group does 
not recommend that investors buy or sell any securities mentioned herein, if any.  Furthermore, there is no certainty, and we make no representations, that 
any strategy discussed may be executable in an appropriate size or amount and/or at the prices or rates described herein, if any.  Moreover, although the 
information contained herein has been obtained from sources believed to be reliable, its accuracy and completeness cannot be guaranteed.  Investment 
Partners Group and/or its aƯiliates (including but not limited to Investment Partners Asset Management (“IPAM”)) may eƯect transactions, including 
transactions contrary to any views expressed herein for themselves or their clients.  Furthermore, Investment Partners Group and/or its aƯiliates (including but 
not limited to IPAM) may have positions in securities mentioned herein (or options with respect thereto), and may also have performed consulting services for 
the issuers of such securities.  In addition, Investment Partners Group and/or its aƯiliates (including but not limited to IPAM) , their employees, employee‘s 
families, and other aƯiliated persons may have positions and eƯect transactions including transactions contrary to any views expressed in the securities or 
options of the issuers mentioned herein, if any, and may serve (or may have served) as directors of such issuers. IPAM is an SEC-registered investment adviser 
located in Metuchen, New Jersey. IPAM and its representatives are in compliance with the current filing requirements imposed upon SEC registered investment 
advisers by those states in which IPAM maintains clients. IPAM may only transact business in those states in which it is registered, or qualifies for an exemption 
or exclusion from registration requirements. The limited purpose of the Event is the dissemination of general information pertaining to its advisory services 
and / or market conditions. Accordingly, this report should not be construed by any consumer and/or prospective client as IPAM’s solicitation to eƯect, or 
attempt to eƯect transactions in securities, or the rendering of personalized investment advice for compensation over the Internet. Any subsequent, direct 
communication by IPAM with a client or prospective client shall be conducted by a representative that is either registered or qualifies for an exemption or 
exclusion from registration in the state where the prospective client resides. Information pertaining to the registration status of IPAM can be obtained 
at www.sec.gov and/or the state securities departments for those states in which Investment Partners maintains a notice filing. Moreover, no client or 
prospective client should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from IPAM, or from any other 
investment professional. IPAM is neither an attorney nor an accountant, and no portion of this message should be interpreted as legal, accounting, or tax 
advice. A copy of IPAM’s current written disclosure statement its business operations, services, and fees is available from IPAM on its website.  Specifically, 
IPAM’s disclosure statement is discussed in its form ADV 2A available at www.investmentpartners.com/disclosure Accounts are not FDIC insured.  Investing 
involves risk.   
 
Please Note: Past performance is not indicative of future results. Therefore, no current or prospective client should assume that future performance will be 
profitable, equal the performance results attempted by a strategy mentioned herein, if any, or equal any corresponding historical benchmark index or 
Exchange Traded Fund (ETF) referenced in this presentation, if any. The historical index performance results for all historical benchmark indices or ETFs may 
not reflect the deduction of transaction and custodial charges, or, in some cases, the deduction of an investment management fee, the incurrence of which 
would have the eƯect of decreasing indicated historical performance results. Furthermore historical benchmark indices or ETFs may not include the impact 
of reinvested dividends or other investment income which would have the eƯect of increasing those indices historical performance results. The historical 
performance results for any/all indices and ETFs, if provided, are supplied exclusively for comparison purposes only, so as to provide general comparative 
information to assist an individual client or prospective client in determining whether IPAM’s objectives meet, or continues to meet, his/her investment 
objective(s). For example, the S&P 500 Index (the “S&P”) is a market capitalization-weighted index of 500 widely held stocks often used as a proxy for the 
stock market. Standard & Poor’s chooses the member companies for the S&P based on market size, liquidity, and industry group representation. Included 
are the common stocks of industrial, financial, utility, and transportation companies. A corresponding description of the index (i.e., a domestic equity index) 
is available from IPAM upon request. It should not be assumed that IPAM portfolio holdings will correspond directly to any such comparative index. Past asset 
class correlations are not indicative of future correlations, which may vary. 
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