
INSIGHT
Short holiday week delivers steep drop but strong recovery.
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           n a shortened holiday week, we
           had ample noise where markets
           delivered another ‘TACO’ dip
           opportunity with a steep drop on
           Tuesday followed up with a strong
recovery on Wednesday. Key drivers on
the week were Green- land centric
trade war narratives (backtracked), and
an ongoing surge in Japanese
government bond yields. By week’s
end, U.S. stocks closed slightly lower
(-0.4%) while non-U.S. developed
(+0.1%) and emerging (+1.1%) markets
posted gains. U.S. bond yields closed
flat on the week recovering from a mid-
week surge while the USD traded
sharply lower (-1.8%) and commodities
(particularly precious metals) rallied.
Financial Market Highlights • Small
caps snapped a fourteen-day win
streak last week versus the S&P 500.
The internal market rotation in place
since mid-November is continuing as a
lead narrative as 4Q earnings reports
begin to pick up speed with blended top
and bottom lines growing at 7.8% and
8.2% respectively. • The surge in long-
term Japanese bond yields of over
80bps since Takaichi took office
included a single day move last week of
26bps, the largest single day since
1999. JGB yields are now at their
highest levels on record driven
primarily by tax proposals amidst an
increasingly shaky fiscal situation.
Economic Highlights • Last week’s
economic calendar featured a firm PCE
inflation release at 3%, improving UofM
consumer senti- ment and falling
inflation expectations, encouraging
labor market indications, and S&P
manufacturing and service 
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sector PMIs missing expectations but
still solidly in expansionary territory.
Policy Highlights • Policy
conversations were on Davos last
week, a refreshing change from Fed
speculation. Trump highlighted U.S.
claims on Greenland, his Board of
Peace, and backed off European tariff
threats. Canadian PM made waves
calling for middle powers to unite as a
counter to U.S. influence. • Two
notable Fed speculation points last
week were deteriorating optics of
POTUS control over the Fed (pending
Lisa Cook SCOTUS directive) and
Bessent suggesting we may see a Fed
Chair nominee this week. Polymarket
has Reider (49%) as the most likely
candidate, followed by Warsh (30%),
Waller/Hasset (8%). Bullish Asset
Allocation Narratives • Strong
consumption with ample room for the
consumer to re-lever and market-
related wealth effects. • AI boom
including substantial infra- structure
buildouts, projected produc-

tivity gains, and earnings potential. •
Growth conducive policies including a
less restrictive Fed, fiscal stimulus, and
deregulation. • Robust U.S. corporate
earnings growth, profit margins, and
forward guidance. Bearish Asset
Allocation Narratives • Risks to
consumption due to lower/ middle
class price fatigue (cumulative
inflation), higher interest rates (sluggish
housing market), and slowing labor
markets. • AI bust given unproven
ROI/mone- tization profile, narrow
equity markets, and industry specific
concerns (circular transactions,
increased debt financing, more asset
intensive business models). • Monetary
policy mistakes given prevailing labor
market dynamics and inflation trends. •
Tariff and immigration policies
introducing longer-term structural
headwinds on aggregate demand,
trade, and hiring alongside shorter-
term goods and sectoral level labor
inflation.
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