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1. Economic Growth and the Composition of GDP: Real GDP for 3Q 2025 rose an annualized 4.3% from the quarter prior, supported by a lower 
proportion of net exports.

2. Labor Market: We show labor market conditions before, during, and after the COVID shock to better assess current conditions.

3. Federal Reserve Statement Changes: We take a look at the latest statement from the Fed and compare it to the prior release.

4. Fed Funds Target Rate: Fed funds futures have priced in two quarter-point cuts over 2026, in response to softness in the labor market.

5. December Federal Reserve Meeting: The Fed officials don’t feel it is “mission accomplished” on inflation. Ultimately, Fed Chair Jerome Powell 
reiterated that the Fed will be data dependent going into the January meeting. 

6. Fiscal Trajectory: The Congressional Budget Office estimates a $1.8 trillion deficit, pushing total debt to over $36 trillion, with interest rates to 
remain between 4%-6% for the next 10-20 years; focus should be brought to managing the deficit and debt.

7. Path to Improvement: The deficit sits above 6% of GDP, with debt above 120% of GDP. Spending cuts will likely be required to achieve healthy 
levels over the next 10 years.

8. Market Returns Around the Start of Fed Cutting Cycles: Investors seem to be demanding higher yields to compensate for risks associated with 
government debt. As a result, taxable fixed income has underperformed past rate-cutting cycles. 

9. Top 10 U.S. Companies by Decade: We take a look at the turnover of the top 10 companies in the S&P 500 and market share concentration.

10. Artificial Intelligence: We examine the scope and impact of artificial intelligence (AI) so far.

11. Fundamentals: Equity returns have been positive over 2024 and 2025. Multiples expansion has contributed less to total return over 2025 than 
we saw in 2024.

12. Stock Market Downturn: Major market indices have fallen recently, after many reached peak levels over the past few months.

13. Near-Term Risks and Opportunities: Equities remain elevated on a cap-weighted basis, with the S&P 500 P/E ratio about 24% above its 10-year 
average. However, equal-weighted valuations appear more reasonable, presenting opportunities as market breadth is expected to expand.

14. This Month: Stifel Bits: Stifel Bits is a weekly e-mail that takes a breez ​y, lighthear ​ted approach to our i​nsights.

15. Outlook 2026: To be released January 7 – A look at 2025, what's to come in 2026, and the years ahead.

P/E = price-to-earnings ratio
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ECONOMIC GROWTH AND THE COMPOSITION OF GDP

3.9% Housing

17.1% Gov’t Spending

67.9% Consumption

Source: Stifel CIO Office via Bloomberg, as of December 30, 2025

3.8% Housing

13.6% Investment Ex-Housing

-2.4% Net exports

Trend growth:
          2.1%
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LABOR MARKET

Source: Stifel CIO Office via Bloomberg, as of December 30, 2025
JOLTS = Job Openings and Labor Turnover Survey
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FED STATEMENT CHANGES
October 29December 10, 2025 

Available indicators suggest that economic activity has been expanding at a moderate pace. Job gains have slowed this year, and the 
unemployment rate has edged up but remained low through August; September. More recent indicators are consistent with these 
developments. Inflation has moved up since earlier in the year and remains somewhat elevated. 

The Committee seeks to achieve maximum employment and inflation at the rate of 2 percent over the longer run. Uncertainty about the 
economic outlook remains elevated. The Committee is attentive to the risks to both sides of its dual mandate and judges that 
downside risks to employment rose in recent months. 

In support of its goals and in light of the shift in the balance of risks, the Committee decided to lower the target range for the federal 

funds rate by 1/4 percentage point to 3-1/2 to 3-3/4 to 4 percent. In considering the extent and timing of additional 

adjustments to the target range for the federal funds rate, the Committee will carefully assess incoming data, the evolving outlook, and 
the balance of risks. The Committee decided to conclude the reduction of its aggregate securities holdings on December 1. The 
Committee is strongly committed to supporting maximum employment and returning inflation to its 2 percent objective. 

In assessing the appropriate stance of monetary policy, the Committee will continue to monitor the implications of incoming 
information for the economic outlook. The Committee would be prepared to adjust the stance of monetary policy as appropriate if risks 
emerge that could impede the attainment of the Committee’s goals. The Committee’s assessments will take into account a wide range 
of information, including readings on labor market conditions, inflation pressures and inflation expectations, and financial and 
international developments. 

The Committee judges that reserve balances have declined to ample levels and will initiate purchases of shorter-term Treasury 
securities as needed to maintain an ample supply of reserves on an ongoing basis. 

Voting for the monetary policy action were Jerome H. Powell, Chair; John C. Williams, Vice Chair; Michael S. Barr; Michelle W. Bowman; 
Susan M. Collins; Lisa D. Cook; Austan D. Goolsbee; Philip N. Jefferson; Alberto G. Musalem; and Christopher J. Waller. Voting against 
this action were Stephen I. Miran, who preferred to lower the target range for the federal funds rate by 1/2 percentage point at this 
meeting; and Austan D. Goolsbee and Jeffrey R. Schmid, who preferred no change to the target range for the federal funds rate at this
              meeting.

Source:  Stifel CIO Office
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DECEMBER FEDERAL RESERVE MEETING

• The SEP projections also show the potential for fewer 
cuts next year: 

o Projections show the likelihood of only one cut 
next year. 

o Fed funds futures are still pricing in two cuts in 
2026, but then no change in 2027.

Source:  Stifel CIO Office

Potential Pause Signals

Federal Reserve Statement

• Fed funds rate cut by 25 basis points (bps) to 
3.50%-3.75%.

• Will initiate purchases of shorter-term Treasury 
securities.

• Slower job gains and higher inflation.

Press Conference

• Fed Chair Jerome Powell said, “We’re well 
positioned to wait and see how the economy 
evolves from here.”

• He also indicated that labor market risks tipped 
the scales to a cut, but officials don’t feel it is 
“mission accomplished” on inflation.

• Ultimately, Powell reiterated that the Fed will be 
data dependent going into the January meeting.

Market Implications

• Markets responded positively:

• 10-year yield now 4.1%.

• Peak equity market.

SEP = Summary of Economic Projections
PCE = Personal Consumption Expenditures 

SEP: Year-End 2026

PCE Fed Funds

Inflation Rate 2026 2027

September 2.6% 3.4% 1.8% 1.9%

December 2.4% 3.4% 2.3% 2.0%

Change -0.2% 0.0% 0.5% 0.1%

Real GDP
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FISCAL TRAJECTORY

In a higher rate regime, the cost of debt will increase going forward
for all segments of the economy: the consumer, business, government 

Government Debt
2024 Deficit: $1.8 trillion

2024 Debt: $36 trillion
Net Interest:
15% revenue

12% spending
33% discretionary

We remain optimistic that the U.S. will ultimately get through a fiscal transition 
stronger. But how much pain will we experience through the process, and when?

Debt Added Since GFC 10-year Treasury Yield

Now 4.1%
10 Years Forward 5.8%
20 Years Forward 5.0%

Source:  Stifel CIO Office, as of December 30, 2025; data via Bloomberg, St. Louis Federal Reserve (FRED), New York Federal 
Reserve, Strategas 

CBO Forecast 2034
2034 Deficit: $2.6 trillion

2034 Debt: $56 trillion
Net Interest:
18% revenue

14% spending
43% discretionary

Quotes
“The… federal government’s fiscal path… is on an 
unsustainable path… you’ve got a very large deficit… So, 
it’s important… they be dealt with. It is ultimately a threat 
to the economy…” – Jay Powell

“Any country can borrow money and drive growth, but it 
may not always lead to good growth, so I think America 
should be quite aware that we’ve got to focus on it more.” 
– Jamie Dimon

“We must work to get our fiscal house in order and adjust 
federal domestic discretionary spending that has grown 
by an astonishing 40 percent over the past four years.”     
– Scott Bessent

GFC = Great Financial Crisis
CBO = Congressional Budget Office

Households $6.2 trillion  -20% of GDP
Corporate $8.9 trillion 7% of GDP
Federal $29.2 trillion 69% of  GDP
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PATH TO IMPROVEMENT

How We Get There 
Requires deficit reduction of $7.5 trillion–$9 trillion for 10 years to keep 

debt roughly stable and then declining.

Requires Austerity: 
• Spending (~2/3 of adjustment): entitlement reform and efficiency gains
• Revenue (~1/3): tax increases and grow the economy/personal income

Debt Stabilization Playbook: Austerity + Growth, Sequenced and Credible

Goal: 
• Deficit ≤ 3% of GDP by 2035 

• Debt ~60%-80% of GDP by 2050

Current: 
• Deficit ~6.4% of GDP 
• Debt ~122% of GDP

A path to evolve away from persistent deficits and debt buildup

Depends on growth, rates, inflation, and political will
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TOP 10 U.S. COMPANIES BY DECADE
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$251 billion

$545 billion

Market cap. = $2,396 billion

$3,178 billion

$19,631 billion
10 largest companies at the beginning of year...

          1985     1995          2005          2015     2025

Source: Stifel CIO Office via Bloomberg, as of January 2, 2025
J.P. Morgan Asset Management
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ARTIFICIAL INTELLIGENCE

AI Has Gone Mainstream, With Adoption Pace Outstripping PCs/Internet

45%
U.S. adults using GenAI

1/3
of workers use it at 
least once a week 10%

of workers use 
it daily

Early Economic Impact Is Real; Longer-Term Expected to be Even More 

~5.4%
Time saved per week 
by workers using 
GenAI

41%
The chance that a Fed 
model estimates the U.S. 
economy is in a new 
period of higher 
productivity growth 

>10%
Companies reporting 
mature implementation 
of an AI strategy 

80%
Companies expect AI to 
reshape their business 
by 2030 

Source: Federal Reserve Bank of St. Louis, Federal Reserve Bank of Cleveland, World Economic Forum
Generative AI is a type of artificial intelligence that can produce content such as audio, text, code, video, and images.
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FUNDAMENTALS

Source:  Stifel CIO Office via FactSet, as of December 29, 2025

YoY = year over year
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25x 26x 27x 28x 29x 30x 31x

$290 7,250 7,440 7,830 8,120 8,373 8,700 8,990

$280 7,000 7,184 7,560 7,840 8,085 8,400 8,680

$269 6,729 6,906 7,268 7,537 7,772 8,075 8,344

$260 6,500 6,670 7,020 7,280 7,507 7,800 8,060

$250 6,250 6,414 6,750 7,000 7,218 7,500 7,750

$239 5,979 6,136 6,458 6,697 6,906 7,175 7,414

$230 5,750 5,901 6,210 6,440 6,641 6,900 7,130

EPS
S&P 500 P/E 
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NEAR-TERM RISKS AND OPPORTUNITIES

Current 
S&P 500 Index 
Level

Consensus 
2024 EPS

• For 2025, analysts are projecting earnings growth of 12.5%, down from 14.3% at the beginning of the year. 
• For 2026, the forecast has been revised slightly upward to 14.9%, compared to 13.6% at the beginning of the year.

Consensus 
2025 EPS

EPS =  Earnings Per Share

Current 
S&P 500 Index 
Level

*Source: Stifel CIO Office, FactSet, and Bloomberg, as of December 29, 2025

23.7% premium to 10-year average
2.6% premium to 10-year average

0.4% needed to reach recent high

Earnings
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THIS MONTH: STIFEL BITS

47%: The percentage of Gen Z workers 
currently on track to have enough funds 
to maintain their current lifestyle in 
retirement.

$50 million-$60 million: The budget per 
episode of Stranger Things season 5.

33109: The richest zip code (Fisher 
Island in Miami Beach, Florida) in the 
U.S.

57%: The percentage of U.S. shoppers who say 
they expect to spend the same or more this 
holiday season compared with last year. 

21%: The percentage of Americans who 
have taken a trip solely for food.

$11.8 billion: The record-breaking amount of 
online sales on Black Friday this year, up 
9.1% from 2024. 
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OUTLOOK 2026

Outlook 2026
Report & Video: January 7, 2026

Client Webinar: Date to be determined

Outlook 2026 articles/topics include:

• 2025 Year in Review

• Outlook 2026 (Rewiring Growth)

• Washington Policy and Political Outlook

• Geopolitical Risk Dashboard

• The U.S. Fiscal Trajectory

• AI and the Next Productivity Revolution 

• Allocation Insights
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INDEX DESCRIPTIONS

Indices are unmanaged and are not available for direct investment. Past performance is no guarantee of future results.  Index returns include the reinvestment of dividends but do not 
include adjustments for brokerage, custodian, and advisory fees.

Bloomberg  U.S. Treasury Bills 1-3 Months Index includes all publicly issued zero-coupon U.S. Treasury Bills that have a remaining maturity of less than three months and more than 
one month, are rated investment grade, and have $250 million or more of outstanding face value. 

Bloomberg  U.S. Corporate IG Index is an unmanaged index considered representative of fixed-rate investment-grade taxable bond debt. 

Bloomberg  U.S. Aggregate Corporate Index is an unmanaged index considered representative of fixed-rate investment-grade taxable bond debt. 

Bloomberg  U.S. Corporate High Yield is an unmanaged index considered representative of fixed-rate, noninvestment-grade debt.

Bloomberg  U.S. Government Bond Index is an unmanaged index considered representative of fixed-rate,  investment-grade U.S. Government debt.

Bloomberg  Global Aggregate This index provides a broad-based measure of the global investment-grade, fixed-rate debt market.

DXY Index is a measure of the value of the U.S. dollar relative to the value of a basket of currencies of the majority of the U.S.'s most significant trading partners.

S&P 500 Index is a capitalization-weighted index of 500 stocks. The index is designed to measure performance of the broad domestic economy through changes in the aggregate 
market value of 500 stocks representing all major industries. 

S&P 500 Equal Weight Index is the equal-weight version of the widely regarded Standard & Poor’s 500 Index, which is generally considered representative of the U.S. large 
capitalization market.  The index has the same constituents as the capitalization-weighted S&P 500, but each company in the index is allocated a fixed weight of 0.20% at each 
quarterly rebalancing. 

S&P 500 Financials Index comprises those companies included in the S&P 500 that are classified as members of the GICS® financials sector. 

Bloomberg  U.S. 1000 Value Index provides exposure to companies with superior value factor scores based on their earnings yield, valuation, dividend yield, and growth.

Bloomberg U.S. 1000 Growth Index provides exposure to companies with superior growth factor scores based on their earnings yield, valuation, dividend yield, and growth.

Bloomberg U.S. 1000 Index is a float market-cap-weighted benchmark of the 1000 most highly capitalized U.S. companies.

Bloomberg U.S. 2000 Index is a float market-cap-weighted benchmark of the lower 2000 in capitalization of the Bloomberg U.S. 3000 Index.

MSCI EAFE Index captures large and mid cap representation across Developed Markets countries around the world, excluding the U.S. and Canada.  With 914 constituents, the index 
covers approximately 85% of the free float-adjusted market capitalization in each country.

MSCI Emerging Markets (EM) Index captures large and mid cap representation across 23 Emerging Markets (EM) countries. With 837 constituents, the index covers approximately 
85% of the free float-adjusted market capitalization in each country. 

Morgan Stanley Market implied pace of hikes index (MSPOKE) is the number of Fed rate hikes in the 12 months following the first rate hike implied by the Eurodollar interest rate 
futures market.

MSCI World Index is a free float-adjusted market capitalization-weighted index that is designed to measure the equity market performance of developed markets.

Bloomberg Magnificent Seven Index is an equal-dollar weighted equity benchmark consisting of a fixed basket of seven widely-traded companies classified in the United States and 
representing the Communications, Consumer Discretionary and Technology sectors as defined by Bloomberg Industry Classification System (BICS).

S&P 500 Quality High Dividend Index  is designed to measure the performance of S&P 500 members that exhibit both high quality and high dividend yield characterist ics. 

APPENDIX: INDEX DESCRIPTIONS
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INDEX DESCRIPTIONS

Wilshire 5000 Index is a market-capitalization-weighted index of the market value of all stocks actively traded in the United States. 

VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the implied volatility of S&P 500 index options.

Cboe S&P 500 Dispersion Index (DSPX℠) measures the expected dispersion in the S&P 500® over the next 30 calendar days, as calculated from the prices of S&P 500 index 
options and the prices of single stock options of selected S&P 500 constituents, using a modified version of the VIX® methodology.

EURO STOXX 50 is a stock index of Eurozone stocks designed by STOXX, an index provider owned by Deutsche Börse Group. According to STOXX, its goal is "to provide a blue-chip 
representation of Supersector leaders in the Eurozone.

Cash & Cash Equivalent is represented by the Bloomberg U.S. Treasury 3-6 months Bill Index, comprised of treasury bills issued by the U.S. government with less than one year to 
maturity. 

U.S. Government Bonds is represented by the Bloomberg U.S. Government Bond Index, comprised of the U.S. Treasury and U.S. Agency indexes. 

U.S. Corp IG Bonds is represented by the Bloomberg U.S. Corporate Bond Index, comprised of the investment grade, fixed-rate, taxable corporate bond market. 

High-Yield Bonds is represented by the Bloomberg U.S. Corporate High Yield Bond Index, comprised of U.S. Dollar denominated, high-yield, fixed-rate corporate bond market 
securities. 

U.S. LC (Large Cap) equities is represented by the Bloomberg U.S. 1000 Index, comprised of a float market-cap-weighted benchmark of the 1,000 most highly capitalized U.S. 
companies.

U.S. SC (Small Cap) equities is represented by the Bloomberg U.S. 2000 Index, comprised of a float market-cap-weighted benchmark of the lower 2,000 in capitalization of the 
Bloomberg U.S. 3000 Index.

Developed International Equities is represented by the MSCI EAFE Index, comprised of equity securities that belong to markets outside of the U.S. and Canada. 

Emerging Markets Equities is represented by the MSCI EM Index, comprised of equity securities that belong to emerging markets. 

Moderate Bench stands for moderate benchmark portfolio return which is a blended portfolio of stocks (60% weight, represented by MSCI AC Wor ld Index) and bonds (40% 
weight, represented by Bloomberg U.S. Agg Gov/Credit). 

MSCI AC World Index is comprised of equity securities belonging to 23 developed markets and 24 emerging markets countries. 

Bloomberg U.S. Government/Credit Bond Index is comprised investment grade, dollar-denominated, fixed-rate Treasuries, government-related and corporate securities.

KBW Nasdaq Regional Banking Index seeks to reflect the performance of U.S. companies that do business as regional banks of thrifts.

NYSE FANG+ Index is an equal-dollar weighted index designed to track the performance of highly-traded growth stocks of technology and tech-enabled companies in the 
technology, media & communications and consumer discretionary sectors such as Facebook, Apple, Amazon, Netflix, and Alphabet’s Google. 

NCREIF Property Index is a quarterly, unleveraged composite total return for private commercial real estate properties held for investment purposes only.  

National Federation of Independent Business Small Business Optimism Index measures the overall optimism and outlook of small business owners regarding the economic 
conditions, sales expectations, hiring plans, and capital expenditures. It provides valuable insights into the sentiment of small businesses, which are a vital component of the U.S. 
economy.

APPENDIX: INDEX DESCRIPTIONS
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DISCLOSURES

Past performance does not guarantee future results. Investing involves risk, including the possible loss of principal.  Asset allocation and diversification do not ensure a 
profit or protection against loss.

Dollar-cost averaging does not assure a profit or protect against a loss. Investors should consider their ability to continue investing during periods of falling prices.

Rebalancing may have tax consequences, which you should discuss with your tax advisor.

Alternative Investments or Non-Traditional Assets – Alternative investments may include, but are not limited to:  Real Estate Investment Trusts (REITs), Commodities, Futures, 
Hedge Funds, Venture Capital, Limited Partnerships, etc.  

Real Estate – When investing in real estate companies, property values can fall due to environmental, economic, or other reasons, and changes in interest rates can negatively 
impact the performance.  

Commodities and Futures – The risk of loss in trading commodities and futures can be substantial.  You should therefore carefully consider whether such trading is suitable for 
you in light of your financial condition.  The high degree of leverage that is often obtainable in commodity trading can work against you as well as for you.  The use of leverage can 
lead to large losses as well as gains.  

Hedge Funds – Investors should be aware that hedge funds often engage in leverage, short-selling, arbitrage, hedging, derivatives, and other speculative investment practices that 
may increase investment loss.  Hedge funds can be highly illiquid, are not required to provide periodic pricing or valuation information to investors and often charge high fees that 
can erode performance.  Additionally, they may involve complex tax structures and delays in distributing tax information.  While hedge funds may appear similar to mutual funds, 
they are not necessarily subject to the same regulatory requirements as mutual funds.

Venture Capital – Venture capital investments involve substantial risks.  The risks associated with investing in companies in the start-up or expansion stages of development are 
greater than those of companies in later stages, because the companies’ business concepts generally are unproven, and the companies have little or no track record.  

Limited Partnerships – Generally, limited partnership investments are suitable only for a narrow class of relatively sophisticated investors.  Limited partnership investments may 
be speculative in nature and be subject to resale restrictions or illiquidity.  An investment is appropriate only for investors who have the capacity to absorb a loss of some or all of 
their investment. 

Bonds –  When investing in bonds, it is important to note that as interest rates rise, bond prices will fall.  High-yield bonds have greater credit risk than higher quality 
bonds.

Duration –  Duration is a measure of the sensitivity of the price – the value of principal – of a fixed income investment to a change in interest rates.  Duration is expressed as a 
number of years.

Standard Deviation –  Standard deviation is a measure of the dispersion of a set of data from its mean. It is calculated as the square root of variance by determining the variation 
between each data point relative to the mean.  If the data points are further from the mean, there is higher deviation within the data set.

International and Emerging Markets – There are special considerations associated with international investing, including the risk of currency fluctuations and political 
and economic events.  Investing in emerging markets may involve greater risk and volatility than investing in more developed countries.  

Private Equity – Private equity funds are not appropriate for all investors.  Investors should be aware that private equity funds may contain speculative investment 
practices that can lead to a loss of the entire investment.  Private equity funds may invest in entities in which no secondary market exists and, as such, may be highly 
illiquid.  The funds are not required to provide periodic pricing or valuation information to investors and often charge high fees that can erode performance.  Additionally, 
they may involve complex tax structures and delays in distributing tax information.

    

 

APPENDIX: DISCLOSURES
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DISCLOSURES CONTINUED

Short Positions – The investor should note that when a short position moves in an unfavorable way, the losses are theoretically unlimited.  The broker will demand more 
collateral, and the manager might have to close out that short position at an inopportune time to limit any further losses.

Small Company Securities – Small company securities are typically more volatile and carry additional risks, since smaller companies generally are not as well 
established as larger companies.
    

 

APPENDIX: DISCLOSURES
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