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SUMMARY

See content within for additional information on the summary items discussed above

Charts and graph depicted in this presentation are for educational purposes only. Investors cannot invest in a market index 
directly, and the performance of an index does not represent any actual transactions.  The performance of an index does not 
include the deduction of various fees and expenses which would lower returns. 

•	 Our base case for 2026 is no recession. Accommodative monetary policy is set to 
deepen via Fed rate cuts, a dynamic further reinforced by fiscal stimulus to sustain 
economic momentum. While short-term volatility is possible, the combination of 
rate cuts, a stabilizing labor market, and continued economic resilience provides a 
constructive backdrop for markets.

•	 The incoming Fed chair will take office amid stubborn inflation, liquidity strains, 
and widening deficits, even as markets expect a more dovish policy stance. History 
suggests yields often rise after chair transitions, but subdued oil prices reduce the 
risk of an inflation reacceleration and give the Fed more room to ease if inflation 
remains in check.

•	 The S&P 500 has logged an 80% gain over the past three years. After comparable 
runs, forward returns have typically moderated and drawdowns have become 
more frequent. Absent a recession, the odds still favor positive returns, though the 
path is likely to be choppier.

•	 macrocast™ continues to suggest a low risk of a recessionary bear market. Our 
current microcast™ signal remains at an aggressive allocation. Both models 
continue to suggest a positive environment for risk assets.
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BOTH FISCAL AND MONETARY POLICY ARE SUPPORTIVE  
OF THE ECONOMY HEADING INTO NEXT YEAR

Our base case remains no recession in 2026. Absent an exogenous shock, the market 
environment tends to hinge on two factors: whether the economy is entering a recession 
and whether the Fed is tightening monetary policy. In our view, neither is likely next year.

On December 10, the Federal Reserve cut rates by 25 basis points, bringing the target 
range to 3.50%–3.75%. This marked the second reduction in as many months. As we 
noted last month, when the Fed eases policy with equities near all-time highs, subsequent 
one-year returns have historically been positive (table from SubuTrade):

The shorter-term picture has been more mixed. In the six-month period following similar 
cuts, several instances saw negative returns; most notably, 1990 and 2019, when stocks 
declined double digits. Both coincided with U.S. recessions—one driven by the oil shock 
around the Gulf War, the other by the pandemic. In each case, the market recovered over 
the subsequent six months. 

Looking ahead to next year, the Fed is expected to continue cutting rates. While the exact 
number of cuts will depend on incoming data, even one or two additional cuts would 
provide incremental stimulus by lowering short-term borrowing costs. Futures markets 
currently price in two 
more reductions, 
though the next move 
is not expected until 
spring (table from 
DataTrek):
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MARKET LIQUIDITY SHOULD IMPROVE    
NOW THAT THE SHUTDOWN IS OVER

What about the labor market? If employment were to deteriorate meaningfully from here, 
the Fed would likely be forced to cut rates more aggressively. This would be an unwelcome 
development, as that pattern has often coincided with equity market stress.

Recent jobs data has been noisy, in part due to reporting disruptions from the government 
shutdown, and agencies are still working through the backlog. That said, there are signs 
the slowdown in employment growth seen over the past year may be stabilizing. Forward-
looking, high-frequency indicators appear to be inflecting higher. If sustained, that would 
be a constructive signal for the broader economy (chart from Duality Research):

Further, fiscal policy 
is positioned to be 
meaningfully supportive 
next year. The federal deficit 
is currently more than 5% 
of GDP, a number that’s 
expected to grow next year 
as tax cut extensions and 
new reductions from the 
“One Big Beautiful Bill Act” 
further expand the deficit. 
Historically, recessions have 
not occurred alongside that 
magnitude of fiscal stimulus 
(chart from 3Fourteen):
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A NEW FED CHAIR COULD FACE  
STUBBORN INFLATION AND HIGHER RATES

Later this month or in early 2026, the president will nominate a new Federal Reserve chair. 
If confirmed, the new chair would succeed Jerome Powell, who served eight years after his 
initial nomination by President Trump and subsequent renomination by President Biden in 
2021.

The incoming chair will inherit a challenging situation. Inflation has proven resistant to 
falling below the Fed’s 2% target, liquidity strains persist in short-term funding markets, 
and the federal deficit continues to widen. These issues collectively complicate the policy 
outlook at the outset of the new term.

Despite this, market consensus has coalesced around the view that the next chair will be 
more dovish, with a greater willingness to cut rates. That expectation has been reinforced 
by growing speculation that Kevin Hassett—a Trump administration official whose policy 
orientation is seen as more accommodative—is the leading candidate.

However, that expectation actually runs counter to the historical record following 
leadership changes at the Fed. Over the past 50+ years, and across the last seven Fed chair 
nominations, both the 2-year and 10-year Treasury yields have moved higher in the period 
following the announcement (table from Bank of America):

For now, the combination of easing fiscal and monetary policy and a still-resilient 
economy provides a supportive backdrop for markets. That support should not be 
mistaken for a return to the ultra-accommodative regime of 2010–2020. The key difference 
is that inflation remains above target, leaving the policy path beyond the next few 
quarters far less certain.
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WHAT HAPPENED AFTER  
THREE STRONG YEARS IN THE MARKET?

The good news is that the last two nominations were followed by relatively modest moves 
in yields, particularly compared with the five previous instances. Even so, borrowers 
expecting meaningfully lower rates in the near term should consider these historical 
trends.

The outlook for inflation is likely to be the incoming chair’s biggest challenge. The last 
scenario the Fed wants to confront is a reacceleration in pricing pressure. One constructive 
development is that inflation has historically been most problematic when oil prices are 
rising, as they were in 2021 and 2022. Today, while inflation remains above target, oil 
prices are still notably subdued, making a renewed inflation surge less likely (chart from 
MarketDesk):

If inflation remains contained, the Fed has greater flexibility to support the economy 
through additional rate cuts without fear of overstimulating demand and driving prices 
higher. All else equal, this would make the new Fed chair’s job considerably easier.

The S&P 500 posted a gain of more than 80% over the past three years, a result that has 
occurred only 14 times since 1950. It’s rare, and it reflects unusually strong momentum.

History suggests that after surges of this magnitude, returns tend to be more subdued. 
The larger the three-year advance, the more modest the average return over the following 
year as markets digest prior gains. That said, the near-term record has been constructive. 
Six months later, returns were positive in 13 of the 14 historical cases, with an average gain 
of roughly 7% (table from Bluekurtic Market Insights):
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Outcomes over the following twelve months were more mixed. Returns were still positive 
on average, but dispersion widened as markets worked through the excesses of the prior 
rally. Even in years that ultimately finished higher, average peak-to-trough drawdowns ran 
between 7% and 11%. After the S&P 500’s strong three-year run, it would be unusual not 
to see at least a 7% pullback at some point in 2026.

Still, if the economy avoids recession, the backdrop argues for a positive return. In non-
recessionary years, the stock 
market has finished lower only 
15% of the time and has delivered 
double-digit gains nearly 70% 
of the time (chart from Carson 
Group):
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In summary, the setup for 2026 is constructive. Fiscal deficits remain large, monetary 
policy is easing rather than tightening, and the base case is an economy that avoids 
recession—conditions that have historically supported positive equity returns. At the 
same time, markets are coming off an unusually strong three-year run, which argues for 
lower forward returns and a higher likelihood of interim volatility. A pullback of at least 
7% would be consistent with history, even in a year that ultimately finishes higher. Tame 
inflation would give the Fed room to cushion the cycle, but a new Fed chair, persistent 
deficits, and rates that may not fall as much as hoped add uncertainty. The balance of risks 
favors gains over the full year, with a bumpier path along the way.

Happy Holidays 
All of us at Corbett Road would like to thank our clients and partners for your continued 
trust and partnership. We wish you a happy, safe holiday season and a healthy, successful 
New Year.
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IMPORTANT DISCLOSURES
Corbett Road Capital Management, LLC (“Corbett Road”) is a federally registered investment advisor with the Securities 
Exchange Commission (“SEC”) and has been in business since 2019. Registration with the SEC does not imply their approval or 
endorsement of any service provided by Corbett Road. This presentation contains information based on the views of Corbett 
Road.  Other organizations or persons may analyze investments and the approach to investing from a different perspective 
than that reflected in this presentation.  Nothing included herein is intended to infer that the approach to investing discussed 
in this presentation will assure any particular investment results.

Nothing in this presentation is to be considered investment advice and should not be relied upon as the basis for entering 
any transaction or advisory relationship or making any investment decision.  All investments involve the risk of loss, including 
the loss of principal.  Performance information included on this presentation is solely to demonstrate the potential benefits 
historically associated, with commercial asset classes. Past performance is not an indicator of future results.

Charts and graph depicted in this presentation are for educational purposes only. Investors cannot invest in a market index 
directly, and the performance of an index does not represent any actual transactions.  The performance of an index does not 
include the deduction of various fees and expenses which would lower returns. Advisory fees charged to Corbett Road clients, 
whether directly or indirectly through an ETF, are described in Corbett Road’s Form ADV Part 2A and Form CRS, available at 
https://adviserinfo.sec.gov/firm/summary/305063. Past performance is no guarantee of future results.

The presentation includes data, graphs, charts, or other material reflecting the performance of a security, an index, an 
investment vehicle, a composite or other instrument over time (“Performance Material”).  Past performance, and any 
performance reflected in Performance Material, is not an indication of future results. 

All information is based on sources deemed reliable, but no warranty or guarantee is made as to its accuracy or completeness. 
macrocast™ and microcast™ are proprietary indexes used by Corbett Road Capital Management to help assist in the 
investment decision-making process. Neither the information provided by macrocast™ or microcast™ nor any opinion 
expressed herein considers any investor’s individual circumstances nor should it be treated as personalized advice. Individual 
investors should consult with a financial professional before engaging in any transaction or strategy. The phrase “the market” 
refers to the S&P 500 Total Return Index unless otherwise stated. The phrase “risk assets” refers to equities, REITs, high yield 
bonds, and other high volatility securities.

Use of Indicators 
Corbett Road’s quantitative models utilize a variety of factors to analyze trends in economic conditions and the stock market to 
determine asset and sector allocations that help us gauge market movements in the short- and intermediate term. There is no 
guarantee that these models or any of the factors used by these models will result in favorable performance returns.  

Individual stocks are shown to illustrate market trends and are not included as securities owned by CRCM. Any names held by 
CRCM is coincidental. To be considered for investment by CRCM, a security must pass the Firm’s fundamental review process, 
meet certain internal guidelines, and fit within the parameters of the Firm’s quantitative models.
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