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Earnings reports dominated the headlines this week. Although there have been several notable earnings disappointments or companies lowering guidance, earnings reports have generally been very good. With 60% of S&P 500 companies now having reported,
78% of companies have exceeded consensus estimates with an upward surprise of 6.8%. The blended earnings growth rate for the fourth quarter now stands at 15.5%, up over 350 basis points from the end of the fourth quarter. Although earnings have been
positive, equity markets were modestly lower in the first week of February due to lingering inflation and tariff worries. Consumer expectations for year-ahead inflation jumped to their highest levels since November 2023, with inflation expectations having two
consecutive months of unusually large increases. Inflation expectations increased to 4.3 percent in February from 3.3 percent in January, according to the University of Michigan consumer sentiment survey. Comments from Fed officials reinforced their need for
more data showing progress on inflation before lowering rates further. The January Nonfarm Payrolls were below consensus, and the unemployment rate fell to 4%, however the Average Hourly Earnings increased more than expected. Not only have recent tariff
discussions caused heightened market volatility, but they also seem to be driving inflation expectations higher. The announcement of potential tariffs, especially involving major trading partners like Mexico and Canada, has led to significant fluctuations in bond
yields and the stock market. The major U.S. equity indices finished the week lower while short Treasury yields increased on inflation concerns.
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