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Last month, the U.S. economy continued its above-trend expansion, driven
primarily by robust consumer spending and a resilient services sector.
Housing showed renewed momentum as lower mortgage rates brought
buyers back to the market.
 
Yet beneath these positives, challenges are mounting. Manufacturing activity
has now contracted for ten consecutive months while inflation remains
elevated despite recent moderation. Meanwhile, the Federal Reserve signals
a cautious approach to rate cuts even as political pressure builds for more
aggressive action.
 
Here's what unfolded in January, the dynamics behind the headlines, and
where we're focusing our attention.
 
Major U.S. Stock Indices 
 
Small-cap stocks finally had their moment in early 2026. Long overshadowed
by the “Magnificent 7,” they roared back to life, with the Russell 2000
outperforming both the S&P 500 and Nasdaq for 14 consecutive trading
sessions. 
 
The rotation signals investors are venturing beyond mega-cap tech to hunt
for value in domestic-focused companies with Main Street exposure and
those that benefit from improving financing conditions. 
 
Overall:

The S&P 500 gained 1.37%. 
The Nasdaq 100 increased 1.20%.
The Dow Jones Industrial Average outperformed, up 1.73%.

Economic Snapshot

The economy entered 2026 with momentum. Q3 2025 Gross Domestic
Product (GDP) hit 4.4% annualized, the strongest in two years, while
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Q4 tracking models pointed to 3-4% growth. Yet, the trajectory has
likely peaked. High-frequency data show growth narrowing,
increasingly reliant on services and government spending rather than
broad private demand. Forecasters expect normalization toward 2%
trend growth through 2026 — healthy, but hardly booming.
December payrolls rose just 50,000, well below 2024’s monthly
average of 168,000, with cuts concentrated in retail and
manufacturing. Unemployment held at 4.4%, suggesting gradual
cooling rather than outright deterioration. Wage growth has moderated,
keeping real incomes positive and supporting consumer spending
without reigniting inflation.
The headline Consumer Price Index (CPI) came in at 2.7% year over
year in December, approaching the Fed's target but not quite there.
The bigger concern: producer prices posted their sharpest monthly
gain in five months as tariff-related costs filtered through. The Fed held
rates steady at 3.5-3.75% in late January and signaled at most one
more cut in 2026, emphasizing data dependency and institutional
independence amid escalating political pressure.
The Institute for Supply Management’s (ISM) manufacturing index
remained in contraction for a tenth straight month at 47.9, with weak
orders, shrinking inventories, and job losses amplified by tariff
headwinds. Meanwhile, services sectors continue expanding, housing
transactions jumped 5% in December due to lower mortgage rates,
and credit spreads sit near historic lows, suggesting a bifurcated
economy: goods producers struggle while consumers stay resilient.

Our Outlook
 
The current environment is defined by tempered growth, ongoing disinflation,
and a Federal Reserve approaching the conclusion of its easing cycle. It’s
notable that market leadership is broadening. After years of mega-cap tech
dominance, small caps and cyclicals are finding their footing, creating
opportunities in areas that missed the prior rally.
 
That said, we're in a mature expansion where policy uncertainty and
geopolitical tensions will create periodic volatility. We're balancing cyclical
exposure with quality, maintaining valuation discipline, and preserving capital
for opportunities. In environments like this, what you avoid matters as much
as what you own.
 
As always, if you have any questions, your advisor is available anytime to
discuss your portfolio or these market developments. 
 
All the best,
 
 
Precision Financial Services, Inc.
350 US Highway 46
Mine Hill, NJ 07803
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Investment advice offered through PFS Partners, LLC, a Registered
Investment Advisor.
The information contained in this email message is being transmitted to and
is intended for the use of only the individual(s) to whom it is addressed. If the
reader of this message is not the intended recipient, you are hereby advised
that any dissemination, distribution or copying of this message is strictly
prohibited. If you have received this message in error, please immediately
delete.
 
 
 
Please remember that past performance may not be indicative of future results.  Different
types of investments involve varying degrees of risk, and there can be no assurance that
the future performance of any specific investment, investment strategy, or product
(including the investments and/or investment strategies recommended or undertaken by
PFS Partners, LLC (“PFS”), or any non-investment related content, made reference to
directly or indirectly in this newsletter will be profitable, equal any corresponding indicated
historical performance level(s), be suitable for your portfolio or individual situation, or
prove successful.  Due to various factors, including changing market conditions and/or
applicable laws, the content may no longer be reflective of current opinions or positions.
Moreover, you should not assume that any discussion or information contained in this
newsletter serves as the receipt of, or as a substitute for, personalized investment advice
from PFS.  To the extent that a reader has any questions regarding the applicability of any
specific issue discussed above to his/her individual situation, he/she is encouraged to
consult with the professional advisor of his/her choosing.  PFS is neither a law firm, nor a
certified public accounting firm, and no portion of the newsletter content should be
construed as legal or accounting advice.  A copy of PFS’s current written disclosure
Brochure discussing our advisory services and fees is available upon request. Please
Note: If you are a PFS client, please remember to contact PFS, in writing, if there are any
changes in your personal/financial situation or investment objectives for the purpose of
reviewing/evaluating/revising our previous recommendations and/or services, or if you
would like to impose, add, or to modify any reasonable restrictions to our investment
advisory services. PFS shall continue to rely on the accuracy of information that you have
provided.  Please Note: IF you are a PFS client, Please advise us if you have not been
receiving account statements (at least quarterly) from the account custodian.
This material was developed and produced by Levitate to provide information on a topic
that may be of interest. Levitate is not affiliated with any other named entity.
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