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The second estimate of Gross Domestic Product (GDP) shows that the output of goods and services
produced by labor and property located in the U.S. grew at an annual rate of 1.6% in the first quarter
of 2026. This is lower than the advance reading of 2.0% and higher than the 0.5% reading in 2025 Q4. The
Consumer Price Index (CPI), which measures inflation in consumer prices, was 3.8% in April. This is a
sharp increase from 2.4% in February and the highest reading since May 2023, although it is still nowhere
near the post-COVID peak of 9.0% in June 2022. Digging into the 3.8% calculation, the main cause for
the spike is energy, rising 17.9% over the past year. Food is up 3.2%. Without food and energy, CPI came
in at 2.8%. So far, we are only seeing inflation in energy, although it may trickle down to consumers in
other goods if companies need to raise prices. Meanwhile, unemployment measured 4.3% in April, which
is within the range of 4.1% to 4.5% over the past 12 months.

The Federal Reserve has a new chairman as of May 22, 2026: Kevin Warsh. Warsh is only the 17"
person since the founding of the Fed in 1913 to serve in this prestigious position (although the term
“chairman” was not used for the leader of the Fed until 1936). His term as chairman ends on May 21, 2030,
unless he is reappointed by whoever is president at that time. Warsh inherits some interesting challenges
as he navigates President Trump’s wishes for lower interest rates, an oil price shock which augurs for higher
interest rates, and a Federal Open Market Committee (FOMC) that is seemingly divided. The next FOMC
announcement on monetary policy is scheduled for June 17. The federal funds rate currently sits in a target
range of 3.5% to 3.75%. Financial markets will likely recalibrate interest rate expectations for the new
regime following the June 17" announcement.

Technical factors of the market are bullish (more demand than supply), while fundamentals are fairly
priced — therefore, we are mildly bullish on the market. The Standard & Poor’s forecast for S&P 500
earnings per share (EPS) through April 30, 2027 is $342.80, which implies a price-to-earnings (P/E) ratio
of 22.1 with the S&P 500 at 7,580. The earnings yield (E/P) of 4.52% represents fair value relative to the
10-year U.S. Treasury note yield of 4.45% (a yield spread of 0.07%). The eight largest companies in the
S&P 500 make up $26.0 trillion of the $67.8 trillion index market capitalization with a weighted P/E of
37.0. 1f 38.3% of the index has a P/E of 37.0, then 61.7% of the index has a P/E of 12.9 for the overall P/E
tobe 22.1. A P/E of 12.9 is an E/P of 7.78%, which is attractively priced compared to the 10-year Treasury
note yield of 4.45% (a yield spread of 3.33%)).

The S&P 500 continued ripping to the upside, led by the bubbly mega-cap technology stocks. Once
the index overcame formidable resistance around 7,000, buyers pushed it to an all-time closing high of
7,580 on May 29. At some point, this move will consolidate with choppier price action. Since old resistance
tends to become future support, there should be plenty of support around 7,000. The 50-day moving average
(7,058) and 200-day moving average (6,831) should strengthen this support even more.

With his typical bravado, President Trump has seemingly unleashed “animal spirits” in the financial
markets. On February 8, 2026, President Trump predicted that the Dow Jones Industrial Average (DJIA)
will reach 100,000 by the time he leaves office in January 2029. When he made this statement, the DJIA
had just closed above 50,000 for the first time. As of May 29, the DJIA sits at 51,032. Should the
President’s prediction come true, the index would roughly double from here in less than three years.
Economist John Maynard Keynes used the term “animal spirits” in his 1936 book The General Theory of
Employment, Interest, and Money to describe “a spontaneous urge to action rather than inaction, and not as
the outcome of a weighted average of quantitative benefits multiplied by quantitative probabilities”. The
relentless push higher in stock prices, especially in the mega-cap technology space, is seemingly based
more on emotion than logic. One can speculate that the addition of automated trading by Al systems is
fueling the fire. Earnings must also double for stocks to double, otherwise 2029 could be like 1929.



