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AT YOUR SERVICE SERVICES CONSUMPTION: PERCENTAGE OF GDP
The services category in the recent GDP report delivered a
bigupside surprise, helping stoke the stronger-than-consensus 50

4.3% increase in third-quarter GDP. Tariffs -- and the efforts
of consumers and businesses to front-run them -- made it
difficultto gauge underlying growth in the first halfof the year.
But services sent a clear message of strength in 3Q, growing
3.7% on a seasonally adjusted annual basis. The result was
the category’s strongest performance since the third quarter 40
of 2022. It also marked an encouraging rebound from 1Q,
when services eked out a gain of just 0.8%. The category’s
performance has extra significance because the U.S. truly
is a service economy. The category represents almost 47%
of GDP and contributed 1.74 points of the quarter’s growth.
That was a major reason why we boosted our estimate for 30
4Q25 GDP growth to 2.5% from 1.7% and lifted our fore-
cast for 2025 growth to 2.5% from 1.9%. Within services,
healthcare was the biggest contributor, adding 0.76 points
to GDP. Outpatient services as well as hospital and nursing

home services increased. Meanwhile, exports of professional Source: U.S.Bureau of Economic Analysis
and management consulting services helped the trade balance. 20
In the GDP report, we analyze growth in real final sales to '50 '55 '60 '65 '70 '75 '80 '85 '90 '95 '00 '05 '10 '15 '20 '25

private domestic purchasers to assess the underlying strength
of the economy. This measure excludes the recently noisy
trade balance, inventories, and government categories and
focuses on core categories of consumer spending and gross
private fixed investment. This measure grew a sturdy 3.0%
in 3Q, up from 2.9% in 2Q.
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ECONOMIC HIGHLIGHTS (coninue)

UNEMPLOYMENT RATE DROPS TO 4.4%

The Bureau of Labor Statistics (BLS) released the Employ-
ment Situation for December. The report indicated that the
U.S. generated 50,000 non-farm jobs in December. Overall,
our outlook for employment has improved slightly as a
result of this report and recent economic data. Our forecast
was for an increase of 50,000 new jobs in December, while
the consensus called for 60,000. November’s payrolls were
revised lower by 8,000 to 56,000 and October was reduced
by 68,000 to -173,000. This results reduced the three-month
average to -22,000 from +22,000. The BLS Diffusion Index
indicated 50.8% of 250 private industries are hiring, down
from 55.6% in November. Manufacturing slumped to 38.2%
from 43.8%. The December unemployment rate decreased
to 4.4%, from a revised-lower 4.5% in November. Average
hourly earnings increased $0.12 month to month and are 3.8%
higher year over year. The average workweek ticked down to
34.2 hours. We had expected an unemployment rate of 4.6%.
Employment rose in food services and drinking places, health
care, and social assistance. Job losses occurred in retail trade.
Employment showed little or no change over the month in
other major industries, including mining, quarrying, and oil
and gas extraction; construction; manufacturing; wholesale
trade; transportation and warehousing; information; financial
activities; professional and business services; and other ser-
vices. The manufacturing sector lost 8,000 jobs. Healthcare
and social assistance added 38,500. Federal government
employmentrose by 2,000 in December. Federal employment
declined by 277,000, or 9.2% in 2025. After the report, the
probability that the Fed will cut the funds target to 3.25% to
3.50% at the conclusion of its meeting on January 28 declined
to 5% from 13%.
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FINANCIAL MARKET HIGHLIGHTS

STOCKS START YEAR A BIT ABOVE FAIR VALUE BULL MARKET RALLIES (% CHANGE IN S&P 500)
We have multiple ways of looking at market valuations. Most
are signaling that stocks are reasonably valued, though not
cheap. Our asset-allocation model, which we call the Stock-
Bond Barometer, is indicating that the two major portfolio
asset classes are near parity on valuation. This model, our most 500
comprehensive, goes back to 1960. The output is expressed
in terms of standard deviations to the mean, or sigma. The
mean is a modest premium for stocks, of 0.17 sigma, with 400
a standard deviation of 1.07. So stocks normally sell for a
slight premium compared to bonds. The current valuation
level is a 0.30 sigma premium for stocks -- not a discount, but 300
easily within the normal range. Other valuation measures also

show reasonable multiples for stocks. The current forward

P/E ratio for the S&P 500 is about 23, within the normal 200

range of 15-24. On price/book, it is no surprise that stocks

are priced at the high end of the historical range of 1.8-5.5,

given that tech stocks, which have low capital bases, are 100 I
AlIhd |
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Source: Argus Research

the biggest component of the market. The current S&P 500
dividend yield of 1.09% is below the historical average of
2.9%, but the relative reading to the 10-year Treasury bond 0
yield is 26% compared to the long-run average of 39%. On
price/sales, the current ratio of 3.3 is above the historical
average of 1.8, but well below the 4.0 multiple at the peak
of the “dot-com” bubble. Further, the gap between the S&P
500 earnings yield and the benchmark 10-year government
bond yield is 300 basis points, compared to the historical
average of 400. Lastly, the ratio of the S&P 500 price to
an ounce of gold is 1.6, not far from the midpoint of the
historical range of 1-3.
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STOCK BOND BAROMETER
BULL MARKET SET FOR 2026 (STANDARD DEVIATIONS)
The current bull market is more than three years old. During 3.0
that time, the S&P 500 has risen more than 90%. Stocks
have been supported by an economy that continues to grow,
inflation and interest rates that have been heading lower, and 2.0
robust profitability from S&P 500 companies. We studied the >0, FAVOR
13 bull markets that have occurred since the end of World 1.0
War II. On average, the five bull markets since 1980 have
seen stocks advance about 240% over a period of almost
six years. And the bull market prior to the pandemic carried 0.0
on for 11 years, during which stocks rose 500%. The 2009- I&
2020 bull market began with stocks deeply depressed on 1.0 0= STOCK/BOND
valuation, whereas stocks are already near fair value in the
current market environment. Even so, ifrates continue to head
lower on mild inflation news, earnings growth accelerates, -20
and the economy can continue to avoid a recession, then the
current bull market, driven by disruptive innovation from the -3.0
Information Technology sector, may have more room to run. <0, FAVOR
Source: Argus Research STOCKS
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KEY ECONOMIC FORECASTS

The $31 trillion U.S. economy remains on course for modest growth, powered by corporate investments in
Al and outsized spending by the wealthiest households. Nvidia CEO Jensen Huang estimated, in Novem-
ber, that $3 - $4 trillion will be spent on Al infrastructure in the next 5 years.

We recently raised our 2026 forecast for GDP growth to 2.2% from 2.0%. Unemployment remains low, the
Fed has been stimulating growth by reducing the funds rate, and last year’s tax legislation should result in
healthy rebates for most families. We are initiating a 2027 estimate for 1.7% growth. We still expect full-
year GDP growth for 2025 to come in at 2.5%.

U.S. consumers have been the engine of economic growth. That should continue with unemployment at
4.4%. We expect the jobless rate to remain between 4.3% - 5.0% in 2026. Fewer job openings and slower
hiring may reduce wage growth.

Inflation’s downward progress has stalled above the Fed’s 2% target. Core PCE has exceeded 2.5% since
March 2022, rising to 2.9% in 3Q25. The median projection of Federal Reserve officials does not return to
2% until 2028.

Argus expects S&P 500 EPS to come in at $270 in 2025 and increase by 11% to $300 in 2026. EPS is
helped by an increase in operating margins to 18.0%, well above 13.9% in pre-pandemic 2019. Growing
tech giants such as MSFT and NVDA have operating margins of 46% and 59% respectively while Dow
stalwarts Walmart and Caterpillar earn 4% and 18%, respectively.

Argus Fixed Income Strategist Kevin Heal expects the Fed to reduce the funds rate by 25 basis points in
2026 and by another 25 basis points in 2027 taking the target range to 3%-3.25%. We expect the dollar to
be flat or slightly stronger in 2026 as foreign demand for shares of innovative U.S. companies and econom-
ic resilience offset monetary easing.

Despite last year’s economic-and-policy “uncertainty,” the Misery Index, which is the Consumer Price In-
dex (CPI) inflation rate plus the unemployment rate, is 7.1%, well below the average of 9.2% since 1949.
“Misery” could peak at 7.6% in 2Q26 with CPI at 3.1% and Unemployment at 4.5%. This is a consideration
ahead of midterm elections.

What could go right? Monetary easing, big tax refunds, spending by wealthy consumers, strong S&P earn-
ings, capital investment, productivity gains, and ongoing innovation.

Risks: Elevated Inflation, slow hiring, housing, and manufacturing are stalled, low income consumers are
struggling, spending by affluent may be dependent on stock market gains.




CURRENT ECONOMIC RELEASES

Current Economic Releases

Release

Month

Previous
Report

Argus
Estimate

Street
Estimate

Actual

9-Jan

13-Jan

14-dan

15-dan

16-Jan

21-Jan

22-Dec

Nonfarm Payrolls
Unemployment Rate
Average Weekly Hours
Average Hourly Earnings
Housing Starts

U. Michigan Sentiment

Consumer Price Index
CPIl ex-Food & Energy
New Home Sales

Retail Sales

Retail Sales ex-autos
PPI Final Demand

PPI ex-Food & Energy
Existing Home Sales
Business Inventories

Import Price Index

Industrial Production
Capacity Utilization

Construction Spending

GDP Annualized QoQ
GDP Price Index
PCE Deflator

PCE Core Deflator
Personal Income
Personal Spending

December
December
December
December
October
January

December
December
October

November
November
November
November
December
October

November

December
December

September

3Q "Updated"

3Q "Updated"
November
November
November
November

56K
4.5%
34.3
3.6%
1,306K
52.9

2.7%
2.6%
738K

3.3%
3.7%
2.8%
2.90/0
4.14 Min.
1.30/0

0.3%

2.5%
76.0%

-1.6%

4.3%
3.8%
2.8%
2.8%
4.8%
5.3%

50K
4.6%
34.3
3.5%
1,300K
53.0

2.8%
2.8%
700K

3.3%
4.3%
2.7%
2.6%
4.10 Min.
1.2%

0.1%

1.7%
77.0%

1.2%

4.3%
3.8%
2.7%
2.7%
4.7%
5.4%

60K
4.5%
34.3
3.6%
1,325K
53.5

2.7%
2.7%
705K

NA

NA

2.7%

2.7%
4.18 Min.

NA

NA

NA
76.0%

NA

NA
NA
NA
NA
NA
NA

50K
4.4%
34.2
3.8%
1,246K
54.0

2.7%
2.6%
737K

3.3%
4.3%
3.0%
3.0%
4.35 Min.
1.4%

NA

NA
NA

NA

NA
NA
NA
NA
NA
NA




Disclaimer

Argus Research Co. (ARC) is an independent investment research provider whose parent company, Argus Investors’ Counsel, Inc. (AIC), is registered
with the U.S. Securities and Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither The Argus
Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and does not have investment
banking operations. The Argus trademark, service mark and logo are the intellectual property of The Argus Research Group, Inc. The information
contained in this research report is produced and copyrighted by Argus Research Co., and any unauthorized use, duplication, redistribution or
disclosure is prohibited by law and can result in prosecution. The content of this report may be derived from Argus research reports, notes, or
analyses. The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Argus makes no
representation as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. In addition, this content is not prepared
subject to Canadian disclosure requirements. This report is not an offer to sell or a solicitation of an offer to buy any security. The information
and material presented in this report are for general information only and do not specifically address individual investment objectives, financial
situations or the particular needs of any specific person who may receive this report. Investing in any security or investment strategies discussed may
not be suitable for you and it is recommended that you consult an independent investment advisor. Nothing in this report constitutes individual
investment, legal or tax advice. Argus may issue or may have issued other reports that are inconsistent with or may reach different conclusions than
those represented in this report, and all opinions are reflective of judgments made on the original date of publication. Argus is under no obligation
to ensure that other reports are brought to the attention of any recipient of this report. Argus shall accept no liability for any loss arising from the
use of this report, nor shall Argus treat all recipients of this report as customers simply by virtue of their receipt of this material. Investments involve
risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future performance.
Argus has provided independent research since 1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in
this report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of covered companies, or may own more than
one percent of a covered company’s stock. Argus Investors’ Counsel (AIC), a portfolio management business based in New York, NY, is a customer
of Argus Research Co. (ARC), also based in New York. Argus Investors’ Counsel pays Argus Research Co. for research used in the management
of the AIC core equity strategy and model portfolio and UIT products, and has the same access to Argus Research Co. reports as other customers.
However, clients and prospective clients should note that Argus Investors’ Counsel and Argus Research Co., as units of The Argus Research Group,
have certain employees in common, including those with both research and portfolio management responsibilities, and that Argus Research Co.
employees participate in the management and marketing of the AIC core equity strategy and UIT and model portfolio products. Recipients of the
Research reports in Singapore should contact the Intermediary of the Research Reports in respect to any matters arising from, or in connection
with, the analysis of the report. Where the recipient is not an accredited, expert or institutional investor as defined by the Securities and Futures
Act, the Intermediary accepts legal responsibility for the contents of Research Reports in respect of such recipient in accordance with applicable
law. When reports are distributed by Intermediaries in Singapore, the Intermediary, and not Argus Research, is solely responsible for ensuring that
the recipients of the Research Reports understand the information contained in the Research Reports and that such information is suitable based
on the customer's profile and investment objectives. Laws and regulations of other countries may also restrict the distribution of this

report. Persons in possession of this document should inform themselves about possible legal restrictions and observe them accordingly.

This content is not prepared subject to Canadian disclosure requirements. investors




