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If Benjamin Franklin was alive and able to amend his most popular quote, he might add
uncertainty to death and taxes as the only sure events in life. Admittedly, we believed that the
arrival of the new year would see a taming of the headline-grabbing uncertainty that buffeted
the economy and financial markets in 2025, not to mention the mindset of households and
businesses. But hopes for a more tranquil economic backdrop this year have been seriously
tested by events in recent weeks. Geopolitical tensions (Venezuela, Iran and Greenland)
continue to flare and tariff threats have hardly receded into the background. Unsurprisingly,
market volatility returned with a vengeance, stoking wide swings in stock and bond prices.
These market swings, however, seem to be serving a vital purpose, sending a signal to
authorities that bad decisions have consequences.

But while the turmoil has clearly undercut household and business sentiment, it has yet to
inflict serious pain on the economy. Consumers in the aggregate are still spending, and
companies are still investing profusely on Ai-related technology, notably on data centers and
R&D. And despite the wide swings, stock prices continue to forge ahead this month, posting a
net gain from year-end. Perhaps the most visible negative consequence of the ongoing
uncertainty is that it has frozen hiring plans, resulting in a widening pool of frustrated job
seekers, including college educated, white-collar workers. But layoffs remain low as companies
are holding on to staff as long as sales and revenue prospects do not deteriorate. Over the near
term, those prospects are looking favorable, as the spending stream is poised to receive a
formidable injection of purchasing power from the tax refunds and breaks derived from last
year’s One Big Beautiful Tax Act.

We expect that the tax windfall will impart vigor to consumer spending over the first half of the
year, sustaining the above-trend growth in GDP. As has been the case in recent years, the
biggest thrust in consumer spending will come from older and wealthier households who are
sitting on a cushion of financial assets that has been greatly inflated by surging stock prices. In
the third quarter, household net worth increased by $6 trillion following a $7.2 trillion gain in
the second quarter, thanks mainly to surging stock portfolios. Federal Reserve data reveal how
concentrated this wealth has become, as the top 10 percent of the richest households hold
nearly 70 percent of all wealth.
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The wealthier people become, the more emboldened they are to save less out of income, as
financial security is strengthened by their appreciated asset holdings. Historically, when net
worth increases faster than disposable income, the savings rate has fallen. That pattern was on
full display late last year, as
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It is not far-fetched to think that a major setback in stocks — the main driver of wealth in recent
years —would spur households, even affluent ones, to rebuild savings, putting a dent in
spending. The vulnerability of household portfolios has never been higher, as stock holdings
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With consumers continuing to flex their spending muscles in October and November, the
economy is on track for another solid growth in GDP in the fourth quarter. Incoming data, which
is still sketchy due to the government shutdown, is tracking a pace of over 5 percent, which
would dwarf the above-trend 4.4 percent growth rate in the third quarter. Odds are likely that
more complete data as well as reports for December will take a slice out of that growth
prospect but still portray a healthy performance for the economy to close out the year. That
said, there are cautionary signs in the latest report on personal income and spending that
suggest momentum from last year may not be sustainable.

Most important is that the solid increase in consumer spending in October and November was
again financed with savings. While personal income did increase by a respectable 0.3 percent in
November, that followed a slim 0.1 percent increase in October. Worse, all the income gain over
the two months was eaten up by higher prices and taxes. Real disposable income showed no
gain over the two months, as the
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The good news is that help is on the way for the broadest segment of the population as the
aforementioned tax refunds hit bank accounts. While the biggest impact on spending is likely to
occur during the spring tax filing season, we suspect that lower income households will file
earlier to obtain the funds as soon as possible. That will become even more urgent as
healthcare costs are poised to jump for millions of Americans due to the expiration of subsidies.
Another boost for the lower-income cohort is the increase in minimum wages that took place in
19 states on January 1, boosting paychecks for 8.3 million workers.

Ultimately, the biggest source of income is the job market, which continues to generate enough
paychecks to sustain a decent pace of spending. But wage growth is slowing even as inflation
remains sticky, a combination that exerts steady pressure on real incomes. For now, the Federal
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Reserve is focused more on the inflation side of its dual mandate, as the job market is holding
up. From our lens, real incomes will get an increasing boost later this year as inflation resumes
its downward trend. As that trend takes hold, the Fed can shift its focus towards supporting the
job market, resuming its rate-cutting campaign. But that shift may not happen before mid-year,
unless some external event — like another bout of extreme uncertainty — knocks the economy
off the rails.
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FINANCIAL INDICATORS
INTEREST RATES January 23 Week Ago Month Ago Year Ago
3-month Treasury bill 3.67 3.65 3.63 4.31
6-month Treasury bill 3.64 3.63 3.60 4.29
2-year Treasury note 3.61 3.59 3.47 4.28
5-year Treasury note 3.83 3.82 3.67 4.43
10-year Treasury note 4.23 4.23 4.13 4.63
30-year Treasury bond 4.83 4.84 4.83 4.85
30-year fixed mortgage rate 6.09 6.06 6.18 6.96
15-year fixed mortgage rate 5.44 5.38 5.50 6.16
STOCK MARKET
Dow Jones Industrial Index 49,098.71 49,359.00 48,710.97 44,424.30
S&P 500 6,915.61 6,940.00 6,929.94 6,101.20
NASDAQ 23,501.24 23,515.40 23,593.10 19,954.30
COMMODITIES
Gold ($ per troy ounce) 4,983.10 4,601.1 4,552.7 2,777.8
Qil ($ per barrel) - Crude Futures (WTI) 61.30 59.30 56.74 74.57

Previous Two- Average-Past
Latest Month/ Months/ Six Months
ECONOMIC INDICATOR Month/Quarter Quarter Qtrs Ago or Quarters
Personal Income (November)- % change 0.3 0.1 04 0.3
Personal Spending (November) - % change 0.5 0.5 04 0.5
Personal Savings Rate (November) - Percent 3.5 3.7 4.0 4.0
New Home Sales (October) - 000 737 738 71 686

DISCLAIMER: This communication has been prepared by Government Portfolio Advisors LLC solely for informational
purposes for institutional clients. Sources for this commentary include Bloomberg and Oxford Economic/SMRA. It is not an
offer, recommendation, or solicitation to buy or sell, nor is it an official confirmation of terms. It is based on information
generally available to the public from sources believed to be reliable. No representation is made that it is accurate or
complete or that any returns indicated will be achieved. Changes to assumptions may have a material impact on any returns
detailed. Past performance is not indicative of future returns. Price and availability are subject to change without notice.
Additional information is available upon request.
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