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“Investors appear a little more
willing at the start of the year to
rebalance at least some of their
positioning away from the Al
trade, for valid reasons, and
toward asset categories,
sectors, industries, and
companies that are more
exposed to the ‘real’ economy.”
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The Smaller The Better

Maijor U.S. stock averages finished lower last week, with the S&P 500 Index and
the NASDAQ Composite ending in the red for the second-straight week.
Geopolitics and Greenland dominated the headlines, with earnings themes playing
an unusual backseat role as the fourth quarter reporting season kicked into gear.
However, this week, a Fed meeting and earnings reports and outlooks from
several key Magnificent Seven companies should help turn investors' attention
back to important fundamental developments.

Last week in review:

The S&P 500 lost 0.4%, while the NASDAQ Composite ended fractionally
lower. However, Big Tech finished the week mostly higher, with Meta
Platforms gaining +6.2%. However, Intel lost 17% on Friday after it noted
during its fourth quarter earnings call that it faced inventory shortfalls and
challenges with its 18A chip production in the current quarter.

The Russell 2000 Index also finished with a loss, following two straight
weekly gains, and the Dow Jones Industrial Average ended down 0.5%.
Treasury yields finished little changed on the week, and the U.S. Dollar Index
ended down roughly 2.0% (its largest weekly decline since May).

Gold jumped +8.5% (its best week since March 2020), and as the precious
metal now flirts with the $5,000 per ounce level. West Texas Intermediate
(WTI) crude settled higher by nearly +3.0% and posted its fifth straight
weekly gain.

One of the primary influences on the varied equity, currency, and commaodity
crosscurrents last week was U.S./Europe developments around President
Trump’s proclamations regarding Greenland. Heading into President Trump’s
speech at the Davos World Economic Forum in Switzerland, the President
said he would impose several NATO members with an additional 10% tariff
on February 1 if they stood in the way of the U.S. acquiring Greenland. In
response, Europe said it would freeze procedures to pass the current U.S/EU
trade agreement and possibly enact measures that would seriously damage
trade and commerce between the two countries. However, following the
President’s sharply pointed Davos speech, he said he had reached a
framework agreement with NATO on Greenland, but did not provide details,
and said the U.S would not impose the new 10% tariffs on Europe. And to
help cool tensions, Europe said it would resume its parliamentary procedures
to pass the U.S./EU trade agreement struck in July. Bottom line: This is
likely not the end of the Greenland saga, and investors should be
prepared for continued headline-grabbing developments on the subject
and associated asset volatility. That said, we see worst-case scenarios,
such as the U.S. using force to obtain its objectives in Greenland, or a
complete break in U.S./EU trade relations, as very low. Importantly, trade
between the U.S. and Europe is vital to both economies, and we believe
each side will eventually find a path forward on Greenland that meets their
interests without severing economic ties or Western alliances. We believe
investors are best served by keeping this point top of mind during what is
very likely more uncertainty ahead on the matter.

On the economic front, November core PCE inflation (+2.8%) came in a bit
cooler than expected on an annualized basis but remains well above the
Fed's +2.0% target and heading into this week’s Fed meeting. Finally, a
preliminary look at January S&P Global PMI services and manufacturing
showed U.S. activity remains in expansion at the start of the year.



The smaller the better.

The Federal Reserve will hold its first policy meeting of the year starting Tuesday, and based on market odds, the
committee is very likely to keep its target rate steady at 3.50% - 3.75% at the conclusion of the meeting on Wednesday. In
our view, current readings on employment and inflation justify a hold by policymakers this week. However, markets will be
watching carefully how the policy statement reads and how Fed Chair Powell frames current labor and inflation conditions
and the path for forward rate policy in his press conference. Interestingly, President Trump continues to hint that he has
likely chosen the next Fed Chair. Investors shouldn’t be surprised if the President looks to play a wildcard this week and
steal Powell’s thunder by announcing the next Fed Chair, maybe even as soon as before or during the Fed’s two-day
meeting.

Interestingly, small-cap stocks have taken a substantial lead over their large-cap peers at the start of 2026. The Russell
2000 Index is outpacing the S&P 500 Index over multiple sessions (outperforming by +6.5% year-to-date), helped by
easing financial conditions, attractive relative valuations, and improving earnings revisions across rate-sensitive groups
like regional banks. In our view, small-caps are also benefiting from growing investor interest in domestically focused
companies, which could see balance-sheet improvement if interest rates grind lower this year and U.S. economic
conditions remain supportive. Bespoke Investment Group recently noted that small-cap stocks have been quietly keeping
pace with large-cap stocks for some time now, with the Russell 2000 actually “outperforming” the S&P 500 since early
August. This shift in leadership, which was under the surface through much of the fourth quarter last year, is bubbling up
to the surface in early 2026, and in our view, appears consistent with solid fundamental conditions, expectations for
supportive fiscal and monetary policies, as well as improved earnings leverage for smaller companies relative to large
caps.

That said, small-cap stocks historically see longer periods of outperformance versus large caps when the economy is
coming out of a recession or exiting a period of slow growth, which by most measures definitely does not describe the
current environment. And investors shouldn’t mistake improving small-cap earnings expectations for the quality of those
earnings broadly. Notably, only 60% of Russell 2000 companies are profitable, leaving investors with a large swath of
companies that lose money or report no earnings. And we suspect that if market sentiment shifted more negatively and for
a prolonged period, momentum in small-cap stocks could stall or even reverse as investors allocate toward companies
with visible and quality earnings streams up the market-cap structure. Thus, we’ll have to see if early-year momentum in
small-caps is “durable” and not just early-year rotation activity (e.g., sell the winners/buy last year’s laggards), or a place
to hide out in front of key Magnificent Seven earnings reports this week.

Nevertheless, cyclical areas outside of Technology, including small caps, are helping confirm broader industry
participation in this year’s stock gains, despite the increased volatility. For example, Industrials are benefiting from better
order visibility and domestic demand, while Materials and Energy are providing cash flow and valuation support for
investors looking to diversify portfolio positions. Although it’s too early in the year to say that investors are ready to expand
their horizon beyond Big Tech in a lasting way, early stock performance this year suggests major averages are seeing a
reduction in their dependence on a single style or factor, namely the Al theme.

Bottom line: Investors appear a little more willing at the start of the year to rebalance at least some of their
positioning away from the Al trade, for valid reasons, and toward asset categories, sectors, industries, and
companies that are more exposed to the “real” economy. But with several Mag Seven companies set to report this
week and given their size, influence, and concentration across key indexes/diversified large-cap strategies, investors also
appear to be adjusting portfolios away from being overly exposed to Tech should some Mag Seven results disappoint
inflated expectations this week. Yet, unless reports from Mag Seven companies materially reset the earnings outlook
(which we believe will not be the case), the early-year preference for small caps and non-tech cyclicals could remain intact
as investors seek a wider base of earnings contributors and index performance participants.

And speaking of Mag Seven earnings, we’ll finish on this. In aggregate, Magnificent Seven companies are down 0.4%
year-to-date, significantly trailing the +3.6% return in the S&P 500 Equal Weight Index, +5.7% return in the mid-cap S&P
400 Index, and +7.6% gain in the Russell 2000. So far in 2026, the smaller the major index, and the less dependent on
technology, the better the performance. With Tesla, Meta Platforms, Microsoft, and Apple all scheduled to report highly
anticipated results this week, we’ll see whether “smaller the better” remains the theme heading into February.



The week ahead:

e Although 103 S&P 500 companies are scheduled to report results this week, it will likely be Meta, Microsoft, and
Apple that grab investors' attention. According to FactSet, the Magnificent Seven are expected to see Q4'25
earnings per share growth of +20.3% year-over-year, while the other 493 companies see aggregate EPS growth
of just +4.1%. Any unexpected disappointment from these key Big Tech companies could see major U.S. stock
averages start to buckle.

e On the economic side, this week, home data and December producer inflation line the calendar.

Stock Market Recap

Total Returns LTM PE Yield %

Benchmark 5-Year 5-Year

Weekly MTD YTD Current Median Current Median
S&P 500 Index: 6,916 -0.3% 1.1% 1.1% 28.4 25.6 1.1 1.3
Dow Jones Industrial Average: 49,099 -0.5% 2.2% 2.2% 25.0 22.6 1.5 1.8
Russell 2000 Index: 6,634 -0.3% 7.6% 7.6% 70.9 44.7 1.1 1.3
NASDAQ Composite: 23,501 -0.1% 1.1% 1.1% 39.9 38.1 0.6 0.7
Best Performing Sector (weekly): Energy 3.1% 10.1% 10.1% 18.8 12.9 3.1 3.6
Worst Performing Sector (weekly): Financials -2.5% -3.1% -3.1% 18.3 16.6 1.4 1.7

Source: Factset. Data as of 01/23/2026

Bond/Commodity/Currency Recap YTD Total Returns by S&P 500 Sector
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10-year U.S. Treasury Yield: 4.23% 1 bps chg 5 bps chg 5 bps chg -5% 0% 5% 10% 15%
Source: Factset. Data as of 01/23/2026. bps = basis points Source: S&P Global, Factset. Data as of 01/23/2026

These figures are shown for illustrative purposes only and are not guaranteed. They do not reflect taxes or investment/product fees or
expenses, which would reduce the figures shown here. An index is a statistical composite that is not managed. It is not possible to
invest directly in an index. Past performance is not a guarantee of future results.

Important Disclosures

Sources: FactSet and Bloomberg. FactSet and Bloomberg are independent investment research companies that compile and provide
financial data and analytics to firms and investment professionals such as Ameriprise Financial and its analysts. They are not affiliated
with Ameriprise Financial, Inc.

The views expressed are as of the date given, may change as market or other conditions change, and may differ from views expressed
by other Ameriprise Financial associates or affiliates. Actual investments or investment decisions made by Ameriprise Financial and its
affiliates, whether for its own account or on behalf of clients, will not necessarily reflect the views expressed. This information is not
intended to provide investment advice and does not account for individual investor circumstances.

Some of the opinions, conclusions and forward-looking statements are based on an analysis of information compiled from third-party
sources. This information has been obtained from sources believed to be reliable, but accuracy and completeness cannot be
guaranteed by Ameriprise Financial. It is given for informational purposes only and is not a solicitation to buy or sell the securities
mentioned. The information is not intended to be used as the sole basis for investment decisions, nor should it be construed as advice
designed to meet the specific needs of an individual investor.

Diversification does not assure a profit or protect against loss.
There are risks associated with fixed-income investments, including credit (issuer default) risk, interest rate risk, and prepayment and

extension risk. In general, bond prices rise when interest rates fall and vice versa. This effect is usually more pronounced for longer
term securities.



Stock investments involve risk, including loss of principal. High-quality stocks may be appropriate for some investment strategies.
Ensure that your investment objectives, time horizon and risk tolerance are aligned with investing in stocks, as they can lose value.

Investments in small cap companies involve risks and volatility greater than investments in larger, more established companies.

Generally, large-cap companies are more mature and have limited growth potential compared to smaller companies. In addition, large
companies may not be able to adapt as easily to changing market conditions, potentially resulting in lower overall performance
compared to the broader securities markets during different market cycles

The products of technology companies may be subject to severe competition and rapid obsolescence, and their stocks may be subject
to greater price fluctuations.

Past performance is not a guarantee of future results.
An index is a statistical composite that is not managed. It is not possible to invest directly in an index.

Definitions of individual indices and sectors mentioned in this article are available on our website at ameriprise.com/legal/disclosures in
the Additional Ameriprise research disclosures section.

The S&P 500 Index is a basket of 500 stocks that are considered to be widely held. The S&P 500 index is weighted by market value
(shares outstanding times share price), and its performance is thought to be representative of the stock market as a whole. The S&P
500 index was created in 1957 although it has been extrapolated backwards to several decades earlier for performance comparison
purposes. This index provides a broad snapshot of the overall US equity market. Over 70% of all US equity value is tracked by the S&P
500. Inclusion in the index is determined by Standard & Poor’s and is based upon their market size, liquidity, and sector.

The S&P 500 Equal Weight Index is the equal-weight version of the widely-used S&P 500. The index includes the same constituents
as the capitalization weighted S&P 500, but each company in the S&P 500 EWI is allocated a fixed weight, or 0.2%, of the index total at
each quarterly rebalance.

The S&P MidCap 400 Index is a benchmark stock market index designed to track the performance of 400 mid-sized publicly traded
U.S. companies. It represents the mid-cap segment of the U.S. equity market and is used as a measure of mid-cap stock performance.

The NASDAQ Composite index measures all NASDAQ domestic and international based common type stocks listed on the Nasdaq
Stock Market.

The Dow Jones Industrial Average (DJIA) is an index containing stocks of 30 Large-Cap corporations in the United States. The index
is owned and maintained by Dow Jones & Company.

The Russell 2000 Index measures the performance of the small-cap segment of the US equity universe. The Russell 2000 is
constructed to provide a comprehensive and unbiased small-cap barometer and is completely reconstituted annually to ensure larger
stocks do not distort the performance and characteristics of the true small-cap opportunity set. The Russell 2000 includes the largest
2000 securities in the Russell 3000.

The US Dollar Index (USDX) indicates the general international value of the USD. The USDX does this by averaging the exchange
rates between the USD and major world currencies. This is computed by using rates supplied by approximately 500 banks.

West Texas Intermediate (WTI) is a grade of crude oil commonly used as a benchmark for oil prices. WTl is a light grade with low
density and sulfur content.

The ISM Services PMI (formerly the Non-Manufacturing NMI) is compiled and issued by the Institute of Supply Management (ISM)
based on survey data. The ISM services report contains the economic activity of more than 15 industries, measuring employment,
prices, and inventory levels; above 50 indicating growth, while below 50 indicating contraction.

Personal consumption expenditures (PCE) are a measure of the outlays or how much consumers are spending. The PCE reading is
released monthly by the Bureau of Economic Analysis.

Third party companies mentioned are not affiliated with Ameriprise Financial, Inc.
Investment products are not insured by the FDIC, NCUA or any federal agency, are not deposits or obligations of, or

guaranteed by any financial institution, and involve investment risks including possible loss of principal and fluctuation in
value.
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