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EMPLOYMENT

N O N - FA R M  PAY R O L L S  TOTA L  C H A N G E  (In Thousands)

• December’s jobs report showed a softer 
labor market, with nonfarm payrolls 
rising 50K, below the 70K forecast.

• October’s sharp –173K drop and an 
additional –8K revision to November 
pulled the three-month trend lower to 
-22k. 

• The big October decline is the result of 
DOGE’s deferred federal employment 
reductions from last year Spring.

• December hiring was driven by leisure & 
hospitality while five of the 11 major 
sectors saw payroll declines, including 
retail trade, construction and 
manufacturing

• For the full year, payrolls climbed by 
584k, making it the weakest increase 
since 2020, when they plunged by 9.2 
million due to Covid.

Source: Bureau of Labor Statistics
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INFLATION

C O N S U M E R  P R I C E  I N D E X  (Year-Over-Year Percent Change)

• Year-over-year CPI readings are trending 
sideways as headline inflation held 
steady at +2.7%, signaling continued 
progress from prior highs.

• Core CPI rose +2.6% annually, 
undershooting the anticipated +2.7%. 
This marks one of the lowest core 
readings in recent years.

• Inflation data is still being skewed by 
September’s government shutdown as 
the interruption in data collection for 
housing costs (in particular) will take 
several months to resolve itself.

Source: Bureau of Labor Statistics
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INTEREST RATES

U S  T R EA S U RY  Y I E L D  C U RV E  (December 15, 2025 versus January 26, 2026)

• The blue line reflects the yield curve 
as of our last call on 12/15/25.

• The red line is as of 01/26/26.

• Yield curve change since  last month 
on 12/15/25:
• 1yr +0.7bps

• 2yr +9.1bps

• 3yr +10.4bps

• 5yr +9.7bps

Source: Bloomberg
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STRATEGY POINTS 

• We still see downside risk to rates in 2026, but our conviction is wavering a bit. The data is confusing but with 
unemployment stable and inflation still well above target the Fed is likely to be patient. We’ve been beating the extend 
maturities drum for many months. We’re still playing that tune, but we’re not banging so loudly these days. 

• Nonetheless, there are plenty of reasons to think rates could go lower as this year progresses. The inflationary impact 
of tariffs is fading and with shelter costs coming down that should bias inflation readings lower, which will give the Fed 
more latitude to lower rates. President Trump is still clamoring for lower rates and will most likely continue his pressure 
campaign. Add in the AI story and its potential impact on employment and with the minimal job growth we’re seeing 
there is risk that unemployment rises. With all that in mind, the balance of risks remains to the downside. 

• We’re staring at a very flat yield curve with six-month T-bill yields around 3.60%, one- and two-year T-note yields 
around 3.55%, and three-year T-notes around 3.60%. All of those are within a dozen or so bps of government 
investment pools, making it cheap to hedge against lower rates to protect income. 

2 0 2 6  LO O K I N G  B E T T E R ,  B U T  R I S K S  R E M A I N
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PORTFOLIO REVIEW
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DISCLAIMER

This presentation is prepared for general circulation and for general educational and informational purposes only. The information in 
this presentation is designed to give general and timely information on the subjects covered. It does not have regard to the specific 
investment objectives, financial situation or the particular needs of any specific person or entity that may receive it.  It is not intended 
to be used as the basis for investment decisions by any individual or entity or as a recommendation for any particular securities, 
financial instruments or strategies. Any discussion of risks contained herein with respect to any product should not be considered to be
a disclosure of all risks or a complete discussion of the risks that are mentioned.  All information contained herein is obtained by HSAM 
from sources believed by it to be accurate and reliable.  Information is provided “as is” without warranty of any kind, and HSAM makes 
no representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any 
particular purpose of any such information or analysis.  Neither the information contained herein, nor any opinion expressed 
constitutes an offer, or an invitation to make an offer, to buy or sell any securities or other investment or any options, futures or 
derivatives related to securities or investments. Nothing herein constitutes or should be construed as a legal opinion or advice. 
Recipients should consult their own attorney, accountant, financial or tax advisor or other consultant with regard to their own situation 
or that of any entity which they represent or advise. Neither HSAM nor any of its affiliates shall have any liability for any use of the 
information set out or referred to herein.




