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ELEMENT TREND COMMENTS
o Valuations have declined, amid strong earnings growth and rising
VALUATION Positive i
interest rates.
. Interest rates have climbed meaningfully in the second half of
INTEREST RATES Negative
2026.
INFLATION Negative Higher energy prices are stoking persistent inflation.
VOLATILITY Neutral Price volatility has moved higher in recent weeks.
MONETARY POLICY Neutral Markets still expect rate hikes in the coming year but not as many.
DOMESTIC POLICY Positive Pro-growth agenda seen as positive for equity markets.
Tariffs, energy prices and shuffling alliances are affecting global
GEOPOLITICAL Neutral

trade.

Tech Wreck

Markets were uneven in October, with significant
cracks occurring in “the Al trade,” as investors
expressed growing doubts about the economic
realities of the Al boom. Even amid an environment
of surging oil prices and rising inflation, investors
increasingly sought safety, with treasuries rallying
and value stocks dramatically outperforming.

The tech-heavy NASDAQ 100 is now down more
than 10%, putting it in correction territory. While
enthusiasm for all things Al-related has supported
gains in major market indices this year, those gains
have been quite concentrated, with sectors such
as semiconductors up more than 50% on the year
through the end of October. October was gloomy
for Al, with semis down more than 15%, taking
indices lower.
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While semiconductor stocks and other Al-related
companies reported some jaw-dropping quarterly
financial results (e.g., Alphabet’s 25% quarterly revenue
growth and Amazon’s AWS 39% revenue growth),
these significant successes were overwhelmed by
the massive capital expenditures these companies
are making to sustain this growth. Shares of both
companies were lower, Alphabet in particular, down
19%. Such is the curse of high expectations.

Along with high expectations, the Al sector is also now
having to contend with a second bogeyman, the bond
market. Interest rates rose dramatically during the
third quarter amid rising inflation and expectations of
a massive supply of corporate debt coming onto the
market during the next three years. Evidently, there
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is a limit to investor willingness to fund the Al
bonanza after all if interest rates are high enough.
Interestingly, interest rates actually fell fairly
significantly during October, with the 10-year
Treasury yield falling back below 5%, but it was
not enough to undo the lost momentum among
the high-fliers.

Enough with the bad news; there was also quite a
bit of good news during the month. The broader
market held up well as leadership rotated. Even
though the S&P 500 was about a percentage

Major Equity
Index Returns

point lower, most stocks in the index—actually, more
than 70% of them—were higher for the month. On an
equal-weighted basis, the index returned a robust 5%.
Value stocks and small-cap stocks continued to benefit
from the rotation away from large-cap growth. For
the year, the Russell 3000 Value index is outpacing its
growth counterpart by 2400 basis points. In fact, despite
all the hype (and real-world benefits) around artificial
intelligence, value is now outperforming growth on a
one-, three-, and five-year basis.

2024 2025 1Q26 2Q26 3Q26 Oct YTD
MSCI All
ot T T 17.5 223 32 14.9 16 16 12
S&P 500 25.0 17.9 44 15.2 23 .09 n7
DJIA 15.0 14.9 32 13.4 23 1.8 91
NASDAQ 296 212 7.0 216 2.6 53 10.0
Russell 2000 ns 12.8 0.9 216 72 06 14.5
Russell 2000 76 2.4 49 171 49 2.4 19.7
Value
Ris=ellle000 15.0 12.9 2.8 257 93 14 9.2
Growth
Russell 3000 238 171 4.0 15.4 14 06 17
rElllEney 14.0 15.7 22 14.0 23 43 243
Value
Russell 3000 324 1811 95 17, 05 59 01
Growth
International* 55 32.4 -0.7 14.5 0.5 -2.8 1.0

Source: Bloomberg
*MSCI ACWI ex USA Net Total Return USD Index
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Small-cap stocks, which took a beating during
the third quarter while interest rates were moving
up sharply, benefited from the pullback in yields
during October. They've been great performers
in 2026, particularly small-cap value, up close to
20% on the year. Should the outlook for rate hikes
continue to moderate in the coming months,
we would expect this asset class to perform
accordingly.

Regarding rates, regrettably, we do not have a
crystal ball. However, we do not necessarily mind
somewhat higher long-term rates as long as
we can invest along an upward-sloping curve,
positioning our clients to get paid for taking on
the additional term risk. The market appears to be
newly requiring higher rates for the risk of lending
longer, and while this re-pricing may have been
catalyzed by higher energy prices, inflation fears
do not seem to be the primary culprit. If they were,
we would have likely seen break-even inflation
expectations (the difference between Treasury
yields and inflation-protected Treasury yields)

move up. We have not. The number is stuck around
2.4%. What that tells us gives us a clue not just about
bonds but about stocks. If investors are charging more
for long-term risk, then that is an extra hurdle for
growth stocks with expected cash flows not today but
in the distant future.

Broadly speaking, this market has become healthier
as earnings multiples paid for stocks have come
down since the beginning of the year. Furthermore,
the path to lower valuation has been pretty much
painless because corporate earnings growth has
been so strong. However, this growth has been quite
concentrated, with huge gains in semiconductors
overshadowing more modest growth elsewhere.
We do not want to see earnings growth stall, even if
we always welcome performance in the “elsewhere”
camp and giggle quietly when the high-fliers falter.

We thank you for your continued confidence.
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