
The S&P 500 finished the month down 0.8%, 
bringing year-to-date returns to 0.7%1. During 
our Crystal Ball Outlook, we outlined 2026 as 
the year of “Risk Awareness and 
Diversification 2.0 (RAD)”, calling for broader 
leadership across the market, not just within 
the index but across asset classes, size and 
style. So far, that thesis is playing out. 
International and emerging markets posted double-digit 
gains, while mid- and small-cap stocks outperformed 
their large-cap counterparts, and value outperformed 
growth. Even beneath the surface of the S&P 500, 
leadership shifted meaningfully, with the Equal Weight 
index outperforming its top-heavy, capitalization-
weighted cousin2.
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And this has been no minor rotation. Despite the relatively 
muted headline return of the S&P 500, nearly 40% of its 
underlying constituents finished February either up or 
down 15% or more year to date, a reminder that dispersion 
has returned in force3. For active investors, that kind of 
volatility beneath the surface creates opportunity. 

This month offered no shortage of developments. We saw 
a new Fed Chair announcement, fresh tariff headlines, 
continued debate around technology and AI spending and 
geopolitical tensions escalate sharply at month end as the 
U.S. and Israel launched strikes against Iran. It’s a lot to 
digest, and exactly the kind of environment in which risk 
awareness and diversification matter most.

Tariffs: Less drama, more process
Tariffs moved back to center stage this month, but when 
the dust settled, the outcome was far less dramatic  
than feared.

For months, we’ve thought the Supreme Court was likely 
to rule against the President’s ability to impose broad 
tariffs under the International Emergency Economic 
Powers Act (IEEPA). Our base case was that such an 
approach would face constitutional challenges, and that if 
struck down, the administration would pivot immediately 
to alternative trade authorities that are firmly grounded in 
congressional statute.

That is precisely what appears to be unfolding.

Rather than blanket, emergency-style tariffs, the path 
forward now runs through established legislative 



mechanisms that require investigation, public comment 
and a defined procedural timeline. In practical terms, that 
means more limited, more targeted and more predictable 
tariff implementation.

Importantly, this is not a negative surprise for markets. If 
anything, it’s a relief! When stripped of the headlines and 
legal minutiae, the bigger picture is relatively 
straightforward: trade policy is shifting toward a more 
durable, rules-based framework.

AI and technology: Rotation, not rejection
The most recent bout of rotation within the S&P 500 
looks entirely justifiable in our view. It’s not that the 
market’s largest companies have suddenly become less 
compelling. On the contrary, the Mega 8 continue to post 
healthy earnings growth. The difference today is that the 
rest of the index is improving at a faster rate than it was 6 
to 12 months ago.

As the chart below illustrates, while mega-cap growth 
remains solid, the acceleration in earnings for the broader 
index has been impressive. That relative improvement 
provides a strong fundamental justification for the 
leadership shift we’re witnessing. In other words, this isn’t 
about weakness at the top, it’s about strength  
broadening underneath.

At the same time, the market has adopted something of a 
“shoot first, ask questions later” mentality, particularly 

within technology and in sectors perceived to be 
vulnerable to artificial intelligence (AI) disruption. That 
reflexive positioning has created meaningful volatility 
across both beneficiaries and perceived losers of the  
AI narrative.

Internally, our Equity team is not preoccupied with the idea 
of an AI bubble. The more practical question is where and 
how we want exposure within technology. AI-driven 
innovation is not a passing theme; it’s structural and 
long-term. But as with any transformative cycle, 
dispersion will increase. Some companies will monetize 
effectively; others will struggle to defend legacy  
business models.

That dynamic reinforces our 2026 framework of Risk 
Awareness and Diversification 2.0 (RAD). Disruption risk is 
real and persistent. Leadership will likely be less 
concentrated, and volatility within sectors may remain 
elevated. In this environment, thoughtful positioning 
within technology, rather than blanket exposure, 
becomes critical.

The new Fed chair: Stay focused on the facts 
The announcement of Kevin Warsh as the likely successor 
to Jerome Powell initially sparked a modest market 
sell-off, driven largely by concerns that he might represent 
a more hawkish shift in monetary policy. We believe that 
reaction was misplaced.

Source: Factset. Forward estimates were as of 12/23/2025. Estimates are subject to numerous assumptions, risks  and uncertainties, which change over 
time. There is no guarantee of any future performance and actual results may differ materially. Mega-8 includes NVDA, AAPL, GOOGL, MSFT, AMZN, 
META, TSLA, AVGO.
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In our view, Warsh is a prudent and credible selection. He 
is battle-tested, having served previously as a Federal 
Reserve Governor during periods of financial stress, and 
he has meaningful real-world experience through his work 
in private investment alongside Treasury Secretary Scott 
Bessent. That combination of policy experience and 
market fluency matters.

Importantly, Warsh has demonstrated a clear respect for 
Federal Reserve independence in the past, a cornerstone 
of credible monetary policy. While some skeptics have 
historically labeled him as an inflation hawk, we believe 
that characterization is overly simplistic and outdated. His 
record suggests a policymaker focused on stability and 
discipline rather than ideological rigidity.

The market’s initial reaction appears to have been more 
about perception than substance. When leadership 
transitions occur at the Fed, volatility often follows, but 
over time, policy direction tends to be shaped more by 
economic data than by personalities.

Our opinion remains consistent: stay measured and stay 
focused on the facts. The Fed’s mandate has not changed. 
The data will continue to drive decisions. And as we’ve 
emphasized throughout this year, reacting to headlines 
rather than fundamentals is rarely a productive strategy.

Geopolitical tensions: Iran strikes and 
market impact
The late-month strikes involving the U.S. and Israel 
against targets in Iran understandably heightened 
geopolitical tensions and injected another layer of 
uncertainty into markets. From a humanitarian standpoint, 
such events are tragic. From a market standpoint, they 
tend to follow a familiar pattern: an initial spike in volatility 
and risk repricing, followed by stabilization as investors 
refocus on economic fundamentals.

We have long maintained that geopolitical events, while 
serious and often unpredictable, are typically digestible for 
markets unless they materially disrupt global growth, 
energy supply or financial conditions. One clear risk worth 
monitoring is the possibility of an outsized spike in oil 
prices should follow-on actions include any disruption or 
closure of the Strait of Hormuz, a critical artery for global 
energy flows. 

As always, we remain measured and focused on the data. 
Headlines can move markets in the short run, but 
earnings, growth and monetary policy continue to drive 
longer-term outcomes.
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Conclusion
We maintain our 7,700 base case price target for the S&P 
500. As we’ve outlined, we see 2026 as another year
driven primarily by earnings growth, not speculation or
meaningful multiple expansion4. Much like the past two
years, the foundation of the advance is corporate
profitability, not exuberance.

Encouragingly, the broadening theme we’ve discussed 
appears sustainable. One of the more constructive 
developments we’re watching is the positive divergence 
between a market that has paused at the index level and 
an improving advance/decline line beneath the surface. 
That type of internal strength often precedes more 
durable upside and suggests participation is expanding 
rather than narrowing.

1 “FactSet”
2 “FactSet”
3 “Factset”

All of this ties directly into our framework for the year: Risk 
Awareness and Diversification 2.0 (RAD). Broader leadership 
across regions, sizes and sectors. Dispersion creating 
opportunity. Volatility driven by headlines but grounded by 
fundamentals. RAD is not about retreat—it’s about 
positioning portfolios thoughtfully in an environment where 
concentration risk is higher and leadership is rotating.

In short, the setup remains constructive. Strong earnings, 
expanding breadth and disciplined diversification provide 
a foundation for a potential sustainable rally as the  
year progresses.


