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Economic Summary Market Summary
The "broadening out" trade accelerates as non-US and value lead

• Market breadth is expanding significantly beyond the mega-cap tech trade. Non-
US equities (particularly in Europe and Japan) are outperforming year-to-date, 
driven by more attractive relative valuations. Simultaneously, cyclical and value 
stocks are consistently beating growth across US indices as investors rotate into 
sectors like energy, industrials, and materials.

Strong earnings fundamentals are supporting elevated valuations

• Fourth-quarter earnings have been robust, with the S&P 500 tracking toward 14% 
growth and comfortably beating consensus estimates. While the information 
technology and communication services sectors continue to lead the pack in 
absolute growth, the market is beginning to intensely scrutinize rising AI capital 
expenditures to ensure they are translating into proportional revenue gains.

AI disruption fears trigger a sharp equity and credit rotation

• The debate over AI "economic diffusion" is creating a new paradigm of clear 
winners and losers. While "physical AI" plays (semiconductors, power, and utilities) 
continue to rally, software stocks and private credit markets are facing significant 
valuation pressure. Investors are aggressively pricing in the risk that autonomous 
AI agents will disrupt traditional SaaS "per-seat" business models, which in turn 
threatens the underlying software loans heavily concentrated in BDC portfolios.

Source: Bloomberg. Source: FactSet, Bloomberg.

“Jobless growth” phase continues

• 4Q GDP of 1.4% would have been 2.3% if you add 
back drag from government shutdown.

• Payroll growth remains soft, highlighting weak 
demand amidst AI excitement and concerns.

Tariffs & Iran strike = geopolitical uncertainty

• IEEPA tariffs struck down, so Trump initiated 
new 10% global tariffs under Section 122

• Iran strike puts pressure on energy markets

AI “economic diffusion” debates break out

• Economic diffusion refers to how quickly AI will 
be adopted and permeate through the economy. 
While the technology may see exponential 
growth, human nature, embedded inertia, and 
the practical limits of productivity vs. end 
consumer demand may provide some limitations 
on it’s disruptive potential – but it’s moving 
quickly.
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“Jobless growth” continues with healthy GDP but softer labor markets 
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Real GDP and Nonfarm Payrolls YoY

Source: @jack via X.com. Gross domestic product (GDP) measures the final market value of all goods and services produced within a country. It is the most frequently used indicator of economic 
activity. The GDP by expenditure approach measures total final expenditures (at purchasers' prices), including exports less imports. This concept is adjusted for inflation. Nonfarm Payrolls measures 
the number of employees on business payrolls. It is also sometimes referred to as establishment survey employment to distinguish it from the household survey measure of employment.
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Source(s): Pathstone with data from Bloomberg, Bureau of Economic Analysis. Data as of 2/20/2026.

Jack Dorsey announced ~40% headcount reduction (~4,000 jobs) at Block (formerly 
Square): “we're already seeing that the intelligence tools we’re creating and using, paired 
with smaller and flatter teams, are enabling a new way of working which fundamentally 
changes what it means to build and run a company. and that's accelerating rapidly”



Industries most exposed to AI already feeling pain
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Percent Change in Jobs Since 11/30/2022 (ChatGPT Launch)

Nonfarm Payrolls measures the number of employees on business payrolls. It is also sometimes referred to as establishment survey employment to distinguish it from the household survey measure of 
employment.
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Rise in software job postings despite software concerns
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Every company is now a tech company. While routine tech roles are being 
automated, an economy-wide arms race to integrate AI is driving a surge 
in demand for the specialized engineers needed to build it – albeit these 
absolute levels are still well below the 2022 hiring blitz highs.



SCOTUS ruling leads to lower tariff rates, no news on refunds yet
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6SCOTUS – Supreme Court of the United States. The Budget Lab at Yale is a non-partisan policy research center dedicated to providing in-depth analysis of federal policy proposals for the American 
economy.
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10% global tariffs went into effect on Feb 24, which have a shelf life of 
150 days unless extended by congress. The administration has 
suggested they may raise this to 15% and are initiating new Section 
301 (country specific) and Section 232 (sectoral specific) reviews.



Oil under pressure as US and 
Israel jointly strike Iran
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Joint military operation sparks regional escalation

On February 28, Israel and the United States launched a series of preemptive 
strikes against targets in Tehran and other Iranian cities. Iran immediately 
retaliated with ballistic missiles targeting Israel and US military bases across the 
Persian Gulf, damaging pipelines in Qatar, which is causing natural gas prices to 
spike, impacting Europe.

Trump reports Supreme Leader Ayatollah Ali Khamenei is dead

U.S. goals in Iran: 1) No nuclear weapon 2) destroy missile program 3) annihilate 
navy 4) elimination of the offensive military capability of Iran’s proxies in the 
region 5) invitation for the Iranian people to rise up against the regime

Oil prices spike as the Strait of Hormuz is threatened

Iran has said they will not close the Strait, which sees around 20% of daily oil 
flow through it (and 80% of Iranian oil), but at least 5 commercials ships have 
been impacts and traffic has fallen from over 50 ships a day to single digits. 

Oil markets price in a geopolitical risk premium

Even if physical disruptions are brief, the threat of a naval blockade or further 
retaliation has introduced a significant "headline-driven risk premium" to energy 
markets. We are monitoring the situation closely, but given Iran produces less 
than 5% of global oil supplies, significant global macro risks are limited – some 
inflationary pressure, but more so in Europe, and questions on China’s response.

Sources: Wall Street Journal. U.S. Energy Information Administration. 

Source: U.S. Energy Information Administration
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“Broadening out” continues: non-US over US & value over growth
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Calendar Year Returns Growth vs. Value YTD Return

Figures are in USD and are net total returns. Past performance is no guarantee of future results. For more information on index descriptions, please see our disclosures. 
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4Q earnings growth beat estimates across 9 of 11 sectors

9Today as of 2/27/26 with 94% of S&P 500 companies having reported earnings. Blended Q4 2025 year-over-year earnings growth based on companies that have actually reported to date plus remaining 
analysts’ estimates. 31 Dec '25E: consensus analyst earnings growth estimates as of December 31, 2025. Sectors listed represent S&P 500 companies. For more information on index descriptions, please 
see our disclosures. 
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Despite the repricing of software multiples, the broader information technology and communication services 
sectors delivered exceptional fundamental growth. The AI trade has firmly moved from software into physical 
infrastructure. Industrial firms manufacturing electrical equipment, HVAC systems, and heavy machinery are seeing a 
direct financial windfall from the rapid expansion of data centers and grid modernization.



Energy and Consumer Staples lead the way as Tech lags

10Sectors listed represent S&P 500 companies. Figures are in USD and are net total returns. Past performance is no guarantee of future results. For more information on index descriptions, please see our 
disclosures. 
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Eight sectors now trade more expensive than Tech vs. historic range
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Staples move reflects investors favoring “stability over uncertainty”
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Staples now trade at a more expensive NTM PE ratio than 
Tech, despite less than half the expected earnings growth. 
Tech is feared to be more in the crosshairs of AI, so we’re 
seeing a big re-rating of the respective risk premiums being 
applied. Given the now near all-time highs in Staples 
valuations, we would be more cautious here.

NTM P/E (Next Twelve Months Price-to-Earnings Ratio) – A forward-looking valuation metric that compares a company’s or index’s current price to its projected earnings over the next twelve months, 
reflecting market expectations for future profitability. Sectors listed represent S&P 500 companies. 



Software multiples diverging from earnings fundamentals
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AI trade also “broadening out” – energy and semiconductors leading

14The UBS AI-Exposed Semiconductor basket was designed to track the performance of the Semiconductors and Semiconductors Equipment industry with material Artificial Intelligence exposure. The basket contains only U.S listed stocks and has been 
optimized for liquidity with initial weights capped at 25%. Created on March 21st, 2024 - rebalanced and reconstituted semi-annually. The GS AI Leaders basket is composed of the leading companies in the AI space across semiconductors (NVDA, TSM), 
data centers (VRT), infrastructure (GEV), power (CEG, VST), and software (MSFT, PLTR, ORCL). The basket is equally weighted and can trade up to $1B in one day at close to 10% of volume. Figures are in USD and are net total returns. Past performance 
is no guarantee of future results. For more index information, please see our disclosures. 
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Sources: Pathstone with data from Bloomberg. Data as of 2/27/2026.

UBS AI Exposed semiconductors 
outperforming Nvidia by 13%

Goldman Sachs AI Leader index holdings: 
Vertiv, TSMC, GE Vernova, Nvidia, 
Constellation Energy, Microsoft, Palantir, 
Vistra, and Oracle
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BDCs also under pressure on 
“SaaSpocalypse”

M A R K E T  I N S I G H T S

15

The software "saaspocalypse" exposes vulnerabilities in private 
credit as software accounts for 20-25% of BDC loan portfolios. 
As "agentic AI" threatens legacy SaaS models, the EBITDA multiples 
on 2021-2022 vintage loans are compressing rapidly.

Blue owl redemption halt highlights the "semi-liquid" challenges 
of some fund structures. The suspension of redemptions on a 
$1.6B retail BDC forced a market-wide reassessment of private credit 
liquidity, driving a 5-10% YTD sell-off across top-tier public BDCs.

Underlying loan performance is stable, but structure and future 
value is in question. Despite Blue Owl clearing a $1.4B bulk asset 
sale clearing at 99.7% of par within their non-traded BDC OBDC II, 
the shift to a "return of capital" runoff model has spooked investors 
worried about asset/liability mismatch.

Looming maturity wall amplifies refinancing risks as lenders face 
a steep wall of software debt maturing in 2027-2028, sparking 
concerns over refinancing viability in a tighter credit environment.

Sources: S&P Global, Bloomberg. BDC – Business Development Company. “OBDC II” – Blue Owl Capital Corporation II, a non-traded BDC. Ares Capital Corp, Blue Owl Capital Corp, and Blackstone 
Secured Lending Fund are the 3 largest publicly traded BDCs by market cap. Shown for illustrative purposes.



CLOs also under pressure, but CLOs offer different levels of credit risk

16Source: S&P Global. CLO – Collateralized Loan Obligations. CLO Equity represents the lowest tranche in seniority and are in a first loss position, while AAA and BBB tranches are more senior in the capital 
structure. CLO Equity represented by the 6 largest publicly traded CLO Equity entities. Investment Grade funds are the largest publicly traded AAA and BBB CLO ETFs. Shown for illustrative purposes.
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Sources: Pathstone with data from FactSet
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CLO’s have lower average software sector exposure, 
around 10-13%, versus private credit and BDCs at over 20%. 
The first-loss equity tranches are under pressure, while 
higher rated debt tranches are more protected.



Broader high yield spreads remain relatively tight, but CCC widening

17US HY Corporate OAS (Option-Adjusted Spread): the yield spread of U.S. high-yield corporate bonds over the risk-free Treasury curve, adjusted for embedded options. BB, B, CCC & Lower: credit rating 
categories assigned by rating agencies indicating progressively higher default risk within the high-yield universe.
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High Yield bonds are least 
exposed at around 5-8% 
software exposure 



Mortgage rates dip below 6% as 10Y Treasury dips below 4%
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Lowest mortgage 
rates since Sept ‘22
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I N D E X  D E S C R I P T I O N S

US Equities by Size and Style

US Large Cap Russell 1000 TR USD The Russell 1000 Index consists of the largest 1000 companies in the Russell 3000 Index. 
US Large Cap Growth Russell 1000 Growth TR USD Russell 1000 Growth Index measures the performance of those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. 
US Large Cap Value Russell 1000 Value TR USD Russell 1000 Value Index measures the performance of those Russell 1000 companies with lower price-to-book ratios and lower forecasted growth values. 

US Small Cap Russell 2000 TR USD
The Russell 2000 Index is comprised of the smallest 2000 companies in the Russell 3000 Index, representing approximately 8% of the Russell 3000 total market capitalization. The real-time value is calculated with a base value 
of 135.00 as of December 31, 1986. The end-of-day value is calculated with a base value of 100.00 as of December 29, 1978.

US Small Cap Growth Russell 2000 Growth TR USD Russell 2000 Growth Index measures the performance of those Russell 2000 companies with higher price-to-book ratios and higher forecasted growth values.
US Small Cap Value Russell 2000 Value TR USD Russell 2000 Value Index measures the performance of those Russell 2000 companies with lower price-to-book ratios and lower forecasted growth values.
US Mid Cap Russell Mid Cap TR USD Russell Midcap Index measures the performance of the 800 smallest companies in the Russell 1000 Index, which represent approximately 25% of the total market capitalization of the Russell 1000 Index.
US Mid Cap Growth Russell Mid Cap Growth TR USD Russell Midcap Growth Index measures the performance of those Russell Midcap companies with higher price-to-book ratios and higher forecasted growth values.

US Mid Cap Value Russell Mid Cap Value TR USD Russell Midcap Value Index measures the performance of those Russell Midcap companies with lower price-to-book ratios and lower forecasted growth values.

Global Equities

US Large Cap S&P 500 TR USD The index includes 500 leading companies and captures approximately 80% coverage of available market capitalization.
US Large Cap Tech NASDAQ The NASDAQ-100 Index is a modified capitalization-weighted index of the 100 largest and most active non-financial domestic and international issues listed on the NASDAQ. 
All Country World MSCI ACWI The MSCI ACWI Index is a free-float weighted equity index. It was developed with a base value of 100 as of December 31 1987. MXWD includes both emerging and developed world markets. 
International Developed MSCI EAFE The MSCI EAFE Index is a free-float weighted equity index. The MSCI EAFE region covers DM countries in Europe, Australasia, Israel, and the Far East
Emerging Markets MSCI Emerging Markets The MSCI EM Index is a free-float weighted equity index that captures large and mid cap representation across EM countries. The index covers approximately 85% of the free float-adjusted market capitalization in each country.
European Large Cap MSCI Europe Large GR USD The MSCI Europe Large Cap Index is a free-float weighted equity index.
European Small Cap MSCI Europe Small Cap GR USD Europe Small Cap - Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, Netherlands, Norway, Spain, Sweden, Switzerland
Japan MSCI Japan GR USD The MSCI Japan Index is a free-float weighted equity index. This index prices in real time in USD.
Asia ex-Japan MSCI AC Asia Ex Japan GR USD The MSCI AC Asia ex Japan Index is a free-float weighted equity index. This index is priced in USD. 
China MSCI China GR USD The MSCI China Index is a free-float weighted equity index. This index is priced in USD. 
EM Latin America MSCI EM Latin America GR USD The MSCI EM Latin America Index is a free-float weighted equity index. This index is priced in USD. 
EM Europe
Magnificent 7
AI Winners Index Ex Mag 7
AI Winners Ex Mag 7 Equal Weight
AI Risk Index
Nuclear Energy Basket
Cloud Index

MSCI EM Europe GR USD
Magnificent 7 Index
UBS AI Winners Ex Mag 7 Index
UBS AI Winners Ex Mag 7 Equal Weight
UBS AI Risk Index
UBS Nuclear Energy Basket
Bessemer Cloud Index

The MSCI EM Europe Index is a free-float weighted equity index. This index is priced in USD.
The Mag 7 index tracks the performance of the seven largest US-listed technology and communication companies: Apple, Tesla, Nvidia, Meta, Amazon, Google, and Microsoft
The index developed by UBS selects global companies positioned to benefit from artificial intelligence integration while excluding “Magnificent 7” firms to provide diversified exposure to the broader AI ecosystem.
The index developed by UBS applies an equal weight scheme to a curated list of AI-centric companies- excluding the “Magnificent 7”
The index developed by UBS identifies and evaluates companies vulnerable to disruption from artificial intelligence.
The index developed by UBS provides exposure to the nuclear power value chain by selecting companies involved in uranium mining, enrichment, and nuclear technology services through a rules-based methodology. 
The index tracks the performance of emerging public companies primarily involved in providing cloud computing software and services to their customers.

Fixed Income
Short-term Treasuries Bloomberg 1-3 Yr US Treasury TR USD The Bloomberg US Treasury 1-3 Yr Index measures the performance of US Treasuries with a maturity of between 1-3 years. 
Long-term Treasuries Bloomberg US Treasury 10+ Yr TR USD The Bloomberg US Treasury 10+ Yr Index measures the performance of US Treasuries with a maturity of at least 10 years. 

Inflation-Linked Bonds Bloomberg US Treasury US TIPS TR USD
The Bloomberg US Treasury Inflation-Linked Bond Index (Series-L) measures the performance of the US Treasury Inflation Protected Securities (TIPS) market. Federal Reserve holdings of US TIPS are not index eligible and are 
excluded from the face amount outstanding of each bond in the index. 

Municipal Bonds Bloomberg Managed Money Short/ Bloomberg Managed Money Short/Intermediate Total Return Index Unhedged USD

Mortgage-Backed Securities Bloomberg US MBS TR USD
The Bloomberg US Mortgage Backed Securities (MBS) Index tracks fixed-rate agency mortgage backed pass-through securities guaranteed by Ginnie Mae (GNMA), Fannie Mae (FNMA), and Freddie Mac (FHLMC). The index is 
constructed by grouping individual TBA-deliverable MBS pools into aggregates or generics based on program, coupon and vintage. 

Short-term Investment Grade Bloomberg USD Corp Bd 1-5 Yr TR USD Bloomberg US Corporate 1-5 years Total Return Index Value Unhedged USD.

Long-term Investment Grade Bloomberg US Corp Bond TR USD The Bloomberg US Corporate Bond Index measures the investment grade, ftaxable corporate bond market. It includes USD denominated securities publicly issued by US and non-US industrial, utility and financial issuers.

High Yield Bloomberg US Corporate High Yield TR USD
The Bloomberg US Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market. Securities are classified as high yield if the middle rating of Moody's, Fitch and S&P is 
Ba1/BB+/BB+ or below. Bonds from issuers with an emerging markets country of risk, based on Bloomberg EM country definition, are excluded. 

EM Aggregate Bonds Bloomberg Emerging Markets Hard Currency Aggregate Index The Bloomberg Emerging Markets Hard Currency Aggregate Index is a flagship hard currency Emerging Markets debt benchmark that includes USD-denominated debt from sovereign, quasi-sovereign, and corporate EM issuers.

It is not possible to invest directly in an index, and the volatility of each index may vary significantly from the volatility of your portfolio. The information contained in this summary does not constitute an 
offer or solicitation for any specific investment portfolio.
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