
©Pathstone. All rights reserved.

Quarterly Market Insights
October 2026



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

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. * “Tech Capex” includes Information Processing Equipment, Software & R D (IP Products), and Data Center 
Construction.

Consumption is driving, while Tech Capex contributes upside

Source: Pathstone with data from FRED
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Sources: Pathstone with data from FRED, BEA
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Equity Index YTD Performance

AI drove narrow returns with rotations and dispersion underneath
Equities are up this year on strong earnings and AI investment, but leadership is narrow: three AI chip and memory names drove most of EM's lead, and ten AI-linked stocks 
delivered about two-thirds of the S&P 500's gain. Small caps led into the summer before giving back ground in 3Q as higher rates and oil prices weighed, and developed 
international markets have lagged, partially due to fewer AI winners.
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Sources: Pathstone with data from Bloomberg. Data as of 9/30/2026.

Broadening Out Geopolitical Shock AI Hardware Rally AI Hardware Selloff Mag 7 + Software Lead



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

AI cycle prices & earnings looks different than the Dot Com bubble

S&P 500 Dedicated AI Index: Companies within the S&P 500 with exposure to artificial intelligence across six key infrastructure and application categories: Power & Energy Infrastructure, Compute/Chips, Data 
Centers/Physical Infrastructure & Construction, Cloud Infrastructure, Networking & Connectivity, and Application & Automation. S&P 500 Non-AI: All remaining S&P 500 companies without meaningful exposure to the six AI-
related subcategories.

Sources: Pathstone with data from Bloomberg as of 9/30/2026
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Returns were concentrated, 41% of S&P 500 is down >20% from highs
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Sources: Pathstone with data from Bloomberg as of 9/30/2026
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Equal-Weight S&P 500 Eyes Losing Streak Repeated Only Twice

Consecutive Weeks
of Declines

The S&P 500 is up 12.7% this year, but ten AI-linked stocks, about 26% of the index, delivered 8.3 points of it, and seven chip names alone added 6.1. With 41% of companies 
at least 20% below their highs, the Equal-Weight S&P 500 has fallen seven straight weeks, a streak matched only twice since 1990, and is down 1.9% this quarter while the 
cap-weighted index is up 2.3%. Portfolios light on a smaller number of AI winners and chip stocks have trailed the benchmark.
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RMW (Robust Minus Weak Profitability): Measures operating profitability. It captures the tendency of companies with robust (high) operating profitability to generate higher stock returns compared to companies with weak 
(low) operating profitability

Quality has underperformed despite good fundamentals 
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Sources: Pathstone with data from Kenneth R. French Data Library as of 8/31/2026.

The quality factor is now on pace for the 2nd year in a row of underperformance. While AI companies sit on both sides of the ledger – cash rich companies on one side, 
speculative and/or cyclical AI companies on the other – the speculative and/or cyclical AI gains have outpaced broader quality stocks. Importantly, non-AI company 
earnings growth has still been quite robust in 2026, so this isn’t due to deteriorating fundamentals within quality, rather quality being left behind by parts of the AI trade. 
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NTM P/E Ratio: Aggregate market cap of its constituent companies divided by their collective estimated earnings over the next twelve months, reflecting how richly the broader market is valued relative to near-term profit  
expectations. 

Earnings growing faster than price in 2026 = lower valuations

Sources: Pathstone with data from FactSet as of 9/30/2026
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The S&P 500 hit new all-time-highs in 3Q. Surging 2Q earnings plus optimistic forward estimates means the forward price/earnings multiple compressed, leaving 
valuations multiple points lower than a year ago. Of course, these earnings need to come to fruition, but tailwinds remain if AI spend and adoption continue. 
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Rising rates led to a tough 3rd quarter for bonds
Bonds have struggled as yields rose on strong growth, Fed hikes and fiscal concerns, with markets moving from pricing five rate cuts at the start of the year to further hikes into 
2027. Losses deepened in Q3 and longer duration hurt most: short government/credit held near flat, high yield gave back its gains late, and intermediate munis fell the most.
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Municipal bonds experience 4th worst month in 40 years
Munis have decoupled from Treasuries due to technical pressures, despite strong fundamentals. 
• Continued elevated supply: September net issuance is tracking near record highs coming after a couple of years of elevated issuance. 
• Weak near-term demand: Fund outflows, tax-loss harvesting and record dealer bid-wanted volumes have compounded the selloff. 
• Thinner structural demand: Reduced bank/insurance demand particularly further out the curve over recent years has required higher yields to clear supply. 
• Not a credit story: Fundamentals remain broadly strong and credit spreads have actually continued to tighten.
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Tax Equivalent Yield using 40.8% tax rate.

A confluence of factors have pushed up yields to cycle highs
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These statements reflect Pathstone’s beliefs as of 10/5/2026 and subject to change.

Potential Headwinds & Tailwinds

HEADWINDS TAILWINDS

Earnings Momentum
AI earnings rose 50%+ in Q2 and 
forward estimates keep climbing, 
with earnings outpacing prices

Middle East Tension Ease
A US–Iran deal reopening Hormuz 

would pull oil lower and ease 
inflation and Fed pressure

AI Supercycle & Capex
~$800B of hyperscaler capex drove 

~30% of 1H26 GDP growth, with 
upside risk to estimates

AI-Driven Productivity
If AI can lift output and revenue 

per employee, it supports a 
growing pie and wider margins

Consumer & Labor Resilience
Payrolls and unemployment remain 

firm, and steady jobs and equity 
wealth effects keep spending firm

Concentration Risk
Narrowest breadth since 2000; ten 
AI stocks drove ~2/3 of S&P gains, 

and three drove 75% of EM

Valuations & Earnings Optimism
Valuations have compressed and 

fall if earnings deliver, but high 
earnings estimates leave little 

room for misses

AI Regulation & Bottlenecks
Societal backlash, power and 

permitting limits could slow the 
buildout, raise costs and shift 

return metrics

Geopolitical Risks
No clear off-ramp with Iran, 

keeping Brent near $100 and diesel 
at records; midterms add 

uncertainty

Sticky Inflation & Fed Hikes
Fed hiked with more priced in, but 
hikes may not cool all the supply- 

and demand-side factors

Rising Long-Term Yields
10-yr hit 5.22% on growth, fiscal 
and AI debt supply, pressuring 

valuations, small caps and munis

Room to Broaden
Equal-weight sits at 2003 lows vs. 

cap-weight; continued growth 
could lift the rest of the market
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This presentation and its content contains information prepared as of October 5, 2026, and are for informational and educational purposes only and should not be used as the basis for any investment decision. This material constitutes proprietary and 
confidential information that Pathstone Family Office, LLC (“Pathstone”) derives independent economic value from not being generally known and are the subject of reasonable efforts to maintain their secrecy. By accepting this material, the recipient agrees 
that it will not distribute or provide this information to any other person. 

All information contained herein, and any statements made in connection with this material, is subject in its entirety to information contained in Pathstone’s Form ADV. Such Form ADV contains additional information and disclosure and is available upon 
request or at https://adviserinfo.sec.gov/firm/summary/151736. Parts 2A, 2B, and 3 of the Form ADV will be provided to any person prior to engaging our services.

The information and opinions contained in this material are derived from proprietary and non-proprietary sources deemed by Pathstone to be reliable, are not necessarily all inclusive and are not guaranteed as to accuracy, and should not be relied upon as 
such. No information available through this communication is intended or should be construed as any advice, recommendation or endorsement from us as to any legal, tax, investment or other matters, nor shall be considered a solicitation or offer to buy or 
sell any security, future, option or other financial instrument or to offer or provide any investment advice or service to any person in any jurisdiction. Nothing contained in this communication constitutes investment advice or offers any opinion with respect to 
the suitability of any security, and this communication has no regard to the specific investment objectives, financial situation and particular needs of any specific recipient. Pathstone does not provide legal advice, and any content shared by Pathstone should 
not be relied upon as such.

Any tax-related information contained herein, including attachments, is not intended or written to be used, and cannot be used, by a taxpayer for any purpose, including (i) avoiding tax penalties that may be imposed on the taxpayer, or (ii) promoting, 
marketing or recommending to another party any transaction or matter addressed herein. 

Some investment funds are offered only in a private offering and are intended to be exempt from registration as an investment company under the Investment Company Act of 1940, as amended. Accordingly, interests in any such fund are available only to 
investors who are accredited investors and meet additional requirements under applicable securities laws. In addition, interests in a fund generally cannot be sold or otherwise disposed of without the general partners’ or manager’s consent and registration 
(or exemption from registration) under applicable securities laws, which is not expected. Consequently, investors should be prepared to hold such interests for an indefinite period. Any information herein regarding private funds is subject in its entirety to 
information contained in the applicable fund legal or offering documents.

Information and opinions expressed in this material is current as of the date appearing on the material only and we are under no obligation to update it. During periods of heightened volatility, projections, asset prices, performance information, and other 
market-based figures are sensitive to the reference date indicated. 

The information contained in this material may be based upon certain assumptions and we make no representations as to the reasonableness of such assumptions or the likelihood that such assumptions will coincide with actual events and this information 
should not be relied upon for that purpose. Certain statements, projections or other estimates herein may be “forward looking statements” based on such assumptions.  There is no guarantee that any forecasts made will come to pass. Reliance upon 
information in this material is at the sole discretion of the reader.

Prior to investing, you must carefully consider the risks and review the applicable offering documents for complete details. All investments carry the risk of permanent loss of capital and may lose value. While the material may present information about 
potential returns and investment performance, Pathstone does not provide any assurance that any particular investment will be profitable. Past performance is no guarantee of future results.
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Disclosures
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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. 
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 and UKMSCI's Developed Market Indices are based on the share prices of 
approximately 1.60

Japan
Taiwan
Korea
India

MSCI Japan GR USD
MSCI Taiwan USD
MSCI Korea USD
MSCI India USD

The MSCI Japan Index is a free-float weighted equity index. This index prices in real time in USD.
The MSCI Taiwan Index is a free float weighted equity index. This index prices in real time in USD
The MSCI Korea Index is a free float weighted equity index. This index prices in real time in USD
The MSCI India 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 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
Expanded Tech Software 
Semiconductors
Memory

MSCI EM Europe GR USD
Magnificent 7 Index
iShares Expanded Tech Software Sector ETF
iShares Semiconductor ETF (SOXX)
Roundhill Memory ETF (DRAM)

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
An exchanged-traded fund that tracks U.S.-listed companies in the software industry, including application, systems, and interactive home entertainment software.
An exchanged-traded fund that tracks U.S.-listed companies engaged in the design, manufacture, and distribution of semiconductors.
An exchanged-traded fund that provides exposure to companies manufacturing dynamic random access memory chips and related semiconductor suppliers serving data center and computing industries

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, fixed-rate, taxable 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.
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