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Key Themes
KEY THEMES COMMENTARY

Market Update

Despite some recent volatility, stocks have rebounded from April 2025 lows as the economy 
has done better than anticipated, the Fed cut interest rates, and positive company earnings 
helped underpin investor sentiment. On the other hand, more recent volatility and 
divergence in returns has been associated with AI disruption concerns, stock market 
concentration, and stretched valuations. Recent divergence in performance across asset 
classes underscores the importance of diversification over concentration and a disciplined 
approach to rebalancing. Bond yields trended lower as the Fed cut rates, but have more 
recently traded range-bound as the Fed is again on pause.

The Economy

Underlying economic growth has been more robust than anticipated and GDP growth 
estimates have been revised higher, with the economy currently expected to grow 2.1% in 
2026. Macro data remains supportive for growth and the probability of a near-term 
recession has reduced. Despite some recent concerns surrounding AI, we believe increased 
AI adoption is likely to drive enhanced productivity and will be key in extending the current 
economic expansion. We are watching the labor market, cost of tariffs, and inflation closely. 
Recent Fed commentary indicates favorable growth and improving inflation. Given the 
economic backdrop, we believe the Fed is in “wait-and-see” mode, with a bias towards lower 
interest rates. 

Asset Class 
Outlook

The current economic backdrop may be positive for stocks and bonds. However, we are 
cautious about stock market valuations and concentration. International stocks still trade at a 
discount to the U.S. market and may continue to be supported by fiscal and monetary 
policies and intra-region trade dynamics. Current bond yields remain relatively attractive, 
with many of our preferred bond funds yielding mid- to high-single digits. Moving forward, 
we believe alternative strategies may offer attractive risk-adjusted return potential.



Mission Wealth Actions

• The ongoing divergence in performance across asset classes continues to provide us 
with enhanced rebalancing opportunities. 

 Ahead of 2025, we were trimming Growth stocks and adding to Value, 
international, and emerging markets.

• We believe broad diversification, disciplined investment decision-making, and a 
focus on the long term are critical to portfolio performance.

• Where appropriate, we have taken the opportunity to tax-loss harvest select 
positions to enhance our clients’ after-tax returns. 

• We are constructive on bonds. Many of our preferred bond funds yield mid- to high-
single digits, and the current yield is the strongest determining factor for forward-
looking bond total returns. 

• We continue to favor alternative investment strategies, which we believe offer 
attractive risk-adjusted returns and limited correlation to public markets. 



Part 1:

MARKET UPDATE



Market Update

Stocks Positive but Moderating

• Despite some recent volatility, stocks have rebounded from April 2025 lows and 
followed historic precedent for a Fed rate cutting cycle without a recession. 

• The economy has done better than anticipated, the Fed cut interest rates, and 
positive company earnings all helped underpin investor sentiment. 

• On the other hand, more recent volatility and divergence in returns has been 
associated with AI disruption concerns, market concentration, and stretched 
valuations. 

ABC

ABC



Stock Performance in Perspective

• Stock market volatility should be expected: 2025 is a prime example. Despite average 
intra-year declines of -14.1%, annual returns have historically been positive more than 
75% of the time. Staying fully invested and focused on the long haul is critical to 
investment success.

Market Update



Market Update

Divergence in Returns

• Mag 7 stocks have underperformed the broad S&P 500 year-to-date and over recent 
months, leading to an increase in stock market volatility. 

• Concerns surrounding outsized artificial intelligence (AI) investment, stretched 
valuations, and slowing earnings growth have particularly weighed on these stocks. 

• Underscores the importance of diversification over concentration. 

Mag 7 stocks = Alphabet, Amazon, Apple, Meta, Microsoft, NVIDIA, Tesla



Market Update

Divergence in Returns

• U.S. Growth stocks have 
underperformed U.S. Value stocks year-
to-date and over the past 12-months. 

• U.S. Small Cap has outperformed U.S. 
Large Cap year-to-date and marginally 
over the last 12-months.

• International and Emerging Market 
stocks have both significantly 
outperformed U.S. stocks on a year-to-
date and one-year basis. 

 The divergence in performance across 
asset classes underscores the 
importance of well-constructed, broad-
based portfolio diversification and a 
disciplined approach to rebalancing. 



Market Update

Stretched Valuations

• Despite some recent volatility, U.S. stock valuation measures remain high by 
historic standards, which may lead to future moderation in returns. 



U.S. Valuations Still Higher Than International

• Post-GFC, the P/E ratio for U.S. and International stocks was approx. the same. 

• Today, the U.S. P/E ratio is around 40% higher than the P/E ratio for the rest of the 
world. 

Market Update



Stock Performance in Perspective

• Elevated stock market valuations can increase the likelihood of corrections. 

• When stock valuations are stretched, historically there is a 99% probability of at 
least a -5% drawdown within a year. 

• These moves are normal but underscore the importance of portfolio diversification.

Market Update



Market Update

Moderation in Returns

• After three consecutive years of strong US equity returns driven by valuation 
multiple expansion, expect some moderation in returns. 

• Further valuation multiple expansion is unlikely. Analysts predict earnings to be 
the primary driver of performance in 2026, contributing 11% to total return for the 
S&P 500. 

Goldman Sachs Estimates



Largest Companies Don’t Stay Largest Forever

• Only one of the largest companies from 2005 remained in the top 10 in 2025; 
three of the top 10 companies in 2015 remained in the top 10 in 2025. 

Market Update



Market Update

Largest Companies Don’t Stay Largest Forever

• Only two of the top 10 companies at the beginning of 2000 have since 
outperformed the S&P 500. 

• Four of the top 10 posted lower earnings in 2024 vs. 2000. 

 Underscores the importance of diversification within investment portfolios. 



Market Update

Largest Companies Don’t Stay 
Largest Forever

• It is very difficult for market leaders 
to maintain their dominance 
indefinitely. 

• Historically, four of the largest ten 
S&P 500 companies fell out of the 
top ten in the following five years. 

• Higher levels of stock concentration 
historically have led to larger-cap 
stocks underperforming smaller-cap 
stocks.  

 Consider diversifying large, 
concentrated stock exposures. 



Market Update

Bond Yields Range Bound

• Bond yields trended lower as the Fed restarted its rate cutting cycle but have more 
recently traded range-bound as the Fed is again on pause. 

• Yields remain relatively attractive, and a Fed on pause with a downward bias may 
help to continue to support bond prices.

ABC
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The Economy

Economic Outlook

• Underlying economic growth has been more robust than anticipated. 

• 2026 GDP growth estimates have been revised higher, and the economy is 
currently expected to grow 2.1%, improved from recent expectations as economic 
data has come in ahead of expectations. 

• Measures of inflation are anticipated to remain above the Fed’s long-term target of 
2% through at least 2028.



The Economy

Economic Data Better Than Expected

• Economic data surprises – in aggregate – have trended positively through the back 
half of 2025 and into 2026. 



The Economy

Global Economy in Good Shape

• Global economic data is positive and points to global economic expansion. 



The Economy

Positive Economic Data

• Measures of current economic activity are showing broad improvement. 



The Economy

Economic Growth 
Expectations 
Revised Higher

• Macro data 
continues to remain 
supportive.

• Economic growth 
has surprised to the 
upside, with 
momentum likely to 
continue in 2026.

Source: Bloomberg, Blackrock. Bloomberg consensus reflects 1/21/2026. 
Bloomberg consensus 3m ago reflects 10/1/2025.



The Economy

Reduced Recession 
Risks

• Given the relatively 
robust economic 
backdrop, the 
probability for a 
near-term recession 
has been reduced. 

• Better than 
expected economic 
data has led to 
revisions higher in 
economic growth. 



The Economy

Easier Financial Conditions

• Measures of financial 
conditions have eased over 
recent months, indicating a 
more supportive 
environment for business 
investment, which may bode 
well for future economic 
growth. 

• A lower interest rate 
environment is likely to 
support improved capital 
market activity and 
investment.



The Economy

Easier Financial Conditions

• The 2021-23 Fed hiking cycle led to tighter financial conditions and a softening in 
industrial production and the labor market. 

• Financial conditions more recently eased as the Fed cut rates, and this may bode 
well for future economic growth. 



The Economy

AI Productivity 
Enhancements

• We appear in a new 
productivity cycle 
underpinned by 
automation, digitalization, 
and AI.

• The current productivity 
cycle resembles those of 
the 1960s and 1990s.

• Productivity 
improvements are key to 
extending the current 
economic expansion. 



The Economy

AI Productivity Enhancements

• We are likely in the early stages of an increase in labor productivity, driven by 
increased AI adoption rates. 

• Balancing act: on the one hand, AI may increase productivity; on the other hand, it 
may have labor market implications. 



The Economy

AI Productivity Enhancements

• AI is no longer just a Tech story: 
every sector will be impacted in 
one form or another.

• Some of the recent market reaction 
may be overdone. There will be 
winners and losers.

• Those that can adopt and adapt, 
leveraging AI to improve products 
and services, may ultimately 
benefit.

 More broadly, we believe increased 
AI adoption is likely to drive 
enhanced productivity and will be 
key in extending the current 
economic expansion. 



The Economy

AI Debt: Not Dot.Com

• AI hyperscalers’ use of debt 
issuance has raised concerns and 
drawn parallels with the Dot.Com 
bubble. 

• While there has been an increase 
in debt issuance associated with 
the Tech, Media, and 
Telecommunications (TMT) 
sectors, it pales in comparison to 
the growth in debt witnessed in 
the lead up to the dot-com crash. 

• Limited use of leverage indicates 
any bubble risks may be well-
contained. 



The Economy

Capital Markets Improving

• Capital Markets activity continues to improve from very low levels, which may help 
spur increased business investment. 



The Economy

New Business Creation Expanding

• The number of new businesses created has expanded recently, which bodes well 
for investment and economic growth. 



The Economy

Real Estate Investment Set to Rebound

• Indicators of real estate investment point towards an increase in non-residential 
structures investment, a key component of GDP. 



The Economy

Healthy Fundamentals

• Consumer balance sheets are strong. • Measures of the U.S. consumer point 
towards ongoing robust spending 
backed by very strong balance sheets.

• Consumer spending may be supported 
by tax cuts that may add roughly $100bn 
to household tax refunds in 2026.



The Economy

Healthy Fundamentals

• Business and 
consumer leverage 
levels have decreased 
during this cycle. 

• These dynamics may 
help buffer against an 
outsized default 
cycle. 

 Increased leverage 
tends to perpetuate 
downside economic 
outcomes. 



The Economy

Healthy Fundamentals

• Despite headlines and some 
isolated issues, underlying 
business fundamentals have 
continued to improve, which 
may be further supported in a 
lower interest rate 
environment. 

• Indeed, forecasts show default 
rates falling through 2026.

• Our investment partner data 
indicates broadly top-line 
revenue growth and bottom-
line earnings growth for 
businesses across industry 
sectors.  



The Economy

Fiscal Policy Expansionary

• Fiscal policy in the G3 is expected to be expansionary over the coming quarters. 

• The IMF estimates that fiscal policy will boost growth by 1% in Germany and 0.5% in 
Japan in 2026. The CBO estimates that fiscal policy will boost US growth by 0.9%.



The Economy

What We Are Watching: Labor 
Market

• Labor market conditions have 
eased, though recently improved, 
and wage growth has moderated.

• The unemployment rate has 
trended higher but remains 
historically low. 

• Should we experience further 
weakness in the labor market, it 
may weigh on consumer spending 
and economic growth. 

• Consumer spending is the most 
important contributor to the U.S. 
economy, making up ~70% of 
GDP. 



The Economy

What We Are Watching: Cost 
of Tariffs

• Business surveys indicate that 
~50% of the cost of tariffs has 
been transferred to 
consumers, causing increased 
inflationary pressures.

• Another 35-40% of the cost of 
tariffs has been borne by 
businesses. 

• Should businesses continue to 
bear a large portion of tariff 
expenses, we may see 
downward pressure on 
margins and earnings. 



The Economy

What We Are Watching: Inflation

• Inflation remains elevated on the back of increased tariff costs and is expected to stay 
above the Fed’s 2% target, though it has trended lower more recently.



What We Are Watching: Inflation

• Manufacturing surveys indicate upward pressure on inflation. 

• With that said, we anticipate the impact of tariffs to result in a one-time price 
adjustment, with most of that adjustment already having taken place. 

The Economy



The Economy

• The Fed is expected to stay on 
pause over the near-term with 
the market currently expecting 
a 0.25% cut in July. 

• Recent Fed commentary 
indicates favorable growth 
and improving inflation.  

• The Fed wants to move to a 
more neutral rate (~3%) over 
time. 

 We believe the Fed is in 
“wait-and-see” mode, 
with a bias towards 
lower interest rates.

Fed Policy: Wait-And-See with a Bias Towards Lower Rates



The Economy

• In some respects, the nomination of Kevin Warsh as Fed Chair was an interesting one. 
Warsh was widely perceived as the most hawkish of the potential candidates 

• With that said, recent comments on deflationary impacts associated with AI and tariffs 
being a one-time hit to inflation suggest a more dovish stance.

• We don’t anticipate Warsh’s nomination materially changes the trajectory of future 
Fed policy. All else equal, we anticipate a slow migration towards a neutral rate of 
~3% on the fed funds rate over time. 

Fed Policy: Warsh Unlikely to Materially Change Trajectory



The Economy

• Globally, central banks are mostly cutting interest rates, which may bode well for the 
global economy. 

Global Central Banks: Easier Policies



The Economy

International Trade

• In 2018, the share of Chinese exports going to the U.S. was 20%. Today it is 10%. 

• Current U.S. trade policy may result in closer trade co-operation abroad, potentially 
resulting in increased intra-Asia and intra-Europe trade volumes. 



Part 3:

OUTLOOK



Fed on Pause Again…Additional Cuts May be Positive

• Currently, the Fed is on hold after cutting interest rates last year. Should the Fed 
resume rate cuts, it has historically been positive for both stocks and bonds. 

• The market is currently pricing in ~2 additional 25bp rate cuts in 2026. 

Outlook

Source: BlackRock, Bloomberg, Morningstar and the St Louis Federal Reserve as of 1/31/2026. 



Fed’s Downward Bias May be a Tailwind

• While the Fed is currently on hold, we believe the Fed maintains a downward bias 
for interest rate policy. 

• If history is a guide, flat to falling interest rate environments tend to be positive 
for stock market performance. 

Outlook



Economic Growth a Tailwind

• Historically, the S&P 500’s 12-month return is positive 87% of the time when the 
economy is growing. 

Outlook



Outlook

…But Valuations Are Stretched

• Stocks are trading at expensive 
valuation multiples. 

• It is unlikely that valuation 
multiples drive stock market 
returns moving forward.

 Implication: While there may be 
further upside potential, expect 
more moderate returns. 

As of 02/20/2026



…And Stock Market is Concentrated

• Higher stock market concentration also tends to be associated with lower 
forward returns. 

• Higher levels of stock concentration also tends to be associated with higher 
levels of volatility. 

Outlook

Market concentration defined by largest stock / 75th percentile stock. 



Mid-Term Election Years

• Historically, mid-term election years tend to produce more moderate returns. 

Outlook



Moderation in Longer-Term Stock Returns

• Very strong recent stock market returns tend to indicate lower forward-looking 
stock returns. 

Outlook

• Over the last 15 years, stock 
valuation multiple expansion 
drove approximately 1/3rd of 
the total returns for U.S. 
stocks. 

• Given that stocks are 
currently trading at 
expensive valuation 
multiples, it is unlikely that 
multiple expansion will 
contribute positively to 
future U.S. stock market 
returns. 



Outlook

International Relatively 
Cheaper

• International stocks continue to 
trade at historic discounts to the 
U.S. market.

• International stocks may be 
supported by fiscal and 
monetary policies and increased 
trade coordination.

Current 20-Year average

Discount 
vs. the U.S.

Premium 
vs. the U.S.



Outlook

AI: Emerging Markets Set 
to Benefit

• Roughly 70% of global 
semiconductor and AI 
hardware exports in 2025 
came from EMs. 

• EMs have manufacturing 
depth and a strategic role in 
global AI supply chains. 

• EM stocks offer relatively 
attractive valuations vs. U.S. 
stocks

 These dynamics may 
position EMs as a 
beneficiary as AI demand 
continues to increase 
globally.



Outlook

Bond Yields Relatively Attractive

• Current bond yields remain attractive relative to recent history. 

• Mission Wealth preferred bond funds are yielding mid- to high-single digits, 
implying a healthy forward-looking return expectation for our bond allocations.



Private Equity

• We believe private equity (PE) offers attractive upside potential. PE has historically 
outperformed public stock markets with less volatility. PE represents a large, 
untapped investment opportunity for many investors. 

Outlook - Alternatives

Real Assets

• A lower interest rate environment may bode well for Real Estate transaction volumes 
and valuations. We have a positive outlook, particularly for residential, industrial 
logistics, medical office, and data centers. 

• We believe infrastructure offers the potential for long-term consistency in returns 
and yield, and a hedge against inflation, in assets like power and utilities, ports, 
airports, toll roads, data centers, cell towers, and fiber networks. 

Direct Credit

• We have high conviction in direct lending strategies, with robust underlying business 
fundamentals supporting credits and underpinning relative consistency in yield and 
total returns. 



Private Equity

• Private companies are staying private for longer, increasing the opportunity set 
outside of public markets: the number of unicorns (a privately owned company valued 
at more than $1 billion) has increased from 114 to 857 over the last decade.

• With a growing number of privately owned large companies, there is a larger 
opportunity than ever before for private debt and equity solutions. 

Outlook - Alternatives



Private Equity

• 86% of the equity opportunity set is found in private markets, yet many investors still 
have 100% of their equity exposure in the 14% that is public. 

• PE may become even more compelling should public market returns moderate. 

Outlook - Alternatives



Disclosures

The information in this presentation is subject to change without notice. Certain statements contained within are forward-looking, including, but not limited to, statements 
that predict or indicate future events, trends, plans, or objectives.  Undue reliance should not be placed on such statements because, by their nature, they are subject to 
known and unknown risks and uncertainties.  Although the opinions expressed are based upon assumptions believed to be reliable, there is no guarantee that they will 
come to pass.  This information may change at any time due to market or other conditions. 

International investing entails special risk considerations, including currency fluctuations, lower liquidity, economic and political risks, and differences in accounting 
methods.  Diversification cannot ensure a profit or protect against a loss.  

Investments in commodities may be affected by overall market movements, changes in interest rates, and other factors such as weather, disease, embargoes, and 
international economic and political developments. Commodities are volatile investments and should form only a small part of a diversified portfolio. The use of derivative 
instruments may add additional risk. An investment in commodities may not be suitable for all investors. 

Diversification helps spread risk throughout your portfolio, so investments that perform poorly may be balanced by others that perform relatively better. Neither 
diversification nor rebalancing can ensure a profit or protect against a loss.  

Real estate may not be appropriate for all investors.  Its value may fluctuate based on economic, regulatory, and environmental factors.  Redemption may be at a price that 
is more or less than the original price paid.  

Do not act upon this information solely and seek professional guidance before making investment decisions.  This presentation is not intended to provide any specific 
investment advice. No investment strategy can ensure a profit.  

Fixed-income securities carry interest rates, inflation, and credit and default risks.  Any fixed-income security sold or redeemed before maturity may be subject to a 
substantial gain or loss. Interest income generated by municipal bonds is generally expected to be free from federal income taxes and, if the bonds are held by an investor 
resident in the state of issuance, state and local income taxes. Such interest income may be subject to federal and/or state alternative minimum taxes. Investing in 
municipal bonds to generate tax-exempt income may not be appropriate for investors in all tax brackets. Short- and long-term capital gains and gains characterized as 
market discounts recognized when bonds are sold or mature are generally taxable at both the state and federal levels.  Short- and long-term losses recognized when 
bonds are sold or mature may generally offset capital gains and/or ordinary income at the state and federal levels.  

Fixed income yields are based on Bloomberg indices and from the following sources: US Treasury, FactSet, PIMCO, JP Morgan Asset Management, and are represented by 
Broad Market, U.S. Treasuries, Municipals, U.S. Corporate bonds, MBS, ABS, Euro Corporates, Emerging Markets Debt, Emerging Markets Corporates, U.S. High Yield, 
Euro High Yield, Leveraged Loans. Yield-to-worst is the lowest possible yield that can be received on a bond, apart from the company defaulting, and it considers factors 
like call provisions, prepayments, and other features that may affect the bond’s cash flows. 

Mission Wealth is a Registered Investment Adviser. This document is solely for informational purposes. Advisory services are only offered to clients or prospective clients 
where Mission Wealth and its representatives are properly licensed or exempt from licensure.  Past performance is no guarantee of future returns. Investing involves risk 
and possible loss of principal capital. No advice may be rendered by Mission Wealth unless a client service agreement is in place—California Insurance License # 0D35068.

00870285 02/26
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