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The US equity market, as measured by the S&P 500, rose again in the third quarter, with a total return of about 
2.3%, bringing the year-to-date gain to 12.7%. Investors continue to shrug off negative headlines, focusing 
instead on ongoing massive AI spending by corporations, and the related turbocharged corporate earnings, 
lower stock market valuations and continued US economic growth. 

From our perspective, this makes sense. AI is transformative. Actual and expected earnings growth that 
continue to outstrip market gains mean lower price-to-earnings (P/E) ratios. The S&P 500 P/E has declined by 
around 15% year-to-date, to ~19x from ~22x. And low unemployment, strong consumer spending, and new 
highs in total US household wealth all bode well.  

But those headlines, Fed hikes, and rising long-term interest rates bear watching too, so here are some brief 
thoughts on the main ones. 

GEOPOLITICS AND DOMESTIC POLITICS 

If the wars in Ukraine and the Middle East continue or, worse, escalate, energy prices are likely to rise, putting 
continued upward pressure on inflation, which is already above the Federal Reserve’s long-term goal of 2%.  
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Any escalation that disrupts broader supply chains could push global economic growth lower.  

In the United States, midterm elections appear likely to result in shared control in the legislative branch, which 
historically has led to solid market returns, but the growing support in both parties for populist tax and 
regulatory policies, which have historically weighed on economic growth, muddies the outlook. 

INFLATION, THE FED, AND THE DEBT 

With tariff policy and increasing energy and AI-related technology prices all pushing inflation higher, the Fed 
raised rates in September for the first time since 2023. Three or four more hikes are expected through 2027, 
according to current market projections.1  

Investors are so far taking this in stride. While yields on Treasuries are rising, they are still below nominal 
(including inflation) GDP growth in the United States, reflecting continued market expectations of higher 
economic growth.  

A prolonged hiking cycle, well beyond what is currently expected, could push longer-term interest rates still 
higher, leading to increased borrowing costs. Higher mortgage and other consumer credit costs and rising 
corporate and government borrowing rates could risk a slowdown, or even a recession. At over $1 trillion 
annually (more than the total annual defense spending), interest costs already account for more than half the 
annual federal deficit. This will only get worse as the deficit and interest costs rise, another long-term risk.  

 

 
1 Bloomberg World Interest Rate Probabilities, as of 9/30/2026. 
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MARKET CONCENTRATION & AI CAPITAL SPENDING  

Stocks that have significant exposure to the AI infrastructure buildout (hyperscalers, semiconductors, other 
hardware providers, and software, power, and mining companies) now represent nearly 60% of the S&P 500’s 
market capitalization. Spending on the buildout is accelerating and financing is broadening from hyperscaler 
operating cash flow to a mix of bonds, convertibles, leases, private credit, equity raises, and vendor-backed 
financing.  

When will all this spending result in attractive returns on capital? That’s the $5.1 trillion and rising question.2 At 
present, signs are positive, with corporate and consumer usage continuing to surge, and revenues starting to 
grow and profits starting to come in. As discussed in our recent edition of Independent Thinking, there are some 
constraints on AI growth, notably around generating enough energy to meet demand. But these may also serve 
as a restraint on irrational spending. In any case, it seems likely that aggregate corporate productivity will 
increase as companies and individuals exploit AI tools.  

Here is our outlook for each of our asset classes: 

CASH AND DEFENSIVE ASSETS 

Cash yields should rise as the Fed continues hiking its target rate, making cash and short-term bonds a useful 
investment with a positive real return. Investor expectations of inflation; high government debt and deficits; 
and higher expected long-term real GDP growth have combined to boost fixed income yields.  

The rise in yields resulted in negative total returns for the intermediate-term, tax-exempt fixed income indices, 
both for the quarter and the year-to-date periods (-4.6% and -3.8%, respectively). Ten-year Treasuries yielded 
~5.3% at the end of the quarter, the highest since before the Great Financial Crisis. The municipal bond index 
yielded ~4.0% and the Bloomberg US Aggregate Bond Index yielded ~5.5% for the same period. Present yields, 
to our mind, adequately compensate investors for the inherent risks.  

CREDIT STRATEGIES 

Credit-sensitive fixed income also experienced higher interest rates and declining prices for the quarter, as 
credit spreads (the difference between risk-free Treasury yields and the yields of riskier bonds) increased 
modestly while the underlying base yields of Treasuries also increased. The combination pushed the yield on 
the Bloomberg Corporate High Yield Index above 8%, an increase of more than one percentage point, resulting 
in a loss of 1.8%. 

Business Development Companies, or BDCs, (publicly traded vehicles that own a portfolio of middle market, 
floating rate corporate loans) fared better for the quarter, with higher coupons and continued low default 
rates.  

As an asset class, we believe that credit offers an attractive risk-adjusted return potential at current yield levels.  

DIVERSIFIED MARKET STRATEGIES 

We continue to believe that a modest gold allocation has a role in balanced portfolios. As global debt 
increases, central banks should continue to increase their allocation to gold within their reserve holdings. Large 
institutions and individual investors could follow, as investors seek a store of value, which could provide 
potential tailwinds to gold prices. Bitcoin may also appeal to investors as a scarce, non-sovereign asset, albeit 

 
2 Cumulative capex spending 2025-2029 – Source: FactSet. 
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more volatile and asymmetric than gold. Both can be attractive, when scaled appropriately, for clients with 
appropriate risk tolerances.  

GROWTH ASSETS 

Identifying sectors, regions and individual companies that have exposure to AI at reasonable growth-adjusted 
valuations, combined with appropriate portfolio-level diversification, both within and beyond AI exposure, 
remains our goal. While AI is a massive single theme, exposure can be gained in various ways across various 
types of companies, including hyperscalers, semiconductors and hardware manufacturers, power generation 
and infrastructure, and the AI productivity beneficiaries. Cash-generative companies exposed to AI but with 
diverse and resilient business models are still our preference.  

Internationally, earnings have also been robust, keeping pace with those in the United States, largely led by 
their own AI champions (concentrated in South Korea, Taiwan, China and Japan) and leading to robust returns 
so far this year for broader international stocks and emerging markets, up 14.7% and 23.5% respectively. Here 
too, P/E ratios have fallen, albeit more modestly, as earnings growth outstripped market returns. International 
markets remain in our opinion relatively attractive on a valuation basis, but with their own large exposures to 
large AI companies, correlation to US stocks has increased. Investors must now seek diversification elsewhere, 
away from AI.  

PRIVATE MARKETS 

Annual private market fundraising by private equity, venture capital, real estate, real assets and credit 
continues to decline, with 2026 set to be the lowest fundraising year in over a decade.3 Dry powder, or the 
amount of capital committed to private funds but not yet deployed, is also in decline as private investors 
deploy more capital in aggregate than they raise. For current vintage private investors, this environment is 
potentially very attractive. Reduced capital can improve underwriting discipline and create a better 
environment for managers with capital, sourcing advantages, and demonstrated underwriting skill.  

Currently, we see opportunity in early-stage venture capital, especially when accessed through fund managers 
with a demonstrated ability to identify the next generation of entrepreneurs. We also see opportunity in private 
credit, where recent volatility has increased yields and the fundamentals of the underlying lenders remain 
solid.  

CONCLUSION 

We believe AI will continue to have a positive net impact on real economic growth and drive earnings growth, 
but risks are present that demand investment discipline.  

We are focused on maintaining a healthy exposure to AI while remaining sensitive to valuations and risk. By 
maintaining our allocations to the equity market and by taking advantage of the higher yields available in fixed 
income, opportunities in the credit and private markets and, as appropriate, diversified market strategies, we 
are confident that we are managing diversified portfolios designed to be resilient for our clients.   

 

 

 
3  PitchBook Q2 2026 Global Private Market Fundraising Report. 
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Disclosures: 
Investment and Wealth Management services are provided by Evercore Wealth Management, LLC, (“EWM”) an investment adviser registered with the U.S. Securities 
and Exchange Commission (the “SEC”) under the Investment Advisers Act of 1940. Registration with the SEC does not imply a certain level of skill or training. The SEC 
has not reviewed or approved any calculation or presentation of performance results included in these materials. Trust and Custody services are provided by Evercore 
Trust Company, N.A., regulated by the Office of the Comptroller of the Currency. EWM prepared this material for informational purposes only. This material should not 
be viewed as advice or recommendations with respect to asset allocation or any particular investment. Any specific holdings discussed do not represent all of the 
securities purchased, sold or recommended by EWM, and the reader should not assume that investments in the companies identified and discussed were or will be 
profitable. EWM obtained this information from multiple sources believed to be reliable as of the date of publication; EWM, however, makes no representations as to the 
accuracy or completeness of such third party information. EWM has no obligation to update, modify or amend this information or to otherwise notify a reader thereof in 
the event that any such information becomes outdated, inaccurate, or incomplete. Specific needs of a client must be reviewed and assessed before determining the 
proper allocation for a client and must be adjusted to market circumstances. The S&P 500 Index is a widely regarded gauge of large-cap U.S. equities. The index includes 
500 leading companies and covers approximately 80% of available market capitalization. The MSCI All Country World Index is a free float-adjusted market capitalization 
weighted equity index. It was developed with a base value of 100 as of December 31, 1987. Defensive Assets may be chosen as an asset class to preserve capital and provide 
current income. Sample assets in this class may include taxable bonds and municipal bonds. Credit Strategies may be chosen as an asset class to enhance total returns 
through credit risk exposure while minimizing interest rate risk. Sample assets in this class may include floating rate bonds, high-yield bonds, distressed/stressed credit 
and credit hedge funds. Diversified Market Strategies may be chosen as an asset class to offset risks to which traditional allocations of bonds and diversified stock 
portfolios are vulnerable. Sample assets in this class may include TIPS, gold and commodities, foreign bonds, liquid alternatives and multi-strategy hedge funds. Growth 
Assets may be chosen as an asset class to incorporate all growth-oriented assets. Sample assets in this class may include core U.S. equity, small cap U.S. equity, 
international equity, international small cap equity, emerging markets equity and long/short hedge funds. Private Market investments may be chosen to allocate to 
investments with potential for high-growth returns. These investments have long-term investment horizons and provide limited or no liquidity. Sample assets in this 
class may include private equity, venture capital and illiquid real estate investments. 

Any opinions herein reflect our judgment as of this date and are subject to change. It is not our intention to state or imply in any manner that past results are an 
indication of future performance. Future results cannot be guaranteed and a loss of principal may occur. This does not constitute financial, investment, tax or legal 
advice. © 2026 Evercore Wealth Management, LLC. 

 


