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Equity markets continue to be
captivated by the global Artificial
Intelligence narrative—a storyline that
has shaped returns, sentiment, and
macro commentary through recent
years. The Al ecosystem and its
beneficiaries remain a powerful driver
of index level performance, but there
are many other less-high-profile factors
influencing today’s market landscape.

We have written previously about the fixation of equity
market participants on all things Al-related and what
that has meant in terms of market concentration and
performance. But as we have seen through history,
prior episodes of market concentration and leadership
from a narrow set of mega cap companies can obscure
the rich opportunity that lies elsewhere. We have
encouraged investors to look beyond such a small
cohort of stocks and we have glimpsed signs of a
broadening out of equity leadership into other regions
of the world and segments such as small-cap stocks.
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A very narrow, macro-driven market can create
headwinds for active investors, in particular, unless they
happen to latch onto and ride the dominant theme.
While the headlines have continued to focus heavily on
Al, there has been a further evolution in market
performance since the end of 2025. So far this year, the
pairwise correlation between stocks has continued to
trend down (Figure 1), indicating a market increasingly
driven by idiosyncratic factors, rather than a single
macro theme, where stock selection could be rewarded
more. Moreover, there have been tentative signs of an
uptick in market dispersion—such a development
creates opportunities for skilled active equity managers
to generate returns by capturing the spread between
good and poor performers (Figure2).

Figure 1: Pairwise correlation nears pre-GFC levels
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Source: Factset, MSCI, State Street Investment Management as at
February 20, 2026. The performance data quoted represents past
performance. Past performance does not guarantee future results.
Pairwise correlation is measured using monthly returns for stocks in
the MSCI World Index.


https://www.ssga.com/uk/en_gb/institutional/insights/systematic-active-monthly-october-2025
https://www.ssga.com/uk/en_gb/institutional/insights/systematic-active-monthly-december-2025

Figure 2: Monthly cross-sectional dispersion of
returns for stocks in MSCI World Index
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Source: Factset, MSCI, State Street Investment Management as at
February 20, 2026. The performance data quoted represents past
performance. Past performance does not guarantee future results.
Index returns are unmanaged and do not reflect the deduction of

any fees or expenses. Index returns reflect all items of income, gain
and loss and the reinvestment of dividends and other income as
applicable. Dispersion is measured using monthly returns for stocks in
the MSCI World Index.

Broadening market dispersion: Opportunities
beyond the Al narrative

An examination of the market in more detail provides
additional insights into the current dispersion of returns.
At a region and sector level, for example, the strongest
performances over the past year have come from
pockets of the market not associated with the prevailing
IT-related narrative. As Figure 3 shows, European
banks have led the way. Although semiconductors have
benefitted globally from the Al wave, the considerable
breadth amongst the other top-performing groups
points to healthy broad-based market strength.
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Figure 3: Top 10 returning developed market region/
industry group segments over past 12 months

12m total return (%)

European Banks 92.7
Japan Semiconductors and 90.0
Semiconductor Equipment

European Semiconductors & 82.0
Semiconductor Equipment

Japanese Energy 69.5
Asia Pacific Real Estate 66.7

Management & Development

North American Semiconductors 63.1
& Semiconductor Equipment

European Utilities 61.0
Japanese Capital Goods 55.8
Japanese Utilities 54.7
Japanese Banks 50.8

Source: Factset, MSCI, State Street Investment Management as at
February 20, 2026. The performance data quoted represents past
performance. Past performance does not guarantee future results.
Index returns are unmanaged and do not reflect the deduction of
any fees or expenses. Index returns reflect all items of income, gain
and loss and the reinvestment of dividends and other income as
applicable. Weighted average returns in US dollars for stocks in the
MSCI World Index.

With dispersion now evident across sectors and
regions, active risk-taking is increasingly being
rewarded. For systematic investors, this backdrop is
particularly advantageous: models calibrated to identify
relative mispricing, sentiment shifts, and behavioural
overreactions typically perform best when markets are
neither uniformly trending nor uniformly mean reverting.

While Al continues to spark both optimism and
anxiety—especially around whether vast investment
will ultimately translate into sustained profitability—the
current cycle is not solely defined by one technological
trend. We have previously emphasized the need to look
past US centric themes when Value, Small Cap, or
regional rotation stories were unfolding, today’s market
offers a similarly broad set of return drivers.


https://www.ssga.com/uk/en_gb/institutional/insights/waiting-for-the-small-cap-resurgence

The importance of a broader view

We believe to be successful in active management

and to deliver the best possible risk-adjusted return
outcomes it is essential to have as broad a view as
possible. Our systematic active process, with a global
multi-factor, multi-signal framework that explicitly prices
risk, costs and behavioural patterns across tens of
thousands of securities, underpins our ability to harvest
opportunities wherever they emerge—and to do so with
discipline as markets continue to evolve.

Al may dominate equities, but market dispersion is
broadening, rewarding active managers who look
beyond headline trends for global opportunities.

To learn more about the views and investment
capabilities of the Systematic Equity — Active
team, please visit our website.
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About State Street
Investment Management

At State Street Investment Management, we have
been helping create better outcomes for institutions,
financial intermediaries, and investors for nearly half a
century. Starting with our early innovations in indexing
and ETFs, our rigorous approach continues to be
driven by market-tested expertise and a relentless
commitment to those we serve. With over $5 trillion in
assets managed*, clients in over 60 countries, and a
global network of strategic partners, we use our scale
to deliver a comprehensive and cost-effective suite of
investment solutions that help investors get wherever
they want to go.

* This figure is presented as of December 31, 2025 and includes
ETF AUM of $1,950.80 billion USD of which approximately $173.02
billion USD in gold assets with respect to SPDR products for which
State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts
solely as the marketing agent. SSGA FD and State Street Investment
Management are affiliated. Please note all AUM is unaudited.


https://www.ssga.com/us/en/institutional/capabilities/equities/systematic-equity

statestreet.com/investment-management

Marketing communication

State Street Global Advisors (SSGA) is now State Street Investment Management.
Please click here for more information.

State Street Global Advisors Worldwide Entities

The information contained in this communication is not a research recommendation
or ‘investment research’ and is classified as a ‘Marketing Communication’ in
accordance with the applicable regional regulation. This means that this marketing
communication (a) has not been prepared in accordance with legal requirements
designed to promote the independence of investment research (b) is not subject to
any prohibition on dealing ahead of the dissemination of investment research.

This communication is directed at professional clients (this includes eligible
counterparties as defined by the appropriate EU regulator) who are deemed both
knowledgeable and experienced in matters relating to investments. The products
and services to which this communication relates are only available to such persons,
and persons of any other description (including retail clients) should not rely on this
communication.

The information provided does not constitute investment advice and it should not be
relied on as such. It should not be considered solicitation to buy or an offer to sell a
security. It does not take into account any investor’s particular investment objectives,
strategies, tax status or investment horizon. You should consult your tax and financial
advisor.

All information is from State Street Investment Management unless otherwise noted

and has been obtained from sources believed to be reliable, but its accuracy is not
guaranteed. There is no representation or warranty as to the current accuracy, reliability
or completeness of, nor liability for, decisions based on such information and it should
not be relied on as such.

This document contains certain statements that may be deemed forward-looking
statements. Please note that any such statements are not guarantees of any future
performance and actual results or developments may differ materially from those
projected. Investing involves risk including the risk of loss of principal.

The trademarks and service marks referenced herein are the property of their
respective owners. Third party data providers make no warranties or representations of
any kind relating to the accuracy, completeness or timeliness of the data and have no
liability for damages of any kind relating to the use of such data.

= STATE STREET.

=" INVESTMENT MANAGEMENT

Capturing opportunity as the equity landscape evolves

The views expressed are the views of the Systematic Equity - Active team through
February 20, 2026, and are subject to change based on market and other conditions.

Quantitative investing assumes that future performance of a security relative to other
securities may be predicted based on historical economic and financial factors,
however, any errors in a model used might not be detected until the fund has sustained
a loss or reduced performance related to such errors.

SSGA uses quantitative models in an effort to enhance returns and manage risk. While
SSGA expects these models to perform as expected, deviation between the forecasts
and the actual events can result in either no advantage or in results opposite to those
desired by SSGA. In particular, these models may draw from unique historical data

that may not predict future trades or market performance adequately. There can be no
assurance that the models will behave as expected in all market conditions. In addition,
computer programming used to create quantitative models, or the data on which

such models operate, might contain one or more errors. Such errors might never be
detected, or might be detected only after the Portfolio has sustained a loss (or reduced
performance) related to such errors. Availability of third-party models could be reduced
or eliminated in the future.

Investing in foreign domiciled securities may involve risk of capital loss from
unfavorable fluctuation in currency values, withholding taxes, from differences in
generally accepted accounting principles or from economic or political instability in
other nations.

Investments in emerging or developing markets may be more volatile and less liquid
than investing in developed markets and may involve exposure to economic structures
that are generally less diverse and mature and to political systems which have less
stability than those of more developed countries.

Investments in small-sized companies may involve greater risks than in those of larger,
better known companies.

Investing involves risk including the risk of loss of principal.

Equity securities may fluctuate in value and can decline significantly in response to the
activities of individual companies and general market and economic conditions.
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