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Equity markets have continued to
advance through 2026, but leadership
has been highly selective. Since the late
March lows, higher risk stocks have led
performance, signaling a renewed risk
on regime that has persisted despite
ongoing geopolitical, economic, and
inflation uncertainty.

Equity investors have had to navigate a challenging macro
environment so far this year, characterized by elevated
rates volatility, shifting growth expectations, and numerous
policy driven headlines. Yet despite this backdrop, the
equity Volatility factor has been strongly positive in the
year to date, signaling outperformance of higher risk,
higher beta stocks. This pattern is consistent with a
risk-on regime, rather than a defensive one, and reflects

a willingness by investors to re-engage with cyclical
exposures despite persistent uncertainty.

Momentum and sector leadership

This risk seeking behavior has been reinforced by
strong momentum dynamics; past winners have kept on
winning, undeterred by conflicts, politics, or economic
noise. Semiconductor-related and technology hardware
stocks dominate momentum exposure, reflecting
sustained capital investment in Al-related infrastructure.
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Figure 1: Market progress driven by high momentum
and high risk stocks
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Source: Factset, Axioma, MSCI, State Street Investment Management
as at May 13, 2026. World Index is total returns for MSCI World Index.
Momentum, Value Blend, Quality Blend, and Risk Blend represent
cumulative daily returns for a subset of combined style factors from
the Axioma WW4-MH risk model. 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.

Importantly, there has been an evolution in the nature of
investor risk-taking this year. While the start of 2026 was
characterized by intermittent and fragile risk appetite,
with episodes of defensiveness dominating headlines,
behavior since early April has shifted decisively. Risk
exposure has been rapidly rebuilding and this has
persisted through mid May. The improvement in Volatility
factor returns reflects this transition from tentative risk
tolerance to active re risking.

At the sector level, software names currently have the
largest average volatility exposure in developed markets,
although returns have been directly hit by concerns
around Al-related is intermediation. Energy has been

the next best driver, with company share prices surging



on the high oil and gas prices resulting from the Middle
East conflict. Al-related hyperscaler stocks have been

a major factor in cap-weighted market returns—Even
excluding the disproportionate effect of the 10 largest
stocks by market cap, semiconductors and energy have
been among the largest contributors to high volatility
exposure, while software has been a significant drag.

Equity volatility remains benign

Notwithstanding the evolution in risk appetite, equity
implied volatility remains largely range bound—this
reinforces the view that this has been a risk on
environment rather than a stress regime. Fixed income
markets, by contrast, have exhibited somewhat more
persistent volatility, highlighting a divergence between
equity risk appetite and the uncertainty prices into
rates markets.

Figure 2: VIX stays calm, but fixed income markets are
(slightly) stressed
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Source: Factset, CBOE, ICE BofAML, State Street Investment
Management as at May 13, 2026. Chicago Board Options Exchanges’
CBOE Volatility Index (VIX). ICE BofAML MOVE (Merrill Lynch Option
Volatility Estimate) Index. The performance data quoted represents
past performance. Past performance does not guarantee future results.
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Risk-on is back, higher volatility stocks rebound

This type of profile suggests that the risk-on attitude
is not confined to a small subset of the universe, but is
more pervasive. Higher-volatility names outperformed
lower-risk names in 17 out of the 25 GICS? industry
groups within developed markets so far this year.

Benign pricing of risk can persist for extended periods,
but phases of high volatility outperformance rarely
endure and can retrace rapidly. The current starting
point is also challenging in the current market, given
elevated valuations and signs that conflict in the Middle
East war is starting to have a notable impact on the

real economy, as is becoming evident within inflation
numbers, for example.

While the current regime remains risk on, the
acceleration in risk exposure suggests that forward
returns are likely to be shaped more by rotation and
dispersion than by broad beta. As ever, the transition
from risk taking to risk pricing tends to be rapid. In such
environments, diversification across styles, regions, and
stocks continues to be important as both insurance and
a source of opportunity.

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

Endnotes

1 As discussed previously in What has happened to the great
rotation? | State Street and What if investors get bored of Al? |
State Street, for example.

2 The Global Industry Classification Standard (GICS) was
developed by MSCI and S&P Dow Jones Indices. It categorizes
global public companies based on their principal business
activity to facilitate benchmarking, portfolio management, and
financial research.
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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
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The views expressed are the views of the Systematic Equity—Active team through
May 14, 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.

State Street Investment Management uses quantitative models in an effort to enhance
returns and manage risk. While State Street Investment Management 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 State Street
Investment Management. 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.

The past performance data quoted represents past performance. Past performance does
not guarantee future results.

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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