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The first-quarter earnings season has delivered an unmistakable message at the aggregate level: corporate
fundamentals remain firm. With over two-thirds of S&P 500 companies reporting, earnings growth has
accelerated meaningfully to a reported rate of 26% (FactSet, as of May 6), driven by strong results across
communication services, consumer discretionary, and technology. However, these strong results have been
met with evolving market reactions. Several mega-cap technology companies, long viewed as the market’s
foundation, reported earnings in the last week of April to sharply different investor responses. This
selectivity is also evident at the sector level, where performance outcomes have diverged despite a broadly
supportive earnings backdrop. This contrast speaks to a market that has moved beyond the initial repricing
phase and into a more demanding stage (Markets reprice, earnings endure | State Street), one that is less
about whether earnings are strong and more about how those earnings are delivered, discounted, and
distributed across the market.
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Weekly Highlights

Contribution of Magnificent Information Technology S&P 500 Companies with
Seven to Overall Q1 S&P Weight in S&P 500 Positive Earnings Surprise
500 Earnings Growth

61% 36% 85%

Source: FactSet, S&P, as of May 6, Source: FactSet, S&P, as of May 6, Source: FactSet, S&P, as of May 6,
2026. 2026. 2026. Represents 85% of companies
who have reported earnings as of May 6,
2026.

Earnings Strength Is Concentrated

At the headline level, earnings momentum looks compelling. Roughly 85% of constituents who have
reported earnings so far in the S&P 500 have produced positive earnings surprise, and sector-level
growth has been led by areas tied to digital services, consumer demand, and technology-driven
investment. Communication services and consumer discretionary are leading in Q1 earnings growth
reports at 53% and 52% respectively, and technology is following at 43% (FactSet, as of May 6). Looking
further beneath the surface, this concentration becomes even more apparent. Unsurprisingly, a
meaningful portion of the acceleration in aggregate earnings growth has come from the Magnificent
Seven, which have contributed 61% to overall earnings growth; the rest of the S&P 500 have contributed
roughly 17% (FactSet, as of May 6). This skew highlights how much of the headline improvement in
earnings remains tethered to a small group of mega-cap tech firms.

Looking ahead, forward expectations also exhibit concentration. Since the start of the year, only
technology, energy, and materials have seen meaningful upward revisions to Q2 earnings estimates.
Yet, energy and materials carry only low single-digit weights in the S&P 500, whereas technology alone
now represents nearly 36% of the index (FactSet, as of May 5).

This degree of concentration also raises the bar for market reactions, as the companies doing the
heaviest lifting for earnings growth are often the same ones facing the greatest scrutiny around
guidance, capital spending, and valuation. As recent market responses to Magnificent Seven earnings
illustrated, beating expectations is no longer sufficient on its own. Greater weight is being placed on
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forward guidance, margin durability, capital intensity, and confidence in future cash flows. In this setting,
even strong earnings can prompt selling if guidance introduces uncertainty or if expectations had already
moved too far ahead of fundamentals. This dynamic explains why some of the market’s most profitable
companies are facing a higher bar, while others are quietly rewarded for consistency.

Participation Was Widening...

While attention remains fixed on the largest technology names, market breadth tells a complementary
story. YTD, the S&P 500 Equal Weight Index has outperformed its market capitalization counterpart,
however this performance differential has been narrowing over the past few weeks. Investors had been
rewarded by market breadth earlier this year, but the S&P 500 Index has quickly closed that relative
underperformance gap throughout April and into early May.

Breadth of Performance, Closing The Gap

Total Return YTD
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Source: FactSet, S&P. Total return in USD as of May 4, 2026.

Even within the S&P 500, investors appear to be shifting away from the high valuation relief rally. For
example, the one-month total return of sectors in the S&P 500 shows IT, Communication Services and
Consumer Discretionary leading the US market higher, whereas the YTD figures favor Energy, Real
Estate and Materials (FactSet, as of May 4).
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While the outperformance of the equal-weight index has narrowed, US small caps continue to stand out.
The S&P 600 has outperformed the S&P 500 Equal Weight Index by nearly 8% YTD (FactSet, as of May
5), supported by improving EPS revisions since the beginning of the year, and lower starting valuations
that give runway for further upside. Rate cuts in the latter half of 2025 have also eased financing
pressures for smaller companies, supporting cash flow and balance sheet flexibility. While the War has
introduced uncertainty around the path of further easing, our house view is still calling for two cuts this
year. In addition, small caps are relatively insulated from geopolitical pressures given their more
domestically focused revenue base. From a sector perspective, the S&P 600’s tilt toward Industrials, its
largest exposure at roughly 18%, positions it to benefit from potential tailwinds from ongoing
infrastructure and technology related investment.

From Curve Pressure to Cash Flow Discipline

The yield curve remains a useful lens for interpreting current market preferences. While recent months
have brought volatility, today’s positively sloped curve looks meaningfully different from the acute
flattening fears that began in early February. It’s a shift that matters for equities. A less restrictive curve
reduces pressure on broad market participation, allowing returns to be driven more by fundamentals than
by pure discount rate adjustments. That said, scrutiny has not disappeared; it has become more
targeted. Investors appear less focused on aggregate valuation levels and more concerned with whether
future cash flows are resilient enough to justify long duration equity exposure. By contrast, short duration
equities are typically more cyclical because a greater share of their value is tied to near term cash flows
that rise and fall with economic activity, margins, and operating leverage. Resilient cash flows do not
eliminate duration risk, but they do reduce valuation fragility. This dynamic helps explain how markets
can rally in aggregate while remaining unsettled beneath the surface, particularly across high profile
names.

This framing is consistent with our recent analysis in ,
which highlights how a shift away from an aggressively flattening curve backdrop raises the bar for
valuation risk (long-growth names are more sensitive to rate changes) while reinforcing the market’s
focus on cash flow quality and earnings fundamentals.

US Exhibits Earnings Strength Relative to Regional Counterparts

This framework also helps to explain recent regional performance post the onset of the Iran War,
whereby longer duration equities, such as the IT names found within the growth factor and US region,
have outperformed. Conversely, value heavy markets such as Europe and the UK have struggled, where
equity indices carry higher weights in financials, industrials, materials, and energy. Japan sits between
pure cyclicality and structural improvement: while its market remains tilted toward cyclicals, balance


https://www.ssga.com/us/en/institutional/insights/mind-on-the-market-26-march-2026
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sheet repair and governance reforms have reduced sensitivity to the domestic cycle alone. Emerging
markets also occupy a middle ground on duration, shorter than the US, longer than Europe, but behave
more like leveraged cyclicals, amplifying global growth, commaodity, and financial conditions cycles.

Next week’s Mind on the Market will delve deeper into regional differences relative to recent
earnings revisions.

Global performance - total return (% in USD)
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Transition, Not Resolution

In another macro-driven environment YTD, earnings have moved into focus but are being judged with
greater selectivity. With rate volatility persistent and stagflation risks unresolved, markets are rewarding
clarity, favoring resilient cash flows and strong balance sheets over fragile growth narratives vulnerable
to geopolitical shocks and elevated energy prices. This remains a period of transition rather than
resolution, where higher hurdles for conviction mean only companies offering clear visibility into
sustainable earnings are attracting consistent investor support.
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About State Street Investment Management

At State Street Investment Management, we have been helping to deliver better outcomes to 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 March 31, 2026 and includes ETF AUM of $1,940.32 billion USD of which approximately $184.18
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.

Important Risk Information

ssga.com
Marketing Communication

State Street Global Advisors (SSGA) is now State Street Investment Management. Please go to
statestreet.com/investment-management for more information.

Important Risk Information

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties
without SSGA’s express written consent.

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.

The information provided does not constitute investment advice as such term is defined under the Markets in Financial Instruments
Directive (2014/65/EU) and it should not be relied on as such. It should not be considered a solicitation to buy or an offer to sell any
investment. It does not take into account any investor's or potential investor’s particular investment objectives, strategies, tax
status, risk appetite or investment horizon. If you require investment advice you should consult your tax and financial or other
professional advisor.

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.

Past performance is not a reliable indicator of future performance.
Investing involves risk including the risk of loss of principal.

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.

Diversification does not ensure a profit or guarantee against loss. It is not possible to invest directly in an index. Index performance
does not reflect charges and expenses associated with the fund or brokerage commissions associated with buying and selling a
fund. Index performance is not meant to represent that of any particular fund.

The views expressed in this material are the views of Dane Smith and Ginger Perry the period ended May 7, 2026 and are subject
to change based on market and other conditions.
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This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical
facts, contained within this document that address activities, events or developments that SSGA expects, believes or anticipates
will or may occur in the future are forward-looking statements. These statements are based on certain assumptions and analyses
made by SSGA in light of its experience and perception of historical trends, current conditions, expected future developments and
other factors it believes are appropriate in the circumstances, many of which are detailed herein. Such statements are subject to a
number of assumptions, risks, uncertainties, many of which are beyond SSGA’s control. Please note that any such statements are
not guarantees of any future performance and that actual results or developments may differ materially from those projected in the
forward-looking statements.

All information is from SSGA 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.

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

Companies with large market capitalizations go in and out of favor based on market and economic conditions. Larger companies
tend to be less volatile than companies with smaller market capitalizations. In exchange for this potentially lower risk, the value of
the security may not rise as much as companies with smaller market capitalizations.

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

Commodities investing entail significant risk as commodity prices can be extremely volatile due to wide range of factors. A few such
factors include overall market movements, real or perceived inflationary trends, commaodity index volatility, international, economic
and political changes, change in interest and currency exchange rates.

Asset Allocation is a method of diversification which positions assets among major investment categories. Asset Allocation may be
used in an effort to manage risk and enhance returns. It does not, however, guarantee a profit or protect against loss.

Bonds generally present less short-term risk and volatility than stocks, but contain interest rate risk (as interest rates rise bond
values and yields usually fall); issuer default risk; issuer credit risk; liquidity risk; and inflation risk. These effects are usually
pronounced for longer-term securities.

Any fixed income security sold or redeemed prior to maturity may be subject to a substantial gain or loss.

Increase in real interest rates can cause the price of inflation-protected debt securities to decrease. Interest payments on inflation-
protected debt securities can be unpredictable.

There are risks associated with investing in Real Assets and the Real Assets sector, including real estate, precious metals and
natural resources. Investments can be significantly affected by events relating to these industries.

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.

Generally, among asset classes, stocks are more volatile than bonds or short-term instruments. Government bonds and corporate
bonds generally have more moderate short-term price fluctuations than stocks, but provide lower potential long-term returns. U.S.
Treasury Bills maintain a stable value if held to maturity, but returns are generally only slightly above the inflation rate.
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