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June 25, 2026 

Mind on the Market 
Chart of the Week  

 

 

Source: Fred, FactSet, Russell, S&P.  Data as of 5/29/2026 in USD.  Business Cycle measured as the Composite Leading 

Indicator: Amplitude Adjusted (Fred ID: USALOLITOAASTSAM).  Russell 2000 and S&P 500 uses a 1 year rolling return. 

 

Resilient U.S. growth is supporting recent small-cap outperformance, consistent with historical patterns of 

cyclical leadership. The chart illustrates the relationship between the business cycle and one-year rolling 

returns. The Russell 2000 returns have exhibited greater amplitude than the S&P 500, with higher highs 

during expansions and deeper drawdowns during slowdowns, reinforcing the view that small caps remain 

more sensitive to changes in economic momentum. 

 

  

 

 

Contact 

Chris Carpentier, CFA®, FRM 

Senior Investment Strategist   

  

-40.00

-20.00

0.00

20.00

40.00

60.00

80.00

100.00

120.00

88.00

90.00

92.00

94.00

96.00

98.00

100.00

102.00

0
6
/0

1
/1

1

0
1
/0

1
/1

2

0
8
/0

1
/1

2

0
3
/0

1
/1

3

1
0
/0

1
/1

3

0
5
/0

1
/1

4

1
2
/0

1
/1

4

0
7
/0

1
/1

5

0
2
/0

1
/1

6

0
9
/0

1
/1

6

0
4
/0

1
/1

7

1
1
/0

1
/1

7

0
6
/0

1
/1

8

0
1
/0

1
/1

9

0
8
/0

1
/1

9

0
3
/0

1
/2

0

1
0
/0

1
/2

0

0
5
/0

1
/2

1

1
2
/0

1
/2

1

0
7
/0

1
/2

2

0
2
/0

1
/2

3

0
9
/0

1
/2

3

0
4
/0

1
/2

4

1
1
/0

1
/2

4

0
6
/0

1
/2

5

0
1
/0

1
/2

6

%
 R

o
lli

n
g
 1

 Y
e
a
r 

T
o
ta

l 
R

e
tu

rn

B
u
s
in

e
s
s
 C

y
c
le

Small and Large Cap Returns Throughout The Business Cycle

Business Cycle Russell 2000 (1 Yr Tot Ret) S&P 500 (1 Yr Tot Ret)



 
Page 2 

 

 

 

 

 

Weekly Highlights 

IT Sector Weight in 
Russell 2000  

IT Sector Weight in 
S&P 500 # of Times US Small 

Caps have outperformed 
Large Caps in the last 10 

calendar years 

18.6% 
Source: FactSet, Russell. Data as of 

June 19, 2026.  

38.2% 
Source: FactSet, S&P. Data as of 

June 19, 2026.  

2 
Source: FactSet, Russell, S&P. Data 

as of June 19, 2026. 

 

Small-Cap Outperformance in a Resilient Growth Environment 

The recent rotation in U.S. equity markets has brought renewed attention to small-cap performance, with 

the Russell 2000 materially outperforming large-cap benchmarks year-to-date. At the time of writing, 

small caps have delivered returns of approximately 21%, compared with roughly 10% for the S&P 500, 

marking a notable shift in leadership following a prolonged period of large-cap dominance. This 

development is particularly relevant for multi-asset investors, as changes in equity leadership often 

coincide with broader shifts in macro conditions, sector dynamics, and valuation regimes.  

Historically, small caps have exhibited greater sensitivity to economic cycles with returns amplified by 

both expansions and slowdowns. In the current environment, U.S. economic growth has remained 

relatively resilient at a projected 2.2% for CY 26, while labor market unemployment resides around 4.4%, 

together providing a supportive backdrop. In this context, the stronger performance of small caps 

appears consistent with their historical tendencies. 

What stands out in the current cycle, however, is that small-cap outperformance has occurred despite 

rising interest rates. The 5-year U.S. Treasury yield has increased by approximately 50 bps year-to-date, 

rising from 3.73% on December 30, 2025, to 4.23% as of June 19, 2026, reflecting both firm economic 

activity and evolving expectations for policy and inflation. This is notable because smaller companies are 

typically more sensitive to borrowing costs, given their higher reliance on external financing and shorter-

duration liabilities. Performance has remained constructive because sector composition and investment 

dynamics have outweighed this headwind. 
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Source: Russell, S&P, FactSet.  As of 6/19/2026 in USD.  

 

Sector performance provides an important lens through which to interpret recent trends. Within the 

Russell 2000, leadership has been concentrated in investment-linked sectors, including industrials and 

information technology, with energy also contributing amid elevated oil prices related to the US/Iran 

conflict.  This pattern points to a market environment where capital expenditures and infrastructure-

related activity are playing a central role in shaping returns. 

A useful framing for this dynamic is the distinction between consumption-driven and investment-driven 

growth. While consumer-facing sectors have realized continued pressure from inflation and cost 

sensitivities, such as a larger portion of discretionary spending going to gasoline and other energy 

goods, investment-related activity, particularly tied to technology and infrastructure, has remained robust. 

The ongoing buildout of artificial intelligence infrastructure is driving a substantial increase in capital 

spending, with estimates pointing to hundreds of billions of dollars in annual investment this year and 

trillions over the coming years. The physical and industrial nature of this investment, ranging from data 

centers to electrical equipment and connectivity infrastructure, creates a transmission channel through 

which smaller companies may participate in the broader theme. Notably, several of the stronger 

performers within these groups have experienced significant share price appreciation, with rising market 

capitalizations that may, over time, lead to inclusion in larger-cap indices, reinforcing the link between 

investment-driven growth and evolving market structure. 
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Source: Russell, S&P, FactSet.  As of 6/22/2026. Price to last twelve months realized earnings per share. 

 

Valuation dynamics provide an additional layer of support. Over the past several years, small caps have 

experienced a significant de-rating relative to large caps. While current valuation levels for the Russell 

2000 have increased alongside recent performance, longer-term comparisons indicate that small caps 

still trade at the lower end relative to large caps for realized earnings. At the same time, the S&P 500 

continues to trade at elevated multiples relative to its historical average, highlighting the persistence of 

valuation dispersion across the market. In this context, the relative valuation case for small caps may 

remain constructive, even after the recent rebound. 

Looking ahead, the durability of small-cap outperformance will likely depend on the trajectory of inflation, 

interest rates, and the sustainability of the current investment cycle. Moderating inflation could allow for 

more stable or lower yields over time, which may be supportive given the higher rate sensitivity of small-

cap balance sheets. At the same time, continued strength in AI-related capital expenditures and broader 

industrial activity could reinforce current sector leadership.  

The recent outperformance of U.S. small caps reflects a combination of economic sensitivity, sector 

positioning, and evolving valuation dynamics. Entering the year, we held a constructive view on small 

caps, supported by expectations of resilient economic growth and the potential for lower rates. While rate 

declines have yet to materialize, with the Fed holding policy at 3.5-3.75%, the current environment has 

remained supportive. We continue to view small caps constructively, particularly if investment trends 

persist alongside stable economic momentum. However, this strength must be balanced against ongoing 

uncertainties related to rates, earnings durability, and the trajectory of capital expenditures. 
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Source: FactSet, MSCI, S&P, Russell. Data as of 6/19/2026 unless otherwise stated. The performance data quoted represents 

past performance. Past performance does not guarantee future results. Investing involves risk, including the risk of loss of principal. 

 

 

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. 

The performance data quoted represents past performance. Past performance does not guarantee future results. 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. 
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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 Chris Carpentier through the period ended June 25, 2026 and are subject to 
change based on market and other conditions. 

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, commodity 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.  

© 2026 State Street Corporation  
All Rights Reserved.  
AdTrax: 5064514.158.1.GBL.RTL 
Exp. Date: 6/30/2027.       
 


