
Equity Market 
Review
While investors will evaluate many risks, including potential 
geopolitical tensions, we didn’t believe a full-scaled armed 
conflict involving the U.S., Israel and Iran was a high probability, 
but here we are. The Iran conflict has magnified fissures in the 
post-WWII global alignment that will surely have some long-run 
implications. More practically, however, the intermediate-term 
ramifications for the global economy and equity market will need 
to be sorted as the partial closure of the Strait of Hormuz impacts 
20% of global oil along with other essential resources.1

As the quarter commenced, equity markets resumed the rally 
that began in mid-April of last year post the deescalation of 
tariff policy implementation. Market sentiment was favorable, 
as investors anticipated an increase in economic activity driven 
by fiscal initiatives passed last year, including higher tax refunds 
for consumers and the potential pull-forward of capital and R&D 
spending, which also received favorable tax considerations. 
Early economic acceleration was initially confirmed by survey 
data, as the Institute for Supply Management (ISM) Purchasing 
Managers’ Index (PMI) had a meaningful bounce driven by a 
surge in new orders. As a result, equity markets responded 
positively with the Russell 2000® Index rising ~10% over the first 
three weeks of the year.
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However, rising geopolitical tensions from the U.S./Israeli strike on Iran added a high degree of uncertainty to 
the overall market. This new development caused equity markets to retreat, as lower oil supply and higher oil 
prices threatened to slow perceived economic acceleration. As a result, equity markets were positive for the 
quarter but well off the more robust levels from earlier in the period.

Market leadership was more cyclical during the quarter, driven by the outsized impact of the Energy 
sector, which produced returns of ~40% during the period related mostly to higher crude prices. Individual 
industries and end markets helped drive outperformance for Materials and Industrials as well. Additionally, 
we witnessed modest outperformance from traditionally defensive sectors (Utilities and Consumer Staples) 
as investors sought more safety in the latter part of the quarter. The Technology, Consumer Discretionary and 
Healthcare sectors struggled to perform during the period and lagged the overall market. However, there 
were notable differences in sector leadership within the Russell 2000 Value® Index relative to the Russell 
2000® Index, particularly from the Technology sector, which was a leader in the value index due to lower 
software exposure, which was hurt by fears of AI disruption (Figure 1).  

There were some interesting observations related to small-cap performance during the quarter. First, 
contributions to performance from the Top 5 and Top 10 contributors were much higher than historical 
expectations for this type of market environment and was an indication of narrow market leadership (Figure 
2). Part of the narrow leadership was related to the Energy sector, which produced the fourth largest relative 
sector outperformance measured over the last 30 years (Figure 3). 

Figure 1  |  Market Leadership was Mostly Cyclical 

Source: MIM using data from Bloomberg, L.P. Past performance is not indicative of future results. Please see the disclosures at the end of 
this presentation for additional, important information and for benchmark/index de�nitions. As of March 31, 2026.
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Equity markets marched higher, despite weaker and inconsistent employment data, as consumer spending, 
retail sales and income growth remained solid. In addition, inflation expectations continued to trend lower, 
which helped to support the early bounce in equity prices, as the potential for rate cuts from the Fed would 
help sustain economic activity. Small-cap equities have outperformed over the last quarter and year. We 
believe part of the outperformance is related to improving earnings trends for small-cap equities over the 
year (Figure 4). While employment data have been inconsistent, the early surge in ISM data may be evidence 
of broadening economic activity, which has benefited relative small-cap returns historically (Figure 5). In 
addition, forecasted earnings growth still favors small-cap equities over the next year (Figure 6). 

Figure 2  |  Signi�cant Concentration Among Top Contributors to Returns

Source: Furey Research, MIM using data from Bloomberg, L.P. Past performance is not indicative of future results. Please see the 
disclosures at the end of this presentation for additional, important information and for benchmark/index de�nitions. As of March 31, 2026.
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Figure 3  |  Energy had 4th Largest Relative Sector Performance Since 1996

Source: MIM using data from Bloomberg, L.P. Past performance is not indicative of future results. Please see the disclosures at the end of 
this presentation for additional, important information and for benchmark/index de�nitions. As of March 31, 2026.
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Figure 4  | Small-Cap Earnings Trends Keeping Pace with Large-Cap

Source: MIM using data from Bloomberg, L.P. Past performance is not indicative of future results. Please see the disclosures at the end of 
this presentation for additional, important information and for benchmark/index de�nitions. As of March 31, 2026.
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Figure 5  | Recent Small-Cap Performance Re�ects Positive Change in ISM

Source: MIM using data from Bloomberg, L.P. Past performance is not indicative of future results. Please see the disclosures at the end of 
this presentation for additional, important information and for benchmark/index de�nitions. As of March 31, 2026.
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Figure 6  | Small-Cap Earnings Growth to Outpace Large-Cap 

Source: MIM using data from Furey Research Partners, Bloomberg LLC, JPM Asset Management, Je�eries Research. Past performance is 
not indicative of future results. The “Mag 7” are Nvidia, Apple, Amazon, Microsoft, Tesla, Meta, and Google. Please see the disclosures at 
the end of this presentation for additional, important information and for benchmark/index de�nitions. As of March 31, 2026.
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The Iran conflict will potentially disrupt some of the broader pricing trends as headline inflation will spike, 
while trends in core inflation could be at risk if energy prices are passed through to other goods and services. 
Treasury yields rose immediately after the initial strike on Iran, reflecting higher inflationary fears as opposed 
to the typical flight to safety observed during most conflicts. Though risk factors in the market have moved 
higher, they are still well below stress levels if we use high-yield spreads as an example of risk (Figure 7). 
Expectations for the fed funds rate have moved from two cuts to the possibility of a rate increase, given 
higher inflation expectations. Additionally, higher energy prices, interest rates and potential inflation have 
negatively impacted housing-related and transportation industries.

Figure 7  | High-Yield Spreads Up Slightly but Still Below Average

Source: Furey Research Partners, Ibbotson, MIM using data from Bloomberg LLC and FactSet. Small cap returns use Ibbotson monthly 
returns up until Dec 1978; Large cap returns based upon the S&P 500. S&P 500®: The S&P500® is widely regarded as the best single gauge
of large cap US equities. The index includes 500 leading companies and cover approximately 80% of available market capitalization.
Past performance is not indicative of future results. Please see the disclosures at the end of this presentation for additional, important 
information and for benchmark/index de�nitions.
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We continue to believe the economy will avoid recession though the probability increases proportionally 
with the length of the conflict with Iran and whether a solution involves reopening the Strait of Hormuz. We 
expect the Fed will respond to potentially weaker data, but its efforts may be impeded if any inflationary 
impacts are viewed as more than transitory. Nevertheless, growth offsets from accelerated CapEx, higher 
fiscal spending and tax refunds, along with a more self-sufficient energy infrastructure in the U.S., will act as 
a relative buffer to energy supply shocks. In addition, small-cap valuations, despite recent outperformance, 
remain extremely discounted to large-cap equities (Figure 8), which will hopefully continue to provide some 
margin of safety if equity markets remain turbulent.

In the meantime, we continue to monitor several factors that may influence our tactical portfolio positioning:

•	 Changes in high-frequency economic data surveys to gauge the impact of the Iran conflict.

•	 Confirmation of a continued recovery displayed by early-quarter economic trends.

•	 AI disruptions and potential winners/losers.

•	 Potential negative impacts from changes in private debt credit quality.

•	 The fiscal budget’s impact on income and healthcare support programs to lower-income consumers.

•	 The prospect of a muted Fed easing cycle driven by higher debt, deficits and inflation.

•	 A change in the Fed’s policy approach driven by pressure from the administration.

•	 An expansion of current debt and deficits due to budget policy and its impact on long-term interest rates.

•	 Earnings revisions and changes in the cadence of growth for 2026-27.

•	 Changes in market-embedded risk and sentiment through bond spreads and volatility.

While markets have continued to move higher, there appears to be a higher level of event risks to monitor 
and navigate. Considering the recent rally and potential pressure on market multiples from higher inflation, 
interest rates and volatility, contributions from underlying economic growth and earnings must continue to 
expand to support equity market prices. We will continue to examine both risks and opportunities associated 
with future growth prospects and endeavor to position accordingly.

Figure 8  |  Small-Cap Equities are Historically Attractive Relative to Large-Cap

Source: MIM using data from JPMorgan Asset Management. As of March 31, 2026.
* Source: MIM using data from FTSE Russell, Bloomberg and CSFB. The S&P 500 is a stock market index that tracks the stocks of 500 
 large cap US companies. Past performance is not indicative of future results. Please see the disclosures at the end of this presentation for 
 additional, important information. As of March 31, 2026.
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Endote:
1	 International Energy Agency, U.S. Energy Information Administration, Bloomberg. Data as of December 31, 2025.

Benchmark definitions: 

The Russell 2000 Index offers investors access to the small-cap segment of the US equity universe. The Russell 2000 is constructed to 
provide a comprehensive and unbiased small-cap barometer and is completely reconstituted annually to ensure larger stocks do not distort 
the performance and characteristics of the true small-cap opportunity set. The Russell 2000 includes the smallest 2000 securities in the 
Russell 3000. 

The Russell 2000 Value Index offers investors access to the small-cap value segment of the US equity universe. The Russell 2000 Value is 
constructed to provide a comprehensive and unbiased barometer of the small-cap value market. Based on ongoing empirical research of 
investment manager behavior, the methodology used to determine value probability approximates the aggregate small-cap value manager’s 
opportunity set. 

The Russell 2500 Index measures the performance of the small to mid-cap segment of the US equity universe, commonly referred to as 
“smid” cap. The Russell 2500 Index is a subset of the Russell 3000® Index. It includes approximately 2500 of the smallest securities based 
on a combination of their market cap and current index membership. 

The Russell 2500 Value Index measures the performance of the small to mid-cap value segment of the US equity universe. It includes those 
Russell 2500 companies with lower price-to-book ratios and lower forecasted growth values. The Russell 2500 Index is constructed to 
provide a comprehensive and unbiased barometer for the small to mid-cap segment. Both indices are completely reconstituted annually to 
ensure large stocks do not distort the performance and characteristics of the true small to mid-cap opportunity set and that the represented 
companies continue to reflect value characteristics. (Source: Russell). 

The S&P 500 is widely regarded as the best single gauge of large-cap US equities. There is over USD 9.9 trillion indexed or benchmarked to 
the index, with indexed assets comprising approximately USD 3.4 trillion of this total. The index includes 500 leading companies and covers 
approximately 80% of available market.

Disclaimer

This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not intended for 
distribution with Retail Investors. 

MetLife Investment Management (MIM), which includes PineBridge Investments, is MetLife Inc.’s institutional investment management 
business. MIM is a group of international companies that provides investment advice and markets asset management products and services 
to clients around the world. 

This document is solely for informational purposes and does not constitute a recommendation regarding any investments or the provision 
of any investment advice, or constitute or form part of any advertisement of, offer for sale or subscription of, solicitation or invitation of 
any offer or recommendation to purchase or subscribe for any securities or investment advisory services. The views expressed herein 
are solely those of MIM and do not necessarily reflect, nor are they necessarily consistent with, the views held by, or the forecasts 
utilized by, the entities within the MetLife enterprise that provide insurance products, annuities and employee benefit programs. The 
information and opinions presented or contained in this document are provided as of the date it was written. It should be understood that 
subsequent developments may materially affect the information contained in this document, which none of MIM, its affiliates, advisors 
or representatives are under an obligation to update, revise or affirm. It is not MIM’s intention to provide, and you may not rely on this 
document as providing, a recommendation with respect to any particular investment strategy or investment. Affiliates of MIM may perform 
services for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including derivatives) of any 
company mentioned herein. This document may contain forward-looking statements, as well as predictions, projections and forecasts of 
the economy or economic trends of the markets, which are not necessarily indicative of the future. Any or all forward-looking statements, as 
well as those included in any other material discussed at the presentation, may turn out to be wrong. 

The various global teams referenced in this document, including portfolio managers, research analysts and traders are employed by the 
various legal entities that comprise MIM. 

All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results. 

For investors in the U.S.: This document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities and 
Exchange Commission (SEC) registered investment adviser.  Registration with the SEC does not imply a certain level of skill or that the SEC 
has endorsed the investment adviser. 

For investors in the UK: This document is being distributed by MetLife Investment Management Limited (“MIML”), authorised and 
regulated by the UK Financial Conduct Authority (FCA reference number 623761), registered address One Angel Lane 8th Floor London 
EC4R 3AB United Kingdom. This document is approved by MIML as a financial promotion for distribution in the UK. This document is only 
intended for, and may only be distributed to, investors in the UK who qualify as a “professional client” as defined under the Markets in 
Financial Instruments Directive (2014/65/EU), as per the retained EU law version of the same in the UK.
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For investors in the Middle East: This document is directed at and intended for institutional investors (as such term is defined in the various 
jurisdictions) only. The recipient of this document acknowledges that (1) no regulator or governmental authority in the Gulf Cooperation 
Council (“GCC”) or the Middle East has reviewed or approved this document or the substance contained within it, (2) this document is not 
for general circulation in the GCC or the Middle East and is provided on a confidential basis to the addressee only, (3) MetLife Investment 
Management is not licensed or regulated by any regulatory or governmental authority in the Middle East or the GCC, and (4) this document 
does not constitute or form part of any investment advice or solicitation of investment products in the GCC or Middle East or in any 
jurisdiction in which the provision of investment advice or any solicitation would be unlawful under the securities laws of such jurisdiction 
(and this document is therefore not construed as such).

For investors in Japan: This document is being distributed by MetLife Investment Management Japan, Ltd. (“MIM JAPAN”), a registered 
Financial Instruments Business Operator (“FIBO”) conducting Investment Advisory Business, Investment Management Business and Type 
II Financial Instruments Business under the registration entry “Director General of the Kanto Local Finance Bureau (Financial Instruments 
Business Operator) No. 2414” pursuant to the Financial Instruments and Exchange Act of Japan (“FIEA”), and a regular member of the 
Japan Investment Advisers Association and the Type II Financial Instruments Firms Association of Japan. In its capacity as a discretionary 
investment manager registered under the FIEA, MIM JAPAN provides investment management services and also sub-delegates a part 
of its investment management authority to other foreign investment management entities within MIM in accordance with the FIEA. This 
document is only being provided to investors who are general employees’ pension fund based in Japan, business owners who implement 
defined benefit corporate pension, etc. and Qualified Institutional Investors domiciled in Japan. It is the responsibility of each prospective 
investor to satisfy themselves as to full compliance with the applicable laws and regulations of any relevant territory, including obtaining any 
requisite governmental or other consent and observing any other formality presented in such territory.  As fees to be borne by investors vary 
depending upon circumstances such as products, services, investment period and market conditions, the total amount nor the calculation 
methods cannot be disclosed in advance. All investments involve risks including the potential for loss of principle and past performance 
does not guarantee similar future results. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of 
Financial Instruments and Exchange Act carefully before making the investments.

For Investors in Hong Kong S.A.R.: This document is being distributed by MetLife Investments Asia Limited (“MIAL”), licensed by the 
Securities and Futures Commission (“SFC”) for Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) 
regulated activities in Hong Kong S.A.R. This document is intended for professional investors as defined in the Schedule 1 to the SFO and 
the Securities and Futures (Professional Investor) Rules only. Unless otherwise stated, none of the authors of this article, interviewees 
or referenced individuals are licensed by the SFC to carry on regulated activities in Hong Kong S.A.R. The information contained in this 
document is for information purposes only and it has not been reviewed by the Securities and Futures Commission. 

For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of 
the Corporations Act 2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the 
Act in respect of the financial services it provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different 
from Australian law.

For investors in the EEA: This document is being distributed by MetLife Investment Management Europe Limited (“MIMEL”), authorised 
and regulated by the Central Bank of Ireland (registered number: C451684), registered address 20 on Hatch, Lower Hatch Street, Dublin 2, 
Ireland. This document is approved by MIMEL as marketing communications for the purposes of the EU Directive 2014/65/EU on markets in 
financial instruments (“MiFID II”). Where MIMEL does not have an applicable cross-border licence, this document is only intended for, and 
may only be distributed on request to, investors in the EEA who qualify as a “professional client” as defined under MiFID II, as implemented 
in the relevant EEA jurisdiction. The investment strategies described herein are directly managed by delegate investment manager affiliates 
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