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Despite the uncertainty of the Federal Reserve raising rates, the ongoing 
U.S.-Iran conflict, elevated inflation, and midterm elections, Sterling Capital 
believes the resilience of corporate earnings, favorable seasonality, and 
reasonable valuations may allow U.S. equities to look through these 
concerns and continue advancing into 2027.

Strong earnings growth has resulted in a price-to-earnings multiple 
compression, thus equities are appearing not only undervalued, but may 
have higher quality characteristics relative to previous equity market peaks, 
similar to the “Tech Bubble” of 1999.  

We believe earnings strength, favorable seasonality trends, moderate 
valuations, and higher quality characteristics may combine for an attractive 
set up for equities, possibly through the rest of 2026 and beyond. 



Given the potential macro risks of the Federal Reserve (Fed) raising rates in September, 
the continuing U.S.-Iran conflict, elevated inflation, and midterm elections, how should 
investors position portfolio equity allocations? 

We believe the strength of earnings growth (chart 1) and attractive seasonality trends (chart 2) may 
power U.S. equities higher in the fourth quarter of 2026 and during 2027. We favor an overweight 
to equities, both in large and small caps, as earnings growth from 2026-2028 for the S&P 500 Index 
(large-caps) and S&P 600 (small-caps) could potentially be 21% and 19% per year, respectively (chart 
4). The artificial intelligence (AI) capital expenditure (capex) spending cycle is expected to potentially 
drive strong earnings growth for equities from 2026 through 2028. Strong earnings growth appears to 
have resulted in price-to-earnings (P/E) (measure of valuation) compression (chart 5), having us believe 
that equities may actually be undervalued relative to earnings growth and high-quality characteristics. 
Compared to 1999, the S&P 500 and Nasdaq 100 Indexes are trading at lower P/E ratios, but appear to 
have higher free cash flow/share (FCF/Share) and return on equity (ROE) in 2026 (Chart 6 & 7). 

Chart 1: Equities Have Historically Been Driven by Earnings Growth 

S&P 500 Index total Return and S&P 500 EPS 1-Year Forward 
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S&P 500 Index EPS 1yr Forward 

Year 
Large Caps Y/Y 
EPS Growth (%) 

Small Caps Y/Y 
EPS Growth (%) 

2023 0% -7% 

2024 10% -9% 

2025 13% 14% 

2026* 31% 25% 

2027* 16% 16% 

2028* 17% 15% 

EPS: Earnings per share. Y/Y: Year-over-year. Large Caps = State Street SPDR S&P 500 ETF Trust. Small Caps = Vanguard S&P  
Small-Cap 600 ETF. *2026, 2027, 2028 EPS and EPS growth is based on consensus estimates from FactSet. Data is as of 09.18.2026.  

Sources: FactSet; S&P Global; Sterling Capital. 
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Despite concerns around the upcoming midterm election, history suggests October may be the best 
performing month of a midterm year with the S&P 500 Index historically averaging a 3% positive 
return.1 Additionally, the fourth quarter of a midterm year has also shown to be the best performing 
quarter, historically. Calendar year 2027 may benefit from this previous tendency of the third year of a 
presidential cycle to potentially experience an average return of 14.5% for the S&P 500 Index.2  

We believe the strength U.S. stocks have historically shown in Q4 of midterm years, and in the third 
year of a presidential cycle, is that midterms have typically driven a shift in power in Congress to 
a gridlock in Washington (futures markets are potentially expecting gridlock in 2026). Gridlock is 
considered a “Goldilocks” scenario for equity markets, as in the past it has often appeared to reduce 
policy risk and uncertainty. 

Chart 2: Q4 of Year 2 & Full Year 3 of Presidential Cycle Have Attractive Equity Returns 

DJIA Presidential Election Cycle Composite – Average of 12 Cycles (1973-2024) 

DJIA: Dow Jones Industrial Average. Each cycle rebased to prior year-end close. Trading days resampled to 252/yr. Arithmetic mean path.  
Data is as of 10.02.2026. Sources: Aazan Habib; Paradigm Capital; The Daily Shot. 

The hyperscalers of Amazon, Microsoft, Alphabet, Meta Platforms, and Oracle are planning to invest 
heavily in AI infrastructure with possibly $805B in 2026 and $1.1T in 2027 (chart 3), as hyperscalers 
are appearing to experience an acceleration of growth in their datacenter revenue growth due to 
rapid adoption of AI services. As more AI use cases like AI software coding tools and AI agents gain 
adoption, we believe the hyperscalers may continue to invest in infrastructure to meet the potentially 
rising demand of AI solutions. A recent example is Meta’s launch of its AI agent/personal assistant 
called “Muse,” which is the fastest iPhone app to reach 5M downloads in less than 2 weeks, however, 
there are more than approximately 7B smartphones on the planet, thus AI agents/assistants have only 
penetrated less than 1% of the total addressable market of all of these smartphones.  

1Source: UBS; Bloomberg. 2Source: Haver Analytics; Bloomberg; Fidelity. 
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Chart 3: Hyperscaler AI Capex is Expected to Rise Through CY 2028 
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Capex: Capital expenditures. B: Billions. *(Asterisk) =  estimate. Data is as of 10.08.2026. Sources: Company Reports; FactSet; Sterling 
Capital. 

We believe the hyperscaler AI infrastructure spending is potentially the key driver of the strength of 
earnings growth for large caps (S&P 500 Index), which is expected to average 21% per year from 
2026-2028 (chart 4). However, small caps may also benefit from the AI capex boom, with earnings 
growth expectations of 19% per year over the same time period (chart 4). Two sub-industries of 
semiconductors and power suppliers appear well positioned to supply solutions to the hyperscalers’s 
shortages, which is supported by the strength of the expected earnings growth for semiconductors and 
power suppliers from 2026-2028 (chart 4).  
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Chart 4: Estimated 2026-2028 Earnings Per Share Growth (%) is Expected to be Strong 

Estimated 2026-2028 EPS Growth (%) 
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Est. 2026-2028 EPS Growth (%) as of 09.18.2026 

Estimated EPS Growth 2026-2028 is Average of FactSet Estimates. Semiconductors = VanEck Semiconductor ETF. Power = iShares 
U.S. Power Infrastructure ETF. Hyperscalers = Average of Amazon, Microsoft, Alphabet, Meta Platforms, & Oracle. Software = iShares 

Expanded Tech-Software Sector ETF. Large Caps = State Street SPDR S&P 500 ETF Trust. Small Caps = Vanguard S&P Small-Cap 600 
ETF. An S&P 500 Dividend Aristocrat is a public company in the S&P 500 index that has increased its annual dividend payouts for at least 
25 consecutive years. The views expressed represent the opinions of Sterling Capital Management. Any type of investing involves risk and 

there are no guarantees that these methods will be successful. Sources: FactSet; Sterling Capital. 

Thus far in 2026, the S&P 500 Index has generated a positive return (black line in chart 5), appearing 
to be driven by the strength of earnings (blue line in chart 5), while the forward P/E ratio (yellow line in 
chart 5) has actually contracted, making the Index less expensive than at the start of 2026. 

We believe the P/E multiple compression in 2026 has occurred for several reasons: 1. Earnings appear 
to have grown faster than prices, 2. Rising bond yields and interest rates appear to raise the discount 
rate applied to future cash flows, and investors are less willing to pay a higher multiple for future 
earnings, 3. Some investors may believe stocks are over-earning in the short-term, and that elevated 
earnings won’t continue for the long-term. 

We believe the equity earnings strength may continue through 2028 (chart 4), and that equities may 
actually be undervalued relative to their strong earnings growth. 
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Chart 5: U.S. Equity Earnings Growth Outpaced Price, thus P/E Multiple Compressed 

U.S. Equity Price Attribution 

US Equity = S&P 500 Index. Data as of 09.30.2026. Sources: Bloomberg L.P.; The Daily Shot 
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Compared to 1999, the S&P 500 and Nasdaq 100 Indexes appear to be trading at substantial discounts 
in 2026 relative to the peak P/E multiples in the tech bubble of 1999. In our view, this discount to 
previous peak P/E valuations may provide investors with a potential margin of cushion for equity 
investors. Not only are the P/E multiples in today’s market appearing significantly lower than the peak 
of 1999, but the FCF/share and the ROE is higher, which may imply today’s equities could be of higher 
quality and possibly generating more cash flow relative to 1999. 

Bottom-line, we believe the earnings strength, favorable seasonality trends, moderate valuations, and 
higher quality characteristics of today’s equities could combine for an attractive set-up for equities 
through the rest of 2026 and beyond. 

Charts 6 & 7: S&P 500 & NASDAQ 100 Lower P/Es, Higher FCF/Share & ROE in 2026 vs. 1999 
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 Whitney Stewart, CFA®, Executive Director, joined Sterling Capital Management in 2018 and has 
industry experience since 2005. Whitney is a client Portfolio Manager, focusing on SCM’s Equity 
franchise. Prior to joining SCM, he was a portfolio specialist supporting the sales effort with the various 
affiliates within AMG Funds. Before his time at AMG, he was a research analyst and investment coun-
selor with Fisher Investments. Whitney received his B.A. in Economics from the University of North 
Carolina at Chapel Hill. He holds the Chartered Financial Analyst designation. 

Important Information & Disclosures 
Past performance is not indicative of future results. Any type of investing involves risk and there are no guarantees that these methods will be 
successful. Economic charts are provided for illustrative purposes only. The information provided herein is subject to market conditions and is 
therefore expected to fluctuate. 
The opinions contained in this presentation reflect those of Sterling Capital Management LLC (SCM), are for general information only, and are 
educational in nature. The opinions expressed are as of the date of publication and are subject to change without notice. These opinions are not 
meant to be predictions and do not constitute an offer of individual or personalized investment advice. They are not intended as an offer or solicitation 
with respect to the purchase or sale of any security. This information and these opinions are subject to change without notice. All opinions and 
information herein have been obtained or derived from sources believed to be reliable. SCM does not assume liability for any loss which may result 
from the reliance by any person upon such information or opinions. 
Investment advisory services are available through SCM (CRD# 135405), an investment adviser registered with the U.S. Securities & Exchange 
Commission (SEC) and an indirect, wholly-owned subsidiary of Desjardins Global Asset Management Inc., which is part of the Desjardins Group. 
SEC registration does not imply a certain level of skill or training, nor an endorsement by the SEC. SCM manages customized investment portfolios, 
provides asset allocation analysis, and offers other investment-related services to affluent individuals and businesses. 
Sterling Capital does not provide tax or legal advice. You should consult with your individual tax or legal professional before taking any action that 
may have tax or legal implications. 
The securities described are neither a recommendation nor a solicitation. Security information is being obtained from resources the firm believes to 
be accurate, but no warrant is made as to the accuracy or completeness of the information. 
Index Definitions: 
Performance is compared to an index, however, the volatility of an index varies greatly. Indices are unmanaged and investments cannot be made 
directly in an index. 
The S&P 500® Index is a readily available, carefully constructed, market-value-weighted benchmark of common stock performance. Currently, 
the S&P 500 Composite includes 500 of the largest stocks (in terms of stock market value) in the United States and covers approximately 80% of 
available market capitalization. 
The S&P 600® Index is an index of small-cap stocks managed by Standard & Poor’s. It tracks a broad range of small-sized companies that meet 
specific liquidity and stability requirements. This is determined by specific metrics such as public float, market capitalization, and financial viability, 
among other factors. 
The Dow Jones Industrial Average (DJIA) is an index that tracks 30 large, publicly-owned blue chip companies trading on the New York Stock 
Exchange (NYSE) and the NASDAQ. 
The Nasdaq 100 Index is a major stock market index tracking 100 of the largest non-financial companies, including Microsoft, Apple, and Nvidia. 
Technical Terms: 
The price-to-earnings (P/E) ratio compares a company’s share price with its earnings per share (EPS). Analysts and investors use this to determine 
the relative value of a company’s shares in side-by-side comparisons. Earnings per share (EPS) measures a company’s profitability by dividing its 
net income (minus preferred dividends) by its weighted-average number of common shares outstanding. The Forward price-to-earnings (P/E) ratio 
is a stock valuation metric that divides a company’s current share price by its estimated future earnings per share over the next 12 months. Forward 
EPS (Earnings Per Share) is a prediction of a company’s future net profit divided by its number of shares outstanding Return on investment (ROI) 
is a simple metric that measures the profit or loss of an investment compared to its cost, expressed as a percentage. Capital expenditures (capex) 
are funds companies use to acquire, upgrade, or maintain physical assets like buildings, technology, or equipment, with the goal of increasing 
operational scope or future economic benefits. Free cash flow (FCF) is the cash a company generates from its regular operations after paying for 
its day-to-day expenses and long-term investments, such as property and equipment. Return on equity (ROE) is a financial metric that measures 
how effectively a company uses shareholders’ equity to generate net income and profit. It shows how much profit a business makes for every dollar of 
equity invested by its owners. Hyperscalers are large companies that provide massive cloud computing, data storage, and networking infrastructure. 
They operate globally distributed fleets of data centers containing millions of servers, using software automation to scale resources dynamically up 
or down based on demand. Major hyperscaler companies include Amazon, Microsoft, Google and others. (Technical definitions are sourced from 
Investopedia and Corporate Finance Institute.) 
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