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Executive Summary
•	 The equity market remains narrow and highly concentrated, but the opportunity set is widening for active 

investors as dispersion, mispricings and greater selectivity create room for alpha beyond the dominant 
mega-cap winners.

•	 AI remains the dominant growth engine, with adoption moving from infrastructure build-out toward more 
visible real-world use through agentic AI, helping sustain capital spending, while sharpening the distinction 
between durable beneficiaries and sentiment-driven names.

•	 The demand for AI is broadening into the industrial supply chain, supporting companies tied to data center 
power, electrical equipment, cooling, transmission and related infrastructure, while improving Institute for 
Supply Management (ISM) and Purchasing Managers’ Index (PMI) trends point to a potential early-cycle 
recovery in select cyclical businesses.

•	 Consumer spending remains resilient but increasingly K-shaped, with higher-income consumers 
supporting premium categories, while lower-income households face rising pressure from defaults, 
accumulated inflation and potentially higher energy costs.

•	 The healthcare sector’s recovery is slow but credible, supported by easing policy headwinds, firmer 
demand trends and continued innovation. However, opportunities remain selective as individual companies 
manage through reduced government funding and higher costs, and investors look for clearer links 
between product progress, earnings acceleration and valuation support. 

MetLife Investment Management and PineBridge Investments now have more to offer 
as a top-tier global investment platform. Together, we bring deep insights, including this 
investment commentary. Stronger together. Built for what’s next.
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Back in January, we argued that 2026 equity alpha would come from identifying the next beneficiaries of the 
AI build-out — a thesis that still holds at midyear, though against a more complex backdrop. AI remains the 
dominant growth engine, and while the market is still highly concentrated, the opportunity set has moved 
beyond the technology mega-caps as investors look to play the next phase of the AI theme — shifting the 
focus more toward growth above all and less on resilience and reliable cash flows. Yet geopolitical stress, 
higher energy prices and uncertainty around the rate path are causing many investors to become more 
discriminating in how they price risk.

One shift stands out for equity investors: AI adoption is moving from infrastructure build-out toward more 
visible real-world use, particularly through agentic AI. That matters because it helps explain why capital 
spending has stayed strong, and why earnings opportunities are broadening across parts of the technology 
and industrial supply chain. It also draws a harder line between companies with genuine exposure to durable 
AI demand and those simply riding sentiment.

For active investors, that distinction is critical. In our view, the second half of 2026 will be defined by where 
the market has mispriced the next winners, the overlooked beneficiaries and the businesses still able to 
compound earnings beyond the narrow leadership driving the indexes.

AI Begins to Evolve from the Initial Tech and Industrial Beneficiaries 
We see the most important development, since early in the year, as the acceleration of AI adoption itself. 
Earlier phases of the cycle were dominated by model training, infrastructure announcements and debate 
over whether spending would ultimately be monetized. Following the rapid adoption of agents we began to 
see toward the end of last year, with leaps in performance from Claude and ChatGPT, the conversation has 
shifted toward implementation. Agentic AI is moving from promise to practical use — a shift that does not 
eliminate questions about token efficiency or ultimate returns but does improve visibility into demand. The 
market is no longer valuing only the possibility of AI; it is increasingly reacting to evidence that spending is 
translating into usage. 

Figure 1  |  Token Usage Has Exploded in the Past Year

Source: Google and Je�eries Research as of May 2026.
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That helps explain why hyperscaler capital expenditures still dominate the corporate investment landscape. 
Aggregate CapEx looks strong, but much of that strength is still coming from the largest AI spenders. Strip 
out hyperscalers, and the picture is more subdued. That is both encouraging and cautionary: AI remains 
the strongest source of incremental growth in the economy, but the broader market is leaning heavily on a 
relatively small group of companies and themes.

Even so, the trade is broadening in important ways. The beneficiaries are no longer limited to the obvious 
large-cap platform and chip names. As AI workloads become more complex and compute-intensive, 
demand is rippling through memory, logic/foundry, storage, optics, communications equipment, analog 
semiconductors, power components, semi-cap equipment, specialty materials and so forth. In industrials, 
companies exposed to data center power generation, electrical equipment, cooling, transmission and related 
infrastructure have been re-rated higher. Asia and parts of Europe are participating through materials, 
substrates and supply-chain linkages as well. That is real broadening, but it is not the same as wide market 
breadth: The opportunity set is widening within the AI ecosystem, while the market itself remains selective.

Narrow Leadership Creates Both Risk and Alpha Potential
Indeed, one of the clearest messages we’d give investors is not to confuse broader AI beneficiaries with a 
genuinely broad market. Leadership has become more concentrated across many parts of the market. A 
small number of large-cap names still account for an outsized share of returns, while semiconductors occupy 
an increasingly large weight in the index. In small cap, leadership has also been unusually narrow, centered 
largely in technology and energy. This concentration can persist longer than many expect, especially while 
passive flows and benchmark construction continue to reinforce it. But it also creates fragility. If earnings 
momentum cools, financing costs rise or AI supply-demand imbalances normalize, multiple compression 
could become a more meaningful headwind.

That concentration risk is one reason we still see a compelling role for active management. Correlations 
among individual stocks remain quite low, which means bottom-up stock selection opportunities are still 
abundant, even if benchmark-relative performance is harder to achieve in a market dominated by a handful 
of mega-cap winners. Investors do not need the whole market to broaden at once for alpha opportunities to 
emerge. They need dispersion, mispricings and enough fundamental differentiation to reward careful security 
selection. Today’s market offers all three.

Figure 2  |  Hyperscalers Are Revising CapEx Estimates Higher 

Source: Google and Je�eries Research as of May 2026.
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We’re also seeing early signs that the economic backdrop may become more supportive outside the dominant 
AI complex. ISM and PMI trends are improving after an extended weak stretch, suggesting parts of the 
economy may be moving into an early-cycle recovery phase. If that improvement broadens, industrial activity 
could widen beyond the policy-driven and AI-driven pockets that have led so far. Near-shoring and domestic 
build-out themes remain uneven, but in selected industries, the waiting period may be ending, as companies 
can no longer defer investment simply because volatility remains high. That is not yet a broadening call, but it 
argues for watching cyclical businesses whose earnings power could improve if the recovery gains traction.

Consumer Spending Remains Resilient but Increasingly K-shaped
In the consumer segment, spending has remained surprisingly resilient, but with widening divergence. 
Higher-income consumers continue to support travel, experiences and premium categories, and even 
where investors expected a more meaningful slowdown, demand has generally held up better than feared. 
At the same time, the lower end of the consumer segment is under more visible strain. Credit card and 
auto defaults are rising, and the burden of accumulated inflation remains heavier for households with less 
flexibility. The result is an increasingly K-shaped market, with select segments still performing well, while 
weaker cohorts face mounting pressure.

The Iran conflict adds another variable through higher energy prices. Gas prices are already pressuring some 
retailers and could become a bigger drag if they stay elevated into the back half of the year. So far, stronger 
tax refunds and healthy upper-income spending have offset some of the impact. But if energy inflation 
persists, pressure could spread more broadly through transportation and consumer goods, especially for 
businesses with limited pricing power. That would raise the stakes in the second half.

Despite these headwinds, we still see attractive opportunities in the consumer sector. With AI beneficiaries 
monopolizing attention and capital, other segments have become more prone to mispricing. Some  
consumer companies are beginning to benefit from management changes, restructuring and a renewed 
focus on execution after several lackluster years. When valuations already reflect skepticism, even modest 
operational improvement can create attractive upside — exactly the kind of setup where active stock 
pickers can add value.

A Slow and Steady Recovery in Healthcare
Gradual improvement in healthcare has continued, with easing policy-driven headwinds, stabilizing 
sentiment and firmer demand trends. However, first-quarter earnings mostly showed companies meeting 
low expectations rather than decisively beating them, leaving investors waiting for cleaner evidence of 
acceleration. In our view, the recovery story remains credible, but it is not likely to arrive all at once.

Innovation remains the clearest long-term support for the sector. In pharmaceuticals, the outlook for obesity 
treatments continues to evolve, with oral formulations representing a potentially significant market to 
unlock, as coverage expands and adoption broadens. New treatments for cardiovascular disease, cancer and 
autoimmune disease are areas where we are finding investment opportunities. Medical devices and other 
innovation-driven subsectors also remain constructive. The bottom line is that healthcare innovation is still a 
powerful opportunity driver, but investors now want a more precise link between product progress, earnings 
acceleration and valuation support.

Healthcare services continue to face the biggest challenges. In the U.S., ongoing pressure from policy 
changes is reducing coverage and tightening access through Medicaid and exchange-related channels — a 
headwind likely to persist unless the political backdrop shifts. For investors, that means the sector does not 
offer a uniform recovery story. The opportunities are selective, and the pace of improvement will likely vary 
considerably across subsectors.
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Rates, Energy and Policy Could Shape Equity Investing in the Second Half
Beyond sector fundamentals, the second half of 2026 may hinge on the interaction among energy prices, 
inflation and monetary policy. If oil stays elevated, cost pressures could increasingly pass through from 
transportation into core goods and other parts of the economy. That matters for equities because many 
of the market’s strongest growth areas now depend not only on demand, but also on continued access to 
capital at tolerable financing costs. If higher inflation leads to a more restrictive Fed stance, or revives the 
possibility of rate hikes later in the year, companies relying on debt-funded capital spending could face a 
tougher backdrop.

The market is also looking ahead to potential policy implications from the election cycle, though any major 
near-term legislative shift appears unlikely if political control remains divided. For now, policy matters more 
through sector-level effects than through sweeping macro change. Healthcare, energy and regulation-
sensitive industries will continue to feel those effects most acutely. Investors should also watch for signs that 
data center approvals, power availability or supply-chain bottlenecks begin to constrain the AI build-out in 
more material ways. So far, those issues have not derailed the spending cycle, but they remain important 
variables to monitor.

Alpha Will Come from Selectivity, Not Broad Optimism 
Our outlook is constructive but selective. AI remains the defining force in equities, and we believe it is still 
the most important lens through which to assess market leadership, earnings durability and capital allocation. 
But the story has matured since January. Adoption is improving. Beneficiaries are broadening across the 
supply chain. Concentration risks are building. And outside the AI complex, opportunities are emerging where 
misplaced skepticism, successful restructuring or gradual cyclical improvements have left valuations more 
compelling than the headlines suggest.

For the rest of 2026, we believe the best alpha opportunities are likely to come from disciplined stock 
selection rather than a simple call on market direction. Investors should focus on companies with tangible 
earnings support, differentiated exposure to enduring themes and enough balance-sheet and pricing flexibility 
to navigate higher energy costs, policy noise and an uncertain rate backdrop.

In a market where the index looks narrow and the headlines are dominated by a handful of names, the case for 
active investing is not weaker. If anything, it is stronger.
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