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Key Takeaways

• Year-to-date index stability masks significant dispersion beneath the surface as leadership rotates 

away from concentrated mega-cap growth.

• Value and cyclical sectors including Energy, Materials and Industrials are outperforming traditional 

growth and long-duration themes.

• AI is reshaping sector dynamics. Capital-intensive infrastructure is benefiting, while parts of software 

face pricing pressure in what some have labeled a “SaaSpocalypse”.

• Companies with strong balance sheets, durable cash flows and valuation discipline appear better 

positioned if the rotation persists.

• Related Products WisdomTree Emerging Markets Equity Income UCITS ETF, WisdomTree Europe 

Equity Income UCITS ETF, WisdomTree US Equity Income UCITS ETF, WisdomTree Japan Equity 

UCITS ETF - USD Hedged Find out more

The fact that the S&P500, America’s most representative equity index, remains close to its historical highs 

conceals a very different reality beneath the surface.

Since November 2025, the market has not experienced a linear correction. Instead, it has undergone a 

sharp and selective rotation across investment themes, dramatically reshaping sector leadership.

The segments that have suffered the most are those traditionally classified as “growth”: high-growth 

technology, software, richly valued semiconductors, premium consumer discretionary and luxury names, 

and the more speculative and volatile AI-linked stocks. Many of these have experienced significant 

drawdowns, frequently recording single-day losses exceeding 5–7%.

This dynamic has been driven by two main factors. First, multiple compression in an environment where 

interest rates remain elevated and monetary policy expectations are less accommodative. Second, the 

unwinding of ultra-crowded trades, as investors took profits on names that had delivered extraordinary 
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returns over the past 12–18 months. Stocks with the highest valuations and strongest operating leverage 

have shown amplified volatility.

At the same time, previously overlooked areas of the market, generally categorized as value and 

traditional cyclicals, have staged a meaningful recovery. Energy, Industrials, Materials, Staples as well 

as U.S. small and mid-cap stocks, have benefited from expectations of macro stabilization and potential 

improvement in the domestic economic cycle.

More broadly, the market is rewarding companies with more reasonable valuations and sustainable 

dividend profiles.

In an environment of heightened uncertainty, investors are favoring stable cash flows and stronger bal-

ance sheets over aggressive growth assumptions. What is unfolding is a transition from concentration 

to dispersion. In recent years, leadership within the S&P500 was heavily concentrated in a small number 

of mega-cap growth stocks.

Today, a broader and more diversified leadership structure is emerging. The index remains resilient near 

its highs not because of uniform strength, but thanks to the resilience of new leaders, often outside the 

well-known “Magnificent 7.”

Investors are migrating toward less expensive and more economically sensitive sectors. So far, this is not 

a systemic sell-off, but rather a reallocation of risk.

From Growth to Value: Tactical Rotation or Structural Shift?

The key question is whether this represents a short-term tactical rotation, following growth’s extended 

outperformance, or the beginning of a more structural transition toward a market less dependent on 

mega-cap technology and long-duration growth narratives.

The current phase reflects a recomposition of investor preferences. Exposure to crowded growth 

themes is being reduced, while cyclical and lower-valuation segments are being rediscovered.

Sector trends clearly illustrate the intensity of the rotation, with concerns surrounding the rapid diffusion 

of Artificial Intelligence (AI) playing a central role in reshaping the map of winners and losers.

Recent winners include Energy, Materials, Consumer Staples, and Industrials. Meanwhile, Information 

Technology, Communication Services, and certain areas of Financials have underperformed alongside 

the Magnificent 7.

Figure 1: Year to Date S&P500 Sector Dispersion
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Source: Bloomberg as of 20 February 2026. Sector performance represented by respective S&P Select 

Sector Total Return Indexes. You cannot invest directly in an index. Historical performance is not an 

indication of future performance and any investments may go down in value.

The key message is straightforward: the market is not declining; it is changing leadership. The shift is 

moving from growth and long-duration themes (particularly software-as-a-service and high-performance 

chips) toward value-oriented cyclicals, defensive cash-flow sectors such as staples, and other parts of the 

real economy.

A broader re-rating process is underway. Growth and duration-sensitive stocks remain highly sensitive 

to real yields and interest-rate expectations. As rates stay elevated, multiples contract and profit-taking 

intensifies.

What is new in this cycle is that AI is no longer perceived solely as a growth story; it has increasingly 

become a story about capital intensity and potential disruption.

Major technology companies are planning data center investments approaching $650 billion in 2026, rais-

ing questions about near-term profitability and capital discipline. Concerns that part of this spending may 

be less accretive than anticipated have supported rotation toward sectors such as Energy and Materials, 

which benefit more directly from infrastructure expansion. More broadly, AI is structurally supportive for 

physical and digital infrastructure — including power generation, grids, data centers, industrial automation, 

and selected semiconductor niches. Morgan Stanley has described this dynamic as the “HALO trade” 
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(Hard Assets, Low Obsolescence), highlighting assets perceived as less vulnerable to rapid technological 

displacement.

On the other hand, AI introduces the risk of disruption and commoditization. Rather than serving purely 

as a productivity tool, AI may compress pricing power in areas such as enterprise software, repetitive IT 

services, data providers, and digital advertising. The reassessment of business models built on recurring 

revenue and high margins has contributed to sharp year-to-date declines in several large-cap software 

names — in what some have labeled a “SaaSpocalypse.”

Figure 2: "SaaSpocalypse"

Source: Bloomberg as of 20 February 2026. Software performance represented by the S&P North 

American Expanded Technology Software Total Return Index. You cannot invest directly in an index. 

Historical performance is not an indication of future performance and any investments may go down in 

value.

An additional catalyst has emerged through the Supreme Court ruling invalidating certain IEEPA-related 

tariffs. If sustained, the decision could reduce previously quantified earnings headwinds for U.S. industrial 

and consumer-facing companies. The potential recovery of previously paid tariffs may represent a one-off 

margin benefit for firms with material exposure, including select exporters in Japan and Europe. This 

development reinforces the relative strength in cyclical and export-oriented segments.

Conclusion: Dispersion, Not Decline
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The S&P500’s proximity to its all-time high masks exceptionally high dispersion beneath the surface. 

Leadership is in transition, not collapse. AI continues to act as an accelerator of this rotation, driving 

infrastructure investment while increasing disruption risk across parts of software and digital services.

In this environment, cash-flow durability and valuation discipline are increasingly important. Compa-

nies with strong balance sheets and measured AI exposure appear better positioned as dispersion persists. 

Income-oriented equities, cyclicals, and exporters benefiting from tariff relief continue to reflect the 

market’s evolving leadership in early 2026.

Several targeted fund categories align with the ongoing rotation toward cyclicals, exporters, valuation 

discipline, and income durability. The WisdomTree Japan Equity UCITS Fund (+15.6% YTD) provides 

exposure to Japanese exporters benefiting from tariff relief and improving global trade dynamics, while 

mitigating yen volatility.

The WisdomTree Emerging Markets Equity Income UCITS Fund (+9.2% YTD) and WisdomTree Europe 

Equity Income UCITS Fund (+9.4% YTD) offer diversified exposure to dividend-paying companies with 

cyclical and export-oriented characteristics in regions demonstrating relative strength.

Complementing these, WisdomTree US Equity Income UCITS strategies (+9.8% YTD) emphasize durable 

cash flows, reasonable valuations, and strong balance sheets — characteristics that align with the current 

shift away from speculative growth toward income stability and valuation discipline.

As dispersion persists and leadership continues to broaden into early 2026, income-oriented and interna-

tionally diversified exposures may offer a structured way to participate in the reallocation while reducing 

concentration risk tied to mega-cap growth.

Figure 3: WisdomTree Funds Benefiting from the Rotation
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Source: Bloomberg as of 20 February 2026. Software performance represented by the S&P North 

American Expanded Technology Software Total Return Index. You cannot invest directly in an index. 

Historical performance is not an indication of future performance and any investments may go down in 

value.
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Important Risks Related to this Article

IMPORTANT INFORMATION
Marketing communications issued in the European Economic Area (“EEA”): This document has 

been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the 

Central Bank of Ireland. Marketing communications issued in jurisdictions outside of the EEA: This 

document has been issued and approved by WisdomTree UK Limited, which is authorised and regulated 

by the United Kingdom Financial Conduct Authority. WisdomTree Ireland Limited and WisdomTree UK 

Limited are each referred to as “WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory 

are available on request. This marketing communication has been prepared for professional investors, but 

the WisdomTree products set out in this document may be available in some jurisdictions to any investors, 

subject to applicable laws and regulations. As the product may not be authorised or its oering may be 

restricted in your jurisdiction, it is the responsibility of every person or entity to satisfy themselves as 

to the full observance of the laws and regulations of the relevant jurisdiction. Prior to any application 

investors are advised to take all necessary legal, regulatory, tax and investment advice on the suitability 

and consequences of an investment in the products. Past performance is not a reliable indicator of future 

performance. Any historical performance included in this document may be based on back testing. Back 

testing is the process of evaluating an investment strategy by applying it to historical data to simulate what 

the performance of such strategy would have been. Back tested performance is purely hypothetical and is 

provided in this document solely for informational purposes. Back tested data does not represent actual 

performance and should not be interpreted as an indication of actual or future performance. The value 

of any investment may be aected by exchange rate movements. Any decision to invest should be based 

on the information contained in the appropriate prospectus and aer seeking independent investment, tax 

and legal advice. These products may not be available in your market or suitable for you. The content 

of this document does not constitute investment advice nor an oer for sale nor a solicitation of an oer 

to buy any product or make any investment. An investment in exchange-traded products (“ETPs”) is 

dependent on the performance of the underlying index, less costs, but it is not expected to match that 

performance precisely. ETPs involve numerous risks including among others, general market risks relating 

to the relevant underlying index, credit risks on the provider of index swaps utilised in the ETP, exchange 

rate risks, interest rate risks, inflationary risks, liquidity risks and legal and regulatory risks. The information 

contained in this document is not, and under no circumstances is to be construed as, an advertisement 

or any other step in furtherance of a public oering of shares in the United States or any province or 

territory thereof, where none of the issuers or their products are authorised or registered for distribution 

and where no prospectus of any of the issuers has been filed with any securities commission or regulatory 

authority. No document or information in this document should be taken, transmitted or distributed (directly 

or indirectly) into the United States. None of the issuers, nor any securities issued by them, have been or 

will be registered under the United States Securities Act of 1933 or the Investment Company Act of 1940 

or qualified under any applicable state securities statutes. This document may contain independent market 

commentary prepared by WisdomTree based on publicly available information. Although WisdomTree 

endeavours to ensure the accuracy of the content in this document, WisdomTree does not warrant or 

https://www.wisdomtree.com/fi/insights/blog/whats-hot-rotation-and-the-rise-of-new-market-leadership



WISDOMTREE BLOG

guarantee its accuracy or correctness. Any third party data providers used to source the information in 

this document make no warranties or representation of any kind relating to such data. Where WisdomTree 

has expressed its own opinions related to product or market activity, these views may change. Neither 

WisdomTree, nor any ailiate, nor any of their respective oicers, directors, partners, or employees accepts 

any liability whatsoever for any direct or consequential loss arising from any use of this document or 

its contents. This document may contain forward looking statements including statements regarding our 

belief or current expectations with regards to the performance of certain assets classes and/or sectors. 

Forward looking statements are subject to certain risks, uncertainties and assumptions. There can be 

no assurance that such statements will be accurate and actual results could dier materially from those 

anticipated in such statements. WisdomTree strongly recommends that you do not place undue reliance 

on these forward-looking statements.

WisdomTree Issuer ICAV The products discussed in this document are issued by WisdomTree Issuer 

ICAV (“WT Issuer”). WT Issuer is an umbrella investment company with variable capital having segregated 

liability between its funds organised under the laws of Ireland as an Irish Collective Asset-management 

Vehicle and authorised by the Central Bank of Ireland (“CBI”). WT Issuer is organised as

an Undertaking for Collective Investment in Transferable Securities (“UCITS”) under the laws of Ireland 

and shall issue a separate class of shares ("Shares”) representing each fund. The Fund is described in 

a Key Information Document (KID) or Key Investor Information Document (KIID) for UK investors, and 

the prospectus of WT Issuer (“WT Prospectus”). A copy of the WT Prospectus and the KID / KIID is 

available, for EEA/UK only, in English at www.wisdomtree.eu. Where required under national rules, the 

KID will also be available in the local language of the relevant EEA Member State. Investors should 

read the WT Prospectus before investing and should refer to the section of the WT Prospectus entitled 

»Risk Factors¼ for further details of risks associated with an investment in the Shares. The summary of 

investor rights associated with an investment in the fund is available in English on WisdomTree Europe¼s 

website. WisdomTree Management Limited may decide to terminate the arrangements made for the 

marketing of its collective investment undertakings. In such circumstances, shareholders in the aected 

EEA Member State will be notified of this decision and will be provided with the opportunity to redeem their 

shareholding in the fund free of any charges or deductions for at least 30 working days from the date of 

such notification. For Investors in Switzerland: This document constitutes an advertisement of the financial 

product(s) mentioned herein. The prospectus (in English only) and the key investor information docu-

ments (KID) (in German, French and Italian) are available from WisdomTree¼s website: https://www.wis-

domtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports For WisdomTree UCITS products 

only: the representative and paying agent of the ETPs in Switzerland is Société Générale Paris, Zurich 

Branch, Talacker 50, PO Box 5070, 8021 Zurich, Switzerland. The prospectus, the key investor information 

documents (KIID), the articles of association and the annual and semi-annual reports of the sub-funds are 

available free of charge from the representative and paying agent. As regards distribution in Switzerland, 

the place of jurisdiction and performance is at the registered seat of the representative and paying agent. 

Some of the sub-funds referred to in this document may not have been registered with the Swiss Financial 
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Market Supervisory Authority (“FINMA”). In Switzerland, such sub-funds that have not been registered 

with FINMA may only be available to Qualified Investors.

For Investors in France: The information in this document is intended exclusively for professional investors 

(as defined under the MiFID) investing for their own account and this material may not in any way be 

distributed to the public. The distribution of the Prospectus and the oering, sale and delivery of Shares 

in other jurisdictions may be restricted by law. WT Issuer is a UCITS governed by Irish legislation, and 

approved by the Financial Regulatory as UCITS compliant with European regulations although may not 

have to comply with the same rules as those applicable to a similar product approved in France. The Fund 

has been registered for marketing in France by the Financial Markets Authority (Autorité des Marchés 

Financiers) and may be distributed to investors in France. Copies of all documents (i.e. the Prospectus, 

the Key Investor Information Document, any supplements or addenda thereto, the latest annual reports 

and the memorandum of incorporation and articles of association) are available in France, free of charge 

at the French centralizing agent, Societe Generale at 29, Boulevard Haussmann, 75009, Paris, France. 

Any subscription for Shares of the Fund will be made on the basis of the terms of the prospectus and 

any supplements or addenda thereto. For Investors in Malta: This document does not constitute or form 

part of any oer or invitation to the public to subscribe for or purchase shares in the Fund and shall not 

be construed as such and no person other than the person to whom this document has been addressed 

or delivered shall be eligible to subscribe for or purchase shares in the Fund. Shares in the Fund will not 

in any event be marketed to the public in Malta without the prior authorisation of the Maltese Financial 

Services Authority.
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