With a solid fundamental backdrop, a broadening equity market, and the potential in Al, we believe this
is an exciting time to be picking stocks and investing in businesses.

US equity markets have welcomed 2026 with a mix of optimism and uncertainty. Tariff-
related tensions remain, as do concerns about big tech earnings, consumer sentiment,
and artificial intelligence (Al) expectations and spending. At the same time, we are
excited about the potential in Al, the resilience of the equity market—the S&P 500
surpassed 7,000 for the first time—and a broadening in the market as sectors beyond
technology have strengthened.

Fundamentals matter

With the first quarter well underway, my most important observation is this: The
underlying fundamentals of businesses today, especially in the United States, are very
strong. Our team at Putnam recently conducted analysis of earnings during the decade
following the global financial crisis of 2008. When adjusted for inflation, earnings
growth for that decade was 1% or less, year in and year out. Since 2018, however, we
have seen much more robust earnings growth. In the most recent quarter, we saw low-
double-digit growth in company earnings. As of this writing, with companies reporting
fourth-quarter earnings, three quarters have beat expectations, and blended earnings
growth is 13%.

6 What companies are earning matters, and we are
looking at the year ahead with a strong fundamental
backdrop.”

At the end of the day, stock prices follow earnings, and what companies are earning
matters. We are looking at the year ahead with a really strong fundamental backdrop.



This is an exciting time to be picking stocks and investing in businesses. Pockets of
volatility are absolutely to be expected, as we saw in 2025, but that provides
opportunity for active managers.

Perspective on lofty valuations

Are stocks too expensive? The S&P 500 is currently trading at a forward price-
earnings ratio (P/E) in the low 20x range, which is above historical averages. That high
multiple, however, is largely the result of steep valuations for large-cap technology
stocks, which have become a larger weight in the index and are trading at a premium
to the market. Further, when you take index weight out of the picture and look at the
equal-weight P/E for the S&P 500, it is relatively in line with history. This tells us we are
in a stock-picker’s market. There are certainly some companies that are overpriced,
which is to be expected at these levels, and it is our job to invest in the stocks that will
outperform our benchmarks.

Like the equity market, consumers are resilient

Consumer sentiment has been another concern for investors. While we saw economic
anxiety in 2025—particularly in response to tariff news—I would say the consumer
largely remained resilient. Despite much macroeconomic uncertainty, purchasing and
travel trends remained robust. Going forward, it will be important to monitor consumer
confidence and the impact of inflation, but right now we don’t see them as significant
headwinds for equity markets.

Al spending has been massive. Four companies
alone are planning to spend $600 billion this year.

Asking the relevant Al questions

The subject of Al continues to generate both excitement and fear. From an investment
standpoint, many investors in the market today are trying to get a research edge based
on the next quarter, the next month, or even the next week. We take a longer,
multiyear perspective, and we are fortunate to be able to have conversations with
business leaders to learn more about their longer-term goals. How are they thinking
about their business over the next three, four, or five years? Where are the



opportunities for them to invest in Al, and where are the opportunities cut costs as a
result of Al?

We believe Al presents a tremendous opportunity for nearly all businesses. As an
investment team, we have great conversations about the implications of Al on
technology stocks. But also, how does it affect, for example, a trucking business or a
waste company that could get more efficient by leveraging Al? We want to understand
how CEOs and CFOs define long-term success for their businesses. We take these
insights back and plug them into our financial models to determine a company’s
potential earnings power and how much of it is priced into its stock today.

Al: Many unknowns create opportunities for
active management

The market has been broadly optimistic about Al spending, and the Al spending we
have seen has been massive. The top four hyperscalers have tripled their spending
since 2022. Four companies alone are planning to spend US$600 billion this year. But
there is so much that we don't know today.

We think about the invention of the iPhone, and the fact that it took another year
before the App Store arrived. So many businesses exist in large part because of that
App Store—Uber for example. If you go back further to the introduction of the internet,
it was revolutionary for many businesses, but also consider that hundreds of dot-com
era companies quickly went bankrupt. There will be winners and losers with Al as well.
We believe the power of fundamental analysis can help us determine which
companies can thrive with Al and which could be left behind.

The path to realizing Al's potential is unlikely to be linear. History shows that
technology cycles cause the market to swing between periods of greed and fear. At the
same time, we view the underlying Al opportunity as the most compelling and durable
investment theme of this generation. We are focused on quantifying Al's impact—new
revenues or cost savings, for example—on our earnings estimates. While a large
range of outcomes may lead to volatility, this also lends itself well to active
management and creates compelling opportunities to generate alpha.

WHAT ARE THE RISKS?

All investments involve risks, including possible loss of principal. Indexes are unmanaged and
one cannot directly invest in them. They do not include fees, expenses or sales charges. Past



performance is not an indicator or a guarantee of future performance.

Active management does not ensure gains or protect against market declines.

Equity securities are subject to price fluctuation and possible loss of principal.

The investment style may become out of favor, which may have a negative impact on performance.

Large-capitalization companies may fall out of favor with investors based on market and economic
conditions.

Any companies and/or case studies referenced herein are used solely for illustrative purposes; any
investment may or may not be currently held by any portfolio advised by Franklin Templeton. The
information provided is not a recommendation or individual investment advice for any particular security,
strategy, or investment product and is not an indication of the trading intent of any Franklin Templeton
managed portfolio.
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IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual
investment advice or a recommendation or solicitation to buy, sell or hold any security or to adopt any



investment strategy. It does not constitute legal or tax advice. This material may not be reproduced,
distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are
rendered as at publication date and may change without notice. The underlying assumptions and these
views are subject to change based on market and other conditions and may differ from other portfolio
managers or of the firm as a whole. The information provided in this material is not intended as a
complete analysis of every material fact regarding any country, region or market. There is no assurance
that any prediction, projection or forecast on the economy, stock market, bond market or the economic
trends of the markets will be realized. The value of investments and the income from them can go down
as well as up and you may not get back the full amount that you invested. Past performance is not
necessarily indicative nor a guarantee of future performance. All investments involve risks,
including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own
purposes and may be acted upon in that connection and, as such, is provided to you incidentally. Data
from third party sources may have been used in the preparation of this material and Franklin Templeton
("FT") has not independently verified, validated or audited such data. Although information has been
obtained from sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its
accuracy and such information may be incomplete or condensed and may be subject to change at any
time without notice. The mention of any individual securities should neither constitute nor be construed as
a recommendation to purchase, hold or sell any securities, and the information provided regarding such
individual securities (if any) is not a sufficient basis upon which to make an investment decision. FT
accepts no liability whatsoever for any loss arising from use of this information and reliance upon the
comments, opinions and analyses in the material is at the sole discretion of the user.

Franklin Templeton has environmental, social and governance (ESG) capabilities; however, not all
strategies or products for a strategy consider “ESG” as part of their investment process.

Products, services and information may not be available in all jurisdictions and are offered outside the
U.S. by other FT affiliates and/or their distributors as local laws and regulation permits. Please consult
your own financial professional or Franklin Templeton institutional contact for further information on
availability of products and services in your jurisdiction.

Issued in the U.S. by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906,
(800) DIAL BEN/342-5236, franklintempleton.com. Investments are not FDIC insured; may lose value;
and are not bank guaranteed.
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