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Sector Macro Sensitivities & Cross-Currents
Bottom-Up Investing in a Macro-Aware World

While stock selection through fundamental bottom-up research is at the core of our investment process, macro 
dynamics increasingly shape capital allocation, valuation discipline, earnings durability, and risk perception. 
The discussion focused on how each sector is exposed to macro-economic forces, how this may impact any 
fundamental thesis, explore potential areas of opportunity and ensure a risk management framework is in place.

Sector Perspectives — Takeaways
• Industrials: The industrial cycle remains subdued after nearly three years of contraction, 

with growth narrowly concentrated in AI-related capex, defense, and commercial 
aerospace; a sustained PMI move above 50 and improving durable orders are critical 
signals for broader cyclical recovery and market breadth.

• Healthcare / Biopharma: Healthcare is most sensitive to interest rates and regulatory 
execution, with lower rates supporting capital flows but FDA operational uncertainty and 
drug pricing reform remaining key risks; AI is attracting attention but has yet to deliver 
material productivity or discovery breakthroughs.

• Technology: AI continues to dominate capital formation, drawing funding away from 
non-AI tech while raising valuation scrutiny; an expected wave of large AI-related IPOs and 
accelerating merger & acquisition activity in 2026 may restore greater focus on 
fundamentals over narrative.

• Energy & Materials: Power demand is structurally improving due to AI and electrification, 
supporting long-term opportunities in nuclear and grid infrastructure, while oil markets 
remain well supplied and require a macro shock to reprice meaningfully; precious metals 
remain levered to rates and the dollar.

• Financials: Financials show divergent macro sensitivity, with retail brokers and 
exchanges favored amid resilient credit data, while traditional credit-sensitive areas 
remain less compelling; consumer credit metrics, including buy now pay later and 
subprime auto, remain stable with no signs of deterioration.

• Consumer: Consumer sectors remain constrained by sticky inflation and high effective 
borrowing costs, even as headline rates fall; labor market signals are mixed, with 
affordability, not employment, acting as the primary brake on discretionary spending.
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Key Macro Cross-Currents
• Rates matter most at the margin, influencing valuations, deal activity, and capital availability, particularly for long-

duration assets, yet there is limited conviction around deep or sustained rate cuts without material growth deterioration.

• Inflation remains sticky, especially in housing and services, limiting real consumer relief and constraining central bank 
flexibility.

• AI is a unifying theme across all sectors, driving capex, power demand, and investment narratives.  It’s economic 
benefits remain uneven and early outside of select areas.

• Market breadth is improving slowly, with early rotation from purely secular winners toward selective cyclicals, though 
confirmation requires clearer macro inflection points.

• Credit conditions are stable, supporting risk assets for now, but vigilance is warranted given the lagged effects of higher 
rates and political uncertainty around policy direction.

The Bottom Line
Macro factors do not dictate stock selection, but they increasingly shape how risks are priced and how durable growth is 
perceived. Clear, sector-specific articulation of these sensitivities remains essential, while preserving a disciplined, bottom-
up, quality growth, investment approach.

4Q 1 Yr 3 Yr 5 Yr 10 Yr S.I. Inception Date

U.S. Small Cap Growth (Gross) 3.70 6.91 13.31 3.11 10.44 9.51 9/30/00

U.S. Small Cap Growth (Net) 3.45 5.85 12.20 2.09 9.35 8.43

Russell 2000 Growth 1.22 13.01 15.57 3.18 9.57 6.40

U.S. Mid Cap Growth (Gross) -4.49 10.23 15.78 7.40 13.19 10.17 9/30/00

U.S. Mid Cap Growth (Net) -4.68 9.36 14.87 6.55 12.30 9.30

Russell Mid Cap Growth -3.70 8.66 18.62 6.64 12.48 7.24

U.S. FOCUS Growth (Gross) -3.55 14.84 21.18 11.87 14.82 13.61 8/31/05

U.S. FOCUS Growth (Net) -3.76 13.88 20.11 10.84 13.72 12.42

Russell Mid Cap Growth -3.70 8.66 18.62 6.64 12.48 10.37

International Small Cap (Gross) -1.64 31.43 14.75 2.40 6.27 8.30 3/31/12

International Small Cap (Net) -1.85 30.35 13.69 1.42 5.24 7.25

MSCI EAFE Small Cap 2.68 31.83 14.94 5.62 7.49 8.04

Global Small Cap (Gross) 0.73 21.74 14.93 5.17 -- 6.72 12/31/17

Global Small Cap (Net) 0.53 20.79 13.99 4.28 -- 5.80

MSCI World Small Cap 2.83 19.88 14.48 7.13 -- 7.46

Performance*

*Composite performance as of 12/31/25. See important disclosures on the following page.
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Disclosures
TimesSquare Capital Management, LLC (“TimesSquare”) is an investment adviser registered with the U.S. Securities and Exchange 
Commission and is majority owned by Affiliated Managers Group, Inc. It claims compliance with the Global Investment Performance 
Standards (GIPS®) and is independently verified. A firm that claims compliance with the GIPS standards must establish policies and 
procedures for complying with all the applicable requirements of the GIPS standards.  Verification provides assurance on whether the firm's 
policies and procedures related to composite and pooled fund maintenance, as well as the calculation, presentation, and distribution of 
performance, have been designed in compliance with the GIPS standards and have been implemented on a firm-wide basis. Policies for 
valuing investments, calculating performance, and preparing GIPS Reports are available upon request. GIPS® is a registered trademark of CFA 
Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained 
herein. 

The opinions and information expressed and provided are for general information only and are not intended to provide specific advice or 
recommendations but rather, a basis from which strategies can be built, taking into account the specific objectives of each portfolio, in terms 
of return, time horizon, and risk constraints, as well as diverging investment perspectives and assumptions. All material has been obtained 
from sources believed to be reliable, but its accuracy and completeness are not guaranteed. 

U.S. Small Cap Growth: Performance is measured against the Russell 2000® Growth – a market capitalization-weighted index that measures 
the performance of those Russell 2000® companies with higher price-to-book ratios and higher forecasted growth rates.  All indexes, including 
the Russell 2000® Growth Index, are based on gross-of-fee returns.  FTSE Russell is the source and owner of the Russell Index data contained 
or reflected in this material and all trademarks and copyrights related thereto. Benchmark returns are not covered by the report of independent 
verifiers.

U.S. Mid Cap Growth: Performance is measured against the Russell Midcap® Growth – a market capitalization-weighted index that measures 
the performance of those Russell Midcap® companies with higher price-to-book ratios and higher forecasted growth rates.  All indexes, 
including the Russell Midcap® Growth Index, are based on gross-of-fee returns.  FTSE Russell is the source and owner of the Russell Index data 
contained or reflected in this material and all trademarks and copyrights related thereto.

Benchmark returns are not covered by the report of independent verifiers.

U.S. FOCUS Growth: Performance is measured against the Russell Midcap® Growth – a market capitalization-weighted index that measures 
the performance of those Russell Midcap® companies with higher price-to-book ratios and higher forecasted growth rates.  All indexes, 
including the Russell Midcap® Growth Index, are based on gross-of-fee returns.  FTSE Russell is the source and owner of the Russell Index data 
contained or reflected in this material and all trademarks and copyrights related thereto.

Benchmark returns are not covered by the report of independent verifiers.

International Small Cap: Performance is measured against the MSCI EAFE Small Cap (Net) Index. MSCI EAFE Small Cap (Net) Index is a trade 
or service mark of MSCI Inc. The MSCI EAFE Small Cap (Net) Index is an unmanaged, market-weighted index of small companies in developed 
markets, excluding the U.S. and Canada. Its returns include net reinvested dividends but, unlike the Composite returns shown, do not reflect 
the payment of sales commissions or other expenses incurred in the purchase or sale of the securities included in the Index. All indexes, 
including the MSCI EAFE Small Cap (Net) Index, are based on gross-of-fee returns, including net reinvested dividends. Benchmark returns are 
not covered by the report of independent verifiers.

Global Small Cap: Performance is measured against the MSCI World Small Cap (Net) Index. MSCI World Small Cap (Net) Index is a trade or 
service mark of MSCI Inc. The MSCI World Small Cap (Net) Index is an unmanaged, market-weighted index of small companies in developed 
markets. Its returns include net reinvested dividends but, unlike the Composite returns shown, do not reflect the payment of sales 
commissions or other expenses incurred in the purchase or sale of the securities included in the Index. All indexes, including the MSCI World 
Small Cap (Net) Index, are based on gross-of-fee returns, including net reinvested dividends. Benchmark returns are not covered by the report 
of independent verifiers.

Past performance does not guarantee future results. There is risk that invested capital may be lost.
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