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Today’s Agenda

• With Jerome Powell's chairmanship ending in May, what actions might be 
expected from the Federal Reserve?

• How do liquidity conditions look... is the Fed approaching its "neutral 
rate?"

• Is the "Monetary Debasement Trade" over or can Gold continue to build 
on its ~65% return in 2025?

• How might U.S. strategic objectives and the AI arms race impact markets?

• Will the fiscal impulse from the OBBBA drive economic growth higher in 
2026?

• How high is the earnings hurdle given market valuations?

• What does market sentiment and positioning tell us about risk in 2026?

• What are Wilshire's dynamic and strategic market expectations?
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Wilshire Advisors 

Since 1972, Wilshire has been dedicated to improving 
investment outcomes for institutional investors and 
financial intermediaries worldwide. 

• Institutional advisory and discretionary services

• Discretionary and advisory solutions for financial intermediaries

• Full spectrum provider of alternative investment solutions

~300
client relationships1

$134 Billion
in assets under management2

$1.5 Trillion
in assets under advisement2

As of 9/30/2025. 1 Includes institutional investors, financial intermediaries, and Wilshire-sponsored vehicles. Does not include individual retirement plans and retail investors via financial intermediary platforms. 2 Assets under management refers to the 
amount of assets attributable to securities portfolios for which Wilshire provides discretionary and non-discretionary asset management services and is calculated differently than “regulatory assets under management.” Assets under advisement refers 
to the total amount of assets (inclusive of assets under management) attributable to all of Wilshire’s advisory relationships, including various consulting and advisory relationships for which Wilshire provides investment advisory services without 
engaging, on either a discretionary or non-discretionary basis, in the direct management of a client’s portfolio.
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Wilshire Monday Market Flash: 10-minute weekly market update

For timely market insight, listen to our 
weekly 10-minute market update brought to you by 
Josh Emanuel, Chief Investment Officer for Wilshire.

Visit wilshire.com to access the four most recent Wilshire Monday Market Flash updates.
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Presenters

Josh Emanuel, CFA 

Chief Investment Officer

20+ years of industry experience

As CIO, leads Wilshire’s investment activities, 
including:

• investment strategy

• manager research

• quantitative alpha research

• portfolio management

Steve Foresti

Chief Investment Officer Emeritus

30+ years of industry experience

Guides and supports Wilshire’s investment 
and research efforts, including

• strategic asset allocation research

• capital market forecasts

• thought leadership



wilshire.com   |    ©2026 Wilshire Advisors LLC

Market Performance Summary

Market Performance Summary Section
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Global Equities as of 12/31/2025
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Fixed Income Markets, Real Assets & Alternatives as of 12/31/2025
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U.S. Conditions vs. Strategic Objectives

and

A Tale of Two Economies



wilshire.com   |    ©2026 Wilshire Advisors LLC 10

U.S. Objectives (and Their Related Risks)

• U.S. Strategic Objectives (largely tied to geopolitical positioning vs. China)

• AI Dominance: Win the AI arms race

• Requires massive investment in compute, energy & rare earth minerals

• Rebuild Industrial Base: Onshore U.S. manufacturing and reduce external 
dependencies/vulnerabilities

• Requires massive investment (internal & FDI)

• Financial Stability: Address unsustainability of current deficit/debt path

• Reduce annual % deficits (sustained real growth > rate of expenditure increases)

• Risks & Tradeoffs (to achieving those objectives)

• Rising Interest Rates: Impact on net interest payments makes deficit & debt 
management challenging

• Market Drawdown: Government revenues (i.e., tax receipts) are heavily impacted by 
capital market performance

• Inflation: Rebuild of U.S. manufacturing (and AI spend) is inflationary (with longer-
term offsets from AI efficiency gains)
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Implied Fed Funds Rate (and Expected Easing)

Data Source: Bloomberg
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Fed Cuts Don’t Necessarily Lead to Lower Long Rates

Data Source: Bloomberg
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Liquidity Conditions: Reserve Management Purchases (RMP)

Data Source: Bloomberg
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Liquidity Conditions: Fed Balance Sheet

Data Source: Bloomberg
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A Glimpse of How “Running it Hot” Might Look

Data Source: Bloomberg
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K-Shaped Economy: A Tale of Two Economies

K-Up: The “Haves”

• Who: Own assets/homes, white-collar jobs (i.e., Tech/Finance)

• Situation: Protected/Benefit from inflation. Vulnerable to AI 
efficiency.

• Impact: Drive aggregate economic output (i.e., concentrated / 
cap-weighted)

K-Down: The “Have Nots”

• Who: Don’t hold meaningful assets, blue-collar jobs, carry 
relatively large debt burdens

• Situation: Have suffered from globalization/outsourcing, struggle 
to keep pace with inflation

• Impact: Muted impact on aggregate economic output but large 
in # so drive overall confidence stats (i.e., equal-weighted 
measures)
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S&P 500 vs. Consumer Sentiment

Data Source: Bloomberg
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“Affordability” Driving K-Down’s Sentiment... But this Doesn’t Look So Bad

Data Source: Bloomberg
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“Affordability” Driving K-Down’s Sentiment... This Looks Much Worse

Data Source: Bloomberg
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“Don’t Be Complacent when 
Consensus is Optimistic”
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Investment Strategy Process & Outlook 
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Healthy General Economy Offset by Weakness in Corporate and Household 
Segments

Data Source: Wilshire

The Economy 
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Data Source: Macrobond

Q3 Growth Outpaced Expectations and Q2 Growth Revised Higher
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Private Investment was Muted Despite Strong Contributions from AI Spending

Data Source: Bloomberg, BEA
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Consumption Remained Strong in 2H25; Investment May have Picked up in Q4

Data Source: Macrobond
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Personal Consumption was Strong in Q3, Likely Due to the “Wealth Effect,”
but the Trend is Slowing

Data Source: Macrobond
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Goods & Services Inflation have Moderated, but the Data is Noisy

Data Source: Macrobond

Inflation
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Inflation May Be a Symptom of Softening Demand

Data Source: Macrobond

Inflation
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Labor Market Conditions are Deteriorating…

Data Source: Morgan Stanley Economic Research

Employment



wilshire.com   |    ©2026 Wilshire Advisors LLC 30

Higher Income Jobs are Suffering the Most… There Could Be Impacts 
on Consumption

Data Source: Macrobond, BEA

Employment
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Payroll Growth Continues to Weaken; Revisions are Likely…

Data Source: Macrobond, BLA

Employment
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Consumer Confidence Shows Growing Risk of Economic Weakness

Data Source: Macrobond; Conference Board
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Consumer Confidence Indicates Weakness in Present Situations 

Data Source: Macrobond; Conference Board
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ISM PMIs Show a Neutral Outlook

Data Source: Macrobond

Business Sentiment
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Market Outlook and Positioning
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Wilshire’s 10-Year Fair Value Model Indicates Reasonable Bond Valuations

Data Source: Wilshire

Bond Valuations
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• This exhibit shows a matrix of U.S. Equity 2026 EPS 
levels vs. the U.S. 10-yr Treasury yield, with each cell 
indicating the price movement needed to reach 
long-term equilibrium valuations, as measured by 
the equity risk premium. The equity risk premium is 
measured based on the spread of the earnings yield 
of the S&P 500 Index vs. the US 10yr yield.  

• The exhibit indicates that U.S. equities would need 
to decline approximately 23-30% to be consistent 
with long-term equilibrium valuations, assuming 
earnings of $310 for the S&P 500 Index® in 2026. 

• This implies a richness to equity valuations, however 
the path to reaching equilibrium valuations can be 
gradual and do not require such a decline to the 
extent that interest rates decline and earnings 
growth is stronger than expected

We are Still Far from Equilibrium Valuations; But Earnings & Rates Can 
Power Equities Forward

Data Source: Wilshire. As of 10/03/2025. For illustrative and discussion purposes only.  Assumes a current price of SPX at 6967, 10yr at 4.14%, and 2026 EPS of 310 (Consensus).  The boxed area assumes yield curve control and an FFTR of 3.0% in one 
year. 

Equity Valuations
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Valuations are Still High but the Earnings Outlook and Margins Remain Positive

Data Source: Wilshire. As of 12/31/2025. For illustrative and discussion purposes only.

Equity Valuations
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Valuations of Small Caps (and Growth) Imply Very Strong Earnings Growth

Data Source: Bloomberg

Equity Valuations
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The Bar was Low Last Year, but Expectations are High into 2026...  

Data Source: Goldman Sachs, FactSet
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Especially for Mag 7 at a Time when Capex is High...

Data Source: Goldman Sachs Investment Research

Equity Fundamentals
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AI Capex is Taking the Cash out of Your Buyback Tailwind…

Data Source: Goldman Sachs Investment Research
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Retail Sentiment has Improved and is Increasingly Positive

Data Source: Bloomberg, Macrobond

Sentiment and Technicals
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Net Short Exposure in Equities, but Vol Selling is Back in Vogue…

Data Source: Wilshire

Sentiment and Technicals
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Rates and Dollar Positioning Remains Very Negative/Low

Data Source: Wilshire

Sentiment and Technicals
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Wilshire Investment Strategy Views – Q1 2026

For illustrative and discussion purposes only. 4Q 2025  1Q 2026
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December 2025 Capital Market 
Assumptions
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Summary of Changes

Data Source: Wilshire

• Yield curve rotated around the 5-year with the short end of the 
curve down and longer rates rising

• Curve movements resulted in slightly higher forecasts for 
fixed income asset classes

• Little change in spreads for investment grade and high yield 
bonds

• Yields on real asset securities are mostly up from last quarter; 
inflation assumption down modestly at 2.30%

• Equity assumptions are up; private equity to a similar degree 
due to slight changes in leverage costs

• Equity risk premium increased (i.e., to a smaller negative) due 
to an increase in the equity forecast greater than the change in 
core bonds

Risk (%)

Sep Dec

2025 Change 2025

Inflation 2.35 -0.05 2.30 1.75

Cash Equivalents 3.30 -0.05 3.25 0.75

Treasuries 4.40 0.05 4.45 5.00

Core Bonds 4.90 0.00 4.90 4.75

LT Core Bonds 5.10 0.05 5.15 9.95

High Yield Bonds 6.05 0.00 6.05 10.00

Private Credit 7.45 0.00 7.45 12.75

Global RE Securities 5.80 0.15 5.95 16.55

Private Real Estate 6.45 0.10 6.55 13.95

U.S. Stocks 4.10 0.35 4.45 17.00

Dev. ex-U.S. Stocks 5.10 0.35 5.45 18.00

Emerging Market Stocks 5.35 0.35 5.70 26.00

Private Equity 6.00 0.30 6.30 29.65

Hedge Funds 5.90 0.10 6.00 6.60

Global 60/40 (ACWI/U.S. Core) 5.05 0.25 5.30 10.75

Sep Dec

2025 Change 2025

Cash - Inflation 0.95 0.00 0.95

Treasury - Cash 1.10 0.10 1.20

Core - Treasury 0.50 -0.05 0.45

Long-Term Core - Core 0.20 0.05 0.25

High Yield - Core 1.15 0.00 1.15

Global RESI - Core 0.90 0.15 1.05

U.S. Stocks - Core -0.80 0.35 -0.45

Private Equity - U.S. Stocks 1.90 -0.05 1.85

Implied Real Return (ACA - CPI)

U.S. Stocks 1.75 0.40 2.15

U.S. Bonds 2.55 0.05 2.60

Cash Equivalents 0.95 0.00 0.95

Asset Class Assumption

Implied Risk Premia

Total Return (%)

Relative Return (%)
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Sep Dec

2025 Change 2025

Inflation 10-Year Treasury Yield 4.15 0.02 4.17

10-Year Real Yield 1.78 0.12 1.90

Breakeven Inflation 2.37 (0.10) 2.27

Inflation Forecast 2.35 (0.05) 2.30

Cash 91-Day T-Bill Yield 4.02 (0.35) 3.67

T-Bill Yield in 10 Yrs 3.25 0.00 3.25

Cash Forecast 3.30 (0.05) 3.25

Treasury U.S. Treasury Idx Yield 3.94 (0.05) 3.89

Treasury Idx Yield in 10 Yrs 5.15 0.15 5.30

Treasury Idx Forecast 4.40 0.05 4.45

U.S. LT Treasury Idx Yield 4.71 0.08 4.79

LT Treasury Idx Yield in 10 Yrs 5.04 0.17 5.21

LT Treasury Idx Forecast 4.65 0.10 4.75

Spread U.S. Corporate Idx OAS 0.74 0.04 0.78

Corporate Idx OAS in 10 Yrs 1.48 (0.00) 1.48

Corporate Idx Forecast 5.30 0.05 5.35

U.S. Core Bond Forecast 4.90 0.00 4.90

U.S. LT Core Bond Forecast 5.10 0.05 5.15

U.S. High Yield Idx OAS 2.67 (0.01) 2.66

High Yield Idx OAS in 10 Yrs 4.90 (0.01) 4.89

High Yield Bond Forecast 6.05 0.00 6.05

Inflation & Fixed Income
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IGV Component Model

Income +  Growth (Inflation & Real) + Valuation

Data Source: Bloomberg, S&P, Wilshire
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Historical Contribution Statistics

Data Source: Bloomberg, S&P, Wilshire
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Real EPS Growth

Data Source: Bloomberg, S&P, Wilshire

-10.00%

-5.00%

0.00%

5.00%

10.00%

15.00%

20.00%

-10%

-5%

0%

5%

10%

15%

20%

10-Year Trailing S&P500 Return Components

Real EPS Growth

Di s t r i but i on of  10 - Year  Cont r i but i ons
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100 5.6% 8.7% 22.2% 12.6%

90 5.3% 6.6% 7.1% 7.5%

75 4.6% 5.0% 4.9% 4.4%

50 3.4% 3.0% 2.7% 1.4%
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Sep Dec

2025 Change 2025

Equity DDM 6.85 0.00 6.85

IGV 1.85 2.25 4.10

CAPE 0.75 (0.50) 0.25

U.S. Equity Forecast 4.10 0.35 4.45

Dev-ex-US Equity Forecast 5.10 0.35 5.45

EM Equity Forecast 5.35 0.35 5.70

Private Cost of Debt (Public) 5.80 0.10 5.90

Cost of Debt (Private) 7.25 0.00 7.25

Private Market Basket Forecast 6.00 0.30 6.30

Equity:  Public & Private

Wilshire Modeling Output
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Equilibrium Assumptions

Current versus Equilibrium Asset Class Assumptions

Data Source: Wilshire
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Question & Answer

Thank you for joining us! 

Please use the Q&A panel 
to submit questions.

To find out more about our solutions or speak to one of our 
experts, we're ready to connect you to the right team and 
answer any of your questions.

wilshire.com
contactus@wilshire.com
+1 310 451 3051

Josh Emanuel
Chief Investment Officer
jemanuel@wilshire.com

Steve Foresti
Chief Investment Officer Emeritus
sforesti@wilshire.com

Craig Morton
Senior Vice President
cmorton@wilshire.com
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Important Information

For institutional and investment professionals only. Not for public distribution. 

Wilshire is a global financial services firm providing diverse services to various types of investors and intermediaries. Wilshire’s products, services, 
investment approach and advice may differ between clients and all of Wilshire’s products and services may not be available to all clients. For more 
information regarding Wilshire’s services, please see Wilshire’s ADV Part 2 available at www.wilshire.com/ADV.

Wilshire believes that the information obtained from third party sources contained herein is reliable, but has not undertaken to verify such 
information. Wilshire gives no representations or warranties as to the accuracy of such information, and accepts no responsibility or liability 
(including for indirect, consequential or incidental damages) for any error, omission or inaccuracy in such information and for results obtained from 
its use.

This material is distributed or presented by Wilshire Advisors LLC (“Wilshire”) for informational or educational purposes only and should not be 
considered a recommendation of any particular security, strategy or investment product, or as investing advice of any kind. Wilshire is not 
providing this material in a fiduciary capacity, and the information may not be relied upon for or in connection with the making of investment 
decisions.  Nothing in the materials constitute a solicitation of an offer to buy or sell securities, nor is it intended to be and should not be construed 
as legal or tax advice.  The information does not consider any investor’s particular investment objectives, strategies, tax status or investment 
horizon.  Always consult a financial, tax and/or legal professional regarding your specific situation.

This material contains opinions of the presenters or authors, but not necessarily those of Wilshire or its affiliates. The opinions contained herein are 
subject to change without notice. Forward-looking statements, estimates, and certain other information contained in this material are based upon 
proprietary and non-proprietary research and other sources believed to be reliable but are not assured as to accuracy. Past performance is not 
indicative of future results.  This material represents the current opinion of Wilshire and is subject to change without notice. Wilshire assumes no 
duty to update any such opinions. 

The information and materials presented may not be disclosed, reproduced or redistributed, in whole or in part, to any other person or entity 
without prior written permission from Wilshire.  Wilshire gives no representations or warranties as to the accuracy of the information provided and 
accepts no responsibility or liability (including for indirect, consequential, or incidental damages) for any error, omission or inaccuracy in such 
information and for results obtained from its use. 

Wilshire Advisors LLC (Wilshire) is an investment advisor registered with the SEC. Wilshire® is a registered service mark.

Copyright ©2026 Wilshire. All rights reserved.
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