
1tscmllc.com

TSCM: Inside the Investment Room

Higher for Longer Rates, AI Endures, and Selective Opportunities Emerge
In this edition of Inside the Investment Room, we explore how higher interest rates, easing energy prices, and 
continued AI investment are creating an increasingly selective market environment. While higher borrowing costs are 
reshaping leadership across housing, industrials, and long-duration growth stocks, resilient demand for AI 
infrastructure, improving regional bank fundamentals, and renewed healthcare opportunities continue to reinforce 
several compelling long-term investment themes. As earnings season approaches, our focus remains on identifying 
businesses we believe are high-quality and positioned to outperform through disciplined execution and durable 
secular growth.

Executive Summary

The market continues to navigate competing macro forces, with higher interest rates weighing on 
long-duration assets and housing-related businesses, while lower oil prices provide a tailwind for 
transportation, logistics, and consumer spending. Against this backdrop, the investment team 
remains focused on identifying durable secular growth opportunities, particularly across AI 
infrastructure, regional financials, and healthcare, while maintaining valuation discipline as earnings 
season approaches. The consensus remains that fundamentals continue to outweigh headlines, 
with stock selection becoming increasingly important in a more bifurcated market. 

Sector Perspectives — Takeaways

Technology

The AI investment cycle remains firmly intact despite recent volatility, with portfolio 
rebalancing, not weakening fundamentals, driving much of the recent pullback. While AI 
fundamentals remain robust, the team believes elevated valuations leave little room for 
disappointment, making earnings execution and disciplined stock selection increasingly 
important.

 AI infrastructure demand remains robust as hyperscalers continue investing aggressively 
through the remainder of the decade, supporting long-term semiconductor and 
infrastructure spending. 

 Recent weakness across AI-related equities appears driven by positioning and multiple 
compression rather than deteriorating fundamentals, reinforcing confidence in the 
secular growth story. 

 Elevated valuations require companies to consistently exceed expectations, increasing 
the importance of disciplined stock selection and earnings execution. 
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Financials

Financials remain one of the team's preferred cyclical opportunities, with regional banks potentially benefiting  from 
improving commercial lending activity while maintaining awareness of interest rate and commercial real estate risks.

 We believe regional banks will continue to benefit from accelerating commercial loan growth and capital spending, 
supporting the case for increasing exposure. 

 Higher long-term interest rates create selective pressure for commercial real estate lenders and consumer finance 
businesses, reinforcing a preference for diversified financial franchises. 

 Portfolio positioning remains balanced between potential cyclical beneficiaries of economic acceleration and more 
defensive financial businesses positioned for a slower macro environment. 

Energy

Despite lower oil prices, the longer-term investment backdrop for energy infrastructure remains constructive, supported by 
global energy security initiatives and sustained offshore investment.

 Chinese demand and strategic reserve activity continue to support oil markets despite near-term supply volatility. 
 Offshore drilling activity and energy security investments across Southeast Asia continue to favor midstream 

infrastructure and energy service providers. 
 Higher interest rates remain a headwind for leveraged industrial cyclicals, while specialty chemicals and select 

infrastructure businesses may benefit from lower input costs and improved pricing dynamics. 

Industrials & Infrastructure

Industrials remain highly sensitive to the interest rate environment, with investors favoring companies tied to long-term 
infrastructure spending and recurring demand while avoiding highly leveraged cyclical businesses.

 Higher borrowing costs continue to pressure capital-intensive industrials and housing-related suppliers, reinforcing a 
preference for businesses with stronger balance sheets and recurring revenue. 

 Energy infrastructure investment and offshore drilling activity remain supportive for select industrial companies benefiting 
from long-term energy security initiatives. 

 Specialty chemicals and defensive industrial businesses could benefit from lower input costs and improving margins, 
while distributors remain exposed to slowing inventory cycles.

Consumer

The consumer backdrop is improving modestly as lower fuel prices support discretionary spending, although higher interest 
rates continue to weigh on housing-related demand and long-duration consumer growth companies.

 Falling gasoline prices are easing pressure on household budgets, supporting retail, dining, transportation, and logistics 
businesses. 

 Housing-related companies continue to face headwinds as elevated financing costs delay remodeling activity and extend 
the housing recovery. 

 Long-duration consumer growth stocks remain vulnerable in a higher-rate environment, making valuation discipline and 
earnings execution increasingly important.

Health Care

Healthcare continues to offer attractive long-term opportunities, with depressed medtech valuations and an improving 
biotechnology merger & acquisition backdrop creating selective opportunities.

 Medtech valuations remain near multi-year lows, presenting attractive entry points for long-term investors. 
 Continued pharmaceutical acquisition activity is supporting biotechnology valuations as large-cap companies seek to 

replenish product pipelines. 
 Portfolio positioning remains focused on later-stage commercial biotechnology while selectively adding higher-growth 

opportunities where risk-reward has improved. 
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Key Macro Trends
• New Fed Chair: With Kevin Warsh now leading the Federal Reserve, markets are adjusting to a more hawkish policy 

stance, placing greater emphasis on valuation discipline and earnings execution in a higher-for-longer rate environment. 
The higher for longer rate stance continues to pressure housing, long-duration growth stocks, and leveraged cyclicals 
while supporting more value-oriented financials. 

• AI Investment Cycle Intact: Strong enterprise and hyperscaler capital spending continues despite recent market 
rotations and valuation resets. 

• Lower Oil, Better Consumer: Falling fuel prices are improving consumer purchasing power while supporting logistics, 
transportation, and distribution businesses. 

• Selective Cyclicality: Investors continue to favor companies with durable recurring revenue and pricing power over highly 
leveraged businesses sensitive to financing costs. 

• Earnings Matter More: With valuations elevated across several growth sectors, the upcoming earnings season is 
expected to be the primary catalyst for stock selection and portfolio positioning. 

The Bottom Line
As earnings season begins, we believe stock selection and company-specific execution, rather than macro calls, will drive 
returns. Our bottom-up process continues to surface durable earnings power within long-term secular themes, including AI 
infrastructure, regional financials, energy security, and healthcare innovation, well before the broader market catches on. 
Heading into the second half of the year, we remain disciplined on valuation and committed to uncovering businesses we 
believe are high-quality and well-managed. 
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2Q YTD 1 Yr 3 Yr 5 Yr 10 Yr Since 
Inception

Inception 
Date

U.S. Small Cap Growth (Gross) 24.21 16.17 23.19 15.10 5.04 11.99 9.96 9/30/00

U.S. Small Cap Growth (Net) 23.92 15.61 21.99 13.97 4.00 10.89 8.87
Russell 2000 Growth 25.71 22.18 38.74 18.42 5.56 11.96 7.10

U.S. Mid Cap Growth (Gross) 18.43 9.51 10.34 13.80 7.31 13.85 10.36 9/30/00

U.S. Mid Cap Growth (Net) 18.20 9.08 9.47 12.91 6.47 12.95 9.48
Russell Mid Cap Growth 14.55 7.27 6.17 15.59 6.02 13.04 10.49

U.S. Focused Mid Cap Growth (Gross) 19.71 20.86 21.23 21.39 13.70 16.61 14.30 8/31/05

U.S. Focused Mid Cap Growth (Net) 19.47 20.36 20.22 20.36 12.67 15.51 13.11
Russell Mid Cap Growth 14.55 7.27 6.17 15.59 6.02 13.04 10.49

International Small Cap (Gross) 11.22 6.41 9.74 14.42 2.68 7.11 8.47 3/31/12

International Small Cap (Net) 10.99 5.97 8.82 13.38 1.70 6.08 7.43
MSCI EAFE Small Cap 9.02 7.65 17.39 15.70 5.35 8.63 8.31

Global Small Cap (Gross) 14.49 9.24 14.16 15.18 5.30 - 7.43 12/31/17

Global Small Cap (Net) 14.27 8.81 13.26 14.25 4.42 - 6.50
MSCI World Small Cap 15.06 16.63 30.15 17.58 7.46 - 8.97

Performance*

*Composite performance as of 06/30/26. 
See important disclosures on the following page.
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Disclosures
This does not constitute advice or a recommendation or offer to sell or a solicitation to deal in any security or financial product. It is provided for information 
purposes only and on the understanding that the recipient has sufficient knowledge and experience to be able to understand and make their own evaluation of 
the proposals and services described herein, any risks associated therewith and any related legal, tax, accounting or other material considerations. 

Except where otherwise indicated, the information contained in this presentation is based on matters as they exist as of the date of preparation of such material 
and not as of the date of distribution or any future date. Recipients should not rely on this material in making any future investment decision.

Certain information contained herein constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology such as 
“may,” “will,” “should,” “expect,” “anticipate,” “project,” “estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or other variations thereon or 
comparable terminology. Due to various risks and uncertainties, actual events, results or actual performance may differ materially from those reflected or 
contemplated in such forward-looking statements. Nothing contained herein may be relied upon as a guarantee, promise, assurance or a representation as to 
the future.

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.

U.S. Focused 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.

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.

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.

Indices are unmanaged, are unable for direct investment and do not reflect the deduction of fees and expenses.

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

75 Rockefeller Plaza, 30th Floor, New York, NY 10019
800-541-5156

ir@tscmllc.com
timessquare-capital-management-llc

©Copyright 2026 TimesSquare Capital Management, LLC. All rights reserved. This document may not be reproduced, in whole or in part, without permission of the author.
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