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Earnings growth paves a bumpy path to higher returns

Continued earnings growth should drive continued equity market upside. We
expect the S&P 500 will rise by 6% to our revised year-end target of 8000. Our
previous target was 7600. The increased return forecast reflects increased estimates
for S&P 500 earnings following an exceptionally strong Q1 reporting season. We raise
our S&P 500 EPS forecasts to $340 (+24% year/year) in 2026 and $385 (+13%) in
2027. The beneficiaries of Al infrastructure investment will account for roughly half
of S&P 500 EPS growth this year.

Valuation multiples have declined since the start of the year, and we expect
little expansion in coming months. Year to date, the S&P 500 has risen by 10%,
forward EPS estimates have risen by 15%, and the P/E multiple has declined by 4%.
Our return forecasts incorporate a P/E multiple that remains close to the current 21x.
The combination of decelerating earnings growth and continued uncertainty around
both Al and the macroeconomic outlook should prevent a major increase in
valuations. Al sentiment and interest rates create risks in both directions.

The conditions that have marked the ends of high-valuation, high-concentration
bull markets in the past remain mostly absent today, although some of those
conditions appear to be drawing closer. Two of those dynamics are speculative
mania and deteriorating macro fundamentals. Despite the sharp recent market rally,
measures of froth including our Speculative Trading Indicator remain well below prior
highs. Likewise, while IPO activity is increasing, recent issuance has been modest.
Fundamentally, earnings strength has been the key differentiator between the recent
market run and similar narrow rallies in the past. However, the earnings-driven
outperformance of Al infrastructure stocks also raises their hurdle going forward,
and the oil shock threatens to create the conditions of disappointing growth and
tightening financial conditions that have marked the ends of previous bull markets.

The equity market outlook argues for owning exposure to earnings-driven
upside with an eye toward risk management. Tactically, a number of factors argue
for moderating equity market returns in coming months, including the strength of
the recent Momentum-driven rally and midterm election seasonality. However,
investor sentiment remains moderate, and an improvement in the geopolitical
outlook would extend the market upswing. Low implied volatility makes
implementing or hedging views with options an attractive strategy. Within equity
portfolios, the stocks with the strongest earnings revisions have generally
outperformed YTD, and we expect this will remain the pattern going forward. Among
firms involved in the Al build-out, the hyperscalers and stocks tied to investment in
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power infrastructure stand out as attractive opportunities. To balance Al exposures,
investors should also own equities with earnings tailwinds and minimal correlation to the
Al trade, such as the stocks in our “insensitive portfolio.”
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Raising our S&P 500 earnings and return forecasts

Continued earnings growth should drive continued equity market upside. We expect
the S&P 500 will return 6% to our revised year-end target of 8000, up from 7600
previously. The revised target is driven by our increased EPS forecasts of $340 in 2026
(+24% year/year growth) and $385 in 2027 (+13%). Our 3-, 6-, and 12-month return
forecasts are 1% (7600), 6% (8000), and 10% (8300).

Exhibit 1: Continued earnings growth should drive continued equity market upside
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Source: Compustat, Goldman Sachs Global Investment Research

Earnings growth has powered the entire S&P 500 return so far this year, and we
expect this dynamic will continue in coming months. YTD, the increase in consensus
forward EPS estimates has outpaced the S&P 500 price gain, resulting in a decline in the
P/E multiple. In fact, during the past two years, near-term earnings growth has
arithmetically accounted for the entire 40% rise in the S&P 500, with today’s 21x S&P
500 P/E multiple matching its multiple in May 2024. Going forward, our base case is for a
market multiple that remains flat as the valuation tailwind from modestly lower Treasury
yields is offset by the valuation headwind from decelerating economic and earnings
growth, investor skepticism about the persistence of earnings tied to the Al
infrastructure build-out, and continued uncertainty around both Al disruption and the
geopolitical outlook.
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Exhibit 2: Earnings estimates have outpaced recent equity Exhibit 3: YTD change in S&P 500 price, earnings

market appreciation estimates, and P/E multiple
40 % 20 %
Cumulative .
0 S&P 500 Consensus o YTD. change n S&p 5do° 15 %
0% change since the forward 12m EPS 15 % price, earnings, an
start of 2025 valuation
20 % 10 %

10 %

0%

5%
S&P 500 price

(10)%

- .

5)%
(20)% Price Consensus Consensus Forward Forward
Dec-24  Mar-25 Sep-25 Dec25 Mar-26  Jun-26 2026 EPS 2027 EPS 12mEPS 12mP/E
ratio
Source: FactSet, Goldman Sachs Global Investment Research Source: FactSet, Goldman Sachs Global Investment Research

26 May 2026

The recent equity market return has been narrow, but both its magnitude and
composition have been driven primarily by earnings strength. Since the start of the
war on February 27, the S&P 500 has returned 9%, S&P 500 stocks involved in the Al
infrastructure build-out have returned 33%, and the equal-weight S&P 500 has returned
just 1%. However, the 33% rally of S&P 500 Al infrastructure stocks has occurred
alongside a 30% increase in consensus forward earnings for the group.

Exhibit 4: Earnings strength has driven the YTD outperformance of the Al infrastructure
complex
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The conditions that have marked the ends of past bull markets remain mostly
absent today, although some yellow flags have recently begun to appear. The market
trades at a lower near-term valuation multiple than it did at the start of the year, but the



Goldman Sachs

US Equity Views

26 May 2026

P/E remains very elevated relative to history, as does the degree of equity market
concentration. In broad terms, there are two recurring dynamics that typically
characterize the ends of high-valuation, high-concentration bull markets. The firstis an
excess of speculative risk-taking that skews the distribution of market outcomes to the
downside. The second is a deteriorating fundamental backdrop that has historically
included a tightening Fed and a weakening outlook for earnings growth.

Exhibit 5: Current equity market valuations, concentration, and recent returns are
reminiscent of past overextended markets
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The recent surges in investor risk appetite and the Momentum factor are two
possible hints of speculative excess. The strength of the Al trade that has recently
propelled the S&P 500 higher has also driven a narrowing of market breadth and a sharp
rise in the Momentum factor, two dynamics that have historically signaled elevated

market risk. In addition, while S&P 500 earnings estimates have risen more quickly than
index price appreciation, the Semiconductor stocks at the heart of the Al infrastructure
complex have recently outpaced their forward earnings.

However, speculative sentiment today appears far less extreme than at the ends of
past overextended markets. For example, while retail trading activity has recently
increased, it remains below historical and recent highs. Our Speculative Trading Indicator
shows a similar pattern. Likewise, while the IPO calendar has been a major focus of
recent investor conversations, capital markets activity has recently been light relative to
past cycles. Although we expect a record year of issuance in 2026, we view that supply
as arisk rather than a reason for pessimism, and expect corporate equity demand will
outweigh supply this year.
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Exhibit 6: Speculative Trading Indicator is well below Exhibit 7: IPO activity has been relatively modest
recent and historical highs
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Earnings strength has been the key differentiator between the recent market run
and similar narrow rallies in the past, but today’s fundamental outlook also embeds
risks. The increase in energy prices resulting from the closure of the Strait of Hormuz
should result in weaker consumer spending, more pressure on profit margins, higher
inflation, and less Fed easing than we had expected coming into the year. Although our
economists’ base case remains constructive, the downside risks to the economic outlook
also threaten to create the conditions of tightening monetary policy and growth
disappointments that have characterized the ends of past overextended markets.

Exhibit 8: Positive earnings revisions have recently outnumbered negative revisions
Revision breadth calculated based on changes in the last month to consensus FY2 EPS estimates as [(#
pos. revisions - # neg. revisions)/ total revisions]
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Tactically, there are a number of reasons to expect US equity market returns to
moderate in coming months. In addition to the historical signals from Momentum and
the Risk Appetite Indicator, the outlook for decelerating economic activity in coming
months points to decelerating equity market gains. The large recent increases in Al
capex estimates and associated earnings forecasts also create a high bar to sustain the
pace of upward revisions going forward. In addition, historical equity market seasonality,
especially ahead of midterm elections, argues for weaker returns in the months ahead.

However, our base case is for US equities to generate positive returns on net
through year-end. Our US equity Sentiment Indicator currently registers just 0.3,
pointing to modest investor positioning. An improvement in the geopolitical outlook or
dovish shift in rate market pricing would spur further equity market upside. The wide
array of tactical risks around the positive baseline outlook argues for implementing or
hedging views with options, and an outlook for structurally higher volatility adds to that

case.
Exhibit 9: Economic deceleration typically signals smaller, Exhibit 10: Equities typically trade sideways in the months
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Within the equity market, the sectors and stocks with the strongest earnings
revisions have generally outperformed, and we expect this will remain the case
going forward. The likelihood that macro and micro uncertainty remain elevated further
our view that the trajectory of near-term earnings will determine the trajectory of equity
prices.

26 May 2026 7
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Exhibit 11: Stocks with the strongest earnings revisions
have generally outperformed in recent months
sector-neutral, equal-weight portfolios of S&P 500 stocks with
top vs. bottom quintile FY2 EPS revisions
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Exhibit 12: Incremental market cap vs. incremental
earnings since the start of the Al boom
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Among firms involved in the Al build-out, stocks tied to investment in power
infrastructure and the hyperscalers stand out as particularly attractive
opportunities. Among stocks tied to the Al infrastructure build out, these groups, along
with some of the Semiconductors, have experienced the smallest increase in market cap
relative to incremental earnings since the start of the Al boom. While many of the
Semiconductors at the heart of the Al trade have recently benefited from an increase in
valuations, the hyperscalers have collectively rallied by less than the increase in forward

earnings estimates.

Exhibit 13: The recent rally in Semiconductors has
overshot near-term EPS revisions
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Exhibit 14: Average hyperscaler share price returns have
lagged consensus earnings growth
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However, against a backdrop of extremely elevated return dispersion, we believe
investors should manage risks by diversifying portfolios beyond Al infrastructure
companies. The backdrop of narrow market breadth points to continued Momentum

26 May 2026
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factor volatility. In addition, with the earnings season behind us, the most likely positive
macro catalyst in the near-term is an improvement in the geopolitical outlook, which
would create a stronger short-term uplift for cyclical stocks like Consumer Discretionary
companies than for Al companies. Exhibit 16 below shows the companies in our
“insensitive portfolio” with strong recent earnings momentum but minimal correlation to
the Al trade.

Exhibit 15: Return dispersion is elevated relative to history
return dispersion calculated as two times the cross-sectional standard deviation of S&P 500 constituent
trailing returns
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Exhibit 16: Insensitive Portolio

Russell 1000 stocks with low price sensitivity to Al and market pricing of growth, consensus 2026 and 2027 EPS growth of at least 5%,
and upward recent revisions to 2026 and 2027 EPS estimates

S&P 500 earnings

S&P 500 earnings growth was exceptionally strongin Q1 2026. S&P 500 EPS growth
in Q1 2026 is tracking +18% year/year, excluding some idiosyncratic one-time benefits.
Even without the tailwinds from the largest technology stocks, the median S&P 500
company is on track to grow earnings by +14% year/year, the strongest quarterly growth
rate in the past decade outside of the boostollowing the TCJA tax cuts in 2018 and the
COVID reopening period in 2021.
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Exhibit 17: Earnings growth was exceptionally strongin Q1
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We expect much of this earnings strength will continue, with S&P 500 EPS growing
by +24% in 2026 (to $340) and +13% in 2027 (to $385). Our estimates are above the
top-down strategist consensus and similar to the bottom-up analyst consensus. Relative
to bottom-up consensus estimates, we expect a greater contribution to S&P 500
earnings from Al infrastructure beneficiaries, a greater drag from hyperscaler
depreciation expense, and weaker earnings growth from companies outside of the Al
investment complex.

Exhibit 18: GS vs. consensus EPS forecasts
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From a macroeconomic perspective, softening consumer spending and elevated
input cost pressures should create incremental earnings headwinds in coming
quarters for much of the equity market. Recent consumer spending data have been
resilient despite the oil shock largely because of tax refunds resulting from the One Big
Beautiful Bill Act. However, our economists expect that fiscal impulse to fade in coming
quarters, weighing on consumer income growth and spending, particularly among low
income consumers. At the same time, recent inflation readings and corporate
commentary have signaled the risk to profit margins from input cost pressures. Our
top-down macro model for the median S&P 500 company points to limited margin
expansion through 2027.

Exhibit 19: Real US GDP growth impulses Exhibit 20: Input cost pressures on profit margins have
been mounting in recent quarters
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However, we expect macroeconomic earnings headwinds will be more than offset
by the powerful tailwinds from the Al investment boom. The Q1 earnings season led
to another wave of upgrades to hyperscaler capex estimates for 2026 and 2027.
Analysts now forecast capex will grow by 83% this year to $754 billion and by 20% in
2027 to $905 billion. We believe there is upside risk to consensus capex estimates in
2027. Analysts have been too conservative during each of the past three years,
commentary from the hyperscalers reiterated their commitment to strong investment
spending in 2027, and revenue backlogs point to a continued supply/demand imbalance.

26 May 2026 12
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Exhibit 21: Estimates for Al investment spending jumped during the earnings season
includes AMZN, GOOGL, META, MSFT, and ORCL
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We expect the beneficiaries of Al infrastructure investment will account for roughly
half of S&P 500 EPS growth in 2026 and 2027. Semiconductors are the primary direct
earnings beneficiaries of the Al investment boom, and consensus estimates show NVDA
and MU together accounting for a third of S&P 500 EPS growth this year. A number of
tech hardware, industrials, and utilities companies are also receiving large earnings
boosts from the Al build out. Growing hyperscaler depreciation expense will partially
offset the boost to S&P 500 earnings, with a larger impact in 2027 than in 2026.

Exhibit 22: Composition of our S&P 500 EPS growth Exhibit 23: Top 10 contributors to consensus S&P 500 EPS

forecast growth in 2026
S&P 500 Share of Share of S&P 500
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20% Meta Platforms Inc META 2 2 4 1
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15% 12% 13pp 13% Microsoft Corporation MSFT 5 5 8 5
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Source: Goldman Sachs Global Investment Research Source: FactSet, Goldman Sachs Global Investment Research

Beyond the next several quarters, the sustainability of current earnings momentum
will depend on the ability of corporate America to translate current Al investments

26 May 2026 13



Goldman Sachs

US Equity Views

into recurring profits. Large capex investments have led to a divergence between net
income and free cash flow growth, reflecting to some degree a transfer from hyperscaler
earnings in the future to semiconductor and other Al infrastructure companies’ earnings
today. Going forward, aggregate S&P 500 earnings growth will increasingly rely on the
ability of the hyperscalers to generate large returns on those investments. While the Q1
earnings season drove positive revisions to the outlook for hyperscaler revenues and
margins, generating sufficient returns on Al investment spending will ultimately require
that enterprise end users enjoy sufficient productivity gains to justify spending on Al
applications. Based on economy-wide surveys and corporate commentary, enterprise
adoption remains in early stages, but we expect the impact of Al on productivity and
earnings will become increasingly visible in coming years. Our forecasts embed a 0.4 pp
boost to S&P 500 EPS growth from Al productivity this year and a 1.5 pp boost in 2027.

Exhibit 24: Recent S&P 500 net income growth has Exhibit 25: The hyperscaler revenue outlook has recently
outpaced free cash flow growth improved
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Equity valuations

26 May 2026

Our forecasts for a 6% S&P 500 rise to year-end 2026 and an 10% price gain during
the next 12 months embed an expectation for a P/E multiple of 21x, close to the
current level. The P/E multiple today ranks in the 88th percentile relative to the past 40
years but stands in the middle of the recent range extending from 23x in late 2025 to
19x at the market low in March.

Our base case is for earnings to drive the market higher with little change in the
multiple. A relaxation of inflation pressures in coming months should allow for a modest
decline in Treasury yields, supporting equity valuations. However, decelerating economic
and earnings growth, investor skepticism about the persistence of earnings tied to the Al
infrastructure build-out, and continued uncertainty around both Al disruption and the
geopolitical outlook should prevent much valuation multiple expansion. However, while
valuations have been relatively steady during the last two years, flat multiples are not the
historical norm, and we see risks around our forecast in both directions.

14
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Exhibit 26: The S&P 500 trades at 21x 12-month forward Exhibit 27: Sensitivity of S&P 500 price to EPS and
EPS valuation scenarios
o6 EPS scenarios
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From a macro perspective, slowing economic growth and rising interest rates put
pressure on equity valuations, but elevated corporate profitability helps justify
elevated multiples. While valuations screen as elevated vs. history, most metrics remain
far from the extremes reached 25 years ago. In addition, because of the near-record
level of ROE, the S&P 500 P/E of 21x currently registers close to fair value in our models.

Exhibit 28: Equity valuations are elevated relative to the Exhibit 29: Elevated corporate profitability helps support
past several decades but not at historical extremes elevated valuation multiples
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Source: Compustat, Robert Shiller, Goldman Sachs Global Investment Research

From a bottom-up perspective, much of the earnings tied to Al investment
spending warrants a below-average multiple. Compositionally, the Memory stocks
driving a large share of S&P 500 earnings growth this year typically trade at low
valuation multiples due to the cyclicality of their earnings. More broadly, earnings driven
by a temporary investment boom should boost current equity valuations far less than
earnings expected to be generated indefinitely. While some investors believe the Al
investment boom is likely to last long enough that the associated earnings should be
treated as secular, rather than cyclical, profit streams, enough investors remain skeptical
that a major increase in valuation multiples seems unlikely.

26 May 2026
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Exhibit 30: Composition of consensus S&P 500 earnings growth and associated valuations

S&P 500 Share of consensus Median stock

mkt cap S&P 500 EPS forward 12m P/E
Category weight 2025 2027 A Current 10y med
Mega-cap semiconductors 1 % 6 % 12 % 5 pp 27x 26x
Memory 2 1 4 4 9 12
Other semiconductors 5 2 3 1 35 18
Other Al infrastructure 4 3 3 0 31 19
Hyperscalers 18 15 15 (0) 26 24
Rest of the S&P 500 60 73 63 (10) 17 19
S&P 500 100% 100% 100 % 0 pp 18x 19x

Source: FactSet, Goldman Sachs Global Investment Research

The persistent gap between earnings and cash flows for some of the largest tech
stocks should continue to weigh on their earnings multiples as well. The mega-cap
hyperscalers AMZN, GOOGL, META, and MSFT trade at a collective P/E of 24x, near the
low end of their range during the past decade, but at a price/FCF multiple greater than
150x. While last quarter’s reports appeared to give investors incremental confidence in
the likely returns to hyperscaler capex spending, the likelihood of continued capital

intensity in coming years suggests uncertainty around long-term future free cash flows
will remain elevated.

Exhibit 31: Earnings and FCF multiples for the 10 largest Exhibit 32: P/E for the hyperscalers and the median S&P
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The outlook for Al investment spending and earnings creates two-way risk to
valuation multiples. While valuation multiples for many semiconductor companies have
recently expanded, valuations in other parts of the Al infrastructure complex reflect a
healthy skepticism regarding the persistence of current earnings strength. Memory
stocks, for example, continue to trade at P/E multiples historically consistent with much
slower growth than the rates embedded in consensus estimates. As the processes of Al
build-out and Al adoption continue, a widening pool of companies perceived to be
future winners will likely enjoy large boosts to their valuations, but it seems likely that
many others will experience declining valuations as they are affected by Al disruption
risk.
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The biggest question for the valuations of most stocks in the market is the impact of
Al on long-term earnings growth, but that question is unlikely to be resolved any
time soon. One consequence is that near-term earnings will likely continue to be the
primary driver of near-term equity returns. Most of the current value of an equity is

attributable to earnings far in the future. The uncertainty surrounding which companies

will experience long-term earnings uplifts from Al helps explain the practical focus of
most investors on the near-term earnings impact from Al, even if the focus on near-term
earnings creates the risk that investors overvalue the likely long-term earnings benefits

of some Al infrastructure stocks.

Exhibit 33: Memory stock P/E multiples reflect skepticism
regarding the sustainability of current growth rates
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Exhibit 34: Most US equity value is based on long-term
future earnings
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