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2026 US Equity Rotation 

Investors seem to be cooling on US technology stocks after a three year 
stretch of strong returns following the launch of ChatGPT in November 
2022.  Since its recent peak on October 29, 2025, the NASDAQ 100 
Index1 has returned -4.4%, as of February 28, 20262.  

The sell-off in US technology stocks has also impacted the widely 
followed S&P 500 Index, having returned -0.2% over the some time 
period.  In recent years the S&P 500 Index has become increasingly 
sensitive to the performance of the US technology sector, with its weight 
in the Index rising from 25.7% on December 31, 2022, to 36.1% on 
October 31, 20252.

However, as illustrated in Chart 1, the recent weakness of the US 
technology sector has not been felt evenly across the broad US equity 
market.  US small-cap stocks (represented by the S&P Smallcap 600 Index) 
returned 7.6%, from the NASDAQ 100 Index peak on October 29, 2025 
to February 28, 2026. 

While skeptics may argue that a time period of less than four months is 
too short to be considered a durable trend, history suggests otherwise.  
A similar and more durable rotation occurred during the dot-com 
bubble of the early 2000’s.

https://www.lysanderfunds.com/
https://www.lysanderfunds.com/
https://www.linkedin.com/in/ian-marthinsen-cfa-3442a11b/
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2000 US Equity Rotation

On March 29, 2000, the NASDAQ 100 Index peaked following a major run-up in the US technology sector.  
As shown in Chart 2, following the NASDAQ 100 Index peak, there was a similar rotation out of US large-cap 
technology stocks and into US small-cap stocks that proved to be a durable trend. By December 31, 2003, 
following the NASDAQ 100 Index peak, the cumulative performance of the S&P Smallcap 600 Index was 
24%, compared to the -27.0% cumulative performance of the S&P 500 Index.   

Over the longer-term, the small-cap outperformance persisted.  From March 29, 2000 and February 19, 2026 
the S&P Smallcap 600 Index delivered an annualized return of 8.1% compared to 6.0% for the S&P 500 Index. 

Conclusion

The current rotation taking place in the US equity market underscores the importance of diversification, 
not only across asset classes, but also across sectors within an asset class.  

Increasingly, investors are using investment vehicles that mirror broad market indexes to gain exposure to 
different geographies – for example, the S&P 500 Index is a typical proxy for exposure to US equities.  
This approach, although easy to execute, can create the impression of diversification while masking 
underlying sector concentration – notably large cap technology in today’s S&P 500.  Investors may benefit 
by complementing their US large-cap exposure with an allocation to US small-cap equity to enhance 
diversification and potentially achieve better risk-adjusted returns over time.    

Lysander Funds  

Lysander Funds has partnered with Pembroke Management Limited to offer Canadian investors an actively 
managed mutual fund that concentrates on US small-cap and mid-cap equity – Lysander-Pembroke U.S. 
Small-Mid Cap Fund. 
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1 NASDAQ 100 Index is a market-cap weighted index of non-financial companies, which is heavily skewed to 
stocks in the Technology sector.    

2 Source: Bloomberg Finance L.P. 

Disclaimers

This document has been prepared by Lysander Funds Limited (“Lysander”) solely for information purposes. 
Information in this document is not intended to constitute legal, tax, securities or investment advice and is 
made available on an "as is" basis. Lysander does not make any warranty or representation regarding the 
information herein. Information in this document is subject to change without notice. Lysander does not 
assume any duty to update any information herein.  

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund 
investments.  Please read the prospectus before investing. Lysander is the investment fund manager of 
Lysander- Pembroke U.S. Small-Mid Cap Fund (the “Fund”).  Pembroke Management Ltd. (“Pembroke”) is the 
portfolio manager of the Fund. This document is not an invitation to invest in the Fund and does not 
constitute a public offering of sale.  Purchases in the Fund can only be made through an Investment 
Professional on the terms in the applicable Fund’s offering document by eligible investors.  Each purchaser of 
units in a fund may have statutory or contractual right of action.

Nothing in this document should be considered a recommendation to buy, sell or short a particular security.  
Certain information in this document has been derived or obtained from sources believed to be trustworthy 
and/or reliable. Lysander Funds Limited does not assume responsibility for the accuracy, currency, reliability or 
correctness of any such information.   

This document may contain forward-looking statements. Statements concerning a Fund’s or entity’s 
objectives, goals, strategies, intentions, plans, beliefs, expectations and estimates, and the business, 
operations, financial performance and condition are forward-looking statements. The words “believe”, 
“expect”, “anticipate”, “estimate”, “intend”, “aims”, “may”, “will”, “would” and similar expressions and the 
negative of such expressions are intended to identify forward-looking statements, although not all forward-
looking statements contain these identifying words. These forward- looking statements are subject to various 
risks and uncertainties that could cause actual results to differ materially from current expectations. Readers 
are cautioned not to place undue reliance on these forward-looking statements. While Lysander Funds 
Limited considers these risks and uncertainties to be reasonable based on information currently available, 
they may prove to be incorrect. 

Source: TSX © Copyright 2026 TSX Inc.  All Rights Reserved.

®Lysander Funds is a registered trademark of Lysander Funds Limited.
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