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T he bulls have been running up the score in the second quarter. Following a 
rough start to 2026, the S&P 500 index has rallied 19.5% since bottoming on March 
30 and closed out May with a year-to date gain of 10.7%. Tension in the Middle East 
remains elevated, but the U.S. stock market, energized by robust corporate earnings 
and runaway enthusiasm for artificial intelligence, continues to climb into record high 
territory.

Investors expecting a stress-free summer should not get their hopes up. As discussed 
in earlier commentaries, mid-term election years tend to be choppy, especially during 
the August-September timeframe. Meanwhile, June promises to be an attention 
grabber with trading activity dominated by the gigantic initial public offering of SpaceX. 
The countdown to next week’s launch has begun. Based on current estimates, the 
company’s valuation could approach $2 trillion – an otherworldly 93 times sales. 
Investors planning to purchase shares should read Extraordinary Popular Delusions 
and the Madness of Crowds – Charles Mackay’s epic account of history’s most 
notorious speculative episodes. SpaceX would certainly deserve a chapter in a 
modern edition. Whatever happens with the IPO, the lift off will be a blast to watch, but 
please do not get intoxicated by the celebratory atmosphere.

It is in booms that the seeds of busts 
are created, and the heroes of one era 
can be the villains of the next. 
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Investor psychology is trending toward a 
euphoric stage, which troubles contrarians. 
The buildout of AI is generating spectacular 
gains for the shares of semiconductor and 
memory-chip businesses profiting from the 
spending spree. For example, the PHLX 
Semiconductor index has experienced its 
best start to a year ever, advancing 82%. 
The top five performing stocks in the S&P 
500 year-to-date are SanDisk +523%, Intel 
+225%, Seagate Technology +195%, Western 
Digital +181%, and Micron Tech +163%. Animal 
spirits are off the charts. Tech’s leading titans 
- Musk, Huang, Altman, and Zuckerberg are 
generating more buzz than the New York 
Knicks. It’s quite the scene.

Here is a stunning statistic. Memory chips are 
now worth more than oil on the world’s stock 
exchanges. Samsung Electronics, SK Hynix, 
and Micron Tech, the three largest memory-
chip manufacturers, have attained stock 
market capitalizations topping $1 trillion. Their 
combined value exceeds that of the top three 
oil giants – Saudi Aramco, Exxon Mobil, and 
Chevron. Chip pricing historically makes oil 
seem stable in comparison. Buyer beware - AI 
will not eliminate the downside of supply and 
demand.

Enough of the old guy talk. Someone 
has to say it. The good news is that the 
stock market continues to offer long-term 
opportunities. Productivity being unleashed 
by AI will enhance the earnings power of 
many industries outside of the overheating 
technology sphere. Most importantly, the bull 
market should have plenty of life remaining. 
It is counter-intuitive, but major bull cycles 
thrive on worry and given the U.S.’s political 
dysfunction and ballooning indebtedness, 
there is lots to go around.

Perhaps the most significant issue to monitor 
during the summer will be Kevin Warsh’s 
transition as the new Chairman of the Federal 
Reserve. The central bank has been in an 
easing cycle, lowering its benchmark Fed-
Funds rate six times since September 2024. 
This accommodative monetary policy has 
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underpinned the stock market’s advance, but 
provoked intense criticism from President 
Trump for failing to be more aggressive.  
Heading into 2026, a broad consensus 
was expecting additional rate reductions, 
particularly when the new Chair took control. 
All bets are off here. The Iran engagement 
has caused supply shortages among 
key commodities and spiked consumer 
price inflation to a level that eliminates the 
probability of near-term rate cuts. Warsh faces 
a tough task. Let’s not dwell on the intricacies 
of central baking. Suffice it to say that lower 
interest rates are better for equities than 
higher. We will be alert for any combination 
of factors that might force the Fed to tighten 
monetary policy.

Lastly, artificial intelligence is also directly 
impacting the financial markets. This can be 
seen in areas such as news dissemination, 
trading, and securities research. Despite all the 
firepower, pricing may become less efficient 
-witness the extreme volatility following news 
releases, sound bites, social media posts, and 
any tidbit of information - true or false. Speed 
does not always enhance decision making.

All of us at Withum Wealth Management 
hope that you have a fun-filled summer. 
Thanks, as always, for your confidence and 
encouragement. Happy 250th Birthday 
USA! ■
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