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Q2 2026 Market Summary
The second quarter delivered an exceptionally strong rebound for equity markets, with U.S. stocks 
posting their best quarterly gains since 2020. While large-cap technology companies once again 
played a significant role in driving returns, market leadership broadened considerably. Small-cap 
stocks enjoyed one of their strongest quarters in years, while software companies recovered much 
of their first-quarter weakness. Strength also extended to several industrial and cyclical areas of the 
market. In contrast, energy, chemicals, utilities, and several consumer-oriented sectors lagged.

Artificial intelligence remained the dominant invest-
ment theme throughout the quarter, with little evi-
dence that the unprecedented pace of capital spending 
is slowing. Corporate earnings reports from many of 
the largest technology companies continued to high-
light robust demand for computing power, semicon-
ductors, memory, and data center infrastructure, rein-
forcing expectations that the AI buildout remains in 
its early stages. The market also continued to reward 
companies supplying the “picks and shovels” of the 
AI ecosystem, including businesses involved in power 
generation, cooling systems, networking equipment, 
and data center construction. 

At the same time, investors remained focused on sev-
eral longer-term questions surrounding the AI invest-
ment cycle, including whether these extraordinary 
capital expenditures will ultimately generate attractive 
returns, how quickly AI applications can be monetized, 
increasing competition from open-source and Chinese 

Total Returns Q2 2026

US Stocks

S&P 500 15.2%

S&P 500 Equal Weight 11.4%

Nasdaq Composite 21.6%

Russell 2000 21.5%

International Stocks

MSCI World Ex-US 13.9%

MSCI Emerging Markets 24.2%

Fixed Income

Bloomberg US Agg Bond Index 0.7%

Short-Term Treasuries 0.4%

Other

Gold -12.6%

Bitcoin -13.4%

Return figures from FactSet; Q2 2026 data as of 6/30/2026
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models, and the evolving regulatory landscape. Those 
concerns periodically contributed to bouts of volatility 
within some of the market’s highest-flying technology 
stocks.

Geopolitical developments also remained an import-
ant focus for investors. The conflict in the Middle 
East spent much of the quarter moving unevenly to-
ward a diplomatic resolution. Military action between 
the United States and Iran continued until an April 
ceasefire, although sporadic fighting persisted in the 
weeks that followed, and shipping through the Strait 
of Hormuz remained significantly disrupted. While 
markets generally expected the two sides would even-
tually return to negotiations, meaningful diplomatic 
progress did not emerge until June, when a memoran-
dum of understanding provided a framework for fur-
ther de-escalation. With that MOU in place, investors 
largely discounted the likelihood of a renewed military 
escalation by quarter-end. As tanker traffic gradual-
ly resumed and concerns over prolonged supply dis-
ruptions eased, crude oil prices retreated significantly 
from their earlier highs, with year-end oil futures fall-
ing back below $70 per barrel.

The Federal Reserve also remained in focus through-
out the quarter, particularly following the transition 
to new Chair Kevin Warsh. While investors looked for 
clues that the change in leadership might signal a shift 
in monetary policy, the June FOMC meeting was gen-

erally viewed as more hawkish than anticipated. Al-
though Chair Warsh offered little forward guidance re-
garding the future path of interest rates, he emphasized 
the committee’s unanimous commitment to restoring 
price stability. His inaugural meeting also suggested 
a meaningful shift in the Fed’s communication strat-
egy, with shorter policy statements and less emphasis 
on signaling future policy decisions.  Throughout the 
quarter, numerous Federal Reserve officials likewise 
stressed that inflation remained above the Fed’s long-
term target and voiced concern that higher energy 
prices could complicate the inflation outlook, even as 
the labor market showed signs of stabilizing. By quar-
ter-end, markets had largely abandoned expectations 
for additional policy easing, with futures markets in-
stead pricing in nearly a full quarter-point rate increase 
before the end of 2026.

Corporate America also continued to deliver impres-
sive results. First-quarter earnings season substantial-
ly exceeded expectations, with S&P 500 companies 
reporting earnings growth of 28.6% year-over-year, 
more than double the approximately 13% growth an-
alysts had expected at the end of the first quarter and 
the strongest pace since the fourth quarter of 2021. Ev-
ery sector of the S&P 500 reported positive earnings 
growth, led once again by technology companies ben-
efiting from the continued AI investment cycle. Expec-
tations heading into the second-quarter reporting sea-
son remained constructive, with analysts continuing 
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to forecast healthy profit growth against a solid eco-
nomic backdrop, although higher energy input costs 
remained a modest headwind for certain industries.

The broader economy likewise continued to demon-
strate resilience. Payroll growth exceeded expecta-
tions for much of the quarter, jobless claims remained 
historically low despite sporadic corporate layoff an-
nouncements, and consumer spending continued to 
hold up well. Inflation remained above the Federal 
Reserve’s 2% target, though there was limited evidence 
that higher energy prices had begun feeding more 
broadly into core inflation. At the same time, consum-
er sentiment remained notably weak, with households 
continuing to express concerns about elevated prices 
and future job availability despite generally favorable 
economic data.

Finally, capital markets experienced a notable resur-
gence during the quarter. Initial public offerings, sec-
ondary stock offerings, and other equity issuance sur-
passed $250 billion during the first half of the year, 
exceeding the previous record set during the post-pan-
demic boom of 2021. The reopening of the equity capi-
tal markets was highlighted by SpaceX’s record-setting 
$86 billion initial public offering, the largest in history, 
and Alphabet’s $85 billion secondary share offering, 
while an active pipeline of additional IPOs, including 
a potential public debut by Anthropic later this year, 
suggests the trend may continue. Although companies’ 
renewed willingness to raise equity reflects improving 
confidence in capital markets, the rapid increase in 
new stock supply has prompted investors to consider 
whether demand will remain sufficient to absorb the 
growing wave of offerings.

A Different Kind of Expansion

One of the challenges in writing about the current en-
vironment is that the economy does not fit neatly into 
a simple narrative. It is clearly not “booming” in the 
traditional sense. Growth has moderated, hiring has 
slowed, inflation remains above the Federal Reserve’s 
target, and many households are still dealing with the 
cumulative impact of higher prices over the past sev-
eral years. At the same time, it would be hard to call 
the economy weak. Corporate earnings remain resil-
ient, unemployment remains low, aggregate business 
investment remains strong, and equity markets have 
continued to push higher despite periodic bouts of 
volatility.

This tension has made the current cycle unusually dif-
ficult to interpret. KKR’s Mid-Year Outlook recently 
described the environment as a “divergence conun-
drum” – a useful phrase because it captures what many 

The Divergence Conundrum

Source: KKR 2026 Mid-Year Outlook
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investors are seeing but may struggle to reconcile. The 
economy looks relatively healthy in aggregate, but the 
underlying experience is increasingly uneven. Large, 
cash-rich companies have generally been better posi-
tioned to absorb higher rates and continue investing, 
while smaller, more rate-sensitive, or highly leveraged 
businesses still face a less forgiving environment. High-
er-income households continue to spend, while lower- 
and middle-income households are more constrained 
by food, insurance, housing, and energy costs. (If you 
have heard references to a “K-shaped economy,” this is 
the kind of divide people are talking about.) AI-related 
businesses are attracting enormous capital, while oth-
er areas of the economy are growing more slowly or 
struggling outright.

Resilient, But Uneven

One reason this environment has been so difficult to 
interpret is that aggregate data are doing more work 
than usual. Measures such as consumer spending, em-
ployment, and corporate profits remain healthy, but 
they increasingly reflect strength in the parts of the 
economy with the greatest financial flexibility. That 
does not make the data wrong, but it does mean inves-
tors need to be careful about the conclusions they draw 
from them.

Consumer spending is a good example. From a top-
down perspective, households still appear reasonably 
resilient. But that resilience is not evenly distributed. 
Higher-income households have benefited from rising 
asset values, higher interest income, and stronger bal-
ance sheets. They also account for a disproportionate 
share of total spending, which means aggregate con-
sumption can remain solid even if many lower- and 
middle-income households feel far more constrained 
by food, insurance, housing, and utility costs.

A similar issue exists in corporate data. Strong earn-
ings and high profit margins are important, and they 
help explain why equity markets have held up so well. 
That said, they are not a perfect read-through for every 
business. Companies with strong balance sheets, pric-
ing power, and access to capital are operating in a very 

different environment from firms that are highly lever-
aged, rate-sensitive, or dependent on more price-sen-
sitive consumers.

This is one reason the Federal Reserve’s job has become 
more complicated. Monetary policy is a blunt tool, but 
the economy is increasingly specific. Higher interest 
rates can slow housing activity, put pressure on small 
businesses, and weigh on lower-income consumers, 
yet they may have far less impact on the capital spend-
ing decisions of the largest technology companies. 
BlackRock made this point well in its midyear outlook, 
noting that interest rates may not function as the same 
portfolio or economic tool they did in prior regimes, 
particularly in an environment shaped by fiscal sup-

Cumulative Demographic Inflation Rate Gap
(Percentage Points)

Note: Smoothed demographic inflation gaps are calculated as demographic inflation 
less overall inflation. Data as at March 31, 2026. Source: KKR 2026 Mid-Year Outlook

Net Worth Growth by Income Cohort (USD trillions)
Cumulative Growth from 4Q19 by Pre-Tax Income Cohort

Source: JP Morgan Guide to the Markets, BEA Data as of June 30, 2026



5

withumwealth.com See important disclosures on last page

port, demographics, deglobalization, and a massive 
AI-related capital cycle.

The labor market offers another example of why this 
environment requires more nuance than usual. Hiring 
has clearly slowed, and in prior cycles that would have 
been a cleaner warning sign. Today, however, slower 
labor-force growth, reduced immigration, and an ag-
ing workforce mean the economy may not need the 
same pace of job creation to keep unemployment low. 
Companies are hiring more cautiously, but layoffs re-
main relatively contained, while technology and auto-
mation may allow some businesses to support output 
without adding as many incremental workers. Black-
Rock’s research shows that employment growth and 
output growth have become increasingly disconnect-
ed across industries, with some sectors growing with-
out hiring, some continuing to add workers because 
demand is less cyclical, and others struggling on both 
fronts. The result is a labor market that has cooled, but 
has not broken — and one that is not weakening in a 
straightforward or uniformly recessionary way.

Put simply, the economy is still expanding, in a less 
uniform way than investors became accustomed to in 
prior cycles. That does not eliminate risk, but it does 
change the way we think about it. A slowdown in one 
area does not necessarily imply weakness everywhere, 
and strength in one area should not be mistaken for 
broad-based strength across the entire economy.

The New Capital Cycle

The clearest example of the economy’s changing en-
gine is the extraordinary level of investment taking 
place around artificial intelligence. AI remains the 
dominant market narrative, but it is important not to 
view it only through the lens of a handful of technolo-
gy stocks. The current AI buildout requires semicon-
ductors, memory, servers, data centers, networking 
equipment, power generation, electrical infrastruc-
ture, cooling systems, and enormous amounts of con-
struction. In practical terms, AI has become a capital 
investment cycle.

J.P. Morgan estimates that capital expenditures from 
the major AI hyperscalers—Alphabet, Amazon, Meta, 
Microsoft, and Oracle—could rise from $416 billion 
in 2025 to $758 billion in 2026, with further increases 
projected in 2027 and 2028. These numbers are large 
enough to matter for the broader economy. The spend-
ing does not remain confined to Silicon Valley; it flows 
through construction projects, utility upgrades, semi-
conductor supply chains, industrial equipment orders, 
and credit markets. 

This helps explain why the economy in aggregate has 
not responded to higher rates exactly as many inves-
tors expected. For the largest technology companies, 
the investment decision is less about whether rates are 
4% or 5% and more about whether AI infrastructure is 
strategically — or even existentially — necessary. Many 
of these companies generate extraordinary cash flows 
and have strong balance sheets, which give them flex-
ibility that smaller or more-leveraged companies lack. 
Just as importantly, they appear to view underinvest-
ment as a greater long-term risk than overinvestment.

Hyperscalers’ Cash Flow and Capex
% of sales

Source: JP Morgan Guide to the Markets, BEA Data as of June 30, 2026
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That said, the scale of spending raises an important 
question: will the eventual productivity benefits justify 
the investment? The spending is easy to see; the pay-
off is harder to measure. Businesses are clearly exper-
imenting with AI, automating tasks, improving work-
flows, and investing in data infrastructure. Some firms 
are even beginning to track AI usage itself, including 
the number of “tokens” consumed by employees or 
software agents, as a proxy for adoption and productiv-
ity. This has led to a new term in Silicon Valley, “token-
maxxing,” which describes the tendency to maximize 
AI usage and treat that usage as proof of progress. The 
problem, of course, is that activity is not the same as 
output. A company can generate more prompts, run 
more agents, or spend more on AI tools without neces-
sarily producing better work, serving more customers, 
or earning a higher return on capital. AI adoption is 
clearly underway, but investors should be careful not 
to confuse adoption metrics with realized productivity 
gains.

The fact that adoption is outpacing measured produc-
tivity should not be surprising. Major technologies of-
ten require years of complementary investment before 
their full economic benefits become visible. Electric-
ity did not transform manufacturing simply because 
factories installed electric motors; factories had to be 
redesigned around electricity. The internet did not im-
mediately produce a productivity boom; companies 
needed broadband, software, logistics systems, digital 
payments, and new business models. AI may follow a 

similar path: the first phase is infrastructure-heavy and 
expensive, while productivity benefits arrive later as 
businesses learn to reorganize around the technology.

For now, we think investors should remain both opti-
mistic and humble. The optimistic case is that AI will 
eventually enable companies to produce more output 
with fewer incremental resources, supporting prof-
it margins and economic growth. The more cautious 
view is that not every company spending heavily today 

U.S. Large-Cap vs. Small-Cap Efficiency Gains
Real Revenue Per Worker

Data as at April 30, 2026.  
Source: Wells Fargo Securities, FactSet, KKR Global Macro & Asset Allocation analysis.
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will earn an attractive return, and not every perceived 
AI beneficiary will remain a winner. There will like-
ly be overinvestment in some areas, disappointment 
in others, and periodic bouts of volatility as investors 
question the pace or profitability of the buildout.

We are already seeing some of that selectivity in mar-
ket leadership. For the past several years, investors 
have associated AI exposure primarily with the largest 
technology platforms. More recently, market leader-
ship has broadened to include companies benefiting 
from AI-related spending, such as semiconductors, 
memory, hardware, power, and infrastructure. While 
the hyperscalers are still expected to generate strong 
earnings growth, their stocks have not been reward-
ed as much recently, as investors increasingly focus on 
rising capital expenditures, equity issuance, and debt 
financing. The AI story remains powerful, but it is be-
coming more selective and more complicated. That 
does not necessarily mean the market is in a bubble. It 
does mean expectations have risen, and when expecta-
tions rise, even strong companies can experience vola-
tility if the rate of improvement slows.

Strong Profits, Higher Expectations

The good news is that markets have not been supported 
by enthusiasm alone. Earnings have been remarkably 
strong, with S&P 500 earnings tracking toward rough-
ly 24% growth in 2026, and profit margins projected 
to remain near historically elevated levels. JPMorgan’s 
Gabriela Santos describes the recent strength as driven 
by “strong earnings, not a strong economy,” which is 
a useful distinction: equity markets can perform well 
even in a modestly growing economy if corporate prof-
its continue to expand.

At the same time, valuation and concentration risks 
should not be dismissed. The ten largest companies 
now account for nearly 38% of the S&P 500’s market 
capitalization and roughly one-third of index earnings. 
Unlike the late 1990s, today’s largest companies are 
highly profitable and cash-generative, so concentra-
tion alone does not prove that markets are speculative. 

Still, it does mean the index is increasingly dependent 
on a relatively small group of companies continuing to 
execute well.

That creates a subtle but important portfolio-construc-
tion issue. After several years of strong equity returns, 
portfolios can naturally drift toward greater equity, 
U.S., and large-cap growth exposure than originally in-
tended. In the portfolios we manage, we monitor those 
shifts closely and rebalance when appropriate. In tax-
able accounts, however, the decision is not always as 
simple as selling appreciated positions, since reducing 
concentration or bringing a portfolio back toward tar-
get may need to be weighed against the cost of realiz-
ing capital gains. In those cases, we discuss the trade-
offs with clients and seek thoughtful ways to manage 
risk over time. The broader point is that recent winners 
should not be allowed to quietly reshape a portfolio’s 
risk profile without careful consideration.

S&P 500 Profit Margins
Quarterly Earnings / Sales

Source: JP Morgan Guide to the Markets, BEA Data as of June 30, 2026
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This is where we think discipline becomes especially 
important. It would be easy to look at the strength in 
equity markets and conclude that the risks have largely 
passed. It would be just as easy to look at consumer 
frustration, higher borrowing costs, and uneven la-
bor-market data and conclude that a recession is in-

evitable. We do not think either interpretation is quite 
right. The better conclusion is that this remains an en-
vironment with real opportunity, but also one where 
investors should be careful not to extrapolate the stron-
gest parts of the market to the entire economy.

Closing Thoughts

The economy’s foundation is sturdier than many expected, but the sources of strength differ from prior cycles. 
AI investment is real, yet the ultimate productivity payoff remains uncertain. Corporate earnings are strong, but 
expectations are elevated. Consumers are still spending, though the economic experience varies widely by in-
come and balance sheet strength. In that environment, the right response is not to chase every new theme, react 
to every headline, or make dramatic all-or-nothing portfolio calls. It is to remain disciplined, diversified, and 
intentional — participating in long-term growth where it is occurring while ensuring that your portfolio remains 
aligned with your goals, risk tolerance, tax situation, and time horizon.

Summer can be a good time to step back and revisit those questions. Market conditions change, personal circum-
stances evolve, and even well-constructed portfolios benefit from periodic review. In some cases, that conver-
sation may involve rebalancing. In others, especially in taxable accounts, it may involve weighing concentration 
risk, capital gains, cash needs, and broader planning considerations. As always, please reach out to your advisor 
if you would like to review how these themes may apply to your portfolio or financial plan.

Wishing you and your family a restful, enjoyable summer.
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Important Disclosure Information: Please remember that past performance may not be indicative of future results.  Different types of investments 

involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product 

(including the investments and/or investment strategies recommended or undertaken by Withum Wealth Management (“WWM”), or any non-invest-

ment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical perfor-

mance level(s), be suitable for your portfolio or individual situation, or prove successful.  Due to various factors, including changing market conditions 

and/or applicable laws, the content may no longer be reflective of current opinions or positions.  Moreover, you should not assume that any discussion 

or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from WWM.  WWM does 

not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information prepared by any 

unaffiliated third party, whether linked to WWM’s web site or newsletter or incorporated herein and takes no responsibility for any such content. All 

such information is provided solely for convenience purposes only and all users thereof should be guided accordingly.  To the extent that a reader has 

any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the 

professional advisor of his/her choosing. WWM is neither a law firm nor a certified public accounting firm and no portion of the newsletter content 

should be construed as legal or accounting advice.  A copy of the WWM’s current written disclosure Brochure discussing our advisory services and 

fees is available for review upon request or at www.withumwealth.com.  If you are a WWM client, please contact us in writing, if there are any changes 

in your personal/financial situation or investment objectives for the purpose of reviewing, evaluating, or revising our previous recommendations and/

or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory services.  Unless, and until, you 

notify us, in writing, to the contrary, we shall continue to provide services as we do currently. Please also remember to advise us if you have not been 

receiving account statements (at least quarterly) from the account custodian. 

WEALTH MANAGEMENT

Need More Information? Please do not hesitate to contact a member of the Withum Wealth 
Management team with any questions or concerns:

T (732) 450 0147
infowwm@withumwealth.com
withumwealth.com


