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2nd QUARTER 2026 REVIEW AND OUTLOOK 

 

Overview  

The second quarter of 2026 was defined by the market's ability to look beyond 
significant geopolitical and policy uncertainty. While the quarter included escalating 
tensions in the Middle East, elevated inflation concerns, and a transition in Federal 
Reserve leadership; resilient corporate earnings, a healthy labor market, and 
improving market breadth ultimately drove a strong recovery across most asset 
classes. 
 
Equity markets rebounded sharply from first-quarter weakness. The S&P 500 
gained 15.2%, while the Equal Weight S&P 500 rose 11.4%. Small-cap equities also 
participated meaningfully, with the Russell 2000 returning 21.4%, while developed 
international and emerging markets gained 11.1% and 24.1%, respectively; 
reflecting a meaningful broadening in market leadership beyond the largest 
technology companies.  
 
Fixed income markets also proved resilient despite higher inflation expectations 
and shifting Federal Reserve policy expectations. Higher starting yields helped 
cushion returns as the Bloomberg U.S. Aggregate Bond Index gained 0.7%, while 
municipal bonds rallied 2.5% on improving supply-demand dynamics. Credit 
spreads narrowed throughout the quarter, supporting positive returns across most 
corporate bond sectors. 

 
 Economic conditions remained relatively stable despite heightened uncertainty. 
Growth moderated but remained positive, labor markets continued to exhibit a "low 
hiring, low firing" dynamic, and inflation remained elevated largely due to higher 
energy prices stemming from the conflict in Iran. By quarter-end, however, easing 
geopolitical tensions and a sharp decline in oil prices helped alleviate some inflation 
concerns while economic activity continued to demonstrate resilience. 
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The policy backdrop evolved meaningfully during the quarter as Kevin Warsh assumed leadership 
of the Federal Reserve. While the Fed left interest rates unchanged, policymakers adopted a more 
patient stance as inflation remained above target, leading markets to price in a higher-for-longer 
interest rate environment. Warsh also announced five task forces to review key aspects of the 
Federal Reserve's policy framework, marking the beginning of what is expected to be a broader 
reassessment of monetary policymaking.  

 

FINANCIAL MARKETS SUMMARY 
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FINANCIAL MARKETS – EQUITY SECTOR RETURNS 

 

FINANCIAL MARKETS – EQUITY RELATIVE RETURNS 
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In Q2, the performance between large (+15.2%) and small caps (+21.4%) continued to diverge 
primarily on small cap multiple expansion. While large cap companies posted stronger relative 
earnings growth (20% vs 11%), small caps demonstrated relative outperformance overall.  

Domestic (+15.2%) vs. International (+11.1%) both posted healthy returns in Q2 as much of the Q1 
rhetoric of the U.S.-Iran conflict calmed. The tech-heavy nature of the domestic equity market on 
the back of another strong quarter of earnings and the continuing AI momentum saw a notable 
performance gap relative to developed international markets.  

Value (+13.8%) underperformed Growth (+16.6%) on relative earnings growth and a higher 
exposure to tech in the Growth segment of the market. Of note, Value Tech increased over 80% for 
the quarter driven largely by semiconductor names which accounted for 9.4% of the index’s 13.8% 
quarterly return. 

FINANCIAL MARKETS – BONDS, RATES, AND CURRENCIES 

 

 

 

 

 



 
 

Page 5 of 9 (disclosure on final page) 
 

FINANCIAL MARKETS – REAL ASSETS 

 

ECONOMICS - GDP 

Q2 growth estimates diverged across Federal Reserve models, with the New York Fed Nowcast at 
2.7% and the Atlanta Fed GDPNow at 1.3% (annualized). 

Survey-based data has become increasingly noisy amid geopolitical uncertainty, contributing to the 
widening gap in estimates. Nonresidential fixed investment continues to bolster growth forecasts.  
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ECONOMICS – ENERGY SHOCK 

Economic data has consistently surprised to the upside in recent months, helping keep the 10-year 
Treasury yield elevated. As growth expectations improve, markets have reduced expectations for 
near-term Fed easing, reinforcing the "higher for longer" interest rate narrative. 

 

ECONOMICS - INFLATION 

Headline inflation decelerated at quarter-end, with CPI rising 3.5% year-over-year in June, down 
from 3.8% in May. Lower energy prices were a key driver, dragging the headline number 0.43% 
lower. 

Core inflation, which excludes food and energy, increased 2.6% year-over-year, coming in slightly 
below the 2.9% consensus forecast. 
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ECONOMICS – LABOR MARKET 

The labor market continues to muddle along with modest net gains in payrolls for the quarter. 
Companies have not laid off workers en masse, reflecting a rangebound unemployment rate for the 
last number of quarters. 
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POLICY - GEOPOLITICS 

Escalating conflict in the Middle East effectively shut down the Strait of Hormuz early in the 
quarter, disrupting one of the world's most critical energy transit routes and sharply reducing 
vessel traffic. 

Although a ceasefire enabled a partial recovery in tanker crossings, traffic remained far below pre-
conflict levels through quarter-end. 

 

POLICY – MONETARY 

Kevin Warsh was sworn in as Federal Reserve Chair during the quarter and used his first press 
conference to announce five task forces aimed at reviewing key aspects of monetary policymaking. 
The groups will examine areas including Fed communications, balance sheet policy, economic data, 
artificial intelligence, and inflation, with recommendations expected by year-end.  
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IMPORTANT DISCLOSURES 
The information in this report was prepared by Taiber Kosmala & Associates, LLC. Opinions represent TKS’ and IPIS’ opinion as of 
the date of this report and are for general information purposes only and are not intended to predict or guarantee the future 
performance of any individual security, market sector or the markets generally. IPI does not undertake to advise you of any change in 
its opinions or the information contained in this report. The information contained herein constitutes general information and is not 
directed to, designed for, or individually tailored to, any particular investor or potential investor. 
This report is not intended to be a client-specific suitability analysis or recommendation, an offer to participate in any investment, or a 
recommendation to buy, hold or sell securities. Do not use this report as the sole basis for investment decisions. Do not select an 
asset class or investment product based on performance alone. Consider all relevant information, including your existing portfolio, 
investment objectives, risk tolerance, liquidity needs and investment time horizon. 
This communication is provided for informational purposes only and is not an offer, recommendation or solicitation to buy or sell any 
security or other investment. This communication does not constitute, nor should it be regarded as, investment research or a research 
report, a securities or investment recommendation, nor does it provide information reasonably sufficient upon which to base an 
investment decision. Additional analysis of your or your client’s specific parameters would be required to make an investment decision. 
This communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance of 
any client or portfolio and is not presented as suitable to any other particular client or portfolio.  Securities and investment advice 
offered through Investment Planners, Inc. (Member FINRA/SIPC) and IPI Wealth ManagementSM, 226 W. Eldorado Street, Decatur,  IL 
62522. 217-425-6340. 
 


