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MARKET REBOUNDS FROM A VOLATILE FIRST QUARTER 

US equities moved higher through the first six months of 2026, with the 

S&P 500 Index returning +10.2% through June 30th.  The rebound 

followed a -4% decline in the first quarter after the Iran war’s start.  The 

war has strained global oil supplies, driving energy prices higher and 

renewing concerns about inflation.  Headline inflation, as measured by 

the consumer price index, jumped to 4.2% in May, well above the Federal 

Reserve’s 2% target.  Higher prices and the rapid adoption of new 

technology have weighed on consumer sentiment, which remains near 

historic lows, although they have been a boon for corporate America.  US 

markets climbed on strong corporate earnings, expectations for 

continued growth, and accelerating investments in artificial intelligence 

(AI).  The outlook for the remainder of 2026 brightened considerably 

following the June 14th announcement that the US and Iran would 

negotiate a preliminary deal to end the war. 
 

WILL LOWER ENERGY PRICES EASE INFLATION? 

While the Iran war was a main cause of 2026’s higher inflation, prices 

have been elevated for some time.  Inflation surged following supply 

shocks related to the COVID-19 pandemic and has yet to fully stabilize.  

Core inflation, which excludes food and energy prices, has remained 

stubbornly high because of tariffs, limited housing supply, and a tight 

labor market.  A resolution in Iran, assuming one is reached, should ease 

energy prices and headline inflation, but the underlying pressures on 

core inflation are likely to persist, challenging the new chair of the 

Federal Reserve.  

 

Market View

Market Indicators 6/30/2026

US Stock Markets: 12 Mos Year-to-Date

S&P 500 Index 22.3% 10.2%

S&P 500 Equal Weight Index 19.2% 12.1%

Dow Jones Industrial Average 20.6% 9.8%

S&P 400 Mid Cap Index 25.9% 17.3%

Russell 2000 Small Cap Index 40.9% 22.7%

International Stock Markets:

ETF Returns in US dollars ($)

EAFE Index 
(Europe, Australia, Asia, Far East)

20.2% 9.9%

Japan (MSCI Index) 29.8% 16.1%

China (FTSE 50) -12.5% -16.9%

Emerging Markets Index 44.6% 25.7%

US Fixed Income Yields: 12/31/2025 6/30/2026

6-Month US T-Bill 3.59% 4.01%

2-Yr US T-Note 3.47% 4.14%

10-Yr US T-Note 4.18% 4.44%

TOTAL RETURN
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NEW FED CHAIR CONFRONTS A DIFFICULT OPENING ACT 

Kevin Warsh became the Fed’s chair on May 22nd.  Mr. Warsh previously served on its board of governors from 

2006 to 2011.  He built his reputation as an inflation “hawk,” supporting higher interest rates and prioritizing 

low, stable inflation.  Just before his nomination as Fed chair, Mr. Warsh shifted toward a more “dovish” policy 

stance, publicly supporting lower interest rates by arguing that AI-driven productivity gains will eventually 

reduce overall price levels.  This helped earn him President Trump’s nomination and left investors uncertain 

about his approach to rates.  At his first meeting in June, the Fed left interest rates unchanged, but policymakers 

raised their inflation forecasts and projected at least one rate increase before year-end.  This suggested that, at 

least for now, Mr. Warsh remains willing to prioritize inflation control over lower rates.  
 

STRONG EARNINGS SUPPORT HIGHER STOCK PRICES 

AI was the most powerful driver of the US stock market in 2025 and remains an important contributor in 2026.  

A significant portion of the market’s performance is driven by the 

semiconductor industry, which designs, manufactures, and supplies 

the chips essential to AI-related products.  However, non-tech 

companies also delivered strong earnings.  In the most recent quarter, 

about 85% of companies in the S&P 500 reported earnings above 

consensus expectations, helping to drive the market higher.  
 
Anxiety has accompanied the market’s rise.  Workers fear displacement 

and a dramatically different job market in an AI-driven economy, 

contributing to historically low consumer sentiment.  Meanwhile, 

investors worry whether the huge investments in AI infrastructure will 

generate sufficient returns to justify the spending.  Some commentators 

fear a dot-com-style bubble, despite reported earnings that continue to 

impress.  
 

HOW TO POSITION PORTFOLIOS 

One of the greatest advantages long-term investors possess is time.  A sufficiently long time horizon allows 

investors to withstand periods of volatility and participate in the long-term growth of corporate earnings.  We 

continue to believe a disciplined investment approach built on a diversified portfolio of publicly traded 

companies with strong financial characteristics, an appropriate allocation to fixed income, and carefully selected 

mutual funds is best equipped to weather a wide range of potential market environments.  
 

CONCLUSION 

Large investments in AI-related projects are expected to continue and are increasingly financed through equity 

or debt.  Higher interest rates would make these projects more expensive.  The concentration of market 

performance in semiconductor-related companies is a risk worth monitoring.  However, most major US 

companies continue to post impressive results, supporting higher future expectations and market performance.  

We believe long-term investors remain well positioned to participate in the growth of corporate earnings 

through the market cycle.  
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