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Key Themes
Key Themes Commentary

Market Update

Despite some recent volatility, stocks have rebounded from March lows as strong company 
earnings and continued economic resilience have driven stock prices higher in the face of 
ongoing geopolitical uncertainty. Earlier volatility and divergence in returns was associated 
with AI disruption concerns, market concentration and stretched valuations, and more 
recently, the Middle East conflict. The  divergence in performance across asset classes 
underscores the importance of diversification over concentration and a disciplined approach 
to rebalancing. B ond yields have more recently bounced higher as inflation expectations have 
risen on the back of elevated energy prices .

The Economy

Despite geopolitical uncertainty, underlying economic growth has been more robust than 
anticipated and GDP estimates have been revised higher, with the economy currently 
expected to expand 2.4% in 2026. D ata continues to indicate positive momentum, and the 
probability of a near - term recession has reduced. The labor market appears to be stabilizing, 
and m easures point to ongoing consumer spending backed by strong household balance 
sheets. Increased AI adoption is likely to drive enhanced productivity. We are closely 
watching inflation and the impact of elevated energy prices. With uncertainty around energy 
prices, we believe the Fed is in wait - and - see mode, with a bias towards lower interest rates.  

Asset Class 
Outlook

The current economic backdrop may be supportive for stocks, though we are conscious of 
inflation, stretched valuations, and stock market concentration. International and emerging 
market stocks trade at a discount to the U.S. market and may be supported by fiscal policies,  
intra - region trade dynamics, and continued AI investment. Bond yields are relatively 
attractive, with our preferred bond funds yielding mid -  to high - single digits. We believe 
alternative investments may offer attractive risk - adjusted return potential.



Mission Wealth Actions

• The ongoing divergence in performance across asset classes continues to provide 
us with enhanced rebalancing opportunities . 

➢ Ahead of 2025, we were trimming Growth stocks and adding to Value, 
international, and emerging markets.

➢ In the first quarter of 2026, we were trimming international and Value in favor of 
Growth stocks. 

• We believe broad diversification, disciplined investment decision - making, and a 
focus on the long term are critical to portfolio performance.

• Where appropriate, we have taken the opportunity to tax - loss harvest select 
positions to enhance our clients’ after - tax returns . 

• We are constructive on bonds . Many of our preferred bond funds yield  mid -  to 
high - single digits , and the current yield is the strongest determining factor for 
forward - looking bond total returns . 

• We continue to favor alternative investment strategies , which we believe offer 
attractive risk - adjusted returns and limited correlation to public markets. 



Part 1: Market Update



Market Update

Stocks Bounce Back

• Despite some recent volatility, stocks have rebounded from March lows, as strong 
company earnings and continued economic resilience have driven stock prices 
higher in the face of ongoing geopolitical uncertainty . 

• The economy has done better than anticipated , and positive company earnings 
have helped underpin investor sentiment. 

• Earlier volatility and divergence in returns were associated with AI disruption 
concerns, market concentration,  and stretched valuations, and more recently, the 
Middle East conflict . 



Market Update

Stock Performance in Perspective

• Stock market volatility should be expected. Despite average  intra - year declines of 
- 14.2%, annual returns have historically been positive 76% of the time. Staying fully 
invested and focused on the long haul is critical to investment success.



Market Update

Stock Performance In Perspective

• Stay Invested. Historically, U.S. stocks have not ended a calendar year with a 
negative return at current intra - year drawdown levels ( - 9%). 



Market Update

Divergence in Returns

• Mag 7 stocks have underperformed the broad S&P 500 year - to - date, though have 
closed the distance after bottoming in March. 

• Underscores the importance of diversification over concentration .



Market Update

Divergence in Returns

• Value stocks outperformed 
Growth stocks through March; 
Growth outperformed Value 
thereafter. 

• Small Caps outperformed Large 
Caps through March; Large Caps 
outperformed Small Caps post -
March.

• International & Emerging 
Markets outperformed U.S. 
stocks through March; U.S. 
stocks have outperformed 
International since. 

➢ This divergence in returns 
underscores the importance of 
broad - based portfolio 
diversification and a disciplined 
approach to rebalancing . 



Market Update

Earnings Driving Returns

• YTD, stock market returns can be attributed to earnings growth , not multiple 
expansion. 

• P/E multiples have declined YTD , while stock prices broadly haven’t kept pace with 
positive adjustments to earnings expectations. 

• This is a healthy development, with broad - based earnings growth witnessed across 
sectors and market caps. 



Market Update

Earnings Driving Returns

• S&P 500 earnings growth for Q1 ’26 is tracking near +28% , with 84% of companies 
reporting earnings above estimates .  

• In aggregate, companies are reporting earnings 18% above estimates . 



Market Update

Earnings Driving Returns

• In contrast to historic norms, data shows analysts are raising S&P 500 earnings 
estimates sharply for 2026 and 2027 .



Market Update

Earnings Driving Returns

• Strong revisions to earnings expectations have outpaced stock performance . 

• As a result, valuation multiples have come down since the start of the year, despite 
the recent rally. 



Market Update

Stretched Valuations

• With that being said, U.S. stock valuation measures remain high by historic 
standards, which may lead to future moderation in returns. 



Market Update

U.S. Valuations Still Higher Than International

• Post - GFC, the P/E ratio for U.S. and International stocks was approx. the same. 

• Today, the U.S. P/E ratio is around 40% higher than the P/E ratio for the rest of the 
world. 



Market Update

Stock Performance in Perspective

• Elevated stock market valuations can increase the likelihood of corrections. 

• When stock valuations are stretched, historically there is a 99% probability of at 
least a - 5% drawdown within a year . 

• These moves are normal but underscore the importance of portfolio 
diversification .



Market Update

Stock Market Concentration

• U.S. stocks are not as diversified as they once were. The share of S&P 500 profits 
attributed to the top 10 companies has doubled since 1996. 

➢ Underscores the importance of broad - based diversification across multiple 
asset classes.  



Market Update

Largest Companies Don’t Stay Largest Forever

• Only one of the largest companies from 2005 remained in the top 10 in 2025; three 
of the top 10 companies in 2015 remained in the top 10 in 2025.



Market Update

Largest Companies Don’t 
Stay Largest Forever

• It is very difficult for 
market leaders to maintain 
their dominance  
indefinitely. 

• Historically, four of the 
largest ten S&P 500 
companies fell out of the 
top ten in the following five 
years . 

• Higher levels of stock 
concentration historically 
have led to larger - cap 
stocks underperforming 
smaller - cap stocks.  

➢ Consider diversifying large, 
concentrated stock 
exposures. 



Market Update

ABC

Bond Yields Up

• After trending lower, bond yields have more recently bounced higher as inflation 
expectations have risen  on the back of elevated energy prices related to the 
Middle East conflict, and while the Fed is on pause. 

• With the bounce higher, yields across bond asset classes are relatively attractive.

• If the Fed maintains a downward rate bias it may help forward - looking returns.



Part 2: The Economy



The Economy

Economic Outlook

• Despite geopolitical uncertainty, underlying economic growth has been more 
robust than anticipated. 

• 2026 GDP growth estimates have been revised higher, and the economy is 
currently expected to grow 2.4% , improved from recent expectations as economic 
data has come in ahead of expectations. 

• Measures of inflation are anticipated to remain above the Fed’s long - term target of 
2% through at least 2028.



The Economy

Economic Data Better 
Than Expected

• The U.S. economy 
continues to surprise to the 
upside.

• Economic data indicates 
positive momentum for 
housing & real estate, retail 
sales, the labor market, 
and businesses .

• As a result –  and despite 
geopolitical uncertainty -  
economic growth 
expectations have been 
revised higher.



The Economy

Economic Data Better Than Expected

• Economic data surprises have trended positively through the back half of 2025 and 
into 2026.



The Economy

Capital Goods Orders Picking Up

• The economy is experienced continued growth in core capital goods orders, 
indicating underlying robustness in the economy . 



The Economy

Positive Manufacturing Data

• Data indicates an acceleration in manufacturing activity .



The Economy

Economic Activity Positive

• Measures of current economic activity are broadly positive .



The Economy

Real Estate Investment Set to Rebound

• Indicators of real estate investment point towards an  increase in non - residential 
structures investment, a key component of GDP. 



The Economy

Business Fundamentals

• Despite headlines and 
some isolated issues, 
underlying business 
fundamentals have 
continued to improve . 

• Indeed, forecasts show 
default rates falling  
through 2026.

• Our investment partner 
data indicates broadly top -
line revenue growth and 
bottom - line earnings 
growth  for businesses 
across industry sectors.



The Economy

Consumer Fundamentals

• Wage growth is beginning 
to pick up , suggesting a 
tighter labor market. 

• The percent of consumers 
who expect to miss a 
minimum debt payment in 
the next three months has 
fallen to its lowest level in 
several years, indicating 
household financial stress 
has eased. 

➢ These are good signs for 
consumer spending .



The Economy

Labor Market Stabilizing

• Nonfarm payrolls have trended above expectations and appear to have bottomed 
out. 

• Estimates indicate the pace of job growth is close to the breakeven rate needed 
to keep the unemployment rate stable.



The Economy

Healthy Consumer

• Measures of the U.S. consumer point towards ongoing robust spending backed by 
strong balance sheets.

• Additionally, the average income tax refund is expected to increase in 2026. 

• These dynamics may help support continued consumer spending.



The Economy

Reduced Recession Risks

• Given the relatively robust economic backdrop and better than expected economic 
data, prediction markets indicate a reduced probability for a near - term recession . 



The Economy

AI Productivity Enhancements

• We appear in a new  productivity cycle underpinned by automation, digitalization, 
and AI.

• The current productivity cycle resembles those of the 1960s and 1990s.

• Productivity improvements are key to extending the current economic 
expansion . 



The Economy

AI Driving Productivity Enhancements

• Productivity –  as measured by growth in real gross value added (GVA) per 
employee –  has accelerated since mid - 2024 for those sectors where AI adoption 
currently is highest.



The Economy

AI Productivity Enhancements

• We are likely in the early stages of an increase in labor productivity , driven by 
increased AI adoption rates. 



The Economy

AI Productivity 
Enhancements

• AI is no longer just a Tech story: 
every sector will be impacted in 
one form or another.

• Some of the recent market 
reaction may be overdone. 
There will be winners  and 
losers .

• Those that can adopt and 
adapt, leveraging AI to improve 
products and services, may 
ultimately benefit .

➢ More broadly, we believe 
increased AI adoption is likely 
to drive enhanced productivity 
and will be key in extending the 
current economic expansion . 



The Economy

Note: The Census Bureau has rephrased question from asking about AI use in "producing goods and services" to asking about AI use in  "any business 
functions" starting from the December 4, 2025 release.

AI Adoption Continues to Expand

• 19.8% of firms are using AI in their regular business functions (+0.9% from 
March).

• 23.0% of firms expect to use AI in the next 6 months. 



The Economy

AI Driving New Business Formation

• AI is fueling a surge in new business formation , reducing the cost and complexity 
of launching a company.

• As these firms scale, they will likely create jobs, underscoring the benefits of AI 
for the labor market.



The Economy

AI Adoption – Labor Market Implications

• Balancing act: on the one hand, AI may increase productivity ; on the other hand, 
it may have labor market implications . 

• The data shows that thus far, firms are mostly using AI to enhance employee’s 
tasks , not replace them. 

• Job postings for AI - sensitive occupations have stabilized and software 
development postings have risen over the last year. 



The Economy

AI Debt: Not Dot.Com

• AI hyperscalers ’ use of 
debt issuance has raised 
concerns and drawn 
parallels with the 
Dot.Com  bubble. 

• While there has been an 
increase in debt issuance 
associated with the Tech, 
Media, and 
Telecommunications 
(TMT) sectors, it pales in 
comparison to the 
growth in debt witnessed 
in the lead up to the dot -
com crash . 

• Limited use of leverage 
indicates any bubble 
risks may be contained.



The Economy

Fiscal Policy Expansionary

• Fiscal policy in the G3 is expected to be expansionary over the coming quarters . 

• The IMF estimates that fiscal policy will boost growth by 1% in Germany and 0.5% 
in Japan in 2026. The CBO estimates that fiscal policy will boost US growth by 
0.9%.



The Economy

What We Are Watching: Consumer Sentiment

• Consumer sentiment has deteriorated, particularly on the back of elevated 
energy prices, though measures of economic sentiment remain positive. 



The Economy

What We Are Watching: Inflation

• Inflation remains elevated and has picked up on the back of elevated energy 
prices associated with the Middle East conflict. 



The Economy

What We Are Watching: Inflation

• Tariffs, and now energy prices, are likely to keep inflation above the Fed’s 2% 
target over the near - term. 



The Economy

What We Are Watching: Inflation

• Manufacturing surveys indicate upward pressure on inflation . 

• The longer the price of oil stays elevated, the larger the upward impact may be . 



The Economy

What We Are Watching: Inflation

• The current parallels with the energy shock of the 1970s are worrying. 

• The Fed will be highly conscious of this history , particularly to the extent energy 
prices stay elevated, and will aim to avoid a repeat . 



The Economy

Fed Policy: Uncertain Outlook 
Given Recent Dynamics 

• The Fed’s job has been made 
more difficult given the economic 
and geopolitical backdrop and its 
impact on inflation.  

• Market pricing for the fed funds 
rate has swung dramatically 
recently. 

• The Fed has indicated current 
interest rate policy is somewhat 
restrictive 

➢ We believe the Fed will be on 
pause near - term, with a 
downward bias  for interest rates. 



The Economy

Fed Policy: Wait-And-See

• With uncertainty around 
energy prices, we believe the 
Fed is in “wait - and - see” 
mode, with a bias towards 
lower interest rates.

• Recent Fed commentary 
highlights robust growth, an  
improving labor market, but  
risks around inflation .  

• We believe the Fed wants to 
move to a more neutral rate 
(~3%) over time. 



The Economy

Fed Policy: Warsh Unlikely to Materially Change Trajectory

• The nomination of Kevin Warsh as Fed Chair was an interesting one. Warsh was 
widely perceived as the most hawkish of the potential candidates 

• With that said, recent comments on deflationary impacts associated with AI and 
tariffs being a one - time hit to inflation suggest a more dovish stance .

• We don’t anticipate Warsh’s nomination materially changes the trajectory of 
future Fed policy. All else equal, we anticipate a migration towards a neutral rate 
of ~3% on the fed funds rate over time. 



The Economy

International Trade

• In 2018, the share of Chinese exports going to the U.S. was 20%. Today it is 10%. 

• Current U.S. trade policy may result in closer trade co - operation abroad , 
potentially resulting in increased intra - Asia and intra - Europe trade volumes . 



Part 3: Outlook



Outlook

Economic Growth a Tailwind

• Historically, the S&P 500’s 12 - month return is positive 87% of the time when the 
economy is growing. 



Outlook

Consumer Sentiment Low

• Sentiment has fallen, driven by a combination of geopolitical uncertainty, rising 
oil prices…but historically, low sentiment has been a bullish indicator for stocks . 



Outlook

Fed’s Downward Bias May be a Tailwind

• While the Fed is currently on hold, we believe the Fed maintains a downward 
bias for interest rate policy . 

• If history is a guide, flat to falling interest rate environments tend to be positive 
for stock market performance.



Outlook

Stay Focused on Long-Term

• 2026 has followed the historical playbook: market reactions to geopolitical 
shocks tend to be short - lived , often with sharp recoveries as uncertainty eases. 



Outlook

…But Higher Inflation May Moderate Returns

• Historically, periods of higher inflation are associated with weaker returns for the 
S&P 500, high yield bonds and investment grade bonds. 



Outlook

As of 05/13/2026

…But Valuations Are Stretched

• U.S. stocks trade at relatively expensive valuation multiples . 

• It is unlikely that valuation multiples drive stock market returns  moving forward.

➢ Implication: While there may be further upside potential, expect more moderate 
returns. 



Outlook

Market concentration defined by largest stock / 75 th  percentile stock. 

…But Stock Market is Concentrated

• Higher stock market concentration also tends to be associated with lower 
forward returns.  

• Higher levels of stock concentration also  tends to be associated with higher 
levels of volatility. 



Outlook

Mid-Term Election Years

• Historically, the first three quarters of midterm election years tend to be 
sluggish, followed by a strong 4 th  quarter. 



Outlook

Current 20-Year average

Discount vs. 
the U.S.

Premium vs. 
the U.S.

International Relatively Cheaper

• International stocks continue to trade at discounts to U.S. stocks.

• International stocks may be  supported by fiscal and monetary policies and 
increased trade co - ordination abroad.



Outlook

AI: Emerging Markets 
Set to Benefit

• EM equities have 
benefited from AI 
infrastructure 
investment, with EMs 
accounting for two - thirds 
of global semiconductor 
production.

• Demand for AI hardware 
has continued to surge 
and AI capex expected to 
reach nearly $1.7 trillion 
annually by 2031.

➢ Continued AI buildout 
may drive further EM 
equity upside. 



Outlook

ABC

Bond Yields Relatively Attractive

• Energy - driven inflation implications have led to an increase in interest rates 
since the onset of the conflict in the Middle East. 

• Yields have risen year - to - date and bond yields are attractive compared to cash 
(ultrashort).



Outlook

Bond Yields Relatively Attractive

• The current yield is the single best predictor of forward - looking bond returns. 

• The current yield implies mid - single digit total returns for the broad bond index. 



Outlook

Bond Yields Relatively Attractive

• Mission Wealth preferred bond funds are yielding mid -  to high - single digits, 
implying a healthy forward - looking return expectation for our bond allocations.



Outlook - Alternatives

Private Equity

• We believe private equity (PE) offers attractive upside potential. PE has 
historically  outperformed public stock markets with less volatility.  PE represents 
a large, untapped investment opportunity for many investors. 

Real Assets

• Favorable supply - demand dynamics may support real estate valuations and 
income growth . We particularly favor residential, industrial logistics, medical 
office, and data centers. 

• We believe infrastructure offers the potential for long - term consistency in 
returns and yield,  and a hedge against inflation , in assets like data centers, 
power and utilities, ports, airports, toll roads, cell towers, and fiber networks. 

Direct Credit

• We have high conviction in direct lending strategies , with robust underlying 
business fundamentals  supporting credits and underpinning relative consistency 
in yield and total returns. 



Outlook - Alternatives

Direct Credit in 
Perspective

• Direct lending represents 
only ~4% of the credit 
market and is dwarfed by 
the size of bank balance 
sheets.

• Direct credit does not have:

• anywhere near the 
level of leverage of the 
banking system, or 

• moral hazard issues. 

➢ Direct credit does not 
pose a systemic risk. 



Outlook - Alternatives

Direct Credit in Perspective

• Direct credit plays a crucial role in funding the real economy , especially since 
banks have retrenched, in absolute number and in deal count. 

• While direct credit has expanded, it remains a drop in the private credit bucket . 



Outlook - Alternatives

Direct Credit: What’s the Downside? 

• Analysis indicates that over 30% of an unleveraged direct credit portfolio would 
have to experience a default  over a 5 - year period before the fund would lose 
money. 



Outlook - Alternatives

Direct Credit: Senior in the Capital Stack

• Historically, the higher an investment sits in the capital structure, the greater the 
downside protection  during periods of market dislocation. Direct lending typically 
focuses on senior secured loans , which sit at the top of the capital stack . 



Outlook - Alternatives

Private Equity

• There is a large opportunity set outside of public markets: the number of 
unicorns (a privately owned company valued at more than $1 billion) has 
increased from 114 to 857 over the last decade.

• With a growing number of privately owned large companies, there is a larger 
opportunity than ever for private debt and equity solutions . 



Outlook - Alternatives

Private Equity

• 86% of the equity opportunity set is found in private markets , yet many investors 
still have 100% of their equity exposure in the 14% that is public. 

• PE may become even more compelling should public market returns moderate . 
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