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Key Themes
Key Themes Commentary

Market Update

Stocks have rebounded from lows earlier in the year as strong company earnings and 
economic growth have driven stock prices higher despite geopolitical uncertainty. While 
stocks are up, earnings growth has been even stronger, leading to a contraction in P/E 
multiples. Some volatility has been associated with AI disruption concerns, market 
concentration and stretched valuations, and most recently, the Middle East conflict. Mag 7 
stocks have underperformed the broad market and year - to - date performance has been 
marked by significant return dispersion across asset classes. These dynamics reinforce the 
importance of maintaining a broadly diversified portfolio with dedicated allocations across 
multiple asset classes and a disciplined approach to rebalancing.

The Economy

Economic growth continues to be robust in the face of geopolitical uncertainty, driven by 
strong consumer spending and business investment. Economic data has surprised to the 
upside and indicates positive momentum for the economy, which is expected to grow +2.2% 
in 2026, above the long - term trend growth rate. AI adoption continues to expand, which may 
help drive further productivity gains. Inflation is anticipated to remain above the Fed’s long -
term target of 2% through at least 2027. Given the resilient economy, balanced labor market, 
but still - elevated inflation, we believe the Fed may increase interest rates by year - end.  

Asset Class 
Outlook

A robust economic backdrop has historically been supportive for stocks, though still high 
valuations, a more hawkish Fed, elevated inflation, and stock - market concentration may all 
act as moderating factors. International and emerging market stocks offer relative value to 
the U.S. market and may be supported moving forward. Current bond yields offer an 
attractive entry point compared to long - term averages, 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 divergence in performance across asset classes provides enhanced rebalancing 
opportunities . 

➢ Ahead of 2025, we trimmed Growth stocks and added to Value, international, 
and emerging markets.

➢ In Q1 2026, we trimmed international and Value in favor of Growth stocks. 

➢ In Q2 2026, we once again trimmed 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.

• 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 Move Higher

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

• The economy’s performance is better than anticipated , and positive company 
earnings helped underpin investor sentiment. 

• Earlier volatility was associated with AI disruption concerns, market concentration,  
and stretched valuations, and most recently, the Middle East conflict . 

ABC



Market Update

Stock Performance in Perspective

• Stock market volatility should be expected . This year is no exception. 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

Divergence in Returns

• Magnificent 7 stocks underperformed the broad S&P 500 year - to - date. Divergence 
widened in Q1, then closed through May, before diverging again. 

• Underscores the importance of diversification over concentration .



Market Update

Divergence in Returns

• Tech stocks moved from one of 
the market’s biggest tailwinds to 
one of its biggest drags  recently. 

• AI remains a powerful driver but 
has also led to increased 
volatility and disparity in its 
impact.

• Magnificent 7 stocks acted as a 
drag on U.S. stock markets over 
recent months.

➢ Underscores the importance of 
broadly diversified portfolios .



Market Update

Magnificent 7 – Why the Underperformance?

• Extreme Positioning : Leading into the recent period of underperformance, 
measures of equity positioning in large - cap tech stocks were considered 
"extreme.” Positioning has since moved to a more neutral stance. 

• Hyperscaler  Capex Concerns : There is growing apprehension regarding the Capex 
spend by the largest hyperscalers .

• Hawkish Fed Stance : The Fed’s more hawkish pivot may have negatively 
impacted growth - oriented stocks. 

• Rising Chip Costs : Surging costs for memory and storage chips are raising 
concerns about profit margins across parts of the tech sector. This was 
exemplified by Apple's recent price increases across a range of its products.



Market Update

Divergence in Returns

• Value stocks outperformed 
Growth stocks YTD, with 
divergence between Q1 and 
Q2 returns. 

• Small Caps outperformed 
Large Caps YTD and in both 
Q1 & Q2.

• International & Emerging 
Markets outperformed U.S. 
stocks YTD, with divergence 
for international between 
Q1 and Q2 returns. 

➢ Performance dispersion 
underscores the 
importance of broad - based 
portfolio diversification 
and a disciplined approach 
to rebalancing . 



Market Update

Strong Earnings

• As of Aug 7 th , reported S&P 500 company earnings growth for Q2 ’26 was over 
+50%, the strongest since Q2 2021 and more than double expectations. 

• 86% of companies reported earnings above estimates and earnings surprises were 
positive across all major sectors . 



Market Update

Strong Earnings

• Companies are beating earnings estimates at near - record rates and forward 
guidance is well above historical averages. 



Market Update

Strong Top Line Revenue

• Revenue growth accelerated in Q2 and was the strongest since Q4 2021. 



Market Update

Earnings Driving P/E Lower

• Despite appreciating, stock prices haven’t kept pace with positive adjustments to 
earnings expectations, leading to a decline in P/E multiples . 



Market Update

Dot-Com vs. AI

• Despite recent underperformance, technology stocks have delivered strong returns, 
but they still fall short of the gains seen during the dot - com bubble of the late 
1990s. 



Market Update

Stock Market Concentration

• U.S. stocks are not as diversified as they once were. The ten biggest companies 
make up more than 40% of the index. 

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



Market Update

Stock Market Concentration

• Elevated stock market concentration has historically increased average annual 
drawdowns. 



Market Update

Largest Companies Don’t Stay Largest Forever

• Only one of the largest companies (Microsoft) 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 
led to large - cap stocks 
underperforming small - cap 
stocks.  

➢ Consider diversifying large, 
concentrated stock 
exposures. 



Market Update

Bond Yields Up

• Bond yields have trended higher , first as inflation expectations rose  on the back of 
elevated energy prices, and more recently as the focus has shifted to an increased 
likelihood that the Fed raises rates . 



Part 2: The Economy



The Economy

Economic Outlook

• Despite geopolitical uncertainty, underlying economic growth continues to be 
robust, driven by strong consumer spending and business investment . 

• The economy is expected to grow 2.2% in 2026 , somewhat moderated since the 
beginning of the Middle East conflict, but above long - term trend growth of ~2%. 

• Measures of inflation are anticipated to remain above the Fed’s long - term target of 
2% through at least 2027.



The Economy

Economic Outlook

• The Q2 first estimate GDP report painted a constructive picture. 

• Consumer spending –  the largest driver of U.S. economic activity –  rose a stronger 
than expected +3.2% QoQ.   

• Business investment increased a robust +8.4% , buoyed by technology investments. 



The Economy

Economic Data Better Than Expected

• Despite geopolitical uncertainty, the U.S. economy continues to surprise to the 
upside .

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



The Economy

Economic Activity on a Positive Trend

• Measures of current economic activity are robust and trending positively .



The Economy

Financial Conditions Have Eased

• Financial conditions have eased over recent years, supporting economic activity. 



The Economy

Robust Consumer

• Consumer spending continues to be supported by growth in real income and 
strong household balance sheets . 



The Economy

Robust Consumer

• The labor market has been robust , with the unemployment rate below 4.5% for a 
record period, helping underpin consumer spending . 



The Economy

Robust Consumer

• Despite geopolitical concerns, consumer spending accelerated from an already 
strong level.  



The Economy

Capital Goods Orders Picking Up

• The economy 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

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 and  
credit metrics are improving . 

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



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 Driving Productivity Enhancements

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

• Productivity improvements are key to 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

• Over 20% of firms are using AI in their regular business functions and that 
number is set to expand, with 24% of firms expect to use AI  in any business 
function over 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 using AI to enhance employee’s tasks , not 
replace them. 

• Experts disagree wildly on AI’s labor market implications. Job postings for AI -
sensitive occupations have stabilized and software development postings have 
risen over the last year. 



The Economy

AI Adoption – Labor Market Implications

• A new study linking AI spending to workforce records across thousands of U.S. 
firms found that companies that adopted AI grew their headcount by 10%  over 
the subsequent two - years. 

• AI investment appears to be complementing workforce growth , not replacing 
workers. 



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

AI Investment

• When comparing the 
current AI investment to 
the 1990’s dot - com 
bubble, there are few 
signs of the macro 
imbalances that signaled 
the end of the dot - com 
boom. 

• AI investment has 
accelerated over the past 
few months and may 
continue to rise, helping 
underpin economic 
growth .



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 is low –  albeit recently improved –  and has been impacted 
by  elevated energy prices , though measures of economic sentiment remain 
positive. 



The Economy

What We Are Watching: Inflation

• Inflation remains elevated and has been impacted by elevated energy prices 
associated with the Middle East conflict . 



The Economy

What We Are Watching: Inflation

• Tariffs, energy prices, and the impact of AI on electronics prices are likely to keep 
inflation above the Fed’s 2% target over the near term. 



The Economy

Central Bank Policy: 
More Hawkish

• Market expectations 
have become more 
hawkish  across the 
world, largely a function 
of energy supply 
disruptions . 

• With that said, the 
energy supply shock is 
unlikely to produce a 
lasting inflationary 
impulse vs. a one - time 
impact  but may weigh 
on consumer spending if 
not resolved soon. 



The Economy

Fed Policy: Uncertain Outlook

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

• Market pricing expects one to two 
0.25% interest rate increases 
through the end of 2026 . The Fed’s 
projections similarly point to one 
interest rate hike. 

• Given the resilient economy, 
balanced labor market, still -
elevated inflation, and the presence 
of three dissents at the July FOMC 
meeting, we believe one rate 
increase by year - end may be the 
most likely outcome.  



The Economy

Fed Policy: Warsh’s Five Task Forces



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

Mid-Term Election Years

• Historically, the S&P 500 has traded higher post - midterm elections . 



Outlook

Still High Valuations

• While improved, U.S. stocks still trade 
at relatively expensive valuation 
multiples . 

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

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

As of 08/06/2026



Outlook

More Hawkish Fed May Weigh on Returns

• While the Fed is currently on hold, it is expected to increase interest rates 
moving forward. 

• Historically, a rising interest rate environment tends to weigh  on stock market 
performance.



Outlook

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

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

Stock Market is Concentrated

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

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



Outlook

International Stocks Offer Relative Value

• Whereas U.S. stocks still 
trade above long - term 
average valuations, 
International and Emerging 
Markets offer relative value. 

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

• Continued AI buildout may 
drive further EM equity 
upside: EMs account for two -
thirds of global 
semiconductor production.



Outlook

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. 

• Current bond yields offer an attractive entry point compared to long - term 
averages. 



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 core fixed income. 



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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