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Second Quarter 2026: Resilient Growth, Concentrated Markets 

The second quarter was characterized by continued market strength, but beneath the surface the investment landscape 

became increasingly concentrated. A narrow group of mega-cap technology and AI-related companies drove much of the 

market’s gains, while broader participation across sectors and regions remained limited. At the same time, geopolitical 

tensions in the Middle East temporarily reignited inflation concerns through higher energy prices, though recent declines 

in oil following diplomatic progress between the United States and Iran have helped ease some of those pressures. 

While markets remained focused on a handful of dominant growth companies, the broader economic backdrop presented a 

more mixed picture. The U.S. economy continued to demonstrate resilience, supported by a healthy labor market and 

steady consumer spending, even as elevated interest rates weighed on housing affordability and other interest-rate-

sensitive sectors. Outside the United States, growth remained subdued across many developed economies, while emerging 

markets faced additional headwinds from a strengthening U.S. dollar.  

Looking ahead, we expect markets to remain sensitive to developments in inflation, monetary policy, and corporate 

earnings. While the economic backdrop remains constructive, elevated valuations in select areas of the market and 

increasingly narrow leadership warrant a disciplined approach. Against this backdrop, we remain focused on 

diversification, risk management, and valuation discipline, selectively repositioning portfolios where risks have become 

less attractive and maintaining exposure to areas we believe offer the most compelling long-term opportunities. 

A Rally Driven by Fewer Leaders 

Equity markets continued their advance this quarter, but beneath the headline gains, market leadership became 

increasingly concentrated. While major indices posted solid returns, a relatively small group of mega-cap technology and 

AI-related companies accounted for a disproportionate share of the market’s performance and significantly outperformed 

the broader index (Chart 1). Periods of narrow market breadth are not uncommon, particularly when investors become 

convinced that a specific theme will dominate future earnings growth. Today, that theme is artificial intelligence, and the 

companies seen as its primary beneficiaries continue to attract the bulk of investor capital. 

The challenge with narrow leadership is that it can leave markets vulnerable if expectations become too optimistic. 

History suggests that durable bull markets are generally healthier when gains are distributed across a broad range of 

sectors, industries, and companies rather than concentrated in a handful of market leaders. Recognizing this dynamic, we 

modestly reduced exposure to our most concentrated mega-cap holdings during the quarter. This was not a reflection of 

deteriorating fundamentals among these companies; rather, it was a risk-management decision designed to prevent a small 

number of stocks from exerting an outsized influence on portfolio outcomes. We continue to believe these businesses 

possess attractive long-term characteristics, but maintaining diversification remains an important component of portfolio 

construction. 
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S&P 500 versus S&P 500 Excluding AI Enablers 

 

Source: Bloomberg as of June 30, 2026. The SPXXAI index excludes companies perceived to be enablers of artificial intelligence innovation before applying the S&P 

500 Index weighting methodology. 

AI: From Excitement to Execution 

Artificial intelligence remains one of the most powerful investment themes in today's market. Corporate America 

continues to commit enormous amounts of capital toward AI infrastructure—data centers, semiconductor manufacturing, 

cloud computing capacity, and software development. The scale of announced investment plans is unprecedented. Yet 

markets appear to be entering what we describe as the "prove it" phase of the AI cycle. 

During the early stages of a transformative technology trend, investors reward companies simply for participating. Over 

time, that calculus shifts: investors begin demanding hard evidence that capital expenditures are translating into 

measurable revenue growth, margin expansion, and earnings improvement. Whether that transition is fully underway 

remains uncertain, though early signals suggest the market may be starting to shift. Questions have begun to shift from 

spending levels to return on investment. Companies that can demonstrate clear monetization pathways are likely to 

continue benefiting from the AI narrative, while those unable to convert investment into earnings may face greater 

scrutiny. 

We remain constructive on AI's long-term potential and its ability to influence economic growth and productivity for 

years to come. Nevertheless, as valuations rise and expectations increase, execution will matter far more than 

announcements. 

Inflation and Energy: Geopolitical Risks Ease 

One of the more significant macroeconomic developments this year has been the resurgence of inflation concerns tied to 

geopolitical events in the Middle East. Earlier in the quarter, escalating tensions in the region pushed energy prices higher 

and reignited concerns that inflation could reaccelerate after making meaningful progress over the previous two years. Oil 

markets remain particularly sensitive to disruptions in the Middle East given the region's importance to global energy 

production and transportation routes. Higher energy prices affect consumers and businesses alike. They increase 

transportation costs, raise manufacturing expenses, and often filter through to a broad range of goods and services. As a 

result, energy price spikes can temporarily slow the disinflationary process that policymakers have been working to 

achieve. 
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More recently, however, energy markets have responded positively to the memorandum of understanding announced 

between the United States and Iran. While significant geopolitical uncertainty remains, the agreement reduced some 

concerns surrounding potential supply disruptions and contributed to a decline in oil prices. This easing in energy prices is 

encouraging from an inflation perspective. Lower fuel costs can provide relief to consumers and businesses, while also 

reducing pressure on future inflation readings. Although inflation remains above the Federal Reserve's long-term target, 

recent developments suggest some of the energy-related inflation concerns may prove temporary rather than structural. 

For investors, the key takeaway is that inflation's path remains uneven. Progress continues, but periodic setbacks driven 

by geopolitical events should be expected. 

The Federal Reserve Remains on Hold 

Inflation trends remain central to Federal Reserve policy decisions. New leadership has brought a notable shift in how the 

Federal Reserve communicates — most visibly a move away from forward guidance, the practice of signaling its likely 

next move in advance. But the underlying policy stance has changed far less: policymakers remain data-dependent and 

inflation-focused, seeking firmer evidence that inflation is moving sustainably toward target before easing. 

As a result, the Federal Reserve remains in a holding pattern. Interest rates remain restrictive relative to the post-financial-

crisis era, and policymakers appear willing to maintain that stance until they gain greater confidence that inflation risks 

have subsided. Financial markets continue to debate the timing and magnitude of future rate cuts, but the data currently 

supports patience. Importantly, the economy has proven more resilient than many anticipated. Employment conditions 

remain healthy, wage growth remains positive, and overall economic activity continues to expand despite higher 

borrowing costs. 

This resilience has allowed policymakers the flexibility to wait rather than rush into policy adjustments. 

U.S. Economic Strength Continues to Outpace the Rest of the World 

One reason we continue to favor U.S. equities over international markets is the relative strength of the domestic economy. 

Across much of the developed world, growth remains sluggish. Europe continues to struggle with weak industrial activity, 

modest consumer demand, and structural demographic challenges. Several developed economies face similar headwinds, 

including slower productivity growth and elevated fiscal burdens. Emerging markets face a different challenge. A 

strengthening U.S. dollar creates financial pressure for many developing economies, particularly those with dollar-

denominated debt obligations. Historically, periods of dollar strength have often resulted in tighter financial conditions for 

emerging markets and increased volatility in local asset prices. 

Meanwhile, the United States continues to benefit from several structural advantages: a more dynamic labor market that 

allows for rapid capital reallocation, stronger productivity growth across sectors, continued technological innovation 

driving competitive positioning, greater corporate profitability relative to developed peers, and ongoing capital investment 

tied to AI and digital infrastructure. 

While international diversification remains important, these factors continue to support our overweight allocation to U.S. 

equities relative to many foreign markets. 
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The U.S. Dollar Has Risen 5.3% Since Its Early 2026 Lows 

 

Source: Bloomberg as of June 30, 2026. 

Consumers and Employment 

Consumer spending remains one of the primary pillars supporting economic growth, and recent data indicates that 

households have continued to spend. The composition of that spending, however, deserves attention: a meaningful portion 

of recent retail sales growth has reflected higher prices rather than larger unit volumes, and much of that increase has gone 

toward energy, which consumed a growing share of household budgets through the quarter rather than discretionary goods 

and services. The encouraging read is that the underlying capacity to spend remains intact — consumers have absorbed 

those higher costs rather than retrenching. As energy prices ease following the recent de-escalation with Iran, that 

spending power should increasingly be freed to flow back toward discretionary purchases rather than being absorbed at 

the pump.  

That resilience rests on a labor market that remains on solid footing. Unemployment is still historically low, hiring 

continues, and wage growth has stayed positive. The job security and steady incomes that come with healthy employment 

are what give households the means to absorb higher prices without retrenching — and what has allowed spending to hold 

up through the energy-driven rise in costs.  

Housing remains one of the few weak spots in the economy. Higher oil prices from the Middle East conflict pushed 

inflation up to 4.2% by May—the highest level in three years. That inflation kept mortgage rates elevated, making 

monthly mortgage payments much larger for home buyers. With less affordable housing, many potential buyers have 

stepped out of the market and are waiting for rates to fall. This drop in buyer demand has left more homes sitting on the 

market unsold. By May, there were 10.3 months of inventory available—meaning it would take over ten months to sell all 

the homes currently for sale at the current pace. This isn't a shortage of homes; it's the opposite. The problem is that higher 

interest rates have dampened buyer demand so much that homes are piling up. 
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Chart 3: Rate Pressures Derail Housing Demand

 

Gold Loses Its Way 

Gold's strong advance over the past several years was fueled in large part by aggressive central bank buying, but that 

support has begun to fade as official-sector purchases have slowed meaningfully. At the same time, a strengthening U.S. 

dollar and persistently elevated interest rates have created a more challenging environment for the metal, increasing the 

opportunity cost of holding a non-income-producing asset while reducing demand from international buyers. Perhaps 

most importantly, gold failed to respond positively during a period marked by heightened geopolitical tensions and rising 

inflation—conditions that have historically been among its strongest catalysts.  

Instead, prices retreated from record highs and have largely moved sideways, suggesting that many of the factors that 

drove the rally may already be reflected in the price. Given the weakening demand backdrop and the asset's inability to 

gain traction despite favorable headlines, we believed it was prudent to reduce eliminate exposure and redeploy capital 

into areas offering more compelling risk-reward opportunities. 

 Portfolio Positioning and Outlook 

Our portfolio activity this quarter reflected a continued focus on diversification, valuation discipline, and risk 

management. We reduced exposure to concentrated mega-cap positions as market leadership narrowed, helping maintain 

broader diversification across equity holdings. We also exited our gold exposure. Historically, gold has often served as a 

hedge during periods of uncertainty, inflation concerns, and geopolitical stress. More recently, however, gold failed to 

respond as expected despite several catalysts that would typically support higher prices. Given changing market dynamics 

and more attractive opportunities elsewhere, we elected to redeploy that capital. 

Looking ahead, we remain constructive on the U.S. economy while acknowledging several risks, including inflation 

volatility, geopolitical developments, and the need for AI-related investments to ultimately generate tangible earnings 

growth. While market leadership may broaden over time, we continue to believe that maintaining a diversified portfolio, 

emphasizing high-quality assets, and focusing on long-term fundamentals remains the most prudent path forward. 

 

Ryan Omensetter – Portfolio Manager 
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Disclosure 

The DT Investment Partners’ Commentary and Outlook discusses general developments, financial events in the news and 

broad investment principles. It is provided for information purposes only. The material represents an assessment of the 

market environment at a specific point in time and is not intended to be a forecast of future events, or a guarantee of 

future results. Investments in various asset classes entail different investment risks. For example, small cap stocks tend to 

be more volatile than large or mid-cap stocks. International and emerging markets stocks have exposure to currency 

fluctuations, foreign taxes, political instability and the possibility for illiquid markets. Fixed income investments involve 

interest rate and credit risks among others. Real estate investing includes risks such as declines in value of real estate, 

changing economic conditions, tax laws or property taxes. Commodities’ investing is highly volatile and subject to 

changing economic conditions and the vagaries of speculators among other risks. One cannot invest directly in an index. 

Past performance does not guarantee future results. 

 


