
 

Source: Morningstar Inc, June 30, 2026. 

Forvis Mazars Private Client 

Services may include investment advisory services provided by Forvis Mazars Wealth Advisors, LLC, an SEC-registered investment adviser, and/or accounting, tax, and related solutions provided 
by Forvis Mazars, LLP. 
 

Market Update & Outlook 2Q 2026 
Global stock markets delivered strong returns in the second quarter, 
driven by robust corporate earnings and hopes for a resolution to the Iran 
conflict. The economy grew moderately, inflation rose due to higher 
energy prices, and the Federal Reserve signaled a possible shift toward 
rate hikes. 

The U.S. Economy Posts Modest Growth 
The U.S. economy expanded at an annualized rate of 2.1% in the first 
quarter of 2026. While consumer spending softened, increases in both 
business and government expenditures helped sustain a decent pace of 
economic growth. Much of the strength in business investment was 
related to the buildout of data centers, reflecting growing demand for 
artificial intelligence (AI) and cloud computing capabilities. Government 
spending rebounded from the federal shutdown in the fourth quarter of 
2025. 

Despite continued economic growth, consumer confidence remained 
fragile. The University of Michigan Consumer Sentiment Index hovered 
near all-time lows as households grappled with rising inflation, increased 
borrowing costs, elevated fuel prices, and growing concerns about job 
security. 

The conflict in Iran continued to weigh on the economy in the second 
quarter. Due mainly to the sharp rise in energy prices, CPI inflation rose 
to a three-year high of 4.2% in May before receding to 3.5% in June. This 
marked a sharp increase from the recent low of 2.4% recorded in 
February, just before the conflict began. 

The resurgence in inflation prompted a notable shift in the Fed’s outlook 
regarding interest rate policy. While Fed policymakers left interest rates 
unchanged at their June meeting, most members felt that “some policy 

firming would likely be warranted” if inflationary pressures persist. This 
shift from an easing bias to a more hawkish stance increases the 
possibility of one or more rate hikes before year-end. At the same time, 
stabilization in labor market conditions provides the Fed greater flexibility 
to raise rates should it deem such action necessary. 

Stocks Surge on Strong Earnings Growth 
After a difficult start to the year, U.S. equities rebounded sharply in the 
second quarter with the S&P 500 reaching new all-time highs. The index 
gained 15%, its strongest quarterly return since the second quarter of 
2020 when stocks recovered from the pandemic-driven selloff. Strong 
corporate earnings, continued enthusiasm for AI-related investments, and 
economic resilience helped lift equity markets despite rising inflation and 
ongoing geopolitical tensions. 

 

Corporate earnings grew faster than stock prices during the first half of 
the year, resulting in improved valuation despite record-high equity prices. 

MARKET SCOREBOARD 2Q 2026 2026 YTD   
S&P 500  
(Large U.S. stocks) 

15.20% 10.21% 

MSCI EAFE 
(Developed international stocks) 

10.82% 9.44% 

Bloomberg Aggregate Bond 
(U.S. taxable bonds) 

0.67% 0.62% 

Bloomberg Municipal Bond 
(U.S. tax-free bonds) 

2.50% 2.32% 

Wilshire Liquid Alternative 
(Alternative investments)  

2.60% 2.63% 
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First-quarter profits increased by more than 25%, outpacing the stock 
market's 10% year-to-date gain. As a result, the S&P 500 forward price-
to-earnings (P/E) multiple declined from 22 to 20, reflecting strong 
earnings support for current market levels. 

Market returns, however, remain highly concentrated. Technology was 
the only sector to outperform the S&P 500 index during the quarter, 
surging 32%. According to Bespoke Research, this marks only the 
second time since 1990 that just one sector exceeded the market’s return 
while all other sectors lagged. Industrials were the next best performing 
segment with a gain of 14%, just shy of the index return. 

Another notable development during the quarter was the initial public 
offering (IPO) of SpaceX in June. Shares debuted at $135, quickly 
climbed to $225 in the first few days of trading, then retraced most of 
those gains to end the quarter around $150. At its IPO price, the company 
carried a valuation of approximately 100 times revenue despite reporting 
an operating loss of more than $4 billion in the prior year. Given the 
company’s lofty valuation and the inherently uncertain nature of its long-
term business prospects, investor enthusiasm around this IPO stands out 
as one of the clearest examples of speculative behavior in the current 
environment. 

Fed Pivots Toward Possibility of Rate Hikes 
The outlook for Fed policy remains one of the most hotly debated topics 
among investors. A stabilizing labor market and continued resilience in 
consumer spending reduce the likelihood of a meaningful economic 
slowdown. At the same time, the tentative agreement to end the Middle 
East conflict has helped ease energy prices, providing some relief to 
consumers. 

Nevertheless, inflation remains a concern. The Fed’s preferred inflation 
gauge, core Personal Consumption Expenditures (PCE), rose 3.41% 

year-over-year in May, marking its highest reading in three years. The 
combination of a stable economic backdrop and persistent inflation has 
led the Fed to consider the possibility of additional monetary tightening 
later this year. 

That shift was evident at the Federal Open Market Committee's June 
meeting—the first under new Chair Kevin Warsh—where policymakers 
reaffirmed their commitment to price stability. Nine of 18 participants 
projected at least one rate hike before year-end, compared to none at the 
March meeting. Furthermore, six officials anticipate two rate increases by 
December, underscoring the growing concern that inflation may remain 
above the Fed’s target longer than previously expected. 

While the Fed has shifted from an easing stance to a tightening bias, the 
path forward remains uncertain. Fed funds futures currently predict one 
quarter-point rate increase by year-end. However, we expect 
policymakers to remain cautious and believe that any rate move will 
require a meaningful shift in the economic outlook or inflation 
expectations. 

On Markets & Bubbles 
Since the market bottom on October 12, 2022, U.S. equities have 
experienced an extraordinary run. Since then, the S&P 500 has 
generated a total return of 121%, or 24% annually. This remarkable 
performance has been led by technology stocks, particularly those 
companies benefiting from the rapid expansion of AI infrastructure and 
capabilities. Given the tech sector's outsized influence on market returns, 
comparisons to the dot-com boom of the late 1990s have become 
increasingly common. This has led some investors to ask: Are we in a 
bubble? 

Before addressing that question, it is important to define what constitutes 
a market bubble. A bubble occurs when asset prices become 



 

Source: Morningstar Inc, June 30, 2026. 

Forvis Mazars Private Client 

Services may include investment advisory services provided by Forvis Mazars Wealth Advisors, LLC, an SEC-registered investment adviser, and/or accounting, tax, and related solutions provided 
by Forvis Mazars, LLP. 
 

disconnected from the underlying fundamentals that support them. For 
stocks, the most important fundamental is corporate earnings. Strong 
price appreciation alone does not create a bubble. Instead, bubbles are 
typically characterized by rapidly expanding valuations, speculative 
excess, and widespread risk-taking often fueled by the extensive use of 
leverage. 

While pockets of speculation certainly exist in today’s market, many of the 
classic hallmarks of a broad-based bubble are absent. Corporate 
profitability has been exceptionally strong. First-quarter earnings for S&P 
500 companies increased 26% from a year earlier, significantly outpacing 
the rise in stock prices. As a result, valuations have improved. A decline 
in the forward price-to-earnings ratio is the opposite of what investors 
would normally expect during a true bubble environment. 

That said, some bubble concerns stem less from current valuations and 
more from the sustainability of future earnings. S&P 500 earnings grew 
12% in 2025, and analysts currently project growth of 24% in 2026 and 
17% in 2027. These forecasts reflect a high degree of optimism and may 
prove challenging to achieve. Companies have consistently exceeded 
profit expectations in recent years, supported by AI-driven investment and 
productivity gains. However, as expectations rise, they become more 
difficult to meet or beat. Whether or not companies can meet these 
ambitious forecasts will be a key determinant of market returns and 
volatility in the years ahead. 

Market Outlook  
The strong rally in stocks during the second quarter dramatically improved 
year-to-date investment results. Following three consecutive calendar 
years of above-average returns, markets are on a similar path at the 
halfway point in 2026. 
 
Several key factors help explain the market’s recent strength: 

• Corporate Earnings: First-quarter earnings growth was 
exceptional, and second quarter results are also expected to be 
strong. Earnings forecasts for the remainder of 2026 and 2027 
are well above historical averages. 

• Profit Margins: Profitability remains robust; the average profit 
margin for S&P 500 companies reached 15%—nearly double the 
level recorded at the start of the century. 

• Improving Valuations: Corporate earnings have grown faster 
than stock prices, resulting in lower valuation multiples and 
providing better fundamental support for current market levels. 

• AI & Data Center Investment Boom: Massive investment in AI 
infrastructure and data center capacity continues to drive 
economic growth and technology sector profitability. Over the 
longer term, these investments have the potential to generate 
productivity improvements across a wide range of industries. 

While these factors have fueled market gains, the fact they are 
interconnected creates some degree of risk. Much of the recent 
improvement in earnings, profit margins, and valuations can be traced to 
developments within the technology sector, particularly the rapid 
expansion of AI-related infrastructure. Strong activity in this area has 
masked weaker results elsewhere in the economy. But it has also 
contributed to inflationary pressures by increasing the costs of power, 
semiconductors, industrial metals, and skilled construction labor. Although 
this trend may continue to support growth in the near term, broader 
participation across sectors and industries would provide a more 
sustainable foundation for long-term economic expansion. 

Investors have largely “looked through” the conflict in Iran since March, 
expecting the impact on inflation and financial markets to be temporary. 
However, the recent resumption of hostilities challenges that assumption. 
Higher energy prices have been the primary driver behind the recent 
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inflation spike, and ongoing geopolitical tensions could cause those 
pressures to persist. If inflation expectations reset higher, both stock and 
bond markets could face headwinds in the second half of the year. 

Despite these uncertainties, the U.S. economy and financial markets have 
demonstrated remarkable resilience through a series of challenges in 
recent years. This resilience reflects the strength, adaptability, and 
innovative capacity of the world's largest economy. While risk is an 
inherent part of investing, a disciplined investment approach, thoughtful 
portfolio design, and a financial plan focused on long-run objectives are 
key to providing a durable base for navigating uncertainty and achieving 
success as we enter the second half of 2026. 

Thank you for the trust and confidence you have placed in the Forvis 
Mazars Private Client team! 

 
Jeff Layman & Andrew Douglas 

 

Forvis Mazars Private Client services may include investment advisory services 
provided by Forvis Mazars Wealth Advisors, LLC, an SEC-registered investment 
adviser, and/or accounting, tax, and related solutions provided by Forvis Mazars, LLP. 
The information in this commentary should not be considered investment advice to 
you, nor an offer to buy or sell any securities or financial instruments. The services, or 
investment strategies mentioned in this commentary may not be available to, or 
suitable, for you. Consult a financial advisor or tax professional before implementing 
any investment, tax or other strategy mentioned herein. The information herein is 
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