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Second Quarter 2026 Market Review 
 

U.S. stocks waged a major comeback in the second quarter as geopolitical fears faded (as did 
the price of oil). The S&P 500 posted its strongest quarter in six years with new highs recorded 
for indices across the market cap spectrum and styles (i.e., growth, core, value). Small caps 
continued their winning ways as they led across the style boxes while growth came roaring 
back after trailing in the first quarter. While hopes for a diplomatic solution to the current 
conflict in the Middle East opened the door to the rally, we believe it was the strong and 
accelerating earnings growth that had stocks storming through it.  
 

      S&P 500 Index (YTD 2026 through Q2) 

 
         Source: Bloomberg 
  

      Russell 2000 Index (YTD 2026 through Q2) 

 
         Source: Bloomberg 
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Investor expectations in fixed income markets have changed drastically over the course of 
the year. This is best seen in Fed Funds futures as expectations have shifted from two to three 
rate cuts in 2026 prior to the start of the Iranian conflict to at least one increase by the end 
of year as of the end of the quarter! Higher oil prices, accelerating inflation, and better labor 
data have been the key drivers of this change.  
 
 
 
 

Source: Bloomberg 
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      Fed Funds Futures Implied Rate and # of Hikes/Cuts as of 2/20/26  
      (prior to Iran Conflict) 

 
        Source: Bloomberg 

 
      Fed Funds Futures Implied Rate and # of Hikes/Cuts as of 6/30/26 

 
        Source: Bloomberg 

 
We have often written about how volatile rate expectations have been over the last few years, 
but a change of this magnitude/direction is obviously highly unusual. One can also see the  
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dramatic change in investor expectations in the shape of the yield curve over the last year in 
the chart below. While the short end of the curve has seen a significant change, we would 
like to draw readers’ attention to the long end (10+ years) of the curve. The Federal Reserve 
and its rate decisions get a lot of attention, but the long end of the curve arguably has a more 
significant impact on the economy (e.g., mortgage rates, corporate bond interest expense, 
Treasury borrowing costs, etc.). As the second chart shows even more clearly, longer-term 
rates have been more steady. The 10-year yield has generally been in the 4.0-4.5% range we 
have often cited over the last couple of years with only short bouts both above and below the 
range. We suspect that ex the conflict in Iran and the resultant increase in energy 
costs/uncertainty, the yield curve would have slowly drifted lower. However, even without the 
conflict/higher energy prices, we remain concerned that other economic forces (e.g., tariffs, 
AI induced inflation, AI capital demand, solid economic backdrop, global fiscal deficits 
including in the U.S., increased uncertainty regarding monetary policy under a new 
chairman) could mean a higher-for-longer rate environment overall.  
 

      U.S. Treasury Yield Curve 

 
        Source: Bloomberg 
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      US Treasury 10-Year Yield (6/30/24-6/30/25) 

 
         Source: Bloomberg 

 
The broad-based increase in Treasury rates during the quarter, while still in the range, did 
create a negative headwind for most fixed income markets, particularly those with longer 
durations. The solid economic backdrop, however, helped corporate bonds outperform 
treasuries as credit spreads (a key measure of credit risk) declined back toward their lows. 
The high yield index even posted positive returns given its relatively low duration (i.e., less 
interest rate risk) and positive correlation with other risk assets such as stocks. 

Strategy Performance 

We provide detailed second quarter performance commentary by strategy below, but 
returns were generally strong relative to their respective benchmarks. Individual security 
selection was the key driver of returns as our growth/quality bias was rewarded given the 
strong earnings results and expectations. 
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Important Disclosures 

Asset management services provided by AIQ Asset Management, a DBA of Advisor Resource Council. The 
investment performance presented herein are examples of the securities held, bought and/or sold in AIQ’s 
portfolio models during the last 12 months. These investments may not be representative of the current or future 
investments of those strategies. Past performance is not a guarantee of future results. 

You should not assume that investments in the securities identified were or will be profitable. Upon request, we 
will provide a list of all securities purchased, sold or held in the strategies during the 12 months preceding the 
date of publication. 

Performance data reflected in this material is presented as both gross and net AIQ's asset management fees. Net 
returns reflect a reduction in returns due to the impact of AIQ's asset management fees; individual client returns 
will be lower after the deduction of applicable advisory fees. AIQ’s portfolio characteristics and holdings are 
subject to change at any time and are based on a representative portfolio. Holdings and portfolio characteristics 
of individual client portfolios may differ, sometimes significantly, from those shown. Figures presented in this 
report may have been rounded for ease of readability. As a result, the sum of individual line items may not 
precisely equal the stated totals. 

The benchmark shown for each model is a different weighted blend of various indexes or securities. Indexes are 
unmanaged, statistical composites, and their returns do not reflect payment of fees an investor would pay to 
purchase the securities they represent. Such costs would lower performance. It is not possible to invest directly 
in an index. 

This content is provided for informational purposes only and should not be interpreted as a recommendation to 
purchase or sale any security or strategy. Any forecasts, opinions or statements of financial market trends 
expressed may not materialize and are subject to change without notice. All investments involve risk (the amount 
of which may vary significantly) and investment recommendations will not always be profitable. 

The underlying holdings of any presented portfolio are not federally or FDIC-insured and are not deposits or 
obligations of, or guaranteed by, any financial institution. 

Investment advice offered through Advisor Resource Council, a registered investment advisor. Registration does 
not imply a certain level of skill or training. Additional information, including management fees and expenses, is 
provided on our Form ADV Part 2, available at the SEC’s Investment Advisor Public Disclosure website.  The 
content presented herein is intended solely for financial professional use. Providing this material in part or in 
whole to clients or prospective clients is strictly prohibited. 

Artificial Intelligence and Technology Risk. The strategy may be facilitated by third-party software platforms, 
which incorporates artificial intelligence ("AIQ), machine learning, or other algorithmic features, including in 
connection with account setup, configuration, portfolio optimization workflows, or other operational processes. 
The use of AI-enabled software may increase over time. AI and machine learning systems may produce outputs 
that are difficult to predict or explain, may be affected by training data limitations or algorithmic error, and may 
not account for all factors relevant to your individual circumstances. ARC and AIQ retain full investment discretion 
and do not delegate final investment decisions to any AI system or third-party software provider. 

Definitions 

Bloomberg Barclays US  Corporate High Yield Index: The Bloomberg Barclays US Corporate High Yield Index 
measures the market of USD-denominated, non-investment grade, fixed-rate, taxable corporate bonds. 
Securities are classified as high yield if the middle rating of Moody's, Fitch and S&P is Bal/BB+/BB+ or below. The 
index excludes emerging markets debt. It is not possible to invest directly in an index. 

Capture Ratio is a performance metric that measures how an investment’s returns compare to a benchmark 
index during specific market conditions, particularly up markets and down markets. 

FTSE (3M) Treasury Bill Index: The FTSE 3 Month US T-Bill Index Series is intended to track the daily performance 
of 3-month US Treasury bills. The indices are designed to operate as a reference rate for a series of funds. 



 

aiqam.com  Page 7 

Commentary | Q2 2026 
For Financial Professionals Only 

Bloomberg US Agg Bond Index: The Bloomberg 
Aggregate Bond Index or "the Agg" is a broad-based fixed-income index used by bond traders and the managers 
of mutual funds and exchange-traded funds (ETFs) as a benchmark to measure their relative performance. 

Max Drawdown is the largest peak-to-trough percentage decline in the value of an investment or portfolio, 
representing the worst-case loss from a historical peak. 

MSCI EAFE: The MSCI EAFE Index (Europe, Australasia, Far East) is designed to measure the equity market 
performance of developed markets outside of the U.S. and Canada. You cannot directly invest in this index. 

MSCI Emerging Markets Index: The MSCI Emerging Markets Index captures large and mid cap representation 
across 24 Emerging Markets (EM) countries*. With 1,330 constituents, the index covers approximately 85% of the 
free float-adjusted market capitalization in each country. 

Russell 1000 Index: The Russell 1000 Index measures the performance of the large-cap segment of the US equity 
universe. It includes the approximately 1,000 largest US stocks, representing approximately 93% of the value of 
the  US equities market. It is not possible to invest directly in an index. 

Russell 2000 Index: The Russell 2000 Index is a small-cap U.S. stock market index that makes up the smallest 
2,000 stocks in the Russell Index. 

S&P 500: The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be 
representative of the stock market in general. You cannot directly invest in this index. 

Standard Deviation is a statistical measure that quantifies the amount of variation or dispersion of a set of values 
around their mean. 

 


