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The major US averages have closed out a blockbuster
second quarter and a strong first half. Major indexes ended
the quarter with their best gains in years. The S&P 500 was
up 15.2% in Q2, the Nasdaq had rallied 21.6%, the biggest
rallies for both since the second quarter of 2020. The Dow
Jones Industrial Average rose 13.4% in Q2 and topped

52000 for the first time at the end of quarter. Year to date,
the Dow climbed 8.9%, marking its best first-half

performance since 2021. The S&P 500 rose 10.2%, and the

Nasdagq climbed 13.1%.

Remarkably, stocks powered through a turbulent few
months amid geopolitical uncertainty, the conflict in the
Middle East, and the subsequent oil supply shock, and
questions on whether the sustained artificial intelligence
boom would be commensurate with significant spending
among big cloud service providers. The market overcame
these headwinds, thanks in part to the biggest Al
beneficiaries, semiconductor stocks. The group closed out
their best second quarter and first half on record,
underpinning the technical strength are especially strong
fundamentals in the memory chip sector.

The Russell 2000 grew 21.5% in Q2 and hit a new record.
This highlights investors' confidence in US growth. These
gains are notable because they came as many investors
expect interest rates to rise later this year, triggered by

higher energy prices and Al infrastructure component costs.

Small cap stocks have historically been sensitive to interest
rates, as higher rates have resulted in higher borrowing
costs, pressuring small caps more than their large cap
counterparts.

Through the first half of 2026, the S&P 500, the Nasdaq,
and the Dow Jones Industrials Average have notched 24,
20, and 19 record closes, respectively, primarily driven by
the artificial intelligence boom.

Peace talks in the Middle East have brought down oil
prices, easing fears of inflation. The US and Iran recently
announced a ceasefire around the Strait of Hormuz, where
20% of the world's crude oil flowed. However, uncertainty
remains on whether the crude oil transportation through the
Strait will return to normal and when.

The Iran war induced energy supply shock has led to a
surge in crude oil prices and higher inflation expectations,
which helped lift the Federal Reserve's preferred inflation
gauge to 4.1%, well above the 2% target. As a result, there
is a potential for higher interests later this year or in 2027.
New Federal Reserve Chair Kevin Warsh signaled more
concern about inflation than many expected in his debut.
Back in the begging of the year, the consensus among
economists and investors was for the Fed to cut rates.

Along with rising inflation estimates, bond yields have
increased, with the 10-year US Treasury yield rising to

4.44% as the end of June vs. 4.17% as the end of last year.
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Emerging markets continued their broad
outperformance, with the MSCI Emerging
Markets index gaining over 24% in the second
quarter and the first half. Taiwan's Taiex and
South Korea's Kospi surged 60% and 101% in
the first half, respectively, powered by
semiconductor stocks amid the Al boom.

Not all market participants are optimistic. There
are some rising market risks to watch out for
the second half of 2026. The rapid growth of
leveraged ETFs has introduced a relatively
new source of risk that can amplify both rallies
and selloffs. Buyers ranging from hedge funds
to retail investors have poured money into
leveraged ETFs this year, helping to double the
assets in these levered to a record $220 billion.
The most popular leveraged ETFs are tied to
technology and semiconductor stocks, which
have contributed to the sharp gains in these
corners of the market this year. But when
stocks fall, leveraged ETFs can magnify the
losses of the underlying stocks and quickly
spiral into heavy losses. In early June 2026, for
example, the popular 3x semiconductor fund
plunged 31% in a single session, roughly
tripling its benchmark index's decline.
Geopolitical risks and potential rate increases
could spark more volatility, which could quickly
spiral into heavy losses in these levered funds.

We are at the start of the second quarter
earnings season. After a record first quarter,
when S&P 500 EPS grew 28.8% year-over-
year, analysts have revised second quarter
EPS estimates higher to 23.1%, which is above
the 5-year EPS growth rate of 16.4%. By
sector, ten of the eleven sectors are expected
to deliver positive earnings growth. The energy
sector is projected to have the highest earnings
growth year-over year (+123% from Q2 2025),
driven by higher crude oil prices related to
conflict in the Middle East. Information
Technology is expected to have the second
highest earnings growth of 63% year-over-
year, with semiconductors the largest
contributor.
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Global equity markets have remained volatile through the first half of 2026, as conflict
in the Middle East, macroeconomic uncertainty, and worries about the longevity of the
artificial intelligence boom sparked turbulence in various asset classes. As we move
past the midpoint of 2026, we think the breakthrough in innovation powered by Al will
raise the prospect of structurally higher growth. Given the rising earnings growth
expectations, the S&P 500's forward P/E has fallen to 21x at the end of June from its
peak at 23x in October 2025, no longer at extreme vs. history. Looking ahead, we
expect earnings growth, instead of multiple expansion, will dominate market returns.
Meanwhile, although geopolitical uncertainties will continue to drive some headline
risks, we think monetary policies will be a dominant market driver in the second half of
the year. As we navigate market uncertainties, our investment professionals continue
to see opportunities, which include quality assets at attractive prices. We look forward
to continuing our partnership and providing investment insights and solutions for 2026
and beyond.
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