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Mid-Year Recap
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Q1 2026 Q2 2026 YTD

S&P 500 -4.3% +15.2% +10.2%

Russell 2000 +0.9% +21.5% +22.6%

MSCI EM -0.2% +24.1% +23.8%

MSCI EAFE -1.2% +11.1% +9.4%
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Source: FactSet, Strategas. data as of 6/30/26.

Q1 2026 Commentary

Markets faced a challenging Q1 as escalating 
geopolitical tensions and military conflict fueled 
concerns around global growth, trade, and 
energy markets. Risk assets struggled amid 
heightened uncertainty and a sharp increase in 
market volatility.

Q2 2026 Commentary

Markets rebounded in Q2 as robust earnings 
growth, improving liquidity, and continued AI -
related investment helped offset geopolitical 
tensions and rising energy prices. EM equities 
outperformed as enthusiasm around AI spending 
& demand fueled gains across a concentrated 
group of tech leaders.
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Key Questions

As the conflict with Iran 
continues to drag on, what 

are the implications for 
inflation, interest rates, and 

Fed policy?

AI stocks are on a tear. Will 
they keep leading the 

market?

Can strong corporate earnings 
continue to support 

equity markets / future 
economic growth?

While tensions in the Middle 
East have added uncertainty, 

inflation has remained 
relatively contained thus far. 

The key question is whether a 
sustained increase in energy 
prices could reignite inflation 
pressures and keep the Fed 

cautious on further rate cuts.

AI-related spending continues 
to support earnings growth for 

many large -cap technology 
companies, helping sustain 

market leadership. However, 
elevated valuations and high 

expectations increase the 
importance of continued 

earnings execution.

Corporate earnings remain the 
primary fundamental driver of 

equity markets and have proven 
more resilient than many 

expected. As long as earnings 
growth continues and the 

economy avoids a significant 
slowdown, equities should 

remain supported in the near 
term despite policy and 

geopolitical uncertainties.
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Iran, Inflation, and a New Fed Era

Source: Factset, data as of 7/15/26.

Inflation Moderates

The U.S. CPI fell -0.4% m/m in June (slowing to 3.5% YoY), 
making the first meaningful moderation in several months 
as energy prices eased.  Inflation had spiked alongside 
energy prices after the start of the Iran conflict in March.

• Lower gasoline and energy prices were key 
contributors, though inflation remains above the Fed’s 
target.

New Fed Leadership 

Kevin Warsh’s first meeting as new Fed Chair signaled a less 
predictable policy framework.  He also has made 
comments suggesting that he would be more aggressive in 
hiking rates to combat inflation. 

Policy Outlook

• The Fed held rates steady at 3.50% -3.75% during its June 
meeting. Policymakers continue to emphasize inflation 
risks over growth concerns, suggesting policy easing is 
not imminent.

• Warsh removed prior language suggesting future rate 
cuts and has emphasized the Fed’s commitment to 
restoring price stability.

• The future rate path will be driven by inflation trends and 
labor market resilience.
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Federal Funds Rate

Source:  Bloomberg, Bianco Research, data as of 7/13/26.

Federal Funds Rate

2026 began with expectations the Fed 
would cut rates twice by 25 bps. In March, 
expectations flipped to rate hikes as 
energy prices rose with the start of the 
Iran conflict. New Fed chair Warsh has 
expressed a desire to shrink the balance 
sheet, but that may be on hold until the 
Fed can get past inflation concerns.
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2026 Tailwinds
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The government is still running 
significant deficits. While 
unsustainable over the long -
term, this is providing 
meaningful short -term fiscal 
stimulus.

Full capex expensing is adding 
a powerful tailwind to business 
investment.

Fiscal Policy

The Fed lowered rates by 75 
bps in 2025. With inflation 
pressures continuing the next 
move is likely a 25 bps hike 
before the end of 2026.

Still, the lagged impact of Fed 
easing has boosted corporate 
profits in 2026.

Monetary Policy

Policy -supported capex 
spending (in tech and now 
broadening) will be a 
significant driver of growth this 
year (over $1 trillion/per year 
in spending initiatives).

Higher capex should = Higher 
productivity,  lifting potential 
GDP and supporting a more 
durable expansion.

Capex Spending
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Policy a Short-Term Cushion from Geopolitical Stress 

2026 Policy -Driven Tailwinds

1. $700bn Bank Deposit Increase Since Fed Balance Sheet 
Expansion Began

2. Nearly $0 Year-Over-Year Increase in Tariff Revenue

3. $72bn of Tariff Refunds Distributed in May and June

4. Tariff Effective Rate Has Fallen 400 BP Since October

5. Capex Is Strong on AI / $200bn of OBBB Incentives For 
2026

6. Cash Flow Tax Benefit from Capex Is Feeding Into 
Earnings

7. $60bn of Consumer Tax Refunds

8. Roughly $100bn of Less Capital Gains Taxes in April Due 
to OBBB

9. Agency MBS Purchases + Financial Deregulation

10. Treasury Headed to 30% of Issuance in T -Bills

Why This Is Important

• Despite heightened geopolitical 
tensions and renewed inflation 
concerns, several policy and liquidity 
tailwinds helped support economic 
growth and financial markets in the 
second quarter.

• Increased liquidity, tax relief, strong 
corporate investment —particularly in 
AI infrastructure—and continued 
consumer support have provided an 
offset to macro headwinds, helping 
sustain earnings growth and 
economic resilience.

• As a result, markets have remained 
focused on underlying fundamentals 
rather than becoming overwhelmed 
by geopolitical uncertainty or the 
prospect of higher interest rates.
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AI Capital Investment 

Source: WSJ. Strategas. JPM Global Research. Goldman Sachs Investment 

Research. 

AI Capital Expenditure Supercycle

• The AI capital expenditure Supercycle is in full 
effect.

• Morgan Stanley has estimated capital 
spending by the five largest AI “ hyperscalers ” 
topping $800bn this year and $1.1 trillion next 
year.

• At 3.3% of GDP, next year’s figure would exceed 
projected spending on national defense. 

Why It Matters for Markets

• This has been a key support for the continued 
strength in corporate profits. 

• 1Q S&P 500 profits were up an astounding 
+28.6% y/y, which was largely driven by AI 
spending.

What’s Next

As a cohort, the largest hyperscalers  are expected 
to grow capex by 44% per year over the next two 
years reaching an estimate of $906bn in 2027  
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Can The Rising AI Tide Lift All Boats?

AI-related Stocks Continue to Push Higher 
in 2026

Despite a start to the year that saw 
pullbacks in some of the Mag 7 and a rally in 
value stocks, AI -related companies have 
continued their march higher since the 
selloff at the end of February. The market 
has spent the last year deciding which 
industries might be winners 
(semiconductors) and losers (software). 
Ultimately, we believe the nature of the 
individual businesses will determine their 
long-term value, but stock prices at the 
moment are moving in themes and 
momentum continues to be a strong factor. 

Source: Bloomberg, Bianco Research. 
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Can The Rising AI Tide Lift All Boats?

Inevitably, when single themes run up as much as AI has, questions begin to arise of whether we are in a bubble 
and when it might be played out. We don’t have a crystal ball, but here are a few thoughts: 

Why Some Worry About an AI Bubble

• Most AI companies are richly valued 
and not all of them will be able to grow 
enough to justify their lofty valuations.

• It remains uncertain whether 
companies purchasing and integrating 
AI solutions will have sufficient 
productivity gains to justify the spend 
in the near term.

• In the AI arms race, hyperscalers  
(GOOGL, META, etc.) refuse to 
underspend their competitors and 
capex will continue to be a large drag 
on profits if sizeable monetization does 
not come soon. 

Why AI Momentum May Continue

• The massive spending of hyperscalers  
(GOOGL, META, etc.) is creating a boom 
for AI infrastructure companies.

• With SpaceX, Anthropic and OpenAI all 
going public over the next year, 
thematic exposure to AI is only going to 
increase within most indices.
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Top Performers
20 Best S&P 500 Performers 2Q 2026

Company Sector Performance

Sandisk Corporation Technology 258%

Micron Technology, Inc. Technology 242%

Intel Corporation Technology 216%

Marvell Technology, Inc. Technology 201%

Advanced Mico Devices, Inc. Technology 186%

Dell Technologies, Inc. Class C Technology 164%

Flex Ltd Technology 148%

Seagate Technology Holdings PLC Technology 147%

Western Digital Corporation Technology 136%

Humana Inc. Health Care 130%

Datadog, Inc. Class A Technology 121%

Palo Alto Networks, Inc. Technology 113%

Applied Material, Inc. Technology 112%

KLA Corporation Technology 105%

Lam Research Corporation Technology 103%

Centene Corporation Health Care 96%

CrowdStrike Holdings, Inc. Class A Technology 95%

Hewlett Packard Enterprise Co. Technology 95%

Corning Inc Technology 90%

Fortinet, Inc. Technology 88%
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Q2 2026 Performance By Sector

Source: Factset and S&P Global, Data as of 6/30/26.

Technology and AI Dominated Second Quarter 
Returns

• The vast majority of the strong performance for S&P 
500 during Q2 was driven by the technology  sector. 
The technology sector alone contributed over 2/3 of 
the index return. This 15% gain for the S&P marked its 
best quarter since Q2 of 2020, when markets 
rebounded off COVID lows.

• At the individual company level, 18 of the top 20 
performers came from the tech sector and nearly all of 
them are tied to the AI theme. Even within industrials, 
the second -best performing sector, many of the 
strongest performers are companies standing to 
benefit from the necessary AI infrastructure buildout. 



DIVERSIFIED TRUST                     PRIVATE & CONFIDENTIAL  PAGE 12

Equity Earnings Outlook

Earnings Growth Remains Strong

EPS growth expectations are robust across 
U.S. stocks, developed international, and 
emerging markets – all expected to grow 
earnings by roughly +15% this year and 
+10% in 2027. 

• Earnings estimates for 2026 in the U.S. 
and EM have been revised considerably 
higher this year. Estimates for the S&P 
500 have increased by 9% since 12/31 
(from +14.8% to +23.8%), while estimates 
for the EM index have increased by +32% 
YTD (from +18.3% to 56.9%).   This is 
driven in large part by higher AI 
spending.

• Most notable is the resurgence of growth 
outside the US, particularly in EM, which 
is a direct result of AI infrastructure 
spending.  A handful of large chipmakers 
(Samsung, TSMC, SK Hynix, etc.) are 
seeing explosive growth.
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Index YTD Change in EPS (%)

S&P 500 +9.4%

MSCI EAFE +2.2%

MSCI EM +31.8%
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Global Valuations

Source: Factset. Data as of 6/30/26

Balancing Valuation and Growth

The US market remains the most expensive from both an absolute and relative valuation standpoint but also has a track 
record of delivering more attractive growth. International, while traditionally growing more slowly, has begun to 
accelerate. International companies, especially Emerging Markets, do remain more sensitive to inflationary pressures 
from changes in oil prices.
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The Big Picture

1. Despite the conflict with Iran, investor focus has shifted to earnings and fundamentals.  Growth 
remains strong behind massive CapEx  and government spending. This provides a positive 
outlook for equity markets as long as geopolitical risks remain contained.

2. AI hyperscaler  stocks trade at high multiples, but this could be reasonable given the level of 
earnings growth. Diversification across industries and countries is important to avoid heightened 
AI-related valuation risk. 

3. Private market opportunities continue to offer equity -like return profiles while avoiding general 
equity market sensitivity. However, investors must be selective to avoid paying excessive fees for 
undifferentiated investments in crowded trades. 

Key Market Themes

DTC Portfolio Activity

Maintain equity exposure 
amidst positive 2026 GDP and 

earnings backdrop

Diversify within equity 
exposure to avoid AI-related 

valuation risk

Continue being selective in 
private markets to target 

equity-like returns without 
general equity market beta

PE/Real 
Estate

Intl. 
Markets

US 
Markets



GENERAL
• Totals  do not sum to 100% due to rounding .
• Opinions  expressed in these materials  are current only as of the date appearing  herein.  The information  herein is presented for illustration  and discussion  purposes  only and is not intended to be, 

nor should  it be construed  as, investment advice or an offer to sell, or a solicitation  of an offer to buy securities  of any type or description .  Nothing in these materials  is intended to be tax or legal 
advice,  and clients  are urged to consult  with their own advisors  in this regard.

• For non-ERISA  clients,  participation  in common  trust fund investments  is available  only for clients  for whom DTC serves in a fiduciary  capacity  such as trustee, executor, administrator,  guardian  or 
custodian  under a Uniform Gifts to Minors Act/Uniform Transfers  to Minors Act.  A client who is considering  the establishment  of a trust is encouraged  to consult  with his or her legal  and tax advisors .

• Assets managed  by DTC are not insured by the FDIC or any government  agency,  are not obligations  of DTC and may lose value.
• Certain information  contained  herein has been provided by third-party sources; and although  believed to be reliable, such information  has not been independently  verified and its accuracy  or 

completeness  cannot  be guaranteed .

FORWARD-LOOKING STATEMENTS
• This  presentation  may contain  forward-looking  statements. The words “believe”, “probability”,  “intend”,  “expect”,  “estimate”,  “may”,  “should”,  “plan”,  “project”,  “projected”,  “contemplate”,  

“anticipate”,  “predict”,  or similar  expressions  are intended to identify forward-looking  statements.
• These forward-looking  statements include  all statements that are not historical  statements of fact and those requiring Diversified Trust’s  intent, belief or expectations,  including  but not limited to, 

discussions  of its business  strategies,  projections  of returns or revenues, income or loss and future operations .
• Forward-looking  statements  involve known and unknown risks and uncertainties  that may cause actual  results to differ materially  from those anticipated  in the forward-looking  statements.
• Although Diversified Trust believes the assumptions  underlying  the forward-looking  statements in this presentation  are reasonable,  there can be no assurance  that the forward-looking  statements 

included  in this presentation  will prove to be accurate .
• You should  not regard the inclusion  of forward-looking  statements as a representation by Diversified Trust or any other person that its projections,  estimates, plans,  and objectives will be achieved. 

Except  as required by applicable  law, Diversified Trust does not plan to update or revise any forward-looking  statements  after making  this presentation .
• Statements  contained  in this presentation regarding  prior performance  are historical  data and are not intended to represent future results. Actual results will vary, perhaps materially,  from prior 

performance .

INVESTMENT PERFORMANCE
• Past performance  is not indicative  of future results, which may vary.  The value of investments  and the income derived from investments  can fall as well as appreciate .  Future returns are not 

guaranteed,  and a loss of principal  may occur .
• The returns of an investment advisor  for periods  prior to the inception  of its relationship  with DTC are based on such advisor's  prior performance,  which was generated on accounts  managed  prior to 

affiliation with DTC.
• Strategy  composites  are based on current advisor  returns which are subject to change.  The returns represented in such composites  reflect performance an investor would have obtained had such 

investor invested in the manner shown and does not represent returns that any investor actually  attained under the strategy.  Model returns have inherent limitations  and may not reflect the impact 
that material  economic  and market factors may have had on the decision -making  process  if client funds were actually  managed  in the manner indicated .

• Performance  returns are stated net of investment related costs  (including  but not limited to investment management  costs, custodial  costs, and transaction  costs) and assume reinvestment of all 
net portfolio earnings,  including  capital  gains .  All investment performance is expressed in US dollars .

• Any performance  attribution  specific  to an underlying  investment advisor  is provided solely as an example of past performance results, and there can be no assurances  that the underlying  
investment advisor  will generate similar  results in the future.

Important Notes and Disclosures

The information contained herein is confidential and is intended only for the person to whom it is delivered.  No part of thi s material may, 
without the prior written consent of Diversified Trust Company (DTC), be (i) copied, photocopied or duplicated in any form, b y any means, or 
(ii) distributed to any person who is not an employee, officer, director, or authorized agent of the authorized recipient.



Important Notes and Disclosures

BENCHMARKS AND INDICES
• References to market or composite  indices  or other measures  of relative market performance  over a specified period of time are provided for illustrative  purposes  only.  An investor cannot  invest 

directly in a market index.  Indices  are non-managed,  assume reinvestment of income,  do not reflect advisory  fees or transaction  costs, and may experience volatility  or other material characteristics  
which differ from the portfolios of clients advised  by DTC.

• Reference to an index does not imply that a portfolio will achieve returns, volatility,  or other similar  results.
• The composition  of an index may not reflect the manner in which a portfolio is constructed  in relation to expected or achieved returns, portfolio guidelines,  restrictions,  sectors, correlations,  

concentrations,  volatility  or tracking  error targets,  all  of which are subject  to change  over time.

FUND CHARACTERISTICS
• DTC’s  portfolio risk management  process  includes  an effort to monitor and manage  risk, but should  not be confused  with, and does not imply,  low risk or the ability  to control  risk.  The terms and 

risks associated  with each investment portfolio or strategy should  be carefully  reviewed.
• Certain investments  described  herein are subject  to significant  restrictions  on transfer.  For such investments,  there is no secondary  market and none is expected to develop.
• Common  trust funds are valued as of the last business  day of each month, and contributions  and withdrawals  are made on the first business  day of the succeeding  month.  In addition,  entries, lock -

ups, and exits for alternative strategy funds differ, and investors should  review the offering memorandum  for the relevant fund.
• The proposed  strategies and allocations  shown herein are subject  to change at any time and are therefore not a representation  of strategic  or geographic  distribution  of investments  that will 

ultimately  comprise  a portfolio,  if offered.  Furthermore,  there may be additional  strategies,  asset classes  or geographical  regions that are included  in a given portfolio.

ALTERNATIVE STRATEGIES
• Investments  in non-traditional  fund strategies  (also referred to as alternative strategies) are meant for sophisticated  investors  and may involve a high degree of risk and illiquidity .  In addition,  certain 

alternative strategy funds may employ leverage.
• The solicitation  or offer of an interest in a fund may be made only pursuant  to the fund’s private offering memorandum .
• The information  contained  herein is for illustration  and discussion  purposes  only, is not complete  and does not contain  certain material  information  about the funds.  To the extent any information  

herein may vary from, or be inconsistent  with that of the private placement  memoranda  and governing  agreements (i.e., limited partnership  agreements,  limited liability  company  agreements)  of the 
underlying  funds, the terms of the private placement  memoranda  and governing  agreements shall  govern.  An investment in the funds involves  risk.  The applicable  private placement  memorandum  
(and attached  exhibits)  is important  and should  be read in its entirety – including  important  disclosures  and risk factors,  before you decide whether to invest.

• Before making  any investment, the client should  thoroughly  review the fund’s private offering memorandum  with his or her financial  and tax advisor  to determine whether an investment in the fund 
is suitable  for the client in light of his or her financial  situation.  Clients should  ask questions  concerning  a proposed  investment in the alternative strategy funds.  An investment in a fund is not 
suitable  or desirable  for all  investors and is available  only for investors who meet certain criteria with respect to income,  net worth and amount of investment assets owned.

• Investments  in private equity funds often are volatile,  and may generate performance returns that vary significantly  from year to year.  Clients  invested in the same or similar  private equity 
investments  may realize different investment returns depending  on the date of investment.

• Due to the long-term nature of private equity investments,  investors should  expect to bear the financial  risks of their investment for an indefinite period of time.  Investors’  rights to withdraw, 
transfer, redeem, pledge or otherwise encumber  their interests in a private equity fund are restricted significantly .  In the event of an unanticipated  need for cash,  it is unlikely  that investors will be 
able to liquidate  their interests in a fund prior to its liquidation,  if at all,  without incurring  a significant  discount .

TAX CONSIDERATIONS
• Tax reporting for DTC common  trust funds and alternative strategies is provided subsequent  to the annual  audits of the respective funds.  The timing of the annual  delivery of fund K-1s may cause an 

investor to file an automatic  extension of time to file an income tax return.
• Consistent  with Circular  230 issued by the U.S. Treasury  Department, DTC affirms that any comment  or opinion in this communication  relating to a federal tax issue is not intended to be used, and 

cannot  be used, by a taxpayer  for the purpose  of avoiding  tax-related penalties  that may be imposed .

VALUATION OF PRIVATE OR CLOSELY-HELD INVESTMENTS
• The value shown for certain private or closely -held business  interests may not reflect the actual  fair market value of such interests because  of transfer restrictions,  lack of ready marketability,  

minority ownership and other factors which may affect both liquidity  and value.
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We focus on your big picture.
We help you meet and manage your financial complexities 

to keep long-term commitments on track.
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