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When we published our 2026 Annual Outlook at the start of the year entitled “Scaling the Wall of Worry”, 
our core view was clear: we believed the global economy was entering a more complex macroeconomic 
regime: one that we felt called for weighing risks versus returns and considering reliable income as a key 
contributor to total return. 

We also pointed out that our forecasts do not promise specific returns or precise timing. We believe 
financial markets are shaped by countless interconnected factors ranging from economic data and policy 
changes to unexpected shocks. Predicting exact returns across assets and markets, especially over short 
periods of time, is in our opinion highly erratic.  

Our stance over the long-term for equities is generally to focus on quality companies (or funds of 
companies) demonstrating what we view as strong fundamentals in revenue, cashflow, and balance 
sheet strength.  We also continue to urge caution toward unproven growth companies dependent on 
inexpensive financing and instead favor businesses with what we consider durable pricing power and 
essential-need operating models. For clients with balanced goals and objectives - which is our preferred 
long-term positioning - we also generally favor income-oriented strategies designed in an attempt to 
provide cashflow, manage downside risk, preserve capital, and absorb market volatility. Conversely, we 
recognize that some of our clients have a higher risk tolerance and may choose to forego income-oriented 
strategies, hedged-equity, or alternative investments as risk-management tools, preferring instead to 
maximize long-term growth potential through more equity exposure.   
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With respect to the bond market, at the beginning of the year we expected fixed income markets to be 
constructive, and anticipated what we believed would be generally upwardly-biased global bond prices 
based on continued downward-trending interest rates. However, after the recent spike in energy prices 
from the conflict in Iran over the past few months, we now think that sticky inflation and the potential for 
higher-for-longer interest rates could mean that the total return for certain bond indices could be anemic 
for a period of time.  As such, we suspect fixed-income strategies for client portfolios should be nuanced 
to achieve a total return in excess of inflation in the intermediate term. 

 

THIS IS NOT A RECOMMENDATION TO PURCHASE ANY SECURITIES. 

Our analytical framework generally anticipated structural friction before it became the dominant market 
narrative in the first quarter of the year. While it seemed many investors were caught off guard by the 
geopolitical shock in the Middle East in late February (most notably the closure of the Strait of Hormuz) 
we believe our diversified, risk-managed models generally held up relatively well.  We also think our 
cautious stance toward broad S&P 500 growth expectations helped protect portfolios while allowing us 
to monitor key macroeconomic markers, including the Federal Reserve leadership transition, moderating 
GDP growth, currency volatility, and geopolitical risk.  That said, a conservative approach proved 
somewhat less favorable in the second quarter as the earnings reports of AI infrastructure companies, 
(especially semiconductor stocks) reignited a rush back into risk assets and a speedy bull run in tech-
heavy equity indices. 
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As we move into the second half of 2026, the focus shifts from what has already happened to what may 
come next. As usual, we have combined our internal research and analysis with perspectives from 
leading institutional research consensus. The central takeaway appears to be that the global economy is 
being pulled by powerful and often contradictory forces. In this environment, the greatest risk, in our view, 
may not simply be being too cautious, it is relying too heavily on a single market narrative. Remaining 
somewhat defensive can help protect capital, but it is possible that it can come with an opportunity cost 
if more volatile sectors of the stock market leap higher. At the same time, committing fully to one dominant 
investment thesis in an overheating equity market environment seems equally risky. Today’s markets 
appear shaped by several competing narratives with some connected, some mutually exclusive, and 
probably not all capable of being true at once. Our task in the second half of 2026 is to try to construct 
portfolios that do not depend on one forecast but can aim to remain resilient across several very different 
scenarios. 

For example, looking ahead to the remainder of 2026 our base case is for the S&P 500 to end the year 
modestly higher from current levels provided several key items work out favorably from the market's 
perspective: geopolitical risks de-escalate, corporate revenue and earnings growth stays robust and 
broadens beyond the semiconductor space, the upcoming mid-term elections do not disrupt the tax or 
regulatory environment, and interest rates do not spike from cost-push inflation. Absent that "goldilocks" 
scenario, however, we would not be surprised to see a regression to mean-level equity-market valuations, 
which could be substantially (≈ 15-20%) lower. The roadmap below outlines how we are approaching this 
complex terrain. 

Decoding the Competing Narratives 

To help protect and grow wealth in this environment, we are assessing our assumptions against three 
major tensions we see shaping global markets. 

1. The AI Value-Capture Paradox: Bubble or Structural Supercycle? 

Narrative A (The Productivity Boom): Record artificial intelligence adoption is expected to deliver near-
term, massive productivity gains. This expansion could boost corporate margins across virtually every 
sector, potentially driving non-inflationary economic growth and justifying current equity valuations. 

Narrative B (The Capex Fatigue & Bubble Burst): The AI investment cycle is an expensive, capital-
intensive race. Hyperscalers (i.e. companies developing AI software and analytics tools) are projected to 
spend nearly $700 billion this year, which could severely pressure their near-term free cash flows and 
earnings. Outsized market gains appear to leave little room for disappointment. If explicit revenue 
monetization lags behind this massive spending, major tech platforms might face a severe re-pricing. 

Our Resolution: We think these narratives are unlikely to coexist indefinitely. While the AI capex boom 
has primarily benefited a very narrow sector of the market - e.g. the semiconductor industry - we think 
that ultimately that capex will wane and other sectors will emerge as beneficiaries over time such as 
software providers, healthcare companies, financial services firms, and many others. 
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THIS IS NOT A RECOMMENDATION TO PURCHASE ANY SECURITIES. 

2. The Inflation Regime: Temporary Shock or Higher Structural Floor? 

Narrative A (The Disinflation Rebound): The energy price shocks triggered by the Middle East conflicts 
in late February are viewed as temporary supply dislocations. Housing disinflation appears durable, 
global competition may cap prices, and central banks could safely resume cutting interest rates. 

Narrative B (The 1970s Replay): We are entering a structural regime of deglobalization and 
fragmentation. Governments and corporations appear to be aggressively prioritizing domestic resilience, 
national security, and supply-chain duplication over cost efficiency. Furthermore, global manufacturing 
may be recovering from a multi-year downturn, adding fresh raw material cost pressures. 

Our Resolution: We believe investment must come before productivity. The scale of reshoring, tariffs, 
supply-chain duplication, and localized defense spending seems structurally inflationary. Unless the labor 
market deteriorates quickly enough to warrant interest rate cuts, we think the long-term interest-rate floor 
for 10-year US Treasuries is likely to remain closer to 4.5 to 5% than to the post-2008 low-rate 
environment. Because traditional bonds can sometimes move in the same direction as stocks during 
supply-driven inflation shocks, we also feel the old model of public-market diversification (where 
intermediate-term investment grade bonds cushion stock-market drawdowns) is less reliable in these 
circumstances. 
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3. The Cash Conundrum: Portfolio Cushion or Wealth Erosion? 

Narrative A (The Safety Net): With short-term yields remaining high and geopolitical chokepoints 
actively disrupting global trade, parking capital in cash or short-term money market funds is often seen 
as the ultimate low-risk, high-yielding safe haven. 

Narrative B (The Silent Destroyer): Cash can be highly deceptive. In an environment where global 
fragmentation and energy shocks might push inflation’s floor higher, holding excessive cash runs the risk 
of eroding real purchasing power. It also may fail to capture the potential upside of the anticipated physical 
infrastructure expansion. 

Our Resolution: With the trajectory of interest rates unclear, we think short-term treasuries and money 
market funds remain a valuable tactical liquidity tool as part of a portfolio’s core fixed income exposure, 
and there are defensive benefits by allocating dynamically within a disciplined short-duration income 
framework. 
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Tactical Asset Class Opinions for H2 2026 

To translate these insights into helpful guidelines, the matrix below outlines our current investment 
opinions and tactical views in a very general way across major asset classes.  It does not necessarily, 
though, represent actual active portfolio realignments. 

THIS IS NOT A RECOMMENDATION TO PURCHASE ANY SECURITIES. 

 

    

U.S. Equities OVERWEIGHT +3.0% Favorable view due to resilient corporate 
earnings. Prefer broad diversification 
across asset classes and industries 
rather than passive indices as many 
indices appear to be too concentrated.  

Global ex-U.S. Equities NEUTRAL 0.0% Cautious on emerging markets; perhaps 
selective opportunities in Europe/Japan.  

Fixed-Income (Longer- 

Duration) 

UNDERWEIGHT -4.0% Cautious stance due to sticky inflation 
and fiscal deficits. Within intermediate 
and longer-term fixed income currently 
favor active management strategies in 
multisector bonds and preferreds. 
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THIS IS NOT A RECOMMENDATION TO PURCHASE ANY SECURITIES. 

 

Managing the Risk Tail: What Could Go Wrong? 

We believe true institutional competence requires looking past optimism and deeply stress-testing 
downside scenarios. In cooperation with institutional risk frameworks, we are explicitly monitoring two 
primary risk vectors for the remainder of 2026: 

1. Broadening Map of Geopolitical Risk 

While recent market volatility was catalyzed by the conflict in Iran and the threat to the Strait of Hormuz—
a critical chokepoint handling roughly 20% of global oil consumption—this is only one piece of a more 
complex global puzzle. We view geopolitical risk across three primary theaters, all of which have the 
potential to disrupt supply chains and reignite inflation: 

 The Middle East & Energy Chokepoints: Beyond the immediate tragic human toll, broader regional 
instability threatens global shipping routes (e.g., the Red Sea and Strait of Hormuz). Disruptions here 
act as a direct tax on the global economy via higher freight rates and energy spikes. 

 Eastern Europe & Commodity Friction: The prolonged conflict in Ukraine has fundamentally 
rewired global energy and agricultural markets. While the initial shocks have subsided, the lack of a 
clear resolution means these commodity markets remain highly sensitive to further escalation. 

 U.S.-China Relations & Tech Bifurcation: The strategic competition between Washington and 
Beijing continues to reshape global trade. Tensions surrounding Taiwan, semiconductor export 
controls, and tariff policies are forcing multinational companies to prioritize “supply chain resilience” 
over pure cost-efficiency, an inherently inflationary trend. 

    

Fixed-Income (Short-
Duration) 

OVERWEIGHT +5.0% Favorable tactical allocation for durable 
income, liquidity, and lower expected 
volatility from inflationary forces. 

Alternative Assets OVERWEIGHT +4.5% Where appropriate, we are constructive 
on floating-rate and asset-backed credit, 
real assets, infrastructure, hedged 
equity, and  covered-options strategies 
to potentially manage risk, act as an 
inflation hedge, and provide income 
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2. AI Capex Fatigue 

If hyperscalers continue their historic, multi-billion-dollar capital expenditure sprint without demonstrating 
clear, near-term monetization and margin expansion, the market's patience may wear thin. Because a 
significant portion of broad equity indices' recent gains has been concentrated in a handful of these mega-
cap tech and semiconductor names, any disappointment in their earnings or delayed AI revenue could 
trigger sharp, disproportionate re-pricings across the market. We are closely monitoring software demand 
and end-user adoption rates to gauge whether this massive infrastructure spending is translating into 
sustainable corporate profits, or if a broader valuation correction is necessary. 

Our Commitment to You 

Navigating the future, in our opinion, is not about picking a single narrative and hoping the world conforms 
to it. We believe it is about rigorous data analysis, attempting to uncover structural macroeconomic shifts 
before they fully materialize, and striving to possess the tactical agility to build a portfolio that can succeed 
across multiple potential futures. 

While we feel highly confident in our macroeconomic roadmap, we remain deeply humble before the 
volatility of the markets and aim to be data-driven in evaluating risk. We believe the second half of 2026 
will likely feature intense geopolitical noise, rolling supply shocks, and complex U.S. mid-term election 
headlines. Our promise to you is that we will strive to filter out that short-term noise, focus on long-term 
structural trends, work to increase your hard-earned wealth over the long-term, and continuously seek 
out the high-conviction themes that move the global economy forward. 

We are constantly monitoring your specific allocations and tailoring them to your goals and long-term 
objectives. If you would like to review your current portfolio positioning or walk through these tactical 
updates in detail, our team is available. 

Thank you for your continued trust, confidence, and partnership. 

Sincerely, 

The Investment Partners Asset Management Team 
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Opinions and views expressed herein are solely those of the writer, and not necessarily the opinions of Investment Partners 
Group, its affiliates, employees, or subsidiaries (Collectively “The Company”, “We”, “Us”, or words of similar import). This report 
does not constitute or form part of any offer to issue or sell, or any solicitation of any offer to subscribe or purchase, any shares 
or other security, investment interest or provide investment advice - nor shall it form the basis of or be relied on in connection 
with any contract thereof.   Neither should any matter discussed herein be considered an endorsement of any product, service, 
firm, or provider. Any information referred to should not be considered a complete analysis of every material fact with respect to 
any company, industry, security or strategy.  Any and all investments discussed herein may not be suitable for all investors and 
may be subject to a high degree of risk.  Past performance of any company, industry, security or strategy is not a guarantee of 
future results.  For this and other reasons, Investment Partners Group does not recommend that investors buy or sell any 
securities mentioned herein, if any.  Furthermore, there is no certainty, and we make no representations, that any strategy 
discussed may be executable in an appropriate size or amount and/or at the prices or rates described herein, if any.  Moreover, 
although the information contained herein has been obtained from sources believed to be reliable, its accuracy and 
completeness cannot be guaranteed.  Investment Partners Group and/or its affiliates (including but not limited to Investment 
Partners Asset Management (“IPAM”)) may effect transactions, including transactions contrary to any views expressed herein 
for themselves or their clients.  Furthermore, Investment Partners Group and/or its affiliates (including but not limited to IPAM) 
may have positions in securities mentioned herein (or options with respect thereto) and may also have performed consulting 
services for the issuers of such securities.  In addition, Investment Partners Group and/or its affiliates (including but not limited 
to IPAM) , their employees, employees’ families, and other affiliated persons may have positions and effect transactions including 
transactions contrary to any views expressed in the securities or options of the issuers mentioned herein, if any, and may serve 
(or may have served) as directors of such issuers. IPAM is an SEC-registered investment adviser located in Metuchen, New 
Jersey. IPAM and its representatives are in compliance with the current filing requirements imposed upon SEC registered 
investment advisers by those states in which IPAM maintains clients. IPAM may only transact business in those states in which 
it is registered or qualifies for an exemption or exclusion from registration requirements. The limited purpose of the Event is the 
dissemination of general information pertaining to its advisory services and / or market conditions. Accordingly, this report should 
not be construed by any consumer and/or prospective client as IPAM’s solicitation to effect, or attempt to effect transactions in 
securities, or the rendering of personalized investment advice for compensation over the Internet. Any subsequent, direct 
communication by IPAM with a client or prospective client shall be conducted by a representative that is either registered or 
qualifies for an exemption or exclusion from registration in the state where the prospective client resides. Information pertaining 
to the registration status of IPAM can be obtained at www.sec.gov and/or the state securities departments for those states in 
which Investment Partners maintains a notice filing. Moreover, no client or prospective client should assume that any such 
discussion serves as the receipt of, or a substitute for, personalized advice from IPAM, or from any other investment professional. 
IPAM is neither an attorney nor an accountant, and no portion of this message should be interpreted as legal, accounting, or tax 
advice. A copy of IPAM’s current written disclosure statement about its business operations, services, and fees is available from 
IPAM on its website.  Specifically, IPAM’s disclosure statement is discussed in its form ADV 2A available 
at www.investmentpartners.com/disclosure Accounts are not FDIC insured.  Investing involves risk.   
 
Please Note: Past performance is not indicative of future results. Therefore, no current or prospective client should assume that 
future performance will be profitable, equal the performance results attempted by a strategy mentioned herein, if any, or equal 
any corresponding historical benchmark index or Exchange Traded Fund (ETF) referenced in this presentation, if any. The 
historical index performance results for all historical benchmark indices or ETFs may not reflect the deduction of transaction and 
custodial charges, or, in some cases, the deduction of an investment management fee, the incurrence of which would have the 
effect of decreasing indicated historical performance results. Furthermore, historical benchmark indices or ETFs may not include 
the impact of reinvested dividends or other investment income which would have the effect of increasing those indices historical 
performance results. The historical performance results for any/all indices and ETFs, if provided, are supplied exclusively for 
comparison purposes only, so as to provide general comparative information to assist an individual client or prospective client 
in determining whether IPAM’s objectives meet, or continues to meet, his/her investment objective(s). For example, the S&P 
500 Index (the “S&P”) is a market capitalization-weighted index of 500 widely held stocks often used as a proxy for the stock 
market. Standard & Poor’s chooses the member companies for the S&P based on market size, liquidity, and industry group 
representation. Included are the common stocks of industrial, financial, utility, and transportation companies. A corresponding 
description of the index (i.e., a domestic equity index) is available from IPAM upon request. It should not be assumed that IPAM 
portfolio holdings will correspond directly to any such comparative index. Past asset class correlations are not indicative of future 
correlations, which may vary. 
 


