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2026 2H Outlook: 

The Metal l ica Market

New Edge Of f ice  o f  the  CIO
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The 1H26 Metallica Market
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The 1H26 Metallica Market

1H trading was Metallica-esque, with a delayed 
appreciation of earnings strength resembling 
+=L9DDA;9ɃK KDGO JAK= LG JG;C JGQ9DLQȷ

But the story of Metallica also gives us important 
lessons for 2H: we must find ways to turn market 

challenges into great opportunities, just as Metallica 
turned personal pain into thrash metal art.
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The Market As Told By Metallica

The AI Infrastructure trade dominated markets 
in 1H26, with both strong price action and 
earnings driven by AI infrastructure stocks 

(which themselves were driven by huge capex 
budgets from hyperscalers).

Nothing else matters
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The Market As Told By Metallica

1H26 was characterized by a surge in risk-on, 
speculative, high momentum trading. Liquidity 

remained abundant and supportive of high 
valuation capital raises.

Moth into flame
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The Market As Told By Metallica

Geopolitical events do not result in as extreme 
of an energy price shock as expected, with no 

impact to earnings and muted impact to 
economic growth.

The day that never 
comes
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The Market As Told By Metallica

-MJ L@=E= G> ӑ"GFӐL $A?@L L@= 5@AL= &GMK=Ӓ
H=JKAKLKӄ ӑ"GFӐL D=L L@= KLG;C E9JC=L ?G <GOFӒ

as an unspoken policy priority remains 
AEHGJL9FL ?AN=F L@= O=9DL@ =>>=;LӐK D9J?= AEH9;L

on resilient consumer spending.

Master of puppets
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The Market As Told By Metallica

The new Fed Chair Warsh sounds hawkish in his 
vow to fight inflation, but promises big changes 

in communication style and Fed functioning 
ӦOAL@ @AK F=O ӑ29KC $GJ;=KӒӧӄ 2@AK ;J=9L=K F=O

uncertainty in the future policy path, but 
markets responded by pricing in hikes.

Fight fire with fire
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The Market As Told By Metallica

!GFKME=JӐK FA?@LE9JAK@ K=FLAE=FL <G=KFӐL
translate to weaker spending (despite falling 

real wages).

Enter sandman
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The Market As Told By Metallica

F< FGO O= ӑ2MJF L@= .9?=Ӓ LG Ґ&ҐҔӄ 1GE= G>
the themes/trends are persisting to start the 
back half, but some have already started to 

shift.

Turn the page
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Agenda
1. 1H26 Review and 2H26 Summary: The Memory Remains

a) What surprised consensus about 1H16

b) Where consensus stands going into 2H26

c) Where consensus could be surprised the most in 2H26

d) -MJ ӑ:GJAF?Ӓ HJ=<A;LAGFK

2. Equity: Ride the Lightning

a) AI Trade: Can the Momentum Continue?

b) Everything Else: What Sustains a Rotational Catch Up?

c) The Mullet Portfolio: Business in the Front, Party in the Back

3. Fixed Income: Hero of the Day

a) Short Term Cash: Cool Again?

b) Munis: The Encore Performance?

4. Alternatives: Eye of the Beholder

a) Volatility Strategies: Taking Advantage of Uncertainty

b) Private Credit: Picking Spots Amidst Headline Risk

c) Private Equity: Disruption Creates Opportunity
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Summary of 2h26 Expectations
U.S. Economy

Å GDP: We expect trend GDP growth (~2%). The fiscal boost from OBBB 
in 1H (i.e., tax refunds) should fade in the 2H but tech infrastructure 
demand remains a key growth driver; non-tech investment (i.e., 
housing) remains flat, and consumers are getting squeezed by falling 
real wages.  

Å Jobs: We expect relatively stableunemployment, but weaker net 
hiring compared to the first half. We expect wage growth to remain 
subdued.

Å Inflation : Moderates on a headline basis thanks to falling oil (unless 
the Strait of Hormuz shuts again); a big/broad surge in inflation less 
likely due to soft wage growth and housing.

U.S. Policy

Å Fed Policy: Moderating headline inflation and a softening labor 
market creates little urgency for the Fed to deliver rate hikes, 
meaning June was the peak in hawkish Fed expectations, barring 
another surge in oil/gas prices. Larger Fed framework changes have 
little impact on markets in the near term (other than sparking more 
bond market volatility), with the true test of changes in the next crisis.  

Å Fiscal Policy: The likely midterm results (Democrats at least taking 
L@= &GMK=ӧ OGFӐL HJG<M;= 9FQ D9F<E9JC D=?AKD9LAGF :ML ;GMD< D=9<
budget negotiations to resolve in favor of higher discretionary 
spending, as they did after the 2018 midterms.

U.S. Fixed Income

Å 10 Year: A retest of recent highs 4.6-4.8% possible given short-term 
uptrend in yields, which would create an attractive entry point for 
those looking to position for weaker economic growth.

Å 2 Year: In the absence of Fed forward guidance, yields remain above 
the Fed Funds rate (current 3.75%), pricing in hikes; reversal is 
possible if inflation moderates faster than expected or UE rate spikes.

Å Credit Spreads: &7 KHJ=9<K <GFӐL HMK@ EM;@ DGO=J :ML ;GMD< KHAC=
higher if economic or earnings growth data disappoints.

Å Muni Dynamics: Expect income and carry to be the primary drivers of 
return with active sector, credit, and maturity selection becoming 
increasingly important.

Equities

Å The aging bull continues :ML OAL@ HGL=FLA9D >GJ NGD9LADALQ 9K ҏ&ӐK :A?
earnings reset (driven by capex increases at hyperscalers flowing to AI 
infrastructure plays) is unlikely to repeat in 2H.

Å S&P 500 Upside: 8000 (20x $400 in 2027 EPS); driven by continued 
strength in earnings and ample liquidity supporting risk; large 
weights in index remain resilient; institutional positioning chases up

Å S&P 500 Downside: 7000 (200 day moving average); driven by 
continued unwind in large weights in index (semis or Mag 7) if AI 
narrative shifts; leverage and crowded bullish sentiment adds to the 
unwind; inflation scare could spark volatility
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Surprises from the First 

Half of 2026
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{ƘǳǘǘƛƴƎ 5ƻǿƴ ǘƘŜ {ǘǊŀƛǘ ƻŦ IƻǊƳǳȊ IŀǎƴΩǘ .ǊƻƪŜƴ ǘƘŜ Dƭƻōŀƭ 9ŎƻƴƻƳȅ ό¸Ŝǘύ
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Economic Data (Especially on the Labor Market) Has Surprised to the Upside
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The Treasury Yield Curve Bear Flattened (Short Rates Rose More Than Long Rates)
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5ŜǎǇƛǘŜ IƛǎǘƻǊƛŎŀƭƭȅ .ŀŘ /ƻƴǎǳƳŜǊ {ŜƴǘƛƳŜƴǘΧ
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Χ нлнс /ƻƴǎǳƳǇǘƛƻƴ CƻǊŜŎŀǎǘǎ ŀǊŜ {ǘƛƭƭ {ƻƭƛŘ
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Where Consensus 

Stands



20
Data as of:  7/8/2026

Where Consensus Stands

US GDP

REAL GDP

2026: 2.1%

2027: 2.1% 

US INFLATION

CORE PCE

2026: 3.3%

2027: 2.5% 

S&P 500 PRICE

Top Down 2026: 7,746.82 
Range: 7,100-8,250

Bottom Up 12M: 8,920

S&P 500 EARNINGS

2026: $344.25 (+24%)

2027: $399.21 (+16%)

US UNEMPLOYMENT

U6

2026: 4.3%

2027: 4.3% 

FED POLICY

WIRP 2026: 1.4 hikes
WIRP 2027: cuts in 2H27



21
Data as of:  7/8/2026

Bottom-Up Consensus is Most Bullish it Has Been Outside of Corrections

Source: Bloomberg
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2026 and 2027 EPS Estimates Up Significantly
S&P 500 2026 and 2027 EPS Estimates

Source: Bloomberg
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Fed Expectations: Hike Now, Cut Later

Source: Bloomberg
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Risks to the Consensus 

Thinking
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Are The Big 2026 and 2027 EPS Upward Revisions Behind Us?
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Dŀǎ tǊƛŎŜǎ /ƻǳƭŘ Cŀƭƭ CŀǎǘŜǊ ¢Ƙŀƴ 9ȄǇŜŎǘŜŘΧƻǊ aƻǾŜ IƛƎƘŜǊ !Ǝŀƛƴ
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Rate Hikes Could Be Priced Out as Quickly as They Were Priced In
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Disinflation Could Drive Stock-Bond Correlations Lower Again
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Our Somewhat Boring 

Outlook for the Rest of 

2026
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Consensus Has GDP Growth Just About Right (Maybe Slightly Too High)
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The U.S. Labor Force Shrinks in 2026
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The Midterm Elections Will Go the Way Most People Think They Will
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Portfolio Priorities
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Strategic Portfolio Priorities for 2H 2026

Strategic Priority Call to Action Portfolio Implementation

Assume Inflation 
and Rates Stay Elevated

Preference for private real assets and 
inflation-sensitive strategies with pricing 

power over rate-sensitive fixed income and 
speculative inflation hedges

ÅPrivate Infrastructure
ÅPrivate Real Estate
ÅHigh Quality U.S. Large Cap Stocks 

Diversify Return Drivers
 and Income Streams

Build a diversified mix of income streams 
that can perform across market 

environments, while adding credit risk 
opportunistically when market dislocations 

improve valuations.

ÅIG and HY Municipal Bonds
ÅStructured Notes
ÅAgency MBS
ÅEmerging Market  Bonds
ÅPrivate Real Assets 

"GFӍL $A?@L L@= 5@AL= &GMK=ӈ
Stay Risk-On as Higher Stock Prices 

Fuel the Economy

Use volatility to increase exposure to high-
quality U.S. equities, while selectively 

participating in long-term AI investment 
trends. 

ÅHigh Quality U.S. Large Cap Stocks

ÅDurable AI Infrastructure 
Beneficiaries
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Equities ς Ride the 

Lightening
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Equity Market Outlook ς H2 2026

Å We Remain Constructive on Global Equities: Earnings momentum continues to be the dominant driver and key pilar of 
support for global equities, market performance in the coming quarters is likely to continue to follow this trajectory (as it 
has for the past several years) 

Å AI Capex Cycle: No imminent end in sight (given rising AI adoption trends, surging compute demand and constrained 
supply). However positive revisions to expectations and overall capex growth are likely to moderate ӛ leading to periods of 
volatility and requiring heightened discipline from investors. We expect prices to eventually peak before fundamentals.

Å Valuations, Sentiment , Positioning: We expect some consolidation following a historic Q2 for certain segments, a result 
of rebalancing and some mean reversion in the most extended areas. While we see some pockets of excess and crowding 
(mainly in more speculative areas), overall conditions are supportive for a continuation of the bull market.

Å Positioning : Heightened discipline and risk management are essential in an aging bull market, especially when powerful AI 
capex trends are likely to moderate and come under greater scrutiny. In this environment prioritize durable growth and 
profitability over more speculative plays, utilize diversification and rebalancing to provide insulation from increased 
volatility and momentum unwinds, all of which can allow investors to be more opportunistic in periods of heightened 
stress.

Å We maintain our balanced stance between value and growth, prefer large caps over more economically and interest 
rate sensitive small caps, and prefer U.S. over international equities given the relative earnings power. 
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Second Quarter & First Half 2026 - Performance Recap 
The AI infrastructure beneficiaries powered a historic quarter for equity markets , but recent crowding, 
narrowness, and elevated sentiment  bring added risks that require heightened discipline going forward. 

Performance of Broad Indices & Various Market Segments
Broad Index Q2 YTD Segment Q2 YTD
MSCI Emerging Markets 24.1% 24.0% Semiconductors 88.0% 101.7%
Russell 2000 21.6% 22.7% GS AI Data Centers 70.3% 115.0%
Russell 1000 Growth 16.7% 5.3% S&P500 (AI Winners) 65.5% 62.0%
S&P500 15.2% 10.2% GS-Non Profitable Technology 43.7% 48.5%
MSCI ACWI 15.1% 11.5% GS High Beta/ High Momentum 31.5% 56.7%
Russell 1000 Value 13.9% 16.2% Bloomberg Magnificent 7 11.7% -1.7%
S&P500 Equal Weight 11.4% 12.1% S&P500 (Hyperscalers only) 10.0% -6.2%
MSCI EAFE (Foreign Developed) 11.1% 9.9% S&P500 (excluding AI Winners) 7.2% 6.0%
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The AI Trade: Can the Momentum Continue
Hyperscaler Capex Trends: Rising capex estimates help 
explain H1 equity market performance and capex trends 
remain a key quarterly watch item 

Å Consensus expects YoY capex growth of 88% in 2026 
and 22% in 2027, while annual capex estimates have 
risen nearly 50% since November

Å GS estimates that annual AI Capex will exceed $1.5T by 
2030 (a cumulative total of $6T+ over the 2026-2030 
period, which dwarfs the $700B spent over the last 3 
years 2023-2025)

Increased Capital Intensity: Hyperscalers are spending 
a record amount of revenues on capex and R&D, 
weighing on valuations and relative performance. Will we 
see a peak in H2? 

Source: FactSet, Goldman Sachs Global Investment Research as of 6/1/26

Å Declining FCF margins, rising debt and equity market 
issuance, combined with concerns about long-term ROI 
have weighed on hyperscaler valuations

Å We are likely witnessing a peak in YoY capex growth rates, 
yet spending can likely continue to grow alongside 
operating income. A healthy development for the cycle 
but a potential headwind to more speculative areas 
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The Everything Else Trade: Another Head Fake or a More Durable Rotation
The Broadening/Rotation Trade: Enticing once again, but lacking a clear catalyst for sustained outperformance 

Å Once again we are seeing renewed 
appetite and strategist calls for a 
broadening and market rotation into 
areas outside the AI ecosystem

Å We have seen several head fakes over 
the years where the average S&P500 
company outperforms, not have 
marked the ultimate turn in relative 
performance

Å Ultimately relative earnings growth, a 
sluggish macro environment and less 
accommodative Fed remain well 
entrenched headwinds

Å Segments like healthcare, energy, and 
consumer discretionary remain 
attractive hedges to volatility and any 
unwind in the AI segment

Equal Weight S&P 500 Absolute and Relative
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The Mullet Strategy: Business in the Front, Party in the Back 

Business in the Front

Å Functional, Durable, Defendable 

Å Mainly those companies and 
segments that may lack excitement 
today, but can provide stability, 
consistent growth, and insulation 
from periods of market turbulence 
and volatility in the AI segment. 

Å Examples: Quality factor, large 
caps, dividend payers, 
diversification. AI plays where 
growth is driven by volumes as 
opposed to price and supported by 
backlogs

Party in the Back

Å Speculative, not necessarily an enduring 
style but can be popular at times 

Å Not all AI plays are speculative, however 
lofty expectations and crowded 
positioning leave many in this group 
exposed to any unexpected turns in capex 
trends and sentiment

Å As a result exposure should be oriented 
around more durable segments (like semi 
equipment and power generation)

Å Examples: Semiconductors, technology 
hardware, data center infrastructure, high 
growth/high momentum factor

Our positioning  for the second half is analogous to a mullet , essentially a barbell of durable/quality growers and 
select higher momentum plays. Ultimately allowing for continued participation in the AI investment cycle, yet 
providing some insulation from increased volatility, capex uncertainty, and benefitting from any further rotation 
under the surface.  

Andre Agassi: Early Adopter 
of the Mullet Strategy 
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Municipals- The 

Memory Remains
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From Headwinds to Tailwinds ς Munis Outperform 
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2026 MuniCurve Changes. "The Good. The Bad -The Belly."
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Divergent Two-Year Yields
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"Rich on the Wings" - 2 yr and 30 yr Munis Are More Expensive Heading Into 2H26
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HY Muni Spreads Narrow In 2026
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Munis- Still The Better After-Tax Opportunity 
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Short-Term Fixed 

Income / Liquidity
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Government Money Market Yields Remain Anchored in the low 3s




