
Market Outlook
Q3 2026: Attached At The Chip



Where Are We?



AI wasn't just a market story in the first half – it was an economy story, too. It drove both returns and real GDP growth
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AI was the engine in the first half

Two things were true in the first half. AI led the market, and AI led the economy. On the market side, names with exposure to the AI complex did most of the 
index's work. On the economy side, the capex to build AI infrastructure became one of the largest single contributors to real GDP growth. When one theme 
moves both the tape and the economic data, you pay attention.

Source: GS, BEA, and Bloomberg as of 7/7/2026
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The spend is real and increasingly debt-funded, but AI lab revenue is ramping faster than anything we've seen
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AI drove capex, debt-issuance, and meaningful revenue growth

The scale is hard to overstate. Hyperscaler capex is running into the hundreds of billions and climbing, increasingly funded with debt as spending 
outruns cash flow. On the revenue side, the AI labs are ramping faster than any software company in history. OpenAI and Anthr opic are adding 
revenue at a rate that took legacy software a decade to reach. Capex proves conviction, while annual recurring revenue (ARR) is highlighting demand.

Source: BlackRock, Bloomberg, Company Disclosures, as of 6/6/26
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Leadership rotated beyond the Mag 7 during the first half and it’s backed by fundamentals
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Market reacted as new leaders emerged

The Mag 7 has stopped being the only story. Leadership has moved on, led by the chipmakers, but the important part is why. When we decomposed the 
move, we found that it's earnings doing the work, not just multiples inflating. As an example, Semiconductors delivered EPS growth that more than justified 
its price performance. The Mag 7, by contrast, retraced from their valuation premium even though earnings remained robust, highlighting the markets 
changed views on the group.  We believe that a broadening driven by fundamentals is a much healthier rotation, and one that can and will persist over time.

Source: Bloomberg, as of 7/10/2026
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Even as breadth widens and new leadership emerged, strip out AI and the index goes nowhere
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New voice up front, AI still on drums

Here's the tension to hold. Breadth is improving, but returns are still overwhelmingly an AI story. Take the AI names out of the S&P 500 and 
what's left was down YTD.  Both things are true: the market is broadening underneath, and AI is still doing the heavy lifting up top. That's the 
two-sided setup in a nutshell.

Source: BlackRock, as of 6/16/2026. The AI 33 includes MSFT, ORCL, GOOGL, AMZN, CEG, SMCI, IBM, META, EQIX, UBER, CDNS, 
GEV, NOW, QCOM, DLR, PANW, CRWD, NXPI, VRT, DELL, LITE, AVGO, COHR, PLTR, HPE, ANET, NVDA, TSLA, AMD, MU, INTC, AAPL 
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Semis and memory ran nearly straight up as investors priced the compute shortage
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The market found the shortage in memory and semis

The clearest expression of the AI trade in Q2 was in the physical layer. Semis and memory went parabolic as the market woke up to where 
the real shortage sits. It's not just logic chips. High-bandwidth memory became one of the tightest links in the AI supply chain, and the stocks 
reflected it.  Memory was up over +166% in Q2, with names like Micron (MU) rallying over +240%.

Source: Bloomberg as of 6/30/2026.
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Small caps just printed their best first half in 25 years
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The “Little Engine That Could” – a great first half for small caps

The broadening showed up most clearly in small caps. The Russell 2000 returned 21.4% in the first half, its best first half in over 25 years, and 
outpaced the S&P 500 by over +11%, the widest first-half gap since 2001. Despite fears about higher rates and fears about zombie companies, 
the market realized that there could be a wider set of AI beneficiaries beyond the builders.  This is the breadth story with a number on it.

Source: Bloomberg, H1 total returns, 2000-2026. Data as of 6/30/2026.
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The IPO market reopened in force, with over $115B of new paper priced in under two weeks in June
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The IPO market roared back

June brought a wave of primary issuance, led by Google's $40B secondary raise on 6/3, and SpaceX's $75B IPO on 6/12. The market took it in 
stride, with the S&P 500 closing June just over 1% away its all-time high. And while expected gross supply for 2026 is large in absolute terms, 
it is modest against the size of the overall market at just under 2% of the Russell 3000 market cap.

Source: Renaissance Capital, Goldman Sachs, as of 7/12/2026.
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Labor is decoupling from GDP growth and the low-end consumer continues to be squeezed
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Labor and consumer are flashing early warning signs

Under the surface, softer data is showing in labor and the consumer. Hiring has decoupled from growth, something that hasn’t happened in over 
50 years.  And the lower-income consumer is leaning harder on credit. The aggregate still looks fine as the top is still leading the way, which is 
exactly the point. The average is hiding real strain underneath. We're not calling a downturn. We're flagging two indicators that have potential to 
change the story, and we'll come back to these later in the year.

Source: BlackRock, Bloomberg as of 3/31/2026
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The real rate headwind is real but it’s not tight enough to choke the rally yet
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Rates say stop. Conditions say go.

Real rates went the wrong way in the first half and they sit on valuations. But zoom out and financial conditions overall stayed favorable: credit 
spreads tight, liquidity ample, equity markets open. So, the setup is nuanced. Rates are a headwind to multiples, but the broader plumbing is 
still supportive. That combination is part of why the second half can still see upside, even if it’s not a full steam ahead rally. 

Source: GS, Bloomberg as of 7/6/2026
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The counterweight to elevated valuations are that today’s fundamentals are higher quality than the leaders at prior peaks
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It’s all about the fundamentals

Elevated valuations are easier to underwrite when the businesses behind them are this strong. Compare the top 10 companies today to the top 10 in 
1995 and the difference is stark: higher margins, stronger balance sheets, real cash generation, and more reasonable multiples on those 
fundamentals. This is the single best argument that today is not a repeat of prior peaks. The concentration is real, but so are the earnings behind it.

Source: BlackRock, as of 3/31/2026.Bloomberg as of 7/8/2026
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Our House View



Stay invested in the theme that's working and own the part of the stack where the value is migrating
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The song remains the same

We're not fighting the AI trade. The demand for compute is real, the supply is constrained, and the value keeps migrating down the stack to the 
builders. Leadership is broadening from the Mag 7 to a wider Mag 15, market cap is shifting toward compute, and tokens are becoming the unit of 
value, the new oil. Stay attached to the theme.

Source: BlackRock, SpaceX Public Filings. MV as of 6/16/2026. 
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Profit growth is real, and it's broad enough to matter
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Earnings are doing the real work

The reason we can stay constructive at these valuations is earnings. Profit growth remains strong at the top and is improving underneath, with 
the S&P 493 finally contributing. This is not a faith trade. The companies leading the market are delivering the numbers, and the gap between the 
leaders and the rest is closing from the right direction.

Source: Bloomberg, as of 6/30/2026.
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Single-name volatility is high even when the index is calm, so selection is doing more work than beta
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Sharpen your pencils

When single-name vol runs near three times the index level, as it does today, what you own matters more than how much market you 
own. That has been the case all year and we expect it to continue. The dispersion that defined the first half continues to be the 
opportunity in the second.

Source: Bloomberg, as of 6/30/2026
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New leadership, new reaction function – Kevin Warsh’s Fed will have less transparency, and that’s not a bad thing
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From tailwind to question mark

The new Fed leadership came in with less forward guidance and a more divided committee. Coming into the year, we viewed the Fed to be 
a tailwind, but we’re not sure that’s still the case.  The real question for the back half is whether the Fed becomes enough of a headwind to 
cap things, or just a governor at the margin.  We think the market is too aggressive in pricing Warsh’s hawkishness – but do believe he will 
follow the data.

Source: BlackRock, as of 6/15/2026 
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Politics is starting to find the AI trade
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More rhetoric than risk

Two things to watch into November. First, the AI build is drawing political heat, including calls in the House for a national pause on new data 
centers. Legislative risk is low right now, as a 60-vote Senate and a veto make real curbs unlikely, but the rhetoric and state-level pressure will 
build. Second, normal midterm-year seasonality tends to mean choppier markets into the election. This is the biggest risk in the AI trade right now. 

Source: WSJ, Time, Gallup News, The Hill, Pew Research Center, Bloomberg, as of 7/10/2026



Resilient at the top, strained underneath
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A two-speed consumer

The consumer has been remarkably resilient, but the strength is top-heavy. The lower-income cohort is stretched, credit use is rising, and the 
cash-flow boost from tax changes is fading. If the top of the K rolls over, the whole story changes. This is the domestic risk we're watching most 
closely into year-end, and it pairs with the labor signals flagged earlier.

Source: BlackRock, as of 6/15/2026
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Market Performance

Source: YCharts, Price returns for ETFs, as of 6/30/2026. 

2Q and YTD performance
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 US Related  Global  Sectors Fixed Income
ETF Description 2Q 2026 ETF Description 2Q 2026 ETF Description 2Q 2026 ETF Description 2Q 2026

SPY S&P 500 14.83% 9.51% EWA Australia 1.44% 7.52% XLY Cons Disc 7.62% -1.78% SHY 1-3 Yr Treasuries -0.56% -0.86%

DIA Dow Jones Ind 12.78% 8.70% EWZ Brazil -10.13% 8.59% XLP Cons Stap 1.33% 6.94% IEI 3-7 Yr Treasuries -0.97% -1.59%

QQQ Nasdaq 100 27.59% 19.87% EWC Canada 5.20% 6.88% XLE Energy -13.30% 18.79% IEF 7-10 Yr Treasuries -0.91% -1.65%

IJH S&P Midcap 400 14.19% 16.83% MCHI China -9.18% -15.06% XLF Financials 8.59% -2.12% TLH 10-20 Yr Treasuries -0.37% -1.30%

RSP S&P 500 Eq Weight 10.86% 11.07% EWQ France 4.73% 0.98% XLV Health Care 8.22% 2.49% TLT 20+ Yr Treasuries -0.31% -0.85%

QQQE Nasdaq 100 Eq Weight 23.83% 19.26% EWG Germany 4.29% -2.66% XLI Industrials 14.53% 19.41% AGG Aggregate Bond -0.29% -0.90%

IWB Russell 1000 14.85% 9.66% EWH Hong Kong -9.40% -1.55% XLB Materials 1.72% 12.08% TIP T.I.P.S. -0.84% -0.44%

IWM Russell 2000 21.15% 22.05% INDA India 5.44% -8.62% XLRE Real Estate 7.84% 9.12% JNK High Yield 0.68% -0.86%

IWV Russell 3000 15.03% 10.22% EWI Italy 10.89% 9.04% XLK Technology 43.36% 32.33% MBB Mortgage-Backed -0.45% -0.74%

EWJ Japan 10.46% 15.52% XLC Comm Services -3.36% -9.00% LQD IG Corporate 0.07% -1.02%

 Factors EWW Mexico 0.05% 8.57% XLU Utilities -1.20% 6.21%

ETF Description 2Q 2026 EIDO Indonesia -28.37% -39.52% SMH Semis 71.07% 82.13%  Commodities
IVW S&P Growth 21.59% 11.58% EWP Spain 9.35% 10.17% IGV Software 13.18% -14.28% ETF Description 2Q 2026

IVE S&P Value 7.53% 7.07% EIS Israel 4.02% 9.71% DBC Commodities -7.91% 19.23%

IJK Midcap 400 Growth 16.78% 21.28% EWU UK 1.27% 4.91%  Currencies DBA Agric Commod. -2.38% 4.51%

IJJ Midcap 400 Value 11.49% 12.27% ETF Description 2Q 2026 USO Oil -16.35% 53.90%

IJT Smallcap 600 Growth 23.42% 26.52% EFA EAFE 6.95% 8.17% FXB British Pound 0.23% -1.62% UNG Nat. Gas -0.09% -4.40%

IJS Smallcap 600 Value 15.39% 20.19% EEM Emerging Mkts 20.46% 25.04% FXE Euro -1.17% -2.78% GLD Gold -14.39% -7.05%

DVY DJ Dividend 3.23% 10.74% IOO Global 100 12.92% 7.84% FXY Yen -2.49% -3.80% SLV Silver -21.53% -17.00%

MTUM Momentum 42.85% 36.96% VT All World 13.47% 11.26% DXY Dollar 0.60% 3.02%

USMV Low Volatility 4.01% 2.44% CWI All World ex US 11.15% 13.22%

SIZE Size 11.80% 10.34%

QUAL Quality 14.40% 10.48%



Important Disclosures
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This material is for informational purposes only and does not constitute an offer to sell or the solicitation of an offer to purchase any security or investment product or 

services. The content of this material is provided solely for your personal use and shall not be deemed to provide access to any particular transaction or investment 

opportunity. Founders Grove Wealth Partners (Founders Grove) does not intend the information in this material to be investment advice, and the information presented in 

this material should not be relied upon to make an investment decision. Any third-party information contained herein was prepared by sources deemed to be reliable but is 

not guaranteed.  All opinions expressed by the participants are solely opinions and should not be relied upon as potential or actual results.

Certain of the information contained herein has been obtained from third- party sources and has not been independently verified. It is made available on an "as is" basis 

without warranty. Any strategies or investment programs described in this presentation are provided for educational purposes only and are not necessarily indicative of 

securities offered for sale or private placement offerings available to any investor.

The views expressed in the referenced materials are subject to change based on market and other conditions. This document con tains certain statements that may be 

deemed forward-looking statements. Please note that any such statements are not guarantees of any future performance; actual results or developments may differ 

materially from those projected. Any projections, market outlooks, or estimates are based upon certain assumptions and should  not be construed as indicative of actual 

events that will occur. Historical performance results for investment indices and/or product benchmarks have been provided for general comparison purposes only, and 

do not include the charges that might be incurred in an actual portfolio, such as transaction and/or custodial charges, investment management fees, or the impact of taxes, 

the incurrence of which would have the effect of decreasing historical performance results. If performance fees are stated, the performance returns are net of fees which 

include expense ratios and other fees of the underlying investments but does not include Founders Grove’s advisory fees. Founders Grove’s advisory fee will reduce the 

returns shown in this document.
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