
Market Outlook
Q2 2026: Back to the Future



The rotation didn't start with Iran – it began with a shift in the AI narrative

What happened

In October 2025, AI leaders – most notably Sam Altman – signaled that massive AI 

capex spending might not deliver returns as quickly as hoped. That single shift 

started a chain reaction still playing out today.

What it triggered

Capital rotated hard out of big tech and into the physical economy: energy, 

infrastructure, defense, materials. Microsoft was the first mega-cap to break key 

long-term support, and the 'growth at any price' trade started coming apart.

The S&P is basically flat on the year after a massive relief rally, but the biggest tech stocks are still down over -3% YTD. Most of the market is 

doing great. The underperformance is concentrated in the names that dominated the last two years.

This rotation was underway before the first Iranian missile launched. The war accelerated it – but didn't create it.

Source: Bloomberg, as of 4/14/2026

It Started With A Podcast In October 2025
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Equal weight S&P up +4.7%. Small caps +9.4%. The average stock is doing great – the index just doesn’t show it.

The S&P 500 was flat because a handful of mega-cap tech stocks were dragging the cap-weighted index. Microsoft alone was down over -20% at points. But 7 of 11 

sectors are positive, and more stocks are outperforming the S&P 500 than at any point since 2022. Stock selection matters right now.
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The S&P 500 Is Flat, But Underneath, This Market Is Thriving
The 7 biggest stocks are down ∼3.1%. The other 493 are up ∼4.0%. The index splits the difference and says, “nothing happened.”



Energy, materials, and industrials are leading. Semis are up +25.5% on AI infrastructure spending

Oil +79%. Energy +26.0%. Semiconductors +25.5%. Industrials +12.1%. The physical economy is winning.

AI is the catalyst, but the beneficiaries are physical: power generation, transformers, copper, steel, and datacenter buildouts. Semis (+25.5%) are the 

clearest AI infrastructure play, while Energy (+26.0%) and Materials (+15.2%) have also seen benefits. These structural tailwinds predated the Iran conflict 

and remain intact post-ceasefire.

Source: Bloomberg, YCharts, as of 4/14/2026

The Market Is Rewarding The Builders

*Semis is a sub-sector within Technology
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This is a software problem. It's not a credit crisis.

Software forward P/E has compressed to its lowest level since 2018 as investors price in AI disruption risk. That re-rating is bleeding into private 

credit through Business Development Companies with heavy software exposure. But the stress is narrow. AI infrastructure builders are thriving, 

and broader credit markets are functioning fine. This is software getting re-rated, not a systemic problem.

Software Is Struggling And It’s Showing Up In Credit

Source: Bloomberg, as of 4/14/2026

Public software is being re-rated. The pressure is spilling into private credit through Business Development Companies (BDCs)

+25.5%

+2.8%

-24.8%

-40%

-30%

-20%

-10%

0%

10%

20%

30%

Jan-26 Feb-26 Mar-26 Apr-26

Performance across tech
Semis
Broad Tech
Software

-9.4%

-24.8%

-35%

-30%

-25%

-20%

-15%

-10%

-5%

0%

5%

Jan-26 Feb-26 Mar-26 Apr-26

Software stress spills into 
private credit S&P BDC Index

Software

0x

10x

20x

30x

40x

50x

60x

2019 2020 2021 2022 2023 2024 2025 2026

Multiples have compressed since 
2022 

Software P/E



Is The Redemption Pressure In Business Development Companies 
A Signal Or Just Retail Panic?
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"While retail and some wealth management investors are 
pulling back from private credit, we believe many institutional 
investors are recognizing this dislocation as an attractive entry 
or re-entry point into the asset class," Goldman Sachs added.

Source: Bloomberg, as of 4/14/2026



Long-term inflation expectations are holding near 2%. The market is treating this as a temporary supply shock, not a repeat of 2 022.

When oil spiked, short-term inflation fears spiked with it. But longer-term expectations barely moved. The market is pricing this as a conflict-

driven supply shock, not a structural inflation problem. President Trump's 2-week ceasefire and Iran's agreement to reopen the Strait have 

pulled oil below $100. If that holds, the Fed can stop worrying about inflation and start watching jobs.

Inflation Fears Spiked With Iran, But The Market Sees This As 
Temporary, Not Permanent

Source: Federal Reserve, Bloomberg, as of 4/14/2026
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Credit spreads were near the tightest levels since COVID, meaning the extra 

yield you're getting for taking on lower-quality credit risk was minimal. 

Historically, starting from these levels means forward returns disappoint. 

We think the next move in rates is more likely down than up. The ceasefire 

rally pulled yields lower and boosted bond prices as inflation fears faded. 

If geopolitics continue to calm and the Fed eventually cuts, bonds have 

more upside from here.

Rates Rallied On The Ceasefire – Highlighting Inflation Fears 
As Being Conflict-Related
Fixed income flipped positive across the board after the relief rally

Source: Bloomberg, as of 4/14/2026
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+178K
MARCH JOBS (3X FORECAST)

-133K
FEB REVISED

4.3%
UNEMPL OYMENT

+2.1%
PRO DUCTIVITY ’25

3.5%
WAGES (COOLING)

The labor market
March added 178K jobs – 3x above street expectations – but most of the 

growth was healthcare strike returnees. February was revised down to 

-133K, from -92k prior.  The 12-month avg is just ~22K/month. Companies 

aren’t hiring aggressively, but they’re not cutting either.

The quiet positive: productivity

The economy doesn't need a hot jobs market to grow. AI adoption is pushing 

productivity higher and keeping labor costs in check. Workers are producing 

more per hour than at any point last cycle, and only ~5% of companies have 

meaningfully adopted AI at scale. There's a lot of runway left.

Source: BLS, Dallas Fed, Bloomberg, as of 4/14/2026, Employment data as of the 4/3/25 Non-Farm Payroll Jobs Report

Doing More With Less – Productivity Gains Offset Slower Hiring
Hiring has slowed, but the economy is producing more with fewer workers and needs far fewer new jobs to stay stable
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THE ARC SINCE SEPTEMBER 2025

Sep '25: 2.510. 4-5 cuts priced.

Year-end: ~3.08. ~2.3 cuts priced.

Mar 26: 3.791. Above target. Hikes priced.

Today: 3.543. Hikes gone. ~40% odds one cut.

0
HIKES '26

0
HIKES '27

↑
CUT ODDS

After the round trip, accommodation is back on the table

With inflation expectations anchored, the Fed can look through this supply shock.  Outside of energy, most contributors to inflation are showing 

signs of stabilization. As we approach the May chair transition, we expect the narrative to shift toward accommodation, especially if the labor 

market breaks down.

Dec '26 Fed Funds Futures: from 4-5 cuts (Sep '25) to hikes (Mar '26) to a partial cut (today)

The Fed Is Back To Being A Tailwind

Source: Bloomberg, as of 4/14/2026
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+13.2%
Q1 EARNINGS PER SHARE GROWTH ESTIMAT E

+9.7%
Q1 REVENUE GROWTH ESTIMAT E

19.8x
FORWARD PRICE-TO-EARNINGS

59
COMPANIES ISSUING PO SITIVE GUIDANCE

Revenue growth at +9.7% would be the highest since Q3 2022. Positive earnings per share guidance came in at 59 companies, well above the 

5-year average of 44 and the 10-year average of 40. Forward price-to-earnings has compressed to 19.8x, close to the 5-year average, and 

well off the 22.0x we saw at Q4 end. Earnings are the strongest argument against the recession narrative right now, and the reason we're staying 

positioned for a risk-on market.

Valuations fair, earnings growing, forward guidance well above average. This is not a recession setup.

The Earnings Picture Doesn't Support A Recession Narrative
Q1 2026 EPS growth estimated at +13.2% Year-over-Year, which would mark 6 consecutive quarters of double-digit growth.

Source: Bloomberg, FactSet, as of 4/2/2026



Value vs. Growth
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U.S. vs. International YTD Performance
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Energy independence The U.S. is a net energy exporter. Europe and Japan import 90%+ 
of their energy. When oil spiked, International Developed Markets dropped -7.8% in 
March alone.

Earnings superiority U.S. earnings per share growth +13.2%. Revenue +9.7%. 
Record positive guidance. Structurally higher margins and more buyback capacity.

AI and productivity The U.S. is where AI capital expenditure is deployed. Productivity 
+2.1% with only 5% of AI being used at scale. The productivity dividend accrues here.

March exposed the vulnerability International went from +10.9% YTD to +2.9% in one 
month on the oil shock. It recovered — but the fragility was clear.

We Still Like The U.S. But International Has Been Hard To Ignore
International has outperformed since October, but the U.S. structural advantages are real

Source: Bloomberg, as of 4/14/2026
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01
Bits-to-atoms continues
Favor the physical economy. The war accelerated this trade. 
It didn't create it.

02

AI infrastructure > software

Stay long the builders. Avoid the disrupted.

03

Dispersion is here to stay
What you own matters more than it has in years.

04
Defense sector
Geopolitics provide the headline. Fiscal spending is the real 
driver.

05

Yields attractive, but spreads compressed
Forward returns historically lackluster when spreads this tight.

07

Private Equity – Build it. Don't just buy it.
Operational improvement is where the returns are.

06
Business development companies (BDCs) are a 
structure not a strategy
Manager selection remains critical.

Seven themes for Q2 2026



"Future-built" companies vs. average

We remain constructive on AI — the key is owning the infrastructure layer, not the disrupted software layer

AI agents are becoming utility-like infrastructure — always on, never prompted — further disrupting incumbent software business models. We believe 

the winning side will be the builders and beneficiaries of this AI infrastructure. Observed usage remains well below theoretical exposure, representing 

a significant untapped productivity runway.

The Future Belongs To Infrastructure And The Early Adopters Of AI
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Source: Strategas, BlackRock, Bloomberg, as of 4/14/2026
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AI infrastructure and geopolitical pressures continue to create structural shortages for critical materials

Source: Citrini, IEA, Bloomberg, as of 4/14/2026 

Electrification & Grid Buildout
• Transformer Steel: Structural demand for Grain-

oriented electric steel and specialty conductors

• Lead Times: Power transformer lead times surged 
from 20 to 128 weeks since 2022

• Pricing: Transformer prices up 4–6x

• Capacity: Grain-oriented electric steel capacity 
additions take 3–5 years to bring online

Global Defense Upcycle
• Record Budgets: U.S. defense spending at 

historical highs

• European Rearmament: Accelerating demand for 
military hardware

• Key Materials: Titanium, superalloys, beryllium, 
tungsten, carbon fiber for missiles, naval vessels, 
launch vehicles

• Supply Concentration: Limited substitutability for 
critical grades

AI Datacenter Construction
• Physical Infra: Requires transformers, high-purity 

copper, and cooling systems

• Semiconductor Fab: Growing demand for specialty 
chemicals

• The Irony: Software-compressing technology 
expands demand for physical atoms and materials

Aerospace Recovery
• Post-Crisis Ramp: Continued grinding recovery in 

aerospace sector

• Engine Manufacturers: Ramping production of 
aircraft engines

• Elevated Demand: Sustained demand for nickel 
superalloys, titanium forgings, and specialty 
aluminum alloys

The World Needs Physical Stuff And There’s Not Enough
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Source: BlackRock, Bloomberg, as of March 2026

S&P 500 stock dispersion touched the 98th percentile during Q1, meaning the gap between winners and losers is wider than nearly any 
period in the last 30 years. The prior peaks coincided with major regime shifts: the dot-com bubble, the Global Financial Crisis, and the post-
COVID reopening. Today's driver is AI. In this environment, what you own matters far more than market exposure alone.

Beta Got You Here But Now You Need A New Ride
Active management should benefit with high dispersion



War Has Added Fuel To The Fire For The Defense Sector
The geopolitical backdrop has reinforced structural demand for defense, power, and critical materials

Industrials +11.8% Since October

100% of NATO now at 2% GDP defense spending – up from 10% a decade ago

The 2026 National Defense Authorization Act (NDAA) approved ~$900B in defense spending. The Iran conflict and resulting usage highlighted the need for even more 

spending, as the ongoing broad-based rearmament cycle was already expected to drive +5% growth in spending prior to the start of the conflict. These are multi-year 

structural themes, and they will likely persist regardless of the Iran outcome.
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Bottom decile spreads typically deliver negative forward returns for high-yield and emerging markets credit

The private credit stress is a software issue, not a systemic credit event, but valuations warrant moving up in quality

The software sector's public re-rating is bleeding into private credit through forced redemptions and liquidity caps. 

Source: BlackRock, Bloomberg, as of 3/31/2026

Tight Credit Spreads Leave Little Room For Error
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An Illiquid Structure For An Illiquid Asset

Source: Company marketing materials. Note illiquid loan and liquid loan gross exposure assumed to be 160% (in line with BDCs like ADS).  Dry powder leverage would get leverage to ~52% of gross assets, instead of 2/3 regulatory limit. 

Private credit non-traded BDCs and interval funds have several important sources of liquidity to meet 5% quarterly redemptions. Typically, the structures 
have 15-20% of liquid securities.  In addition, the typical term is 3-7 years, so as managers stagger their exposures, there is ~15-30% of liquidity generated 
from portfolio churn as the loans are repaid.  There is an incremental ~10% of cash generation from the underlying portfolio, and dry powder from unused 
credit facilities.  



As the private equity industry has evolved, operational improvement has become the primary driver of value creation, overtaking financial engineering. The most durable 
alpha comes from accelerating revenues, optimizing costs, and expanding margins through hands-on involvement. Today, nearly half of value creation in global buyouts 
stems from operational improvement, up from 42% pre-2000.

Operational Value Creation In Private Equity

Source: KKR. Note: Value creation percentages represent contribution to total returns in global buyout investments across dif ferent time periods.
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What’s next?

Source: Robert Rich, Hedgeye Risk Management



Appendix



Market Performance

Source: YCharts, as of 4/14/2026

1Q and YTD performance



Important Disclaimers & Disclosures
Unique Wealth is a U.S. registered trademark of Unique Wealth, LLC (“Unique”). Unique is a brand name, and functions through Unique’s wholly owned 

subsidiary Unique Wealth, LLC, a registered investment adviser with the Securities and Exchange Commission, when providing investment services. Any 

reference to the terms “registered investment adviser” or “registered” does not imply that Unique or any person associated wi th Unique has achieved a certain 

level of skill or training. A copy of Unique’s current written disclosure statement discussing our advisory services and fees is available for your review upon 

request.

This message is intended for the exclusive use of members or prospective members considering joining the Unique Wealth Network of clients. It should not 

be construed as an attempt to sell or solicit any products or services of Unique, or any investment strategy, nor should it be construed as legal, accounting, 

tax or other professional advice.

This material is proprietary and may not be reproduced, transferred, modified or distributed in any form without prior written permission from Unique. Unique 

reserves the right, at any time and without notice, to amend, or cease publication of the information contained herein. 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 contains 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.
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