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The second quarter of 2026 delivered a powerful advance in U.S. equities. After a first quarter unsettled 
by the outbreak of hostilities in the Middle East and a resulting spike in energy prices, the S&P 500 rallied 
approximately 15%, its best quarterly performance since the pandemic recovery of 2020. The Nasdaq 
was equally emphatic, posting its strongest quarter in six years. For long-term investors who looked past 
the early-year turbulence, the quarter offered a timely reminder of a principle we hold with conviction: time 
in the market, not timing the market. 

The macroeconomic backdrop remains complex, and the path of monetary policy grew more contentious 
over the quarter. Headline inflation accelerated to 4.2% year-over-year in May, its highest level in three 
years, driven largely by a 23.5% annual surge in energy prices tied to the earlier geopolitical disruption. 
Core inflation, which excludes food and energy, was more contained at 2.9%, but the elevated headline 
figure reshaped expectations for the Federal Reserve. At his first meeting as Fed Chair in June, Kevin 
Warsh held the policy rate steady at 3.50% to 3.75% while striking a notably hawkish tone, refocusing the 
central bank squarely on its 2% inflation mandate. In a meaningful shift, the market has now come to view 
an interest rate increase as the more likely next move before year-end, a reversal from the easing that 
investors had anticipated entering 2026. Encouragingly, energy prices retreated to pre-crisis levels by 
quarter-end as tensions eased offering some reassurance that the inflation impulse may prove temporary 
rather than structural. 

Beneath the index-level gains, the quarter's defining story was once again the artificial intelligence (AI) 
build-out, and within it, an extraordinary surge in semiconductors. The Philadelphia Semiconductor Index 
rose 88% during the quarter, its best performance since the index was created in 1994, as memory chips 
emerged as a key bottleneck in AI infrastructure. More broadly corporate earnings underpinned the 
advance, with S&P 500 earnings tracking toward growth of roughly 23% for the quarter, up from a 19% 
estimate at the start of the period. Yet the character of the rally is worth examining. Much of the quarter's 
broadening was driven by momentum and a palpable rise in speculative enthusiasm.  Rotations of this 
kind, while exhilarating for a time, tend to reward risk-taking over business quality, and they often leave 
genuinely high-quality growth companies overlooked or unfairly punished. For patient investors, that is not 
a cause for concern but a potential source of opportunity. 

Central to our conviction is a view that runs counter to a fear now circulating in the market, namely that 
the artificial intelligence revolution threatens all established software companies in a material way.  As 
enterprises rush to deploy artificial intelligence across their operations, the attack surface they must 
defend expands dramatically, and the urgency and complexity of securing those systems grows with it. .  
Short-term, perceived pressures frequently create attractive entry points into the long-term quality-growth 
winners that anchor our portfolios.  

Periods of elevated uncertainty are among the most revealing tests of investment discipline in our 
experience. The instinct to chase what is working and to abandon what is temporarily out of favor is entirely 
human, and at odds with how lasting wealth is built. History has repeatedly demonstrated that the investors 
who fare best are not those who caught every rotation, but those who owned exceptional businesses 
capable of compounding through them. We remain constructive on the long-term opportunity for high-
quality growth companies, even as we acknowledge that parts of the market have grown speculative and 
that today's valuations demand strong earnings growth. Our portfolios are anchored in businesses with 
wide economic moats, resilient free cash flow, and management teams that have earned our confidence 
across a range of market environments.  
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The information and statistics contained in this report have been obtained from sources we believe to be reliable but cannot 

be guaranteed. Any projections, market outlooks or estimates in this letter are forward-looking statements and are based 

upon certain assumptions. Other events which were not taken into account may occur and may significantly affect the returns 

or performance of these investments. Any projections, outlooks or assumptions should not be construed to be indicative of 

the actual events which will occur. These projections, market outlooks or estimates are subject to change without notice. 

Please remember that past performance may not be indicative of future results. Different types of investments involve varying 

degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, 

or product or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, 

equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or 

prove successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no 

longer be reflective of current opinions or positions. All indexes are unmanaged and you cannot invest directly in an index. 

Index returns do not include fees or expenses. The securities identified and described do not represent all of the securities 

purchased, sold or recommended for client accounts. The reader should not assume that an investment in the securities 

identified was or will be profitable. Strategy holdings and sector allocations are subject to change and should not be 

considered a recommendation to buy or to sell any security. Actual client portfolio returns may vary due to the timing of 

portfolio inception and/or client-imposed restrictions or guidelines. Actual client portfolio returns would be reduced by any 

applicable investment advisory fees and other expenses incurred in the management of an advisory account. Moreover, you 

should not assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute 

for, personalized investment advice from Alta Capital Management, LLC. To the extent that a reader has any questions 

regarding the applicability above to his/her individual situation of any specific issue discussed, he/she is encouraged to 

consult with the professional advisor of his/her choosing.  

The S&P 500 Index- An index of 500 stocks designed to reflect the risk/return characteristics of the large-cap universe.  

Nasdaq Composite Index- A market capitalization-weighted index of over 2,500 common equities listed on the NASDAQ 

stock exchange. 

Philadelphia Semiconductor Index- A modified market-capitalization-weighted stock index that tracks the performance of 30 

of the largest U.S.-listed semiconductor companies. 


