
The Odyssey is one of the oldest and most influential works among the great literary epics, called to mind presently 
for two specific reasons. First, a new cinematic rendition of Homer’s classic tale is, at the time of this writing, showing 
in theaters. Second, the gyrations of the markets, oil prices, inflation, and the economy in the second quarter were 
reminiscent of the trials and tribulations faced by Odysseus on his journey back to Ithaca.

The second quarter witnessed a stark reversal of the first. After the 
S&P 500 index posted its worst quarter in four years in Q1, the index 
rebounded in Q2, registering its best performance in six years. Likewise, 
in Q1 commodities soared to their second-best quarter on record, with 
oil specifically skyrocketing 70% amid the advent of the Iran war and the 
biggest oil supply shock in history. Yet in Q2 oil plunged the most since 
2022 as US-Iran tensions eased.

The alternating leadership between stocks and commodities in the first 
half of the year was akin to the Greek and Roman legend of the Dioscuri 
and the continual rotation of twin half-brothers Castor and Pollux 
between Mount Olympus and Hades. Will the reversal trend continue 
in the second half of 2026? Will renewed hostilities between the US and 
Iran drive oil prices and inflation higher? What will the Fed’s next move 
be? Will the surging rally in Semiconductors persist, and will the market 
overall continue to climb the wall of worry? We will cover these topics 
and more in the pages that follow.
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What You Need To Know:

•	 Stocks and commodities have 
alternated amid Iran war and oil price 
volatility

•	 International, Small Cap, and Value-
style stocks have led, though stocks 
overall have continued to rally

•	 Though Middle-East tensions and 
inflation had abated, hostilities have 
resumed and inflation may rise again 
along with oil prices

•	 Holding rates steady is likeliest near-
term Fed action

•	 A market decline may materialize in 
the third quarter;  defensive tactical 
positioning warranted

•	 Adherence to long-term strategy 
remains the most effective means to 
achieving long-term goals
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*Large Cap: S&P 500 Index; Small Cap: Russell 2000 Index; Int’l Developed: MSCI EAFE Index; Int’l Emerging: MSCI Emerging 
Markets Index; US Inv-Grade Bonds: Bloomberg Aggregate Index; Int’l Bonds: Bloomberg Global Aggregate ex-USD Index; High 
Yield: Bloomberg US Corporate High Yield Index; Cash: BofA Merrill Lynch 3-Month US Treasury Index; Real Estate: FTSE EPRA/
NAREIT Developed Index; Commodities: Bloomberg Commodity Index; Alternatives: Wilshire Liquid Alternatives Index

Asset Class
Index Performance*
Year-to-Date As of

June 30, 2026

Money Market (Cash)
1.74%

International Emerging 
Market Stocks

23.85%

International Developed 
Market Stocks

9.44%

Commodities
14.36%

High Yield Bonds
1.96%

Alternative Investments
2.63%

US Investment-Grade
 Bonds
0.62%

US Small Cap Stocks
22.57%

Real Estate (REITs)
10.24%

International Bonds
-0.90%

In appreciation of his incomparable intellect, the goddess Athena remarked to Odysseus, “you 
are far the best of all mortal men for counsel.” Yet beyond the many examples of his superior 
wit and cunning, at times his actions were seemingly contrary to this characterization. Applying 
this concept to contextualize tactical strategy positioning amid the markets and economy 
of 2026, one might question recent maneuvers relative to results. Our actions to emphasize 
International Stocks over US, Small Cap Stocks over Large, and Real Assets (Commodities and 
Real Estate) overall were spot-on as evidenced by their leading positions on the Asset Class 
Index Performance column at left. Furthermore, our emphasis on Value-style Stocks over 
Growth was also prescient, as year-to-date the Russell 1000 Value Index is up +16.3% while the 
Russell 1000 Growth Index is up +5.3% through June. That said, our call to deemphasize stocks 
overall—while prudent in consideration of geopolitical and economic circumstances—was not 
as prophetic, as stocks continued their ascent. Nevertheless, as we will elucidate in the analysis 
that follows, our call to underweight stocks may have merely been early rather than incorrect.

Market Recap & Tactical Positioning

Imagine a narrow maritime channel that one must traverse but said waterway is fraught with 
danger, and sailing too close to either side may induce one’s doom. Such was the dilemma 
faced by Odysseus as he approached the Strait of Messina and pondered the preferred path 
between the six-headed sea monster Scylla on one side or the whirlpool-producing, ship-
swallowing Charybdis on the other. In 2026 we must contend with the Strait of Hormuz, its 
importance in global energy markets, and its impact on inflation.

After peaking in June 2022 at 9.1% following post-COVID supply/demand disruptions, inflation 
quickly trended downward to levels nearing the Fed’s 2% target. Tariffs paused said trend, 
however, and the Iran war caused a spike to 4.2% 

War in the Middle East & Inflation

amid surging oil prices (see the green bars on 
the chart at right). Yet by mid-May, US/Iranian 
tensions eased and oil plummeted on hopes of 
normalizing traffic through the Strait of Hormuz, 
with headline inflation falling accordingly. 
Perhaps said optimism was premature, as the 
ceasefire established by the memorandum of 
understanding between the two countries was 
short-lived, hostilities have resumed in July, and 
oil prices have once again spiked.

It is also important to note that consumers 
don’t buy crude but end-products, and while 
gasoline and diesel prices popped nearly 50% 
at their recent peak, they declined only 15% 
thereafter. Meanwhile, petroleum product 
inventories are tight, US refineries are running 
near full capacity (96% utilization rate), and 
“crack spreads” (product prices relative to crude 
prices) are near a record $70/bbl (see orange 
line on chart at right). This means inflation may 
remain elevated. This also means the Fed may 
be between its own Scylla and Charybdis—
do they cut rates and exacerbate inflation, or 
hike rates and compromise markets and the 
economy? Given this conundrum, they will 
likely leave rates unchanged for the time being.

US Large Cap Stocks
10.21%



There are many primary themes in The Odyssey including cunning over brawn, dedication and loyalty, maintaining focus, 
avoiding temptation, and persistent pursuit of mission. Among these, it is the last one that is most applicable to investors. Whether 
navigating past the enchanting call of the Sirens or pressing forward amid divine intervention, avoiding the near-term noise and 
striving toward long-term goals remains the most effective means to achieve desired outcomes. In anticipation of potential third 
quarter market weakness, we have implemented an emphasis on our volatility defense strategies for actively-managed portfolios. 
We will continue to monitor developments and stand ready to proactively adjust as warranted.

Return to Ithaca: Third Quarter & Beyond

One of our concerns for the market in 2026 has been the outsized and consistent outperformance of AI-related stocks over the 
past several years. Much like Odysseus’ scouts sedated by partaking of the plant in the Land of the Lotus-Eaters, the AI phenomenon 
has lulled many an investor into a false sense of strategy simplicity, forgoing prudent diversification in favor of a “new paradigm” 
get rich quick focus. But much like Odysseus dragging his mesmerized men to safety, an analysis of the risks presently facing the 
AI category is warranted to counterbalance complacency. The chart at right explains the source of recent AI stock dominance. 
Earnings of AI-related industries have been soaring across the globe—
particularly in emerging markets. From said stock sector supremacy 
has arisen a true concentration risk, however. Currently, Technology 
and Communication Services represent nearly 50% of the S&P 500 
Index, while the top 10 stocks represent nearly 40% themselves. Even 
more egregious, in the MSCI Emerging Markets Index of nearly 1,200 
companies, the top three stocks alone—all AI-related—comprise 
over 30%! A negative headline or earnings announcement could 
have an exaggerated downward impact on global indices. Moreover, 
Semiconductors recently met the conditions of a bubble as defined by 
Greenwood, et. al. in their 2019 paper, “Bubbles for Fama,” while our 
consultant Ned Davis Research notes the 11.5% month-over-month 
billings growth in March coupled with the 88% 3-month industry stock 
index gain is nearly unprecedented. Past semiconductor billing cycle 
peaks have seen an average -23% stock decline over the ensuing 6 to 
18 months, and the only higher 3-month market gain was the dotcom 
top in late 1999/early 2000. The moral is that while AI is, in many ways, 
revolutionizing life as we know it, a near term stock market correction 
would not be beyond the realm of expectation.

The Extended AI Theme

Though focus has understandably been on the myriad other 
aforementioned elements in the first half of 2026, we cannot forget the 
mid-term election year factor. As the chart at right reflects, the average 
mid-term year experiences a decline over the summer months leading 
into the election. A primary component of this trend is uncertainty 
relating to the potential election outcome, though it may be muted 
in 2026 as consensus seemingly expects a congressional party flip 
given razor-thin margins, typical governing party seat loss, and sagging 
Presidential polling. Meanwhile, earlier this year our analysis suggested 
the Iran war may accelerate said correction, but it seems to have instead 
altered the traditional pattern—particularly given vacillating rhetoric 
related thereto. As we enter the third quarter, given the war reigniting, oil 
once again on the rise, Fed cuts on hiatus, Trump announcing sweeping 
new tariffs on 60 trade partners, and investor complacency, a long-
anticipated pullback may well materialize.

Mid-Term Election Year Trend
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As true fiduciaries, our focus isn’t on 
selling products to our clients. Instead, 
we focus on providing personalized 
service and real financial solutions. 

Our team of wealth management 
professionals has the valuable depth 
of expertise you need to navigate 
life’s events. 

From retirement planning and 
investment management to trust 
services and estate settlement, we can 
help you devise the most effective plan 
to meet your financial goals.

weststarbank.com/wealth-management/our-investment-approach 

The Team
You Can
Trust.

Investment offerings provided by WestStar Bank’s Wealth Management 
Division are not insured by the FDIC or any other federal government 
agency. Investment products are not deposits or other obligations of, 
or guaranteed by WestStar Bank or any affiliate of the bank and involve 
investment risks, including possible loss of value. 

* Third party message and data rates may apply. These include fees your 
wireless carrier may charge you for data usage and text messaging services. 
Check with your wireless carrier for details regarding your specific wireless 
plan and any data usage or text messaging charges that may apply.
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