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2026 so far has been another incredible year for the markets as the S&P 500 has 

closed at a record high 27 times this year with the most recent occurring on 

October 6.  In the first half of the year, we witnessed a widening breadth as 9 out of 

11 sectors produced positive returns, which has been powered by an incredible run 

of strong quarterly corporate earnings.  As inflation was slowly easing, small cap 

stocks broke out of their earning recession, and the Russell 2000 was up over 20% 

in the 1st half.  However, the market narrative has changed over the past several 

weeks.  An ongoing war in the Middle East has reignited inflation concerns as well 

as a possible new series of rate hikes from the Fed.  Additionally, mid-term 

elections are creating a cloud of uncertainty which has paused some rallies in 

certain areas of the market.   

 

Last month 9 out of the 11 sectors had negative returns with only Communication 

Services and Technology producing gains.  In fact, September was the S&P 500’s 

13th worst month for breadth since 1990 as measured by the cumulative 

advance/decline line.  While the S&P 500 was able to come out almost flat for the 

month, a -0.35% return, roughly 78% of the S&P 500 individual stocks finished 

lower.  We saw a similar market narrative reversal earlier this year.  During the first 

two months of the year, we saw a market rotation amongst sectors, but that 

changed when the US-Iran conflict broke out.  For the two-month following the 

conflict outbreak (March – April) we saw 6 sectors produce negative returns, but the 
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S&P 500 was up 4.54% as Communication Services and Technology led the 

way.  These trends do not surprise me as investors flock to Quality during periods 

of high uncertainty and/or rising bond yields.  The leading companies in the 

Communication Services and Technology sectors fit that Quality criteria due to their 

strong balance sheets, earnings, and cash flows.  I believe we will continue to see 

this narrow market breadth until oil prices and inflation ease, which may, in turn, 

also settle down bond yields.   

 

While rising bond yields and geopolitical tensions may have some investors 

concerned, it’s hard not to ignore the incredible run of strong corporate 

earnings.  As of now, the S&P 500 is expected to report year-over-year earnings 

growth of 29.5%, which would be the third straight quarter of earnings growth 

above 25% and the 8th straight quarter of earnings growth above 10%.  From an 

earnings perspective, the broadening story is still intact as all 11 sectors are 

expected to produce earnings growth as well as revenue growth.  However, the 

positive market returns have temporarily stopped broadening as government 

bonds’ yields are at multi-decade highs. 

 

While a strong economy and federal deficit concerns are two reasons for rising 

bond yields, other contributing factors include elevated inflation and expectations 

of multiple Fed rate hikes.  I believe the Fed’s last rate hike was not warranted, but 

the Fed was forced to hike as Fed Chairman Warsh has abandoned forward 

guidance and instead wants the market to dictate interest rate decisions.  Since the 

market had priced in a 92% probability of a rate hike due to a hot inflation, retail 

sales and inflation report, the Fed painted itself into a corner.  While we clearly still 

have elevated inflation, most of the pressures are on the supply side with oil spiking 

due to the US-Iran conflict.  Higher energy prices are also feeding through to 

transportation and warehousing costs as well as airfare costs.  However, a 25-bps 

rate hike does not open the Strait of Hormuz.  There are plenty of disinflationary 
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trends in place now as shelter inflation is taming, tariff effects are fading, and wage 

growth has been subdued for months.  Inflation will most likely remain elevated 

until the fighting in the Middle East ends.  If this conflict continues into 2027, my 

concern will certainly grow as these higher energy prices will continue to bleed into 

other components of inflation.  While food inflation has recently been tame, diesel 

is very important to food prices as most farming equipment and trucks moving 

goods to grocery stores rely on diesel.  I expect food inflationary pressures to build 

in the coming months if fighting continues.  Diesel prices can affect food prices with 

up to a 9-month lag based on the timing of the planting versus harvest season. 

 

The odds of a rate hike in October dropped to approximately 20% after a cooler 

than expected September labor market report.  The labor market is still relatively 

healthy, but it’s cool enough to take some pressure off of the Fed.  I will have more 

concerns about the labor market if the Middle East conflict continues into 2027 and 

the Fed hikes rates multiple times.  Smaller companies are more interest rate 

sensitive and higher rates could impact their hiring plans.  Small firms (less than 50 

employees) have contributed heavily to the rebound in the labor market since the 

middle of last year, accounting for more than half of all private job gains.  Higher 

rates could unwind that momentum. 

 

Consumer spending has held up this year even with elevated inflation.  At an 

aggregate level, consumer spending is up 6.1% on a yearly basis through 

August.  That is very welcome news given that the latest job report from September 

showed that average hourly earnings increased by only 3% over the past year, the 

slowest annual increase since 2021.  I expect CPI to come in higher than 3% later 

this week, which would mark the sixth consecutive month of declining real 

wages.  With that trend in mind, it’s more likely that the wealth effect is fueling 

consumer spending as some investors have seen their net worth substantially 

increase due to the markets’ strong returns over the past few years.  However, that 
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wealth effect typically only applies to the higher end consumer who has more 

exposure to the markets.  These trends of rising markets but declining real wages is 

further driving the K-shaped bifurcation of consumer spending, which is a risk to 

the economy as consumer spending is only being fueled by a small subset of the 

population. 

 

Overall, I remain bullish as corporate earnings remain healthy.  The market breadth 

may remain narrow until bond yields settle down. It appears that Iran wants to 

draw out this war longer to apply political pressure on President Trump with the 

midterm elections around the corner.  This war is generally not popular, and 

affordability will be a major theme to these elections, so elevated inflation and 

energy costs will cause more financial pain to the US consumer, and, in turn, may 

hurt President Trump politically.  Once a lasting ceasefire is in place, I believe 

inflation will trend downwards and the market broadening may reassume.  

Diversification is an investor’s best friend during these periods of heightened 

volatility.   
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Apollon Wealth Management, LLC and Apollon Financial, LLC (collectively, "Apollon") are affiliated investment advisers separately 

registered with the U.S. Securities and Exchange Commission ("SEC"). Registration with the SEC does not imply a certain level  of skill 

or training.  

 

Apollon provides investment advisory services based on each client's individual objectives, financial circumstances, and needs. For 

clients who have granted discretionary authority, the applicable Apollon advisory firm is authorized to make investment deci sions on 

the client's behalf in accordance with the client's advisory agreement.  

 

The information contained herein is provided for informational and educational purposes only and should not be construed as 

personalized investment, legal, accounting, or tax advice, or as a recommendation to buy or sell any security or implement any 

investment strategy. Investors should consult their financial, legal, or tax professionals regarding their individual circumstances 

before making financial decisions. 

 

Investing involves risk, including the possible loss of principal. Diversification and asset allocation do not ensure a profit or protect 

against loss in declining markets. Past performance does not guarantee future results.  

 

Any opinions, projections, forecasts, estimates, or forward-looking statements are based on assumptions believed to be reasonable 

as of the date presented, are subject to change without notice, and should not be relied upon as guarantees of future events or 

investment results.  

 

Information obtained from third-party sources is believed to be reliable; however, Apollon does not independently verify such 

information and does not warrant its accuracy or completeness. References to indices are provided for illustrative purposes only. 

Investors cannot invest directly in an index, and index performance does not reflect fees, expenses, or transaction costs.  

 

 Additional information regarding Apollon Wealth Management, LLC and Apollon Financial, LLC, including each firm's Form ADV, i s 

available at: https://apollonwealthmanagement.com/ https://apollonfinancial.com  

 


