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Key Takeaways
1.	 The US economy appears to rest on relatively solid foundations.

2.	 AI is powering earnings and earnings – not multiples – are driving the 
markets. In turn, the equity rally seems sustainable.

3.	 In the short term, inflation could derail this scenario by pushing yields 
too high and compressing multiples. Thus, caution remains warranted.

4.	 There are several long-term issues to consider, including AI spending 
trends, the liquidity environment, and the lasting impact of  the Iran war.

5.	 Most importantly, we may be entering a new investment environment, 
more inflation-prone, with significant implications for portfolio management. 
This will be covered in another paper.

6.	 In the meantime, we recommend that investors remain patient, focus on 
overall asset allocation, and maintain a diversified mix of  asset classes and 
strategies aligned with their liquidity needs, risk tolerance, and time horizon. 

https://twitter.com/fidtrustco


Video:

In mid-July, view our market 
outlook webcast at:

fidtrustco.com/market-outlook

The Macro Backdrop: 
A Bifurcated Yet Resilient US Economy
The US economy has absorbed multiple shocks in the past twelve months, including 
trade wars and a real war in the Middle East, but it remains relatively robust:

•  Capital expenditures are very strong, driven by massive AI-related 	
investments.

•  Corporate profitability is very high, with S&P 500 operating margins around 
17% for Q1 2026, and a forecast of 20% for Q2 2027, an all-time high. In 
the first quarter, companies delivered year-over-year growth of 28%, with 84% 
of them beating expectations, a breadth normally associated with post crisis 
recoveries.

•  Labor markets are resilient, with unemployment steady at 4.3%. In May, 
payrolls posted strong gains for the third month in a row and beat expectations. 
For now, the war in Iran and the deployment of AI does not seem to be affecting 
the overall health of the labor market.

Consumer spending represents more than two thirds of the US economy. It has 
remained strong despite the impact of tariffs, higher energy prices, slowing wage 
growth, and a decline in government assistance programs. Several economists have 
pointed out that consumption is increasingly bifurcated. Higher-income households 
that benefit from strong equity markets are generating the bulk of demand, while 
lower-income households are suffering from a sharp drop in their real disposable 
income. While real consumption could still slow down at some point, it remains 
resilient so far.

For now, the US economy appears to rest on relatively solid economic 
foundations. This economic strength extends to the rest of the world. Goldman 
Sachs estimates that global economic growth will be around 2.4% in 2026 and 
reach 2.8% in 2027.

Corporate Health: 
Earnings-Driven Strength, Powered by AI
So far in 2026, strong earnings growth has been the principal driver of 
global stock market gains. Goldman Sachs estimates that in 2026, earnings in 
developed markets will grow at more than 20% and at more than 60% in emerging 
markets. 

In the US, all but one of the 11 index sectors reported positive year-over-year 
earnings growth in the first quarter. With earnings growth projected at 23% for 
2026 and 15% for 2027, the fundamental foundation for the US equity markets 
remains strong. 

Crucially, the US market’s advance has not been driven by multiple expansion. The 
forward price/earnings multiple for the S&P 500 has declined this year, which 
strengthens the broader bullish thesis and supports expectations for further upside.
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For now, the US 
economy appears 
to rest on relatively 
solid economic 
foundations. This 
economic strength 
extends to the rest 
of the world.
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Exhibit A: Total Returns by Asset Class

Source: Bloomberg, Fiduciary Trust Company. Indices: Cash: Bloomberg Barclays 1-3M Treasury Note, High-Yield: 
Bloomberg Barclays US Corp HY, Corporate Debt: Bloomberg Barclays US Corporate, U.S. Large and Mid Cap: MSCI 
USA, U.S. Small Cap: MSCI USA Small Cap, Dev. Int’l: MSCI World Ex. USA, Emerg. Mkts: MSCI EM, Municipal Bonds: 
Bloomberg Quality Intermediate Muni. Data as of June 30, 2026.

Exhibit B: S&P 500 EPS Estimate Progression for 2025-2027

Source: Bloomberg, Fiduciary Trust Company. Data as of June 16, 2026.  EPS refers to Earnings per Share.
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AI has been a key contributor to the growth in US earnings, acting through 
several channels:

•	 A surge in capital expenditure. US construction firms and power supply and 
distribution companies are seeing meaningful gains from the build-up of data 
centers, even if most of the high-value equipment – GPUs, memory chips, power 
supply and cooling systems – is imported from Taiwan, South Korea and Japan. 
This investment phase has room to continue because of the long-term nature 
of the AI infrastructure demand cycle, which represents a structural capital 
expenditure (“capex”) commitment with multi-year visibility. Importantly, the US 
corporate sector has yet to see any deterioration in the real rate of return on 
invested capital. As shown below, overall corporate return on capital is stable 
and at a record-high level, unlike during the period of overinvestment in telecom 
infrastructure before the dot-com crash in 2000.

AI excitement has 
helped push stock 
prices higher, which 
in turn boosts US 
consumption through 
the wealth effect. 
This consumption 
is driven by stock 
market gains, and 
therefore by higher-
income households.
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Exhibit C: S&P 500 Forward Price to Earnings Ratio

Source: Bloomberg, Fiduciary Trust Company. Data as of June 26, 2026.

Exhibit D: S&P 500 Return on Capital

Source: Bloomberg, Fiduciary Trust Company. Return on Capital measures the return that an investment generates for 
capital contributors (combined debt and equity), in percentage. It indicates how effective a company is turning capital 
into profits. Data as of June 26, 2026.
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•	Productivity gains linked to AI adoption. AI is reducing the labor and capital 
required to produce a given unit of output. This is a structural driver of margin 
expansion that is not dependent on demand. In turn, US labor productivity has 
risen in 13 of the 14 quarters since the November 2022 launch of ChatGPT, 
with the service sector contributing most of the improvement. This dynamic 
provides strong support to corporate margins.

•	The wealth effect. AI excitement has helped push stock prices higher, which 
in turn boosts US consumption through the wealth effect. This consumption is 
driven by stock market gains, and therefore by higher-income households. This 
makes consumption fragile and subject to the health of the stock market, but for 
now, it nevertheless continues to fuel earnings growth.

Several economists have pointed out that the US budget deficit has played a central 
role in driving corporate earnings over the past two decades. As the tax cuts and 
spending measures in the One Big Beautiful Bill Act phase in, the deficit is expected 
to widen in 2026. Additionally, the Supreme Court’s decision to strike down 
President Trump’s “reciprocal” tariffs, combined with higher defense spending tied 
to the Iran conflict, is likely to push the deficit even higher than it would otherwise 
have been. Taken together, these factors suggest that an expanding US budget 
deficit should remain a supportive force for corporate profits through the remainder 
of 2026.

If  AI optimism persists and the US budget deficit continues to widen, US 
corporate earnings should keep rising. Both conditions look plausible in 
the near term. As long as inflation does not derail this scenario by pushing 
yields too high and compressing multiples, the current earnings-driven rally 
in US equities should remain sustainable.

The Markets: Pulled in Two Directions at Once
The issue, of course, is that inflation is lurking around the corner, driven not 
only by shifts in energy prices but also by fiscal and monetary policy, soaring asset 
prices, tight labor markets, trade tariffs and the AI capex boom.

As of May, US headline CPI inflation has surged to 4.2% year-over-year. In fact, the 
inflation rate, as measured by the Core Personal Consumption Expenditure, has now 
been above the Fed’s 2% target every month for more than five years, and there are 
few reasons to believe that this target will be hit any time soon. In turn, at the time 
of this writing, the 10-year nominal Treasury yield is above 4.5%, approaching what 
many consider to be the “danger zone.”

At a fundamental level, there is an inherent inconsistency between record-
high equity markets, tight credit spreads, and elevated bullish sentiment, 
while at the same time interest rates and energy prices are signaling a 
potentially lasting negative impact of inflation on the economy. 

This is why it is not surprising that every development in the Iran conflict, and every 
shift in oil prices, causes so much volatility. The markets are being tugged in two 
directions at once. 
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Investors need to 
remember that 
markets climb 
slowly and can 
fall very quickly. 
While the current 
momentum seems 
to have a solid 
foundation, caution 
remains warranted.

This is happening at a time when the share of investors expecting stock prices to 
rise is now the second highest on record, even as markets continue to make new 
highs. Margin debt has escalated, suggesting that the stock market has become 
increasingly leveraged as greed overcomes fear. These euphoric conditions seem 
to ignore underlying risks. 

Investors need to remember that markets climb slowly and can fall very quickly. 
As the saying goes, stocks take the stairs up and the elevator down. Thus, while 
the current momentum seems to have a solid foundation, caution remains 
warranted.

Lingering Risks: AI spending, Liquidity, and the Long-
Term Impact of the Iran War
Inflation risks aside, markets are cyclical by nature and at some point, the 
momentum will inevitably shift for one reason or another. So what else is 
on our mind?

An important question for investors is the trajectory of AI capital spending. 
To paraphrase an old quip, $100 billion here, $100 billion there, and pretty soon, 
we are talking about real money. Can the current level of spending continue and 
drive equities higher? 

The so-called hyperscalers – Amazon (AMZN), Alphabet (GOOGL), Microsoft 
(MSFT), and Meta (META) – have announced 2027 capex spending plans totaling 
$815 billion, up from $636 billion in 2026, with Goldman Sachs estimating that 
the actual number might get closer to $1.1 to $1.4 trillion. McKinsey estimates 
that the global demand for data center capacity could in fact triple by 2030, and 
that the rollout between now and then could cost a staggering $6.7 trillion. 
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Exhibit E: Global Data Center Expenditure Forecast, 2025-2030

Source: McKinsey & Company, Fiduciary Trust Company. Data as of March 2026.
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Following the Iran 
war, the Middle-
Eastern countries 
may now use part 
of their sovereign 
wealth funds 
to repair their 
energy-producing 
infrastructure and 
re-organize their 
supply chains to 
bypass the Strait of 
Hormuz.

This is an unprecedented level of capex, in particular for assets that have a fast 
depreciation cycle and can become obsolete within a few years (or a couple releases 
of new Nvidia chips). How long will it be before investors start to question the 
return on investment for these companies? And accept the dilution that will inevitably 
accompany additional equity issuance? 

These are important questions given the concentration of the market and how 
much of investors’ portfolios these “AI companies” represent. For now, investors 
seem willing to absorb a growing supply of equity, based on their confidence in the 
potential of AI and a preference for growth over current profitability. But with every 
future IPO, lock-up expiry and secondary offering, that appetite will be tested a little 
further.

Liquidity is becoming an issue to think about. As Gavekal Research has 
observed, the temporary drawdown of global oil inventories caused by the Iran war 
has freed liquidity, but restocking these reserves will reverse this, draining capital 
from financial assets. Gavekal estimated that when the Strait of Hormuz was closed, 
and oil inventories started to be drawn down without being replenished, about $650 
billion in capital previously tied up in funding energy inventories was progressively 
released. At some point, whether the Strait re-opens and inventories start to be 
rebuilt, or it remains closed and inventories empty out, this liquidity will be used to 
purchase oil. Perhaps not just oil, as governments may also seek to become more 
resilient and look to build reserves of all kinds of commodities such as natural gas, 
fertilizer, wheat and rice, following the example of China which holds a strategic 
frozen pork reserve. 

The stockpiling of commodities by countries, and maybe even companies, will be a 
liquidity drain, just at a time when:

•	The hyperscalers and other AI-related companies may now drain the market 
with share issuances of unprecedented size, instead of creating liquidity through 
buybacks.

•	Following the Iran war, the Middle-Eastern countries may now use part of their 
sovereign wealth funds to repair their energy-producing infrastructure and re-
organize their supply chains to bypass the Strait of Hormuz. The new pipelines, 
new refineries, and new ports created by these infrastructure investments will 
represent billions of dollars of spending that will not be available for other uses.

•	In this tense geopolitical climate, developed countries may ramp up defense 
spending dramatically. In the United States, President Trump has proposed 
increasing military spending from about $1 trillion to $1.5 trillion a year. At the 
same time, European, Asian, and Middle-Eastern countries are all considering 
building up their military capabilities.

Over the coming years, the demand for funding will be enormous. Where is 
all this capital going to be sourced? And most importantly for stocks and 
bonds, at what price?
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An Evolving Investment Environment?
The old world that investors became accustomed to over the past several decades was 
characterized by cheap labor, stable energy flows, relatively low interest rates, relatively 
free trade, and a US-anchored security system encouraging the recycling of global 
financial surpluses into US assets. This old world was fundamentally deflationary. 

The Iran conflict has highlighted forces likely to shape the global economy for years 
to come. We are entering a new world, characterized by tariffs, increased trade within 
regional blocks, the reshoring of industries and supply chains for national security 
reasons, resource competition, larger precautionary oil and other commodity reserves 
by both countries and companies, and the potential recycling of excess savings into 
commodity rather than Treasuries. This new world may be less efficient and more 
inflation prone.

In turn, we believe that the Iran war has accelerated a broader shift that was 
already underway: a structural transition from a world in which most economic 
shocks were deflationary in nature, to a world in which most economic shocks 
will be inflationary in nature. 

This has significant implications for investors and those managing portfolios. 
We will address how we plan to adapt our investment strategy in a separate 
upcoming paper.

What Does This Mean for Us?
At times of uncertainty, it is important to rely on a few fundamental investment 
principles:

•	Patience is key. Time in the market is more important than market timing.

•	Asset allocation will be the main driver of your returns. Trying to enhance 
returns by trading individual securities or sectors is very hard. As markets gyrate 
from one sector to another, remember that asset allocation will have the highest 
impact on the performance of your portfolio.

•	Portfolio construction matters. Exposure to various asset classes and investment 
strategies should match your investor profile, liquidity needs, tolerance for volatility, 
tax situation, and time horizon.

•	Diversification is your friend. Thoughtfully combining strategies that do not 
move in lockstep, and introducing strategies that exhibit very low correlation to 
traditional asset classes, will reduce the volatility of your portfolio across a variety 
of environments.

If you would like to discuss how these factors may influence your investment portfolio, 
please reach out to your Fiduciary Trust investment officer or Sid Queler 
at queler@fiduciary-trust.com. ■

Disclosure related to Bloomberg indices:

Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. 
and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s licensors own all proprietary rights in 
the Bloomberg Indices. Bloomberg does not approve or endorse this material or guarantee the accuracy or 
completeness of any information herein, nor does Bloomberg make any warranty, express or implied, as to 
the results to be obtained therefrom, and, to the maximum extent allowed by law, Bloomberg shall not have 
any liability or responsibility for injury or damages arising in connection therewith.

As markets gyrate, 
asset allocation 
will have the 
highest impact on 
your portfolio’s 
performance
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CommentsAllocationTactical

We will continue to rebalance into other segments of the 
market to reduce concentration and increase diversification.

U.S. Large Cap

Small- and mid-cap stocks have not participated in the multi-
year rally to the same degree as the stocks of large companies 
and offer more opportunities to uncover attractive 
inefficiencies. They are finally starting to move ahead.

U.S. Small & 
Mid Cap

Europe, whose economic model has undergone significant 
disruption, and Japan both face persistently low structural 
growth. However, they should benefit from increased defense 
spending and cyclical, reflationary trends after years of 
deflation.

Developed 
International

We plan to increase exposure to investment opportunities in 
developing Asian markets, in particular in Southeast Asia and 
India, that benefit from secular growth trends driven by the 
rise of the urban middle class.

Emerging
Markets

We plan to seek investments that exhibit low or no correlation 
to equities and fixed income strategies, and can help lower 
portfolio volatility while offering distinct drivers of potential 
returns.

Alternatives

We plan to keep exposure below benchmark as bonds may no 
longer provide the same offsetting behavior to stocks as they 
have in the past.

Government 
Bonds

We have exposure to several corners of the credit markets, in 
particular structured credit, which continues to offer more 
attractive real rates than corporate credit.

Credit

Yields are attractive and may become even more so later in 
the year, offering a potential source of liquidity when the 
markets inevitably correct.

Cash
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Exhibit F: Fiduciary Trust Asset Class Perspectives

Source: Fiduciary Trust Company. These forward-looking statements are as of July 1, 2026 and based on judgements and assumptions that change over time. 
Tactical allocation denotes positioning relative to a strategic benchmark. Allocation denotes the percentage weight in a portfolio assuming a 60% equity, 35% fixed 
income, 5% cash benchmark.. 



Staying Secure in a Changing 
Digital World 

Key Takeways
•	Cyber threats are becoming more sophisticated, targeted, and difficult to detect, 

especially with the use of artificial intelligence

•	High-net-worth individuals and families are particularly attractive targets due to 
the scale and complexity of their assets

•	A combination of disciplined habits, technical safeguards, and verification 
protocols can significantly reduce risk

•	If a breach occurs, acting quickly can help limit financial loss and protect your 
long-term financial plan

Why is Cybersecurity Risk Increasing for Individuals 
and Families?
Cybercrime is no longer opportunistic; it is increasingly organized, targeted, and 
driven by technology. High-net-worth individuals are especially vulnerable because 
of their financial visibility, digital footprint, and reliance on multiple advisors and 
platforms. 

At the same time, the scale of digital fraud continues to grow. According to the 
Federal Trade Commission, reported fraud losses in 2024 reached $12.5 billion in 
the United States alone, which represented a 25% increase over the previous year.1 

One of the most important shifts is the role of artificial intelligence. AI is enabling 
cybercriminals to:

•	Create highly convincing phishing messages

•	Automate large-scale attacks

•	Personalize scams using publicly available information

•	Mimic trusted individuals or institutions

These developments are transforming cybercrime from a “numbers game” into a 
trust-based attack strategy.

How is Artificial Intelligence Changing the 
Threat Landscape?
Perhaps the most significant emerging risk is the ability to impersonate trusted 
individuals, including family members, advisors, or executives. AI-powered tools can 
now generate:

•	Voice clones that sound like a spouse, child, or advisor

•	Deepfake videos that appear to show a real person making a request

•	Real-time impersonation during video calls or phone conversations

For individuals and families, this creates a new reality: familiar voices and faces can 
no longer be relied upon as proof of authenticity.

Learn More: 

Proactive Measures to Protect 
Your Identity: 
fidtrustco.com/identity-theft
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What Steps Can You Take to Reduce Your Risk?
There is no single solution, but a layered approach can significantly improve security:

1. Strengthen Account Security

•	Use unique, complex passwords for each account

•	Enable multi-factor authentication (preferably app-based or hardware-based 
rather than a text message)

•	Regularly monitor financial and email accounts

2. Establish Verification Protocols

•	Confirm all financial transactions, especially wire requests, through a secondary 
channel

•	Create family-wide protocols for verifying urgent or unusual requests

•	Be cautious of any communication that creates urgency or secrecy

3. Limit Your Digital Footprint

•	Be thoughtful about what is shared publicly

•	Review privacy settings on social media and online platforms

•	Minimize exposure of travel, family, or financial details

4. Secure Devices and Networks

•	Keep software and devices updated

•	Avoid public Wi-Fi for financial activity

•	Consider using a dedicated device for sensitive transactions

5. Educate Family Members and Staff

•	Ensure that all family members understand common risks

•	Provide guidance for household staff or assistants who may handle 
communications

•	Reinforce consistent practices across all participants

Learn More: 

Key Steps to Take if Your 
Identity Has Been Compromised: 
fidtrustco.com/identity-
protection

The opinions expressed in this publication 
are as of the date issued and subject to 
change at any time. Nothing contained 
herein is intended to constitute investment, 
legal, tax or accounting advice and clients 
should discuss any proposed arrangement 
or transaction with their investment, legal, 
tax or accounting advisors.
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For many families, the most significant vulnerabilities arise not from technology, but 
from human behavior. There are a number of additional steps you can take to help 
protect yourself against fraud-related identity theft:

•	Obtain and carefully review your credit reports

•	Set up your My Social Security Account, in part to prevent someone else from 
doing so (https://www.ssa.gov/myaccount/)

•	Guard your social security number

•	Freeze your credit

•	Consider credit monitoring services

•	Be leery of unsolicited mail

•	Review your bank, credit card, and investment statements regularly

•	Shred sensitive information

•	Delete questionable emails and texts

•	Let phone calls from unknown parties go to voicemail

What Should You Do If  You Suspect Your Identity Has 
Been Compromised? 
Even strong safeguards cannot eliminate risk entirely. If something appear suspicious, 
speed is critical. If you suspect fraud, we recommend taking the following immediate 
actions:

•	Initiate a fraud alert on your credit file

•	Review your credit reports

•	File an Identity Theft Report at https://www.identitytheft.gov

•	Change your passwords and access credentials across key platforms

•	Contact creditors, banks, and other organizations

•	Consider filing a police report

•	File tax returns as soon as possible

•	Document all activity and communications

A Closing Perspective
Technology has created extraordinary convenience, but also new forms of 
vulnerability. As cyber threats become more personalized and sophisticated, 
maintaining a healthy level of skepticism is essential.

At Fiduciary, we view cybersecurity as an important aspect of helping clients 
safeguard their financial lives, not only by managing assets, but by helping families 
navigate the evolving risks that surround them. If we can be of assistance to help 
you with your wealth planning, including cybersecurity recommendations, please 
reach out to your Fiduciary Trust officer or Sid Queler at queler@fiduciary-trust.com.

Fiduciary Trust Company 
53 State Street 
Boston, MA 02109 
617-482-5270

Fiduciary Trust of New England
1155 Elm Street
Manchester, NH  03101
603-695-4320
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News & Notes
Fiduciary welcomes new 
officers:

Chief Investment Officer: 
Frank Brochin

VP and Investment Officer: 
Jacqui Smith

VP and Trust Officer (FTNE): 
John Gotsch, CTFA

VP and Client Development 
Officer: 
Thomas Kennedy

Fiduciary was recognized 
with the Philanthropy 
Innovation Award by Wealth 
for Good Awards

Learn More: 

For more information about  
Fiduciary Trust’s services, 
please contact your Fiduciary 
Trust officer or Sid Queler at 
queler@fiduciary-trust.com  
or 617-397-7181

1 Federal Trade Commission. (2025, March 10). New FTC Data Shows a Big Jump in Reported Losses to Fraud to 
$12.5 Billion in 2024.


