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Resilient Markets Amid Shifting Conditions 

The third quarter and especially the final month of the quarter presented investors with a remarkably complex 
backdrop. From geopolitical tensions resulting in higher energy prices, to changes to monetary policy, and of course 
a remarkably strong corporate earnings season, there have been plenty of topics competing for investors’ attention. 
Despite this deluge of events and information to monitor, the U.S. economy has continued to grow, while stock 
markets oscillated between up days and down days, largely weathering these uncertainties amid a notable dose of 
market rotation. As the Federal Reserve navigates the difficult balance between supporting economic growth and 
containing inflation, investors are balancing seasonal trends when looking ahead to mid-term elections and the 
potential volatility that may be associated with either. Throughout this publication, we will examine the forces shaping 
the current macro environment and explore how financial markets have responded to the culmination of uncertainties 
that continue to evolve. 

Selected Market Returns: September 2026 & Year to Date 

 
Source: Bloomberg. 

Economic Update: Focusing on Trends Rather Than Datapoints 
Starting with arguably the most notable economic event of September, in a widely expected decision, the Federal 
Reserve raised their target rate by a quarter percentage point. This rate decision moves the central bank's target 
range to 3.75% - 4.00%, and policy makers unanimously voted 12-0 in favor of the increase. During the press 
conference that followed the Fed’s two-day policy meeting, Chairman Warsh emphasized that inflation is still the 
Fed’s number one priority with regards to their dual mandate of stable prices and full employment. He noted that 
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GDP growth and the labor market both have been resilient. Chairman Warsh also noted that “inflation is too high and 
has been so for too long”1. 

Although Chairman Warsh himself typically does not comment on forward guidance, he conveyed that policymakers 
at the Fed are penciling in another quarter point rate hike before the end of the year, according to the updated 
Summary of Economic Projections (SEP) released alongside the interest rate decision. That marks an increase from 
the single 0.25% hike that was expected in June, when the FOMC last released its quarterly projections. Markets, 
however, are currently pricing in an increased likelihood of two quarter point rate hikes as the CME Group FedWatch 
tool currently highlights. Although the Fed’s favorite tool to help bring inflation under control is their ability to adjust 
interest rates, there are naturally pros and cons associated with any interest rate adjustment. The current 
environment makes this especially difficult because much of the recent inflationary pressure has stemmed from one 
area: energy. Therefore, while an interest rate hike should put pressure on the economy and help to slow inflation, it 
would not necessarily make energy prices, the main culprit of higher prices, any lower in the short term. 

How an Adjustment to The Federal Funds Target Rate Can  
Affect Different Parts of The Economy 

Positive Consequences of a Rate Hike Negative Consequences of a Rate Hike 

Can help 
contain 
inflation: 

Higher borrowing costs can reduce 
demand and help prevent persistent 
inflation. 

May have a 
limited impact 
on supply-
driven inflation:  

If inflation is driven by higher 
energy prices, higher rates may 
have limited ability to directly 
address the issue. 

Can reinforce 
Fed credibility: 

Acting while inflation remains above 
2% target shows the Fed’s 
commitment to price stability. 

Can slow 
economic 
growth:  

Higher financing costs can 
discourage consumer spending 
and business investment. 

May help 
stabilize 
longer-term 
rates: 

Rate hikes could reduce concerns 
of persistent inflation and help 
longer-term Treasury yields. 

Can put 
pressure on 
stock 
valuations:  

Higher rates can weigh on stock 
valuations, particularly for 
companies with high leverage. 

Can support 
the dollar:  

Higher U.S. rates can make dollar-
denominated assets more attractive 
relative to foreign alternatives. 

Higher 
borrowing 
costs:  

Higher borrowing costs put 
additional and direct pressure on 
households and businesses. 

Overall, the Fed’s updated statement unsurprisingly pointed to geopolitical risk as a main source of uncertainty, as 
spiking oil prices have nudged inflation higher since the beginning of the Iran war. The most recent CPI report for 
August showed that headline prices rose 0.4% on a monthly basis and 3.4% on an annual basis, which were in line 
with economists' expectations and slightly hotter than July's reading. Core CPI, which excludes the more volatile 
components like food and energy, have increased more modestly, indicating that pressures outside of energy remain 
fairly subdued. Meanwhile, the Fed’s preferred inflation gauge, Core PCE, rose 3% year-over-year in August, beating 
expectations for a rise of 3.3% and marking a drop from 3.3% in July. 

 
1 Source: FOMC Press Conference – September 16, 2026 
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Despite persistent inflation, the broader economy appears to have navigated the second half of the year, so far, with 
a healthy dose of momentum. Second quarter real GDP was revised up to 2.2% from a 1.5% annualized growth rate, 
but breaking down the composition of that growth shed light on some encouraging details beneath the headline 
figure. This upward revision reflected higher readings for private investment, consumer spending, and government 
spending, according to the Bureau of Economic Analysis (BEA). Looking ahead, the widely used Atlanta Federal 
Reserve’s GDPNow model estimates third quarter real GDP growth at 3.7% as of September 30th. It is important to 
note that the GDPNow model can move significantly as additional data arrives, but the recent trajectory points toward 
a meaningful acceleration from the first half of the year. Meanwhile, consumer spending, making up nearly 70% of 
GDP by weight, has also been resilient with retail sales increasing 1.2% in August, the strongest monthly increase in 
five months, and was 6.0% higher than this time a year earlier2. 

Overall, September’s economic picture remains largely defined by uncertainty over energy inflation and the monetary 
policy decisions that are working to curtail this energy inflation from materially spilling into other corners of the 
economy. All in all, consumers continue to spend, businesses continue to invest, and the economy continues to 
grow, all the while the labor market remains relatively stable. 

Financial Markets: Unpacking Historical Tendencies & Current Headwinds 
September gave investors no shortage of reasons to feel uncertain. Despite another record-breaking corporate 
earnings season in the second quarter, many investors were left searching for the next catalyst that could sustain the 
market’s upward momentum. Technology companies struggled early in the month as uncertainty surrounding the 
pace of artificial intelligence development and the prospect of additional regulation weighed on sentiment. The sector 
subsequently rebounded as industry leaders and policymakers provided greater context around these developments, 
allowing technology stocks to reemerge as market leaders during the latter half of September. Small-cap companies, 
as measured by the Russell 2000 Index, faced greater pressure, as higher interest rates tend to disproportionately 
affect smaller businesses. More broadly, investors also navigated heightened volatility in oil prices and Treasury 
yields. Major indices traded essentially flat through the middle of the month before gaining greater clarity following 
the September Federal Reserve meeting.  

 

 
2 Source: United States Census. 
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Historically speaking, the month of September tends to be the worst 
performing month of the year3. There is no single explanation for this effect, 
but factors such as changes in liquidity, investor positioning, earnings 
expectations and macroeconomic developments can all influence the 
month’s performance. As illustrated by the table on the right, September’s 
average monthly performance using data going back to 1950 is not only the 
worst performing month of the year, historically speaking, but also the only 
month that has negative average monthly performance. Not surprisingly 
throughout the course of the month, there have been plenty of headwinds 
pushing against financial markets.  

Given these headwinds, September of 2026 wrapped up in a way that did 
not necessarily buck this trend, with the S&P 500 Index having declined 
0.3% over the course of the month.  Despite flirting with all-time highs for 
the index in the final full week of the month, the S&P 500 retreated from 
these highs as rising bond yields put pressure on stock market sentiment. 
Although September did not fully conform to its historically weak 
tendencies, broad market performance shifted as the third quarter came to 
a close and market leadership once again became more concentrated. 

To build on this, many investors are concerned about market performance, specifically around rate hiking cycles. 
What might come as a surprise to some, markets have responded positively overall following the Fed’s interest rate 
decision at their September Federal Open Market Committee (FOMC) meeting. When we look at the data, however, 
market performance as measured by total return of the S&P 500 has been positive across all interest rate hiking 
regimes since 1990. For context, the average monthly total return of the S&P 500 since 1990 is 0.98%. As illustrated 
in the chart below, stock market performance has actually persevered through these rate hiking regimes.  This may 
come as a surprise as many of these cycles spanned years, with some taking place during periods of instability and 
uncertainty similar to what we are experiencing today. 

 
3 Source: Bloomberg. S&P 500 monthly total return data going back to 1950.  

Average S&P 500  
Return & Rank by Month 

Month 
Average 

Monthly Return Rank 
January 1.22% 6 

February 0.19% 11 

March 1.32% 5 

April 1.69% 3 

May 0.64% 9 

June 0.65% 8 

July 1.42% 4 

August 0.28% 10 

September -0.21% 12 

October 1.06% 7 

November 2.06% 1 

December 1.90% 2 

S&P 500 Performance Has Persevered Through Rate Hiking Cycles 

Start of Hiking Cycle End of Hiking Cycle 
Duration 
(Months) 

Rate 
Increase 

S&P 500 TR 
Through Cycle 

Avg. S&P 500 
Monthly TR 

December-93 March-95 16 3.00% 11.19% 0.78% 
March-99 September-00 19 1.75% 13.70% 0.98% 
March-04 September-06 31 4.25% 24.14% 0.67% 

September-15 March-19 43 2.25% 58.66% 1.08% 
December-21 December-23 25 5.25% 3.42% 0.47% 

Source: Bloomberg. 

Source: Bloomberg. 
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Looking beyond the S&P 500 as a broad proxy for 
U.S. stocks, performance across the market’s four 
major size and style sub-asset classes varied over 
the course of the quarter. Large cap value 
delivered the strongest performance, while large 
cap growth came under pressure midway through 
the quarter as concerns surrounding the artificial 
intelligence buildout weighed on investor 
sentiment. Nevertheless, large cap growth 
rebounded sharply toward the end of September, 
supported by renewed strength among major 
technology companies. Meanwhile, small cap 
growth and small cap value held relatively steady 
through the early part of the quarter before coming 
under pressure as interest rates rose and 
expectations for additional rate hikes took hold. By 
mid-September, market leadership began to shift 
once again. Rather than broadening, returns 
became increasingly concentrated among the largest technology companies, with their strength propelling the 
technology-heavy Nasdaq 100 Index to multiple new highs through month-end. This renewed dominance brought 
market concentration concerns back into focus, as several major large cap indices showed signs of becoming 
increasingly top heavy. 

Assessing the Current State of The U.S. Treasury Market 
Looking back to the third week of August, the market’s attention shifted away from an otherwise stellar corporate 
earnings season and toward an area that typically generates less excitement: the U.S. Treasury market. On August 
18th, the 30-year U.S. Treasury yield briefly reached 5.34%, its highest level since 2007. Although the front end of the 
yield curve had experienced some healing earlier in the year, yields across maturities moved higher and reached 
levels that attracted increased market attention. The selloff was particularly acute at the long end of the curve, where 
investors appeared to be demanding greater compensation for persistent inflation, mounting fiscal pressures, and 
uncertainty surrounding the government’s longer-term borrowing needs. 

Against this backdrop, Treasury Secretary Bessent announced an expansion of the U.S. Treasury’s bond-buyback 
program on August 19th. Under the revised schedule, the maximum size of liquidity-support buybacks targeting 10- to 
20-year and 20- to 30-year securities would increase from $2 billion to at least $4 billion per operation. The larger 
operations began on September 9th and are scheduled to remain in place through November 4th, when additional 
guidance is expected as part of the next quarterly refunding announcement4. According to the Treasury, the 
expansion is intended to provide greater liquidity support in longer-dated securities, rather than to target a specific 
level of interest rates. 

The announcement initially produced a meaningful rally in Treasury prices. The 10-year yield declined to 4.65%, 
while the 30-year yield fell to 5.20%. The market appeared to interpret the decision as a signal that the Treasury was 

 
4 Source: U.S. Treasury Department, Press Releases: “Treasury Announces Increased Sizes of Nominal Long-End Liquidity 

Support Buybacks Beginning September 9th” 
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prepared to act more forcefully to support liquidity and stabilize markets, particularly in the portion of the yield curve 
facing the greatest selling pressure. 

That relief, however, proved short-lived. By the following day, the 10-year yield had moved back toward 4.70%, while 
the 30-year yield retraced much of its initial decline and returned to approximately 5.24%. Secretary Bessent 
subsequently indicated that future buybacks could exceed $4 billion per operation, depending on market conditions, 
while reiterating that the program was focused on liquidity rather than yield control. He also characterized liquidity in 
the 30-year Treasury market as unusually weak. Despite those comments, the quick reversal suggested that the 
program had not materially changed investors’ underlying assessment of inflation, fiscal risk, or the appropriate level 
of longer-term interest rates. 

As of September 30th, the 2-year U.S. Treasury yield was approximately 4.88%, up nearly 60 basis points (0.60%) 
from its level one month earlier as investors repriced the expected path of Federal Reserve policy. The 10-year yield 
was approximately 5.28%, roughly 50 basis points (0.50%) higher over the same period and crossing the 
psychologically important 5.00% threshold around the September policy meeting. The 30-year yield meanwhile was 
approximately 5.64%, well surpassing the elevated level that initially prompted concern in August. The curve 
therefore remained positively sloped between the 2-year and 10-year maturities, but the spread narrowed slightly as 
shorter-term yields rose more sharply in response to evolving monetary-policy expectations. 

The market’s response over the 
past month highlights the 
distinction between improving 
Treasury-market liquidity and 
changing the fundamental forces 
that determine yields. Expanded 
buybacks may support trading 
conditions and create an 
additional source of demand for 
older, less-liquid securities, but 
they do not directly address 
inflation, federal deficits, debt 
issuance, or expectations for 
monetary policy. The 
persistence of elevated long-
term yields suggests that 
investors continue to require 
additional compensation for 
those risks. Meanwhile, the 
more pronounced rise in the 2-year yield indicates that the market is also adjusting to the possibility that monetary 
policy could remain restrictive for longer than previously anticipated. 

In contrast to Chairman Warsh’s narrative around “allowing markets to work through things without interference”, the 
messaging surrounding Secretary Bessent’s recent decision is more nuanced to interpret. Most notably due to the 
fact that this announcement came off-cycle and immediately after the Treasury yield reached a meaningfully high 
level. Surprisingly, the ensuing market reaction more or less nullified the yield movement in the better part of a day. 
This ultimately suggests that market participants aren’t (at least for now) willing to change their fundamental view of 
the appropriate level of longer-term yields. Overall, Secretary Bessent’s actions came as a surprise to investors and 
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is set to reshape the current buyback schedule. Time will tell as to what degree this updated schedule will have on 
both yields, the balance sheet, and of course, investor sentiment.  

Looking Ahead 
Putting this all together, there is undoubtedly still plenty of uncertainty that exists in the marketplace. Outside of 
geopolitical uncertainty, our team continues to monitor the U.S. economy and financial markets noting that several 
market and economic fundamentals remain intact.  
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5 An earnings recession recovery period is defined as the eight quarters (2 years) from the end of an earnings recession. During 

these periods, the aggregate earnings growth figures tend to be significantly above the long-term average 

 
 

 

Beyond the Headlines  

The second quarter earnings season provided further evidence of the resilience of 
corporate America as the vast majority of companies in the S&P 500 reported results that 
exceeded expectations. This was an encouraging sign for both investors and the market in 
general because it marked the strongest earnings season since 2021. However, the details 
beneath the headline results are just as important, as some of the largest reported gains 
came from less traditional sources, including private company investments and tariff 
refunds. Therefore, while quarterly earnings were exceptional by historical standards, 
investors should look beyond the headline growth rate to understand what drove the 
quarter’s results and how much of that strength can be sustained.   

The Headline Drivers 

 Q1 Q2 

Sector 
Earnings 
Growth 

Earnings 
Growth 

Materials 43.7% 42.7% 
Industrials 5.5% 17.1% 

Consumer Staples 8.0% 12.0% 
Energy 0.8% 148.4% 

Technology 55.0% 77.4% 
Consumer 

Discretionary 
39.9% 90.3% 

Communication 
Services 

50.5% 120.1% 

Financials 23.0% 20.4% 
Health Care -2.9% -6.4% 

Utilities 18.4% 14.6% 
Real Estate 13.6% 9.7% 

Total S&P 500 
Index 

28.7% 53.1% 

Headline earnings growth climbed to 
53.1% in the second quarter, led 
primarily by the Energy and 
Communication Services sectors. This 
was nearly double the already strong 
28.7% growth reported in the first 
quarter and marked the strongest 
quarterly earnings growth in more than 
30 years outside of a recovery period 
following an earnings recession.5 This 
level of growth was especially notable 
given the complicated macroeconomic 
backdrop that exists, which includes 
rising interest rates, lingering inflation 
uncertainty, and ongoing geopolitical 
conflict. In this environment, the 
second quarter results reinforced the 
resilience of corporate earnings but 
also suggested that recent strength 
may have been more concentrated 
than initially anticipated.  

Artificial intelligence remained one of the most visible themes of the second quarter’s 
earnings season. Continued spending on data centers, cloud infrastructure and 
semiconductors supported earnings across the technology ecosystem, while also 
benefiting digital advertising and communications companies. As a result, the Technology 
and Communication Services sectors were two of the strongest areas of the market with 
earnings growth of 77.4% and 120.1%, respectively. This helps illustrate the continued 

Earnings growth 
reached its strongest 

pace in more than 
three decades outside 

of an earnings 
recession recovery 

Source: Bloomberg
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6 Non-operating items refer to gains, losses, income, or expenses that are not directly tied to a company’s core business 

operations and may not recur in future periods. 
7 Goldman Sachs & Co. LLC, John Flood, “This is why the S&P 500 will make several more all-time highs this year…,” FICC & 

Equities, August 3, 2026. 
8 Federal Reserve Bank of Atlanta, “The Impact of Tariff Refunds on Business Activity,” July 8, 2026. 

importance of AI-related investment and infrastructure in supporting overall earnings 
growth.  

Energy also played a much larger role than it had earlier in the year, with sector earnings 
growth rising from 0.8% in the first quarter to 148.4% in the second quarter, primarily due 
to higher oil and diesel prices. Although Energy represents a smaller share of the S&P 500 
than Technology, large swings in sector profitability can still meaningfully affect headline 
index earnings. At the same time, the earnings surge was not evenly distributed. Growth 
slowed from the first quarter in Financials, Utilities, and Real Estate, while Health Care 
earnings declined. Company-level results were also mixed, with 27.4% of S&P 500 
constituents reporting earnings growth above 50%, while 26.4% reported negative 
earnings growth. Therefore, while the quarter was strong in aggregate, much of the 
improvement was driven by a narrower group of sectors and companies rather than broad-
based strength across the market. 

The Lesser Known Drivers 
A more complete assessment of the quarter requires looking beyond the size of the 
earnings beats and evaluating the quality and repeatability of the drivers behind it. For 
investors, this distinction is important as earnings generated through stronger demand, 
improved efficiency, or operating leverage are typically viewed differently than gains tied to 
items that may not recur in future quarters. This does not mean the less repeatable items 
should be dismissed, but it does affect how much weight investors should place on them 
when assessing the outlook for future earnings growth. 

While much of the quarter’s earnings growth reflected solid business performance, several 
large non-operating items6 also helped amplify the overall results. In August, one analysis 
from Goldman Sachs showed that S&P 500 EPS growth was tracking at 45% year-over-
year, but 19 percentage points of that growth came from Alphabet and Amazon’s 
combined $151 billion of “other income” related to equity investments.7 Amazon’s 
investment in Anthropic, an artificial intelligence company, is one example of how gains 
tied to private company valuations can flow through reported results. Excluding these 
types of gains, the same analysis estimated that S&P 500 EPS growth was closer to 26%, 
which still represents an acceleration from the first quarter. Put differently, these gains 
boosted reported earnings but also offered less evidence of ongoing operating strength. 

Tariff refunds were another less repeatable contributor, and their impact may differ across 
companies. The Atlanta Fed estimated that tariff refunds could total approximately $166 
billion, equal to roughly 63% of 2025 customs-duty receipts8, although the economic 
impact may be less direct than the headline figure suggests. Walmart, for example, was 
reportedly eligible for roughly $2.9 billion in tariff refunds and said it would use much of the 
benefit to support lower prices for consumers. Other companies, however, used them as a 
more direct benefit to earnings or cash flow. Unlike improvements in core business 

Gains from private 
company 

investments helped 
to amplify an already 

strong earnings 
season 

Tariff refunds provided 
an additional boost to 

earnings, but are 
unlikely to be a 
recurring driver 

The Energy sector 
benefited from a 

substantial increase in 
oil and diesel prices 
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9 FactSet, Earnings Insight: S&P 500, September 4, 2026. 

operations, these benefits stemmed from a specific policy outcome rather than ongoing 
business activity. That makes them helpful for this quarter’s results, but less useful when 
evaluating the path of future earnings. 

Overall, these additional items helped amplify an already strong earnings season. Even 
after adjusting for investment-related gains and other one-time benefits, earnings growth 
remained healthy and generally reflected a resilient corporate sector. However, the 
difference between the headline growth rate and the growth generated through more 
traditional business activities highlights an important consideration for investors. As 
attention turns to future quarters, the more important question is how much of that strength 
can be carried forward once these temporary supports fade. 

Looking at Sustainability 
After such a strong second quarter, the natural question for investors is whether the next 
several quarters can build on two consecutive quarters of 25%+ earnings growth. While 
the general outlook has remained encouraging, future growth is expected to moderate 
from second quarter levels, even as corporate guidance has remained relatively positive. 
As of the first week of September, 63% of S&P 500 companies that had issued Q3 2026 
EPS guidance provided positive guidance, above the five-year average of 41%.9 That 
guidance points to continued confidence among management teams, even as the pace of 
earnings growth begins to normalize. 

The sustainability question 
is especially important 
because current projections 
call for S&P 500 earnings 
growth to slow in each of 
the next four quarters, 
reaching just 1.4% by the 
second quarter of 2027. 
Although these estimates 
will likely change (as has 
historically been the case), 
they suggest that 
maintaining the recent 
pace of growth will become increasingly difficult. Rather than 
pointing to weakness, the forecast reflects tougher comparisons against unusually strong 
results and a reduced contribution from one-time tailwinds. 

Margins are also central to the sustainability discussion because they show how effectively 
companies are converting revenue into operating profit. The S&P 500 operating margin 
rose from 15.2% in the first quarter to 15.7% in the second quarter before reaching a 
record 16.5% in the third quarter, the highest reading in the data going back to 1991. This 
suggests that corporate profitability remains exceptionally strong, but it also raises the bar 
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for further improvement. With margins already at historical highs, sustaining earnings 
growth may increasingly depend on factors beyond further margin expansion. 

As a result, the composition of future earnings growth will become increasingly important. 
With less support likely to come from rising margins, revenue growth, customer demand, 
and productivity improvements may need to drive a larger share of earnings gains. Those 
factors will likely offer the clearest indication of whether profitability can remain durable as 
headline growth slows. 

Conclusion 
Overall, the second quarter earnings season was strong by several measures as earnings 
growth accelerated sharply from the first quarter and forward guidance remained above its 
recent historical average. At the same time, gains from private company investments and 
tariff refunds made some headline figures appear stronger than core operating 
performance alone would indicate. With operating margins already near historical highs 
and earnings growth expected to moderate, maintaining this momentum may increasingly 
depend on sustained revenue growth, healthy demand, and continued productivity 
improvements. These recurring drivers should provide a clearer indication of underlying 
earnings strength as the impact of recent one-time benefits becomes less influential. For 
investors, the takeaway is not to discount the quarter’s strength, but to understand where 
that strength came from and whether its underlying drivers can provide a durable 
foundation for future growth. 

Further earnings growth 
may increasingly depend 
on factors beyond higher 

operating margins as 
they are already at 

historical highs 
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10 International Energy Agency, Oil Market Report – September 2026, September 2026. 

 

Two Forces Reshaping the Energy Market 

Energy returned to the spotlight late in the quarter as renewed supply disruptions and 
longer-term demand growth created two distinct pressures across the market. Renewed 
geopolitical conflict disrupted global fuel markets and pushed oil and refined product prices 
higher, while data center growth added to expectations for rising U.S. electricity demand. 
The oil price shock may fade if global supply conditions improve, but meeting the increase 
in power demand could require years of investment in supporting infrastructure. Together, 
these developments created a split backdrop of stronger results for many producers, but 
higher costs for consumers and fuel-sensitive businesses. 

Geopolitical Tensions Reignite Oil Prices 
The most visible development was the rebound in crude oil prices as renewed conflict 
altered expectations for global supply. After the ceasefire ended in early July, attacks near 
the Strait of Hormuz raised concerns about the flow of oil through one of the world’s most 
important energy transit routes. Disruptions to transportation capabilities, combined with 
damage to refining capacity, placed additional pressure on fuel markets. By September, 
Brent crude, the main global benchmark for oil prices, had approached $110 per barrel for 
the first time since May, reflecting concerns that supply conditions could remain tight. The 
International Energy Agency reinforced that outlook, estimating that global oil supply would 
decline by 5.7 million barrels per day in 2026 and that the recovery in Gulf production 
would be delayed until 2027.10 

 

In general, oil prices can rise well before an outright shortage develops because markets 
respond to expectations for future supply. When traders see growing risks to the 
availability or transportation of oil, prices often move in anticipation of tighter conditions. 
This dynamic remains important for the United States. Domestic production and the 
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11 U.S. Energy Information Administration, “Weekly U.S. Ending Stocks of Crude Oil in SPR,” September 2026; U.S. Department 

of Energy, “Strategic Petroleum Reserve.” 

Strategic Petroleum Reserve, the federal government’s emergency supply of crude oil, 
provide some protection against disruptions, although the reserve held only about 283.8 
million barrels as of late September.11 That was its lowest level since 1982 and 
represented roughly 40% of authorized capacity. Even with these resources available, the 
United States remains exposed to global price movements because crude oil is traded 
internationally. In other words, domestic safeguards can help cushion a shock, but they 
cannot fully insulate the economy from a global oil repricing.   

Higher oil prices created a mixed backdrop across the economy. For consumers and fuel-
dependent businesses, these prices put greater pressure on household budgets and 
operating costs. For energy producers, however, they supported stronger profits and 
investment returns as Exxon Mobil and Chevron, for example, are up 37.9% and 37.7% 
year to date. The effect was also visible in corporate results, with the Energy sector 
reporting the strongest year-over-year earnings growth among S&P 500 sectors in the 
second quarter. That support could diminish if the conflict eases and global supply 
conditions improve, but the near-term benefit to producers has come at the expense of 
higher costs elsewhere in the economy. 

Why Record Diesel Prices Matter  
The pressure from higher oil prices was also visible at the pump and persisted even after 
crude prices moved closer to their pre-conflict levels. National average gasoline and diesel 
prices remained above their early July readings through September. Regular gasoline rose 
from roughly $3.80 per gallon on July 7th to about $4.48 by late September, while diesel 
increased from about $4.77 to more than $6.50 per gallon over the same period. Although 
both affect the economy, gasoline tends to be felt quickly by households, while diesel often 
works its way through the cost of transporting and producing goods. 

 Source: Bloomberg
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Diesel receives less public attention than gasoline, but its widespread commercial use can 
make its broader economic impact especially important. The U.S. average diesel price 
climbed to more than $6.50 per gallon in September, a roughly 37% increase from early 
July and far outpacing the rise in gasoline prices. Diesel is commonly used in 
transportation, construction equipment, agricultural machinery, and other industries that 
help move and produce goods throughout the economy. As a result, sustained increases 
in diesel prices can raise costs across supply chains, even for businesses that do not 
purchase fuel directly. Companies must then decide whether to absorb those higher costs 
through lower profit margins or pass them on to consumers through higher prices. That is 
why diesel can remain an important inflation channel even after the initial oil-price shock 
begins to fade. 

The effects of higher fuel costs were not limited to freight and industrial activity. Airlines 
faced similar pressure as jet fuel prices surged nearly 30% in July, forcing carriers to 
reassess fares, capacity plans, and profitability targets. United Airlines and American 
Airlines indicated that elevated fuel costs could necessitate additional fourth quarter 
capacity reductions, while Southwest pointed to the potential for higher fares. American 
also estimated that fuel would add roughly $1 billion in costs during the final three months 
of the year. These responses show how energy price shocks can quickly influence 
business decisions across a wide range of industries, extending well beyond the oil and 
gas sector. 

A Structural Shift in Power Consumption 
The pressure in fuel markets represents a near-term cost shock, but a separate and 
potentially more lasting change is developing in electricity markets. After remaining 
relatively flat for years, U.S. electricity consumption has begun to rise again. 
Unsurprisingly, one of the major contributors is the rapid expansion of artificial intelligence 
and data centers, which is creating new demand not only for electricity but also for the 
infrastructure needed to generate, transmit, and deliver it reliably. This makes the power 
demand story less about a temporary price spike and more about whether supply can keep 
pace with a changing economy.
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12 Lawrence Berkeley National Laboratory, “Berkeley Lab Report Evaluates Increase in Electricity Demand from Data Centers,” 

Berkeley Lab News Center, December 20, 2024. 

Data centers require large and consistent amounts of power to operate. Estimates cited by 
the Department of Energy show that data center electricity use increased from 58 terawatt-
hours in 2014 to 176 terawatt-hours in 2023. Additionally, it was projected that 
consumption could reach between 325 and 580 terawatt-hours by 2028, lifting data 
centers’ share of total U.S. electricity use from about 4.4% in 2023 to an estimated 6.7% to 
12.0%.12 The wide range provided reflects uncertainty about how quickly data-center 
capacity will expand and how efficiently future facilities will operate, but even the lower end 
of the projection would represent a substantial increase in power consumption. The 
challenge is therefore not simply higher demand, but the speed at which the grid can adapt 
to it. 

Evidence of this investment cycle is already visible in construction spending. Monthly U.S. 
private construction spending on data centers surged from roughly $11.3 billion in 
December 2021 to nearly $85.0 billion by August 2026, an increase of more than 650% in 
less than five years. The rapid rise demonstates how quickly investment has accelerated 
to support the expansion of AI and cloud computing. Yet building data centers is only part 
of the challenge. These facilities require substantial amounts of electricity, and the power 
projects needed to support them often takes much longer to develop. As a result, electricity 
availability could become an increasingly important constraint on future growth.  

While companies may be 
prepared to invest 
heavily in new data 
centers, their expansion 
will ultimately depend on 
whether sufficient power 
infrastructure is available 
to support them. Access 
to electricity and the 
pace of grid development 
may increasingly 
influence where and how 
quickly new facilities can 
be built. Unlike the recent 
increase in oil prices, 
which could reverse if 
global supply conditions 
improve, investment in power generation, transmission, and distribution may remain a 
longer running theme. This suggests that the beneficiaries of AI related spending could 
extend well beyond technology companies to include parts of the broader energy and 
infrastructure sectors. 
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Putting This All Together  
Recent energy market developments highlight two distinct themes. The first is a near-term 
supply story, as geopolitical disruptions pushed oil and refined-fuel prices higher, 
benefiting producers while raising costs for consumers and fuel-sensitive businesses. The 
second is a longer-term demand story, as artificial intelligence, data centers, and other 
power intensive activities have increased the need for electricity and the supporting 
infrastructure. Meanwhile, oil and fuel prices may ease if supply conditions improve, but 
the expansion of power demand is likely to unfold over a longer period. Together, these 
trends show how the energy landscape is being shaped by both immediate disruptions in 
traditional fuel markets and a more structural shift in power consumption. 
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Risks and Disclosures 
This is Gallagher’s current assessment of the market and may be changed without notice. This material contains 
projections, forecasts, estimates, beliefs, and similar information (“forward looking information”).  Forward looking 
information is subject to inherent uncertainties and qualifications and is based on numerous assumptions, in each 
case whether identified herein.  The information is presented for informational purposes only, is not intended to 
constitute personalized investment advice or a recommendation to buy or sell any particular security or securities, is 
not tailored for any particular circumstance or client, and does not purport to meet the objectives or needs of any 
specific client or account. 

Certain information is based on data provided by third-party sources and, although believed to be reliable, it has not 
been independently verified and its accuracy or completeness cannot be guaranteed. 

Past performance is no guarantee of future results. All investments involve risk, including the possible loss of 
principal, and there is no guarantee that investment objectives will be met. Before investing, consider your 
investment objectives and Gallagher’s charges and expenses.  

Investment advisory services are offered by Gallagher Fiduciary Advisors, LLC (“GFA”), an SEC registered 
investment advisor that provides retirement, investment advisory, discretionary and independent fiduciary services. 
Registration as an investment adviser does not imply any specific level of skill or training and does not constitute an 
endorsement of the firm by the SEC.  GFA is a limited liability company with Gallagher Benefit Services, Inc. as its 
single member. GFA may pay referral fees or other remuneration to employees of Arthur J. Gallagher & Co. or its 
affiliates or to independent contractors; such payments do not change our fee. Neither Arthur J. Gallagher & Co., 
GFA, their affiliates nor representatives provide accounting, legal or tax advice.  

Securities offered through Osaic Wealth, Inc. member FINRA/SIPC. Osaic Wealth is separately owned and other 
entities and/or marketing names, products or services referenced here are independent of Osaic Wealth. Neither 
Osaic Wealth nor their affiliates provide accounting, legal or tax advice. GFA/Osaic CD (9162650) Exp (102028) 

More information about Gallagher Fiduciary Advisors, LLC, including its advisory services and fee schedule can be 
found in Form ADV Part 2 which is available upon request.  

Asset class risks  
Bonds: are subject to market, interest rate and credit risk; and are subject to availability and market conditions. 
Generally, the higher the interest rate the greater the risk. Bond values will decline as interest rates rise. Government 
bonds are subject to federal taxes. Municipal bond interest may be subject to the alternative minimum tax; other state 
and local taxes may apply. High yield bonds, also known as “junk bonds,” are subject to additional risks such as the 
increased risk of default. Debt securities may be subject to call features or other redemption features, such as sinking 
funds, and may be redeemed in whole or in part before maturity. These occurrences may affect yield. Like all bonds, 
corporate bonds tend to rise in value when interest rates fall, and they fall in value when interest rates rise. The 
longer the maturity of the bond, the greater the degree of price volatility. If you hold a bond until maturity, you may be 
less concerned about these price fluctuations (which are known as interest rate risk or market risk), because you will 
receive the par or face value of your bond at maturity.  

Stocks of Large Growth and Value Companies: Portfolios that emphasize large and established U.S. companies 
may involve price fluctuations as stock market conditions change.  

Stocks of Small- and Mid-Capitalization Companies: Tend to involve more risk than stocks of larger companies. 
Investments in small- and mid-sized corporations are more vulnerable to financial risks and other risks than larger 
corporations and may involve a higher degree of price volatility than investments in the general equity markets.  

International/Global/Emerging Markets Investments: International investing may not be suitable for every investor 
and is subject to additional risks, including currency fluctuations, political factors, withholding, lack of liquidity, the 
absence of adequate financial information, and exchange control restrictions impacting foreign issuers. These risks 
may be magnified in emerging markets.  

Commodities: Commodities are assets that have tangible properties, such as oil, metals, and agricultural products. 
An investment in commodities may not be suitable for all investors. Commodities may be affected by overall market 
movements and other factors that affect the value of a particular industry or commodity, such as weather, disease, 
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embargoes, or political and regulatory developments. Commodities are volatile investments and should only form a 
small part of a diversified portfolio. Diversification does not ensure against loss. Consult your investment 
representative to help you determine whether a commodity investment is right for you. Market distortion and 
disruptions have an impact on commodity performance and may impact the performance and values of products 
linked to commodities or related commodity indices. The levels, values or prices of commodities can fluctuate widely 
due to supply and demand disruptions in major producing or consuming regions.  

Index definitions  
S&P 500 Index: is a capitalization weighted index that is generally considered representative of the U.S. Large Cap 
market. It consists of 500 of the leading large cap U.S. companies. 

Dow Jones Industrial Average Index: is a price weighted index that is generally considered representative of the 
U.S. Large Cap market. It consists of 30 blue-chip stocks that are generally regarded as the leaders in their industry. 

NASDAQ Composite Index: is a capitalization weighted index that is generally considered representative of the 
U.S. Technology market. It consists of all three tiers of the NASDAQ: Global Select, Global Market, and Capital 
Market. 

Russell 2000 Index: is a capitalization weighted index that is generally considered representative of the U.S. Small 
Cap market. It consists of 2,000 of the leading small cap U.S. companies. 

MSCI EAFE Index: is a free float-adjusted market capitalization index that is designed to measure equity market 
performance of developed international markets. The EAFE region includes developed market countries in Europe, 
Australasia, the Far East, and Israel. 

MSCI Europe Index: is a free float-adjusted market capitalization index that is designed to measure equity market 
performance of European developed markets.  

MSCI Japan Index: is a free float-adjusted market capitalization index that is designed to measure equity market 
performance of the Japanese market. 

MSCI Emerging Markets Index: is a free float-adjusted market capitalization index that is designed to measure 
equity market performance of emerging markets.  

MSCI China Index: is a free float-adjusted market capitalization index that is designed to measure equity market 
performance of the Chinese market. 

Bloomberg U.S. Aggregate Bond Index: is a broad-based flagship benchmark that measures the investment grade 
U.S. dollar denominated, fixed-rate, taxable bond market. The index includes Treasuries, government-related and 
corporate securities, Mortgage-Backed Securities or “MBS” (agency fixed-rate pass-throughs), Asset-Backed 
Securities or “ABS”, and Commercial Mortgage-Backed Securities or “CMBS” (agency and non-agency). 

Bloomberg U.S. Government Bond Index: consists of the U.S. Treasury and U.S. Agency Indices. This index 
includes U.S. dollar denominated, fixed-rate, nominal U.S. Treasuries and U.S. agency debentures (securities issued 
the U.S. government owned or government sponsored entities, and debt explicitly guaranteed by the U.S. 
government). 

Bloomberg U.S. Municipal Bond Index: covers the U.S. dollar denominated long-term tax-exempt bond market. 
The index includes four main sectors: state and local general obligation bonds, revenue bonds, insured bonds and 
prerefunded bonds. 

Bloomberg U.S. Corporate Bond Index: measures the investment grade, fixed-rate, taxable corporate bond 
market. The index includes U.S. dollar denominated securities that are publicly issued by U.S. and non-U.S. 
industrial, utility, and financial issuers. 

Bloomberg U.S. Corporate High Yield Bond Index: measures the U.S. dollar denominated, high yield, fixed-rate 
corporate bond market. Securities are classified as high yield if the middle rating from the ratings agencies (Moody’s, 
Fitch, and S&P) are Ba1/BB+/BB+ or below. Bonds issued from an emerging market country are excluded from the 
index. 

Crude Oil: is represented by the generic front month futures contract for West Texas Intermediate (WTI) crude oil. 

Gold Spot Price: is represented by the current spot price of one Troy Ounce of gold in U.S. dollars. 
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Inflation: is measured by the year-over-year change for the Consumer Price Index or “CPI”. This index represents 
the changes in the prices of all goods and services purchased for consumption by urban households. User fees 
(such as water and sewer) and sales and excise taxes paid by consumers are also included. 

Fed Funds Rate: is the target interest rate set by the U.S. Federal Reserve (Fed) or “Central Bank”. This index 
reflects the Fed’s efforts to influence short-term interest rates as part of its monetary policy strategy. The index value 
is calculated by using the midpoint of the Fed’s rate policy when they target a rate range (i.e., 0.25% - 0.50%). 

Indexes are shown for illustrative purposes only, may not be available for direct investment, are unmanaged, assume 
reinvestment of income, and have limitations when used for comparison or other purposes because they may have 
volatility, credit, or other material characteristics (such as number and types of securities) that are different.  

 


