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Q3 2026: Wild Cards

Overview
Investors were dealt a mixed hand in the third quarter as U.S. large-cap stocks, measured by the S&P 500 Index, gained 
2.3%, while the small-cap Russell 2000 Index fell 7.2%. Through the first nine months of 2026, the S&P 500 is up 12.8%, 
and the Russell 2000 is up 13.7%. The MSCI EAFE Index rose 0.9% in the third quarter and has been flat since the start of the 
Iran conflict, trailing the S&P 500 by 11.2% over that period. U.S. intermediate-term bonds, proxied by the Bloomberg U.S. 
Aggregate Bond Index, fell 3.5% in the third quarter, bringing their year-to-date return to -2.9%. If the yearly negative return 
holds, 2026 would mark only the sixth calendar-year loss for the Bloomberg U.S. Aggregate Index since its inception in 1976.

Second-quarter real GDP was revised up to 2.2% an-
nualized from an initial estimate of 1.5%, driven by 
stronger investment, consumer spending, and gov-
ernment spending. Second-quarter nominal GDP 
grew at an 8.5% annualized rate, its fastest pace since 
2006 except for the post-COVID recovery. Business 
investment, led by the AI buildout, remained the pri-
mary driver of growth, with nonresidential investment 
rising 9.0% in the second quarter. Housing, by con-
trast, remains weak under the current economic and 
interest rate environment. Residential investment rose 
a modest 2.8% in the second quarter after declin-
ing in the previous quarter. Housing starts dropped 
12.4% in July before falling further in August to a 
seasonally adjusted annual rate of 1.3 million units.
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•	 Investors were dealt a mixed hand in the third quarter as U.S. large-cap stocks, measured by the S&P 500 Index, gained 
2.3%, while the small-cap Russell 2000 Index fell 7.2%. 

•	 The Bloomberg Municipal 1-10 Year Blend Index ended the quarter down 4.1%, including a 3.4% decline in September, 
bringing its year-to-date returns to -3.1%. September marked the index’s worst month on record, dating back to 1993. 

•	 Personal spending rose a remarkable 0.9% in August, well ahead of income growth of 0.2%, even as the Conference 
Board’s Consumer Confidence Index fell to its lowest level since 2014.

•	 With second-quarter reporting complete, the S&P 500 posted earnings growth of 52%, the strongest since the second 
quarter of 2021, along with record net profit margins of 17%.

•	 Seasonality following midterm elections remains the most potentially bullish wild card.

HIGHLIGHTS

U.S. Housing Starts Fell for a Second Straight Month in August 
Monthly U.S. Housing Starts, Thousands of Units (SAAR)a
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The labor market continued to produce lackluster 
job growth, a trend that started in 2024. Over the 
third quarter, the economy added just 152,000 jobs. 
Since the start of 2024, nonfarm payrolls excluding 
healthcare have risen by an average of just 7,000 per 
month, compared with 66,000 for total payrolls, and 
the hiring rate has fallen to its lowest level since 2010. 
Wage growth cooled to 3.1% year over year in Au-
gust, below the 3.4% headline inflation rate, leaving 
less room for real income growth to support consum-
er spending. 

With second-quarter reporting complete, the S&P 500 
posted earnings growth of 52%, the strongest since 
the second quarter of 2021, along with record net 
profit margins of 17%. Third-quarter growth is now 
expected to reach 30%, up from the June estimate of 

27% growth. Full-year earnings are projected to grow 32% in 2026, the highest growth rate since the 47% generated in 2021, 
and 16% in 2027. The forward P/E ratio for the S&P 500 fell from 20.4 at the end of June to 18.9 at the end of September, 
which is below both its five- and ten-year averages.

Software stocks recovered in the third quarter, re-
bounding more than 45% from their April lows to turn 
positive for the year, led by cybersecurity and strong 
AI-driven results from companies like Salesforce. 
Meta shares, which fell after second-quarter earnings 
amid concerns over rising capex and an unclear path 
to AI returns, rallied 38% from mid-August following 
the successful launch of its Muse AI agent. Outside 
of AI, however, interest-rate-sensitive and consum-
er-oriented areas of the market lagged behind the 
rest of the market during the quarter. While the S&P 
500 rose 2.3%, consumer discretionary stocks fell 7%, 
and regional banks declined nearly 8%, as higher in-
terest rates weighed on both groups. Within consum-
er discretionary, homebuilders and housing-related 
stocks fell 17% as mortgage rates climbed and exist-
ing home sales slowed to their lowest pace in more 
than a year.

Wild Cards
After a late-July exchange of strikes between the U.S. and Iran, a renewed ceasefire in early August briefly pushed oil back 
below $78 per barrel, but the relief was short-lived. Tanker traffic through the Strait of Hormuz remains disrupted, having 
recovered only briefly in June. In September, drone strikes knocked Saudi Arabia’s East–West pipeline offline, closing the last 
major route bypassing the strait. WTI crude climbed back above $100 per barrel and ended the quarter over 30% higher, 
even as the U.S. carried out a record-fast release from the Strategic Petroleum Reserve. Disruptions to Middle Eastern refining 
and Ukrainian strikes on Russian refineries also tightened global fuel supply, sending diesel to a record $6.53 per gallon in 
late September before it ended the month at $6.38, roughly 67% higher than preconflict levels.

Excluding Healthcare, Hiring Has Been Flat to Negative in Most Months Since 2025

Change in U.S. Nonfarm Payrolls, Thousands of Persons
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S&P 500 Forward P/E Has Declined from October 2025 Highs
Forward Price to Earnings Ratio
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Higher energy prices have been the primary 
driver of the pickup in inflation this year. Head-
line CPI rose from 2.4% in February to peak at 
4.2% in May and has since eased to 3.4%, while 
core inflation, which excludes food and energy, 
remained at 2.4%. Energy accounted for more 
than 30% of headline inflation over the past year, 
despite making up only 6% of the consumer price 
basket. Treasury yields have tended to move 
alongside oil prices, reflecting the role energy 
has played in shaping the inflation outlook. For 
the quarter, the 10-year Treasury yield rose from 
4.44% to 5.29% and is now 134 basis points 
above where it stood when the Iran conflict be-
gan. 

Higher long-term rates are weighing visibly 
on housing. The 30-year fixed mortgage rate 

reached 7.45%, its highest level since April 2024, and existing home sales fell for the third straight month in August to an 
annual pace of 3.98 million, the lowest since June 2025. That is well below the roughly 5.3 million homes sold annually 
before the pandemic. 

Consumer spending has shown remarkable resilience, though the picture beneath the surface is less comfortable. Personal 
spending rose 0.9% in August, well ahead of income growth of just 0.2%, even as the Conference Board’s Consumer Confi-
dence Index fell to its lowest level since 2014. Households are increasingly drawing on savings to fund that spending, pushing 
the personal saving rate down to 4.1%, its lowest level since 2022. Higher energy prices have weighed heavily on sentiment, 
even though U.S. households are better insulated than in past energy shocks. Household spending on energy has risen to only 
about 3.8% of disposable income, well below the peaks of roughly 8% in 1980 and 6% in 2008.

At its July meeting, the Federal Open Market Committee held rates steady, although three members dissented in favor of a 
hike. Federal Reserve Chair Kevin Warsh attributed the hold to the bond market doing the Fed’s work for it. He argued that 
higher Treasury yields had already tightened financial conditions, reducing the immediate need for another rate increase. At 
Jackson Hole in August, Warsh described the 
economy as fundamentally healthy but said 
progress on inflation remained incomplete. 
He also reaffirmed his view that short-term 
interest rates, not balance-sheet tools such as 
quantitative easing, should be the Fed’s pri-
mary instrument. In September, with inflation 
above the Fed’s 2% target for 66 consecutive 
months, the Fed raised rates by 0.25 percent-
age points to a range of 3.75% to 4.00%. The 
decision to implement the first rate hike since 
2023 was unanimous. In the FOMC press 
conference, Warsh noted this move was in part 
a reversal of the 2024 interest rate cuts:

“I would be hard pressed to describe broad fi-
nancial conditions as restrictive. This view was 

Bonds Have Moved Broadly in the Same Direction as Oil

U.S. 10-Year Treasury Yield, %
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widely shared by the Committee. So [they] re-
moved a dose of accommodation.”

The decision reflects the Fed’s renewed focus 
on inflation, supported by its assessment that 
the labor market remains sufficiently resilient to 
absorb higher rates. Warsh pointed to robust 
business investment and resilient hiring as ev-
idence the economy can handle higher rates. 
On the labor market, Warsh noted:

“The jobless rate remains low at around 4.1 
percent, and both job openings and weekly 
hours have been increasing. Unemployment 
claims, on a four-week moving average, are 
running at levels consistent with full employ-
ment.”

Markets
The S&P 500 Index fell 0.4% in September, outperforming the MSCI EAFE Index, which fell 3.0%. U.S. intermediate-term 
bonds fell 3.5% for the quarter, including a 2.6% decline in September, bringing year-to-date returns to -2.9%. Municipal 
bonds fared notably worse. The Bloomberg Municipal 1-10 Year Blend Index ended the quarter down 4.1%, including a 3.4% 
decline in September, bringing year-to-date returns to -3.1%. September marked the index’s worst month on record, dating 
back to 1993. This follows a March decline that ranked as the 11th-worst on record, matching the index’s return in September 
2008 during the Global Financial Crisis. 

Energy stood out as a top-performing sector, driven by ongoing supply disruptions in the Middle East. Brent crude rose 42%, 
and WTI crude rose 30%. These gains continued throughout the quarter: in September alone, Brent climbed 14% and unlead-
ed gasoline 8%. Gold was up 3.7% on the quarter but down 4.4% on the year.  Gold has risen substantially over the last two 
years, and some volatility and consolidation is expected.

Looking Forward
Corporate earnings dealt investors a strong hand in the third 
quarter, but a series of wild cards, from an escalating energy 
shock to the Fed’s first interest rate hike since 2023, kept market 
participants from going all in. Longer-term interest rates remain 
particularly important to economic activity and market valuations, 
influencing borrowing costs across the economy and the discount 
rates applied to financial assets. The sharp rise in Treasury yields 
this quarter reflects renewed inflation pressures, stronger nomi-
nal growth, and an increasingly challenging fiscal setting. While 
short-term rates remain closely tied to Fed policy, longer-term 
rates must also absorb Treasury supply and shifting expectations 
for inflation and economic growth.

As we enter the final quarter of 2026, another wild card emerges: 

Spending Has Picked Up Even as Consumer Confidence Has Fallen

Consumer Confidence                                U.S. Personal Spending, Y/Y%
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the midterm elections. Beyond their implications for congressional 
control and legislation during the final two years of the Trump ad-
ministration, the results will signal the political climate and voter 
priorities heading into the next presidential election. This period 
also ushers in a historically favorable seasonal window for equi-
ties. From October of a president’s second year through April of 
the third year, stock market gains have historically annualized at 
nearly three times their long-term average.

We remain focused on assets with attractive risk/reward poten-
tial across wild card outcomes and generally favor an allocation 
geared toward higher nominal growth.

Q3 2026 Key Market Total Returns
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Lisa Russell started with Peak Trust Company in 2003 and currently 
serves as Chief Investment Officer. Lisa brings over 25 years of 
investment experience to the Peak team. She specializes in designing 
unique investment programs for high-net-worth clients and trust 
accounts. She is highly attuned to the tax consequences of investment 
actions. 

Lisa holds a Master of Business Administration in Finance from Emory 
University and a Bachelor of Science in Business Administration from 
the University of Southern California. Lisa holds the designation of 
Chartered Financial Analyst (CFA), and is a member of the CFA 
Institute and the CFA Society of Seattle.

About Lisa

LISA RUSSELL, CFA
Chief Investment Officer

PURPOSE OF THIS MATERIAL

This general market commentary is intended for informational purposes only. The views and opinions expressed represent the 
judgment of the author based on current market conditions, are subject to change without notice and may differ from those 
expressed by other departments or employees of Peak Trust Company. This material does not constitute Peak Trust Company 
research, nor should it be considered a recommendation of a particular investment or investment strategy or a solicitation for 
the purchase or sale of any security or other financial instrument. Investing involves market risk, including the potential for loss 
of principal. Past performance and any forward-looking statements are not guarantees of future results.

We believe the information contained in this material to be reliable and have sought to take reasonable care in its preparation; 
however, we do not represent or warrant its accuracy, reliability or completeness, or accept any liability for any loss or damage 
(whether direct or indirect) arising out of the use of all or any part of this material. Peak Trust Company does not provide legal, 
tax or accounting advice so you should seek professional guidance if you have such questions.

All market pricing and performance data is from Bloomberg, unless otherwise cited. Asset class and sector performances are 
gross of fees, unless otherwise indicated.

Peak Trust Company clients should rely on their custodial statements for the official investment activity records and should 
contact their custodian with any questions regarding monthly/quarterly receipt of those statements. 

Neither this message nor any portion of its contents may be reproduced, redistributed or disseminated, without the prior 
written consent of Peak Trust Company.

ABOUT PEAK TRUST COMPANY

“Peak Trust Company” is the brand for a group of affiliated state chartered professional trust companies headquartered in 
Anchorage, Alaska. Separate state charters are maintained for operations in Alaska and Nevada as Peak Trust Company-AK 
and Peak Trust Company-NV. More information about Peak Trust Company, including our services, investment strategies, fees 
and objectives, are available upon request by calling (888) 544-6775, or visiting www.PeakTrust.com.
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