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April provided the best return on the S&P 500 since November of 2020, with

equities broadly higher and leadership skewing toward growth. In the U.S., the

S&P 500 gained 10.5% in April, while the Dow rose 7.2% and the NASDAQ

surged 15.3%, reflecting a strong rebound in the more rate-sensitive, longer-

duration parts of the market. Smaller companies also participated meaningfully—

Russell Midcap returned 7.3% and the Russell 2000 climbed 12.3%—a notable

shift toward “risk-on” positioning and improving breadth versus the prior month’s

defensive tone.

Outside the U.S., the rally was also constructive. Developed international equities

(MSCI EAFE) rose 7.6% in April, while emerging markets advanced 14.7%,

suggesting investors were willing to re-engage higher-beta exposures as volatility

eased. In currencies, the U.S. dollar weakened, which is typically a tailwind for

non-U.S. and emerging market assets.

Commodities reinforced the pro-cyclical feel of the month. The Bloomberg

Commodity Index rose 3.9% in April, with energy particularly strong—Bloomberg

Energy +7.4% and WTI crude up 3.6% (with gasoline +13.9%). That combination

—stronger equities alongside firm commodity prices—kept the market narrative

focused on growth resilience even as investors continued to debate the path for

inflation and policy.

Fixed income, however, was more mixed and did not fully “celebrate” the risk

rally. The Bloomberg US Aggregate Bond Index was essentially flat-to-slightly

positive (+0.1%) in April, while municipals did better (+1.1%).

Lisa Shallett, our Chief Investment Officer, pointed out in this in this month’s On

the Markets that “at one point, US equities rose more than 12% in 14 days—

registering in the 99th percentile of occurrences over the past 100 years. These

moves didn’t take place after a recession or bear market; rather, they followed

five months when the benchmark index barely registered a correction. Granted,

markets had been climbing a wall of worry—with hand-wringing over AI spending,

software-based business models, private credit, oil prices and inflation. But what

made April’s move so surprising was its ferocity—favoring momentum-oriented

factors, technical repositioning and the pivot from macro concerns to micro, with

intense focus on an especially strong earnings season. This entailed rotating

back to the winners of October 2022–October 2025. Over the month, earnings

realization and forecast revisions took expected 2026 S&P 500 earnings growth

from 13%–15% to closer to 17%–22%.”

So far, 2026 earnings growth aligns with our January forecast for the year and

equity markets have reflected our initial optimism. While we remain generally

optimistic, we believe there are valid reasons to approach the rally with caution.

We anticipate that it could persist if AI capital expenditures align or surpass

expectations. That said, leadership in US markets has been narrow, and there is

uncertainty about whether margin expansion in energy and semi-conductors will

continue. As Lisa Shalett noted in her GIC Weekly from April 27
th

, “the share of

profits and positive revisions coming from the tech sector … has driven more

than 60% of the S&P 500’s total margin expansion since 2022. That said, close

examination suggests that the bulk of the index’s earnings revisions are coming

just from the tech and energy sectors – each of which has experienced a gain of

nearly 50% since October. Even within tech, the numbers are skewed, with the

Magnificent Seven’s earnings growth rate declining from about 25% this year to

13% when Nvidia is removed from the calculation. Critically, the tech and energy

revisions are coming from potentially unsustainable, one-time (transitory!) price

factors. Amid the war, oil prices are up more than 60% for the year to date, while

semiconductor prices are surging because of supply chain shortages.

Interestingly, the market is looking through higher oil prices and inflation for the

macro and valuation call but not discounting them when it comes to earnings. In

reality, six sectors have experienced downward revisions since Feb. 27, with

vulnerability particularly possible for businesses leveraged to transport costs and

lower-end consumers who may be squeezed by high gas prices.”

As Richard Bernstein Advisors pointed out in their note from April 28
th 

entitled

“Five things the new Fed Chair should know...but might not,” investing for a 2

percent inflation future – the Federal Reserve’s stated target – might prove itself

a very antiquated if not out of touch strategy. Consider that inflation expectations

are once again rising and that as Bernstein points out, a strong case could be

made for the Fed to tighten rates give the strength of the labor market and the

increasing CPI. But the Fed is instead debating whether to cut rates, not hike

them.

 

Bond markets seemed to have noticed this disconnect and did not rally like long-

duration equities in April – quite the contrary. As Morgan Stanley’s Global

Investment Committee noted, “longer-term inflation expectations, captured by

five-year “break evens,” are starting to rise more sharply, suggesting a premium

to 10-year inflation around 30 basis points, the highest since 2022’s post-COVID

spike prompted Federal Reserve rate hikes. This validates our call for an

investing regime where higher-for-longer rates challenge stock/bond

diversification. Investors seeking potential inflation-protected income and

diversification from equities may need to explore options among real assets and

alternatives like hedge funds.”

Bernstein agrees, though he framed it more as a historical analogue to the Guns

and Butter markets of the 1960s – a period in which value stocks outperformed

growth and shorter duration fixed income investments outperformed longer dated

paper. He writes, “Consensus portfolios seem to be largely geared to

disinflationary investment themes like longer-duration equities and fixed-income,

suggesting investors have yet to realize that either the Fed’s 2% inflation target is

obsolete or the Fed has considerably more inflation-fighting to do. If future

secular inflation is indeed higher than investors currently forecast, then shorter-

duration, pro-inflation assets might present compelling investment opportunities.”

The Federal Reserve Bank of Cleveland’s Inflation Nowcast model once again

seems to be forecasting rising inflation, both on the headline and the core CPI –

implying it’s not just the energy price spike driving costs increases. The trailing

12-month headline forecast for April is 3.56 percent and for May is 3.74 percent.

With regard to the core CPI, it’s 2.56 for April, and 2.61 for May. While we will

have to wait for the official numbers to be released for April on Tuesday May the

12
th

,(this was written on May 4
th

 and the official number was 3.8 percent CPI and

2.8 percent core, higher than even the nowcast anticipated) early signs of an

uptick in inflation are showing. We suspect the inflation uptick is a real

phenomenon driven by an increasing resource nationalism and AI data center

spending – two phenomenon we believe are tightly linked.

At the margin, we do think portfolios may benefit from repositioning to deal with

an increasing probability of rising inflation over the course of the next year or two

(much as we recommended in late 2021). Regardless of whether inflation

actually manifests or the fed changes course under Warsh’s leadership and

becomes more hawkish in a bid to stymie the possibility, the effect on longer

duration assets is very likely to be negative. Commodities on the other hand as

well as dividend paying equities, small cap equities, and emerging markets may

benefit as investors seek to better hedge inflation concerns in a high-growth and

high inflation regime.

It appears that some Federal Reserve Governors share similar concerns, as

evidenced by the recent dissents among 4 of the 8 governors – the highest

number since 1992 – regarding the  removal of dovish language from the

committee’s latest public statement. This dissent may reflect observations that

unemployment remains low, economic growth appears robust, and inflation

expectations are rising. Our team still favors stocks – they are a good inflation

hedge over time – and we also think equities might resume the broadening

observed from October to February as the market adjusts to rising inflation and

widespread earnings growth.

As always, if you have any questions or concerns, please don’t hesitate to reach

out to any member of the team.
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