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Key takeaways
• During the second quarter, the Large Cap Core SMA underperformed the

benchmark Russell 1000® Index.

• Security selection in the health care and industrials sectors detracted most notably
from performance for the quarter, while selection in the information technology
sector contributed.

• The U.S. stock market posted a strong rally during the quarter, driven by
de-escalating geopolitical tensions, improving risk sentiment and an accelerating
artificial intelligence (AI) investment cycle.

Market review
The U.S. stock market mounted an impressive rebound during the second quarter of 2026,

delivering its strongest quarterly performance in six years. Market participants looked past

concerns surrounding the disruptions caused by the Iran conflict and shifting expectations

about the potential for Federal Reserve (Fed) rate hikes. Easing tensions in the Middle East

helped West Texas Intermediate (WTI) oil prices retreat from above $110 per barrel to below

$70 by quarter end, relieving worst-case scenario inflation fears. However, inflation still

moved materially higher during the quarter, with the most recent Consumer Price Index

(CPI) figure running above 4% year-over-year. Meanwhile, U.S. economic growth remained

healthy with the backdrop of a steady labor market, including slightly lower unemployment.

Although rising inflation weighed on consumer purchasing power, real consumer spending

rebounded from around 0.5% annualized in the first quarter to approximately 2.0% in the

second quarter.

Responding to the heightened inflationary pressures, global central banks generally adopted a

more hawkish stance during the quarter. Fed policymakers continued to hold rates steady in

the 3.50%–3.75% range at Kevin Warsh's first meeting as chair in June but upgraded their

median core inflation forecast for the year to 3.3%. Half of the 18 Federal Open Market

Committee members also conveyed expectations of a rate hike before year-end. Also in June,

the European Central Bank (ECB) and Bank of Japan (BoJ) both increased rates by 25 basis

points, with Japan's key short-term rate reaching its highest level since 1995. Other major

central banks also signaled hawkish intentions. Following a historic rally in precious metals

prices, the potential for rising rates caused gold to post its biggest quarterly decline

since 2013.

Despite ongoing concerns about inflation, rates and one of the biggest oil shocks in history,

investor appetite for equities remained robust as the market concluded one of its strongest

corporate earnings seasons in recent memory. According to FactSet, aggregate S&P 500

earnings grew by more than 25% year-over-year last quarter and are expected to record a

similar trend in the second quarter.
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The second-quarter rally was led by a resurgence in the AI 
trade and technology stocks; however, this time the advance 
was led by semiconductor and hardware-related stocks. The 
upswing helped the market reverse all of first quarter's 
losses, and more, with the benchmark Russell 1000® Index 
gaining 15.14% for the period. Information technology was 
by far the strongest performing sector in the index, 
advancing more than 32%, while energy stocks gave back 
some of first quarter's gains, falling around 13%. The 
tech-heavy Nasdaq Composite Index performed even better 
during the quarter with a gain of 21.60%, while the 
blue-chip Dow Jones Industrials Average advanced 13.38%, 
ending the period at a record high.

Small cap stocks, as represented by the Russell 2000® 
Index, outpaced their large-cap counterparts by a wide 
margin, advancing 21.49% for the quarter and notching 
their best first-half performance since 1991. The period also 
represented the fifth consecutive quarter of gains for the 
small cap segment, its longest winning streak since the 
post-pandemic rally. The segment benefited from both a 
valuation catch-up trade as investors rotated out of 
mega-cap technology stocks, as well as the flow-through of 
massive spending related to AI infrastructure. Many of the 
top performers in the small-cap index were 
semiconductor-related companies.

Portfolio review
The Large Cap Core SMA underperformed its benchmark, 
the Russell 1000® Index, on a gross and net of fees basis for 
the quarter. Security selection in the health care and 
industrials sectors detracted most notably from 
performance for the quarter, while selection in the 
information technology sector contributed. An underweight 
to liquidity also weighed on results, while an overweight to 
momentum stocks proved beneficial.

Contributors
Intel was a top contributor during the quarter, driven by a 
significant guidance beat that signaled a fundamental 
turnaround on the back of strong demand for server CPUs 
supporting agentic AI workloads. Shares rallied as 
management successfully reallocated manufacturing 
capacity toward server processors, raising shipment growth 
estimates for 2026. Strategic pricing updates implemented 
by the company across consumer desktop and Xeon server 
CPUs reflected the company's ability to capitalize on tight 
supply conditions. Intel Foundry also gained momentum, 
with Apple and Google reported as engaging the company 

for advanced wafer fabrication and packaging solutions. The 
foundry business is now tracking toward breakeven exiting 
2027, more than a full year ahead of prior expectations.

Semiconductor equipment manufacturer Lam Research 
contributed to relative performance as the company 
benefited from a significant inflection in wafer fabrication 
equipment (WFE) demand. Revenue reached record levels 
during the quarter, with gross margin coming in at the high 
end of the guided range. The company also raised its 2026 
WFE outlook, citing stronger spending projections across its 
memory, logic and foundry segments. Lam's Customer 
Support Business Group delivered a record quarter as well, 
reflecting high fab utilization rates and steady growth in 
services and upgrades. The company's leadership in high 
bandwidth memory scaling, NAND upgrades and advanced 
packaging continues to expand its addressable market.

Palo Alto Networks, a provider of enterprise-grade 
cybersecurity solutions, aided the strategy's relative results. 
The company benefited from robust fiscal third quarter 
performance, with revenue growth comfortably exceeding 
consensus expectations. The company's "platformization" 
strategy, which involves successfully shifting customers 
from standalone products to integrated, cloud-native 
security platforms, resonated with large enterprises trying to 
consolidate their security stacks, driving a surge in 
Next-Generation Security revenue. Additionally, hardware 
bookings reached their strongest performance in a decade, 
fueled by the need for real-time, AI-driven network traffic 
inspection in modern data centers.

Detractors
Biotechnology company Regeneron Pharmaceuticals 
detracted from performance during the quarter. The 
primary headwind was the failure of a closely watched Phase 
3 study evaluating fianlimab in combination with Libtayo as 
a first-line treatment for metastatic melanoma. The study 
had been widely viewed by investors as a defining near-term 
catalyst. Also, Regeneron's core Eylea franchise faced 
pressure from missed sales expectations, driven by 
first-quarter reauthorization seasonality, elevated 
wholesaler inventory and increased biosimilar competition. 
Management also guided to continued second-quarter 
headwinds, including sequential demand softness and 
further inventory absorption. Despite these challenges, we 
maintain our position, with near-term catalysts including 
anticipated FDA approval of the Eylea HD pre-filled syringe 
and several additional pipeline regulatory decisions.
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U.S. defense company Northrop Grumman detracted from 
relative performance during the quarter. Although the 
company reported a modest first-quarter earnings beat and 
reaffirmed its 2026 guidance, the stock came under pressure 
due to the absence of 2027-2028 free cash flow guidance. 
That uncertainty stemmed from the potential 
commencement of large outstanding contract awards in the 
third quarter of 2026, as well as $2.5 billion in anticipated 
additional investments in the B-21 Raider program. 
Sentiment was further weighed down by a broader defense 
industry sell-off driven by easing geopolitical tensions in the 
Middle East. On a positive note, the company raised its 
dividend by 7% during the quarter.

Wireless communications provider T-Mobile also detracted 
from performance during the quarter. The stock came under 
pressure as investors grew concerned that Low Earth Orbit 
(LEO) satellite providers, including Starlink, could disrupt 
existing wireless and broadband markets. Compounding 
this, a broader market rotation toward AI-focused stocks 
with stronger near-term growth potential created additional 
headwinds for the sector. Despite the stock's 
underperformance, quarterly results were encouraging, 
reflecting better-than-expected performance across several 
key performance indicators, including net account 
additions, average revenue per account (ARPA) and 
broadband net additions. Management further reinforced 
our positive outlook by raising the low end of full-year 
guidance for key metrics, including adjusted EBITDA, 
operating cash flow and net accounts.

Portfolio positioning
The Large Cap Core portfolio management team remains 
committed to identifying companies underpinned by 
dependable fundamentals, attractive earnings growth 
potential and upcoming catalysts. In light of the 
crosscurrents impacting capital markets, the team continues 
to favor companies with strong free cash flow generation, 
balance sheet strength and the ability to sustain and expand 
profit margins. Given concerns around AI overspend, 
geopolitical conflicts, inflationary pressures and elevated 
valuations, we believe it is especially important to maintain 
broad diversification while balancing exposure between 
companies with compelling earnings growth potential and 
those with defensible competitive advantages.

During the second quarter, the management team executed 
several position changes that we believe improved the 

portfolio's overall quality and risk/return profile. The team 
initiated new positions in Cadence Design Systems, Micron 
Technology, Ralph Lauren and Texas Instruments, while 
fully eliminating positions in Boston Scientific, Synopsys 
and Veeva Systems.

Overall, our bottom-up security selection process has 
produced modest tilts toward cyclical stocks and companies 
with above-average profit margins and attractive growth 
metrics. From a risk mitigation standpoint, we have focused 
on maintaining lower exposure to more volatile and highly 
leveraged companies relative to the index. As of 
quarter-end, the portfolio's most significant relative sector 
overweights were in information technology and industrials, 
while the most notable underweights were in real estate and 
financials. At the industry level, the portfolio's largest 
overweights were concentrated in biotechnology and banks, 
with the most pronounced underweights in financial 
services and insurance.

Outlook
Entering the second half of 2026, the global economic 
backdrop is more uncertain than it appeared at the start of 
the year, shaped by the lingering effects of the U.S.–Iran 
conflict, elevated oil prices and a recalibrated monetary 
policy outlook. The drag on growth appears more contained 
than initially feared, but inflation risks remain. Oil prices 
have retreated from their highs but are likely to stay higher 
for longer, keeping core inflation above central bank targets 
as lagged energy costs filter into broader prices. We now 
forecast U.S. real GDP growth of 1.8% for 2026 and core 
PCE inflation ending the year at 3.0%. We also expect the 
Fed to hold rates through year-end 2026. The BoJ is likely 
to hike rates at least once more this year, while the ECB 
risks remain skewed toward an additional increase, though 
likely not before 2027.

Technology investment tied to AI continues to offset 
oil-induced weakness. Since 2024, roughly 64 cents of every 
dollar of U.S. GDP growth has been attributable to tech 
spending, with hardware rising from nearly 2% of GDP to 
more than 3%. Earnings have mirrored that strength: 
information technology earnings grew about 54% 
year-over-year in the first quarter, nearly double the S&P 
500's overall rate, while the Magnificent Seven's 63% 
earnings growth far outpaced that of the other 493 
companies. This dominance has increased concentration 
risk, with 28 companies representing roughly half of the 
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Minimum investment is $100,000.

Important information on risk
All investments carry a certain degree of risk, including possible loss of principal, and there is no 
assurance that an investment will provide positive performance over any period of time. Equity 
investments are subject to market risk or the risk that stocks will decline in response to such 
factors as adverse company news or industry developments or a general economic decline. This 
strategy may invest in American Depositary Receipts (ADRs). ADRs do not eliminate the currency 
and economic risks for the underlying shares in another country.
This material is not intended to be a recommendation or investment advice, does not constitute a 
solicitation to buy, sell or hold a security or an investment strategy, and is not provided in a fiduciary 
capacity. The information provided does not take into account the specific objectives or 
circumstances of any particular investor, or suggest any specific course of action. Investment 
decisions should be made based on an investor's objectives and circumstances and in consultation 
with his or her financial professional.
The views and opinions expressed are for informational and educational purposes only as of the 
date of production/writing and may change without notice at any time based on numerous factors, 
such as market or other conditions, legal and regulatory developments, additional risks and 

uncertainties and may not come to pass. This material may contain "forward-looking" information 
that is not purely historical in nature. Such information may include, among other things, 
projections, forecasts,estimates of market returns, and proposed or expected portfolio composition. 
Any changes to assumptions that may have been made in preparing this material could have a 
material impact on the information presented herein by way of example. Performance data shown 
represents past performance and does not predict or guarantee future results. All information 
has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is 
no representation or warranty as to the current accuracy, reliability or completeness of, nor liability 
for, decisions based on such information and it should not be relied on as such.

Glossary
The S&P 500® Index measures the performance of large capitalization U.S. stocks. The S&P 500® 
is a market weighted index of 500 stocks traded on the NYSE, AMEX and NASDAQ. The Russell 
1000® Index, a subset of the Russell 3000® Index, represents the 1000 top companies by market 
capitalization in the United States. Index returns assume reinvestment of dividends, but do not 
reflect any applicable sales charges or management fees. Volatility is the fluctuation in market 
value of a portfolio or other security. The greater a portfolio's volatility, the wider the fluctuations 
between its high and low prices. It is not possible to invest directly in an index. Clients should 
consult their financial professionals regarding unknown financial terms and concepts
Nuveen Asset Management, LLC is a registered investment adviser and an affiliate of Nuveen, LLC.
CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.
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index's market capitalization. A reversal of the momentum 
trade — particularly in semiconductors — alongside elevated 
oil prices and supply-chain disruptions could be a headwind 
in the months ahead.

While the AI investment cycle remains a powerful structural 
tailwind, investors are increasingly focused on where 
spending translates into durable shareholder value. In the 
meantime, AI leadership and geopolitical uncertainty has 
continued to draw capital toward U.S. markets and 
large-cap technology companies for their perceived safety 
and earnings visibility.

The U.S. consumer will remain a key focus in the second 
half. Spending has held up, but much of that resilience 
reflects higher prices rather than stronger demand. 
Wealthier households have largely absorbed rising costs, 
while lower-income consumers are under increasing 
pressure as wage growth cools and inflation compresses real 
incomes. The outlook should remain positive if the labor 
market stabilizes near current levels, as we expect. Greater 
clarity on the Middle East conflict could also bolster 
confidence and support a broader market advance.

Global equity markets are navigating a significant transition, 
with geopolitical shifts reshaping supply chains, historic 
capital raises underway and AI accelerating business-model 
change. Even so, we remain constructive as solid growth, 
gradually moderating inflation and positive earnings 
momentum remain supportive of equity markets. Increased 
scrutiny of mega-cap technology may ultimately help 
broaden leadership, and we believe the emphasis should 
remain on high-quality companies with durable cash flows 
and resilient earnings.

While volatility may test resolve in the near term, we believe 
remaining invested is the best course of action based on 
individual objectives, risk tolerance and time frames. We 
will continue to monitor developments and remain nimble, 
grounding our approach in rigorous bottom-up research, 
disciplined security selection and thoughtful portfolio 
construction as the landscape continues to evolve.

 

 


