
CIDEL GLOBAL EQUITY STRATEGY  
COMMENTARY - Q2 2026

cidel.com

After a weak start to the year, global equity indices rallied strongly in the second quarter (Q2), led primarily 
by semiconductor stocks. In Q2 2026, the MSCI World Index rose by 13.9% in United States dollar (USD) 
terms and by 15.8% in Canadian dollar (CAD) terms. The rebound in April and May means that, on a year-
to-date basis, the MSCI World Index returned 9.9% in USD terms through the end of Q2 and 13.8% in CAD 
terms. Sector breadth was quite weak during the quarter, as Information Technology was the only MSCI World 
sector among the 11 Global Industry Classification Standard (GICS) sectors to outperform the overall index. 
Relatedly, momentum as a style factor outperformed significantly. Despite the ongoing conflict in the Middle 
East and challenges with shipping through the Strait of Hormuz, Energy was the worst-performing sector in 
Q2, as investors expressed optimism that the situation would calm and energy production and exports would 
resume quickly.

Markets rebounded for several reasons. Investors reacted positively to President Trump’s April 7 announcement 
of a two-week ceasefire with Iran, which has since been extended. Semiconductors benefited from increasing 
evidence that artificial intelligence (AI) is delivering commercial viability. Investors were also reassured by a 
strong first-quarter (Q1) earnings season, during which the S&P 500 Index, STOXX Europe 600 Index and 
Nikkei 225 Index posted local-currency earnings-per-share (EPS) growth of 12%, 2% and 25%, respectively. 
Geographically, U.S. and Japanese equities—both markets with many semiconductor-related stocks—outper-
formed the less technology-oriented markets of Europe and Canada.

      

 
The Cidel Global Equity Strategy made several new investments during the quarter.
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• CRH plc – CRH is the leading North American aggregates, asphalt and road-construction franchise, oper-
ating a vertically integrated model that spans quarries, cement, ready-mix concrete, paving and infrastructure 
solutions. The investment case rests on scarce hard assets, meaningful pricing power and disciplined capital 
allocation. More than 75% of earnings before interest, taxes, depreciation and amortization (EBITDA) is 
generated in North America, with infrastructure representing roughly 40% of sales. Key growth opportunities 
include: (1) multi-year U.S. highway, water and manufacturing reshoring investment, (2) further bolt-on ac-
quisitions in a fragmented aggregates market, and (3) mix improvement toward higher-return infrastructure 
assets. The dividend yield is approximately 1.5%, with a long history of high-single-digit dividend growth. The 
share buyback program is also material, so the total “cash yield” (the sum of the dividend yield and buyback 
benefit) is just under 3%. The company has an excellent long-term track record of buying back shares and 
has cancelled 19% of shares outstanding over the past decade.

• The Coca-Cola Company – Coca-Cola is the world’s largest non-alcoholic beverage company, with a port-
folio spanning Coca-Cola, Sprite, Fanta, Fairlife, Powerade, Minute Maid, Dasani and Costa. Roughly half of 
revenues come from Coke and its various iterations, such as Diet Coke and Coke Zero, while Sprite and its 
variants account for a further 10%. Approximately 60% of sales are for at-home consumption, while 40% are 
consumed “on premise” at venues such as restaurants. The company’s powerful global distribution network, 
iconic brands and asset-light concentrate model underpin durable competitive advantages and exceptional 
profitability. We believe growth will be driven by: (1) expanding beverage consumption in emerging markets, 
(2) continued success in premium and faster-growing categories such as dairy, sports drinks, hydration and 
zero-sugar beverages, and (3) increased use of data analytics and digital tools across its bottling system. 
Many consumer staples stocks, including Coca-Cola, have been largely overlooked by both institutional and 
retail investors in recent years, and we believe the current share price represents an attractive entry point. 
Coca-Cola’s financial performance is excellent on both an absolute and relative basis: the company gener-
ates operating margins above 30%, return on invested capital (ROIC) approaching 50%, and earnings per 
share should grow at a high-single-digit rate over the coming years. The dividend yield is approximately 2.7%, 
supported by strong free cash flow and more than six decades of annual increases.

• MonotaRO Co. Ltd. – MonotaRO is Japan’s leading online distributor of maintenance, repair and operating 
(MRO) supplies, providing millions of products ranging from tools and fasteners to safety equipment and 
industrial consumables. Its core customers are Japanese small and medium-sized enterprises. The company is 
digitizing a highly fragmented distribution industry and continues to take share from traditional wholesalers. 
We see several attractive growth drivers: (1) the ongoing migration of procurement spending online, where 
Japanese penetration remains well below U.S. levels, (2) market share gains through superior logistics, data 
analytics and pricing transparency, and (3) expansion of private-label products and new end markets such 
as healthcare. Financially, MonotaRO generates return on equity (ROE) near 30%, mid-teen revenue growth 



CIDEL GLOBAL EQUITY STRATEGY  
COMMENTARY - Q2 2026

cidel.com

and steady margin expansion. After a share-price correction in the second half of 2025, we believe the current 
price offers an attractive entry point. EPS growth is strong and visible; we expect it to remain in the low-to-mid 
teens over the next several years. The dividend yield is approximately 2.2%, and with the buyback, the total 
cash yield is approximately 3.5%.

• Moody’s Corporation – Moody’s is a leading provider of credit ratings, risk analytics, data and compliance 
software through two segments: Moody’s Investors Service and Moody’s Analytics. The credit ratings industry 
is highly oligopolistic, and Moody’s generates exceptional profitability, with EBITDA margins exceeding 50% 
and ROIC well above 20%. The company benefits from a highly concentrated ratings market, deep regulatory 
entrenchment and strong recurring revenue from analytics. Key growth opportunities include: (1) rising global 
debt issuance and refinancing activity, (2) continued expansion of private credit, infrastructure and structured 
finance markets, and (3) increasing demand for risk management, compliance and AI-enabled analytics solu-
tions. Moody’s is a good example of a stock that sold off in 2025 and the first quarter of 2026 on fears that 
AI would undermine its business model, but we believe that narrative is misplaced. Earnings and free cash 
flow per share growth are expected to be in the low double digits over the next several years, as the outlook 
for debt issuance remains robust, in part due to debt being issued to fund the build-out of data centres. The 
dividend yield is modest at 0.8%, but the large buyback means Moody’s total cash return is approximately 
3.5%. Like CRH, Moody’s has been prolific in reducing its share count, having reduced shares outstanding by 
36% over the past two decades.

• Taiwan Semiconductor Manufacturing Company (TSMC) – TSMC is the world’s dominant semicon-
ductor foundry, manufacturing advanced chips for customers including Apple, Nvidia, AMD, Broadcom and 
Qualcomm. The company controls roughly 70% of the global foundry market and close to 90% of leading-edge 
production. We believe TSMC’s growth will be driven by: (1) sustained AI infrastructure investment, (2) increasing 
adoption of advanced process nodes and proprietary packaging technologies, and (3) growing demand for 
custom silicon from hyperscale cloud providers and enterprise customers. TSMC combines exceptional scale 
with industry-leading technology, enabling ROE above 30%, operating margins near 50% and substantial 
free cash flow generation. Consensus EPS growth is expected to exceed 20% annually over the next several 
years. While the dividend yield remains modest at roughly 1%, management has consistently raised the div-
idend and maintains a strong balance sheet, providing significant flexibility to finance the company’s ample 
growth opportunities internally.

• Micron Technology (MU-US) – Micron is one of only three global dynamic random-access memory (DRAM) 
manufacturers and a leading supplier of NAND flash and high-bandwidth memory (HBM) chips, essential 
components for AI servers, data centres, personal computers (PCs), smartphones and automobiles. Our 
positive outlook is driven by: (1) strong long-term AI-related demand, which significantly increases memory 
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content per server, (2) rapid growth in higher-margin HBM chips used alongside AI accelerators, and (3) 
longer-term supply agreements that improve earnings visibility and industry pricing discipline. While memory 
chips are more commoditized than central processing unit (CPU) chips, dominated by Intel and, to a lesser 
degree, AMD, and graphics processing unit (GPU) chips, dominated by Nvidia, the surge in demand means 
aggregate memory-chip supply is likely to remain well short of demand for at least the next couple of years, 
and possibly until the end of the decade. Adding new fabrication capacity is complex and expensive. Micron’s 
earnings profile is rapidly improving, with industry conditions supporting exceptionally strong margins and 
free cash flow generation. The company is expected to add tens of billions of dollars in cash to its balance 
sheet over the next few years.

• Rio Tinto plc – Rio Tinto is one of the world’s premier diversified miners, combining a portfolio of long-life, 
low-cost assets with a conservative balance sheet and disciplined capital allocation. While iron ore remains 
its largest earnings driver, the company is steadily increasing exposure to commodities that are critical to 
electrification and energy infrastructure, including copper, aluminum and lithium. Major projects such as Oyu 
Tolgoi and the recent Arcadium acquisition should support meaningful growth in copper and lithium produc-
tion over time. Rio’s assets are concentrated in relatively stable jurisdictions, helping underpin resilient cash 
generation through commodity cycles. Management has emphasized shareholder returns and balance sheet 
strength—it arguably has the strongest balance sheet among global mining stocks—supporting a sustainable 
dividend policy. The company is aiming for low-single-digit production growth over the next several years, and 
the current dividend yield is attractive at 4.3%.

• TE Connectivity – TE Connectivity is a global leader in connectivity and sensor solutions whose products 
play a critical role in modern vehicles, industrial automation, aerospace systems, power infrastructure and 
data centres. The stock offers diversified exposure to a range of end markets at a reasonable valuation. The 
company benefits from several long-term growth drivers, including vehicle electrification, factory automation, 
rising electricity demand and expanding AI-related data-centre investment. Its components are often deeply 
embedded in customers’ systems, creating high switching costs and durable customer relationships. Management 
has successfully diversified the business beyond automotive markets while maintaining a strong balance sheet 
and disciplined capital allocation. Robust free cash flow generation supports a growing dividend and regular 
share repurchases. While demand in automotive and industrial markets remains cyclical, TE Connectivity’s 
combination of secular growth exposure, attractive returns on capital and financial strength positions it well 
for long-term compounding.

These investments were funded by exiting positions in Zoetis and RELX PLC, and by trimming many positions 
by between 0.3% and 0.5%, including BAE Systems plc, Marriott International Inc., Advanced Micro Devices 
Inc., AstraZeneca plc, Colgate-Palmolive Company, Brambles Ltd., Willis Towers Watson and Cboe Global 
Markets Inc.
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The outlook for AI and its impact on the economy is likely to continue dominating equity markets in the second 
half of 2026. Many investors will also watch whether the market can broaden beyond the narrow leadership 
of a handful of semiconductor and related hardware companies that have largely driven year-to-date returns. 
Semiconductor stocks have enjoyed a strong run for good reason. Hyperscalers such as Microsoft, Amazon, 
Google and Oracle continue to invest enormous sums in CPUs, GPUs, networking equipment and other infra-
structure required to support AI workloads. Demand from leading AI firms such as OpenAI and Anthropic 
remains exceptionally strong, and we expect a meaningful supply-demand imbalance across much of the 
semiconductor value chain to persist until at least 2028, and likely beyond. The Cidel Global Equity Strategy 
has participated directly through holdings such as Nvidia, Advanced Micro Devices, ASML Holding NV and 
Tokyo Electron. Despite their strong share-price performance, the magnitude of earnings growth over the past 
two years—and which we believe will continue over the next several years—means valuation metrics remain 
broadly within historical ranges; these stocks are up mostly because of higher earnings, not valuation expansion.

The next phase of the AI trade, however, may prove more complicated than the first. Bulls would point to the 
extraordinary revenue growth being generated by OpenAI and Anthropic. Anthropic, a provider of leading 
AI models for business users, disclosed that its annual revenue run rate had grown from $14 billion at the 
start of the year to $47 billion by May—a remarkable growth rate. To put that $47 billion figure in context, 
Salesforce Inc., a relatively high-growth enterprise software firm founded at the turn of the century, is expected 
by analysts to generate $46 billion in revenue this year.  Sceptics would counter that investors still know re-
markably little about what the ultimate profitability of these businesses will look like. If either company comes 
to the public market within the next year, investors will likely begin focusing less on revenue growth and more 
on margins, free cash flow generation and returns on capital. Growth-oriented investors have long tolerated 
losses in pursuit of market share, but that patience is not unlimited.

There is also the question of how large the ultimate AI opportunity will be outside the technology sector itself. 
Broader corporate adoption has been impressive. Businesses across a wide range of industries are experi-
menting with AI tools to improve productivity, automate repetitive tasks and reduce costs. At the same time, 
many enterprises remain interested in lower-cost open-source AI models. Corporate information technology 
(IT) budgets can certainly grow, but they are unlikely to grow exponentially.  Ultimately businesses and other 
institutions spending on AI deployments will need to see significant increases in productivity and return on 
that investment reasonably quickly, or the pace of AI deployment may slow.

And while business uptake of AI tools has been rapid, consumer spending has frankly been quite modest. 
Consumers have enthusiastically adopted AI-powered search tools and assistants, but examples of AI-enabled 
products or services for which consumers are willing to pay materially more remain limited. There is a reason-
able expectation that AI-enabled consumer electronics will arrive in the near future and that consumers will 
embrace them, but the timing and magnitude remain uncertain.
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Interestingly, a growing number of companies have seen their shares de-rate on fears that AI will render their 
business models obsolete. Some of these concerns are justified, but we believe that in many cases these fears 
are wildly misplaced. History suggests that new technologies often create both winners and losers, but inves-
tors rarely identify all of them in real time. We suspect some of the best opportunities in today’s market may 
ultimately be found in businesses that have been prematurely and incorrectly labelled as “AI Losers”. Many 
of these so-called “AI Losers” have strong competitive positions and will likely be able to incorporate AI into 
their offering and business processes to accelerate revenue growth, improve productivity, or both.

As we enter the second half of 2026, we remain constructive on equities. AI infrastructure demand remains 
robust, earnings growth expectations across a range of industries and geographies are healthy, and many 
high-quality businesses continue to generate attractive free cash flow and returns on capital. However, after 
several quarters in which AI enthusiasm alone has been enough to drive stock indices higher, investors may 
become increasingly focused on the economic returns generated by that spending. In that environment, we 
are confident that portfolio diversification, business quality and valuation discipline will continue to serve 
investors well.


