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Portfolio holdings and statistics analysis
Active-passive mix in advisor portfolios maintained a tilt toward active management in 2Q26, with active allocations holding steady at 80% and 
matching the all-time high reached in the prior quarter. We believe this sustained commitment to active strategies reflects advisors’ continued 
confidence in active managers’ ability to navigate volatile market conditions amid economic uncertainty and geopolitical risks.

Portfolio beta decreased to 0.58 in 2Q26 from 0.60 in the prior quarter, reversing the upward trend observed from 3Q25 to 1Q26. While still 
above the lows reached during 2025, the decline suggests advisors maintained a measured approach to portfolio risk, balancing participation in 
market opportunities with a continued focus on risk management. Overall, portfolio beta remains near the lower end of its historical range, 
reflecting a cautious but constructive backdrop.

Portfolio correlations remained subdued in 2Q26, with correlation risk declining to 0.48 from 0.50 in the prior quarter and reaching the lowest level 
since the inception of our trends analysis in 1Q23. This continues the period of relatively low cross-asset correlations observed over the past year and 
stands in sharp contrast to the more synchronized market environment seen in early 2025. Improved return dispersion across asset classes, styles, and 
regions has supported greater diversification benefits, creating a more favorable backdrop for portfolio construction and active allocation decisions.

Moderate financial professional portfolio active-passive holdings analysis (%)

Change in beta and correlation statistics of moderate portfolios (%)

Correlation Description: Correlation measures the degree to which two securities move in relation to one another.

Correlation Risk is determined by the weighted average correlation of the portfolio.
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Equity global allocation analysis
Domestic equity allocations continued to decrease, falling to 74.9% in 2Q26 and reaching the lowest level since the inception of our trends analysis in 
1Q23. Despite developed international equities underperforming the Russell 3000® Index during the quarter, advisors further reduced their domestic 
allocation and continued reallocating toward international markets, underscoring a sustained commitment to global diversification. The shift was 
driven primarily by increased allocations to developed international equities, while emerging markets also saw a meaningful rise in advisor adoption.

International equity allocations continued to rise, reaching a new all-time high of 25.1% in 2Q26, comprised of 21.6% in developed international 
markets and 3.6% in emerging markets. Following the strong relative performance of international equities throughout 2025 and into 1Q26, 
advisors have been increasingly reflecting those opportunities in their portfolio positioning. The continued increase in international exposure also 
suggests growing confidence in return drivers outside the US, particularly as international equity performance has become less dependent on  
US dollar movements than in prior cycles. This broadening of market leadership has reinforced the diversification benefits of international equities 
and supported advisors’ efforts to build more globally balanced portfolios.

Changes in international equity regions continued to be concentrated in Europe and Asia Pacific in 2Q26. While Europe remained the largest 
regional allocation within the international equity sleeve at 43.4%, its share declined from 48.9% in the prior quarter. In contrast, Asia Pacific 
allocations increased meaningfully to 40.2%, approaching parity with Europe and reaching one of the highest levels since the inception of our 
trends analysis in 1Q23. This shift was driven in part by fund managers reallocating capital toward developed Asia markets and away from Europe 
and the UK, where sluggish growth and persistent economic headwinds have created a more challenging investment backdrop.

Global equity allocations (%)

International equity regional allocations of moderate portfolios (%)

Index fund portfolio: Reference portfolio is model created for purpose of comparison and designed with 60% allocation to the Vanguard Total World Stock Index Fund ETF Shares 
(seeks to track FTSE Global All Cap Index) and 40% to iShares Core Total USD Bond Market ETF (seeks to track Bloomberg U.S. Universal Index). 

PRISM® Tactical is a Federated Hermes model portfolio. (See the definition on page 10).
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Equity style and capitalization analysis                                 
Equity style & capitalization are measured at the individual security level, which provides a more holistic view than fund category or  
“style pure” analysis. 

Large cap allocations remained elevated, relative to history, at 69% in 2Q26. The quarter was marked by a notable rotation within large caps,  
as allocations to large growth rose to 20% from 17%, reversing part of the shift toward value that had characterized much of 2025. The move 
was likely influenced by improving performance across growth-oriented segments of the market, particularly within semiconductor and artificial 
intelligence-related companies, which re-emerged as important market leaders during the quarter.

Mid cap allocations remained restrained at 21% in 2Q26. Within the mid cap space, the longstanding value tilt has tempered. Additionally, 
strong performance among a number of small-growth companies has accelerated their migration into the mid cap universe through Morningstar’s 
capitalization definitions, contributing to a more balanced style profile within the segment.

Small cap allocations remained within the typical range of 10% and 12% in 2Q26.

2Q26 Avg. moderate portfolio (%) 
Value Blend Growth

Large cap 22 27 20

Mid cap 6 9 6

Small cap 3 4 3

2Q26 Index fund portfolio (%)
Value Blend Growth

Large cap 20 33 23

Mid cap 6 8 5

Small cap 2 3 1
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Long-term equity style and capitalization analysis                                 
Long-term equity style and capitalization have undergone a notable evolution since the inception of our trends analysis. As of 8/31/24,  
Apple, Microsoft, Meta, and Alphabet were reclassified from large growth to large blend by Morningstar. This reclassification reduces the 
apparent exposure to large growth, influencing how allocations appear over time. Within the mid-cap segment, the historically consistent  
value tilt leveled in 2Q26 to a balance between value and growth.

How large/mid/small market capitalization is defined can vary significantly. While most investment vehicles rely on index‑based definitions, many 
advisors instead depend on portfolio construction software that sources Morningstar’s classifications. This creates a dichotomy as the thresholds 
and methodologies used to define “large,” “mid,” and “small” cap stocks are not aligned. Understanding these nuances can help you better 
evaluate fund strategies, communicate with clients, and ensure alignment with investment objectives.

Change in equity style and capitalization of moderate portfolios (%)
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Equity sector analysis                                 
Equity sector allocations remained dominated by technology in 2Q26. Technology was the strongest performer sector within the second quarter 
by a wide margin, supported by particularly strong performance in semi-conductors. As a result, the FTSE Global All Cap Index increased in 
Technology exposure from 25.3% in 1Q26 to 31.1% in 2Q26. Advisor portfolios saw a less dramatic increase in Technology, increasing from 27.8% 
to 30.1% over the same period.

Super sector exposures in advisor portfolios have evolved materially over the past three years, with allocations to economically sensitive sectors 
increasing by 13% from 1Q23 to 2Q26. As a percentage of total sensitive sector exposure, technology has grown from 43% to 57% over the 
same timeframe. Exposure to cyclical and defensive sectors have declined steadily over the past three years.

Equity sector allocation (%)

Equity super-sectors of moderate portfolios (%)

Super Sectors are a broader representation of Morningstar’s 11 equity sectors. They can help investors diversify intelligently and evaluate the similarities and differences between securities.
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Fixed income statistics analysis                                 
Investment grade credit increased meaningfully from 80.8% in 1Q26 to 84.6% in 2Q26. Conversely, high yield allocations fell from 19.2% to 
15.4% over the same period. This shift in credit exposure comes as spreads fell from 3.61% on 3/31/26 to 2.99% on 6/30/26. 

Duration positioning continued to extend in 2Q26, rising to 5.21 years and surpassing the historical range of 4–5-years. The extension builds  
on late 2025 adjustments following rate cuts, as fixed income managers shifted further out the curve.

Investment grade credit allocation analysis (%)

Change in duration positioning (years)

Fixed income geographic analysis of moderate portfolios (%)
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Fixed income sector analysis                                 
Fixed income sector allocations experienced a modest shift in 2Q26. Allocations to US Treasurys and agency MBS rose incrementally.  
Cash equivalent exposure decreased notably, indicating fund managers put cash to work in 2Q26.

Fixed income sector allocation (%)

Key fixed income sectors of moderate portfolios (%)
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IMPORTANT
All investing involves risk, including the risk of the complete loss of value of your 
investments. Riskier investments may or may not lead to higher returns and also  
have a greater risk of loss. Please see the disclosures at the back of this report for  
more information.

Please consider the following when reviewing this Report: The information presented in 
this report is for illustrative purposes only and does not constitute investment advice.

All investing involves risk, including the risk of total loss of value of your account. If you 
redeem investments during a period of investment decline, your redemption proceeds 
may be less than you originally invested. No investment strategy can guarantee return  
or eliminate risk. Investment return and principal value will fluctuate. The risks of 
investment accounts vary depending on the holding. The risks of investing in 
investment products, like mutual funds, closed-end funds and exchange-traded funds 
can generally be found in the prospectus or other disclosure for the specific product.

For equity portfolios, risks include portfolio concentration, issuer-specific risks, market 
risks, risks related to specific sectors and the risks of equity security instruments 
generally. For fixed-income portfolios, risks include interest rate changes, credit/
counterparty risks, risks relating to high-yield obligations, issuer-specific risks and 
market risks. Please ask your advisor about the specific risks of your current and 
recommended portfolios and for a detailed explanation of these risks.

Methodology used to generate this report:

Definitions
Beta: Beta measures the relationship between an investment and a major market index 
(the S&P 500 is used in this report). A beta of 1.0 means that a 1% rise in the S&P 500 
could lead to a 1% rise in the investment, while a beta of -0.5 means that a 1% rise in 
the S&P 500 could lead to a 0.5% drop in the investment. The beta for an investment  
is determined by using regression analysis to measure the relationship between the 
returns of the investment and the returns of the S&P 500. Orion Risk Intelligence uses  
2 years of data to measure the beta for an investment. For investments with less than  
10 years of history, all available historical data is used.

Cross Correlations: Orion Risk Intelligence measures the correlation between every pair 
of investments in the portfolio. The correlation results can vary between 1 and -1, where  
a correlation of 1 means that two investments move together perfectly over time, and  
a correlation of -1 means that two investments move in opposite directions over time.

Duration: A measure of a security’s price sensitivity to changes in interest rates. 
Securities with longer durations are more sensitive to changes in interest rates than 
securities of shorter durations.

Magnificent Seven (Mag-7): Moniker for seven mega-cap tech-related stocks Amazon, 
Apple, Google-parent Alphabet, Meta, Microsoft, Nvidia and Tesla.

PRISM Tactical: Reflects the Federated Hermes PRISM Committee’s tactical asset  
allocation decisions relative to a diversified static benchmark, using our Global 
Diversified Moderate, 60/40 allocation model.

Bloomberg US Universal Index: Market-cap weighted, U.S.-dollar-denominated, 
bonds across the credit spectrum with one year until maturity or more. This index is 
broader than the Bloomberg US Aggregate Bond Index, due to inclusion of high-yield 
corporate bonds, emerging-markets bonds, commercial mortgage-backed securities, 
144A securities, and Eurodollar bonds. This index is represented by iShares Core Total 
USD Bond Market ETF (IUSB). 

FTSE Global All Cap Index: Market-Cap weighted index comprised of all listed stocks 
domestically, and in developed and emerging markets. This index is represented by 
Vanguard Total World Stock Index Fund ETF Shares (VT).

S&P 500®: Is an unmanaged capitalization-weighted index of 500 stocks designed  
to measure performance of the broad domestic economy through changes in the 
aggregate market value of 500 stocks representing all major industries.

Indexes are unmanaged and investments cannot be made in an index.

51096 (8/26)� FederatedHermes.com/us 
Federated Securities Corp.� © 2026 Federated Hermes, Inc.	

Disclosures
GxWorks, LLC, maker of software used to create this report, makes the  
following disclosures:

GxWorks, LLC’s (d/b/a Orion Risk Intelligence) (“Orion Risk Intelligence”) mission is  
to educate and provide useful macro risk analytical tools to help provide data to assist 
with the investment decision process. Orion Risk Intelligence relies on financial data, 
including stock prices, provided by third parties. The data is believed to be accurate,  
but Orion Risk Intelligence does not guarantee or warranty this data. This report is 
intended only as an informational tool for you and your investment advisor, and should 
not in any way be construed as investment advice by Orion Risk Intelligence. If you 
make investment decisions based on information you receive in connection with this 
report, you do so at your own risk and neither Orion Risk Intelligence nor its employees 
will be liable for any losses that you may incur. Orion Risk Intelligence, its employees, 
officers or affiliates, in some instances, may have long or short positions or holdings in 
the securities or other related investments of companies mentioned herein. Users of this 
should conduct their own independent research and due diligence and consult with 
their investment advisor before making any investment decisions or recommendations.

The allocation analysis is based on portfolio allocations reported to the  
Federated Hermes Portfolio Construction Team. This information is being provided  
for informational purposes only and should not be construed as a recommendation  
for any specific security or sector.

The information contained herein has been obtained from sources deemed to be 
reliable but neither its accuracy nor completeness is guaranteed.

Diversification does not assure a profit nor protect against loss.

Bond prices are sensitive to changes in interest rates and a rise in interest rates can 
cause a decline in their prices. In addition, fixed income investors should be aware  
of other risks such as credit risk, inflation risk, call risk and liquidity risk.

The value of equity securities will fluctuate and, as a result, the share price may decline. 
Equity securities may decline in value because of an increase in interest rates or 
changes in the stock market.

International investing involves special risks including currency risk, increased  
volatility, political risks, and differences in auditing and other financial standards.  
Prices of emerging market securities can be significantly more volatile than the  
prices of securities in developed countries, and currency risk and political risks are 
accentuated in emerging markets.

Large-cap companies may have fewer opportunities to expand the market for their 
products or services, may focus their competitive efforts on maintaining or expanding 
their market share, and may be less capable of responding quickly to competitive 
challenges. The above factors could result in the share price of large-cap companies 
lagging the overall stock market or growth in the general economy, and, as a result, 
could have a negative effect on a fund’s portfolio, performance and share price.

Mid-cap companies often have narrower markets and limited managerial and financial 
resources compared to larger and more established companies.

Small-cap companies may have less liquid stock, a more volatile share price, unproven 
track records, a limited product or service base and limited access to capital. The above 
factors could make small-cap companies more likely to fail than larger companies and 
increase the volatility of a fund’s portfolio, performance and share price. Suitable 
securities of small-cap companies also can have limited availability and cause capacity 
constraints on investment strategies for funds that invest in them.

Value stocks tend to have higher dividends and thus have a higher income-related 
component in their total return than growth stocks. Value stocks also may lag growth 
stocks in performance at times, particularly in late stages of a market advance.

Growth stocks tend to have higher valuations and thus are typically more volatile than 
value stocks. Growth stocks also may not pay dividends or may pay lower dividends 
than value stocks.

Investment-grade securities are securities that are rated at least “BBB” or unrated 
securities of a comparable quality. Non-investment grade securities are securities that  
are not rated at least “BBB” or unrated securities of a comparable quality.


