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When Headlines Fade

A few weeks ago, it felt like every market headline centered on Iran, oll
prices, and the Strait of Hormuz. Investors worried that a prolonged
disruption in global energy markets could push inflation higher, complicate
Federal Reserve policy, and put pressure on the broader economy.

Those risks have not completely vanished, but markets have largely
moved on.

Oil prices have stabilized, stocks have recovered, and investors have
shifted their attention back to the issues that usually drive markets over
time: earnings, interest rates, valuations, and economic growth. In other
words, the headlines may change quickly, but fundamentals eventually
reclaim center stage.

WHAT MATTERED IN MARKETS

From Geopolitics Back to Fundamentals
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Markets do not ignore wars, oil shocks, or geopolitical risk. They simply try to
determine whether those events are likely to permanently alter the economic
landscape.

So far, investors appear to believe the recent conflict has been disruptive but
not defining. Energy markets remain sensitive, and another flare-up could
quickly change sentiment, but the worst-case scenarios that dominated
headlines have not fully materialized.

That has allowed investors to refocus on a more familiar set of questions:
e Are companies still growing earnings?
e Will inflation cool, or continue heating up?
e Will the Fed need to raise rates again?
e Are today’s valuations justified?

Those questions are less dramatic than headlines about oil tankers and
shipping lanes, but they are far more important for long-term investors.

The Al Trade Gets a Report Card

One of the biggest stories beneath the surface is the market’s changing attitude
toward artificial intelligence.



For the past couple of years, investors have rewarded almost anything tied to
Al. Semiconductor companies, data center infrastructure, and mega-cap
technology firms benefited from enormous enthusiasm around the theme.
That enthusiasm has not disappeared, but it has matured.

Investors are now asking a harder question: When will all of this Al spending
turn into profits?

That is a healthy development. It does not mean Al is "over." It means the
market is becoming more selective. Companies that can turn Al investment into
real revenue and earnings growth will likely continue to be rewarded.
Companies relying only on excitement and future expectations may face more
scrutiny.

In many ways, this is exactly what healthy markets are supposed to do. Early
enthusiasm creates opportunity. Over time, fundamentals separate durable
winners from temporary hype.

Momentum is Becoming More Selective




Rather than describing this market as simply "good" or "bad," we think it is more
accurate to say it is becoming more selective.

That distinction matters.

A market driven by one dominant theme can be exciting, but also fragile. A
market that begins evaluating earnings, valuations, interest rates, and relative
strength more carefully may feel less thrilling, but it is often healthier.

This is also where our investment process becomes especially important. We
are not trying to predict every geopolitical headline, Federal Reserve decision,
or earnings surprise. Instead, we are continually measuring where momentum
is strongest and where the market is rewarding investors.

Sometimes yesterday's strongest trend continues. Sometimes it fades.
Sometimes a fundamentally sound investment simply loses relative strength
compared to other opportunities.

That is not a failure of the investment. That is simply how markets evolve.

A Cooler Labor Market, But Not a Broken One

The June jobs report also helped calm some interest-rate concerns. Job growth
has slowed meaningfully, which suggests the economy is cooling. Normally,
weaker hiring would be an obvious negative. This time, markets interpreted it
more favorably because softer employment data reduces pressure on the
Federal Reserve to raise rates.

The ideal outcome for markets would be a gradual slowdown: enough cooling
to relieve inflation pressure, but not enough to tip the economy into recession.
That is a narrow path, and markets rarely walk narrow paths gracefully. Still, the
recent data has given investors some hope that inflation can continue easing
without requiring severe economic damage.

Portfolio Positioning



The most significant portfolio changes over the past two weeks occurred in our
Dynamic Sector Selection (DSS) strategy. We sold our position in Gold, held in
the SPDR Gold MiniShares ETF (GLDM), and moved the proceeds into real
estate by purchasing the State Street Dow Jones REIT ETF (RWR).

GLDM had been in the model since early 2024 and performed very well during
the time we owned it. Gold benefited from several powerful tailwinds, including
geopolitical uncertainty, inflation concerns, central-bank demand, and investor
interest in defensive assets.

However, our process is not designed to hold an investment simply because it
has worked in the past. It is designed to identify investments demonstrating the
strongest momentum today, while recognizing that those opportunities can
change over time.

Over the past several weeks, GLDM's momentum weakened across multiple
time periods. Much of its prior strength began to fade on both the front end and
back end of our momentum charts. When that happens, an investment's
relative ranking can deteriorate quickly, even if the longer-term story still
appears intact.

At the same time, real estate has improved within our relative-strength
framework. As interest-rate expectations have cooled, momentum has gradually
shifted toward real estate, allowing RWR to move into our highest-ranked group
of opportunities.

This change does not mean we believe gold is permanently unattractive, nor
does it mean we are making a broad prediction about real estate. It simply
reflects what our rules-based process is currently telling us: momentum has
changed, and the portfolio changed with it.

SPECIAL PLANNING NOTE

Tax Planning Reminder

As we discussed above, our momentum process is designed to adapt as market trends
change. While this disciplined approach has benefited clients over time, it can also
create taxable events in non-retirement accounts when positions are sold.

Why this matters now



Over the past two months, our strategies exited both GDX and GLDM
after strong runs. These investments served our portfolios well, and
many clients realized meaningful gains when those positions were sold.
If you hold these strategies in a taxable investment account, you may
have capital gains to report when filing your 2026 tax return.

Now is an excellent time to begin thinking about year-end tax planning rather than
waiting until next spring. Depending on your individual situation, there may be
opportunities to offset gains through tax-loss harvesting, charitable giving
strategies, or other tax-planning techniques.

Planning conversations to consider:

Tax-loss harvesting Charitable giving CPA coordination

A note from our team

Every client’s circumstances are unique. We encourage you to consult
with your tax professional regarding your specific tax situation. If you
would like assistance coordinating with your CPA or discussing
planning opportunities, our team is happy to help.
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Our Thoughts

The main takeaway from the past few weeks is not that geopolitical risks are
gone, inflation is solved, or Al is no longer important. None of those things are
true.

The takeaway is that markets eventually move past the loudest headline and
return to the questions that matter most:

¢ What are companies earning?

e Where are interest rates headed?

e Which areas of the market are gaining strength?

¢ Which investments are losing momentum?

That is where we want our focus to remain.



Headlines can move markets in the short term, but durable momentum usually
develops over weeks and months. Our job is not to react to every news item.
Our job is to remain disciplined, measure the evidence, and adjust when the
weight of that evidence changes.

The recent move from GLDM to RWR is a good example. Gold was a
successful position for us, and we are pleased with the role it played in client

portfolios. But successful investing also requires the discipline to move on when
momentum begins to shift.
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Markets at a Glance

Market Level YTD YoY

S&P 500 7,514 +9.7% +20.6%
Dow Jones 52,877 +9.9% +19.0%
NASDAQ 25,919 +11.2% +27.0%
Oil (WTI) $70.50 +22.5% +3.6%
10 - Year Treasury 4.52% -- --

Market Stat of the Month

Since 1950, the S&P 500 has recovered from most geopolitical-driven
market pullbacks within months when the underlying U.S. economy
remained fundamentally healthy. While geopolitical events can create sharp
periods of volatility, corporate earnings and economic growth have historically
remained the primary drivers of long-term market performance.
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Wisdom from the Trail

"The stock market is a device for transferring money from the impatient to the
patient."”
— Warren Buffett

Thank you for reading Above the Treeline! As always, we appreciate the trust you
place in our team.
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