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A Funny Thing About Markets

Have you ever driven through Montana weather in June?

You leave the house wearing sunglasses, hit a rainstorm ten minutes later,
wonder if it's about to hail, and by lunchtime you're debating whether you
should have worn shorts after all.

Markets have felt a bit like that recently.

One day investors are worried about oil prices, the next they're focused on
interest rates. Artificial intelligence is either changing the world or a bubble
waiting to burst, depending on which headline you read. Meanwhile,
geopolitical tensions continue to dominate the news cycle, creating no
shortage of reasons for investors to feel uneasy.

And yet, despite all the noise, markets continue to demonstrate a
remarkable ability to adapt.

While volatility remains elevated and uncertainty is abundant, the
underlying economy has proven more resilient than many expected.
Corporate earnings continue to hold up, employment remains relatively
healthy, and investors have once again been reminded that headlines and
long-term outcomes are rarely the same thing.

This month, we'll take a look at four themes shaping markets as we head
into the second half of the year.
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WHAT MATTERED IN MARKETS

Iran, Oil, and the Strait of Hormuz

The Iran War continues to be the most dominant force in the global

markets. Negotiations have started and stopped multiple times now, cease-fires
and new rounds of missiles come and go, but all the while the Strait of Hormuz
remains mostly entirely closed to traffic. The continued loss of about one-fifth of
the world’s oil and gas to global buyers pushes prices higher, while rumors of a
possible end to the war send prices dropping rapidly once more. For now, this
cycle repeats over and over.

The nations of the Indo-Pacific region have tightened their belts and are trying
their best to make do in the short-term while also making new plans for the
future. Australia, for example, suddenly keenly aware of the importance of
domestically-produced fuel, has begun to reverse 60 years of anti-refinery
policies and are trying to fast-track several new large fuel refineries to eliminate
the need for imports in the future. In other countries, such as India, solar panels
and EVs are suddenly hot commodities as fuel and energy shortages look less
like a temporary inconvenience and more like the “new normal.”

The point is, life goes on. Short-term volatility, while painful in the moment,
fades from memory and countries (and investors) find solutions to the problems
they face. And while markets seem to believe that the risks are real, the
broader global economy continues to show resilience.



The Federal Reserve Remains Patient

In early January, expectations were building for multiple interest rate cuts, with
the first coming as early as late spring. A surprise nominee for Fed Chair plus
an unexpected war in the Persian Gulf have led to a hard reset on those
expectations, which have in turn changed expectations on inflation, precious
metals prices, the real estate market, and more.

Inflation, which had been moderating, is now rising again as higher energy
prices and constrained supply spread through every sector of the economy. As
inflation rises, chances of rate cuts fall, while the prospect of rate hikes

grows. Businesses looking to grow quickly or roll over debt may scale back or
cancel those plans. Meanwhile prospective homebuyers hoping for a rate cut or
two to save some money on their monthly mortgage payment might balk at
buying that home after all.

While it does seem increasingly unlikely that we’ll see rate cuts this year, higher
rates do offer at least one benefit: if you're looking for investment income,
higher rates mean higher yields on things like bonds, CDs, and other income-
generating investments.

As of now, with almost half of 2026 gone, expectations have shifted to the belief

that rate cuts may eventually come, but for now investors should no longer
assume they’re imminent.

The Al Debate Continues



The Al Debate

Al and Al-adjacent investments continue to grab headlines as 2026 rolls along.
Excitement is high, and will keep growing as Anthropic and OpenAl prepare for
their IPOs. However, there are plenty of skeptics who insists the whole thing is
a bubble.

Al capital expenditure remains high and is projected to continue to grow over
the next several years. Data centers are popping up everywhere to increase

compute capacity, businesses (especially in the software space) are adopting
Al tools at breakneck speed, and importantly, companies like Anthropic keep

claiming robust revenue growth.

Are expectations for Al overinflated? Perhaps. Is Al the next great leap
forwards in leveraging technology to boost worker productivity? It sure seems
that way. Can both of these be true at once? Yes. Time will tell which Al
companies, if any, become pillars of the US economy and which will fall by the
wayside. For now, we can only wait and see.

The Economy Refuses to Cooperate With Recession Forecasts

Perhaps the most surprising story of the past few years has been the resilience
of the U.S. economy. Despite higher interest rates, inflation concerns,
geopolitical uncertainty, and repeated recession forecasts, economic activity
continues to expand. Consumers remain active, businesses continue investing,
and employment remains relatively healthy by historical standards. And, Al
industry and Al-adjacent growth have been an outsized contributor in relatively



robust GDP growth numbers, and many analysts report GDP growth would
likely be negligible without it right now.

That doesn't mean risks to the economy aren’t lurking. Excluding COVID and
the 2008 Financial Crisis, government deficits as a percentage of GDP are
higher than at any point since the end of World War Il. Consumers, who have
thus far continued to spend, continue facing affordability challenges. And
economic growth will likely experience periods of slowing, especially if spending
on Al slows down substantially. However, the economy has consistently
demonstrated an ability to adapt and move forward despite the concerns that
dominate headlines.

Predicting recessions is like predicting the end of the world. On a long enough
time scale, eventually the prediction will come true. It's an inevitability. But
there’s an old quote in our industry: “the stock market has predicted nine out of
the last five recessions.” Doomsayers are all eventually right, a recession is
coming. But predicting exactly when one comes is still one of the most difficult
exercises in finance.

Portfolio Positioning

During the past month, several of our models experienced modest adjustments
as relative strength shifted across sectors and regions.

Dynamic Sector Selection (DSS)

Within our Dynamic Sector Selection model, we sold our position in Real
Estate, the State Street SPDR Dow Jones REIT ETF (RWR), and used the
proceeds to buy into the Foreign Sector, iShares Core MSCI EAFE ETF, (IEFA).

Single Sector Rotation (SSR)

Within our Single Sector Rotation model, we sold our position in the VanEck
Gold Miners ETF (GDX), and use the proceeds to buy into the SMH, the
VanEck Semiconductor ETF (SMH).



Gold miners benefited significantly from rising gold prices and geopolitical
uncertainty since we gained exposure to in in March of 2025. More recently,
however, growth has shifted back toward technology and semiconductors as
investors continue to focus on artificial intelligence, data center expansion, and
growing demand for computing power. The model is designed to follow trends
wherever it develops, and semiconductors have once again emerged as one of
the strongest areas of the market.

Growth Model

Within our Growth Model, we are trimming our Foreign position, State Street
SPDR Euro Stoxx 50 ETF (FEZ), and reallocating those assets into Domestic
Growth, using our current position, Vanguard Mega Cap Index Fund (MGC).

More broadly, we continue to follow a momentum-based investment process,
but we have become increasingly selective when evaluating momentum that
appears to be driven primarily by short-term geopolitical headlines rather than
underlying market trends.

The past 14 months have been characterized by unusually rapid sector
rotations driven by tariff announcements, geopolitical conflicts, interest rate
speculation, and other headline-driven events. In many cases, market
leadership has changed quickly, only to reverse course a few weeks later.
These environments can create unnecessary portfolio turnover and increase
the risk of whipsaw trades.

As a result, we are placing greater emphasis on distinguishing between durable
momentum supported by improving fundamentals and temporary momentum
fueled by short-term news events. We continue to track and score momentum
across all sectors and asset classes, but we are spending more time evaluating
the quality and sustainability of those trends before making changes.

This does not represent a departure from our momentum discipline. Rather, it
reflects an effort to remain focused on meaningful long-term trends while
avoiding unnecessary trading during periods of elevated headline-driven
volatility.

As always, our goal is not to predict the next headline. It is to maintain a
disciplined process that seeks to participate in market leadership while
managing risk through changing market environments.



Our Thoughts

Markets have spent much of the past several years climbing what investors
often call a "wall of worry."

Every few months, a new headline arrives that supposedly changes everything.
Inflation. Banking concerns. Tariffs. Elections. Artificial intelligence. Wars. Oll
prices.

Some of these stories matter. Some fade into the background.
The challenge for investors is determining which concerns deserve attention
and which simply create noise.

Fortunately, successful investing has never required predicting every headline
correctly. It requires maintaining a disciplined process, staying focused on long-
term objectives, and resisting the temptation to make emotional decisions
during periods of uncertainty.

The future remains uncertain, just as it always has been. Yet history
consistently shows that patient investors are often rewarded for looking beyond
today's headlines and focusing on tomorrow's opportunities.
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Markets at a Glance

Market Level YTD YoY
S&P 500 7,612 +11.1% +28.2%
Dow Jones 51,311 +6.7% +21.2%
NASDAQ 27,090 +16.5% +40.7%
Oil (WTI) $93.80 +63.2% +49.9%
10 - Year Treasury 4.45% -- --

Market Stat of the Month

Since World War I1, the average intra-year decline for the S&P 500 has been
approximately 14%, yet the market has finished positive in most calendar years.

Volatility is not an exception to investing. It is part of the journey.
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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
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