June 30, 2026

Market & Economic Commentary — Durability in a World in Flux

If the past few months have taught us anything, it is how
quickly the story can change. Not long ago, markets were
focused on geopolitical risk, rising oil prices, and the
possibility of a more difficult economic path ahead. Today,
those same markets have delivered one of the strongest
quarters in years, energy prices have eased, and confidence
has returned. It would be easy to interpret that shift as clarity.
We would suggest it is something else—a reminder of how
fluid the current environment really is.

Beneath the surface, many of the same forces are still at work.
Inflation remains stubborn, the Federal Reserve is navigating
a narrower path, and the global landscape continues to evolve
in ways that challenge long-standing assumptions. At the
same time, powerful trends like artificial intelligence and
shifting supply chains are reshaping the economy in real time.
The result is not instability, but it is a world that refuses to sit
still.

In that kind of environment, precision matters less than
resilience. That is why our guiding principle this quarter is
durability. In a world that continues to shift, the goal is not to
position for a single outcome, but to remain prepared for
many. That perspective is guiding our positioning today: a
modest step toward a more defensive stance, a slight lean
away from equities after a strong quarter, a balanced
approach to fixed income, and a continued emphasis on
diversification, including real assets, as we navigate what
remains a highly dynamic landscape.

The second quarter was one of the strongest three-month
stretches for stocks in years. The S&P 500 gained 15.2% and the
broad Russell 3000 rose 15.4%. Growth led—the Russell 3000
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Growth Index climbed 17.1%—as Al names, which had
wobbled early in the year, roared back to life. Value kept pace
on a ‘modest’ basis at 14.0% (Russell 3000 Value Index). Small
caps were the standout: the Russell 2000 jumped 21.5% for the
quarter and is up 22.6% year-to-date, more than making up
for a sluggish start.

International markets participated as well. The MSCI EAFE
Index rose 10.8% for the quarter and the MSCI All Country
World ex-U.S. Index 14.5%. Emerging markets were the top
performer overall, gaining 24.1% for the quarter and 23.8%
year-to-date, boosted by lower geopolitical risk premiums,
renewed interest in Chinese equities, and a softer US dollar.
On a one-year basis, emerging markets are up 43.5% and
international ex-U.S. stocks up 27.7%, both comfortably ahead
of the S&P 500's 22.3%—a meaningful reversal after years of
U.S. dominance.

Fixed income was uneventful, which was welcome news. The
Bloomberg U.S. Aggregate Bond Index gained 0.7% for the
quarter and 0.6% year-to-date. Municipal bonds returned
2.5%, outpacing the broad fixed income market. Cash earned
0.9%. Yields drifted higher on inflation concerns, with the
10-year Treasury finishing near 4.73%, up from 4.32% at
year-end 2025.

The real story was the reversal in commodities. After a first
quarter that saw the Bloomberg Commodity Index up 24.4%,
the second quarter delivered a giveback of 8.1%, and the more
energy-heavy S&P Goldman Sachs Commodity Index
(S&P GSCI) fell 11.4%. Oil declined sharply as the Strait of
Hormuz partially reopened and geopolitical fear ebbed. Even
so, commodities remain firmly in the black for the year:
Bloomberg Commodity Index is up 14.4% and S&P GSCIl up
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24.1%. Real estate had a strong quarter as well, with the FTSE
NAREIT Index up 10.7% and 14.9% year-to-date, helped by
softer long-term vyields and stabilization in commercial
property values.

Our read: The Q2 rebound was broad and powerful, led by
the very assets that had struggled to start the year. Rather
than chasing what worked, diversified portfolios that main-
tained exposure across equities, bonds, real estate, and
commodities benefited regardless of which side of the story
unfolded, which is exactly what diversification is designed
to do.

The dominant story of the quarter was, in some ways, the
story that did not happen. The fragile Iran ceasefire
announced in early April largely held. The Strait of Hormuz
partially opened, oil prices retreated, consumer confidence
stabilized, and manufacturing activity continued to expand.
The recession scare that many feared in the early days of the
war has yet to materialize.

But the passing of the crisis did not resolve the underlying
tensions; it simply brought them back into focus. Inflation,
which had been trending toward the Fed's 2% target before
the war, has stalled and moved the other way. Core Personal
Consumption Expenditures (CPE) inflation—the Fed's
preferred gauge—climbed back to roughly 3.4% by quarter-
end, further from target than it was six months ago. Services
inflation remains sticky. To put it plainly, the concern today is
less about recession and more about overheating and
inflation that just will not quit.
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The labor market has become a puzzle. Job growth has
slowed markedly, with full-time employment falling by more
than one million positions over the past three months, yet the
unemployment rate has stayed low. The reason is structural:
Federal Reserve research this spring showed that the
"breakeven" pace of monthly job growth—the number
needed to keep unemployment steady—has fallen close to
zero because of shrinking labor force growth. In plain terms,
the economy no longer needs to add hundreds of thousands
of jobs each month to be considered healthy. That is a
genuine change in how the U.S. economy operates.

The Federal Reserve is now working under new leadership.
Chairman Kevin Warsh has moved the Fed away from
forward guidance, and at the June meeting, half of voting
members penciled in another rate hike. Bond markets read
this as a hawkish shift, and market pricing no longer includes
the multiple cuts that were expected before the war. Longer-
dated Treasury yields have come down modestly from their
spring peaks, suggesting bond investors believe the Fed is
unlikely to over-tighten. That tension will be central to the
second half of the year.

Beyond the U.S., the world continues to fracture. Mercantilism
(where countries work to make their own country stronger
and richer at the expense of rivals) is playing out in real time:
NATO ties have been strained, trade relationships are being
rewritten, and global supply chains are being rebuilt with
resilience—not just cost—in mind. Physical assets, from
critical minerals to energy infrastructure to farmland, are
commanding attention in a way they have not had for
decades. This is not a temporary phase, and it has real
implications for what a truly diversified portfolio needs to look
like going forward.
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Our read: The war has faded from the headlines, but its
economic legacy is real. Inflation is stickier than we hoped,
the labor market is quietly changing, and the world is
reorganizing around new priorities. Durability matters more
than ever.

Looking ahead, we see a range of possible paths, though the
mix has shifted since our last letter. Our base case—roughly
55% to ©65% probability—is a continuation of today's
environment: modest but positive real GDP growth of 1.5% to
2.5%, inflation running stickier than target in the 2.75% to
3.5% area, a Federal Reserve on hold rather than easing
meaningfully, and a labor market that grows slowly but does
not break down. Real wages are still positive, corporate profits
are still growing, and the consumer keeps spending. This is
not the rosy soft landing some had penciled in a year ago, but
it is not a bad outcome either.

The upside scenario, roughly 15% to 20% probability, involves
a durable resolution of the Iran conflict, faster disinflation as
supply pressures ease, a stronger dollar helping tame goods
prices, and productivity gains from Al showing up more
broadly and quickly. In this case, the Fed could deliver a
modest cutting cycle in late 2026 or early 2027, and both
stocks and bonds could push higher.

The downside scenario, roughly 20% to 30% probability, is
where things get uncomfortable. Here, inflation stays sticky or
reaccelerates; the Fed holds rates high much longer than
markets expect, and the combination of tight policy plus zero
labor force growth pushes the economy into a mild recession.
A more severe version would be a stagflationary environment
in which fiscal stimulus tries to offset weak growth, only to
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make inflation worse. That remains a real concern given the
size of federal deficits.

Two structural themes are also shaping the outlook. First,
artificial intelligence is producing real productivity gains and
real economic activity, but it is also driving huge capital
spending, unusually concentrated equity market leadership,
and challenging traditional business models—including
those of the very companies leading the charge. Second, the
unwinding of globalization is a slow-moving inflationary force.
Neither will resolve neatly in a single quarter, and both will
shape returns for years to come.

Our read: The range of outcomes remains wide, and the tails
are meaningful in both directions. That argues for durable,
well-diversified portfolios rather than concentrated bets on
any single scenario.

Coming off a 15%-plus quarter for U.S. large caps, the math of
forward returns has gotten more challenging. The S&P 500
closed near 7,499, with a forward price-to-earnings ratio of
20.4x—well above its 30-year average of 17.2x. The top ten
companies now account for nearly 38% of the index—placing
market concentration in historic territory. Corporate earnings
have been growing at a mid-teens pace, and analysts expect
that to continue, but the bar has clearly been raised. Elevated
valuations do not by themselves predict a bear market, but
they do skew forward returns to the downside if anything
goes wrong.

Against that backdrop, we are leaning modestly away from
equities relative to our long-term strategic targets—a small
tilt, not a wholesale move. Within equities, we continue to
favor slightly cheaper areas: value over growth on the margin,
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mid- and small-caps versus mega-caps, and international
developed and emerging markets, which trade at meaningful
valuation discounts to the U.S. and where recent performance
has begun to reflect those better starting points. We are not
chasing the S&P 500 higher at these levels.

In fixed income, we are staying neutral. Yields of roughly
45% to 5.0% on high-quality bonds provide reasonable
compensation, and bonds should still act as a partial hedge if
growth surprises to the downside. That said, stocks and bonds
have been more positively correlated than in past cycles,
meaning bonds may not diversify equity risk as reliably as
they used to. Municipal bonds continue to look fairly priced
relative to Treasuries and offer sensible after-tax yields.
The higher stock-bond correlation is also why marketable
alternatives can play a useful role right now: hedge fund
strategies that adjust exposures dynamically, take advantage
of dispersion, and dampen drawdowns become more
attractive when the traditional 60/40 mix is doing less of the
diversifying work on its own.

Real assets deserve their own paragraph, and our outlook
here is positive but balanced. The Q2 pullback in commodities
was, in our view, a healthy give-back after the Q1 spike—not a
change in the underlying story. Several forces continue to
support real assets over a multi-year horizon: inflation is
likely to run structurally higher than in the 2010s; years of
underinvestment in energy, mining, and infrastructure have
left supply constrained; and the shift toward mercantilism is
pushing capital toward physical assets, critical minerals, and
domestic production. Real estate has quietly stabilized, gold
continues to play a legitimate role as a diversifier and
geopolitical hedge, and energy companies are still generating
strong free cash flow at current prices. We are comfortable
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maintaining a modest, strategic allocation to real assets
across portfolios.

Putting it all together, our preferred posture is slightly
defensive: modestly underweight equities, neutral fixed
income, a helpful role for alternatives, and a positive
weighting to real assets. Diversification is doing the lead work.
If valuations correct meaningfully, the geopolitical picture
deteriorates, or economic data breaks in a new direction, we
are prepared to respond.

Our read: After a very strong quarter, we are leaning slightly
defensive—not because the sky is falling, but because upside
is more limited and downside is more real. Diversification,
including a positive tilt to real assets, is doing more of the
work than any single directional call.

The second quarter reminded us that markets are
unpredictable. Coming into April, the loudest voices worried
about $150 or $200 oil, a stagflationary shock, and a bear
market. By quarter-end, the S&P 500 had rallied more than
15%, oil had fallen sharply, and small caps had one of their best
quarters in years. Predicting near-term market direction is
very hard, and our job is not to time it perfectly. Our job is to
build portfolios that can weather many possible outcomes.

That is what durability means. It is not about being
pessimistic or optimistic. It is about being honest that the
world is uncertain and structuring portfolios that can absorb
surprises—positive and negative—without demanding
perfect foresight. Diversification across asset classes and
geographies, thoughtful use of alternatives when correlations
shift, exposure to real assets when structural inflation looks
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likely to persist, and disciplined rebalancing when markets
move too far in one direction: these are the tools of durable
investing.

We believe in patience, prudence, and long-term thinking.
We do not have a crystal ball, and we are not going to pretend
to know exactly how the second half of 2026 will unfold. What
we can do is manage risk carefully, stay honest about what we
see, and adjust when the facts warrant.

Eric Pirkl
Chief Investment Officer

This commentary is distributed for informational purposes only. Investing involves the
risk of loss, including the possible loss of principal. Charts and graphs are for illustrative
purposes only and should not be relied upon for investment decisions. Market and
economic data and charts have been obtained from third-party sources which we
believe to be reliable, but we do not guarantee the accuracy or completeness of such
information. Past performance of a security, fund, strategy, asset class or index is not
indicative of future performance. Opinions, estimates, forecasts, thoughts on asset
classes and statements of financial market trends that are based on market conditions
constitute our judgment as of the date first published and are subject to change without
notice. References to strategies, asset classes, and financial markets are for informational
purposes only and are not intended to be and should not be interpreted as investment
advice or recommendations. This material does not take into account a client’s particular
investment objectives, financial situations, or needs and is not a recommendation, offer,
or solicitation for the purchase or sale of any security or investment strategy. Any
references to risk management are not guarantees and are not meant to convey that
the referenced investment activity has no or little risk. Diversification, asset allocation
and rebalancing do not ensure a profit or guarantee against a loss. There can be no
assurance that objectives will be achieved or that our investment process will succeed.
Indices shown are widely followed and unmanaged. It is not possible to invest directly
in the indices. Index performance does not reflect the deduction of advisory fees,
including costs, or other expenses. This information is provided for general market
context and does not represent the performance of any advisory portfolio or investment
strategy.
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