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2026 Halftime Update
What Changed, What Matters, What’s Next?

The February 28 U.S.-Israeli strike on Iran closed the Strait of Hormuz, sent Brent
above $100 and gasoline past $4 — and markets shrugged. After a near-10%
slide to 6,343 in late March, the S&P 500 recovered to fresh highs above 7,550
before a tech-led June pullback left it near 7,499.

The advance was earnings-driven, not multiple-driven, and leadership
broadened: Emerging Markets (+26.9% YTD), Small Caps, and International led,
while the Maghnificent Seven trailed the equal-weighted S&P 500 by over 14%.
Our targets are unchanged — 7,500 base, 8,300 bull, 5,900 bear.

The economy runs on two tracks: wealth-supported spending up top, lower-
income households squeezed by negative real wages and a 2.6% savings rate.
With unemployment at 4.3% and growth near 2.2%, the backdrop is cooling but
not breaking.

The Iran conflict has settled into stalemate-détente — the June 17 Islamabad
MOU ended hostilities and energy prices have retraced (Brent below $75) —
though nuclear terms remain unresolved. This may help temper inflation
expectations and help support growth and sentiment.

At the Fed, expectations flipped from ~65bp of cuts to priced-in hikes, and new
Chair Kevin Warsh's stripped-down, no-guidance debut makes every inflation
print a volatility event. We expect the FOMC to keep hikes "live" but hold at
3.50%-3.75% with a hawkish bias.

The Al capex super-cycle — tracking past $800bn in 2026 — remains the
market's engine despite renewed bubble questions; we view the pullback as a
buying opportunity, timing uncertain.

In fixed income, spreads are tight and income attractive; we favor quality, stay
patient on duration, and watch private credit stress closely.
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2Q26 Performance Review: Rotation, Not Retreat

After peaking at 7,002 on January 27, the S&P 500 began to consolidate, sliding
nearly 10% to a late-March low of 6,343. What followed was a swift, V-shaped
recovery; the index reclaimed the 7,000 level by mid-April and went on to set fresh
all-time highs above 7,550 by mid-June. In our opinion, this rebound was powered by
earnings growth rather than richer valuations. The S&P 500's forward price-to-
earnings multiple (P/E) actually compressed from its October peak of roughly 23.3x
over this stretch, meaning investors were paying less per dollar of expected
earnings, even as the index increased in value. The advance then stalled in late June,
when renewed anxiety resurfaced over whether the scale of capital spending will
ultimately earn an adequate return. The resulting semiconductor/large-cap tech-led
pullback brought the index to approximately 7,499 by June 30.

As we look back across 2Q, and the first-half in general, we believe the most notable
market trend (similar to what happened in early 2025), was a broadening of
leadership away from Large-cap Technology and into Value, Growth, and Emerging
Markets. By the end of June, the Magnificent Seven index was barely positive,
underperforming the Equal-weighted S&P 500 by more than 14%.

Still, equity gains were broad-based in 2Q26, led by Emerging Markets (+24.2%),
Small Caps (+21.5%), and Cyclicals (+19.0%), with Growth, International, the S&P
500, Value, and the Dow Jones also posting double-digit returns. Defensive stocks
lagged at +1.3%. Year-to-date, through the first half of 2026, Emerging Markets were
up 26.9%, followed by Small Caps (+22.6%), and International (+16.6%). Lagging
were Defensive stocks (+7.2%) and Growth (+5.3%).

Across fixed income, second-quarter returns were led by High Yield bonds, up 2.5%,
followed by Investment Grade (+1.7%), and Long Government bonds (+1.3%),
respectively. Preferreds and T-bills each returned +0.7%, while the 10-Year Treasury
lagged at only +0.2%. Year-to-date, High Yield bonds outperformed, up 2.0%,
followed by Municipals (+1.8%), with Investment Grade and Long Government
bonds tied for third at +1.1%.
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Exhibit 1: Equity Returns'’ Exhibit 2: Fixed Income Returns
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Preferreds were down 0.4% through June 30, and the Bloomberg Barclays Aggregate
Index was down 0.2% for the year.

Going Forward: At this point, we are not changing our forward equity return
expectations. Our base case remains for the S&P 500 to finish 2026 near 7,500. Our
bull case is roughly 8,300, which could unfold if (i) inflation stays manageable, (ii) the
labor market continues to stabilize, and (iii) the U.S./Iran détente proves more
durable. Our bear case remains 5,900, likely driven by renewed inflation pressure,
tighter Fed policy, or a breakdown in geopolitical stability — resulting in weak growth
and consumer/business sentiment. For more detail behind our valuation framework,
please review our 2026 Outlook entitled, “Point of Know Return.”

The U.S. Economy: Two Things Can Be True At The Same Time

The recurring macro theme in the first half of 2026 from our perspective was an
economy moving along two divergent paths. Consumer spending remained resilient
but increasingly dependent on higher-income households - whose demand was
supported by equity wealth, retirement savings, and tax relief. At the same time,
lower-income consumers continued to absorb higher rents, heavier debt costs,
rising energy prices, and lower real wages.

The labor market seemed to stabilize late in 2Q26, further reinforcing a “no-hire, no-
fire” glide path. Payroll growth (6 month trend) moved back close to 100,000, and
broadened beyond health care and education. At the same time, unemployment
held at 4.3%?, close to full employment. Fewer vacancies, a low quit rate, and muted
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wage pressure reinforced the view of a labor market that is cooling but not cracking.
Structurally speaking, tighter immigration and declining labor-force participation (as
more older workers retire) suggest the true breakeven pace of job growth may now
be closer to zero.

Hard economic data? remained resilient during the first half. First quarter earnings
results were strong, capital-goods orders were solid, retail sales surprised to the
upside, and manufacturing activity showed its strongest improvement in almost four
years®. Growth tracked around 2.2%* for the year — slower than the pre-war 2.8%
pace, but far from a recessionary backdrop. Soft data, however, told a weaker story,
with consumer sentiment falling® successively, small-business optimism dropping
to its weakest level since 2024, capital-spending intentions pointing to their lowest
level since 2009, and confidence surveys—in general—showing a rising fear of job
loss.

A common trend across both hard and soft economic data was downward pressure
on household incomes. For the first time in three years, headline CPI outpaced
average hourly earnings, pushing real wage growth negative. By May, real average
hourly earnings were down 0.7%°¢ from a year earlier, the largest decline in more
than three years. Still, consumers kept spending, driven mainly by wealth rather than
wages. Retiring Baby Boomers — a 64.7 million-person, 65-and-older cohort — are
drawing down a roughly $90 trillion net worth’ instead of earning and saving. Real
spending has now outpaced real income for 22 straight months, pulling the savings
rate® down to 2.6%, the lowest since 2022.

Going Forward: In our view, the economy will remain on solid footing, supported by a
stabilizing labor market, firm overall demand, and manageable inflation. Al
infrastructure spending should continue after a brief pause, driven by strong
compute demand and limited supply. As Al adoption broadens and productivity
improves, that investment should be justified. This supports a more durable

2 Hard economic data is based on actual activity that has already happened, whereas soft economic data is based on surveys,
sentiment, expectations, or intentions.
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expansion, though one still more exposed to asset-price (stocks and bonds)
volatility. Inflation remains the key wildcard, likely keeping the Fed pragmatic but
cautious.

Geopolitics: Shock And Yawn

The conflict between the U.S. and Iran that began on February 28 has gone through
several phases, including: (i) an intense U.S. “shock and awe” campaign, (ii) a lower-
cost Iranian response aimed at U.S. allies and neighbors, (iii) a fragile ceasefire in early
to mid-April, and then (iv) a broader presumed détente by early to mid-June. At this
point, we currently assess this situation less as a resolution and more as a stalemate,
marked by scattered Iranian attacks and measured U.S. retaliation.

Economically, the conflict shifted from a short-term headline risk into a real-world
supply disruption for both goods and energy. The U.S. ultimately moved away from a
primarily kinetic approach and toward a prolonged naval blockade of Iranian ports,
which by late April was putting severe pressure on Iran’s economy. Still, oil stayed
above $100 and gasoline moved toward $4.50 per gallon®.

The April 8 Qatar/Pakistan-brokered ceasefire paved the way for the June 17 Islamabad
Memorandum of Understanding (MOU), which formally ends hostilities, affirms mutual
sovereignty and non-interference, and restates Iran’s pledge not to pursue nuclear
weapons. Still, the hardest issues—including nuclear enrichment and related terms—
have been deferred to a 60-day negotiation window. And while the Strait of Hormuz has
technically reopened, with roughly 78 ships now passing through, still well below the
pre-war level of more than 135, daily skirmishes continue and Iranian negotiating
“asks” increase, keeping uncertainty elevated. As a result, more than $125bn of
goods?! remain stranded across the narrow chokepoint. Currently, markets are
reflecting the calmer backdrop. While oil disruptions could last through mid-2027,
Brent is below $75%, U.S. WTI crude is near $71, and gasoline is under $3.90 per gallon,
the lowest level since the war began. Fighting has stopped and a détente appears to be
in place, though the core disputes remain unresolved.

° AAA

1 New York Post, MarineTraffic and the FT
115

2 ADNOC/Yahoo Finance
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Going Forward: We expect continued cat-and-mouse policy between Iran and the
U.S., especially heading into the 2026 midterms. Further escalation would not
surprise us, particularly if the House shifts to Democratic control, despite President
Trump’s claim that he is not worried about the outcome. Our hope, however, is for a
more durable détente, supporting more stable energy prices, which have already
fallen close to pre-conflict levels. That would, in our opinion, help somewhat ease
inflation pressure, remove some economic uncertainty, and improve economic
sentiment.

The FOMC: The New Boss Is Not The Same As The Old Boss

One of the biggest shifts we observed since the start of 2026 was from hopes for rate
cuts to growing concern about hikes. In late February, markets expected about 65
basis points of rate cuts in 2026, By late March, that had flipped to roughly 8 basis
points of hikes. Through April and May, the Fed’s sentiment moved from delayed
easing to potentially tightening. At the April FOMC meeting, three regional Fed
presidents—Hammack, Kashkari, and Logan—dissented against any easing bias. By
May, the FOMC minutes reflected that most Fed officials felt a need to raise rates if
inflation remained elevated. This policy reversal was accompanied by a messy
leadership handoff. Kevin Warsh’s highly scrutinized confirmation as new Fed Chair
was delayed by Senator Tillis, tied to the DOJ review and subpoena of Chair Powell
regarding the Federal Reserve building renovation.

Once this hold was lifted, Kevin Warsh took over as the Chairman of the Federal
Reserve on May 22, 2026. Once confirmed and sworn in, Warsh made a distinctive
June debut. By his first official meeting as Chairman, markets were pricing about a
68% chance of a September hike, and roughly 41 basis points of tightening by year-
end 2026, with an additional two hikes by the first quarter of 2027. And although the
Fed funds rate was held, as expected, at 3.50%-3.75%, the FOMC’s June statement
was sharply shortened, stripped of forward guidance, and replaced with a blunt
pledge to “deliver price stability.” An even bigger divergence from previous post-
meeting press conferences was Warsh’s reluctance to answer pointed questions,
signaling less Fed handholding. As a result, we believe every inflation print now

13 FedWatch Tool
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carries greater market risk and volatility. Further, to address earlier critics of his
nomination, the new Chair also launched several task forces aimed at rebuilding the
Fed’s inflation credibility while preserving room for a more flexible, pro-growth policy
regime later.

Going Forward: We expect the economy to absorb elevated inflation risks from three
fronts: lingering tariffs, higher energy costs, and Al-related capex pass-through. We
also expect a more pragmatic FOMC to keep the potential for rate hikes “live,” but
ultimately refrain from cuts and remain comfortable holding rates steady with a
hawekish bias.

The Al Capex Super-Cycle: When SpaceX Jumps The Shark

As already noted in this report, the Al capital cycle remains one of the largest
concentrated infrastructure buildouts in modern market history. In our view, it
continues to be the main driver of bullish sentiment (and reservations) across
equities. According to news reports, hyperscaler capital spending is on track to
exceed $800 billion in 2026 and top $1 trillion in 2027, These record-setting
investments have helped support forward earnings expectations and, by extension,
stock prices.

However, just as investors questioned the sustainability and profitability of the Al
trade in late 2024 and 2025, those concerns are resurfacing. One example is
SpaceX’s roughly $75 billion IPO, ticker SPCX. The stock closed its debut at $160.95,
quickly climbed as high as $225.64, and now sits near $158, well off its peak. For
some investors, this raises the question of whether Al capex has reached a “jump
the shark” moment—and whether an Al bubble is forming as providers face growing
pressure to fund their compute needs.

Another Al-related concern is inflation. The data-center buildout is pushing costs
higher across several areas, from memory chips to electricity, steel, and concrete.
Utilities are also planning a historic increase in grid spending to meet data-center
demand, driving power costs to rise faster than overall inflation. This means Al is not
just boosting growth expectations, it is also adding pressure to core prices and even
spilling into heavy-asset, low-obsolescence sectors (HALO).

4 CNBC: Al boom: Big Tech capital expenditures now seen topping $1 trillion in 2027
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Going Forward: We acknowledge the pullback in Al infrastructure names and the risk
that Al-related inflation bleeds into other parts of the economy. Still, we believe
innovation and technological progress will continue to support productivity, growth,
and earnings. We view the pullback as a buying opportunity, though the timing of a
durable bottom remains the key question.

Fixed Income & Credit: Nothing To See Here — Well Almost Nothing

The bond market spent the first half repricing for higher rates, while credit markets
stayed surprisingly calm. Treasury yields followed the Fed policy shift. The 10-year
rose from the low 4.3% range in early April to 4.62% by mid-May, then eased to
roughly 4.45%-4.50%. The 2-year moved toward 4.15%-4.20%, above the Fed’s
3.50%-3.75% policy range, suggesting markets expect a more pragmatic FOMC.

Credit spreads remain very tight, and investors are not being paid much extra for
taking credit risk. Income is attractive with Investment Grade Bonds yielding around
5.4%, High Yield around 7.4%-7.5%, and short government bonds above 4%—but
we continue to favor quality, and remain patient on adding long-duration (interest
rate risk) exposure. Private credit is the bigger concern, in our opinion. Stress has
been building through rising redemption requests, fund downgrades, redemption
gates, weaker lending activity, and higher defaults. Al-infrastructure financing
remains a powerful offset, but redemption pressure could still force selling and
deserves close monitoring.

Going Forward: We expect a pragmatic FOMC to help assuage investors’ concerns
about long yields (10-year and beyond) rising due to out-of-control inflation
prospects. Credit spreads will remain relatively tight. While we are not entirely averse
to private credit, we believe patience is warranted.

We’d love to hear your thoughts.
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Disclosure:

The information in this publication and references to specific securities, asset classes and financial markets are provided for
illustrative purposes and do not constitute an offer to sell, or solicitation of an offer to purchase, any securities, nor do they
constitute an endorsement with respect to any investment area or vehicle. This material serves to provide general information
to clients and is not meant to be legal or tax advice for any particular investor, which can only be provided by qualified tax and
legal counsel.

Certain information contained herein is based on outside sources believed to be reliable, but its accuracy is not guaranteed.
Investment products (other than deposit products) referenced in this material are not insured by the FDIC (or any other state
or federal agency), are not deposits of or guaranteed by Northeast Private Client Group, and are subject to investment risk,
including the loss of principal amount invested.

Portfolios are subject to investment risks, including possible loss of the principal amount invested. In addition, foreign
investments may be less liquid, more volatile and less subject to governmental supervision than in the United States. The
values of foreign securities can be affected by changes in currency rates, application of foreign tax laws, changes in
governmental administration and economic and monetary policy. Investors should consider the investment objectives, risks,
charges, and expenses of ETFs carefully before investing. This and other information are contained in the fund's prospectus,
which may be obtained from your investment professional. Please read it before you invest. Investments in ETFs are subject
to risk, including possible loss of the principal amount invested.

This information is being provided to current Northeast Private Client Group clients and should not be further distributed
without Northeast Private Client Group's approval. S&P 500 Index is a market index generally considered representative of the
stock market as a whole.

The index focuses on the large-cap segment of the U.S. equities market. Dow Jones Industrial Average is a widely used
indicator of the overall condition of the stock market, a price-weighted average of 30 actively traded blue chip stocks,
primarily industrials, but also includes financial, leisure and other service-oriented firms. Russell 2000 Index measures the
performance of the smallest 2,000 companies in the Russell 3000 Index of the 3,000 largest U.S. companies in terms of
market capitalization. NASDAQ Composite Index is a market value-weighted index that measures all NASDAQ domestic and
non-U.S. based common stocks listed on the NASDAQ stock market. Each company's security affects the index in proportion
to its market value. This commentary contains forward-looking statements and projections.

Actual results may differ from current expectations based on a number of factors including but not limited to changing market
conditions, leverage and underlying asset performance. Northeast Private Client Group makes no representation or warranty,
express or implied that this information shall be relied upon as a promise or representation regarding past or future
performance.

This material contains the current opinions of the author but not necessarily those of Guardian or its subsidiaries and such
opinions are subject to change without notice. Past performance is not a guarantee of future results. Indices are unmanaged,
and one cannot invest directly in an index. Data and rates used were indicative of market conditions as of the date shown.

Opinions, estimates, forecasts, and statements of financial market trends are based on current market conditions and are
subject to change without notice. Securities products and advisory services offered through Park Avenue Securities LLC
(PAS), member FINRA, SIPC. OSJ: 200 Broadhollow Road Suite 405, Melville, NY 11747, 631-589-5400. PAS is a wholly-
owned subsidiary of The Guardian Life Insurance Company of America® (Guardian), New York, NY. Northeast Private Client
Group is not an affiliate or subsidiary of PAS or Guardian. 9001877.1 Exp. 6/2028

"Small Caps are represented by the Russell 2000 Index; Cyclicals by the MSCI USA Cyclical Sector
Index; Defensive by the MSCI USA Defensive Sector Index; Growth by the MSCI USA Growth Sector
Index; International by the MSCI ACWI ex-USA Index; and Value by the Russell 1000 Value Index. High
Yield is represented by the Bloomberg/Barclays High Yield Index; Investment Grade by the
Bloomberg/Barclays Baa/Investment Grade Index; Long Government Bonds by the
Bloomberg/Barclays Long Government Bond Index; the 10-Year Treasury by the Bloomberg/Barclays
10-Year Bond Index; Municipals by the Bloomberg/Barclays 1-10 Year Municipal Index; and
Preferreds by the ICE Preferred Securities Index.
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