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The economic picture could be best described as mixed. Some areas cooled, others held firm, and markets pushed higher
through the uncertainty. The June employment report was the first genuine soft spot of the year. The labor market lost some
momentum in June, with employers adding only 57,000 jobs. The unemployment rate declined to 4.2%, but this was driven by
people leaving the labor force rather than finding work. We are watching whether this is a pause in hiring or a change in
trajectory. The consumer is more bifurcated than the headline numbers suggest. Spending has held up in aggregate, but the gap
between low-income and high-income households keeps widening. Higher-income consumers are absorbing inflation better,
while energy and essential goods now consume a growing share of lower-income budgets.

Household balance sheets remain a source of stability, though the cushion is thinner than it was at the start of the year. The debt
service ratio sits at 11.2% of disposable income, well below pre-financial-crisis peaks and little changed over the past two
years. The personal saving rate tells a different story. It started 2026 at 4.4% and has since dropped to 3.0% in May. Households
have been drawing down savings to maintain spending levels as energy-driven inflation has eaten into real incomes. If inflation
remains elevated and wage growth doesn't keep pace, the buffer households have been leaning on will keep shrinking, and at
some point, this will slow spending rather than lower savings.

CPI came in at 4.2% year over year, the fastest pace in three years, driven by the jump in energy prices tied to the conflict with
Iran. Core inflation came in cooler at 2.9%. The underlying trend looks more contained than the headline number implies. Still,
tariff effects, immigration-related labor cost pressure, and elevated government spending continue to slow disinflation at the
margin. The war in Iran remains the dominant source of global uncertainty. A ceasefire signed in mid-June has proven fragile,
and intermittent strikes around the Strait of Hormuz keep whipsawing oil prices. Until shipping through the Strait normalizes
and infrastructure is repaired, we expect elevated volatility in energy and equity markets.

Kevin Warsh held his first meeting as Federal Reserve chair in June. The committee left the fed-funds rate unchanged at 3.50%
to 3.75%. More notable than the rate decision itself was the shift in tone. The Fed dropped language that had signaled an easing
bias, and its updated projections now point toward a possible rate hike by year-end. Warsh has stated that the committee will
unambiguously and unanimously deliver price stability. His actions seem to encourage investors to focus on the underlying
economy rather than parsing every word out of the Fed. We believe policy will focus more on current data and less on forward
guidance than it did under the previous chair.

Despite geopolitical uncertainty, the S&P 500 has performed well, up roughly 11.4% year to date. The forward price-to-earnings
ratio stands at 20.1x, slightly above both the five-year and ten-year averages of 19.9x and 19.0x, respectively. Valuation remains
elevated but not extreme, supported by strong expected earnings growth. Under the surface, the market continues to concentrate
around a small number of large technology companies. Capital expenditure tied to Al keeps climbing. Hyperscalers and other
large technology firms have again raised already substantial capex budgets, in part because supply constraints have pushed
memory chips and other component costs sharply higher. Many have needed to tap external funding sources. We're also
watching a shift among the major Al model providers, away from subscription pricing and toward usage-based pricing. If usage
costs outweigh the productivity gains enterprises capture, adoption could slow, undercutting the demand assumptions behind
current valuations. Additionally, Al infrastructure spending has become a major contributor to GDP growth over the past few
quarters, so a pullback would show up in the broader growth numbers.

Market disruptions, whether driven by geopolitics, inflation surprises, or a change in Fed leadership, are a normal part of long-
term investing. We look for high-quality companies with durable competitive advantages and the balance sheet strength to
navigate volatility. This is also why we diversify at the portfolio level. While we have exposure to the Al buildout, we are
disciplined about how much, which we believe will better position the portfolio to weather a potential slowdown. Patient
investors who follow this approach should be rewarded over time.
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