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Investment Outlook

During the first half of 2026, Al datacenter spending
drove strong stock returns of semiconductors,
technology hardware and equipment, and capital goods
industries (industrials companies that sell electrical and
power equipment, machinery, etc.). Those industries
contributed 10.7% of the S&P 500 Index’s 10.2% total
return (Bloomberg). This means that the aggregate
return of the rest of the of companies in the S&P 500
was negative. As the quarter progressed, investors
debated the sustainability of Al growth, margins, and
stock returns. We address the debate below based on a

foundation of facts.
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ARTIFEICIAL INTELLIGENCE

Due to the tremendous recent
performance of several
semiconductor and technology

hardware stocks, some investors

are wondering if the current
period of Al build-out and

excitement has similarities to
the dot-com period in the late
1990s, which is commonly

referred to as the dot-com
bubble. Some are asking, is this
Al period also a bubble? We
look at several data sets below
to shed light on the topic.

STOCK PERFORMANCE

The pace of ascent of the
biggest Al winners from April
2025 to June 2026 exceeded
the steepest climb in most dot-
com winners from late 1998 to
early 2000 (only Qualcommi in
1999 is close) (Bloomberg). This
one metric is not definitive proof
of a bubble, but in our opinion, it
is remarkable and should not be
roundly dismissed.
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ARTIFICIAL INTELLIGENCE

PROFIT MARGINS

Construction of Al datacenters has increased demand for
semiconductors, tech hardware, and other electrical and energy
components, and due to supply constraints, the prices of some of
these goods have increased significantly. For example, memory
semiconductor prices have risen 300% to 400% year over year as of
May 2026 (SIA, Goldman Sachs). Price increases are a contributing
factor to profit margin expansion at semiconductor companies. The
profit margin of semiconductors has recently climbed to an all-time
high. An all-time high profit margin is not definitive proof of a bubble,
but the current operating margin is nearly 20 percentage points higher
than the prior all-time peak. Investors are debating whether this is
sustainable, or if reversion to the mean is more likely. As can be seen

on the chart to the right, historically, margins have regularly fluctuated.

SEMICONDUCTORS OPERATING MARGIN
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Source: Bloomberg, based on aggregate sales and operating profit of companies: ADI, AMAT, AMD, ASML, COHR,
INTC, KLAC, LRCX, MCHP, MU, NVDA, QCOM, RMBS, SWKS, TER, TSM, TXN
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ARTIFICIAL INTELLIGENCE

VALUATION

As evidenced by the prior chart, the semiconductor industry

has historically experienced cyclical swings in profits (see
Semiconductors Operating Margin chart on page 4). These frequent
ups and downs in profits make it challenging to value semiconductor
companies only on a price-to-earnings ratio, a metric we use

commonly for less cyclical industries.

Therefore, we use additional valuation approaches for industries
with frequent swings in profits. We use price-to-sales and price-to-
book value multiples for industries such as semiconductors since
historically, sales and book value haven’t fluctuated as much as
earnings. Semiconductors’ price-to-sales and price-to-book value
multiples are the highest in more than 25 years (as far back as we

have data), exceeding the dot-com bubble.

SEMICONDUCTORS PRICE TO SALES RATIO
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Source: Bloomberg, based on aggregate market value and sales of companies: ADI, AMAT, AMD, ASML, COHR, INTC,
KLAC, LRCX, MCHP, MU, NVDA, QCOM, RMBS, SWKS, TER, TSM, TXN

SEMICONDUCTORS PRICE TO BOOK VALUE
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Source: Bloomberg, based on aggregate market value and book value of companies: ADI, AMAT, AMD, ASML, COHR,
INTC, KLAC, LRCX, MCHP, MU, NVDA, QCOM, RMBS, SWKS, TER, TSM, TXN
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ARTIFEICIAL INTELLIGENCE

Al CAPITAL EXPENDITURES

Amazon, Google, Microsoft, Oracle, Meta, SpaceX, CoreWeave,
Nebius, and Iren are spending hundreds of billions of dollars on Al
datacenters to build Al compute services for sale to third-party
customers as well as internal use. The money being spent on the
construction of Al datacenters requires goods from companies in the
semiconductors, technology hardware, and capital goods industries.
According to data from Goldman Sachs, prior periods of large capital
expenditures growth in U.S. history include railroads in the 1880s,
automobile infrastructure in the 1910s, electric motors in the 1920s,
and information technology and telecommunications in the 1990s.
The peak investment in capital expenditures as a percentage of GDP
in each of those periods was 3.4%, 21%, 2.2% and 3.0%, respectively
(Goldman Sachs).

Based on data from the Congressional Budget Office and sell

side consensus projections obtained from Bloomberg, capital
expenditures as a percentage of GDP for the companies listed above
are expected to reach a level only achieved during the construction
of railroads in the 1800s, the largest in U.S. history listed by

Goldman Sachs.

During the 1800s, rail stocks had periods of great appreciation, but
they also had periods of severe decline, including about -45% in the
1850s, nearly -50% in the 1870s, and about -45% from early 1880 to
late 1896 (FRED).

U.S. Al COMPUTE SERVICE PROVIDERS CAPITAL
EXPENDITURES AS A PERCENTAGE OF U.S. GDP
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Source: Bloomberg, CBO. Companies included: MSFT, AMZN, GOOG, ORCL, META, SPCX, CRWV, NBIS, IREN
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ARTIFICIAL INTELLIGENCE

IS THIS AN Al BUBBLE?

Financial asset and capital expenditure bubbles can only be
definitively identified in hindsight, following a severe market
contraction. Consequently, neither we nor any other investors can
declare with certainty whether we are currently in a bubble. Rather,
what we can do is examine current facts and compare those to prior
periods when capital expenditures growth and stock gains were

remarkably large like this current period.

In previous Investment Outlooks, we presented evidence arguing
that technology stocks were not in a bubble. In this Outlook, we are
retiring that defense, as we can no longer confidently assert that the

sector is bubble-free.

We have a bullish opinion on Al demand growth, but we are not as
positive on pricing. Based on recent data and company comments,
we believe demand for Al compute will continue to grow strongly

for the foreseeable future. On the other hand, we are also seeing
evidence that companies have become concerned about the
amount they are spending on Al compute and efforts are underway
to search for efficiencies. For example, Coinbase’s CEO recently
shared online that it had cut its Al computing expenses by 50% while

continuing to grow its use of Al services (measured by Al tokens).

Al SPEND AT COINBASE (BARS) VS TOKEN USAGE (LINE)

Some of the components that experienced large price increases in

acked by org). Right axis = total company tokens

Al Spend (USD)
suaxoy, (2101

Source: Coinbase CEO Twitter Post 6/26/2026

recent quarters, such as memory semiconductors, are starting to

see those price gains moderate (DRAMeXchange). In our opinion,
due to the pursuit of efficiency and demand destruction in some
consumer markets, price increases will continue to moderate. If
this is correct, we believe sales and earnings growth could also
moderate. As a result, while we continue to hold positions in some
semiconductors and technology hardware stocks, we are wary of
companies that benefited the most from massive price increases
during recent quarters, and stocks that have made parabolic moves.
We favor companies with growth driven mostly by demand and

market share gains.
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LABOR MARKET @

Job growth rebounded in Q2 and initial jobless claims have remained very low compared to history. We believe these data points suggest that the health of the labor market
has improved, as risks to labor from tariffs, energy prices, and Al disruption have eased somewhat, in our opinion. The issues we are most focused on this summer are Al
spending and sentiment changes, and secondarily inflation, as the conflict in Iran does not appear resolved to us.
NONFARM PAYROLL ADDITIONS U.S. WEEKLY INITIAL UNEMPLOYMENT CLAIMS
(3 MONTH AVERAGE, THOUSANDS) (THOUSANDS)
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INELATLION

In our Spring 2026 Outlook, we expressed our opinion that the war
in Iran could cause an increase in headline inflation through much
of 2026, the extent to which depends on how long the Strait of
Hormuz remains effectively closed, as around 20% of the world’s
supply of oil is shipped through the region (IEA). Despite a cease
fire agreement signed in June, conflict eruptions have continued
and traffic through the Strait, while improved, is far from back to
normal (CNBC). Meanwhile, the price of oil has declined by about
one-third since its April peak despite the ongoing oil tanker traffic
disruption, which we believe could be due to an assumption that
neither the Trump Administration nor Iran’s leadership want traffic
through the Strait to continue to be severely disrupted. Itis a
dynamic situation, but we maintain our assumption that CPI will

remain elevated through much of 2026.

CONSUMER PRICE INDEX YEAR OVER YEAR CHANGE
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Source: Bloomberg, Bureau of Labor Statistics
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MONETARY POLICY

Kevin Warsh assumed the Fed Chair role in June, and while he has
not stated what he wants to do with interest rates for the remainder
of 2026, his comments along with comments from other voting Fed
members have been interpreted by investors as hawkish (MSN). If

the improvement in the labor market is sustained, we believe the Fed

may continue its pivot to place more focus on inflation (the New York

Times). In our opinion, rate increases are not a foregone conclusion,

but investors have already priced in a rate hike by the end of the year

(yahoo!finance).

SITOCKS

The S&P 500 Index increased 10.2% in 1H 2026. Industrials,
information technology, and energy were the best performing
sectors. Industrials and information technology returns were
strongest among Al winners in semiconductors, technology
hardware, and capital goods (electrical & power components, and
machinery). In contrast, financials and consumer discretionary

lagged.

STOCKS @

Notably, among the weakest industry groups were technology
software and services, and commercial and professional services.
We believe Al disruption fears largely explain this weakness.

The Russell 1000 Value Index outperformed the Russell 1000
Growth Index, as the former index has larger positions in certain
semiconductors and technology hardware stocks that appreciated

significantly.

SECTOR 1ST HALF 2026 STOCK TOTAL RETURN
INAUSTIAIS. ... 20.2%
INformation TECHNOIOZY.....c.cviiriiuceiisierceeee e 19.7%
ENergy i 19.7%
Materials......ooiiiiiiii i 12.0%
Real EState ..o 11.5%
CONSUMET StAPIES...uiiiiieiiieiiieeeeee et 8.0%
ULIIIES i 7.7%
Health Care.. ... 3.4%
Communication SErviCes......c.ouiiiiiiiiii s 0.8%
Consumer DIiSCretionary..........cccocoeecirieiiceeserse e -0.8%
Financials......cccoiiiiiiiii -1.2%

Source: Bloomberg

1ST HALF 2026 STOCK RETURN
RUSSEI 1000 Value INAEX..c.uiiuiiieiisienieeieieie e 16.2%
Russel 1000 Growth INAeX.......ceevririrereininieeseeee s 5.3%

Source: Russell, Bloomberg
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FIXED INCOME

Fixed income markets during the second quarter of 2026 reflected
evolving Federal Reserve policy, changing interest rate expectations,
elevated issuance across several sectors, and generally stable
underlying fundamentals. Treasury yields moved modestly higher
over the quarter, municipal markets continued to absorb elevated
issuance, and investment-grade credit spreads remained within
relatively narrow ranges. Portfolio positioning continued to
emphasize quality, diversification, liquidity, and disciplined risk

management as market and policy conditions evolved.
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Federal Reserve

The Federal Reserve left the federal funds target range unchanged
at both its April and June meetings. During the quarter, leadership
transitioned to Chair Kevin Warsh, whose first Federal Open Market
Committee meeting initiated a review of several aspects of the
Federal Reserve’s policy framework, including its approach to
forward guidance. Federal Reserve communications continued to
emphasize price stability while acknowledging elevated inflation
and uncertainty surrounding the economic effects of higher energy

prices.

The June Summary of Economic Projections reflected a wider
dispersion of views among policymakers, with a greater number

of participants indicating the possibility of additional policy
tightening during 2026. Market expectations for monetary policy
evolved throughout the quarter as incoming economic data,
inflation releases, and geopolitical developments influenced policy

expectations.
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FIXED INCOME

U.S. TREASURY YIELD CURVE

5.00| * 125 US TREASURY ACTIVES CURVE 03/31/26 Mid YTM |
125 US TREASURY ACTIVES CURVE 06/30/26 Mid YTM

Note: Yellow line represents the Treasury yield curve as of 03/31/26; blue line represents the
Treasury yield curve as of 06/30/26. Source: Bloomberg.

Treasuries

U.S. Treasury yields moved higher during the second quarter as market expectations

for Federal Reserve policy evolved alongside incoming economic data and inflation
developments. Shorter- and intermediate-maturity yields experienced the largest
increases during the quarter, resulting in a flatter Treasury yield curve. Longer-dated
Treasury yields increased more modestly, consistent with continued uncertainty
surrounding inflation, economic activity, and longer-term policy expectations. Economic
data released during the quarter generally indicated continued labor market stability and
ongoing consumer spending, while inflation remained above the Federal Reserve’s long-
term objective. By quarter end, the 10-year U.S. Treasury yield had increased modestly
from the beginning of the quarter.
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Note: Yellow line represents the municipal yield curve as of 03/31/26; blue line represents the
municipal yield curve as of 06/30/26. Source: Bloomberg.

Municipal Bonds

Municipal bond markets experienced lower volatility than many taxable fixed income
sectors during the quarter. Yields declined across much of the municipal yield curve despite
elevated issuance, as the market continued to absorb new supply. Municipal issuance
remained historically elevated, with approximately $300 billion issued during the first half
of 2026, according to Bloomberg, while Bank of America projected approximately S600
billion of issuance for the full year. Larger state issuers accounted for a significant portion of
new issuance during the quarter, while secondary market activity provided a broader range
of security selection among smaller issuers. Intermediate municipal bond performance
remained positive throughout the quarter despite the seasonal effects typically associated
with the April tax period. Nominal and taxable-equivalent yields remained elevated relative
to levels observed earlier in the year.

MACRO-ECONOMIC OUTLOOK: SUMMER 2026
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FIXED INCOME

Investment-Grade Credit

BLOOMBERG U.S. AGGREGATE CORPORATE INDEX
(OPTION-ADJUSTED SPREAD)
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Note: Bloomberg U.S. Aggregate Corporate Index (Option-Adjusted Spread), 03/31/26-06/30/26. Source: Bloomberg.

Investment-grade corporate credit markets remained generally stable
throughout the quarter despite periods of increased market volatility.
Option-adjusted spreads traded within a relatively narrow range during
the quarter and ended modestly below their levels at the beginning

of the period while remaining near the tighter end of recent historical
ranges. Primary issuance remained elevated throughout the quarter, with
several weeks exceeding dealer expectations, and June representing a
record month for U.S. investment-grade bond issuance. New issuance
continued to be absorbed by the market despite evolving monetary policy
expectations and geopolitical developments. Corporate fundamentals
remained generally stable during the quarter, with earnings trends,
leverage measures, and balance sheet characteristics remaining broadly

consistent with recent periods, as of quarter end.

MACRO-ECONOMIC OUTLOOK: SUMMER 2026
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After a low hiring environment raised labor market concerns in
2025 and early 2026, employment conditions improved in Q2

2026 and economic growth remained resilient. In our opinion,

a continuation of these conditions could drive good growth in
corporate profits during the remainder of 2026. We believe
some of the key issues for equities are Al capital spending
growth, returns on Al spending, and inflation changes driven by

the conflict in Iran.

As it pertains to the big Al winners year to date, we are not
confident in a scenario being espoused by some Al optimists
that “this time is different” as it relates to an end to the cyclicality
of industries that have had profit swings for decades, such as
technology hardware and memory semiconductors (Bloomberg).
We do expect demand for Al compute to remain strong,

but as we discussed previously, recent data shows memory
semiconductor pricing increases are slowing. Price increases
YTD of several hundred percent far exceed demand growth, so

if pricing increases continue to slow, total sales growth is likely to
slow as well, in our opinion. We believe this change could cause

volatile swings in Al sentiment and stock prices.

Some stocks that have not been at the center of Al excitement
have underperformed in 2026, including stocks with high quality

characteristics (Morgan Stanley). Morgan Stanley determines

the quality of a company based on metrics such as gross
margin, return on invested capital and sales growth. According
to Morgan Stanley, momentum stocks have trounced quality
since summer 2025, but over the long-term, quality stocks

have significantly outperformed stocks with high volatility (high
beta) (Morgan Stanley). As of early July 2026, the Core and EIP

portfolios have a higher gross margin, return on invested capital

and sales growth vs. their benchmarks.

Our fixed income portfolio management continues to reflect

a disciplined investment process centered on quality,
diversification, liquidity, and risk management. Portfolio
positioning emphasizes higher-quality fixed income securities
across sectors while maintaining diversification and portfolio
liquidity through security selection and portfolio construction.
Duration, sector allocation, and yield curve exposure continue
to be evaluated as appropriate within each strategy’s investment
mandate. Positioning continues to be evaluated as economic

data, policy developments, and market conditions evolve.
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DISCLOSURES

This material has been prepared by Howe & Rusling, Inc. ("Howe & Rusling”) for informational and educational purposes only. It is not intended as investment, legal, tax, or accounting advice,

nor is it an offer to sell or a solicitation of an offer to buy any security or investment strategy. The opinions expressed are those of Howe & Rusling as of the date of publication and are subject to
change without notice based on market, economic, or other conditions. Statements regarding future events, market conditions, economic trends, or expected investment outcomes are forward-
looking statements based on current assumptions and judgments. Actual results may differ materially from those expressed or implied. Al investments involve risk, including the possible loss

of principal. Past performance is not indicative of future results, and there can be no assurance that any investment strategy will achieve its objectives or avoid losses. Market, economic, and
portfolio commentary reflects our current views and should not be interpreted as a recommendation to purchase, sell, or hold any particular security. References to specific companies, sectors,
industries, or securities are provided solely to illustrate investment themes or market developments and should not be considered investment recommendations. Holdings discussed may or may
not be held in client portfolios at the time of publication and are subject to change without notice. Portfolio positioning described herein reflects general investment themes and does not represent
all portfolios managed by Howe & Rusling. Individual client portfolios may differ based on investment objectives, risk tolerance, tax considerations, restrictions, and other factors. Information has
been obtained from sources believed to be reliable, including Bloomberg, government agencies, and other third-party data providers. However, Howe & Rusling does not guarantee the accuracy,
completeness, or timeliness of such information and assumes no obligation to update it.Index performance is provided for illustrative purposes only. Indexes are unmanaged, do not reflect fees or
expenses, and cannot be invested in directly. Comparisons between current market conditions and historical periods are presented solely for context and should not be interpreted as predictions
that similar events or market outcomes will occur. This publication is intended for a broad audience and does not consider the particular investment objectives, financial situation, or needs of any
specific individual. Investors should consult with their financial advisor before making any investment decisions. Howe & Rusling, Inc. is an investment adviser registered with the U.S. Securities and
Exchange Commission. Registration does notimply a certain level of skill or training.

FOR OUR QUARTERLY MARKET UPDATE PLEASE VISIT HOWEANDRUSLING.COM/LEARN

HELLO@HOWEANDRUSLING.COM - (585) 325-4140 - 165 CULVER RD, ROCHESTER, NEW YORK 14620
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