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Second Quarter 2026 Market Summary

The second quarter of 2026 was marked by strong market performance,
mixed economic data, and continued investor enthusiasm surrounding
artificial intelligence (AI). Markets rebounded significantly as tensions
between the United States and Iran eased and oil prices declined.
Additionally, while inflation remained above desired levels, the labor
market provided support for the broader economy.

Equity markets regained momentum during the second quarter after a
challenging start to the year. In the United States, the Dow Jones Industrial
Average and S&P 500 returned 12.9% and 15.2%, respectively, during the
quarter. Smaller-company stocks significantly outperformed, with the
Russell 2000 Index gaining more than 20%. These impressive gains more
than offset negative first-quarter returns, pushing major market indices to
positive year-to-date results and new highs.

International markets also performed well during the quarter. The MSCI
EAFE Index, which measures the performance of developed markets outside
the United States, advanced 11.1%. As a result, the index also moved into
positive territory for the year. The U.S. dollar strengthened by 0.7% during
the quarter, which modestly reduced returns from international investments
when measured in U.S. dollars.

Despite ongoing interest-rate concerns, fixed income markets also generated
positive returns during the second quarter. The Bloomberg U.S. Aggregate
Bond Index returned 0.7% and is now up 1.2% year to date. Tax-exempt
municipal bonds, as measured by the Bloomberg Municipal Bond 3-Year
Index, returned 0.8% during the quarter and 1.3% year to date. Yields
remain attractive for income-producing assets, with current yields of
approximately 4.8% for taxable bonds and 3.7% for municipal bonds.

Market Leadership Remains Narrow

Although market participation improved during the quarter, leadership remained concentrated among a
relatively small group of companies. Market leadership shifted from the "Magnificent Seven" (Alphabet,
Amazon, Apple, Meta, Microsoft, Nvidia, and Tesla) toward companies directly or indirectly involved in
building Al-related infrastructure. Semiconductor companies have been among the primary beneficiaries of

this trend.




During the second quarter alone, the Philadelphia Semiconductor Index gained 88%, posting its strongest
quarterly performance on record. Semiconductor companies now represent a record 19.7% of the S&P 500,
compared to approximately 5% six years ago. No industry has ever represented such a large percentage of the
index.

This unusually high level of concentration serves as a reminder that strong index performance does not always
reflect similar strength across the broader market. These trends also highlight the importance of looking beyond
headline returns to understand where performance is coming from and whether it can be sustained over time.
While concentration can persist longer than many investors expect, we believe it increases risk and reinforces the
importance of maintaining diversified portfolios.

Labor Markets, Inflation, and the Federal Reserve

Beyond the strong investor interest in Al and semiconductor stocks, the broader economy continued to send
mixed signals.

Overall, the job market appears to be on firmer footing. The Labor Department recently reported that U.S.
employers added 57,000 jobs in June. While this figure fell short of expectations, it still represented continued
job growth. On average, the economy has added approximately 92,000 jobs per month during 2026. This is a
meaningful improvement from the second half of 2025, when the economy lost approximately 8,000 jobs per
month. Despite improving hiring trends, labor force participation remains a concern. Fewer working-age
individuals are either employed or actively seeking employment. In fact, excluding the COVID-era lows, a
measure of labor force participation recently fell to its lowest level in 50 years.

Inflation remained above the Federal Reserve's long-term target. Headline inflation rose 4.2% year over year in
May, driven by higher housing costs, service-sector inflation, and other persistent pressures. Core inflation,
which excludes the more volatile food and energy categories, increased 2.6% in June. Although declining energy
prices provided some relief during the quarter, inflation remained more persistent than policymakers and
consumers would prefer. As a result, expectations for multiple interest-rate cuts diminished as inflation proved
more resilient than anticipated.

Amid these economic crosscurrents, a significant leadership transition occurred at the Federal Reserve. Jerome
Powell's term as Federal Reserve Chair ended on May 15, and his successor, Kevin Warsh, was sworn in on May
22. In his initial public remarks, Warsh appeared less focused on inflation and more focused on supporting
economic growth while reducing the Federal Reserve's balance sheet. If this approach continues, it could
represent a meaningful shift in monetary policy as he works to reshape the Federal Reserve and unwind
programs that originated during the Global Financial Crisis. It will be interesting to see how his leadership and
policy priorities influence future financial conditions.

Artificial Intelligence: Capital Spending and Energy Concerns

Al remains one of the most transformative investment themes of this decade. Companies across a wide range of
industries continue to invest aggressively in developing more advanced models, increasing computing capacity,
and building the infrastructure required to support rapidly growing Al applications.

While Al remains at the center of discussions among businesses, investors, and the financial media, we continue
to question whether the substantial capital investments currently being made will ultimately generate attractive
returns. We also remain mindful of the significant energy demands required to support the anticipated growth of
Al technologies.



Al infrastructure spending is unprecedented. According to FactSet, the largest technology companies, often
referred to as "hyperscalers" (Alphabet, Amazon, Meta, Microsoft, and Oracle), are expected to spend more than
$741 billion in 2026. According to The Wall Street Journal, this represents a 75% increase from the prior year.

As this spending is expected to remain elevated for years to come, it is important to assess whether future
revenue growth will ultimately justify these investments. Current 2026 revenue projections for OpenAl and
Anthropic, the companies behind ChatGPT and Claude, are approximately $25 billion and $43 billion,
respectively. Despite their impressive expected growth, it remains unclear whether revenues will expand quickly
enough to generate returns that fully justify the current pace of capital spending.

This rapid Al infrastructure buildout has some similarities to the telecommunications fiber-network expansion of
the late 1990s, when enthusiasm surrounding the emerging internet drove substantial investment and soaring
stock prices. While the internet ultimately proved transformative, demand did not develop quickly enough to
support the capacity that was built, resulting in significant losses for many investors. As Mark Twain is often
credited with saying, "History doesn't repeat itself, but it often rhymes." Whether that observation applies to
today's Al environment remains to be seen, but the comparison is worth considering.
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Source: Bloomberg, First Trust Advisors. Hyperscalers include Oracle, Microsoft, Meta, Amazon, and Google. Telecom Companies include
Level 3 Communications, WorldCom, Global Crossing, Nortel Networks, Verizon, AT&T, Nokia, Cisco Systems, Williams Companies, and X0
Communications. Oracle actual capital expenditures included for 2026, all other company data for 2026-2028 are consensus estimates. There
is no quarantee forecasts will be achieved.

Even if these investments ultimately prove successful, data centers, which sit at the heart of the Al buildout,
require significant amounts of electricity. According to the Department of Energy (DOE), data centers currently
account for approximately 6% of total U.S. electricity demand. That figure is expected to grow substantially,
potentially reaching 34% of total demand by 2035. It remains unclear whether energy infrastructure can expand
quickly enough to meet that anticipated demand.

A recent example occurred before the Fourth of July holiday, when the DOE issued emergency orders to help
reduce blackout risks in the Mid-Atlantic region during a period of extreme heat. The department directed certain
data centers to use backup generators instead of drawing power from the public electric grid, helping preserve
electricity resources for residential air-conditioning demand. This action highlights growing concerns about the
ability of existing power infrastructure to accommodate rapidly rising electricity demand from data centers. It
also underscores the broader challenges associated with balancing technological innovation and energy

availability.
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Exhibit 3 Data Centers Are a Small Share of US Electricity Demand Now but Set to Grow Rapidly
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Concluding Thoughts

The second quarter demonstrated that markets can deliver exceptional returns even as underlying risks persist.
Artificial intelligence may prove to be one of the defining technological advancements of this generation.
However, periods of significant innovation are often accompanied by heightened investor enthusiasm, rising
valuations, and increased speculation.

At Ironwood Investment Counsel, successful investing is not about speculation, predicting short-term market
movements, or chasing the latest trend. Instead, it is about maintaining a disciplined investment process centered
on diversification, high-quality businesses, attractive valuations, and long-term financial objectives.

As always, we appreciate the confidence you place in us. We remain committed to helping you navigate
changing market conditions while keeping your portfolio aligned with your long-term goals.

Please remember that there can be no assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/or
investment strategies recommended or undertaken by Ironwood Investment Counsel, LLC), or any non-investment related content, made reference to directly or
indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or
prove successful. Moreover, you should not assume that any discussion or information contained above serves as the receipt of, or as a substitute for,

personalized advice from Ironwood Investment Counsel, LLC. A copy of our current written disclosure statement discussing our advisory services and fees is

available upon request




