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The Headlines Changed but the Fundamentals Didn’t

One of the most challenging parts of investing is that the news cycle can change much
faster than the underlying fundamentals.

Just three months ago, the headlines were dominated by tariffs, geopolitical tensions,
inflation concerns, and a worry that higher interest rates might finally slow a US economy that
continues to surprise with its resiliency. Investors understandably became nervous, and markets
stumbled during the first quarter.

In the second quarter the narrative shifted meaningfully. Consumers are still spending,
businesses continue investing, some key inflation readings are cooling and the U.S. economy has
once again shown remarkable resilience. As a result, the S&P 500 rebounded 15% during the
second quarter to reach new highs.

It's a good reminder that patience is usually rewarded.

2Q2026 (%)  YTD 2026 (%)

Dow Jones Industrials 12.90 8.85
Standard & Poor's 500 15.20 10.21
NASDAQ Composite 21.60 13.13
Russell 2000 21.49 22.57
Russell MidCap 13.83 15.30
Russell 1000 Growth 16.74 533
Russell 1000 Value 13.87 16.26
Barclays Capital Govt./Corp. Bond 0.70 0.49
Bloomberg 5 Year Municipal Bond 1.07 1.08
MSCI ACWI ex US Net 14.49 13.68

Source: Morningstar as of July 1, 2026
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What We’re Watching

Interest Rates
There is a new Federal Reserve Chairman in town named Kevin Warsh.

Inflation is improving but not back to the Fed’s 2% target (currently 3.5%) down from 4.2%.
How will Warsh respond? He’s not able to cut interest rates in the near term as much as President
Trump would like it, and if the economy is stronger than expected, he may have to consider a
rate hike before year end.

UBS expects interest rates to stay relatively stable through the remainder of 2026 before
gradually declining next year if inflation continues to moderate.

Earnings Still Matter
Strong corporate profits are the main engine driving the S&P 500 higher.

In a recent conversation, Head of UBS US Equity Strategies, David Lefkowitz, expects second
quarter earnings growth of 28% vs last year. His year end target for the S&P 500 is 7900 and his
one-year target is 8200, which is around 7% and 11% above the S&P 500 at the time of this
writing. He believes there could be upside to these forecasts based on fundamentals.

If oil prices and interest rates stay higher for longer than expected it could act as a headwind, but
we do not think it derails the constructive outlook.

Broadening Growth

The Al story is important and evolving. While most investors focus on the big companies making
computer chips such as Nvidia, we are seeing broader benefits in manufacturing, business
formation is near record highs, productivity is improving and companies are investing more in
their businesses and hiring more workers.

What this Means for Investors

The first half of this year reinforces several lessons worth remembering. Markets rarely move in
a straight line, news is always more volatile than the fundamentals, and trying to predict short
term market moves is a fools’ errand (just ask the Fed).

Successful investing is less about making bold predictions and more about consistently owning
high quality assets while remaining disciplined during periods of uncertainty. It’s always been a
matter of time in the market rather than market timing.

While we expect volatility may continue particularly as investors watch inflation, interest rates
and the mid-term elections, we continue to believe the outlook remains positive.

The best advice for summer is to get a good book and enjoy time with family and friends.
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Private Wealth Management is a business unit within UBS Financial Services, Inc. UBS Financial Services is
a subsidiary of UBS AG. Member SIPC.

Wealth management services in the United States are provided by UBS Financial Services, Inc., a registered broker/dealer
offering securities, trading, brokerage and related products and services. As a firm providing wealth management services
to clients in the U.S., we offer both investment advisory services and brokerage accounts. Advisory services and
brokerage services are separate and distinct, differ in material ways and are governed by different laws and separate
contracts. It is important that clients understand the ways in which we conduct business and that they carefully read the
agreements and disclosures that we provide to them about the products or services we offer. For more information clients
should speak with their Financial Advisor or visit our website at www.ubs.com/workingwithus.

Indexes are unmanaged. An investor cannot invest directly in an index. Past performance is no guarantee of
future results.

Two sources of UBS proprietary research are available through UBS Financial Services Inc. Reports from the
first source, UBS Wealth Management Research, are designed primarily for use by individual investors and are produced
by UBS Wealth Management Americas (the UBS business group that includes, among others, UBS Financial Services
Inc.) and UBS Wealth Management & Swiss Bank. The second source is UBS Investment Research, and its reports are
produced by UBS Investment Bank, whose primary business focus is institutional investors. The two sources may have
different opinions and recommendations. The various research content provided does not take into account the unique
investment objectives, financial situation or particular needs of any specific individual investor.

The value of investments in securities will fluctuate in response to general economic conditions and to changes
in the prospects of particular companies and/or sectors in the economy.

Fixed income securities are affected by a number of risks, including fluctuations in interest rates, credit risk
and prepayment risk. In general, as prevailing interest rates rise, fixed income securities prices will fall. Bonds face credit
risk if a decline in an issuer's credit rating, or credit worthiness, causes a bond's price to decline. For more detail on the
risks associated with fixed income securities, please speak with a Financial Advisor.

The information contained herein has been obtained from sources believed to be reliable, but we cannot
guarantee its accuracy or completeness. Neither the information nor any opinion expressed constitutes a solicitation for
the purchase or sale of any security.

Past performance is no guarantee of future results.

UBS Financial Services and its affiliates do not provide legal or tax advice. Clients should consult with their
legal and tax advisors regarding their personal circumstances.
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