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July 2026 - Q2 Review

Our View of the Market

The second quarter of 2026 was defined by significant geopolitical shifts and a dramatic reversal in energy markets. The
signing of a tenuous Memorandum of Understanding (MOU) between the U.S. and Iran in April established a fragile ceasefire
and opened the Strait of Hormuz. This caused the spot price of Brent crude to plummet from its April peak of $138 per barrel
to around $71 by the end of June.

However, as we move into July, the landscape has shifted once again. Recent volatility surrounding renewed U.S.—Iran strikes
has tested the market’s resolve, with oil prices oscillating sharply. While these headlines are concerning, our view is that the
geopolitical conflict remains “mitigatable.” Unlike a total, long-term blockade of the Strait, current trade flows suggest that
market participants are looking through the noise, recognizing that a full-scale disruption remains a lower-probability tail
risk.

Inflation metrics remain a complex primary challenge. While June's Headline CPI offered some relief by cooling to 3.5%, May's
Headline PCE inflation climbed to 4.1%. More concerningly, Core PCE moved further away from the Federal Reserve's target,
reaching 3.4%. Concurrently, the labor market is showing signs of deceleration; the economy added just 57,000 jobs in June,
alongside a downward revision for May to 129,000 jobs, though the unemployment rate held steady at a structurally sound
4.2%. In response, newly appointed Federal Reserve Chairman Kevin Warsh has signaled a distinctly hawkish tactical shift,
prioritizing price stability. Nine of 18 Fed officials are now projecting a rate hike this year. Because forward guidance has been
eliminated, individual Fed speakers are the only remaining signal of intent. Recently, Fedspeak has been unambiguously
hawkish on inflation. With no roadmap, markets will parse every word for clues about the path ahead. While this has caused
short-term volatility, we must remember that expectations are fluid. As we saw in 2024 and 2020, the market tends to over-
project the “hawkish” path and given the recent cooling in top-line CPI and job growth, conditions can change rapidly by
September.

Heading into the second half of the year, proactive risk management remains a cornerstone of our planning. As always, we
will look to protect client portfolios at the same time as we look for opportunities beyond the current level of volatility.
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EQUITY M ARKET

Despite optimistic forecasts entering 2026, the stock
market faced meaningful headwinds during the first
quarter as investors grappled with persistent inflation,
uncertainty surrounding Federal Reserve policy, elevated
technology stock valuations, and escalating geopolitical
tensions.

Sentiment shifted dramatically in the second quarter.
Easing tensions in the Middle East, improving investor
confidence, and continued corporate investment in
artificial intelligence helped drive one of the strongest
quarterly rallies in recent years. The S&P 500 gained
approximately 1520% during the quarter, while the
Nasdaq Composite advanced roughly 21.6%, the Dow
Jones Industrial Average rose about 13.38%, and the

Russell 2000 added approximately 21.49%.

As of June 30, those gains more than erased the first-
quarter declines. Year to date, the S&P 500 was higher by
approximately 10.2%, the Nasdag Composite had gained
about 13.1%, the Dow Jones Industrial Average was up
roughly  9.76%, the 2000
approximately 9.5%. Market leadership also broadened

and Russell advanced
during the quarter, with participation extending beyond
the largest technology companies into a wider range of
sectors and market capitalizations, providing a healthier
foundation for the advance heading into the second half
of the year.
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The bond market faced significant headwinds in the
second quarter, primarily driven by stickier-than-expected
inflation Warsh's hawkish  forward
guidance. While the Bloomberg U.S. Aggregate Bond

and Chairman

Index managed to post a modest positive return of +0.67%
for the quarter, the journey was marked by high volatility.
The 10-year Treasury yield climbed throughout the period
as the market adjusted to the potential for a “higher-for-
longer” monetary environment, recently hovering near
4.59% in early July.

In short: while the asset class provided a positive return for
the quarter, it remains sensitive to ongoing inflation risks
and

shifting expectations regarding future Federal

Reserve policy.

T HE ECONOMY

The U.S. economy proved more resilient during the first
half of the year than many had anticipated. Notably, the
third and final estimate for 2026 Q1 GDP was revised
upward to a 2.1% annualized rate, a significant increase
from the previous estimate of 1.6% and a marked
acceleration compared to the 0.5% growth recorded in

2025 Q4.

Building on that momentum, the economy continued to
show resilience throughout the second quarter. While
geopolitical tensions and trade uncertainty remained in
focus, easing concerns in the Middle East helped stabilize
energy markets, reducing fears that higher oil prices
would fuel inflationary shock. Economic
growth continued at a moderate pace, supported by

a sustained

healthy = consumer  spending, ongoing business
investment—particularly in artificial intelligence and
infrastructure—and a labor market that remained
relatively stable.

Inflation continued to trend lower overall, although
progress remained uneven, and the Federal Reserve

maintained its cautious stance. Policymakers emphasized
that future interest rate decisions will remain dependent
on incoming economic data, reinforcing expectations that
rates could stay elevated until
convincingly toward the Fed's long-term target.

inflation moves more

Looking ahead, investors are balancing a constructive
economic backdrop against several potential risks,
including evolving trade policy, geopolitical developments,
and the pace of monetary easing. While uncertainty
remains, corporate earnings have continued to exceed
expectations, supporting a favorable outlook for equities
as we enter the second half of the year.

T H E M ARKET

The strong outlook for corporate earnings has remained
one of the primary drivers of the market’s recovery during
the second quarter. Companies have continued to
demonstrate resilience despite ongoing geopolitical
uncertainty and a higher
Artificial intelligence, digital infrastructure, and continued
business investment have supported earnings growth,
while many sectors beyond technology have also delivered
solid results.

interest rate environment.

Although geopolitical risks remain, fears of a prolonged
energy supply disruption eased during the quarter,
allowing investors to refocus on corporate fundamentals.
Earnings expectations for S&P 500 companies have
improved, with growth projections
approaching 24% for the year. As confidence in the
earnings outlook strengthened, equity markets recovered

revenue now

their first-quarter losses and advanced to new highs.

At Hudson Advisors, we continue to view corporate
earnings as the foundation of the current bull market.
While we remain mindful of risks frorn monetary policy,
trade negotiations, and geopolitical developments. We
believe disciplined portfolio construction and an emphasis
on high-quality companies with attractive valuations
position investors well for the second half of 2026.



Our Strategies

Most clients should stick to portfolio strategies
previously identified. These strategies accommodate
clients who may have near-term cash needs. For new
clients, we recommend a 60% allocation to equities to
be phased in over a 12- to 18-month period. The other

Industrials — Re-shoring and infrastructure are
secular tailwinds. Government spending (infrastructure,
defense) and private capex tied to supply chain shifts are
multi-year drivers, relatively insensitive to short-term

interest rate moves.

40% of assets will be short- to intermediate-term

bonds, cash, and alternative investments.

Materials — These stocks remain inexpensive relative
to normalized margins, even as Al-driven demand
improves Vvisibility into multi-year capital spending—
especially in advanced materials, photonics (InP), and

specialty chemicals.

As always, despite market conditions, we look for
long-term equity opportunities. We are especially
interested in value stocks. We want fundamentally Technology & Infrastructure — Within technology,
we see a stark divergence between software and
hardware. We prefer the physical
component providers benefiting directly from chip

shortages and infrastructure expansion. Companies with

sound companies with reasonable valuations and that

pay dividends. In that context, like last quarter, we are architecture and

looking at several sectors with special interest.

. . pricing power exemplify the high-quality, cash-flowing

Our aversion to long-term bonds remains. We explore s

) o ) ] characteristics we favor.
various maturities through laddered investments with

a mix of U.S. Government, municipal, and high-quality Healthcare — We continue to favor defensive, value-

oriented sectors. Large-cap pharmaceutical and medical

corporate bonds. We also are looking at structured _
firms offer

. . compellin valuations alongside stable
products that give a piece of the stock market's o i P 9 9

. . . dividend yields.
upside performance along with protections on the

downside Financials — High-quality institutions with robust
balance sheets are well-positioned to maintain strong
margins in a prolonged higher-interest-rate
environment.

O UR OUTL OO K

At Hudson Advisors, we continue to view corporate earnings as the foundation of the current bull market, while remaining mindful of
risks from monetary policy, trade negotiations, and geopolitical developments. We believe disciplined portfolio construction and an

emphasis on high-quality companies with attractive valuations position investors well for the second half of 2026.

IMPORTANT DISCLOSURE

Hudson Capital Advisory, Inc. (“Hudson Advisors”) is an SEC registered investment adviser located in Buffalo, NY, Vero Beach, FL, and Greenwich, CT. Registration does not imply a certain level of
skill or training. For information pertaining to the registration status of Hudson Capital Advisory, Inc., as well as its fees and services, please refer to our disclosure statement as set forth on Form
ADV, available upon request or via the Investment Advisor Public Disclosure Website (www.adviserinfo.sec.gov). The information contained herein should not be construed as personalized
investment advice or a solicitation to buy or sell any security. Investing in the stock market involves risk of loss, including loss of principal invested, and may not be suitable for all investors. Past
performance is no guarantee of future results. This material contains certain forward-looking statements which indicate future possibilities. Actual results may differ materially from the
expectations portrayed in such forward-looking statements. As such, there is no guarantee that any views and opinions expressed in this material will come to pass. Additionally, this material
contains information derived from third party sources. Although we believe these sources to be reliable, we make no representation as to the accuracy of any information prepared by an
unaffiliated third party incorporated herein, and take no responsibility, therefore. All expressions of opinion reflect the judgement of the authors as the date of publication and are subject to
change without prior notice. Investment products and services are not FDIC Insured, are not a deposit or bank guaranteed, are not insured by any Federal governmental agency, and are subject
to investment risks, including possible loss of the principal invested.
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