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Second Quarter 2026 Commentary

Dear Clients,

Please find enclosed your Second Quarter 2026
Investment Reports. US Large Cap Stocks finished up
+16.0% for the quarter. US Small Cap Stocks matched this
large cap performance, while US Mid Cap Stocks posted
an up +12.6% quarter. Developed International Stocks
were up +10.8% for the quarter, while Emerging Market
Stocks posted a vigorous +24.1% for the quarter. U.S.
Bond returns were roughly in line with their coupons,
returning +0.7%, with Global Bonds performing similarly
at +0.9% for the quarter. Last twelve-month returns have
remained incredibly strong across the major stock
classifications, whereas the last twelve-months have seen
US bond returns perform slightly below their stated yields
(Global Bonds have lagged US Bonds over the same
period, largely due to a strengthening US dollar).

Benchmark Returns

Quarter Months (annualized)
U.S. Large Cap Stocks 16.0% 22.9% 14.0%
U.S. Mid Cap Stocks 12.6% 16.8% 8.0%
U.S. Small Cap Stocks 16.0% 29.5% 7.7%
Developed International Stocks 10.8% 20.2% 9.0%
Emerging Market Stocks 24.1% 43.5% 7.2%
U.S. Bonds 0.7% 3.8% 0.1%
Global Bonds 0.9% 0.6% -1.5%

Data source: YCharts (get.ycharts.com/disclosure/). Past performance
does not guarantee future results. It is not possible to invest directly in
an index. Last five years data is annualized. Indexes in table are:

US Large Cap Stocks: CRSP US Mega Cap TR

US Mid Cap Stocks: CRSP US Mid Cap TR

US Small Cap Stocks: CRSP US Small Cap TR

Developed International Stocks: MSCI EAFE NTR

Emerging Market Stocks: MSCI Emerging Markets NTR

US Bonds: Bloomberg US Aggregate TR

Global Bonds: Bloomberg Global Aggregate TR

As is usually the case, there were several significant news
stories in the second quarter. For example, the quarter-

process in Iran meaningfully influenced valuation changes
in global financial markets. Another news story from the
past quarter that was in focus for financial market
participants was the change in Federal Reserve
leadership, as Kevin Warsh succeeded eight-year Chair
Jerome Powell on May 22", Under Mr. Warsh’s new
leadership, and with the backdrop of above target
inflation readings and reasonably solid employment data,
the bond market has begun pricing in growing
expectations of an interest rate hike in 2026. This past
guarter also witnessed the SpaceX initial public offering
(IPO), the largest in history in terms of the amount of
capital raised. These and other impactful news stories will
be with us every quarter. As usual, we prefer to use our
quarterly commentary to highlight investing principles
from these stories, rather than simply providing a 20/20
hindsight retelling of the past quarter’s news.

With that in mind, reflect upon this question: what was
your reaction when you encountered Elon Musk’s name
in the news headlines this past quarter? Perhaps your
reaction involved a strong opinion (positive or negative),
or perhaps it tended toward indifference given the
frequency of stories about him that have appeared
recently. Whatever comes to your mind when you read
his name, your reaction is a culmination of your unique
experience in the world. Our society’s various opinions of
Mr. Musk have accumulated from years of engagement
(or lack thereof) with the news, from each of our own
historical encounters with entrepreneurs, from each of
our own historical perceptions of other wealthy
individuals, or from each of our own views of his political
activities, etcetera.

For as many ways as humans judge Mr. Musk, there is
likely an even wider array of opinions around the
valuation and belief in the prospects of SpaceX. SpaceX
investors must not only evaluate what to make of Mr.
Musk, but must also develop a belief regarding all the
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associated with SpaceX. Importantly, investors’ views are
not congruous. As in any market, there are investors who
think one share price is the best place to buy, and others
who think that same price is the best place to sell.
Investors in financial assets, therefore, must consider
both their own opinion, as well as form an opinion of
others’ opinions. Such evaluation can quickly slip into a
recursive process with no stable equilibrium.

The Russian author Leo Tolstoy addressed this vast
contingency that is the future in his epic novel War and
Peace. One of his protagonists, on the eve of a battle,
famously said that the outcome of the battle would be “a
hundred million chances ... decided in an instant.” The
modern news cycle, especially in our Al assisted age, has
developed into “a hundred million pieces” of raw data
waiting to be gathered, processed, and packaged with
instructions as to how an investor should decide to
respond in that instant.

However, the meaning of new data, even if a full
evaluation of it could predict the future, is interpreted
differently based on each investor’s unique circumstance.
How a 70-year-old reacts to a new piece of information
might be rationally different than how a 30-year-old
reacts to it. Their difference in reaction could be as simple
(and justified) as their difference in investment time
horizons. And these differences in the meaning of new
data between investors are before we layer on different
investors’ “irrational” (but often legitimate) reactions to
news. For example, one investor may avoid an
entrepreneurial shift in business strategy at a company
because the investor wisely knows they (personally)
would not have the emotional wherewithal to stick with
the company through its new higher risk future, whereas
another investor may be simultaneously seeking such risk.

Simply put, there is no singular “correct” investment
response to a news headline, because there is no singular
investment audience. Each investor walks their own path
through time.

If we let the quarterly news cycle unsettle us, it may be
because we have fallen into the trap of believing that the
future could be predictable if we could only ingest just a

data, or news stories. Fevered
information consumption takes over our lives when we
start acting as if we can map out an inherently

unpredictable system.

few more charts,

Instead, at Leavell, we suggest a key to staying the course
in investing is to develop a deeply personalized approach
to building investment portfolios. We like to say that a
solid financial plan gives our clients a compass, not a map.
A map assumes a fixed, permanent terrain and a pre-
determined path to a goal. A map demands certainty
from a world that refuses to give it. When unexpected
obstacles block the path on the map, or when life forces
our destinations to shift, a rigid pre-planned route breaks
down and can even cause angst or panic.

A compass, however, does not try to draw the roads in
advance. It simply provides orientation towards what is
important and valuable to each of our clients. A compass
acknowledges that the future is contingent, and that
everyone is walking their own unique path through similar
terrain. In other words: we all experience the SpaceX IPO
differently. Should you invest? The answer is not uniform.
There is a new Chair of the Federal Reserve. What does
that mean for your portfolio? We might answer that
question differently for a client who expects to purchase
a house with a mortgage soon, versus a client who is
expecting to sell a house and retire to the beach soon. As
the poet Antonio Machado famously wrote, “the road is
made by walking.”

Ultimately, we believe our business exists because each of
our clients’ lives is uniquely and inherently valuable. That
is why, at Leavell, we strive to listen carefully to each of
you, our clients, and provide you with a compass tuned to
your specific aspirations.

As always, we thank you for your continued trust in us.

Leavell Investment Management, Inc.

Please advise us if you would like copies of our annual Securities & Exchange Commission Disclosure Brochure (Form ADV), a Prospectus for The
Government Street Funds or a record of how your proxy statements were voted.



