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First Quarter 2026 Investor Letter

First Quarter Market Review

Geopolitical turmoil took center stage during the first quarter as Iran’s blockage of the Persian Gulf
led to energy transportation upsets and skyrocketing energy prices, roiling financial markets and
upsetting economies throughout the world. The US stock market weathered the downturn relatively
well, with the S&P 500 dropping only -4.4%, but many sectors were down for the quarter. Energy
was the notable exception, with energy commodities and equities rising throughout the quarter as
geopolitical tensions intensified from January onward. Bonds were notably weak during the quarter
as inflation fears overcame mid-quarter hopes for rate cuts and lower long-term interest rates.
Economies around the world started to slow, and the drag of higher energy prices is just starting to be
incorporated into expectations and profit estimates. Meanwhile, artificial intelligence (AI) advances
continue to be trumpeted, keeping a bid in some sectors of the tech economy, most notably memory
chips, showing the resilience of sectors which continue to have high demand.

Looking Forward

Introduction

Despite the confusion and crosscurrents thrown into the economic and financial mix by the war with
Iran and the subsequent blockade of the Persian Gulf, markets and economies have adjusted as pre-war
trends have reasserted themselves in many cases. The sheer cutoff of most supplies from many Persian
Gulf countries 1s mind-boggling: 209 of all crude o1l supplies, up to 409% of all fertilizer base ingredients,
more than 20% of liquified natural gas (LNG) and almost 109 of aluminum products (which are now
smelted in the Gulf due to cheap energy costs).

Markets have generally seen through these upsets, projecting some kind of resolution in the coming
weeks. When and what does resolution of the war look like? It is tough to answer with large questions
still outstanding. The ongoing momentum of the Al / datacenter boom coupled with the reshoring of
many industries in the US points toward continued economic growth, in the United States at least. Also,
the US’ relative self-sufficiency in energy products argues for the energy shock being more muted and
with few interruptions, which 1s not true for the rest of the world. However, most world stock markets
seem to have moved past the Iran war, concentrating mstead on further development in Al and
technology development, the new space race, datacenter and data management infrastructure buildout
and building out production and manufacturing facilities for critical minerals.

Going forward, financial analyses and projections will require incorporation of energy effects on
companies, industries and economies. While geopolitics have been realigned once more, there will be
new wrinkles in trade flows, monetary flows and liquidity. As some uncertainties are clarified: how long
energy supplies will be constrained, how much infrastructure is damaged and how fast relative normality
will take, we will be able to better project future prospects although we like the setups of our current
portfolios and how they have reacted during this crisis so far.
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Our other main concern going forward 1s credit/interest rates. Long-term rates have continued to chimb
m some countries, and higher energy prices, which increase costs, depress margins and use up liquidity,
could put even more stress on worldwide economic growth. Easy money and vast liquidity have
provided for large expansions in credit for the last many years; if higher interest rates and falling liquidity
continue, we see a washout for poor credits, which hopefully can be absorbed by world financial systems
without causing too much economic weakness.

Importantly: the Iran war introduces new and unprecedented conditions into the economic and
geopolitical situations of countries around the world. The world had basically operated as a globalized
whole after the breakup of the Soviet Union and its satellite states in the early 1990s. Despite ‘saber
rattling’ by Iran, North Korea and to a lesser extent China, the world had been judged safe enough to
source energy, food, industrial and consumer supplies from anywhere in the world with relative surety of
supplies, even with a multi-year war between Russia and Ukraine, which despite large loss of life and
military material, barely interrupted energy, food and materials supplies from either of those countries.
Now, the Persian Gulf is closed (at least temporarily), and many tenets of international trade have been
shattered, most notably the availability of energy supplies and chemical feedstocks from the major
source of spare capacity.

A number of analysts we follow and respect have qualified their analyses or even thrown up their hands
at trying to analyze and diagnose the economic ramifications of the latest economic and geopolitical
upsets. They are also many times burdened with coming up with the best new trade 1dea or what blue
chip US stock to buy for the future. We are not burdened by that short-termism, and we think our
portfolios are well situated to weather economic storms and continue to grow wealth over time.

Economy

Our theme over the last few quarters, the US economy expanding due to the technology/Al/datacenter
boom coupled with the reshoring of critical industries, still seems to be driving investor attention, despite
the Iran war and a soft patch in the US economy, as shown by the government’s recent revision of final
fourth quarter 2025 GDP growth down to only 0.7%. But it feels to us like the longevity and durability
of the spending on this technology buildout and reshoring push 1s supportive of so many elements of the
US economy that these sectors will continue to be major elements of growth in GDP for many quarters
to come.

Consumer sectors of the US economy continue to grow, albeit more slowly than tech/industrial/
materials sectors, with job growth continuing to be slow but solid, not showing weakness that many
(including us) had expected to materialize last fall.

The Iran war has caused some upsets in many supplies to world economies, with a lesser hit to the US
economy because we produce so much of the raw materials we consume, especially energy products
and their derivatives like fertilizer, chemicals and specialty energy products. However, prices of many of
these products have moved up strongly, just like those of gasoline, diesel and jet fuel, as they are traded
i worldwide markets and demand determines price. We are concerned that inflation, which has
leveled out after the 2022 peak, has not dropped much below 2.5% pre-war, and what analysts call
‘Supercore CPI,;” (Core Services CPI ex-Shelter), which 1s supposed to strip out volatility and give a
more statistically-significant read on inflation, has been around 2.75% for the past few months, showing
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persistent inflation above the Fed’s 2% target. Most economists are now projecting inflation from the
Iran war to be transitory and confined mostly to energy products, which are expected to drop
significantly to near pre-war levels as the war 1s resolved in the next few weeks.

However, with inflation already averaging 2.5-3.0% for the few months before the war, we think the
projection of moderating inflation 1s not as probable as many think. The Al/tech/reshoring buildout 1s
relatively energy intensive, US (and apparently much of worldwide) economic growth has not weakened,
and energy prices, which touch almost every piece of the manufacturing, transportation and consumer
economy, are up significantly now for 8+ weeks without a concrete end to the Hormuz closure in sight.

Thus, we see inflation continuing to affect world economies, and we see the growing possibility of an
echo of the 2022 inflation spike occurring in 2026-2027, and actually mirroring what happened in the
1970s, when the mitial early-1970s inflation spike was followed by another, as 1s depicted mn the
following graph from Bloomberg in early April.

US CP1 YoY%: The Two Waves

We think inflation will influence interest rates higher, hurting demand in debt-dependent industries and
lower-end consumer consumption. And higher inflation and thus interest rates could have a detrimental
effect on financial markets, along the lines of the bear market that occurred in 2022 after the Fed raised
mterest rates due to post-Covid inflationary pressures.

Having said that, we think the Al/tech and reshoring buildouts (and growing industries they facilitate)
will keep the economy growing, despite higher rates and growing inflation. Deleveraging (forced or
otherwise) typically 1s ultimately healthy for economies, even if restructurings, reorganizations or write-
offs occur in the short-term. These cleansings typically help an economy clear excesses, and we hope
any rise in interest rates do the same for the US economy.
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Regarding US monetary policy, with energy and materials prices up and inflation concerns percolating at
the Fed, the earlier possibility of 2-3 interest rate cuts 1s currently off the table. However, resolution of
the Iran war, or at least a partial opening of Hormuz, could lead to falling energy prices and less
mflationary pressures, taking pressure off the Fed to do something about mflation. We think the
consumer economy could benefit from lower interest rates, and we think any weakness in the economy,
especially after new Fed Head Kevin Warsh takes over the FOMC this summer, could lead to at least
one interest rate cut in the second half of the year. This would of course be stimulative to the economy
and probably the financial markets too.

European economies are far more exposed to the effects of the Iran war, with a large percentage of raw
materials sourced from the Persian Gulf now nearly unavailable due to the Hormuz closing. Thus,
prices of energy products as well as their availability are expected to affect European economies going
forward. Obviously, with energy prices up significantly, and some estimates putting Europe sourcing of
Persian Gulf energy products as much as 33% of their needs, actual availability of supplies, reportedly
especially for jet fuel, could be an ongoing problem, crimping growth. In addition, Qatar supplies up to
30% of the world’s LNG, and Europe 1s a big customer, meaning they must source LNG from the
Americas or Africa or switch fuels (incorporating even coal as fuel for electric generation), which will
also drive-up European costs and thus further hurt economic competitiveness.

We continue to be bearish on Europe due to their extreme regulatory environment, challenging energy
situations (even pre-Iran war) and poor productivity growth. While we own some companies domiciled
m Europe, we think European competitiveness continues to fall behind the Americas and Asia. In
addition, the drag of the Russia-Ukraine War seems to put more pressure on these economies as most
of their support for the war (and much of their economic growth) 1s debt-financed, meaning their fiscal
situations are growing more levered as their economies either grow more slowly or stagnate.

Asian economies are also affected by the Persian Gulf closure, as many countries rely on Persian Gulf
countries o1l and especially Qatar’s LNG to power their economies and heat their homes. The shut-off
of somewhere between 20-309% of the world’s energy supply is starting to take its toll on these
economies as bans on energy exports and limitations on driving and energy use have been put in place
by various countries to conserve energy. Using of emergency energy stockpiles has softened the blow,
but 1if supplies are not re-established in the very near future, simple lack of fuels will start to cause
economic upset. The markets are seeing through the Hormuz closure and pricing pre-war conditions to
be re-established, but we suspect that the markets are not pricing in enough upsets due not only to
higher prices but the sheer lack of energy / chemicals / fertilizer supplies that will cause businesses and
consumers to moderate their activity vis-a-vis pre-war levels.

Having said that, we know China has stockpiled large amounts of energy, materials and monetary
supplies to make it through a Middle East crisis, as 1s shown by the relative dearth of protests coming
out of China over the US/Israeli actions in the Middle East and China’s proxy nation, Iran, keeping
Hormuz closed. In addition, Japan’s financial markets have recovered from mid-March lows to trade
near all-time highs in their stock markets, showing investors’ belief in their profiting through the crisis.

Other Asian countries are having more trouble, being more energy dependent on imports and having
fewer stockpiles than their larger neighbors. In spite of these headwinds, many Asian stock markets
have recovered from their mid-March lows (when Hormuz was initially closed) as investors see through
the energy shock and believe Asian economies will continue to grow. Taiwan and South Korea are
epitomes of this; despite their dependence on internationally-sourced LNG for much of their fuel for
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electric generation, their stock markets, headlined by their semiconductor industries, have made new
highs during April.

Latin America seems to have avoided much of the Iran war upset, with most countries’ economies
avolding slowdowns, as best reflected by stock markets recovering from mid-March lows. Possibly the
best performing country in the world right now appears to be Brazl, rich in raw materials and
unaffibated with any of the warring countries. It is exporting energy, materials and products to the rest
of the world, as reflected by its booming stock market.

Bottom line: We continue to be bullish on the US economy, despite higher energy prices and some
weakness in consumer demand. Continued stimulative fiscal and monetary stances by the
administration, along with the continuing reshoring focus, will continue to drive continued large
mvestments in the US and Americas. The rest of the world is more at risk due to higher energy and raw
materials prices, especially in Europe and China, making them less attractive due to economic growth
concerns, but non-China Asia and developing countries worldwide, especially in the Americas, continue
to grow, attracting us to look at current and future investment opportunities. We are concerned with the
risk of higher interest rates and the pressure they could put on levered companies, investments and
consumers; however, we don’t expect these sectors to drag the US economy into recession.

Equities

Equity markets have remained upbeat after the initial unfolding of the Iran war. Losses in US stock
mndices after the closure of the Strait of Hormuz never exceeded 109, and their rebound from mid-
March lows has been astounding, the most rapid rise in US stocks since the 2021 rebound from Cowvid
lockdown lows, including eighteen straight days of ‘up’ days in the SOX semiconductor index during
April. Obwviously, much of this 1s due to the concentration of market capitalization in large technology
stocks which are m the midst of expanding by developing and incorporating Al and all the computing,
electronic and facility infrastructure to accommodate these new services and products.

In addition, the relatively energy and matenials self-sufficiency of the Americas, including North America
and the United States, has allowed North and Latin American energy and materials companies to supply
the rest of the world, supporting stock prices of many ‘old economy’ companies throughout the
unfolding of hostilities.

Thus, with US administration continuing its fiscal stimulus through the measures implemented n last
year’s One Big Beautiful Bill, augmented by the reshoring push for economic and national security
reasons, we continue to be constructive on US equity markets, despite very high valuations. The boom
m Al/tech buildout continues with numerous new announcements of new projects/expansions; their
implementation now just seems to be constrained by the power and materials needed to build these
expansions as quickly as they have been planned to be implemented.

We continue to be bullish on the building blocks needed for the tech and reshoring buildouts, namely
metals, materials, industrials and energy. Despite rallies in many of these stocks over the past few
months and sometimes years, their growth and profitability prospects continue to make many of them
attractive, and they continue to be a good hunting ground for new attractive opportunities.

Most tech and communications companies have recovered from their first quarter swoons, pushing US
valuations back to all-time highs, making many of these stocks less attractive on a going forward basis, as
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we see much of their growth already priced mnto the stocks. We are also a little concerned about the
euphoria around semiconductor stocks of all types; they have always been very cyclical due to their large
expensive sophisticated manufacturing faciliies. We don’t know how long the current boom will last as
we suspect double- or triple-ordering of chips (to enhance chances of getting needed supplies), an
unfortunate hallmark of past semi booms, might be artificially boosting demand that will abate when
real-world timelines crimp actual demand n the future.

One last concern 1s the possibility of an Al price war and how the stock market will react. There 1s very
definitely an “Al arms race” occurring currently, and we are concerned how the market will act when
losers are 1dentified. Chinese Al company DeepSeek has just introduced large discounts for its newest
Al module subscriptions, and we can see others jomning this trend in the US arena to try to drive others
out of the race, which has the possibility of hurting the whole Al trade and the current tech boom.

We still think our Essentials trade, emphasizing those things needed in developed economies, will
continue to pay off in 2026 and the future. We think metals, energy, materials, utilities, consumer
staples and pharmaceuticals will continue to be cornerstones in business and consumer budgets, and we
think that there continue to be attractive investments in these sectors.

As discussed above, European economies are some of the most exposed to higher energy prices and
delivery woes from the closing of Hormuz, so we continue to be less attracted to European equities.
They also have more regulatory, growth and competitiveness concerns compared to their brethren
worldwide. However, there are still some companies domiciled in Europe we find attractive, and we
think that Furopean defense companies, which have had quite a run over the past three years, are
attractive for the future as Europe 1s forced to rearm, at least somewhat. Strained relations with the US
point towards sourcing of defense products from domestic producers, a couple of which we find
attractive as mvestments.

We continue to like some Japanese stocks, including Japanese financials and conglomerates, which we
think will be important participants in the funding, construction and operation of technology and
mdustrial facilities in Japan, other Asia and possibly around the world, building similar operations to
those being built in the US.

We still like Latin America for investment opportunities, especially Argentina, Colombia and Chile.
We have not invested in Brazil at this time because we are wary of their left-leaning government, its
mvolvement with industry (especially Petrobras, the oil major) and its political future. We think Latin
America has opportunities in raw materials, energy, industrial and financial companies as governments
realize the merits of freer markets and opportunities for export to the rest of the world.

We continue to see China as mostly uninvestible, not only due to their corporate structures, but also for
the danger of conflict with the US which would lead to their delisting from US holders, much as Russian
companies were in 2022 after the Russian mvasion of Ukraine.

Bottom line: We think US markets will continue to recover from their Iran war swoon, despite their
very high valuations. The combination of mmnovation, fiscal stimulus, relative self-sufficiency in raw
materials and energy and its stability compared to other areas of the world will continue to attract and
keep capital in 2026 and the future. Our focus on materials, energy and essentials allow us to look for
opportunities around the world but with an eye toward safety and value preservation over time. We
think our mvestments incorporate margins of safety, growth prospects, relatively attractive governmental
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/ regulatory regimes and valuations, making our portfolios robust and equipped to withstand the
geopolitical and economic volatility we continue to see and anticipate to continue in the future.

Bonds

Bonds were mostly lower during the first quarter because of inflation fears, first from central bank
easy money fears but in March from higher energy prices which took their toll on bond investor
psyche. Notably, Treasuries did not act as the safe haven during wartime, a distinct change from the
“run to Treasuries” that has happened in the past during times of turmoil. In addition, private credit
funds/companies were buffeted even before the war by credit worries, redemption requests and a few
realized losses in a few funds. Energy price and accompanying economic uncertainly around the Iran
war and the closing of the Strait of Hormuz took their toll on bonds in general and specifically in
corporate credits, where spreads to Treasuries rose to Covid-era levels.

We continue to be bearish on bonds in general due to ballooning government budget deficits
worldwide and the tenuous situation of corporate profitability for lower rated credits and the ability to
service debt, in the case of both consumer and highly-levered corporate companies.

Treasuries had a poor first quarter, with mid-quarter gains erased by inflation worries during the initial
phases of the Iran war. Although shorter duration Treasuries have since recovered somewhat, the 30-
year T-Bond is still near multi-month highs near 5%, showing bond investors’ nervousness around
longer-term inflation pressures. Most notable, however, was the lack of a strong safe haven bid for
Treasuries as the US and Israel fought Iran, and Hormuz was eventually closed, against the will of the
US and much of the rest of the world. Obviously, the threat of skyrocketing energy and raw materials
prices worked against the appeal of Treasuries, but there seems to have emerged a possibility of
foreign (and US/offshore) buyers shunning a strong Treasury bond bid due to concerns that the US is
losing some of its hegemonic strengths with its inability to open Hormuz despite declaring Iran
virtually powerless and vanquished.

As part of this thought process, recent 10-year and 30-year Treasury auctions have tailed, where bond
rates ended up being higher than pre-auction trading in what’s called the “when issued” markets
(bonds are traded when the auctions are announced, and this ‘When Issued’ trading generally
converges with bond auction participants’ bids for bonds — when demand is less than supply, rates
move upwards until all bonds are auctioned. This is referred to as “having a tail” or “tailing.”
[Conversely, if there is more demand than supply, the auction “trades through” the When Issued
prices]). These tails, which are not usual, show further antipathy for Treasuries recently, a surprising
contravention to their typical safe haven status.

We aren’t the only ones concerned about this. None other than former Secretary of the Treasury (and
former Goldman Sachs head) Hank Paulson, who headed Treasury during the 2008 financial crisis, on
April 16™ called on US authorities to prepare a back-up plan to use in the instance of a “collapse in
demand for Treasuries” (!):

According to ZeroHedge in its end of day recap on 4/16/2026, Paulson said,

“We need an emergency break-the-glass plan, which is targeted and short-term, on the shelf, so
it’s ready to go when we hit the wall,” Paulson said in an interview for Bloomberg Television’s
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Wall Street Week with David Westin. Paulson said a breakdown in the $31 trillion market for US
government debt would be different from the financial crisis he dealt with while at the Treasury’s
helm two decades ago.

“As bad as it was,” the government had fiscal firepower to address the credit meltdown, he said.
“You can come in and clean up the mess.” But in the event of a US public debt crisis, “when you
hit the wall and you’re trying to issue Treasuries and the Fed is the only buyer and the prices of
the Treasuries are going down and interest rates are up, that’s a dangerous thing.” “People say,
when are you going to hit the wall? I obviously don’t know, it’s impossible to know,” Paulson
said. “When we hit it, it will be vicious, so we have to prepare for that eventuality.”

Notice he said “when we hit the wall” a number of times, not “if we hit the wall.” He sounds truly
worried that something might be imminent, and the recent behavior of Treasuries has us concerned as
well.

Corporate bonds, which had outperformed Treasuries pre-war, fell harder than Treasuries during
March as investors feared the possibility of recession and/or inflation from the Hormuz closing.
However, since the emergence of ceasefire talks, US corporate bonds, both investment grade and high
yield, have recovered more than Treasuries, showing investors’ renewed preference for US corporate
bonds as a better risk/reward than Treasuries.

High yield, the formerly best performing sector of the US bond markets, has suffered recently as more
credit concerns have hit lower-rated credits, as highlighted by private credit, discussed below.
However, as the stock market has recovered in April, high yield bonds have recovered strongly too.
We are still concerned about credit quality of lower quality bonds, so we will be steering clear of high
yield as long as concerns about private credit continue to circulate.

Private credit has taken center stage on the fixed income stage recently, due primarily to credit
worries, as the asset class is almost completely opaque as far as valuations, marks-to-market and
exposures are concerned. Private credit funds were essentially designed for long-term corporate and
pension investors (including insurance companies with long-term yield needs and investment
horizons), but they have found their way into retail and consumer portfolios in the past few years,
promising quarterly liquidity but not being able to accommodate withdrawal requests other than
“nominal” ones. While proponents like to cite that the whole of private credit only represents slightly
over $2 trillion of the $40-ish trillion in the US bond universe and thus any trouble couldn’t impact
the financial system, we cannot dismiss the risk so easily. Many private credit funds are leveraged, so
any distress in the markets could impact not only the equity portion of the funds but lead to losses that
would affect the borrowings, leading to credit losses among the lenders to these funds, which include
many of the large financial institutions in the US and abroad.

Some distress is already evident in some writedowns announced by a number of funds, and the
amounts of redemption requests received by a number of the funds, which generally have rules that
allow them to limit redemptions to 5% of holdings per quarter. Blue Owl, generally considered the
most aggressive fund manager in private credit, had 11% requested redemptions for the fourth quarter
of 2025 but 41% for the first quarter of 2026, showing investor panic and the distress that the financial
world sees swirling around the company. Other large private credit funds have also experienced
redemption requests exceeding the 5% threshold, and it has yet to be reported how many of these
companies will handle the excess redemption requests. The bottom line is that these loans are
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generally relatively small for corporate loans and are generally not traded in a secondary market,
meaning the ability to sell assets to raise cash is very difficult and usually can only be done by selling
a large portfolio of loans, which in the past have only been bought at a big discount to face value.

International bonds calmed somewhat from their highs in late 2025, but the turmoil in the Middle East
does not bode well for interest rates abroad, especially for those countries exposed to energy price-
induced inflation.

Japan’s 30-year bonds are an example of this. Backing off from their late 2025 high yields near
3.90%, Japanese 30-years traded to a low yield near 3.30% in early February, but energy and inflation
angst caused by Mideast fighting pushed yields back up near 3.80% in early March. Now, cooler
heads have prevailed and yields have settled out around 3.60% currently. We expect energy-induced
inflation will exacerbate goods and services inflation currently impacting most of the world, so we
expect Japanese yield to continue to climb (and thus bond prices continue to fall), continuing their
unattractiveness for us.

UK Gilt 30-year yields, after falling to multi-month lows in February just under 5.00%, have shot up
to 5.60%, a multi-month high, as inflation fears in Great Britain are combining with a soaring price of
jet fuel and diesel enough to scare bond investors. German and other EU bond markets are mirroring
these moves as energy prices soar and inflation is forecast to accelerate. As in prior quarters, these
international bonds have no attraction for us.

Bottom line: Bonds have had a rough few months, culminating in big drops in price (rising yields) due
to the Iran war. While we have cash for many clients in very short-term T-bills, longer-term
Treasuries are unattractive to us, and we are truly concerned that demand for Treasuries might have
problems in future auctions, especially when seeing recent auctions with weakening bid dynamics.
However, international bonds have performed even worse in many cases, making them also
unattractive to us as many countries wrestle with rising energy prices and building inflation pressures.
We also have shunned US corporate debt as more and more hyperscalers issue debt for their very
large expansions of data centers and computing resources. We see inflation hurting bond dynamics
for months and years to come.

Energy

Obviously, the energy world has been turned on its head with the shooting war breaking out in the
Persian Gulf. An age-old fear of most governments has been the closure of the Persian Gulf to
exports, and the Iran war has suddenly made that a reality, causing the removal of between 20-30% of
the world’s daily crude oil, energy products and LNG supplies. Recently, the ceasefire and
negotiations for resolution have led sporadic ship movement through Hormuz, moderating some of the
reactions of energy prices and financial markets, but we still don’t know the implications of the
Hormuz closure and how that will affect energy production, exports and prices going forward

However, we do have some thoughts on the current situation. Despite the International Energy
Agency’s (IEA) sudden change of message from “there’s too much oil” to “Oh sh*t! Conserve energy
because there will be shortages for the foreseeable future!,” the oil markets aren’t so sure that this
conflict will cause the energy availability damage that such a closure was always forecast to occur.
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While Middle Eastern-produced grades of oil (Dubai, for example) have traded as high as the
$170s/bbl for prompt delivery in late March, Brent crude, the worldwide standard for crude oil
pricing, traded only as high as $120s/bbl at the height of the bombing, while West Texas Intermediate
(WTI), delivered in Oklahoma, only peaked at approximately $116/bbl. While these are high prices,
WTI traded as high as $147/bbl in 2008 and $122/bbl in 2022 (during Russia’s invasion of Ukraine,
when it stayed above $90/bbl for about four months), showing that traders have bid higher prices in
the past during less catastrophic geopolitical and economic upsets. This argues that oil traders and
financial market traders see that there is plenty of oil around so that the closure of Hormuz can be
managed until a peace deal frees up upwards of 12-14 million barrels per day.

There are seasoned hands in the trading business that hint at governmental activity in oil futures
markets that have moderated price gains, but despite these rumors, much of the energy complex
continues to function and at prices that signal crisis but not catastrophe.

Our focus continues to be on demand, which appears to be nearly unaffected in the US and Europe,
and only partially in Asia, where many of the Persian Gulf exports end up. A proxy for oil demand is
usage of jet fuel, which statistically mirrors overall crude oil products usage, and currently, jet fuel
usage is outpacing usage in 2025, still showing year-over-year growth through March. In addition,
employment statistics are showing steady growth without notable layoff announcements. Refinery
throughputs are high and inventories are being drawn down worldwide, showing confidence in the
reestablishment of pre-war Gulf flows relatively soon.

This gives us confidence in holding our energy positions, which have performed extremely well but
will give back some gains when Hormuz flows normalize, as we’ve already seen since the ceasefire
was instituted in early April.

Again, we don’t know when “normal conditions” will return, but we do know that petroleum usage is
indispensable and inventories (both normal and emergency stores) have been used to the point of
serious concern. Thus, we think our energy positions will continue to perform well while their prices
will prove to be more volatile than usual.

Natural gas is as interesting as oil because at least some of Qatar’s LNG liquefaction trains have been
damaged and will take months to repair, putting more of the load of LNG supplies on other world
sources, including US sources. We think that will drive up prices of gas over time, as more non-
Persian Gulf supplies will be demanded by Asian and European end markets, even after Qatar returns
to full production. Thus, we think natgas and LNG companies around the world will have further
upside going forward.

Coal prices should also be the beneficiaries of interruptions in crude products and LNG interruptions.
Coal continues to be a well-used baseload fuel for heating and electric generation worldwide, and its
abundance and ease of transport compared to LNG and other volatile energy products makes it a
viable alternate fuel for countries around the world, for ease of procurement and price. However, coal
prices have barely benefitted from the Persian Gulf closure, and since the ceasefire, prices have
dropped to near pre-war levels. To us, this shows the world seems like it can handle the interruption
of Persian Gulf supplies without having to resort wholesale to coal usage. We are mildly bullish coal
but do not have extensive positions in the sector.

Bottom line: We have benefitted from our extensive energy positions, especially since the Iran war
broke out. We feel that the Persian Gulf interruptions will have at least an intermediate term impact
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on energy prices, and we feel that the companies we own will continue to produce capital gains and
dividends for us as the world continues to consume oil products, natural gas and coal in increasing
amounts, especially as the tech and reshoring buildouts continue to gather strength in the US, Asia and
beyond. We feel demand has not waned, and we continue to be bullish and are invested in a number
of companies in all aspects of the energy supply chain.

Currencies

Currencies were on the front pages last spring as the tariff tantrums roiled trade negotiations and
affected currencies for months. Then they disappeared as trade agreements were negotiated and tariffs
moved away from the headlines. Currency flows have resurfaced this spring as interruptions in
energy flows have put the spotlight on the US dollar, the Chinese yuan and Middle Eastern currencies.

The dollar was weak before the Iran war but quickly became a safe haven for money during the initial
phases of Iran war. Since the ceasefire was announced it has come off its recent highs but is still
higher than its levels over the past couple of years as the threat of more conflict drives some foreign
capital to the US. We don’t anticipate this strength to last long as Treasury debt sales will soon
resume, which will require leaning on foreign buyers to continue to invest in Treasury debt. Its recent
weakness and recent weak auctions could portend weakness in the dollar as the sheer amount of debt
becomes harder and harder to sell.

The Chinese yuan has been the mirror of the dollar, rising during the winter months but weakening
during the Iran war. With the announcement of the ceasefire in early April, the yuan has resumed its
climb as interest rates and growth prospects attract a share of worldwide capital.

The Iranian rial has, of course, collapsed, as Iran’s economy has borderline collapsed after the US and
Israeli attacks but interestingly, the Israeli shekel has appreciated all the way through 2026, and it is
even stronger in April since the ceasefire was announced, showing world investors’ opinion that Israel
has “won” the war and is a place in which one can invest.

Most other world currencies weakened during the Iran war but have recovered much of that weakness
in April.

Bottom line: Although the dollar has shown some early 2026 strength, we still expect political and
fiscal factors to put pressure on it during 2026. Most other currencies are relatively stable, although
the yen continues to be weak despite BOJ rate hikes, and the Chinese yuan continues to strengthen as
exports boom. We do not think currencies carry enough attractiveness currently to merit any of our
capital.

Commodities

Commodities prices rose sharply during the first two months of the first quarter, the result of worldwide
mdustrial growth and monetary dovishness from many world central banks. The US-Israeli attack on
Iran changed that, causing the energy prices to skyrocket, the US dollar to rally, world hquidity to shrink
and commodity prices to take it on the chin, although they were still higher for the quarter, in almost all
cases. Higher energy prices caused economic growth projections to be questioned and many non-dollar
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commodity economies were judged to see slowdowns, causing sellers to sell down the price of almost all
non-energy commodities. But the ceasefire stabilized commodity markets, which have mostly risen
since late March.

Precious metals led commodities higher during January and February, but they suffered price losses
during March as a number of Middle Eastern countries sold gold as a source of funds. A number of
producing countries had bought gold for reserve purposes before the Persian Gulf interruptions. These
gold reserves were the most liquid source of funds for them to use when their income from energy
exports were severely constrained by the Iramian blockage of the Strait of Hormuz.

We think Garrett Goggin, the editor of the Golden Portfolio newsletter, summed up the gold situation
well in his March 19, 2026 post:

“There’s no doubt gold is still in the bull market of a lifetime, but a correction was unavoidable.
In the 1970s, gold rose 4x by 1975, then corrected [approximately 50% - KS]. After reaching a
bottom in 1976, gold rose nearly 10x over the next five years to reach $850/0z in 1980. The
excesses are multiples greater this time. There is no one left to buy U.S. debt, especially after
more heavy-handed foreign policy.”

We continue to think that the multiple reasons to mvest in precious metals mnvestment and metals
miners continue to be mtact. The US 1s running large budget deficits and increasing its already large
debt load. To keep the economy running and be able to service its debt, the US must keep mterest
rates low, making gold more attractive compared to debt, especially Treasuries. The Iran war and its
aftermath will only lead to more defense spending by the US, increasing its deficits, and thus debt. The
US dollar will have a headwind as US debt will have to continue to be partially financed overseas. And
with Russia and increasingly China selling off their Treasuries, the dollar will be pressured downward,
mcreasing gold’s attractiveness versus dollar imvestments. Relentless inflation, now augmented by energy
mflation and the effects of energy product scarcity, is forecast to stay above the Fed’s 2% target, but
leaving the Fed little maneuvering room due to the need to keep US interest rates low to keep interest
rate costs manageable 1 our increasingly leveraged economy and local/state/federal governmental
budgets.

And despite their recent gains, precious metals miners are not only cheap compared to historical
metrics, they are expected to report extremely attractive earnings as first quarter metals prices were
much higher than fourth quarter prices, showing both favorable quarter-on-quarter and year-on-year
comparisons to prior earnings.

Finally, central bank demand for gold reserves appears to be continuing at recent levels for non-Middle
Eastern central banks. Silver supply/demand 1s in deficit for a sixth consecutive year as solar and
mdustrial uses continue to use more silver than is produced, with little to no silver mining additions
expected to augment supply for months or years. Thus, precious metals investments continue to exhibit
their attractiveness to us, and we expect to continue our overweighted positions in this sector, although
we constantly look for better opportunities both within the sector for upgrading current investments or
switching some of our capital to other investments that seem to offer better attractiveness.

Meanwhile, we expect the technology, industrial and manufacturing buildout occurring in the US and
other parts of the world to continue. The building of data centers, expansion of electric
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infrastructure/vehicles and the rapid ramp-up of power generation and associated distribution have
pushed copper, uranium, rare earth metals and other industrial metals higher in 2026, with copper
back to all-time highs in price as supply concerns keep pressure on prices. Data center construction to
support Al continues to increase, and green-lighted and financed projects will need materials and
connections for the next two years at least, even if there is a hiccup in supply or demand in 2026-27
(there have been analyses appearing recently saying that as many as half of projected data centers will
be delayed or even cancelled due to delays in construction permits, lack of available power,
manpower to build/operate and lack of electrical/facilities equipment). We think the sheer enormity
of the needs and the money behind making this buildout happen will help resolve some of these
problems and lead to strong demand for commodities to supply this part of the tech economy for years
to come.

Agricultural commodity prices have increased since the Iran war broke out, as low stockpiles and the
interruption of a major source of fertilizer in the Persian Gulf have combined to have users bid up the
prices of ag commodities. Increasing energy prices also typically contribute to higher agricultural
prices due to the high usage of petroleum products in all aspects of agricultural production.

Bottom line:

Precious metals continue to have excellent fundamentals despite their March pause of momentum,
pointing to higher prices in the near future and excellent earnings for mining companies. We continue
to maintain overweights in commodity investments and producing companies, led by precious metals
but also in industrial metals. Since we think the dollar will continue to weaken over time, and we
believe worldwide economic growth and industrial/Al/electrification buildouts will keep demand
high, we will continue to be overweight commodities/commodity producers until conditions change
appreciably.

Kanos Capital Commentary
We occasionally find articles that address today’s 1ssues and give a thoughtful and thought-provoking

viewpoint on our markets and resulting capital positioning. For our commentary this quarter, we are
sharing three such articles.

The first article from Bloomberg Opinions, which is typically dismissive of gold, is interesting for its
historical perspective and support of gold dynamics.

Gold Keeps Winning the Battle With Economists

April 7, 2026 at 11:00 PM CDT

By Aaron Brown

Aaron Brown is a former head of financial market research at AQR Capital Management. He
is also an active crypto investor, and has venture capital investments and advisory ties with
crypto firms.
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Gold is trading near $5,000 an ounce. And yet, in the middle of US and Israeli war on Iran
and as foreign central banks sell Treasuries to defend their currencies and bond yields rise
instead of fall, the precious metal has barely budged even as the world's monetary authorities
— the very institutions built to make gold obsolete — buy it at the fastest pace in a
generation.

This is not supposed to be happening. The economics profession declared gold a "barbarous
relic" a century ago and has spent most of the time since trying to make that verdict stick. It
keeps losing.

The opening shot was fired by John Maynard Keynes in 1924. The gold standard, he wrote,
was a primitive monetary technology that enlightened modern economies had outgrown. The
future belonged to managed currencies, run by expert institutions. His view largely prevailed
at Bretton Woods in 1944, where gold was kept as a nominal anchor — convertible to dollars
at $35 an ounce — but effectively demoted to figurehead status.

Round one to the economists. Gold was caged.

Or was it? On Aug. 15, 1971, President Richard Nixon announced that the dollar would no
longer be convertible to gold. Economists mostly cheered. Milton Friedman had long argued
that floating exchange rates managed by disciplined central banks were superior to the gold
standard's rigidities. The profession was nearly unanimous: Gold was a historical curiosity.
You couldn't run a modern economy tethered to something you dug out of the ground.

Gold's revenge was swift and embarrassing. Within nine years it had risen from $35 to $850
an ounce — a gain of more than 2,300%. The 1970s, which were supposed to demonstrate the
superiority of managed currencies, produced instead stagflation and a dollar that lost more
than half its purchasing power. Investors who held cash lost 87% of their real wealth. Those
who held the barbarous relic quadrupled theirs.

Round two to gold.

Federal Reserve Chairman Paul Volcker came out swinging in 1979 and soon raised interest
rates to 20%, crushing inflation and restoring the credibility of managed money. Gold
collapsed — from $850 in 1980 to $255 by 1999, an 85% real loss over two decades.
European central banks, in the ultimate act of institutional contempt, began actively selling
their reserves. The Bank of England sold 395 tons between 1999 and 2002, at almost the
exact bottom — a transaction that became known in the British press as "Brown's Bottom"
after Chancellor Gordon Brown, who ordered it.

Round three to the economists, decisively.

Then came 2008 and the global financial crisis. Lehman Brothers Holdings Inc. collapsed,
governments deployed trillions of dollars in emergency stimulus, and real interest rates
turned negative. Gold remembered its lines. From $800 at the depths of the crisis, it climbed
to $1,921 by 2011. The economists' institutions were visibly struggling. Gold, which has no
management, no board of directors, and no leverage, sat there looking smug.
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But the most consequential round in the modern era had nothing to do with inflation. It was
about something more fundamental: whether dollar-denominated assets are truly safe.

On Feb. 26, 2022, two days after Russia invaded Ukraine, the US and its allies froze $300
billion of Russian central bank reserves held in Western institutions. Every non-aligned
central bank got the message. Assets held in dollars, euros or pounds could be confiscated.
There was precisely one major reserve asset that could not be frozen by SWIFT, seized by
court order or inflated away by someone else's monetary policy. It cannot be hacked and it
doesn’t require trusting any institution or government.

Quick Fact: The amount of Treasuries held in custody at the Fed on behalf of foreign
central banks has dropped by $400 billion since peaking in 2021. Sources: Federal
Reserve, Bloomberg

Which explains why central banks bought a record 1,080 tons of gold in 2022, the most since
the gold standard era, and have maintained that pace since. The buyers were China, India,
Turkey, Poland, Singapore — countries that watched the Russian sanctions and drew their
own conclusions.

For the first time since 1996, global central banks now hold more gold in aggregate than US
government bonds. That milestone arrived quietly, with little fanfare, but it represents a
structural shift in how sovereign institutions think about reserves.

This is what separates the current gold rally from previous ones. Earlier bull markets were
driven by retail investors and inflation fears. This one is being driven by sovereign
institutions making a deliberate, long-term strategic choice. It is not inflation hedging. It is
geopolitical insurance. And it is a vote of no confidence in the system Keynes and his
successors built.

Which brings us back to the Iran war, and to gold near $5,000.

The conventional haven trade in every previous crisis since the financial crisis — the global
Covid-19 pandemic, Russia’s war on Ukraine, the European debt crisis — was into US
Treasuries. Yields fell, the dollar strengthened, and the system worked as designed. In the
Iran war, foreign central banks have sold $82 billion in Treasuries in five weeks. Yields have
climbed. The petrodollar recycling loop — Gulf oil revenues flowing back into US government
debt — has seized up as the Strait of Hormuz closes. And gold has held near record highs
throughout.

The pattern is now legible. Gold doesn't perform best when inflation is high. It performs best
when trust in monetary institutions is low — when the world's central banks look at their
reserve assets and quietly conclude they would prefer something no government can
confiscate. That condition predates the Iran war and will survive it.

Keynes was right that gold's monetary role is a convention, not a law of nature. What he

underestimated is how hard it is to replace a convention that combines liquidity, neutrality,
durability, and freedom from political risk — especially when the institution maintaining the
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alternative is also the world's largest debtor, the issuer of its own reserve currency and the
aggressor in a major war.

Gold has been making this argument for five thousand years. The economists have been
rebutting it for about three hundred. The current score, on points, favors the metal.

The second thought-provoking article comes from former hedge fund manager turned market
commentator Russell Clark. He has a long record of macro analysis and imvesting, and he feels that we
are at a turning point in macro markets at this ime. We thought that his thoughts were not mainstream
and were very interesting to consider.

RED BILL / BLUE PILL TIME!

Markets are offering two different choices from here....

RUSSELL CLARK
APR 21
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| have used the red pill/blue pill analogy before. | like using it because it does capture the

idea of do we choose to continue to stay in an artificial world, or do we choose to face
reality? | also like it as the original Matrix was filmed in Sydney, and in fact in the lobby of
UBS. The lobby that they destroy, was indeed the lobby | walked past everyday. | felt cool by
association.

MakeAGIF.com

It goes without saying, | am a red pill type of guy. Bull markets are about dreams - blue pills,
and bear markets are about realities - red pills. A lot of people are going to say the Al boom
is a blue pill. | disagree; Al boom is straight out of US Business Strategy 101 - spend as
much money as possible to try and destroy your competition - exactly what we saw with
Amazon, Netflix and other big tech companies. Capex as a moat. It’s just with Al; the
competitors have more money than any other corporates have ever had before. At some
point, someone will lose the Al fight, and cut spending - and when that is, | don’t know. And |
am more than happy to make money from Al plays where | feel the risk reward makes
sense. So no, blue pill, red pill does not refer to Al. It refers to bonds and interest rates. First
of all, plainly the US fiscal position makes little to no sense. With Donald Trump essentially
withdrawing US security guarantees - why would any foreigner want to own this “asset”?

Table 1.1. General Government Fiscal Balance, 2019-31: Overall Balance
(Percent of GDP, unless noted otherwise)

Prgactons
2019 2020 2001 20 2023 2004 X025 2006 20T 028 2020 2080 2031
World 35 45 £3 37 E0 -51 50 52 51 51 49 49 48
Advanced Economies 30 102 7.3 29 49 49 44 AB AT A7 46 46 45
Advanced Economies excl US A0 75 44 23 25 25 24 26 25 -24 -23 23 23
Canada o0 -10% -31 06 02 21 48 27 25 22 20 -17 -5
Euro Area 05 F0 51 <34 <35 <31 30 -33 34 -32 31 30 30
France 24 B9 B6 47 54 -5 51 40 48 -43 -38 -34 29
Germany 13 -44 32 49 25 27 27 A8 42 41 -39 38 37
Haty' 45 94 89 81 71 34 31 28 26 24 25 25 27
Spain® A0 100 67 46 -33 32 25 24 23 23 23 323 23
Jagan A0 @0 £3 42 24 7 41 20 24 29 33 A7 40
United Kingdom 24 129 75 46 60 61 54 A8 31 26 20 AT -6
United States 58 -141 -115 37 79 79 £8 -T5 T4 76 15 TS5 74
Other Advanced Economies 01 47 11 07 02 05 08 -1 08 09 08 08 08
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Much of the MMT model, which seemingly the current and former US administration lean
heavily on, was driven by the extremely low bond yields in Japan despite large fiscal deficits.
The problem is that yields are not low in Japan anymore.

30 Year Treasuries v 30 Year JGBs

() Yoar Treasuries 30 Year IGB

Since 2020, the best way to play this MMT approach is to be long SPX and short TLT. This
was the exact opposite of how | used to think about markets, and as | like to point out, is an
ideal market for passive. Many people say passive distorts markets, but | see the success of
passive being driven by a market that is very supportive of passive investing. In recent years,
we have seen some sharp reversals in this trend, but so far, the trend is still holding. | see
this as tremors before a bigger shock - but | could be wrong.
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Why is the SPX/TLT a blue pill type of trade? Equities are highly correlated to corporate debt
markets. The yield of KDP High Yield has rarely been lower in nominal terms.
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Or another way to look at it, US equities have never been more expensive relative to JGB

yields.

S&P Dividend Yield vs Japan 10 Year Yield
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So going back to the title of this Substack, “Capital Flows and Asset Markets”, my
expectation is that capital should look to leave the US at some point, which should become a
mutually reinforcing shock. As capital leaves, the cost of capital rises, which makes US
assets less attractive, causing more capital to leave, so on so forth. For me, the best sign of
this happening would be gold beginning to outperform the SPX. Why? Because in essence,
US fiscal spending has socialised all corporate risk - so if the US government gets into
trouble, everyone is the US is in trouble. And in that scenario, all US assets are unattractive.
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So, the red pill/blue bill analogy here is that gold and JGBs are saying that markets can see
yields going higher. High yield debt, and the SPX are saying yields are going lower. Looking
at a graph of US 30-year yield, market is in no man’s land. You can believe what you want to
believe here - blue pill or red pill.
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| think red pill from here - but if yields fall, AND gold falls from here - then we know we are in
a blue pill world, and the best trade will be SPX/TLT. But it does feel like a pivotal moment
for me - markets are confused, trend followers are all over the place. These are the moments
when big moves can happen - red pill or blue pill. We will find out soon.

Our final article comes from current hedge fund manager Eric Peters of One River Asset Management.
Mr. Peters 1s a regular commentator and has thoughtful opiions about markets. This article 1s most
mteresting because he gives some straight talk on how markets work and then quotes a master trader,
who he nicknames Bulldog, who gives us a succinct market opinion and how he 1s positioning and why.
Again, 1t gives a window nto how large pools of money position themselves, which we appreciate
hearing as we try to position your capital.

Hedge Fund CIO: "After This Market Rolls Over, Rates Are Going Back
To Zero, And The Fed Balance Sheet Will Balloon"

APR 20, 2026
By Eric Peters, CIO of One River Asset Management
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Iran has agreed to never close the Strait of Hormuz again. It will no longer be used as a weapon
against the world!” posted President Trump on Friday morning. The Nasdaq closed the week at
another new all-time high, extending its winning streak to thirteen days. It is as if nothing can
hold this market down for very long. Not a Persian excursion. Not another energy crisis. Not an
85% probability that Democrats take the House in November. Nor a 50% probability that they’ll
take the Senate. Not evidence that China helped Iran target US bases. Not the recent
congressional scandals. Not a fight with the Fed Chairman. Not even a fight between the
President and the Pope. It is generally true that a market that refuses to fall on bad news
must rally. And vice versa. But you tend to only discover the real reasons why that’s the
case after the move is mostly over.

One thing that continues to get too little attention is the chronic US federal budget deficit, that
has the effect of pumping a stunning amount of money into the system year after year. In 2026,
the deficit should be $1.9trIn, or roughly 5.8% of GDP. Some say it’ll be 7%. As defense
spending surges across our fracturing world, and governments race to secure supplies of critical
inputs, while rebuilding vital infrastructure (including Al), deficits will rise, along with the supply of
money. US money market funds are now $7.6trln, near record highs. A decade ago, they were
just $2.7trIn. And bank deposits are roughly $19trin today, up from approximately $9.5tIn in 2016.
That’s a lot of money, sitting in safety, not earning much of a return. The S&P 500 rallied nearly
200% in that 10-year period. The Case Shiller home price index is up 83%. And of course, the
US federal government debt has grown by $20trin in that period, roughly doubling to

$40trin. Back in 2016 the debt-to-GDP ratio was 75%, and now it’s 100%. That’s a lot of
cash to wash through the system.

* % %

“I got my last worthless option expiring tomorrow,” growled Bulldog on Monday. He had been
selling loads of put options on the S&P 500 into the panic of Trump’s Persian excursion. “| ain’t
selling another option for a long time, the next option | trade, I'll be buying puts,” grunted Bulldog,
one of the great trading talents. “It’s time for a blow off rally. This one’s going to be a parabolic
explosion.” Dawg lay sprawled on the floor, oozing drool, his lower lip packed with dip, always
Copenhagen. “And it’s just going to get steeper and steeper till gravity takes hold.”

“There’s a schedule to how you trade this stage of the cycle,” said Bulldog. “First, buy the
precious metals - and | don’t even want to tell how much | have.” He literally tells me every time
we speak. Dawg started buying after Russia invaded and the EU and US froze Putin’s
piggybank. “Then you buy guns, cause that’'s what everyone does once they own too much
gold.” Historically true. “Do you have any idea how many goddamn guns | own now?” asked
Bulldog, wildly worked up. “Three more than the last time we spoke,” | answered, confident,
correct.
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“This will probably be the biggest rally we’ve seen in our lives,” said Dawg. “The whole Al thing,
the infrastructure build out is real, the data centers are real, the foreign investment inflows that
Trump squeezed out of Saudi and all the others — that’s real,” he said. “Trump is blockading the
Strait. So now everyone’s got to buy oil from the US. They got no choice,” he said. “US GDP
numbers are going to be insane. Staggering. | don’t even know how high they could be,
but off the charts high. And everyone’s pessimistic and underinvested.”

“The sequence of what's happening is just unparalleled in terms of outcomes for the United
States,” grunted Bulldog. “This isn’t going to be a forever war. Iran’s not going to have the
uranium. The world’s going to get a massive bump from that. It probably will cost us a trillion, but
we’ll make a lot back from selling oil,” said Dawg. “So, we’re going to enter a sweet spot.” Once
we get through this war. “So, the dollar has probably peaked for this cycle, vol will grind
lower, and you tell me, the CTAs will need to keep buying stocks, right?” And | nodded.

“Trump’s excursion scared the living crap out of everybody because it was like PTSD from Iraq
and Afghanistan,” said Dawg. “But it's nothing like that, and pretty soon, everyone is just going to
settle in. Then they’ll be talking about data centers again. Al infrastructure. And it’s almost self-
reinforcing that people will be getting in because they fear missing it,” he said. “Hey Bob, you’re
retiring next month. Why are you buying Nvidia? And Bob will say, because it’s going up
and | got some cash! This blow-off rally will be something like that psychologically.”

Anecdote:

“What would be a staggering rally for the S&P over the next 3-6 months?” barked Bulldog, one of
the true trading greats. Whatever number | gave him, he was going to say something bigger.
“Yeah, 25% ain’t going do it,” he said, kind of disgusted with my answer. “A 35-40% rally from
here is what I'm seeing,” said Dawg.

“I've been waiting for this final leg for four years, and | obviously didn’t expect the Persian
excursion, but it’s the perfect catalyst to springboard things higher,” he said. “So, I’'m nosebleed
long stocks, recklessly long gold, silver too.” | mentioned his guns. “Yeah, guns of course,” he
said, laughing, finally. “And I’'m buying treasury bonds. Because after this market rolls over,
rates are going back to zero, maybe negative, and the Fed balance sheet will balloon.”

Dawg never cares who runs the Fed, because interest rate cuts and paper printing are its only
tools. “At the highs, the economy will be ripping, earnings too, the Al dream will be front and
center, it'll be bull market nirvana,” he said. “But once those shovels really start hitting the
dirt, the Al infrastructure trade will be over, and the market will hunt for what comes
next.” That's how markets work.

“Tell me what drove the 1989 blow off top in Japan.” So, | recounted the Nikkei boom/bust.
“Yeah, that’s what happened,” he said, a bit annoyed | knew. “That’s what I'm looking for here. A
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generational blow off top. And on the backside of this bull market, we're going to see relentless
selling by Baby Boomers. They own too much stock and too many big houses. There are not
enough young people to buy them all unless they get way cheaper,” said Dawg. “And the thing
about bear markets, is there’s always something you didn’t see coming. Al is like splitting the
atom. It's incredible technology. But it could be horrible for the average person. Who knows,
maybe that’ll be the death blow.”
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