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| planted a blueberry bush in the summer of 2023. Last week, it finally yielded its first fruit. The

berries tasted delicious; | guess I'm an organic farmer now on top of managing money.

There was just one problem: there were five of them. Five. Three years is a long wait for such a
thin harvest. Don't worry, I'm not turning Columns into a farming newsletter. But there's a real

connection here to A.l.

| love A.l. and use it daily: editing, picking apart cash flow statements, even programming my
workouts and nutrition plans. And yet, as much as | lean on it, from a pure business standpoint A.l. is
similar to my blueberry bush: not many berries yet. According to Bloomberg, the big 4 of Google,
Microsoft, Amazon and Meta are spending $725 billion on their A.l. buildout this year. Simon Ree
estimates that against nearly three-quarters of a TRILLION dollars, the industry's only throwing off $35
billion in revenue. Ree breaks it down in terms anybody can understand-that's $20 spent for every $1

that comes back. It feels a little lopsided.

| believe in A.l, and own the hyperscalers doing the spending. Still, after the run we've seen in
2026, | wouldn't be shocked by a healthy pullback in the semis and A.l. names. I'm not negative, just a

little cautious.

2026 is in rare company. Over the last three decades, S&P 500 earnings have grown more than
20% only six times: 1995, 2003, 2004, 2010, 2018, and 2021. Goldman just raised its 2026 earnings-

growth target to 24%. Great news, right?

Usually, yes, as in five of those six years, the S&P delivered double-digit returns. It's 2018 that

sticks out. That's the year Jerome Powell effectively canceled Christmas with high interest rates.



Christmas Eve is normally a victory lap as the market drifts higher on light volume. 2018 was a
different story: that Christmas Eve, the Dow plunged 653 points, nearly 3%. The year ended with the
S&P down 4% despite 20% earnings growth. Talk about coal in your stocking. The good news? That
was the low and once the Fed blinked and paused hikes in January, stocks clawed back about 15% by

month's end, the best January since 1987.

2018 is in the conversation because 2026 may rhyme with it. Earnings are on fire, but so are
interest rates. The May jobs number came in smoking hot last Friday, June 5th. The downside: not
only are rate cuts off the table for now, but we could also be staring at rate increases as early as

September.

The wrestling match from last month’s Columns is more relevant than ever: oil prices are
driving inflation higher, and we need the Strait of Hormuz open ASAP for some relief. The silver lining
may be the stat we referenced last month: oil spikes tend to push inflation down over the following 12
months. Paying more at the pump acts as a black hole, potentially crushing consumer spending on
everything else. The timing is everything. If the economy stays hot and we get an end to the war, that

could potentially catapult the market higher.

The best case from that would be: inflation dies, growth holds, and we pick up the bullish
tailwinds that have historically run from a midterm Election Day through the following year. Since
1950, the S&P 500 has finished higher in all 19 twelve-month stretches following a midterm election.
No guarantees, but history has experienced nineteen for nineteen and never once red. The average
gain? About 15% Plus, most important of all, it would give new Fed Chair, Kevin Warsh, a chance not

to hike and that could be the most bullish development of all.

Ugly!

There's no other word for Friday, June 5th. Stocks got smoked with the S&P 500 off 2.6%, its
worst day since October. As | mentioned above, stocks were overdue for a breather after the big

recovery since early April.

I'm looking past the drop for a positive, and | may have landed on one: a big spike in

negativity. (Hat tip to HB Market Strategies for this one.) There've only been seven instances, so the



sample's smaller than | typically like. To qualify, the S&P had to fall more than 2.5% in a day and the
VIX, Wall Street's fear gauge, had to spike more than 39%. Friday cleared both bars. That kind of fear

flushes out the weak hands.

Stretch the lens out and it has historically turned positive: a median gain of 8% at six months,
11% at nine, and 16% a full year out. The six-, nine-, and twelve-month windows were all positive,
seven for seven. Again, no guarantees, but what | like even better is an average drawdown of 5% over
the next month. This would give us a shot at picking up some of our favorites a little cheaper than
today, and if history holds, those buys could play out well over the next year. If you have any

comments, feel free to contact me at heddins@capital-invest.com or call me at 919-656-0836.
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