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AI spending and the Middle East remain the two dominant forces driving market direction, mainly in a positive direction.
The past month is best characterised by resilient equities (again), volatile but generally weaker U.S. Treasury markets,
and falling oil prices.

So far in June, equity investors have shown their usual ability to ignore unpleasant developments. On 2 June, the S&P 500
reached a fresh record high of 7,609 before yoyoing since then. The Nasdaq’s June chart mirrors the S&P 500’s: it too set
a new record, then sold off 7% between 2 and 10 June before rebounding 5.3% and threatening new highs. Year-to-date,
the S&P is up c. +9.5% and the Nasdaq is up 12.58%. The Nasdaq continues to outperform all other major equity
markets, buoyed by anything remotely connected to artificial intelligence. 

The oil market is the clearest signal of the improving Middle East snafu. On 16 June, the Brent price fell by roughly 5%
and now hovers around $75, compared with $93 at the start of June and $115 at the start of May. The oil price is now at
its lowest in months and heading towards a more normalised price, with a lower probability of further significant supply
shocks. That said, we are alive to the diplomatic uncertainty at the talks in Switzerland, which serves as a clear reminder
that geopolitical risk remains very much alive.

While equity markets remain confident, the bond market signals caution. U.S. Treasury investors remain caught between
conflicting forces. On the one hand, lower oil prices will ease inflation fears. On the other hand, the U.S. Federal Reserve
Bank’s recent hawkish tilt points to interest rates being held steady for longer, and possibly a hike next. As a result, U.S.
government bonds have endured another uncomfortable month. The 2-year bond attracted most attention, with yields
rising fastest. Bond prices fall as yields rise. The 10-year Treasury yield climbed slightly but remained contained around
4.5%. A range-bound 10-year yield between 4–4.5% creates the certainty needed for continued investment in risk assets. 
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Market Outlook
U.S. indices recovered strongly despite a jolt higher in front-end bond yields, lingering inflation concerns, and geopolitical
tensions. The US-Iran deal facilitated a relief rally in equities. It was positive for risk assets, and peace is always welcome.
The durability of the deal remains questionable, given that previous red lines for President Trump have been ignored
and Israel continues to ignore everyone. For now, we’ll draw on the positive. We still expect the Strait will reopen, at least
partially. Certainly, the prospects of a long-term ceasefire have improved dramatically. 

Since our May newsletter, we have observed subtle shifts in the market outlook. The U.S. Federal Reserve Bank has a
new chairman, Kevin Warsh; his first meeting as Chairman was on 17 June. 
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During the subsequent press conference, the new Chairman’s remarks were slightly hawkish, emphasising the Federal
Reserve Bank's commitment to price stability and citing its track record in combating inflation. This marked a shift in
messaging. So far this year, the Federal Reserve Bank's messaging has had an easing bias, and some investors were still
hopeful of a rate cut. The probability of the next move is now skewed towards a hike before the end of 2026. As a result,
the two-year US interest rate rose sharply.

All 12 members of the FOMC voted to keep rates in the 3.5% to 3.75% range for the fourth consecutive meeting. June
2026 was the first meeting with unanimous agreement since June 2025. December 2025 was the last rate cut.

Chairman Warsh’s new style was immediately evident in a much shorter statement than usual. That said, the statement
acknowledged the resilient labour market as justification for abandoning the Federal Reserve Bank’s prior easing bias.
The initial reaction was a pullback in equities, with higher rate expectations weighing on risk assets, as is normal. Better-
than-expected nonfarm payrolls in June, combined with above-target inflation, turned the tables on interest rate
expectations. 

Half of the voting members of the U.S. Federal Reserve Bank indicated in their latest dot plot that they are in favour of
higher rates this year. The dot plots showed a material upward revision in rate expectations, with the median 2026 dot
higher by 40bp, 2027 higher by 50bp, and the 2028 dot higher by 30bp.

We believe the 2-year is likely to stay volatile on data releases, while our central case is for the U.S. 10-year yield to
remain range-bound between 4.00% and 4.50% over the next 12 months. 

As a side, during the press conference, Chairman Warsh outlined that he will re-examine U.S. Federal Reserve Bank
functions with a view to reforming. One to watch. 

AI Capex and its potential impact on the Magnificent 7
In a sign that AI supremacy is poised to be the ultimate winner-takes-all technology, mega-cap tech companies have
recently begun pausing share buybacks and issuing fresh equity. This marks a new departure. Big tech companies are
being forced to change their ways.

For years, big tech companies have achieved massive profitability through super-efficient scale and rolling out software
with relatively low capex per customer. It appears that their capex-lite business model may be coming to an end. 

The rollout of AI by a handful of hyperscalers will be considerably more capital-intensive. This new paradigm will put
pressure on their balance sheets and remove one of the pillars supporting equity markets in general. 

Big tech’s insatiable appetite for capital has forced it to raise fresh equity for the first time in decades. For decades, large
tech companies have not raised fresh equity; there was no need. They lived well on free cash flow and cheap debt.
They’ve been cash cows, returning capital to investors through share buybacks and debt-funded acquisitions. But now,
the cows are eating the cash as fast as they can. AI enablers' demand for capital to fund infrastructure build-out
continues at breakneck speed, pushing into new markets. Large-scale redundancy programmes and debt capital can
only do so much in the capex cycle of AI build-out. 

Consider Microsoft, Amazon, Meta, and Alphabet, whose estimated aggregate capital expenditure on AI will be 
USD 725 billion in 2026,  and are forecast to spend more in 2027 per JP Morgan.

On 2 June, Alphabet announced an $84.75 billion equity raise to fund its vast AI infrastructure and meet unprecedented
customer demand. Alphabet’s equity raise was reportedly the largest ever second-round equity fundraising. It included a
$10bn share sale to the US investment group Berkshire Hathaway. Alphabet shares fell as much as 4.4% on the
announcement.

Alphabet is just one of many equity raises expected in the AI sector. Meta is rumoured to be considering a fresh equity
raise.  Anthropic, which makes the Claude chatbot, and OpenAI, maker of ChatGPT, have filed for IPOs valued at 
c.USD 1 trillion each, based on previous private funding rounds; two huge valuations.  Add to this the recent SpaceX IPO,
and the market will have to absorb well over USD 4 trillion of equity expansion. 
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This could have implications for the equity market. U.S. mega-cap tech companies have partially underpinned the
resilience of equity prices through share buybacks, often in the face of challenges such as stretched valuations, rising
interest rates, and wars. Buybacks create demand, provide momentum, and stimulate recoveries after wobbles.
Removing this crutch could alter the shape and speed of recovery. The main consequence could be longer recovery
times after market sell-offs.

Commodities
The outlook for the second half of the year depends on the strength of the Middle East deal. The resumption and
normalisation of traffic through the Strait of Hormuz will re-establish traditional supply chains and reinvigorate global
growth, especially in emerging markets where the oil price shock had the most acute impact. Nonetheless, we expect oil
prices to trend lower, assuming the strait remains open for the foreseeable future. We do not believe the U.S. has the
appetite for more conflict.

In the coming months, the downward trajectory of the oil price will be shallower than in the last few weeks, given the
need for global reserve replenishment. Governments will be keen to build larger stockpiles of key commodities to
mitigate the risk of future disruption, which supply growth will accommodate without causing a spike in the oil price. 

Ultimately, the oil price will fall as supply increases. Over the medium term, we expect the oil market to be in surplus
over the next 12 months and settle in the $60-$70 range. We do expect sporadic continuing skirmishes, especially
involving Israel and Hezbollah, but these will not impact financial markets, and negotiations and fighting will become
more localised.

Away from energy, we see agricultural commodities trending higher due to the impending El Niño. We expect continued
strong support for copper and aluminium as the AI infrastructure and electrification supercycle plays out.

And finally, a word on SpaceX
SpaceX is undoubtedly an extraordinary company. It launches rockets more frequently than some airlines operate flights
and has transformed the economics of space travel. It has taken valuation discipline into orbit, too. The stock's post-
listing enthusiasm briefly made SpaceX more valuable than several of the world's largest aerospace and defence
companies combined. 

Investors seem willing to capitalise not only on the profits the company might generate on Earth, but also on
hypothetical profits from Mars, the asteroid belt, and perhaps whichever galaxy Elon Musk decides to colonise next.
When investors begin valuing future cash flows that may require interplanetary immigration approval, it is a sign that
expectations have become somewhat ambitious.

SpaceX is a good example where the market will need to soak up all the staff and private equity shares from employees
and early investors who will surely want to cash out, at least partially. Their unsold stock may overhang the public
markets for years.

In a far less widely reported development than space-based data centres, which sound expensive to me, the Chinese
successfully completed their first subsea data centre, using submarine technology and free seawater for cooling. Now,
I’m no data centre engineer, but that sounds cheaper and more maintainable if you ever need to upgrade a chip.

One book recommendation for this holiday season. And yes, of course, it is AI related.

Project Mavin: A Marine Colonel, His Team, and the Dawn of AI Warfare. (God help us).

Have a good month.

Kind regards,

Conor Spencer.

June 2026.
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Risk Warning
This document is intended solely for use by professional investors and advisors. Opinions expressed, whether in general or both on the
performance of individual securities or funds and in a wider economic context, represents the view of the fund manager at the time of
preparation and may be subject to change without notice. This document may refer to past performance, which is not a guide to current or
future results. All statements in this document, other than statements of past performance and historical fact, are “forward-looking
statements”. Forward-looking statements do not guarantee future performance. This document should not be interpreted as giving
investment advice or an investment recommendation. It is produced solely for information purposes only and may not be copied or
distributed without expressed permission. ICM is licensed to conduct business in Bermuda pursuant to S129A of the Companies Act 1981.
Registered in Bermuda under the Investment Business Act 2003 to carry on investment business. The information in the title banner is as at 
31 March, 2026. Issued and approved by ICM Limited. 

ICM Limited | Head Office
34 Bermudiana Road | PO Box HM 1748 | Hamilton HM GX | Bermuda
www.icm.limited Subscribe to our newsletter on icm.limited

Source Data: ICM, Bloomberg as of 31 May, 2026.
[1] 'Magnificent 7' earnings rush reveals AI spending surge, with hyperscaler capex set to reach $725 billion in 2026
[2] Meta weighs big equity raising to finance AI infrastructure, FT reports | Reuters
[3] Anthropic Funding Round to Top $30B: $900B Valuation Would Surpass OpenAI as Most Valuable AI Startup
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