March 31, 2026

Market & Economic Commentary — Navigating Uncertain Waters

As we close the books on the first quarter of 2026, we find
ourselves in a world that feels less predictable than it did just
a few months ago. The quarter began with cautious
optimism—economic growth was holding up; inflation was
moderating, and markets seemed poised for a steady year.
Then, on February 28th, the landscape shifted dramatically
when coordinated U.S. and Israeli strikes on Iran triggered a
regional crisis that sent shockwaves through global energy
markets and tested the resilience of the economic expansion.

The Iran situation remains fluid as | write this letter. After
weeks of heightened tensions and a closing of the Strait of
Hormuz—a critical chokepoint for global oil flows—Iran and
the U.S. agreed to ceasefire talks in Islamabad. This is the first
direct U.S.-lIran contact since 1979, a historic development
that offers a glimmer of hope. However, the situation is far
from resolved, and the Trump administration has announced
a naval blockade to enforce the ceasefire terms. The path
forward remains highly uncertain.

The range of potential outcomes is incredibly wide—there is
significant potential for both large negative developments
and large positive resolutions. As a result, our preferred
portfolio positioning has shifted from emphasizing a more
growth orientation to a neutral mix relative to our usual
longer-term strategic allocation targets. We are letting
diversification play the lead role for now while remaining
prepared to respond dynamically, if and when, conditions
change.

The first quarter of 2026 was a tale of two very different stories.
For much of January and early February, markets continued
the momentum from 2025, with equities grinding higher and
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volatility remaining subdued. Then came the Iran crisis, and
the tone shifted sharply. By quarter-end, major U.S. equity
indices had posted losses, with the S&P 500 declining 5% in
March ending the quarter down 4.3%. Growth stocks bore
the brunt of the selloff, as investors rotated out of high-
valuation technology names and into defensive sectors and
commodities. Small-cap stocks, as measured by the Russell
2000 Index, fell a similar amount in March but ended up
positive for the quarter.

International developed markets, represented by the MSCI
EAFE Index, declined 10.3% in March, but kept their lead over
U.S. equities for the quarter, down only 1.2%. Emerging
markets fell in March 131% as measured by the MSCI
Emerging Markets Index; however, their lead through
February was substantial enough to outpace both
International and U.S. equities for the first quarter coming in
down only 0.2%. There was wide dispersion amongst different
countries, which was tied to whether a country was an
energy-importer or not.

The standout performer—by a wide margin—was the energy
sector, which surged for the quarter as crude oil prices spiked.
Brent crude, the global benchmark, climbed above $120 per
barrel at the height of the crisis, up roughly 75% from pre-war
levels. Energy stocks, which had been out of favor for much of
2025, suddenly became one of the most highly sought-after
assets in the market. The closing of the Strait of Hormuz has
reminded investors to pay attention again to “energy
security” which is the idea that reliable access to oil and gas
impacts economies and markets and that it matters in ways
that had been largely forgotten during the long period of
relatively smooth global trade. Commodities more broadly
also had a strong quarter with the Bloomberg Commodity
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Index, which tracks a diversified basket of raw materials,
posting a gain of 24.4%.

Fixed income markets struggled as Treasury yields rose on
inflation concerns. The U.S. Aggregate Bond Index was flat for
the quarter, a slowdown from late 2025 performance. The
spike in energy prices triggered fears of a renewed inflation
cycle, and bond investors priced in the possibility that the
Federal Reserve might need to hold rates higher for longer
instead of continuing to reduce interest rates as previously
expected.

Key takeaway: The first quarter reminded investors that
geopolitical events matter, and that diversification across
asset classes can provide meaningful protection during
periods of stress. Investments in energy and commodities
offset some of the losses generated by equities and bonds.

The good news is that, so far, the economic impact from the
Iran War has been more limited than many feared.
Manufacturing activity, which had been weak for much of
2024 and 2025, showed signs of improvement in March. The
purchasing managers' indices (PMls - a measure of
manufacturing activity) from the United States, the European
Union, and China moved into expansion territory for the first
time since 2022, suggesting that the underlying industrial
economy has more momentum than many had expected.
Consumer confidence took a hit initially but stabilized by late
March, and household spending remained surprisingly
resilient despite the spike in gasoline prices.

The labor market, meanwhile, continues to send mixed
signals. The February employment report showed a decline of
92,000 jobs, the first outright contraction in payrolls in several
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years. Some of these weaknesses may be noise—monthly job
numbers are notoriously volatile—but it also reflects a deeper
structural shift that is just beginning to come into focus.
Recent research from the Federal Reserve highlights that
labor force growth in the United States has essentially ground
to a halt, driven by reduced immigration and an aging
population. The so-called "breakeven" level of job growth—
the number of jobs needed each month just to keep the
unemployment rate stable—is now close to zero as well. In
practical terms, this means that negative monthly job growth
is just as likely as positive growth going forward, a historic shift
that has profound implications for how we think about the
economy.

Inflation, predictably, has re-accelerated. Headline Consumer
Price Index (CPI) inflation jumped to 3.3% year-over-year in
March, up from 2.7% at the end of 2025. Much of this increase
is attributable to energy prices, which have fed through to
gasoline, heating costs, and transportation. Core inflation,
which excludes food and energy, has been more contained,
running at 2.6%. The Federal Reserve views the current spike
as a supply shock rather than a demand-driven problem, and
officials have indicated they are prepared to "look through"
temporary price increases. The oil market agrees with the
Fed’s point of view. Today's Brent Crude Oil price may be
approximately $100 per barrel but oil for delivery in December
of this year is only priced at about $75. The oil market itself is
pricing in that the conflict will end sooner rather than later. If,
however, the conflict drags on and inflation expectations start
to drift higher, the Fed may find itself in a difficult position.

As | write this, a fragile ceasefire is in place. Talks in Islamabad
in early April were the first time since 1979 that U.S. and Iranian
officials sat down for direct negotiations. This is a significant
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diplomatic breakthrough, but it is far too early to declare
victory. After the first round of talks resulted in very little
progress, the Trump administration announced a naval
blockade to enforce the terms of the ceasefire, a move that
has been met with mixed reactions from allies and
uncertainty from markets. The situation remains highly
dynamic, and the risk of renewed conflict is very real.

Beyond the immediate crisis, the first quarter also brought
into sharper focus a longer-term trend that will shape the
global economy for years to come: the unwinding of
globalization. For the past 50 years, the world economy has
been characterized by ever-deeper integration, with goods,
capital, and people moving more freely across borders. That
era appears to be ending. Trade tensions, supply chain
disruptions, and now open conflict in a critical energy corridor
are all symptoms of a shift toward a world in which nations
prioritize security and self-sufficiency over efficiency and
interdependence. This shift will have major ramifications for
inflation, growth, and investment returns in the years ahead.

Key takeaway: The economy has proven more resilient than
expected in the face of the Iran crisis, but the situation is far
from resolved. Structural changes in the labor market and
the unwinding of globalization add layers of complexity that
will require careful monitoring.

Looking ahead, we see two very different primary paths for
the economy, each with meaningful probability. The
optimistic scenario—which we estimate a probability of 60%
to 75%—assumes that the ceasefire holds, the Strait of
Hormuz reopens fully, and oil prices gradually decline from
current levels. In this scenario, GDP growth for 2026 is
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estimated to come in around 1.5% to 2.5%, a modest but
acceptable pace. Inflation would trend back down toward
2.5% from over 3.0% by year-end as energy price pressures
ease, and the Federal Reserve would resume a gradual path
of rate cuts, delivering perhaps 0.25% to 0.50% of additional
easing over the course of the year. In this scenario, consumer
spending is estimated to continue to grow, supported by a
stable labor market and real wage gains, and business
investment would pick up as uncertainty fades. This is not a
boom scenario, but it is a scenario in which the expansion
continues and markets can move higher.

The pessimistic scenario—which is estimated to carry a 15% to
25% probability in our view—paints a much darker picture. In
this scenario, the conflict reignites or drags on inconclusively,
traffic through the Strait of Hormuz remains disrupted, and
oil prices stay elevated or move even higher. Economic
growth slows sharply, potentially to zero or negative territory,
as higher energy costs act as a tax on consumers and
businesses. At the same time, aggressive fiscal stimulus from
Washington—aimed at cushioning the blow to households
and supporting defense spending—transforms what starts as
a supply shock into an inflation problem. In this scenario, we
could see inflation rise to 4% or higher, even as growth stalls.
This would be a classic stagflationary environment, a period of
sluggish growth, high inflation and elevated unemployment.
This would leave the Federal Reserve stuck between a rock
and a hard place; raise rates to fight inflation and risk tipping
the economy into recession or hold steady and allow inflation
to rise. Neither option is appealing.

It is worth emphasizing just how wide this range of outcomes
is. In the optimistic scenario, we get moderate growth,
declining inflation, and a continuation of the bull market. In
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the pessimistic case, we get stagflation, a bear market, and a
potential recession. The fact that both scenarios are
plausible—and that we genuinely do not know which one will
unfold—is what makes this such a challenging environment
for investors.

There are also structural factors at play that will influence the
outlook regardless of how the Iran situation resolves. As noted
earlier, labor force growth has essentially stopped, which
means that future GDP growth must come from productivity
improvements. The good news is that productivity growth
has been strong recently, driven in part by investments in
artificial intelligence and other technologies.

Similarly, the unwinding of globalization is likely to be
inflationary over the long run. When supply chains are
optimized for efficiency and goods flow freely across borders,
prices tend to fall. When supply chains are optimized for
security and resilience, and when tariffs and trade barriers go
up, prices tend to rise. We are in the early stages of this
transition, and the full impact will take years to play out, but it
is a factor that investors need to keep in mind.

Key takeaway: The range of economic outcomes is
unusually wide. Investors need to be prepared for multiple
scenarios rather than betting heavily on any single forecast.

The wide range of economic outcomes translates directly into
a wide range of potential market outcomes. If the optimistic
scenario unfolds, we expect equity markets to likely make
new highs over the course of the year. Corporate earnings
have proven to be remarkably resilient, with no material signs
of weakening due to the war. If earnings can continue to grow
in the mid-single digits and if investor confidence returns,
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equity valuations could re-expand from current levels. Both
large-cap technology stocks and more cyclical sectors are
expected to benefit in this scenario, and international
equities, which are trading at attractive valuations, could
outperform. Bond markets would be expected to rally as well,
with yields declining as the Fed resume rate cuts and inflation
concerns fade.

Conversely, if the pessimistic scenario plays out, we could see
material equity declines. In a stagflationary environment,
there are very few places to hide. Stocks would be expected
to struggle with both declining earnings and contracting
valuations. Bonds would also struggle as inflation remains
elevated and the Fed is unable to ease. Traditional asset
allocations of 60% equities and 40% fixed income would be
vulnerable to losses in both stocks and bonds simultaneously.
Goldman Sachs has termed this type of environment a
"Balanced Bear," and it is not a pleasant scenario for most
investors.

Within equities, we see a few key themes. Energy stocks have
had a massive run and are now pricing in a pessimistic
scenario for the conflict. If the situation resolves quickly,
energy could give back some of its gains as oil prices
normalize. We are not chasing energy stocks at current levels,
though we recognize they provide a useful hedge in
diversified portfolios. International equities look attractive on
a valuation basis, but they are vulnerable to further shocks if
energy prices stay high, as many developed economies are
net energy importers. U.S. large-cap stocks, particularly in the
technology sector, have held up better than expected, but
valuations appear stretched with limited room for error.
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Regarding fixed income, we favor positioning close to long
term target allocations. Current yields of 4% to 5% on high-
guality bonds provide reasonable compensation for the risks,
and bonds continue to play an important role in diversified
portfolios as a source of income and stability. Credit spreads
are tight, meaning there is limited additional return available
from taking on credit risk. We are not making big bets in
either direction in fixed income.

The Ukraine and Iran Wars have demonstrated vividly how
real assets, commodities for example, can provide meaningful
protection for portfolios when traditional stocks and bonds
are under pressure. But the case for real assets extends well
beyond the immediate geopolitical situation. Structurally,
we are entering a period where inflation may prove
more persistent than it was during the 2010s, driven by
deglobalization, supply chain reconfigurations, and the
energy hunger of artificial intelligence. Additionally, years of
underinvestment in real assets like infrastructure and mining
production have left supply constrained in many areas,
creating conditions where even modest demand growth can
lead to meaningful price increases. That said, real assets can
be volatile and can experience sharp drawdowns when
growth slows or when geopolitical tensions ease, so we are
not suggesting a large overweight, rather, a modest, strategic
allocation.

So how are we navigating this environment? The short
answer is neutral and diversified. Given the wide range of
potential outcomes, this is not the time for aggressive
directional bets. The downside risks are too significant to
ignore. At the same time, the upside potential in the
optimistic scenario is real and meaningful, and we do not
want to be overly defensive and miss a recovery. Our preferred
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approach is to maintain asset allocations that are roughly
in line with long-term strategic targets, ensure broad
diversification across asset classes and geographies, and
remain prepared to respond dynamically, if and when, the
situation changes.

Diversification is doing exactly what it is expected to do in this
environment. As previously mentioned in the overall market
recap, energy and commodity exposure served as a hedge
against the downside scenario, offsetting some of the losses
in equities. Bonds have provided income and stability, even if
total returns have been modestly negative. International
equities have offered valuation support. No single asset class
is expected to thrive in all scenarios, but a well-diversified
portfolio is designed to help navigate a range of outcomes,
which we believe is especially important right now.

Key takeaway: The potential for both large gains and large
losses argues for a neutral, diversified approach. We are
positioning for multiple scenarios while remaining ready to
respond as conditions evolve.

The first quarter of 2026 was a reminder that the world
remains an uncertain and sometimes dangerous place. For
much of the past decade, geopolitical risks were something
that analysts wrote about in footnotes but rarely seemed
to matter for markets. That has changed. Recent events
have forced investors to confront the reality that energy
security, regional conflicts, and great power competition
are not abstract concepts—they have real and immediate
consequences for economies and portfolios.
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As we look ahead to the rest of 2026, we are guided by four
core principles. First, diversification matters more than ever.
When the range of outcomes is this wide, no single asset class
or strategy is expected to provide all the answers. Second, this
is not the time to make rash decisions based on headlines or
short-term market moves. The situation is fluid, and clarity will
come with time. Third, flexibility is critical. We are prepared to
adjust our positioning as new information becomes available,
and we will not hesitate to act if the facts change. Fourth,
perspective helps. The U.S. economy and global markets have
weathered crises before and have emerged stronger. We
have every reason to believe that will be the case again, even
if the path forward is bumpy.

In keeping with our Midwestern roots, we believe in prudence,
pragmatism, and long-term thinking. We do not have a
crystal ball, and we are not going to pretend to know exactly
how the Iran situation will resolve or what markets will do over
the next six months. What we aim to do is construct portfolios
that are designed to handle a range of scenarios, manage risk
thoughtfully, and adjust as the landscape evolves. That is our
commitment to you, and it is the approach we will continue
to follow in the months ahead.

This commentary is distributed for informational purposes only. Investing involves the
risk of loss, including the possible loss of principal. Charts and graphs are for illustrative
purposes only and should not be relied upon for investment decisions. Market and
economic data and charts have been obtained from third-party sources which we
believe to be reliable, but we do not guarantee the accuracy or completeness of such
information. Past performance of a security, fund, strategy, asset class or index is not
indicative of future performance. Opinions, estimates, forecasts, thoughts on asset
classes and statements of financial market trends that are based on market conditions
constitute our judgment as of April 2026 and are subject to change without notice.
References to strategies, asset classes, and financial markets are for informational
purposes only and are not intended to be and should not be interpreted as investment

advice or recommendations. This material does not take into account a client’s particular
investment objectives, financial situations, or needs and is not a recommendation, offer,
or solicitation for the purchase or sale of any security or investment strategy. Any
references to risk management are not guarantees and are not meant to convey that
the referenced investment activity has no or little risk. Diversification, asset allocation
and rebalancing do not ensure a profit or guarantee against a loss. There can be no
assurance that objectives will be achieved or that our investment process will succeed.
Indices shown are widely followed and unmanaged. It is not possible to invest directly
in the indices. Index performance does not reflect the deduction of advisory fees,
including costs, or other expenses. This information is provided for general market
context and does not represent the performance of any advisory portfolio or investment
strategy. This presentation is confidential and may not be shared or redistributed by the
recipient without our express consent.
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