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Rerouting 
Everyone knows the feeling. You are twenty minutes into a drive you have made a hundred times, the road ahead is clear, and then your GPS chirps: “Road closed ahead. 

Rerouting.” The destination has not changed. The car is in perfectly fine shape. But the familiar route is blocked, the estimated arrival time just got pushed back, and for a 
moment you grip the wheel a little tighter than usual. 

That is a reasonable way to describe what investors experienced in the first quarter of 2026. The road looked clear entering the year — a resilient economy, solid 
corporate earnings, and a Federal Reserve that had been cutting rates since late 2024. Then, in late February, the U.S.-Iran conflict closed the Strait of Hormuz, the twenty-one-
mile waterway through which roughly 20% of the world’s daily oil supply flows. The GPS chirped. The route changed. Crude oil surged more than +70% for the quarter, inflation 
expectations reignited, rate-cut hopes evaporated, and the S&P 500 declined 4.33%. It was an uncomfortable quarter. But the destination — your long-term financial goals — has 
not changed. And as we will show, the vehicles built for a long journey handled the detour far better than the headline suggests. 
Economic Backdrop - The domestic economy entered the quarter traveling at a steady pace. The ISM Manufacturing Index crossed above 50 in February — signaling expansion 
for the first time in nearly a year — suggesting the sector had found its footing before the detour arrived. Fourth-quarter corporate earnings growth remained solid, profit margins 
held healthy, and the Federal Reserve entered January still signaling its intention to cut rates two to three times in 2026. 
 Then the road closed. The Fed’s preferred inflation gauge, Core PCE, was already running near 3% — well above its 2% target — when crude prices began their ascent. Oil 
gained +13% in January on Venezuelan supply concerns and regional Middle East tensions, added another +4% in February, and then erupted in March following the U.S.-Iran 
conflict and Hormuz closure, finishing the quarter at nearly $100 per barrel. The average price of a gallon of gasoline rose nearly $1.00 since late February alone. It is worth noting 
that this road has been threatened before. During the Tanker Wars of the 1980s, Iran and Iraq repeatedly attacked oil shipping in the Persian Gulf, rattling energy markets and 
pushing freight costs to extraordinary levels. Routes were rerouted, prices gyrated — and yet the global economy absorbed the disruption and eventually moved on. Markets 
have a long memory for detours like this one, and that memory is ultimately a source of confidence, not fear. By quarter-end, the market had fully priced out its rate-cut 
expectations, with the possibility of a rate hike entering the conversation. The Fed now faces its own rerouting problem: cut rates and risk reigniting inflation; hold steady and risk 
slowing an economy already paying more at the pump. 
Equity Markets: The Rotation Beneath the Surface - The S&P 500’s -4.33% quarterly decline tells a story of averages — and averages can be misleading. Beneath the 
headline lay one of the most significant market rotations in recent memory. The equal-weight S&P 500, which assigns the same influence on every company regardless of size, 
gained nearly 1%. The Russell 2000 small-cap index finished up 0.89%. The Nasdaq 100, dragged lower by mega-cap technology, fell -5.82%. The gap between the average stock 
and the index-weighted result was nearly 5 percentage points — a chasm that speaks directly to the perils of concentration and the rewards of breadth. 

Value outperformed Growth in every single month of the quarter, finishing up 2.1% while Growth fell nearly -10%. At the sector level, the results read like a textbook 
study in geopolitics and asset prices. Energy surged 38%, fueled directly by the oil shock. Materials, Utilities, and Consumer Staples each gained more than 7.5%, as investors 
rotated toward the tangible, the defensive, and the essential. Meanwhile, Financials, Consumer Discretionary, and Technology each fell more than -9%. The gap between the best 
and worst-performing sectors exceeded 45 percentage points, and six of eleven S&P 500 sectors finished in positive territory — a breadth of positive performance that stands in 
sharp contrast to the narrow, tech-driven rallies of recent years. 

 A separate disruption unfolded in the technology sector. Multiple AI product launches in January and February — most notably the release of new agentic 
applications that suggested AI could replace entire categories of professional services rather than merely augmenting them — sent the software sector into a historic  
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non-recessionary decline of nearly -30% from its October 2025 peak, surpassing even the COVID-era drawdown in severity. 
Compounding the pressure on Financials, concerns emerged around private credit funds where several large asset managers 
limited investor redemptions. Regulators noted no sign of systemic risk — the private credit market is far smaller than the 
mortgage markets that triggered the 2008 crisis — but the headlines were enough to make Financials the worst-performing 
sector of the quarter. Together, these crosscurrents accelerated the rotation out of the prior cycle’s winners and into areas 
quietly overlooked. 

International markets, for the second consecutive quarter, outperformed their U.S. counterparts. Foreign 
developed markets declined only -1.12% while Emerging Markets held nearly flat at -0.10%. Latin America showed relative 
strength on commodity exposure; Europe and Asia faced headwinds from energy import dependence — a clear illustration 
of why geographic diversification belongs in a long-term portfolio. 
Bond Markets: Bumps in the Road - The Bloomberg U.S. Aggregate Bond Index finished the quarter essentially flat at      
-0.05% — a meaningful deceleration from the 1% or more it had returned in each of the prior four quarters. The 10-year 
Treasury yield ended at 4.32%, its highest level since June 2025, after briefly touching 4.45% in late March. The 2-year yield 
rose to 3.79%, up nearly 35 basis points, as markets adjusted from pricing in rate cuts to contemplating the possibility that 
rates may remain elevated through the year. Corporate credit spreads widened — the high-yield spread reaching its highest 

Important Disclosures Link  

since early 2025 — though they remain well below levels seen during past recessions and financial crises. The bond market is pricing in caution. It is not pricing in crisis. 
 Gold, meanwhile, hit a new all-time high above $5,000 per ounce early in the quarter before a surging U.S. dollar tempered its advance, finishing with a gain of 8.55%. The 
broad commodity complex surged 40%, its gains driven almost entirely by crude oil’s +70% advance — the most dramatic energy spike since the 1973 Arab oil embargo. 
Back on the Road - When your GPS reroutes, it does not tell you the trip is over. It recalculates and keeps going. Three things will determine how quickly markets find their way 
back to the original route. First: whether negotiations can reopen the Strait of Hormuz and ease oil prices — and here there is at least one encouraging signal. The U.S. Energy 
Information Administration projects prices declining meaningfully through the second half of 2026 as Strait transit gradually resumes, a sign the forward curve is not pricing in a 
permanent disruption. Second: whether the April and May inflation readings — the first data to fully reflect the energy shock — show prices stabilizing or accelerating. Third: 
whether the AI story settles into a more grounded view of what the technology can and cannot do. 
 Here is what the underlying data says in the meantime: earnings estimates have continued to rise even as stock prices have pulled back. Profit margins remain healthy. 
And history is clear that over the long run, stock prices follow earnings — when corporate profits grow, markets tend to follow. The Q1 decline was driven by uncertainty — not by 
a breakdown in the engine. The car is still running. The detour added miles and pushed back the ETA, but it did not change where we are going. 
 It is also worth noting what Q1 confirmed about the value of a well-packed vehicle. The average stock outperformed the headline index by nearly 5 percentage points. 
Value beat Growth in every single month. International markets held up while U.S. large-cap tech bore the brunt of the sell-off. Commodities — an easy asset class to overlook 
when technology stocks are making headlines — surged +40%. A diversified portfolio does not mean every position wins. It means no single detour can strand you on the side of 
the road. Q1 was a vivid reminder of exactly that. If history is any guide, the Strait of Hormuz will find its way back open, and the route will eventually clear. In the meantime, we 
remain committed to keeping you on the road, and we thank you for your continued confidence and trust. 
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2026 Performance Figures 
  Q1 YTD 

DJIA (Dow Jones) (3.19%) (3.19%) 

S&P 500 (4.33%) (4.33%) 

NASDAQ 100 (5.82%) (5.82%) 

MSCI EAFE (1.12%) (1.12%) 

Russell 2000 Small Cap 0.89% 0.89% 
Bloomberg US Bond 
Aggregate (0.05%) (0.05%) 

MSCI World All Cap (3.11%) (3.11%) 

   


