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2"4 Quarter 2026 — Strategy Newsletter

e The shock of war on the global economy has yet to be seen, but the US looks strong.
e After such a shallow stock market correction, is it possible the market is undervalued?
e Previously falling inflation intersects with attractive pricing for certain bonds.
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The war in Iran and across the Middle East
disrupted energy supplies in the region. The $751
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Because of this, oil prices jumped in the 5 [
short term. Brent crude peaked near $120 ( Manufacturing
per barrel before falling back below $100. 10
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Stocks fell sharply in March after strong
gains in the prior two months. Small- and
mid-cap stocks, along with international
value stocks, were bright spots.

U.S. Equit 1Q 2026

Large Cap Stock

S&P 500 -4.3%
Small & Mid Cap

S&P 400 Mid Cap 2.4%
S&P 600 Small Cap 3.5%
All Cap Style Indices

S&P 1500 Value 0.2%
S&P 1500 Growth -7.3%
International Equit 1Q 2026
MSCI EAFE -1.1%
MSCI EAFE Value 2.2%
MSCI EAFE Growth -4.6%
MSCI Emerging -0.1%
MSCI EM Value 1.2%
MSCI EM Growth -1.4%

The U.S. market fell about 9% at its lowest
point in March. During this period, the
market’s price-to-earnings (P/E) ratio
dropped by roughly 16%. This was similar
to April 2025 and marks the fifth time since
2018 that forward P/E ratios fell this much.
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Each dot below represents a month in the
past 15 years. Over the past 15 years,
higher profit margins have generally led to
higher valuations. Today, however, the
market’s valuation is well below what
history suggests given current profit
margins near 15% for the S&P 500.

Profit Margins Have Driven PE Ratios Higher
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In other words, the market looks
undervalued when considering how
profitable the S&P 500 Index has become.
The only time it was this far below the
expected value line were during market
selloffs in 2011 and 2022.

During those periods, investor sentiment
became quite bearish. This selloff
happened so swiftly that positioning of
investors and confidence among investors
dropped, but not to the levels of the past. If
the conflict in Iran continues to deescalate,
investors can continue to focus on the
strong earnings growth across US large
caps, small caps, and international markets.

We continue to hold equities at our strategic
weightings across the asset allocation
frameworks.
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see value in select bonds in longer

maturities.
The 10-year Treasury yield whipsawed
during the quarter. It started at 4.14%, fell to Municipal Bonds
3.95% in February. As oil prices and o Veld to Worst
inflation expectations increased, yields 5% |
spiked higher to 4.43% and ended the A% |

quarter at 4.31%.
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Even with the volatility of risk assets, high
yield corporate bonds shrugged off the pain.
These usually trade in sympathy with
stocks since the borrowers are below
investment grade companies.

Before the spike in oil prices, inflation
outside the U.S. was much lower. That gap
may narrow in the coming months. Bond
markets have priced in higher yields and
pushed back expectations for rate cuts by

the Federal Reserve. ) , )
Spreads had a sharp rise and fall — just like

in 2025. After crossing back through the
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Total Household Equity Exposure

As a % of Financial Assets held in Stocks, Mutual Funds, & Pensions

% 7

65%
Markets today balance lower valuations and
strong earnings against a culture of high 60% 1
risk-taking. From betting markets and g %% A rversae
crypto to options trading, speculation is 5 50% [ ="
easy and widespread. < 45% |
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Investors now hold a higher share of stocks a5% |
than ever before. This may continue over s I, . | ’ .
time as more people invest through 401(k) 2000 2005 2015 2020 2025
plans and mobile trading apps. Still, when o L520 st e sttt
positioning becomes too one-sided,
markets can also move the other way.
Remaining diversified and disciplined
remains the most reliable way forward.
Asset Allocation Frameworks
Income | Conservative | Balanced | Moderate Growth
Asset Class Strategic Strategic Strategic Strategic Strategic
Equity 23% 38% 53% 68% 83%
U.S. Equity 15% 24% 33% 42% 51%
International Equity 6% 1% 15% 20% 24%
Emerging Markets Equity 2% 4% 5% 7% 8%
Fixed Income 77% 62% 47% 32% 17%
US Fixed Income 69% 56% 42% 29% 15%
Global Bonds 8% 6% 5% 3% 2%
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The risk designations are relative only to the five Strategic Allocation targets and do not
represent comparisons with any other investment or risk of the overall strategies.

This information is not intended as a recommendation. The opinions are subject to
change at any time and no forecasts can be guaranteed. Investment decisions should

always be made based on an investor's specific circumstances. Investing involves risk,
including possible loss of principal.
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