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First Quarter 2026 Market Summary

The first quarter of 2026 was marked by heightened market volatility, driven
primarily by escalating conflict in the Middle East. In February, unexpected
airstrikes involving the United States and Israel unsettled global markets.
Equity prices fell, oil prices rose, and investor confidence weakened amid
persistent concerns about inflation, labor market conditions, and spending
related to artificial intelligence (Al) infrastructure.

U.S. stock market performance was uneven during the quarter, with the S&P
500 down -4.35% and the NASDAQ falling -6.96%. Broader and
smaller-company measures performed better, as the S&P 500 Equal
Weighted Index rose 0.61% and the Russell 2000 gained 0.93%. These
differences reflect continued concentration in large technology stocks and
more resilience among smaller and more broadly diversified companies.

International stock markets modestly declined during the quarter, with the
MSCI EAFE Index down -1.09%. As geopolitical tensions increased,
investors moved toward the U.S. dollar, which strengthened slightly. While
international markets led performance in 2025, stronger dollar conditions
have weighed on non-U.S. returns thus far in 2026.

Bond markets were relatively stable overall, with the Bloomberg U.S.
Aggregate Intermediate Index up 0.05% for the quarter. Municipal bonds
performed slightly better at 0.59%, and high-yield bonds struggled amid
increased concerns around private credit markets.

Geopolitical Unrest and Energy Prices

Geopolitical tensions became a key driver of market weakness late in the
quarter. Markets were generally steady through January and February but
declined as conflict intensified toward the end of February. The most visible
impact has been on energy markets, with higher oil and gas prices flowing
through to consumers. Rising fuel costs can reduce household spending
power and slow economic activity. While the U.S. is far more energy
independent than in previous decades, global pricing still influences
domestic energy costs.




Energy Spending and Economic Resilience

Despite rising energy prices, the economy may be better positioned to absorb these increases than in the past.
Energy spending as a share of U.S. economic output has fallen significantly since the 1970s. Improved energy
efficiency and a more diversified economy help reduce the risk that higher prices lead to prolonged economic
stagnation, as occurred during prior energy crises.

US Energy Expenditures as % of GDP 1970 - 2026

Inflation and Labor Market Trends
Inflation was steady early in the quarter but increased in March:

e Consumer Price Index (CPI) registered 2.4% year-over-year in January and February.
e CPIrose to 2.7% in March, marking the highest level in two years.

Energy prices were a major contributor, rising 12.5% year over year, with gasoline prices up nearly 19% at the
time of this writing.

Labor market data cooled early in the quarter but rebounded by March, with job growth of 160,000 in January, a
loss of 133,000 in February, and a gain of 178,000 in March. The unemployment rate rose from 4.3% to 4.4% in
February before returning to 4.3% in March. Notably, labor market tightness has eased, as the number of job
openings relative to available workers continues to decline.
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Federal Reserve Policy

The Federal Reserve kept its benchmark interest rate unchanged at 3.75% during the quarter. This decision
reflects a cautious approach as policymakers balance rising inflation against early signs of economic

slowdown. Most Federal Reserve officials expect one interest-rate cut later in the year, likely not until
December. This pause stands in contrast to Europe, where central banks are raising rates in response to inflation
pressures.

Artificial Intelligence and Capital Spending

Investment in Al infrastructure remains a dominant theme in financial markets, but important shifts are
emerging. Increasingly, Al expansion is being financed through debt rather than operating cash flow, which
raises questions about long-term sustainability and return on investment. Additionally, valuations in some
areas—particularly related or supporting technology companies—have risen sharply. History shows that periods
of intense enthusiasm and aggressive investment can sometimes lead to disappointing results when growth
expectations fail to materialize.

Further within the technology sector, a notable divide has developed relative to Al influences. Since the launch
of ChatGPT in October 2022, semiconductor stocks have significantly outperformed software stocks. Further,
over the past six months, semiconductor stocks have gained 6%, while software stocks have fallen 32%.
Earnings growth, however, tells a different story. Over the past three years, semiconductor company earnings
have grown about 10% annually whereas software company earnings have grown approximately 18%. This
suggests that recent semiconductor stock performance has been driven more by higher valuations than by
underlying profit growth. Only time will tell how this division plays out as Al is further developed.

Closing Thoughts

Market volatility increased during the first quarter of 2026, and the investment landscape has become more
complex. Elevated valuations in certain Al-related areas, rising inflation, and a cooling labor market point to a
more challenging environment ahead. In response, our focus remains on diversification, high-quality
investments, and disciplined risk management. These principles are especially important during periods of
uncertainty.

Please remember that there can be no assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/or
investment strategies recommended or undertaken by Ironwood Investment Counsel, LLC), or any non-investment related content, made reference to directly or
indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or
prove successful. Moreover, you should not assume that any discussion or information contained above serves as the receipt of, or as a substitute for,

personalized advice from Ironwood Investment Counsel, LLC. A copy of our current written disclosure statement discussing our advisory services and fees is

available upon request




