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War, Credit Worries & A.l. Anxiety Weigh on Stocks in Q1
Quarterly Insights by Peter G. Carolan

Market volatility spiked in the first quarter of 2026 as a surge in geopolitical tensions combined with stress in private
credit markets and growing concerns that Al may pose threats to certain industries pushed the S&P 500 moderately lower
to start the year.

Geopolitical surprises started immediately in 2026 as on January 3, the U.S. military performed a daring raid in Venezuela
and arrested Venezuelan President Maduro, causing a temporary pop in market volatility given uncertainty around the
country’s vast oil supplies. The action proved limited, however, and the new Venezuelan leader pledged to work with the
U.S., easing market tensions. Shortly after markets recovered from that initial surprise, we received another one, as the
U.S. Attorney for the District of Columbia issued two grand jury subpoenas to Fed Chair Powell surrounding the
renovation of the Federal Reserve building. That action renewed concerns about attacks on Fed independence, which, if
compromised, could lead to sustainably higher inflation. In response, several prominent Republican Senators pushed back
against the subpoenas and voiced support for Fed independence, easing market concerns. While these surprise headlines
caused short bursts of market volatility, stable economic data and a generally solid fourth-quarter earnings season helped
keep economic and earnings growth forecasts intact, while the Fed reminded investors at the January meeting that it still
planned to cut rates again this year. Despite the headline volatility, the S&P 500 ended the month with a small gain.

Volatility continued in early February, but this time it was more focused on specific sectors of the market such as tech and
financials. Al company Anthropic released a Claude Co-work app that caused a steep decline in the software sector, as
fears surged that Al advancements could ultimately eliminate the need for entire sectors of the economy. That idea jolted
investors’ previous opinions that Al was nearly all beneficial to the markets and economy. Meanwhile, underlying fears of
credit risks in private credit funds grew, as numerous large alternative asset managers limited redemptions from specific
funds, fueling concerns there was a bubble in the industry. Finally, on the last day of February, geopolitical risks surged as
the U.S. launched a massive attack on Iran, sparking a war between the two countries that effectively closed the Strait of
Hormuz and drastically reduced available global oil supplies, which caused oil prices to surge overnight. These factors
combined to push the S&P 500 slightly lower for the month but the index remained positive for the year.

The market declines accelerated substantially in March as hopes for a quick resolution to the U.S./Iran war faded. While
the U.S. and Israel dominated the conventional military conflict, Iran and its proxies attacked neighboring Gulf states’
energy infrastructure and oil tankers in the Persian Gulf, causing the price of oil to surge above $100/bbl and increasing
pressure on the global economy. The S&P 500 fell on the surge in geopolitical risks, although hopes of a ceasefire late in
March did help limit losses. The S&P 500 declined in March and finished the quarter in solidly negative territory.

The first quarter of 2026 saw volatility surge, as military conflicts combined with more traditional market concerns of
overvalued assets (in private credit) and potentially negative impacts of Al pressured stocks. These headwinds aside, we
still-stable economic growth and broadly strong corporate earnings helped to support markets throughout the quarter.
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First Quarter Performance Review

Market internals and performance in the first quarter were driven primarily by the U.S./Iran war, but also by concerns
about private credit and potentially negative impacts from Artificial Intelligence.

On an index level, the three major large cap stock indices finished the quarter with losses. The Nasdaqg was the worst
performer among them thanks to weakness in Al-related tech and software stocks. Small caps, however, relatively
outperformed large caps as the Russell 2000 finished the first quarter with a small gain, as small-cap stocks are generally
viewed as more insulated from the headwinds of the first quarter (i.e., geopolitical tensions, private credit worries, Al
concerns).

Turning to value vs. growth, value massively outperformed growth in the first quarter and managed a modest gain, as
value-focused strategies benefited initially from a rotation away from tech and towards sectors less exposed to Al.
Additionally, late in the quarter, value styles benefited from the surge in the lower-multiple energy and materials sectors,
which rallied following the outbreak of the U.S./Iran war. Tech-heavy growth strategies finished solidly lower for the

quarter.

On a sector level, performance was mixed as 6 of the 11 S&P 500 sectors finished the quarter with a positive return. The
best-performing sector in Q1, by a large margin, was energy, which surged more than 30% in the first quarter thanks to
rising oil prices. The materials sector, which includes companies with heavy commodity exposure, also was a solid
performer on rising natural resource prices following the U.S./Iran war. Finally, consumer staples and utilities also finished
the first quarter with strong gains, as investors rotated to less volatile, more defensive parts of the market.

Looking at sector laggards, the financial sector was the worst-performing S&P 500 sector in Q1 and suffered solid losses,
thanks to aforementioned private credit concerns. The consumer discretionary sector also posted a moderately negative
return on worries that higher oil prices would reduce consumer spending. Finally, the technology sector dropped on
weakness in software stocks and Al-linked technology stocks.

US Equity Indexes Q1 Return YTD
S&P 500 -4.33% -4.33%
DJ Industrial Average -3.19% -3.19%
NASDAQ 100 -5.82% -5.82%
S&P MidCap 400 2.50% 2.50%
Russell 2000 0.89% 0.89%

Source: YCharts
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Internationally, foreign markets relatively outperformed the S&P 500 and ended the quarter with only a small decline,
despite the surge in geopolitical risks. Emerging markets outperformed both developed markets and the S&P 500 and
registered only a fractional loss despite the strong dollar, as the surge in commodity prices was seen as offsetting the rising
U.S. dollar. Foreign developed markets declined in Q1, but only modestly, and solidly outperformed U.S. markets thanks

mostly to the smaller weighting of tech shares in foreign indices.

EM)

International Equity Indexes Q1 Return YTD
MSCI EAFE TR USD (Foreign Developed) -1.12% -1.12%
MSCI EM TR USD (Emerging Markets) -0.10% -0.10%
MSCI ACWI Ex USA TR USD (Foreign Dev & 0.60% 0.60%

Source: YCharts

Commodities were generally speaking, sharply higher in the first quarter thanks to the surge in the geopolitical risk

premium following the outbreak of the U.S./Iran war. Qil prices hit the highest levels since 2022 thanks to the U.S./Iran
war and following Iranian attacks on Gulf oil infrastructure, which further reduced global supply. Gold, meanwhile, hit a
new all-time high above $5,000/0z. early in the quarter but finished with just a moderate quarterly gain, as the surging

dollar pressured gold prices late in Q1.

Commodity Indexes Q1 Return YTD
S&P GSCI (Broad-Based Commodities) 40.02% 40.02%
S&P GSCI Crude Qil 77.70% 77.70%
GLD Gold Price 8.55% 8.55%

Source: YCharts/Koyfin.com
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Switching to fixed income markets, the leading benchmark for bonds (Bloomberg Barclays US Aggregate Bond Index)
finished the quarter with a slight loss as bonds were solidly higher mid-quarter but declined in March on rising inflation
concerns, as surging oil prices and hotter-than-expected inflation readings reduced expectations for Fed rate cuts. Short-
term bills modestly outperformed longer-duration bonds and logged a positive return as they are less sensitive to rising
inflation risks compared to longer-duration debt.

Turning to the corporate bond market, both high yield and investment grade corporate bonds declined slightly in the first
quarter as the U.S./Iran war and spiking oil prices raised concerns about an economic slowdown. Reflecting general
investor anxiety about economic growth given the war and rising oil prices, both lower yielding but higher quality
investment grade corporate bonds and high yield bonds (which have a better yield but also more credit risk) experienced
similar small losses for the quarter.

US Bond Indexes Q1 Return YTD
BBgBarc US Agg Bond -0.05% -0.05%
BBgBarc US T-Bill 1-3 Mon 0.88% 0.88%
ICE US T-Bond 7-10 Year -0.09% -0.09%
BBgBarc US MBS (Mortgage-backed) 0.40% 0.40%
BBgBarc Municipal -0.18% -0.18%
BBgBarc US Corporate Invest Grade -0.54% -0.54%
BBgBarc US Corporate High Yield -0.50% -0.50%

Source: YCharts
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Second Quarter Market Outlook

Stocks begin the second quarter facing three distinct market headwinds: Higher oil prices (a result of the U.S./Iran war),
credit concerns (emanating from private credit funds) and worries that Al, while a transformative technology, could have
unanticipated negative impacts on important market sectors. Each of these concerns will need to be resolved if the
market is going to fully rebound from the Q1 declines, although it’s important to note that economic growth and
corporate performance remained solid in Q1 and that is helping to support markets.

Starting with geopolitics, the focus for markets remains on the price of oil. Elevated oil prices pose a risk for the markets
and economy in multiple ways including 1) No Fed rate cuts as the Fed worries higher oil prices may spur inflation, 2)
Depressed consumer spending as higher gas prices reduce disposable income and 3) Tighter corporate margins given
increased transportation and infrastructure costs. Ultimately, that could lead to stagflation in the economy, which would
be negative for most assets. For geopolitical risks to fully recede, we will need to see a credible ceasefire agreement
between all parties (the U.S., Israel and Iran), transit through the Strait of Hormuz return to something close to pre-war
levels and a decline in oil prices back towards pre-war levels.

Private credit, meanwhile, is evoking memories of the financial crisis amongst more tenured investors, fueling fears that
the recent influx of investor capital into private credit funds led to poor investing standards and overvaluation. While
analogies to the financial crisis are understandable, it’s important to realize the private credit market is much, much
smaller than the markets that caused the financial crisis and Fed officials have recently said they see no indication of a
systemic problem. While that is reassuring, private credit concerns are still weighing on the financial sector, which is the
second-largest sector in the S&P 500 by weight and an important market leader. An easing of private credit concerns and
a rebound in the financials is needed to help the market further stabilize in the second quarter.

Finally, turning to Artificial Intelligence, opinions on the impact of Al on the economy and markets have shifted from
mostly positive to that of increased skepticism, and there are two main concerns associated with Al currently. First, that
massive spending on Al infrastructure by large tech companies may ultimately have a poor ROl and depress future
earnings. Second, that Al advancements may disrupt entire portions of the economy (such as the software sector) and
lead to large job losses that hurt overall economic growth. Both of these concerns need to be addressed and countered
for Al and the tech sector to fully rebound in Q2 and over the coming quarters and years.

Bottom line, the first quarter did contain several negative surprises for investors, and we begin the second quarter with
uncertainty. But there are also positive factors at work that must be considered, including a still-resilient economy, strong
corporate earnings growth and a Federal Reserve that is still signaling future rate cuts. Those factors supported stocks and
bonds in the first quarter and despite the volatility and elevated uncertainty, the outlook for the economy and markets is
not universally negative and as we saw firsthand in Q1, the geopolitical and corporate landscape can change quickly.
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At Stelvio Private Wealth, we have experienced these types of markets before and are committed to helping you
effectively navigate this challenging investment environment. Successful investing is a marathon, not a sprint, and through
both bull and bear markets, we will remain focused on the diversified approach we have set up to meet your long-term
investment goals.

We remain focused on both opportunities and risks in the markets, we continue to remain vigilant, and we thank you for
your ongoing confidence and trust. Please rest assured that our entire team will remain dedicated to helping you
successfully navigate this market environment.

Please do not hesitate to contact us with any questions, comments, or to schedule a portfolio review.

Sincerely,

Peter G. Carolan
Managing Partner
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Wells Fargo Advisors Financial Network did not assist in the preparation of this report, and its accuracy and completeness are not guaranteed. The report
herein is not a complete analysis of every material fact in respect to any company, industry or security. The opinions expressed here reflect the judgment of
the author as of the date of the report and are subject to change without notice. Any market prices are only indications of market values and are subject to
change. The material has been prepared or is distributed solely for information purposes and is not a solicitation or an offer to buy any security or instrument
or to participate in any trading strategy. Additional information is available upon request.

Index return information is provided for illustrative purposes only. Index returns do not represent investment returns or the results of actual trading nor are
they forecasts of expected gains or losses a fund [portfolio] might experience. Index returns reflect general market results, assume the reinvestment of
dividends and other distributions, and do not reflect deduction for fees, expenses or taxes applicable to an actual investment. Comparisons to benchmarks
have limitations because benchmarks have volatility and other material characteristics that may differ from those of the fund [portfolio]. Because of these
differences, benchmarks should not be relied upon as an accurate measure of comparison. There is no guarantee that any of the securities invested in by the
fund [portfolio] are included in the Index. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future results.

The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market value weighted index with each
stock's weight in the Index proportionate to its market value.

The Dow Jones Industrial Average is a price-weighted index of 30 "blue-chip" industrial U.S. stocks.

The NASDAQ 100 Index is an unmanaged group of the 100 biggest companies listed on the NASDAQ Composite Index. The list is updated quarterly and
companies on this Index are typically representative of technology-related industries, such as computer hardware and software products,
telecommunications, biotechnology and retail/wholesale trade.

The Russell 2000°® Index measures the performance of the 2,000 smallest companies in the Russell 3000® Index, which represents approximately 8% of the
total market capitalization of the Russell 3000 Index.

The S&P Midcap 400 Index is a capitalization-weighted index measuring the performance of the mid-range sector of the U.S. stock market, and represents
approximately 7% of the total market value of U.S. equities. Companies in the Index fall between the S&P 500 Index and the S&P SmallCap 600 Index in size:
between $1-4 billion.

The MSCI All Country World ex USA Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity market
performance of developed and emerging markets, excluding the USA. The Index consists of 45 country indices comprising 22 developed and 23 emerging
market country indices. The developed market country indices included are: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece,
Hong Kong, Ireland, Italy, Japan, Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, and the United Kingdom. The emerging
market country indices included are: Argentina, Brazil, Chile, China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, Israel, Korea, Malaysia,
Mexico, Morocco, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey. Source: MSCI. MSCI makes no express or implied warranties or
representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or
used as a basis for other indices or any securities or financial products. This report is not approved, reviewed or produced by MSCI.

The MSCI Emerging Markets Index is designed to represent the performance of large- and mid-cap securities in 24 Emerging Markets.

Bloomberg U.S. Aggregate Bond Index is a broad-based measure of the investment grade, US dollar-denominated, fixed-rate taxable bond market.

The Bloomberg U.S. 1-3 Year Government Bond Index is composed of all publicly issued, non-convertible domestic debt of the U.S. government and its
agencies. The Index also includes corporate debt guaranteed by the U.S. government. Only notes and bonds with a minimum maturity of one year up to a

maximum maturity of 2.9 years are included.

The Bloomberg Mortgage Backed Securities Index is an unmanaged index of mortgage pools of the Government National Mortgage Association, Federal
Home Loan Mortgage Corporation and Federal National Mortgage Association.

The Bloomberg Corporate High Yield Municipal Bond Index covers the universe of fixed rate, non-investment grade debt.

The Bloomberg Municipal Bond Index is an unmanaged index of a broad range of investment-grade municipal bonds that measures the performance of the
general municipal bond market.

The Bloomberg Corporate Bond Index is an unmanaged market value-weighted index of investment-grade corporate fixed-rate debt issues with maturities of

one year or more.
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