Kestrel
Wealth Management

Quarterly Financial Market Update, March 2026

After a very solid start to the year, the financial markets dropped in March following the attack by the US and Israel
on Iran. Other than in ail, there was no place to hide, with gold and equities losing their momentum. To a lesser
extent, bond prices were also down due to rising interest rates.

For the first quarter of the year, global equities posted a return of -3.1%. The S&P 500 Index declined by 4.4% over
the period, the STOXX Europe 600 Index lost 0.8% and the MSCI Emerging Markets Index remained virtually
unchanged. However, since the war in Iran started at the end of February, the MSCI All Country World Index dropped
7.1% in March only. Not surprisingly, what was performing well until then lost the most in March. Emerging Markets
share prices declined 13.0%, followed by Europe (-7.5%) and the USA (-5.0%). Bond prices lost only 3.1% in March
(-1.1% year-to-date). Gold was particularly weak, down 11.6% during the last month of the quarter. That said, the
price of the precious metal is still up 8.1% in 2026, trading at USD 4°709.-/oz. at the time of writing, thanks to an
extraordinary run earlier in the year.

Equity Index Performance, rolling 12 months (%)

45.00%

37.50%

30.00%

ST SNy a/ENN Y A o

W“VJ ot s N =Y
= AEV‘_/MJV/\,J 7 N \/”\T\J\J\I\‘ .
/-/_WN M/r"r/\/ % \/\'/\\
— S _—
= =
4 ~ WYM\U/_/J 0.00%
\ w-/ -7.50%

LN

-15.00%

-22.50%

-30.00%

-37.50%

310325 160425 020525 180525 030625 100625 050725 210725 060825 220825 070925 230925 000025 251025 104125 261125 121225 281225 13012 20012 140226 020326 180326 SEL

W s&p 500 Index 16.33% I STOXX Europe 600 9.22% MSCI Emerging Markets 26.86%

Source: Kestrel Wealth Management

At the end of February, the US and Israel launched an attack on Iran. The latter retaliated by sending drones and
missiles across the entire Middle East, mostly targeting US assets and Israel, as well as some oil infrastructure. Iran
also closed the Strait of Hormuz, where about 20% of global oil demand passes through. This has quickly sent the
oil price above USD 100.- per barrel. At the time of writing, the price for the Brent stands at USD 103.-/bbl (+69%
year-to-date).

This rise in oil price will likely have an impact on the inflation rate, which was gently coming down to an appropriate
level before this war started. Indeed, in the US, inflation was at 2.4% in February. Looking ahead, the consensus
predicts the inflation rate to be at 2.7% for the entire first quarter, then 3.4% in Q2 before coming back down to 3.1%
by the end of 2026. If this would effectively be the case, we believe that the financial markets have priced in this
higher inflation, with higher interest rates overall. Indeed, the yield on the US 10-year Treasuries rose 38 bps in March
to 4.32%. The rise is more pronounced for the UK 10-year Gilts (68 bps to 4.91%). These moves were also in
anticipation of the central banks raising their benchmark interest rates to fight inflation.
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That said, we cannot call for a bottom in the markets, as there are too many variables at play. Looking at the inflation
rate for example, the spectrum of estimates for Q2 2026 is very wide (from 2.4% to 5.2% depending on the
economist/strategist). Furthermore, the longer the war lasts, the more impact on the oil price and de-facto on the
inflation it will cause. For example, Goldman Sachs estimates that a 10%-rise in oil price leads to an increase of 20
bps in the US inflation rate and a 10 bps-reduction in the economic growth. Whilst not their central scenario, they also
believe that there is a 30%-probability of seeing a recession over the next twelve months.

The above figures are only a few examples of many scenarios published by strategists and economists since the
energy crisis started. Aside the common message of staying invested, we can regroup those scenarios in three
categories, all based on oil price as it is the only thing that matters for the financial markets now. Indeed and in spite
of ongoing concerns over Al-related disruption, particularly in the software sector, corporates and economic
fundamentals were better than expected at the start of the year. All of these have been placed in the background for
the past few weeks.

In the optimistic scenario, a de-escalation will occur, sending the oil price back down to about USD 70.-/bbl, as the
Strait of Hormuz is re-opened. In this case, central banks will likely keep rates on hold or even re-start the cutting
cycle for the US Federal Reserve (Fed). Asset prices would rally, quickly reversing March’s losses.

On the pessimistic side, an escalation will occur with long standing damage to oil infrastructure in the Middle East
and prolonged closure of the Strait. This could send the oil price above USD 150.-/bbl. In this scenario, stagflation
would hit the economies, central banks would likely increase their benchmark interest rates and asset prices will
decline.

In the middle of the above-mentioned spectrum comes the central scenario, calling for an oil price hovering in the
USD 100.-/bbl-region. The Strait of Hormuz is partially re-opened, at least for Iran’s counterparts (China for example),
or with the US successfully protecting ships. The benchmark interest rates could be steady or see only a few
increases. This might be the scenario that investors are currently pricing with the fall seen in March.

Putting these above-mentioned scenarios into perspective with a valuation, we believe heightened volatility will
remain, as analysts still need to adjust their earnings forecasts. For example, the S&P 500 Index trades at an
estimated forward price-to-earnings ratio of 19.5x, which could be interesting in absolute terms. However, analysts
still predict that corporates’ earnings will grow 17% over the next twelve months. This looks too high overall given the
current situation. Furthermore, the financial markets hate uncertainty and with President Trump, the evolution of the
wars (Iran and Ukraine) and geopolitical tensions (Taiwan), there is plenty. Furthermore, news from the upcoming
mid-terms elections in the US will gently take investors’ attention, as well as Mr. Kevin Warsh taking the Fed’s
Chairmanship in May, if confirmed by the Senate.

Currently we are neutral on stocks and on bonds. Profiting from a strong run in stock prices in 2025, we reduced the
exposure during the course of last year and kept the proceeds in liquidity. We readily admit that we did not make this
change in anticipation of what happened in Iran months later. That said, given the difficulty to see where the world is
heading, we are comfortable keeping 10%-+ in liquidity in portfolios where there are some equities, thus diminishing
the impacts from big drops in share prices. Should the equity markets reverse course, the opportunity cost would not
be elevated either. As far as bonds are concerned, we keep our stance of investing only in Investment Grade issuers
with up to about seven years in maturities. Keeping a duration relatively short reduces the negative impact from rising
interest rates.
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