HUDS
OUR VIEW OF THE MARKET

SORS

We liked the analogy that we investors are on a roller coaster
right now. The Iran war has the market fluctuating and
gyrating. The first quarter was negative. The market then
came back in April as news seemed to indicate good
prospects for a negotiated settlement. In the most recent
days, stocks have fallen again as that news got murky. No
one can speak with certainty about how long this war might
last.

This situation is quite in contrast to how we began the year.
The consensus forecast was for a fourth straight positive
year for the market based upon resilience in the U.S.
economy and strong corporate earnings. After all, the market
had shrugged off the initial worries over President Trump’s
tariff policies.

The prospect of a potential global energy crisis is not so
easily shrugged off. Prolonged closure of the Strait of
Hormuz would be dire in its impact. Inflation could surge
globally at the same time as recession fears emerge as higher
energy costs act like a tax on consumers and businesses.
Equities would experience a sharp and sustained sell-off.

That said, we are optimists at Hudson Advisors. Should the
Hormuz situation work out for the best, the fundamentals
of U.S. economic and corporate earnings performance can
re-assert themselves. The stock market could make up for its
losses and show gains for the year.

Back to that roller coaster, we are probably in for a wild ride
in the period ahead. But we stay on the track despite the ups
and downs. We do not de-rail. Hudson Advisors will assist
our clients to remain calm and hold on tight. As always, we
will look to protect client portfolios at the same time as we
look for opportunities beyond the current level of volatility.

MARKET TRENI

The accompanying chart summarizes stock and bond market
trends in the first quarter of 2026. Both the stock and bond
markets were behaving normally — if not spectacularly — but
then became unsettled and negative when the Iran war
commenced.
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Equity Market: Despite the start-of-year forecasts, the
stock market was struggling even before the start of the Iran
war. Investors were concerned about persistent inflation
trends, uncertainty over Federal Reserve interest policies,
and the high valuations of technology stocks. In early
March, right before the start of the war, the S&P 500 was
negative 1.5% for the year. The real declines then kicked in
as the war escalated. The market saw its worst first quarter
since 2022.

As of March 31, the S&P 500 was down 4.33% for the year.
The Dow Jones was negative 3.19%. The worst performing
index was the Nasdaq Composite which saw rotation out of
Al/high growth after strong 2025 gains. It lost 6.96%. The
best performing index was the Russell 2000 index of small
stocks which was ahead 0.89%.

The market was buoyed in the early weeks of April as the
Trump Administration and the Iran regime agreed to a
ceasefire and held preliminary peace talks. The S&P 500 saw
a rebound and even crossed the 7,000 level for the first time.
But now that peace process is floundering and the market is
again recalibrating as uncertainty has increased.

Fixed Income Market: The bond market reflected the
same anxieties as the stock market with a weak-to-negative
first quarter. The benchmark 10-year Treasury yield climbed
to 4.3% by quarter end — versus 4.1% on December 31.
(Yields move inversely to prices.) The broad benchmark, the
Bloomberg U.S. Aggregate Bond Index, was 1% negative. In
short: modest losses overall, not a severe selloff but clearly
negative.

MAJOR MARKET INDEXES
2025 YTD
Return Return
Dow Jones Industrial Average TR 14.92 -3.19
S&P 500 Index TR 17.88 -4.33
Russell 2000 Index TR 12.81 0.89
NASDAQ Composite TR 21.14 -6.96
EAFE Index NR 31.22 -1.24
Bloomberg Aggregate Bond Treasury TR 6.32 -0.04

Source: Morningstar® as of March 31, 2026




THE OUTLOO

The Economy: Prior to the war, the outlook for the U.S.
economy was for modest but steady growth. Most
economists forecast 2% to 2.5% expansion in GDP. Drivers
of growth are business investments — especially in Al-related
enterprises — and healthy consumer spending. Job growth
was seen as slow but still positive — with unemployment
around 4.5%. Inflation was stubborn but under 3%.

This entire outlook is now in question with energy prices

as the unpredictable variable. Anyone following the news
can see the fluctuating events that will determine how soon
Persian Gulf oil and gas may flow normally again. Already
inflation in March had jumped to an annualized rate of
3.3%. That increase was largely attributable to higher
gasoline prices, up 21% in March.

But the energy shock is now rippling throughout the
economy. Analysts are concerned about companies scaling
back hiring to offset higher costs. You can hear the
commentators on CNBC try to contemplate the weird,
energy-induced possibility of both high inflation and
recession. The Federal Reserve is watching all these trends
and is unlikely to change interest rates this year.

The Market: The upbeat expectation for the stock market
in 2026 was primarily rooted in good corporate earnings.
Start-of-year forecasts were for 12% to 15% growth in S&P
500 companies. Most sectors were expected to grow even
though technology and communications would continue to
dominate. Good earnings offset some of the concern about
rich stock valuations.

Like with the broader economy, however, the earnings
picture is now clouded by the Hormuz situation. We have
seen various scenarios in which a modest period of
disruption would reduce earnings to the 0% to 8% range.
Prolonged closure could turn these earnings negative. Stock
investors would respond with a sharp market pullback.

At Hudson Advisors, we take comfort that the so-called
“prediction markets” foresee an impaired but gradual
reopening of the Strait. Corporate earnings would be
reduced but still positive. In this scenario we have reasonable
optimism to see stocks recover year-to-date losses and end
2026 in positive territory.

OUR STRATEGIES
Asset Allocation: Most clients should stick to portfolio
strategies  previously  identified. = These  strategies

accommodate clients who may have near-term cash needs.
For new clients, we recommend a 60% allocation to equities
to be phased in over a 12- to -18- month period. The other
40% of assets will be short to intermediate-term bonds, cash,
and alternative investments.

Preferred Equities: As always, despite market conditions,
we look for long-term equity opportunities. We are especially
interested in value stocks. We want fundamentally sound
companies with reasonable valuations and that pay
dividends. In that context, like last quarter, we are looking at
these sectors with special interest:

HEALTH CARE: This sector trades at a discount to its own
history despite stable cash flows, strong balance sheets, and
rising return on invested capital. Al should act as a margin
enhancer. We like MedTech, diagnostics, and healthcare IT.

INDUSTIALS: Re-shoring and infrastructure are secular
tailwinds. Government spending (infrastructure, defense)
and private capex tied to supply chain shifts are multi-year
drivers, relatively insensitive to short-term interest rate
moves.

MATERIALS: These stocks remain inexpensive relative to
normalized margins, even as Al-driven demand improves
visibility into multi-year capital spending: especially in
advanced materials, photonics, and special chemicals.
FINANCIALS: Financials trade at reasonable discounted
multiples relative to ROE and capital levels. Balance sheets
are strong and Al adoption should drive improvements in
profitability, risk management, and cost efficiency.

CONSUMER  DISCRETIONARY: Valuations  are
compressed relative to historical growth rates, while Al-
enabled efficiencies support margin recovery even in a
choppy macro environment. We like the subindustries with
data scale, premium brands, and experiential expenditure.

Other Assets: Our aversion to long-term bonds remains.
But we explore various maturities through laddered
investments with a mix of U.S. Government, municipal, and
high- quality corporate bonds. We also are looking at
structured products which give a piece of the stock market’s
upside performance along with protections on the downside
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