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Market Review

This section reviews market performance and key macro events 
during the first quarter of 2026. All data and commentary are as 
of March 31, 2026, unless otherwise noted. The Russell 3000 
Index declined -3.96% in Q1, with value materially outperforming 
growth as the Russell 3000 Value Index returned +2.23% versus 
-9.54% for the Russell 3000 Growth Index. The quarter began 
with support from moderating inflation, resilient economic growth, 
and expectations for eventual Federal Reserve easing, but market 
leadership broadened as investors rotated away from crowded 
mega-cap growth positions. Elevated valuations in AI-linked 
stocks, along with tariff headlines tied to semiconductors and 
technology supply chains, helped shift performance toward more 
cyclical and value-oriented areas of the market.

By February, the backdrop became more unsettled as stronger-
than-expected economic data and persistent services inflation 
pushed out the expected timing of rate cuts, while the Federal 
Reserve maintained a patient, data-dependent stance. Earnings 
season also increased dispersion within large-cap growth, as 
investors became more selective about which companies were 
likely to translate AI enthusiasm into durable earnings and returns. 
In March, the escalation of conflict involving the U.S., Israel, 
and Iran became the dominant macro driver, disrupting energy 
markets and sending oil prices sharply higher, which revived 
inflation concerns, reinforced a higher-for-longer policy narrative, 
and increased equity-market volatility.

The most notable Q1 market trends were a sharp sector and style 
rotation, a clear preference for smaller-cap stocks, and a move 
toward cheaper valuations. Within the Russell 3000, Energy led 
with a +38.36% return, followed by Materials (+9.53%), Utilities 
(+7.68%), and Consumer Staples (+7.63%), while Information 
Technology (-9.07%), Consumer Discretionary (-9.10%), and 
Financials (-9.02%) lagged. Style leadership also favored value 
over growth and extended down the cap spectrum, with the 
Russell Top 200 down -5.54% while the Russell Midcap gained 
+1.29%, the Russell 2000 rose +0.89%, and the Russell Microcap 
advanced +1.49%. On valuation, lower price-to-book (P/B) 
stocks outperformed higher-multiple names: the most expensive 
Russell 3000 P/B quintile returned -8.05% versus +4.32% for the 
cheapest quintile, reinforcing the quarter’s preference for lower-
priced, more defensive equity exposures.

In Q1, the Federal Reserve took no action on interest rate 
changes, emphasizing that further evidence of disinflation would 
be needed before policy could be loosened. Early expectations 
for eventual rate cuts faded as stronger-than-expected economic 
data and persistent services inflation pushed the anticipated 
timing of cuts further out, and the late-quarter surge in oil prices 
added fresh upside inflation risk. The Fed appears more than 
likely to remain cautious until inflation shows clear signs of easing, 
which could keep pressure on rate-sensitive and higher-valuation 
parts of the equity market. That outlook now sits alongside a 
coming leadership transition, with President Trump having named 
Kevin Warsh in late January to succeed Jerome Powell when 
Powell’s term as Fed chair ends on May 15, 2026.
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War & Market Impact

The Iran war became the quarter’s most important macro shock 
because it moved oil first, and then everything else followed. 
Higher crude prices lifted inflation expectations, pushed up 
Treasury yields, and hit risk assets by increasing the odds of a 
slower-growth, stickier-inflation environment. Markets did not 
just react to the conflict itself; they repriced the path for policy, 
earnings, and discount rates at the same time.

For equities, the biggest effect was pressure on valuation-
sensitive parts of the market. Higher energy costs and a more 
uncertain inflation outlook hurt growth stocks, weighed on 
consumer discretionary names, and made investors more 
cautious on sectors that depend on easy financial conditions. 
Credit markets also felt the strain, with spreads widening as 
investors reassessed whether the shock would erode margins and 
weaken balance sheets later in the year.

The downstream impact on the U.S. consumer is especially 
important because households absorb the shock through several 
channels at once. Gasoline, heating, food, travel, and shipping 
costs all rise when oil jumps, which squeezes real disposable 
income and can slow spending on discretionary goods and 
services. Several forecasts and commentaries now point to slower 
consumer spending growth, with lower-income households likely 
to feel the pressure first because they have less flexibility in their 
budgets.

The key risk is that a sustained energy shock can turn into a 
broader demand slowdown if it lasts long enough. If consumers 
pull back, businesses may see weaker sales, hiring could soften 
further, and the Fed may be forced to keep policy tighter for longer 
because inflation remains above target. That is why markets 
treat the Iran conflict as more than a geopolitical headline: it is a 
potential bridge from commodity inflation to weaker growth, and 
then to slower consumption.

S&P 500 AFTER MAJOR GEOPOLITICAL EVENTS
1-YEAR FORWARD RETURNS (%) SINCE THE KOREAN WAR

Data Source: Exhibit A, FactSet 
Research Systems, Inc.; Standard & 
Poor’s 2026-03-03
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Technology Losing Luster

From a sector perspective, technology was the worst performing 
group in Q1. The Morningstar Large Growth category peer group 
(a good proxy for technology sector sentiment) declined -8.45%. 
Investors have started demanding more proof of durable earnings 
power and less narrative-driven growth. Will the massive amount 
of capital spending on the AI buildout actually lead to profits? 
More importantly, will those profits materialize as soon as hoped 
for? After a long run where a narrow group of mega-cap names 
carried the market, the combination of higher yields, rising policy 
uncertainty, and a more cautious growth outlook made those 
stocks less dominant on a relative basis. When discount rates 
move up, long-duration growth assets usually feel it first, so 
even strong companies can see their shares underperform if 
expectations were extremely elevated.

The AI theme also shifted from being treated as a near-universal 
benefit to being judged more selectively. Investors began 
differentiating between companies that clearly monetize AI 
infrastructure, semiconductors, and software adoption versus 
those that were simply exposed to the theme in name or 
sentiment. 

That distinction matters because leadership in equity markets 
often rotates from broad enthusiasm to a narrower set of 
businesses with visible cash flow, pricing power, and defensible 
competitive advantages. In that sense, the quarter looked less like 
an outright rejection of AI and more like a repricing of who should 
benefit and how quickly.

It’s far too early to declare this the end of technology or AI 
leadership. Market leadership in equities usually cycles rather 
than disappears, and secular growth themes can reassert 
themselves once rates stabilize, earnings catch up, or the next 
product cycle accelerates. What is more likely is a broader 
leadership structure, where AI remains important but shares the 
stage with financials, industrials, energy, and other sectors tied to 
nominal growth and capital spending. In other words, the era of a 
few mega-cap tech stocks carrying the entire market may be less 
dominant, but the AI investment theme itself still looks very much 
alive.

VALUATIONS OF TECH STOCKS HAVE DECLINED MEANINGFULLY
GROWTH CATEGORIES LAGGED VALUE CATEGORIES IN Q1-2026

Data Source: Apollo;  
The Kobeissi Letter on X
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Our Portfolio Strategy & Allocation Outlook

In our last quarterly update, we wrote “One theme we’re growing 
more positive about is the U.S. market broadening out with 
performance not completely dependent on the technology 
sector.” In Q1 we established new positions across our wealth 
management portfolios to get better aligned with this thinking.

The first position is an actively managed “real assets” allocation 
fund designed to pursue a real return (capital appreciation 
+ current income) by investing across asset classes whose 
cash flows and valuations tend to be sensitive to inflation and 
real-economy activity. It allocates primarily to TIPS/inflation-
linked bonds, commodities, natural-resource equities, global 
infrastructure, and domestic/international real estate, using a 
quantitative model overlaid with fundamental views to tilt across 
these sleeves. The idea is to build a diversified basket of inflation-
sensitive assets whose behaviors differ across inflation regimes, 
rather than relying on any single hedge like TIPS or gold alone. 

The second position is a U.S. small- and mid-cap equity fund that 
seeks to track the S&P Completion Index, i.e., essentially “the 
whole U.S. stock market minus the S&P 500.” 

In practice it provides broad, market-cap-weighted exposure 
across thousands of smaller and mid-sized U.S. companies 
spanning all sectors. It’s designed to complement large cap 
exposure in a portfolio.

Both positions represent ways to gain diversification while 
participating in the theme of equity market leadership becoming 
more broad-based. This isn’t to say that technology and growth 
investments have no place in a portfolio, but it is time to make 
sure portfolios are not overexposed to these sectors. Despite the 
Q1 correction in technology stocks and lower valuations overall, 
better performance is continuing to come from other sectors of the 
market thus giving us confidence that the recent trend of broader 
market performance is on solid ground.

Please let us know if you’d like to discuss your personal investing 
and financial planning needs.

Matthew H. McPhail, CFA			 
Chief Investment Officer

David Batchelder, CFA®, CFP®, CBDA
Senior Investment Officer

Market Scoreboard

Index Returns (%) Q1 2026 YTD 1 Year 3 Year 5 Year 10 Year

S&P 500 -4.33 -4.33 17.80 18.31 12.07 14.16

DJIA -3.19 -3.19 12.23 13.77 9.11 12.50

NASDAQ -7.11 -7.11 24.81 20.88 10.26 16.06

Russell 2000 0.89 0.89  25.72 13.04 3.77  9.88

MSCI ACWI Ex USA -0.71 -0.71 24.91 14.49 7.02  8.38

Barclays Aggregate -0.05 -0.05 4.35 3.63 0.31 1.70 Source: Morningstar
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Diversification and asset allocation do not ensure a profit or protect against loss. 

This information is intended to be educational and is not tailored to the investment needs of any specific investor. 

S&P 500 TR: A market capitalization-weighted index of 500 widely held stocks often used as a proxy for the large-cap segment of stock market. 
Russell 2000 TR: Consists of the smallest 2000 companies in the Russell 3000 Index, representing approximately 7% of the Russell 3000 total market 
capitalization often used as a proxy for the small-cap segment of the stock market. Barcap Aggregate Bond TR: The Barclays Capital Aggregate Bond 
Index is a market capitalization-weighted index, meaning the securities in the index are weighted according to the market size of each bond type. Most 
U.S. traded investment grade bonds are represented. The index includes Treasury securities, Government agency bonds, Mortgage-backed bonds, 
Corporate bonds, and a small amount of foreign bonds traded in U.S. MSCI EAFE NR USD: Widely accepted as a benchmark for international stock 
performance, the EAFE Index is an aggregate of 21 individual country indexes that collectively represent many of the major markets of the world. 
DJ U.S. Industrials TR USD: Computed by summing the prices of the stocks of 30 U.S. companies and then dividing that total by an adjusted value-
-one which has been adjusted over the years to account for the effects of stock splits on the prices of the 30 companies. NASDAQ: Measures the 
performance of all issues listed in the Nasdaq Stock Market and is often used as a proxy for the large-cap technology segment of the U.S. stock market. 
DJ/UBS Commodity: The DJ-UBSCI is composed of futures contracts on physical commodities and is often used as a proxy for broad-based exposure 
to the commodity markets. 

This information is intended solely to report on investment results, strategies and opportunities identified by Sentinel Pension Advisors, LLC. 

Opinions and estimates offered constitute our judgment and are subject to change without notice, as are statements of financial market trends, which 
are based on current market conditions. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. 
References to specific securities are for illustrative purposes only and are not intended, and should not be, interpreted as recommendations to purchase 
or sell such securities. 

Past performance is not indicative of future results. Index information has been obtained from sources that we believe to be reliable; however, we do 
not guarantee the accuracy of such information. 

Financial planning and investment advisory services are offered through Sentinel Pension Advisors, LLC, an SEC registered investment advisor.


