Spring Is In The Air

Happy Spring, everyone! What a beautiful time of year to take a hike around Marin County, or
any of the other 23 States in which our clients live. Flowers are blooming, leaves are growing,
and birds are singing in delight of the warming weather. As challenging as it may seem with
the daily barrage of bad news, we should all count ourselves lucky that we are able to enjoy
this wonderful time of year.

2026 has indeed started off on a volatile path, not only for our domestic stock market, but for
our global economy and our international relations, as well. WestHill is not surprised by this,
as we have been predicting a market pullback for quite some time. Stock market corrections
are nothing new, but the catalyst is often unforeseen. In the most recent case, spikes in global
energy prices and fear of an escalating war in the Middle East have sent a shiver through
domestic and international markets, alike. So far, the S&P 500 has had a muted pullback,
falling a little over 9% from peak to trough, not quite hitting the definition of a 10% correction.
It would not shock us if the market continued to decline a bit. One of our favorite slides
produced by JP Morgan illustrates that almost every year we experience volatility. As can be
seen below, each bar shows end-of-year market performance, while the dot below it shows
peak to trough pullbacks at some point during the year.

S&P 500 intra-year declines vs. calendar year returns
Despite average intra-year drops of 14.2%, annual returns were positive in 35 of 46 years
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Source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management. J P M

Returns are based on price index only and do not include dividends. Intra-year drops refersto the largest peak-to-trough decline during the year, Returns A, Organ
shown are calendaryear returns from 1980 to 2025, over which the average annual returnwas 10.7%. Past performance is no guarantse of future results.
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Using 2025 as an example, the S&P 500 had a 19% peak to trough pullback early in the year
and still achieved a positive 16% return by the end of December. On average, we have a 10%
to 15% pullback every year, yet the market has ended with a positive return 75% of the time.



This year could be the same, as our domestic economy appears to be resilient. Many obstacles
persist, but unemployment remains low and corporations continue to grow their profits.

The rest of the world seems to be struggling. Most troubling, citizens of Ukraine, Iran, Israel,
and Lebanon are suffering through a daily bombardment from foreign adversaries. Less life
threatening, the law of unintended consequences appears to be in full effect for numerous
nations around the globe due to the conflicts in Iran and Ukraine. Many foreign nations are
heavily energy dependent on oil and gas shipments directly from Russia and Iran, or indirectly
from other oil producers shipping through the Strait of Hormuz. Asian nations in particular,
and especially China, are heavily dependent on Gulf oil. If the price of oil remains high, or
worse yet, shipments dwindle, Asian nations could suffer through a major recession. The
graph below from Schwab highlights where Gulf oil is shipped.
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The United States itself only recently became a net exporter of oil, as can be seen below in
another chart provided by Charles Schwab. From a purely economic standpoint, our country is
in a very advantageous spot. We are not under the same type of energy pressure that some of
our trade partners and allies are experiencing. Still, individual household budgets in the US are
being stretched by high gas prices at the pump caused by excessively high wholesale oil costs.
Despite our best efforts to wean ourselves off fossil fuels, oil remains a vital cog in our
economy. The current conflict with Iran has illuminated how important the Persian Gulf is to
the global economy and emphasized that free passage of shipping through the Strait of
Hormuz is an international, not regional, concern.



U.S. crude oil and petroleum products (millions/barrels). ——Imports Exports
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Source: Charles Schwab, Energy Information Administration (EIA), as of 12/31/2025.

It remains to be seen how the US can exit the Persian Gulf military theater without causing
more short and long term damage to the region and the globe, both politically and
economically. Iran has so much potential to be a great trade partner and positive influence on
the region, but it appears Iran’s current regime is not interested in changing course. Sadly, our
country’s long and checkered past with their nation looks like it will continue down an
unpredictable path now and into the future.

1st Quarter 2026 Market Results

e S&P 500 Index Ql -4.33%
e International Developed Markets Index Ql -1.24%
® International Emerging Markets Index Ql -0.17%
® Barclays Aggregated Bond Index Ql -0.05%
e Dow Jones Real Estate Index Q1 1.16%

Even before the onset of the Iranian war, equity valuations were looking shaky during the first
quarter. Questions started to bubble up over Artificial Intelligence (Al) investment versus the
corresponding revenue Al was generating. Big spenders in Al development such as Microsoft
and Meta/Facebook saw their stock prices decline 25% and 13% through March 31st,
respectively, as compared to the broader S&P 500 index decline of roughly 5% over the same
time period. After spending $88 Billion last year on Al infrastructure, Microsoft announced
plans to spend an additional $146 Billion on more Al investment in 2026. To put that in
perspective, Microsoft’s total revenue for year 2025 was $281 Billion with net income of $101
Billion. While those numbers are staggering, $101 Billion in profit does not come close to
offsetting $234 Billion on Al spending over the course of two years. Hence, drawdowns in
stock prices over the short term for companies associated with the Al arms race.



Once the war began and oil prices increased dramatically, focus shifted away from Al spending
and instead centered on the Middle East and what an extended conflict with Iran may mean
for the global marketplace. While oil has always had a big influence on the economy, it now
seems to be a major focal point for analysts, as high prices will contribute to more inflation,
resulting in reductions to any expected Federal Reserve interest rate cuts this year. Just before
and after the war began, the outlook for inflation moved sharply higher, most likely eliminating
market expectations for two interest rate cuts in 2026. As can be seen below in a chart from
Bloomberg, inflation expectations for the next two years exceeded 3.2% by the end of March,
far above the Fed’s 2% threshold. The market is now reassessing what zero rate cuts will mean
for economic expansion over the remainder of this year and next.
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Employee Spotlight: John Ott

John W. Ott earned his CFP® certification in 2025, a milestone that reflects his commitment to
thoughtful, client-centered service. In his day-to-day work, he says the most rewarding part of
his role is simple: helping clients, answering questions, solving problems, and making people

happy.

John’s path to the industry started with an economics degree and a long-standing interest in
business. He began his career at an individual equity management firm in 2016 before joining
WestHill in 2019. Having grown up in Marin, John enjoys spending time on the mountain and
on the trails. He has an enthusiasm for cars (especially anything fast), so much so that he owns
three projects he would be glad to tell you about. If he could instantly pick up a new skill, he’d
choose guitar—though he jokes it might take “divine intervention.”



At WestHill, some of his favorite memories come from time spent together as a team—like a
bocce ball outing in downtown San Rafael near the rose garden. Another standout moment
was the 2019 power outage, when the team kept the office operating by working off iPads and
cellphones, while enjoying breakfast brought in from Magnolia Park Kitchen. Lately, John has
been enjoying a podcast from finance professor Patrick Boyle, who breaks down current events
in markets and economics with clarity and humor. John is an avid exerciser, so when it comes
to lunch, he still misses Arizmendi but now gives top billing to the Whole Foods salad bar for its
breadth of choice and the freedom to build a meal exactly the way he likes it.

Our Perspective

Many clients have asked why the war has not had a bigger impact on stock prices. The stock
market is a predictor of the future, sometimes swayed by current events, but mostly focused
on what might happen 6 to 9 months from now. Stock prices are driven by underlying
corporate earnings which are affected by labor costs, commodity prices, and cost of goods
sold. Looking backward, there should be few major surprises in how much profit a corporation
generated over a quarter. However, it is during earnings announcements that analysts can
adjust future earnings estimates for each individual company. If a company reveals that oil and
commodity prices or other geopolitical concerns might influence future margins and sales,
estimated earnings may be revised downward, causing a decline in stock prices. The upcoming
earnings season will start the week of April 13". We will soon find out over the next few weeks
what effect the conflict in Iran will have on our economy and stock market.

Forward looking earnings for 2026 remain strong, as can be seen in the graph below from JP
Morgan. Each bar represents average annual corporate earnings growth per share for the
entire S&P 500. Double digit profit growth for the past three years, starting in 2024, helps to
explain why the stock market has performed so well despite so many headline-catching news
stories over the same time period. Looking closer at the chart, one can see estimated earnings
per share start to slow in 2027 and 2028, lending additional context to current volatility in the
market. If, during the upcoming earnings season, analysts revise their earnings estimates
lower for the next year, we would expect more choppiness from stocks over the near future.



S&P 500 EPS growth
Year-over-year growth broken into changes in revenue, profit margin and share count
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Concerns over technology spending and its effectiveness, entering a war in the Middle East,
and confronting a surprise increase in inflation are all major issues for our economy. And yet,
the S&P 500 was down only 5% in the first quarter. It is a testament to the resilience of our
system and the breadth of all the different types of businesses our country employs. Investing
in the S&P 500 remains one of the best ways to have exposure to our great system. Now more
than ever, the S&P 500 illustrates why it is such a fantastic tool to hedge risk while growing
wealth in a more predicable fashion.

Using the 1* quarter as an example, we can see below in a graph provided by Charles Schwab,
how each of the 500 companies fared with YTD stock performance. By owning the entire
index, overall performance has been smoothed out to counteract the underlying volatility of
each individual component. On the edges, 102 stocks within the index were up or down more
than 20%, while in the middle, 121 companies were up or down less than 5%. Taken all
together, the index had a relatively even performance considering the circumstances.



S&P 500 members' YTD price performance up or down:
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Source: Charles Schwab, Bespoke Investment Group, as of 3/17/2026. For illustrative purposes only.

In closing, we will leave you with one of our favorite indicators and graphs. Just last week the
University of Michigan Consumer Sentiment Gauge came out with its April reading. Headlines
highlighted that consumer sentiment fell to a 70-year-low of 47.6 based on dark consumer
moods and the Iran war. Why do we highlight what seems to be a very bad report? In the
graph below furnished by JP Morgan, we can see both low and high points in consumer
sentiment and the subsequent S&P 500 market performance over the following 12 months.
Focusing on the most recent low point in June of 2022, the S&P rose 17.6% over the following
year. Looking at many of the low points, we can consistently see the prevalence of positive
double-digit returns after reaching a trough in sentiment. No one knows how low the gauge
will go or how far the market may pull back, but speaking from a contrarian point of view, we
find it hopeful that consumer sentiment has reached an all-time low.
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Peak is defined as the highest index value before a series of lower lows, whils a trough is defined as the lowest index value before a series of

higher highs. Subsequent 12-month S&P 500 returns are price returns only starting from the end of the month and excluding dividends. Past
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As always, we are looking out for your best interest. If you are feeling uneasy, please
reach out and schedule a portfolio review. We are always glad to speak, and we are
here to assist with anything. Please get outside, enjoy Spring, limit your exposure to
the news, and participate in activities that make you happy.

Sincerely,

The Westhill Investment Committee
Lead Editor, Nico Safrit
Contributing Editor, Roz Davis
Contributing Editor, John Ott



