Cm%em

4 é{ INVESTMENT MANAGEMENT

Daily Comment

By Patrick Fearon-Hernandez, CFA, and Thomas Wash

[Posted: March 6, 2026 — 9:30 AM ET] Global equity markets are mixed this morning. In
Europe, the Euro Stoxx 50 is down 1.1% from its prior close. In Asia, the MSCI Asia Apex 50
Index closed down 0.2%. Chinese markets were higher, with the Shanghai Composite up 0.4%
and the Shenzhen Composite up 1.0%. US equity index futures are signaling a lower open.

With 492 companies having reported so far, S&P 500 earnings for Q4 are running at $74.20 per
share compared to estimates of $71.07, which is up 8.3% from Q4 2024. Of the companies that
have reported thus far, 74.0% exceeded expectations, while 21.1% fell short of expectations.

The Confluence macro team publishes a plethora of research reports and multimedia offerings on
a weekly and quarterly basis, all available on our website. We highlight recent publications below
with new items of the day in bold.
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Have a question on the economy, markets, geopolitics, or other important topics? You can
submit your queries to our monthly podcast, Confluence Mailbag! Submit your question to
mailbag@confluenceim.com.

Our Comment opens with our views on how the Middle East conflict is shaping the monetary
policy outlook. We then provide a brief overview of other key market developments, including
state lawsuits seeking to roll back the latest tariffs, new restrictions on chip exports, normalizing
ties between the US and Venezuela, and the escalating dispute between the Pentagon and
Anthropic. We also include a summary of recent US and international data releases.

Iran and Monetary Policy: The escalating Middle East conflict is clouding the Federal
Reserve’s policy path, introducing fresh uncertainty as it threatens to reignite inflation.
Heightened tensions are raising alarms over potential global supply chain disruptions, with Brent
crude nearing $90 a barrel and US gasoline prices climbing nearly 30 cents since hostilities
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began. This renewed price pressure has led to concerns that the Fed could pivot from debating
when to cut rates to weighing whether hikes are needed to balance supply and demand.

Concerns over the potential inflationary impact of the war have already begun to weigh
on both the fixed income and currency markets. The 10-year Treasury yield has surged,
rising nearly 15 basis points over the last three days to hit a three-week high. Meanwhile,
futures markets are rapidly pricing out expectations for rate cuts, with war-induced price
pressures now seen as a key factor that could prevent the Federal Reserve from easing
policy at all this year.

The recent market moves highlight concerns that the war could last longer than initially
expected and potentially widen its geographic footprint. Azerbaijan has accused Iran of
drone attacks on its territory and demanded explanations from Tehran, underscoring the
risk of spillover along Iran’s northern border. At the same time, a US submarine strike
that sank an Iranian warship off the coast of Sri Lanka has brought the conflict directly
into the Indian Ocean, closer to key shipping routes serving India and Sri Lanka.

The conflict has already raised alarms about supply chain disruptions amid slowing trade
flows. The Strait of Hormuz, a critical global shipping chokepoint, has already seen
traffic sharply curtailed, raising the risk of broader trade bottlenecks. While energy
markets have drawn the most attention, regional instability is also affecting other
commodities, with industrial metals such as aluminum increasingly vulnerable to being
caught in the crosshairs.

Conflict Drives Global Aluminum Prices
Upward
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What the Fed does next will likely hinge on whether the conflict creates a meaningful
supply/demand imbalance. If policymakers judge that supply disruptions could trigger a
sustained price shock, they may feel compelled to pause rate cuts and even consider
another hike. By contrast, if they expect the conflict to be short-lived, with supply
normalizing quickly, or if they believe weaker demand will contain inflation without
further action, then they may opt to keep policy unchanged.

www.confluenceinvestment.com
2


https://thehill.com/homenews/nexstar_media_wire/5769163-gas-is-up-27-cents-since-sunday-heres-where-its-even-worse/
https://www.cnbc.com/2026/03/05/us-treasury-yields-investors-fears-around-us-iran-war.html
https://www.cnbc.com/2026/03/05/us-treasury-yields-investors-fears-around-us-iran-war.html
https://apnews.com/article/azerbaijan-iran-drone-war-airport-neighbor-34ab541f4bee87337f35e44b9e3fece6
https://apnews.com/article/azerbaijan-iran-drone-war-airport-neighbor-34ab541f4bee87337f35e44b9e3fece6
https://www.bloomberg.com/news/articles/2026-03-06/us-submarine-strike-in-the-indian-ocean-raises-risks-for-asia
https://www.bloomberg.com/news/live-blog/2026-03-06/iran-latest?srnd=homepage-americas
https://www.bloomberg.com/news/live-blog/2026-03-06/iran-latest?srnd=homepage-americas

! CM%&C&

e The labor market is likely to be another key factor in whether the Federal Reserve shifts
its policy stance. After a weak 2025, when employment recorded the slowest
non-recession job growth in more than two decades, hiring now appears to be stabilizing
and gradually improving. If that nascent recovery were to fade, Fed officials could feel
pressure to lower rates to support job creation.

Jobs Added or Lost Week Over Week, 4
Week Moving Average
Source: ADP
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e In our view, the recent conflict and associated risk of a supply shock have likely reduced
the scope for rate cuts this year, given the potential for higher input prices to feed into
inflation. That said, we still see the possibility for some easing, assuming the conflict is
resolved relatively quickly or the labor market slips back toward the pronounced
slowdown seen in 2025.

Tariff Troubles: Several US states are pressing the Trump administration to halt the next round
of tariffs following the Supreme Court’s decision to overturn the original measures. The
pushback comes as the White House seeks alternative ways to ensure trading partners comply
with the terms of its trade agreements. This added friction is likely to deepen uncertainty for
businesses, which are struggling to assess whether current or proposed tariffs will ultimately
remain in place, potentially leading to a period of strategic inertia.

Chip Restrictions: The US is weighing new rules that would further limit where chipmakers can
do business. Under draft regulations from the Commerce Department, exports of certain chips
would be restricted to destinations that have not received explicit approval from the White
House. Although not yet final, the proposal could effectively curb the sale of most high-end Al
accelerators. The move underscores the government’s growing role in shaping the broader
economy.
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‘Don’roe Doctrine: The US and Venezuela have officially restored diplomatic ties, highlighting
Washington’s renewed focus on Latin America. The move follows the US-backed transition that
removed Nicolas Maduro from power earlier this year and signals a desire to draw South
America more firmly back into its strategic and economic orbit. In our view, South American
countries that deepen ties with the US could benefit from preferential trade access and increased
investment flows, making them potentially attractive destinations for long-term capital.

Al Showdwon: The dispute between Anthropic and the Pentagon has intensified after the US
government formally categorized the Al firm’s technology as a supply-chain risk. The
designation could restrict Anthropic from future defense collaborations and threatens its existing
$200 million Pentagon contract. The conflict stems from disagreements over the company’s
willingness to support certain government applications that it believes conflict with its internal
ethical guidelines. This standoff could set a precedent for future public-private partnerships.

US Economic Releases

February nonfarm payrolls dropped by a seasonally adjusted 93,000, far worse than expectations
that they would rise by 55,000. The unexpected decline was also big enough that it erased most
of the gain of 126,000 in January. Importantly, most of the decline in February came in the
private sector, including manufacturing. The chart below shows the change in nonfarm payrolls
since shortly before the Great Financial Crisis (GFC).

Total Nonfarm Payrolls, SA
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Consistent with the drop in payrolls, the February unemployment rate rose to a seasonally
adjusted 4.4%, a bit worse than expectations that joblessness would remain at the 4.3%

registered in January. The next chart shows how the unemployment rate has evolved since just
before the GFC.
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The report also showed that average hourly earnings in February were up 3.8% from the same
month one year earlier. The chart below shows the year-over-year growth in average hourly
earnings since just before the GFC.

Average Hourly Earnings, All Private-Sector Employees
SA, USD (% Change YOY)

Source: US Bureau of Labor Statistics
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A final key indicator in the monthly employment report focuses on the share of the adult,
civilian, non-institutionalized population that is either working or looking for work. The
February labor force participation rate (LFPR) dropped to a seasonally adjusted 62.0%, far
worse than expectations that it would be unchanged at 62.5%. Coupled with the other data in the
report, the drop in the LFPR suggests a major part of the problem in February was a surge in
retirements and/or the government’s crackdown on immigration, both of which would have
pushed people out of the workforce at such a rate that employers could have found it hard to
replace them. The chart below shows how the LFPR has changed over the last several decades.
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Labor Force Participation Rate, SA
Source: US Bureau of Labor Statistics
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Separately, January retail sales fell by a seasonally adjusted 0.2%, a bit less than the expected
decline of 0.3% but still worse than the flat performance in December. Of course, overall retail
sales are often driven by the volatile auto and auto parts sector, which makes up almost one-fifth
of the total. January retail sales excluding autos and auto parts were unchanged, as anticipated
and consistent with December. Overall retail sales in January were up 3.1% from the same
month one year earlier, while sales excluding autos and auto parts were up 3.8%. This final chart
shows how retail sales have changed since just before the GFC.
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The table below lists the economic releases and Fed events scheduled for the rest of the day.
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Economic Releases
EST|Indicator Expected Prior Rating
10:00|Business Inventories m/m Dec 0.1% 0.1% *
15:00|Consumer Credit m/m Jan $12.650b| $24.045b *
Federal Reserve
EST|Speaker or Event District or Position
7:30|Christopher Waller on Bloomberg TV Member of the Board of Governors
8:30|Mary Daly on CNBC President of the Federal Reserve Bank of San Francisco
9:50|Austan Goolsbee President of the Federal Reserve Bank of Chicago
10:15|Mary Daly and Anna Paulson Participate in Panel Discussion |Pres of the Federal Reserve Banks of San Francisco & Philadelphia
11:30|Jeffrey Schmid Speaks on Policy and Outlook President of the Federal Reserve Bank of Kansas City
11:30(Stephen Miran on CNBC Members of the Board of Governors
13:20(Susan Collins Delivers Keynote Address President of the Federal Reserve Bank of Boston
13:30|Beth Hammack Speaks at Monetary Policy Forum President of the Federal Reserve Bank of Cleveland
15:10(Beth Hammack Apprears on Bloomberg TV President of the Federal Reserve Bank of Cleveland

Foreign Economic News

We monitor numerous global economic indicators on a continuous basis. The most significant
international news that was released overnight is outlined below. Not all releases are equally
significant; thus, we have created a star rating to convey to our readers the importance of the
various indicators. The rating column below is a three-star scale of importance, with one star
being the least important and three stars being the most important. We note that these ratings do
shift over time as economic circumstances change. Additionally, for ease of reading, we have
also color-coded the market impact section, which indicates the effect on the foreign market. Red
indicates a concerning development, yellow indicates an emerging trend that we are following
closely for possible complications, and green indicates neutral conditions. We will add a
paragraph below if any development merits further explanation.

Country | Indicator | | | Current | Prior | Expected | Rating | Market Impact

ASIA-PACIFIC

Australia Foreign Reserves m/m Feb AS$105.8b| A$104.7b *x Equity and bond neutral

South Korea |BoP Current Account Balance m/m Jan $15173.3m|$18702.6m **  |Equity and bond neutral
BoP Goods Balance m/m Jan $13259.1m|$18853.1m * Equity and bond neutral
CPI m/m Feb 2.0% 2.0% 2.1%| *** |Equity and bond neutral

EUROPE

Eurozone GDP y/y 4QT 1.2% 1.3% 1.3%| *** |Equity and bond neutral
Employment y/y 4QF 0.7% 0.6% ***  |Equity and bond neutral

Switzerland  |Foreign Currency Reserves m/m Feb 710.0b 712.0b *** |Equity and bond neutral

Russia Gold and Forex Reserves m/m 27-Feb $811.1b| $797.2b ***  |Equity and bond neutral
Money Supply, Narrow Definition |w/w 27-Feb 19.63t 19.68t * Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGP-DI v/y Feb -2.91% -1.11% -2.70% ** Equity and bond neutral
Industrial Production y/y Jan 0.2% -0.1% -0.8%| *** |Equity bullish, bond bearish
Trade Balance m/m Feb $4208m| $3816m **  |Equity and bond neutral
Exports m/m Feb $26306m| $24616m| $26600m * Equity and bond neutral
Imports m/m Feb $22098m| $20800m| $22400m * Equity and bond neutral

Financial Markets

The table below highlights some of the indicators that we follow daily. Again, the color coding is
similar to the foreign news description above. We will add a paragraph below if a certain move
merits further explanation.
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Fixed Income Today Prior Change | Trend
3-mo T-bill yield (bps) 358 359 -1 Up
U.S. Sibor/OIS spread (bps) 367 367 0| Down
U.S. Libor/OIS spread (bps) 364 364 0| Down
10-yr T-note (%) 4.17 4.14 0.03| Up
Euribor/OIS spread (bps) 205 206 -1| Down
Currencies 3 Mo

Dollar Down us Up
Euro Up Euro Down
Yen Up Japan Down
Pound Up UK Flat
Franc Up |Switzerland Up

Commodity Markets

The commodity section below shows some of the commodity prices and their change from the
prior trading day, with commentary on the cause of the change highlighted in the last column.

| Price | Prior | Change | Explanation
Energy Markets
Brent $89.02 $85.41 4.23%|Middle East Conflict
WTI $85.88 $81.01 6.01%|Middle East Conflict
Natural Gas $3.05 $3.00 1.57%
Crack Spread $42.01 $43.50 -3.44%|Middle East Conflict
12-mo strip crack $31.35 $31.43 -0.26%
Ethanol rack $1.97 $1.95 1.42%
Metals
Gold $5,091.96| $5,082.30 0.19%
Silver $82.75 $82.24 0.61%
Copper Contract $580.35| $580.45 -0.02%
Grains
Corn contract $458.25 $453.50 1.05%
Wheat contract $601.75| $583.75 3.08%|Geopolitical Tensions
Soybeans contract $1,190.00| $1,179.25 0.91%
Shipping
Baltic Dry Freight | 2138 2,233] -95
DOE Inventory Report

Actual Expected | Difference

Crude (mb) 3.48 3.00 0.48
Gasoline (mb) -1.70 -1.98 0.28
Distillates (mb) 0.43 -2.36 2.79
Refinery run rates (%) 0.06% -0.20% 0.26%
Natural gas (bcf) -132 -124 -8

Weather

The 6-to-10-day and 8-to-14-day forecasts currently call for cooler-than-normal temperatures in
the northern half of the Great Plains and the Midwest, with warmer-than-normal temperatures in
the Far West and along the Gulf Coast. The outlook calls for wetter-than-normal conditions in
the northern half of the country and southern Florida, with dry conditions in the Southwest.
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US Equity Markets — (as of 3/5/2026 close)

YTD Total Return Prior Trading Day Total Return
7 1
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(Source: Bloomberg)

These S&P 500 and sector return charts are designed to provide the reader with an easy overview
of the year-to-date and prior trading day total return. Sectors are ranked by total return; green
indicating positive and red indicating negative return, along with the overall S&P 500 in black.
These charts represent the new sectors following the 2018 sector reconfiguration.

Asset Class Performance — (as of 3/5/2026 close)

YTD Asset Class Total Return

| : : Commodities This chart shows the year-to-date
Real Estate .

} Emerging Markets (local currency) returns for various asset classes,

| et g Markets (5 updated daily. The asset classes are
Small Cap ranked by total return (including
Foreign Developed (local currency) .. . . . .
Foreign Developed ($) dividends), with green indicating
Val .. . . . .
US Corporate Bond positive and red indicating negative
G returns from the beginning of the
US High Yield year, as of prior close.

1 Large Cap
— Growth
-5.0% 0.0% 5.0% 10.0% 15.0% 20.0%
Source: Bloomberg

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index),
Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency)
Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD
and local currency) Index), Cash (iShares Short Treasury Bond ETF), US Corporate Bond
(iShares iBoxx $ Investment Grade Corporate Bond ETF), US Government Bond (iShares 7-10
Year Treasury Bond ETF), US High Yield (iShares iBoxx $ High Yield Corporate Bond ETF),
Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth
(S&P 500 Growth).
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P/E Update

March 5, 2026

LONG-TERM TRAILING P/E
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Based on our methodology,! the current P/E is 24.8x, down 0.1 from the previous report. Last
week, the stock price index fell, while earnings were relatively unchanged from the previous
week.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking
statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security.

1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use
the Bloomberg estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings
sum includes three actual quarters ( Q1, Q2, Q4) and one estimate (Q3). We take the S&P average for the quarter
and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect (it will
tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data and
avoid P/E volatility caused by unusual market activity (through the average price process). Why this process? Given
the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios.
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