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• A look beyond headline market performance to what actually drove returns in the 
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First Quarter 2026 
Whenever we look at history  (and the first quarter is now exactly that) the temptation is always to simply recount what 

happened and leave it at that. It’s why many people could tell you “Magna Carta was signed in 1215” or “Columbus 

sailed the ocean blue in 1492,” but they couldn’t actually tell you why it happened…or why it matters now.  

 

The same temptation exists in the financial services industry. Right now, nearly every institution in the country is 

releasing their own “Q1 market recap.” Most of them will start the same way, by leading with a set of index returns for 

the quarter. 

 

Many will go a step further. They’ll point out that results were shaped by a late-quarter rally or highlight particularly 

strong single days that helped soften declines. 

 

Some recaps will add historical context. They’ll note that, despite those rebounds, it was still a relatively weak quarter 

by recent standards, and that at various points markets approached, or briefly entered, “correction” territory, meaning 

a drop of 10% or more from a recent peak.  

 

Good recaps, though, go beyond the numbers and explain the “why.” They’ll tell you that for the first two months of the 

quarter, the markets were down only slightly, stuck in a “one step forward, one step back” type of cycle. Driving that 

dynamic was a handful of key concerns: questions around the level and return on AI-related spending, emerging 

pressures in private credit, and some softening in parts of the labor market. 

 

A good recap should also tell you why these topics matter. For the last few years, enthusiasm over artificial intelligence 

has been the single biggest propellant for the markets. More specifically, it has driven some of the largest tech 

companies (think Alphabet (Google), Amazon, NVIDIA, and Tesla, among others) to historically high valuations, which 

has helped to lift the overall market. But the companies behind the AI boom are also spending incredible amounts of 

money, and most are not yet profitable. As the year began, investors started to show concern that it might be years 

before these companies make money, which led many to cut back on their investments.  

 

At the same time, investors all began to worry about the impact of AI. If artificial intelligence is truly all it’s made out to 

be, it could have several unintended consequences. For example, many AI tools can generate code, and thus, 

software, at a dramatically faster rate compared to traditional methods. That leads to the question: Why would anyone 

need to hire or work with a traditional software company in the future when they can just use AI? 

 

Now, it’s still an open question whether AI truly can replace most software companies, but the fear is there…which was 

enough to cause some investors to move away from the space, bringing stock prices down in the process. That kind of 

shift is relatively straightforward in public markets, where investors can sell and move on. But not all investments work 

that way, which brings us to private credit.  

 

Private credit is essentially “non-bank” lending. The private credit market, which has grown substantially in recent 

years, allows both institutions and individual investors to loan money to companies the way a bank normally would. 

Now, many private credit funds have given loans to those same traditional software companies I mentioned earlier.  

 

Here’s the key difference: private credit investments are typically much less liquid than most stocks and bonds. 

Investors generally can’t withdraw their money quickly or all at once; instead, capital is often returned over time or 

during limited redemption windows. So as concerns around the future of software companies grew, some investors 

looked to reduce exposure but weren’t necessarily able to exit as easily as they could in public markets. Since many 
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private credit funds have themselves received loans from banks, all this volatility has extended into the financial 

sector, whose performance was also a drag on the markets last quarter.  

 

Finally, we have the issue of what AI means for jobs. Many in the tech industry claim that AI will eventually be able to 

do most of the white-collar jobs that exist today. Whether that’s true or not is a topic for another day, but there’s no 

doubt that some companies already believe it. In Q1 alone, some of the biggest businesses in the world replaced 

thousands of workers with AI, including Dow Chemical, HP, Oracle, and Amazon.1 That’s bad news for the labor 

market, which was already feeling the effects of slower economic growth. In February, for example, hiring fell to its 

lowest level in six years (when the pandemic was raging.)2 

 

All this takes us through the first months of the quarter. But here is where all those market recaps had to pivot, 

because nobody was ready for what came next. The single biggest reason why the markets ended the quarter in the 

red.  

 

I’m talking, of course, about the war with Iran.  

 

The conflict, and the resulting surge in oil prices, has renewed fears on Wall Street about elevated global inflation and 

higher interest rates. Typically, geopolitical events have a short-lived effect on the markets. But sometimes, conflicts 

can lead to economic disruption. When that happens, investors must contend with major uncertainty…and uncertainty 

means volatility. 

 

And there is your Q1 Market Recap. You know what happened, why it mattered, and what the effects were. But while 

most recaps will end there, this one will not. Because to me, the real point of looking back at history, whether ancient 

or recent, isn’t just to recap what happened. It’s not even to figure out why it happened.  

 

It’s to determine what lessons we can draw from it.  

 

A few paragraphs up, I said nobody on Wall Street had prepared for a war in Iran. When the quarter began, it just 

wasn’t something on most investors’ list of things to worry about. With that in mind, I’ve been thinking a lot about the 

word “preparation” lately. It’s a strong-sounding word, isn’t it? To me, it’s a word that suggests maturity. Vigilance. 

Even wisdom. Throughout history, I doubt you’d find many people with bad things to say about preparation.  

 

But what can we actually prepare for ahead of time?  

 

There are certainties in life for which we know to prepare. We know the sun will rise each day, so we prepare for 

tomorrow by laying out our clothes ahead of time. We know we will need to eat next week, so we do meal planning and 

buy the necessary ingredients in advance.  

 

Of course, there’s plenty for which we can’t really prepare. Nobody knows ahead of time when they will run over a nail 

and get a flat tire. Nobody knows ahead of time if this is the year the earthquake hits or the old tree finally topples 

over and lands on our garage. Nobody ever wakes up in the morning knowing that today’s the day they meet the 

person they will eventually marry. We simply can’t predict when these events will occur. 

 

But we can prepare for possibilities. The possibility of getting into a car accident…which is why we wear our seatbelt 

each time we drive. The possibility of a natural disaster…which is why we buy insurance on our homes or ensure we 

have emergency food and funds. The possibility of meeting someone special…which is why we strive to look good, act 

well-mannered, and always put our best foot forward. 
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As investors, there are certain things that are difficult for us to anticipate. While we know conflicts can happen, they 

are still capable of catching the markets completely by surprise. We know that an industry that propels the market 

forward can suddenly be the same one that drags it down, but we can rarely predict which and almost never predict 

when.  

 

Many investors like to think they can predict events, or at least how the markets will react to them. Others spend a 

good deal of energy (and often, money) overreacting to everything they couldn’t predict. We are certainly starting to 

see that kind of behavior pick up again, just as we do in any volatile quarter.  

 

Which brings me to the single most important lesson of Q1: 

The reason financial planning matters is because we can predict almost nothing; therefore, we cannot prepare for 

everything. But financial planning is about preparing for what we do know. And the more we do that, the less short-

term surprises can affect our long-term progress to the things you care about most. We don’t know what will cause the 

next bout of market volatility, but we do know market volatility is inevitable. So, we can prepare for it by ensuring we 

stay well-diversified and mentally disciplined. We don’t know when some unexpected life events will happen, but we 

do know about the life events you WANT to happen. (Like retirement!) We can prepare for them by ensuring your 

investments, savings, and spending are all aligned with those events in mind. We don’t know what the markets will do 

tomorrow, the government next month, or the economy next quarter. But we do know what your taxes will probably 

look like, and how much your family will likely need for college, or when it’s time to take Social Security…and that 

knowledge is far more powerful.  

 

While Q1 was ultimately a “down” period for the markets, it served as an important reminder that while the future will 

always serve us surprises we cannot predict, it will rarely catch us unprepared. And when the future becomes the past, 

as all futures must inevitably do, we can look back…and in doing so, become even more prepared still.  

 

As always, please let me know if you have any questions, concerns, or issues we can help with. In the meantime, have 

a great rest of your month…and a great second quarter! 

Sincerely yours, 

 

Russell E. Lundeberg Jr., CPA 

CEO & Chief Investment Officer 

Barrett Capital Management, LLC 

 

 

 

 

 

 

 

 

 

 

 

 

 

This communication is for informational purposes only and contains a description of some of the factors which Barrett Capital Management, LLC considers in forming 

its investment strategy at the time of publication. The information herein is subject to change without notice.  This is not a solicitation to participate in any investment 

strategy.  Past performance is no guarantee of future results.  Reproduction or distribution of this material is prohibited and all rights are reserved.  

 

1 “More companies are pointing to AI as they lay off employees,” CBS News, February 27, 2026. www.cbsnews.com/news/ai-layoffs-2026-artificial-intelligence-amazon-pinterest/ 

2 “US job openings fall in February,” Reuters, March 31, 2026. www.reuters.com/business/us-job-openings-fall-february-hiring-lowest-since-pandemic-2026-03-31/ 
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