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Key Takeaways:

U.S. equities continue to make fresh record highs.

Surging bond yields should not be ignored.

Valuations are not as cheap as they may seem.

Semiconductor surge suggests over optimism.
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We continue to believe the markets are due for a near term correction.

Euphouria Sets in; Be Cautious

The S&P 500 has made 18 fresh
records highs this year and the
Nasdaq has made 14. Although the
U.S./Israel-Iran conflict created a
brief headwind for risk assets, Al-
driven enthusiasm has reasserted
itself pushing valuations to levels that
warrant close attention. We realize
that the 1Q26 earnings season was
strong and helped investors focus on
something other than the many
changing details out of the Middle
East. However, economic data is
painting an unclear picture,
especially as it pertains to inflation. In
addition, there are several indicators
that we monitor that suggest equities
may be showing signs of
complacency. In this weekly insights,
we outline some market indicators
that suggest caution is warranted.

e  Surging global bond yields:
There has not been enough
attention paid to the surge in
global bond yields. While long
termyields are rising, alongside
inflation, there are other factors
that should be monitored. The
10YR UK GILT has jumped to the
highest level since 2008 due to
domestic political uncertainty as
Prime Minister Starmer faces
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increased scrutiny. The Japanese
10YRYyield has jumped to the
highest level since 1997 due to
fiscal concerns and rate hikes. In
addition, in the U.S. the 10YR
yield has broken above the
psychological 4.50% level and is
at a 14-month high. Historically,
higher yields pose arisk to high
P/E sectors (e.g., tech).

Valuations concerning for
future returns: A lot of the
enthusiasm around equities has
been that P/E expansion is not
driving the returns in 2026,
instead earnings are driving it.
However, when you look at the
S&P 500 P/E valuation on a
cyclically adjusted basis (CAPE
ratio=compares price to average
corporate earnings over past 10
years and adjusts it for inflation)
itis concerningly high. At 40x
earnings, itis at the highest level
since 2000. In addition,
historically when this multiple is
between 30-45, the forward five
year return of the S&P 500 is ~1%
annually.

Semiconductor surge: The
Philadelphia Semiconductor

Index has increased over 50%
since April. This is one of the
largest moves higherin such a
short time frame in history. In
addition, the Relative Strength
Index of the benchmark had
breached 80 (a level of 70 is
overbought).

Bottom Line

The U.S. economy is doing well
considering record low consumer
confidence, a resumption in inflation
and a war in the Middle East.
However, disciplined investing means
considering the price you pay for an
investment given its risk. At this time,
the U.S. equity market is moving on
momentum and not fundamentals. In
addition, the current inflation
environment should not be ignored.
Bonds are alerting investors that
inflation is a significant risk and
equity investors should be aware that
higheryields and inflation can cause
P/E contraction. We continue to
expect a near term correction to
adjust for these dynamics. We will
continue to evalute valuations but
believe the broad equity market is
stretched at this time.
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Weekly Economic Recap -

Inflation as measured by the Consumer Price
Index came in as expected in April (+0.6%
MoM). Inflation is now rising at the fastest
three month moving average since July 2022.
At the core level, inflation rose 0.4% (MoM),
the highest since January 2025. Services,
which is the largest component of core
inflation rose the most since January 2024
(+0.6% MoM). Housing inflation rose as the
owners equivalent rent jumped the most since
April 2023 (+0.5% MoM).

Inflation as measured by the Producer Price
Index came in much higher than expected at
all levels that are analyzed. Energy drove the
headline number to grow at the fastest pace
since March 2022. When excluding food,
energy and trade, prices grew 0.6% (MoM) led
by services.

Retail sales rose for the sixth consecutive
month in April led by spending on gasoline.
When excluding gas, food, autos, and building
materials, sales were driven by spending on
electronics, internet spending and sporting
goods. Itis important to note that this data set
is not adjusted for inflation.

The NFIB Small Business Optimism Index rose
modestly in April. However, the gain was led
by business owners expecting to raise prices
in the future. Sentiment around future
earnings trends and those seeing it as a good
time to expand were weak.
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Key Takeaways:

Inflation growing at fastest pace since 2022.
Retail sales resilient; not adjusted for inflation.
Business owners expecting to raise prices.
Global equities fall as yields rise; tech weakens.
Yields rise on a jump in inflation data.

Oil prices surge on lack of progress with Iran.

Weekly Market Recap -

Equities: The MSCI AC World Index fell for the first time in three weeks as
inflation data spooked investors. Globally, the U.S. was the only major
index to post a positive return (i.e., S&P 500). A strong U.S. dollar
hampered international returns. In addition, a pullback in the
semiconductor trade dragged on returns in EM Asia. Within the U.S., the
S&P 500 posted a small gain but small and midcap stocks fell sharply as
yields rose on inflation data.

Fixed Income: The Bloomberg Aggregate Index posted its worst one week
decline since the week of liberation day (April 2025) as inflation data and
lack of progress on the Strait of Hormuz sent yields higher. Long term
Treasuries, investment grade and EM bonds led the weakness.

Commodities/FX: The Bloomberg Commodity Index rose for the third time
in the past four weeks. The lack of progress on reopening the Strait of
Hormuz sent oil prices back above $100 bbl. Gold prices posted their
worst one week decline in eight weeks as yields surged and the dollar
strengthened.

Inflation Rising Most Since 2022
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Footnotes: Data is as of April 2026.
Data Source: Bloomberg Finance LP, Verdence Capital Advisors.
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Global Equities Fall as Inflation Fears Overwhelm Equity Market
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Footnotes: Data is as of May 15, 2026.
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© 2026 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC. Reproduction without permission is not permitted. The indexes presented are
unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor can it be invested in directly. An investment’s portfolio may differ significantly from
the securities in the index.

This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to
change without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal,
or tax advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future
performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any
discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only
for sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily
marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot
invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice
regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such
material. Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any
responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be
entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such
research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the
accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change without notice at any time. Verdence Capital does not provide
tax, or legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular
investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed income investments are subject to various other risks
including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors. Lower rated securities are
subject to greater credit risk, default risk, and liquidity risk. Commodity-related products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-
related products may be extremely volatile, illiquid and can be significantly affected by underlying commodity prices, world events, import controls, worldwide competition,
government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for information purposes only and is not intended for trading
purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance on any content.
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