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Q1 2026 MARKET RECAP

•  �U.S. equities were volatile in Q1 2026. Following a record 
2025 and a multi-year bull run, markets pulled back amid 
geopolitical tensions, an AI-sector valuation reset, and rising 
energy costs. A late-March rally on hopes of Middle East de-
escalation trimmed losses, but major U.S. benchmarks still 
finished the quarter lower.

•  �The S&P 500 finished the quarter down -4.3%, after falling 
nearly -9% from its quarter high in January. 

•  �Energy was the quarter’s best-performing sector 
as supply routes through the Strait of Hormuz were 
disrupted. Nearly one-fifth of the world’s oil and LNG 
trade passes through the strait. 

•  �Utilities and consumer staples also performed well as 
investors moved toward “safe-haven” sectors.

•  �Despite rising rates often benefiting banks, the 
Financials sector struggled due to concerns over  
credit market stability.

•  �The S&P 500 Equal Weight Index outperformed the cap-
weighted S&P 500, signaling a long-awaited broadening 
beyond mega-caps. It ended the quarter up 0.7%.

•  �The Nasdaq fell nearly 6% for the quarter as investors rotated 
in late February and March into cyclical and value stocks

•  �Rising U.S. Treasury yields and increased scrutiny of heavy 
capital spending cooled enthusiasm for the “Magnificent 
7,” as investors demanded more tangible returns.

•  ��Chip maker Nvidia was the best performing stock in 
the Magnificent 7, down -6%. Microsoft was the worst, 
closing the quarter down nearly -23%.

•  �Amid conflict in the Middle East and supply chain worries, 
there is some divergence in the global equity markets.

•  �The MSCI U.K. finished the first quarter up 2.0%, mainly 
due to the indices massive weighting in oil and gas giants 
(like BP and Shell).

•  �Japan’s performance was a “tale of two halves.” It started 
the year very strong, which provided enough cushion to 
end the quarter in the green despite a late-March dip.

•  �The Eurozone is the “unlucky middleman” in this conflict, 
as continental Europe is highly sensitive to energy import 
costs, especially amid stalled growth. 

Unless otherwise noted, data is sourced from Bloomberg. The recipient should not construe any of the material contained herein as investment, hedging, trading, legal, regulatory, tax, accounting or other 
advice. The recipient should not act on any information in this document without consulting its investment, hedging, trading, legal, regulatory, tax, accounting and other advisors. Use of such information is 
voluntary and should not be relied upon unless an independent review of its accuracy and completeness has been performed. Materials may not be reproduced without the express consent of Milliman.
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•  �The U.S. Treasury market in the first quarter of 2026 was 
defined by a sharp reversal in sentiment. After entering the 
year with expectations of continued rate normalization, the 
market was hit by geopolitical conflict, leadership uncertainty 
at the Federal Reserve, and a resurgence of inflationary 
pressure.

•  �Typically, a major geopolitical conflict triggers a “flight to 
quality”, where investors rush into U.S. Treasuries, driving 
yields down. In Q1 2026, the opposite occurred.

•  �Bond investors seemed to have prioritized the threat 
of war-driven-inflation over the need for safety. They 
demanded higher yields to compensate for the eroding 
purchasing power caused by soaring energy and 
transportation costs.

•  �President Trump nominated Kevin Warsh to succeed Jerome 
Powell as Fed Chair. Warsh’s history as a “hawk” clashed with 
the President’s public demands for lower rates.

•  �These uncertainties created a term premium spike, where 
investors added a risk buffer to long-term bonds.

•  �Similarly, breakeven rates on TIPS, which can be used to proxy 
the market’s expectation of average annual inflation over the 
life of the bond, have exploded following the conflict in Iran.

•  �1-Year breakeven rates moved from roughly 2.3% at the 
end of last year to 5.2% as of March, indicating investors 
are pricing in a violent surge in consumer prices in the near 
term, primarily driven by jumps in the price of crude oil, 
which jumped above $101 per barrel at the end of March.

•  �The conflict in the Middle East kept investors concerned about 
credit quality and default risk rather than just interest rate 
movements.

•  �Credit spreads for U.S. investment grade corporate bonds 
widened 11bps. This may indicate that the market has 
finally accepted that “higher for longer” interest rates are 
here to stay. 

•  �HY bonds widened 51 bps. While defaults haven’t spiked 
yet, markets are pricing in a higher probability of failures, 
where specific companies not benefiting from the AI boom 
may struggle to refinance at current rates.
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OUTLOOK

•  �As investors navigate markets in 2026, a more cautious 
stance may be appropriate. While the AI revolution remains 
a structural tailwind, widening credit spreads, geopolitical 
shocks, and persistent inflation suggest the cycle’s “easy 
money” phase may have ended.

•  �Jerome Powell’s term as Fed Chair ends in May 2026. Kevin 
Warsh, the nominated successor, will likely take the reins 
as the larger disinflation narrative appears to have shifted 
in 1Q26. 

•  �Recent energy shocks are likely to put upward pressure 
on prices, leaving the Federal Reserve with much more to 
think about when considering future rate cuts.

•  �Fed funds future traders are not pricing in a rate  
cut in 2026. 

•  �The divergence between price levels and purchasing power 
has reached a critical inflection point. While nominal wages 
continue to grow, they are currently being eclipsed by a 
reacceleration in headline inflation, which surged in March.

•  �Real average weekly earnings fell by 0.91% in March, 
as a sharp monthly spike in energy and shelter costs 
overwhelmed modest pay gains. 

•  �For consumer-facing sectors, particularly Consumer 
Discretionary and Retail, this represents a dual threat. 
Households are forced to prioritize essential spending 
(gas and groceries), while corporations face rising input 
costs that they may no longer be able to pass on to a 
“tapped out” consumer.

•  �After three years of strong returns for U.S. equity market 
returns, equity valuations, as measured by the 12-month 
forward P/E ratio of the S&P 500, remain high at 20x, above 
historical long-term averages.

•  �Gold could be positioned for a strong Q2. Several factors are 
converging central banks continue to diversify away from 
the dollar and metal is acting as a hedge against geopolitical 
instability (Venezuela, Iran) and the risk of an abrupt 
economic slowdown.

The results shown are historical, for informational purposes only, not reflective of any investment, and do not guarantee future results. 
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Milliman Financial Risk Management LLC is a global leader 
in financial risk management to the retirement savings 
industry. Milliman FRM provides investment advisory, 
hedging, and consulting services on over $261 billion 
in global assets (as of March 31, 2026). Established in 
1998, the practice includes more than 190 professionals 
operating from three trading platforms around the 
world (Chicago, London and Sydney). Milliman FRM is a 
subsidiary of Milliman, Inc.

Milliman is among the world’s largest providers of actuarial 
and related products and services. The firm has consulting 
practices in healthcare, property & casualty insurance, life 
insurance and financial services, and employee benefits. 
Founded in 1947, Milliman is an independent firm with offices 
in major cities around the globe.

For more information, visit frm.milliman.com
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