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MARKET REVIEW 
 
The MSCI World Index declined 3.57% in the first quarter of 2026 as 
the Iran War created an oil supply shock for the global economy. U.S. 
equities pulled back sharply, while European and Asian equities 
finished flat despite a strong start to the quarter. Investors fear a 
prolonged war could restrict global energy resources, adding to the 
growing list of market risks that also includes the threat of a potential 
AI bubble, software disruption fears, tariff uncertainty, and central 
bank policy. Ultimately, these risks overshadowed another strong 
corporate earnings season.   
 
On the last day of February, the U.S. and Israel began military operations in Iran. Subsequently, the Strait of Hormuz, a 
waterway through which 20% of the world's crude oil and liquefied natural gas supply traverses, was closed due to threats. 
The price of Brent Crude rose more than 60% from the war’s onset to recent highs of $118/barrel, a level last seen in 2022. 
A prolonged oil supply shock may be expected to drive fuel prices higher, dampen consumer demand, and lead to higher 
input prices for goods, which could be passed on to consumers. In the U.S., average gasoline prices crossed $4 per gallon 
by the end of the quarter. In Asia, a region that is heavily dependent on petroleum sourced from the Middle East, policies to 
conserve fuel were instituted, including rationing, flight cancellations, and export restrictions of refined products. Europe, 
which is dependent on liquefied natural gas from the Middle East, may also be vulnerable to economic contraction. The risk 
of the war’s impact on the global economy drove investors to sell equities as market participants perceived the likelihood of 
a global recession to be rising.  
 
Two additional areas of uncertainty came into focus during the period: tariffs and the direction of central bank policy. Tariff 
uncertainty resurfaced as the U.S. Supreme Court ruled against the Trump Administration’s use of the International 
Emergency Economic Powers Act (IEEPA) to enact reciprocal tariffs. In response, the administration vowed to levy a 10-
15% tariff under Section 122 of the Trade Act of 1974, which would allow for similar tariffs to be enacted for only 150 days. 
The ruling also raises the question of potential refunds to corporations, which should be resolved in the lower courts. 
Projected beneficiaries of the policy reversal include Canada, Mexico, and Asia. The EU and the UK, which negotiated a 
10% tariff, are reassessing the agreed-upon tariff deal, and India paused active negotiations with the U.S. At the same time, 
the EU signed a trade deal with India and Canada announced a preliminary trade deal with China, both developments 
signaling an intent to reduce economic reliance on America. Collectively, America’s tariffs have prompted countries to seek 
out new markets for their goods and services. 
 
Central banks held rates steady in the quarter, choosing to wait for more data to understand the full impact of the Iran War. 
The U.S. Federal Reserve (Fed) held rates at the 3.50-3.75% range during both its January and March Federal Open 
Market Committee meetings. The impact of higher energy prices on inflation remains a meaningful uncertainty. Markets are 
now pricing zero rate cuts for the remainder of the year. The European Central Bank (ECB), Bank of England (BoE), and 
Bank of Japan (BoJ) also left their respective policy rates unchanged. Energy sources from the Middle East has a larger 
impact on the economies of Europe and Asia than it does on the U.S., so these central banks signaled their willingness to 
react to inflation if necessary. Market forecasts became more hawkish, with expectations for the ECB and BoE to raise rates 
by year’s end, versus an initial outlook of no change. The dual impact of higher oil prices and potentially higher interest rate 
policies to combat the resulting inflationary effects could stymie global economic growth 
 
Financial results reported during the 4Q25 earnings season were better-than-anticipated by the market, with revenue and 
earnings exceeding expectations. Companies within the energy sector are benefiting from a sharp increase in energy prices 
at a time when the industry is focused on operational efficiencies and monetization of prior investments. Furthermore, U.S. 
energy firms have limited exposure to Middle East energy supply chains as operations are largely centered in domestic 
natural gas and crude, which may serve to insulate the group from disruption. Retail-facing companies continue to observe 
a bifurcated consumer, with higher-income households continuing to spend unabated, while lower-income consumers 
remain very price sensitive. Spending was down within categories including luxury, travel, beverages, and dining. Tariffs 
were less of a headwind for companies reporting in the quarter, and a few acknowledged they had raised prices too far and 
would be lowering prices where feasible 
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MARKET REVIEW (continued) 
 
Throughout the earnings season, U.S. technology companies announced plans to accelerate investments in AI 
infrastructure, which are now projected to total more than $600 billion in 2026, an increase of more than $100 billion (or 
20%) versus the beginning of the year. In a marked shift from past quarters, AI investments without a clear path to 
profitability were punished by the market. Investors became more discerning about potentially overbuilding AI infrastructure. 
Another source of fear arose after Anthropic and OpenAI debuted new AI models with advanced functionality, which many 
perceived to threaten established software and information services companies. 
 
Asian equity gains were driven by beneficiaries of the AI buildout across Taiwan and South Korea, home to semiconductor 
manufacturers and memory chip providers. In Japan, Prime Minister Sanae Takaichi won the general election. Her fiscal 
spending plans focused on supporting AI investments and boosting defense capabilities and were welcomed by investors. 
European equities were also bolstered by defense and AI-related equities. Finally, budgetary impasses were resolved 
across Europe’s largest economies including Germany, the UK, and France, which provided investors with fiscal spending 
clarity. 
 
PERFORMANCE REVIEW 
 
The strategy was affected by the dual impact of negative asset 
allocation and stock selection effects. A positive stock selection 
effect within the industrials sector supported relative 
performance. 
 
Conversely, the strategy’s disadvantageous stock selection 
across the health care, communication services, and financials 
sector detracted from relative performance. Within the energy 
and utilities sector, an unfavorable underweight allocation 
hindered relative performance. 
 
TOP CONTRIBUTORS 
 
The top contributors to relative performance include Chevron, 
ASML, BAE Systems, Taiwan Semiconductor, and Deere & 
Company. 
 
TOP DETRACTORS 
 
The top detractors from relative performance include Microsoft, 
Intuit, LVMH, Alphabet, and Amazon.com. 
 
MARKET OUTLOOK 
 
The world is undergoing a period of rapid change, which creates 
uncertainty and volatility. In addition to evolving global trade 
relationships, economic policies, and military alliances that have 
anchored the Post-War Era are now being rewritten as well. Yet, 
uncertainty is not new to our firm. Over the past six decades, we 
have invested through periods of transformation, economic 
disruption, and geopolitical tensions. This invaluable experience 
has taught us that quality companies endure, and we believe 
that the current period of political and economic transition is no 
exception. 
 
Quality companies, in our view, are led by experienced leadership teams that can navigate through uncertainty and leverage 
the company’s strengths to consistently grow earnings, not just when conditions are favorable, but throughout the full arc of a 
business cycle. We believe earnings growth is the cornerstone of equity appreciation over the long-term. We remain selective 
in finding the companies that qualify for inclusion into our portfolios. As the world continues to evolve, so too will the 
challenges facing the businesses we own. We believe companies with strong balance sheets, pricing power, and cash flows to 
fund growth are well positioned to withstand prolonged periods of uncertainty.  
 
 

Top 10 Holdings (3/31/26)* 

Microsoft  8.00% 

Alphabet  6.50% 

Nvidia 6.50% 

Amazon.com 5.75% 

Apple 5.00% 

ASML Holding ADR 4.00% 

Taiwan Semiconductor Manufacturing ADR 4.00% 

Meta Platforms 3.50% 

BAE Systems ADR 3.00% 

Visa  3.00% 

*Source: Fayez Sarofim & Co. Top 10 equity weights are 
based on a representative model account, exclusive of 
cash. Individual accounts may vary. There is no 
assurance that the securities will remain in the portfolio 
or that other securities have not been purchased.  
The holdings listed should not be considered 
recommendations to purchase or sell a particular 
security. It should not be assumed that securities bought 
or sold in the future will be profitable or will equal the 
performance of the securities in this list. Fayez Sarofim & 
Co. will provide a list of all securities purchased and sold 
during the past year upon request. 
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Past performance is no guarantee of future results. No investment strategy or risk management technique 
can guarantee returns or eliminate risk in any market environment. For more information, please call 1-877-334-
6899 or visit bny.com/investments. 
 
RISKS 
 
Equities are subject to market, market sector, market liquidity, issuer, and investment style risks, to varying degrees. Investing 
in foreign denominated and/or domiciled securities involves special risks, including changes in currency exchange rates, 
political, economic, and social instability, limited company information, differing auditing and legal standards, and less market 
liquidity. These risks generally are greater with emerging market countries. 
 
Index Definition 

The MSCI World Index is a free-float adjusted, market capitalization-weighted index that is designed to measure the equity 
market performance of developed markets. Investors cannot invest directly in any index. 
 
Definitions 

FDIC is Federal Deposit Insurance Corp. 
 
Artificial intelligence (AI) refers to computer systems that can perform tasks typically requiring human intelligence, such as 
visual perception, speech recognition, decision-making, and language translation.  
 
Fayez Sarofim & Co. is an SEC-registered investment adviser and a wholly owned subsidiary of The Sarofim Group, Inc. 
Sarofim, among other services, provides advisory services for equity portfolios under various agreements related to wrap-fee 
programs, and is introduced to wrap-fee program sponsors primarily through the efforts of BNY Mellon Securities Corporation 
(BNYSC) under the terms of a solicitation agreement between Sarofim and BNYSC. With respect to such wrap-fee programs, 
BNYSC acts as the account administrator and serves as the liaison between Sarofim and the program sponsors and the 
program sponsors’ clients and receives in consequence a portion of the fee charged by the program sponsor for its account 
administration services. BNYSC plays a similar role with respect to the UMA programs for which Sarofim provides investment 
management or supervisory services. For such UMA programs, BNYSC functions on behalf of Sarofim as the primary 
administrative contact with program sponsors and acts as account administrator and receives in consequence a portion of the 
fee charged by the program sponsor for providing such services. BNYSC is a subsidiary of BNY. BNY is the corporate brand 
of The Bank of New York Mellon Corporation and may also be used as a generic term to reference the Corporation as a whole 
or its various subsidiaries generally. Sarofim is not affiliated with BNYSC or BNY. 
 
The Fayez Sarofim & Co. Global ADR Strategy is a model-only strategy. If an investor selected this strategy, they would be 
retaining Fayez Sarofim as their investment manager.  The views expressed in this commentary reflect those of the portfolio 
managers and associated analysts only through the end of the period covered and do not necessarily represent the views of 
Fayez Sarofim & Co. or BNYSC. The comments provided herein are a general market overview and do not constitute 
investment advice, are not predictive of any future market performance, are not provided as a sales or advertising 
communication, and do not represent an offer to sell or a solicitation of an offer to buy any security. Similarly, this information 
is not intended to provide specific advice, recommendations or projected returns of any particular product. These views are 
current as of the date of this communication and are subject to rapid change as economic and market conditions dictate. 
Though these views may be informed by information from publicly available sources that we believe to be accurate, we can 
make no representation as to the accuracy of such sources or the completeness of such information. Please contact us for 
current information about our views of the economy and the markets. Portfolio composition is subject to change, and past 
performance is no indication of future performance.  
 
This material has been distributed for informational purposes only and should not be considered as investment advice or a 
recommendation of any particular investment, strategy, investment manager or account arrangement. Information contained 
herein has been obtained from sources believed to be reliable, but not guaranteed. Please consult a legal, tax or financial 
professional in order to determine whether an investment product or service is appropriate for a particular situation. No part of 
this material may be reproduced in any form, or referred to in any other publication, without express written permission.  
 
© 2026 BNY Mellon Securities Corporation, 240 Greenwich Street, 9th Floor, New York, NY 10286. 
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