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The U.S. and European stock markets closed sharply lower, as escalating geopolitical tensions in the
Middle East, rising oil prices, and a renewed surge in Treasury yields drove a broad-based risk-off
move across global equities. Investor sentiment weakened throughout the session as markets
assessed the implications of contfinued escalation in the Iran-Israel conflict and the growing risk of
energy supply disruptions.

On Wall Street, selling pressure intensified into the close, with all major indices posting significant
declines. The Dow Jones Industrial Average fell 443.96 points, while the S&P 500 declined 100.01
points, and the Nasdag Composite dropped 443.08 points, reflecting pronounced weakness in
growth-oriented sectors and increased sensitivity to higher interest rates.

The market's weakness was driven by a combination of geopolitical escalation and macro repricing.
Continued exchanges between Iran and Israel, along with reported attacks on energy infrastructure
in the Persian Gulf, heightened concerns about supply disruptions. At the same time, reports of
increased U.S. military positioning in the region reinforced the perception that the conflict could
broaden, elevating the geopolitical risk premium embedded in energy markets.

Oil prices responded accordingly, with Brent crude moving above $110 per barrel and West Texas
Infermediate approaching $100 per barrel, reinforcing fears of an energy-driven inflation shock. These
developments have begun to challenge the disinflation narrative that had supported markets earlier
in the year.

At the same fime, bond markets further tightened financial conditions. The U.S. 10-year Treasury yield
rose to 4.39%, while the 2-year Treasury yield increased to 3.88%, reflecting a reassessment of the
Federal Reserve’s policy trajectory. Rising yields indicate that markets are increasingly pricing in
persistent inflation pressures and a delay in the expected timing of rate cuts.

U.S. Markets: Risk Repricing Accelerates

From a strategic perspective, markets have not yet fully discounted a prolonged geopolitical
disruption or sustained energy shock. Until there is greater clarity on oil prices and the trajectory of the
conflict, volatility is likely to persist, with investor positioning favoring defensive sectors and assets with
pricing power.

Sector leadership continues to rotate defensively. Energy remains the primary beneficiary of higher oil
prices, while ufilities and consumer staples are outperforming amid investor demand for stability and
cash flow visibility. In contrast, fechnology and consumer discretionary sectors are under pressure,
reflecting their sensitivity to higher interest rates and valuation compression.

The current market environment reflects a convergence of three key risks: rising energy prices,
delayed monetary easing, and escalating geopolitical tensions. Equity markets are adjusting to a
new reality in which inflation risk is re-emerging and financial conditions are tightening simultaneously.
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European Markets

European equity markets closed decisively lower, extending the prior session’s weakness, as rising oil
prices and a more hawkish shift in central bank expectations reinforced a risk-off fone across the
region. The pan-European STOXX 600 declined 1.7%, reversing earlier gains and confirming that the
attempted rebound was not durable. All major regional indices finished in negative territory,
reflecting broad-based selling pressure tied to energy-driven inflation concerns.

The sell-off was driven primarily by renewed strength in crude oil prices and escalating geopolitical
tensions linked to the U.S.-Iran conflict. Earlier in the week, oil briefly surged to $119 per barrel,
reigniting fears of an energy shock that could disrupt the disinflation trajectory and weigh on
economic growth. By Friday, Brent crude remained elevated near $110, while West Texas
Infermediate approached $99, sustaining a significant geopolitical risk premium despite signals from
U.S. policymakers that sanctions on Iranian crude could be eased to stabilize markets.

Sector performance underscored the fragile macro backdrop. While higher rates typically support
financials, the broader market tone remained negative, with cyclical and rate-sensitive sectors under
pressure as investors reassessed growth expectations in a higher-for-longer rate environment.
Corporate developments weighed on the downside, with Smiths Group shares falling nearly 10% after
disappointing revenue growth, underscoring the sensitivity of European equities to earnings execution
amid tightening financial conditions.

EU Central Banks Watch: Hawkish Tilt Rises

European sovereign yields moved sharply higher, led by the United Kingdom, as markets increasingly
priced in the risk of a resurgence of energy-driven inflation. The U.K. 2-year gilt yield rose to
approximately 4.58%, while the 10-year yield surged to nearly 5.0%, reaching its highest level since the
2008 Global Financial Crisis. The move reflects a significant repricing of expectations for monetary
policy as investors shift toward a more restrictive rate outlook.

The upward pressure on yields was compounded by deteriorating fiscal dynamics, with U.K. public
sector borrowing rising to £14.3 billion in February, exceeding expectations and reinforcing concerns
about debt sustainability in a higher-rate environment.

The Bank of England held rates steady but delivered a notably firmer message, signaling it stands
ready to act in response to inflationary risks stemming from the geopolitical environment. This has
prompted markets to increase expectations for additional rate hikes later this year, marking a clear
shift away from earlier easing expectations.

Across the eurozone, the European Central Bank and other regional central banks also maintained
current policy settings but emphasized that the conflict infroduces upside risks to inflation and
downside risks to growth, reinforcing a stagflationary risk profile. Markets have responded by
increasing the probability of further tightening, as policymakers prepare to confront the potential
inflationary impact of sustained energy price volatility.

DHS Funding Stalemate Persists, Disruptions Spread to Airports

The funding impasse for the Department of Homeland Security (DHS) has now extended beyond a
month, with no resolution in sight, and is increasingly disrupting core operational functions. The most
visible impact has emerged across the nation’s airports, where TSA staffing constraints have led to
chaotic lines, extended wait times, and mounting delays. What began as a policy dispute has now
translated info tangible economic friction, affecting travel, commerce, and overall mobility.

The situation raises a broader governance question: Why should U.S. citizens and travelers bear the
operational burden of a prolonged political standoff? The current disruption underscores how policy
gridlock is directly impairing essential services, effectively shifting the cost of political disagreement
onto the public.

The impasse has been further complicated by heightened tensions surrounding recent immigration
enforcement actions, including high-profile operations that have intensified political divisions in



Washington. These developments have hardened positions on both sides, making compromise more
difficult and embedding the DHS funding debate in a broader, more contentious policy conflict.
Negotiations remain active but fragmented. Senate Democrats have advanced proposals to tighten
enforcement standards and oversight, while the Trump administration has offered concessions,
including expanded use of body cameras for federal agents, limits on enforcement in sensitive
locations such as hospitals and schools, requirements for visible identification, and increased
oversight of detention facilities.

However, key disagreements remain unresolved, particularly regarding restrictions on agents' use of
face coverings and requirements for judicial warrants before entering private property. These issues
contfinue to represent the primary obstacles to a broader agreement.

Leadership dynamics are also evolving. President Trump’s nominee for DHS Secretary, Senator
Markwayne Mullin, advanced out of committee following a contentious confirmation hearing and is
expected to be confirmed by the full Senate. Meanwhile, Senate Majority Leader John Thune has
warned that the Senate may cancel its upcoming recess to sustain pressure on negotiators.

Despite these efforts, a near-term resolution remains elusive, suggesting ongoing operational strain
across DHS functions, with airport disruptions now the clearest and most immediate manifestation of
the shutdown's economic and policy consequences.

Strategic View

Markets are navigating a complex intersection of rising yields, persistent geopolitical risk, and
delayed monetary easing. The current environment favors a more defensive posture, emphasizing
sectors with pricing power, stable cash flows, and energy exposure.

The key variable to monitor remains energy. A sustained stabilization in oil prices would likely ease
inflation concerns, support bond markets, and provide relief to equity valuations. Until then, markets
are likely to remain range-bound, with leadership filted toward defensive and value-oriented
segments overgrowth.

Economic Data:
e Germany Producer Price Index YoY: fell -3.30%, compared to -3.00% last month.
Eurozone Summary:

e Stoxx 600: closed at 573.28, down 10.36 points or 1.78%.
e FTSE 100: closed at 9,918.33, down 145.17 points or 1.44%.
¢ DAX Index: closed at 22,380.19, down 459.37 points or 2.01%.

Wall Street Summary:

Dow Jones Industrial Average: closed at 45,577.47, down 443.96 points or 0.96%.
S&P 500: closed at 6,506.48, down 100.01 points or 1.51%.

Nasdaq Composite: closed at 21,647.61, down 443.08 points or 2.01%.

Birling Capital Puerto Rico Stock Index: closed at 3,944.83, up 11.07 points or 0.28%.
Birling Capital U.S. Bank Index: closed at 8,165.89, up 28.42 Points or 0.35%

U.S. Treasury 10-year note: closed at 4.39%.

U.S. Treasury 2-year note: closed at 3.88%.
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