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All Along the Watchtower
Song by The Jimi Hendrix Experience (1968)

4

“There must be some kind of way out of here’
Said the joker to the thief

“There’s too much confusion

| can’t get no relief

Businessmen, they drink my wine

Plowmen dig my earth

None will level on the line

Nobody offered his word”

Introduction

“There’s too much confusion, | can’t get no relief.” Hendrix wasn’t writing about global markets, but he might as
well have been. War in Iran, political turmoil, an Al reckoning, and a private credit crisis are dominating
headlines all at once and investors are searching for a way out. But through the noise, American business
keeps doing what it does best: innovating and producing higher earnings.

In my year-end 2025 letter, we discussed stock market volatility versus bear markets, with the expectation that
2026 would bring heightened turbulence. That expectation has arrived in force. Although the Iran conflict is
front and center, the broader thesis from that letter remains intact. As the chart below shows, 100% of
midterm election years since 1950 have produced significant corrections, averaging more than —17%.
Add the well-documented pattern of —10%+ pullbacks surrounding the appointment of a new Fed chair, and
2026 is delivering both events in a single year.

The good news: one-year returns following midterm correction troughs have been positive every single time.

Midterm Years Tend To Bottom Later In The Year And See Larger Corrections
S&P 500 Index Peak-To-Trough During A Midterm Year

S&P 500 Index Return

Date of Low Peak-To-Trough Return One Year Later

1950 TM71950 (14.0%) %

1954 8/31/1954 (4.4%)

1958 2/25/1958 (4.4%)

1962 G/26/1962 (26.4%)

1966 10/71M966 (22.2%)

1970 5/26/1970 (25.9%)

1974 10/3/1974 (37.6%)

1978 111141978 (13.6%)

1982 8121982 (16.6%)

1986 929/1986 (9.4%)

1990 101111990 (19.9%)

1994 41411994 (8.9%)

1998 2/31/1998 (19.3%)

2002 10/9/2002 (33.8%)

2006 G/13/2006 (7.7%)

2010 7212010 (16.0%) .09

2014 10/15/2014 (7.4%) 8.7%

2018 121242018 (19.8%) 37.1%

2022 1011212022 (25.4%) 21.0%
Average August 18 (17.5%) 31.7%
Median September 29 (16.6%) 33.2%

Source: Carson Investment Research, Factset 11/16/2028 \ CARSON
@nyand etrick

Carson Group

The year-end letter also introduced “the law of unpredictability”—which turned out to be accidentally perfect
timing heading into the 2026 bombing of Iran. Markets are amoral. Wars tend to produce short-term disruptions
that, historically, create buying opportunities. As the chart below illustrates, geopolitical shocks have rarely
derailed markets for long. That may prove true again—but today’s letter will examine the three trends | believe


https://www.carsongroup.com/insights/blog/thinking-about-2026/
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will define the balance of 2026.
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Part I. Rising Prices and Rising Rates After the Bombs Drop

The Iran conflict triggered the closure of the Strait of Hormuz, and that single event sent commodities sharply
higher. Oil grabbed the headlines, but other critical supply chains—shipping, fertilizer, chemicals—have also
been disrupted. Just when the Fed appeared ready to cut rates, a geopolitical curveball sent interest rates in

the opposite direction.

The charts below paint a picture of rising prices hitting Americans where it hurts most. This comes at a time
when affordability is the number one political topic in the country—and more importantly, it is pushing the 10-
year Treasury yield higher.

Shipping, Fertilizer, and Chemical Price Increases

Price Increases, 2026
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Source: Platts

Edward Elson
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Price Increases Since Start of the Iran War
(As of 4/3/26)
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Right now, Americans are feeling the pain at the gas pump, in the grocery store, and through higher borrowing
costs. But international markets are in a full-blown supply chain crisis. Unleaded gas is up roughly 35%.
Fertilizer and shipping costs are driving food prices higher. Mortgage rates remain stubbornly elevated.
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The average price of a gallon of regular gasoline in the U.S. is now above
$4

And is up some 33% from before the US. and Israel struck Irarn.

Daily average motor fuel prices | April 1. 2025-March 21, 2026
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For all you Millennials and Gen Z readers—do not look now, but energy stocks are outperforming technology
stocks on a one-year basis. As the chart below shows, energy is closing in on three-year outperformance. This
may dissipate quickly if the conflict resolves, but oil prices are unlikely to reset to recent lows under any uneasy
peace agreement.

XLE Energy ETF (Purple) vs. XLK Tech ETF (Orange)

View chart of Total Return Level for State Street Energy Select Sector SPDR ETF (XLE), State Street
Technology Select Sector SPDR ETF (XLK)

D 50 1M 3M 6M YTD 1\‘@5\" 107 MAX Selectarea
to zoom

VIEW FUNDAMENTAL CHART [ EXPORT ~

The biggest market consequence of the war is that the Fed is now frozen, with almost no chance of rate cuts in
2026. In fact, as the chart below shows, there is now a higher probability of a rate hike than a cut.
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Probability of a Rate Hike Higher Than a Cut (as of March 2026)

Probability of a Rate Hike or Cut by 2026-06-17
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Source: Federal Reserve Bank of Atlanta

Part Il. Private Credit and Private Equity

“There is never just one cockroach.” —Jamie Dimon, JPMorgan

Rising interest rates and a frozen Fed are the perfect segue into a more dangerous market condition: the
private credit and private equity sector. These industries experienced explosive growth coming out of the 2008
financial crisis, stepping in where banks pulled back from lending to small businesses. They have been one of
the great American financial success stories of the last fifteen years. Now they are facing their first real test.

Let me be clear at the outset: Lansing Street Advisors would not exist without private equity. A good portion of
our clients built their wealth by selling companies to private equity funds. Private credit and equity have
delivered massive liquidity to small business owners across the country while generating strong returns for
fund shareholders. But like any sector, they will experience bull and bear markets. This is their first full-blown
sector bear market—and the question is how far the damage will spread.

| am going to do my best to keep this at an elevated level and not lose readers in the weeds. Two definitions:

Private credit is debt financing provided directly by non-bank lenders to companies through privately
negotiated loans. Think of it as non-bank loans.

Private equity is where funds acquire or take stakes in private companies, improve their operations, and sell
them for a profit. Think of it as funds taking equity stakes in small businesses.
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Right now, the crisis is concentrated in private lending, but the risk of it spreading to private equity is part of the
broader apprehension. According to Pitchbook, private credit has tripled since 2015 to $1.3 trillion. The
Financial Times puts total private loans at $2 trillion by the end of 2025.

Private credit has grown into a more than $2tn asset class

Industry assets under management, by vehicle (5tn)

I Closed-end funds T Business development companies Hl Dry powder

2012 2014 2016 2018 2020 2022 2024

Source: Pregin, BDC Collateral » Dry powder is committed but uninvested capital from closed-end FINANCIAL TIMES
funds. Closed-end fund data through June 30, 2025 ) ) N

Financial Times

In 2025, two large defaults—Tricolor Holdings and FirstBrands Group—ignited fear across the sector. Both
companies sought bankruptcy protection amid accusations of fraudulent bookkeeping. These cases raised
serious red flags about the level of underwriting and due diligence in the private lending industry. As Jamie
Dimon has said: “There is never just one cockroach.”

Institutional investors—pension funds, endowments, hedge funds, and insurance companies—own an
estimated 70% of private loans, with the remaining 30% held by high-net-worth individuals.


https://www.ft.com/content/214371b3-aad0-405d-88f3-28b371f4c776
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What percentage of private credit in owned by retail high net worth investors

verse institutional investors?

Institutional investors dominate private credit ownership, holding the vast majority (around

70-80%) through channels like investment funds, while retail and high-net-worth individuals

own roughly 20-30%, largely via business development companies (BDCs) and emerging

semi-liquid products. This split reflects private credit's $1.7 trillion market as of late 2025,

where institutions provide the bulk of committed capital despite retail growth to about $500

billion via BDCs. Recent stress has hit retail-heavy vehicles harder, amplifying withdrawal

pressures. finance.yahoo +1

Perplexity.ai

Here is the next key point to understand: private credit is “semi-liquid,” typically capping quarterly withdrawals
at 5%. You cannot press a key on your computer and sell your holdings. If withdrawal requests exceed the 5%

cap, investors get prorated and must resubmit the following quarter. As the charts below show, withdrawal
requests have increased—sparking worries about a classic “run on the bank.”

Speaking of banks: the private lending business has been so lucrative that traditional banks have made
roughly $300 billion in loans to private credit companies. Yes, banks lending to companies that lend to
companies. The good news is that U.S. bank balance sheets are in solid shape and $300 billion in exposure is
manageable—but this daisy chain reinforces the broader credit-crisis narrative.

On top of banks, insurance companies have approximately 25% of their investment portfolios in private
lending. Pensions and endowments hold up to 30% in illiquid private equity and debt. Trillions in private funds,
public bank exposure, life insurance exposure, institutional money exposure.

This is why the alarming phrase “credit crisis” is back in the headlines. We have not had a credit crisis in the
United States since 2008. A credit crisis freezes lending and liquidity across the economy as defaults and loss
of confidence feed on each other.

Withdrawals have spiked at private credit funds

Redemption requests from non-traded BDCs ($bn)

Bl Redemptions met 0 Unmet redemptions
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Source: RA Stanger FINANCIAL TIMES
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Wealthy individuals look to race out of private credit funds

Quarterly redemption requests (% of NAV)
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This leads to the big question: what is the current default rate? Fitch reports 9.2% for 2025—high enough to
leave investors worried about being the last one out the door. We have wood to chop before this is over.

What is the default rate in private credit right now?

Current private credit default rates vary by source and portfolio: Fitch reported a record
9.2% for 2025 overall, with their monitored U.S. universe at 5.4% in February 2026 (down
slightly from January) and some sectors like smaller issuers hitting 12.8% earlier in the vear.
Broader estimates place it around 2-3% in line with historical norms for larger direct lending
deals, though analysts like Morgan Stanley forecast peaks up to 8% amid ongoing stress.
These figures reflect trailing 12-month metrics as of early 2026, concentrated in smaller

borrowers and cyclical industries. bloomberg -

Perplexity.ai
Exacerbating the problem are three structural factors:

llliquidity. Publicly traded private funds are semi-liquid with quarterly withdrawal caps. Non-publicly traded
funds have no set liquidity dates whatsoever.

Opaqueness. Private managers lack the disclosure requirements of public companies. “Mark-to-market”
pricing on loan values and company valuations is self-reported. When you grade your own homework,
investors get nervous.


http://www.perplexity.com/
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Complexity. Here are just some of the strategies being executed by private equity firms: secondaries,
continuation funds, NAV lending, preferred equity, strip sales, sale of GP stakes, and PIK loans. Insurance
companies with large private investments run offshore reinsurance affiliates domiciled in Bermuda or the
Cayman Islands, adding layers of regulatory complexity.

The final blow to private lending in late 2025 was the repricing of the technology sector—especially what some
are calling the “SAAS apocalypse,” where Al tools began disrupting traditional software-as-a-service
subscription models that were once considered toll-booth businesses with bulletproof recurring revenue.
Private credit lenders have 25-30% exposure to software companies, and Al’'s potential impact on this sub-
sector has made investors skeptical that anyone can reliably model future cash flows or valuations. More on
this in Part IlI.

If the private world goes “worst case”—are we facing a 2008 situation?
| think not.

As Torsten Slok at Apollo has pointed out, the direct lending market is roughly $2 trillion—representing about
3% of total debt outstanding for U.S. households and businesses. By comparison, mortgages accounted for
approximately 60% of total household and corporate debt at the peak of the housing bubble in 2006. Three
percent versus sixty percent. The scale is simply not comparable.

APOLLO

Direct lending as a share of total debt for US houscholds and businesses: 3%

70%
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I 4000000

Mortgages share of US household and businesses' debt and loans (2006)  Private credit share of US household and businesses' debt and loans
(2025)

0%

Sources: Preqin, FRB, Haver Analytics, Apollo Chief Econamist
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What were some of the leverage numbers in housing market before GFC hit?
What were some of the vehicles leveraged?

Household leverage reached extreme levels pre-GFC, with U.S. household debt-to-income
hitting 130-140% by 2007 (vs. 90% historically). Financial institutions were leveraged 20—
40x on mortgage assets, amplifying the housing bubble collapse. rba -

Key leverage numbers

Entity Peak Leverage Context

Households 130-140% debt-to- Record debt service ratio ~14% of disposable
income income rba

Investment banks 30-33x on MBS Balance sheet ~$700B vs. equity ~$22B reddit

(Lehman)

Commercial banks 15-25x total Housing exposure drove failures fdic

assets/equity

GSEs (Fannie/Freddie) 50-60x on MBS $5.5T assets vs. $40-50B capital fdic
portfolios
Perplexity.ai

Private equity and credit filled a void of liquidity after the 2008 crisis. Now they are facing their first sector-level
credit crunch. This will create winners and losers, but America is a dynamic marketplace—when these loans
take bigger markdowns, opportunistic investors will line up to buy them at a discount. That's how markets work.

The questions remain: how far will this affect the real economy, and will it spread beyond the private sector?
Right now, loan growth at banks remains strong, credit spreads are still tight, and there are no signs of a

systemic crisis materializing. But we are in the early innings of a private lending bear market, and prudence is
recommended.

Part Ill. The Revaluation of the Technology Sector

Here is a statistic that would have seemed impossible two years ago: technology stocks’ forward P/E multiples
now equal the defensive consumer staples sector. In 2021, the Magnificent 7 traded at roughly 40 times
earnings versus 20 times for staples. Today, that gap has closed entirely.


http://www.perplexity.com/
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The Mag 7 Premium Is Gone o

Mag 7 Ex-Tesla Avg Forward PE Ratio vs Consumer Staples Forward PE Ratio
Since 2015.
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Source: Chartkidmatt.com

Technology sub-sectors are in bear markets—not corrections. The distinction matters.

Software (IGV): down 33%. Cybersecurity (CIBR): down 20%. SaaS (XSW): down 33%. Magnificent 7
(MAGS): down 17.5%. A number of well-known retail trading favorites in these sub-sectors have been cut in
half.

This all started in October 2025 with the beginning of the SaaS and crypto repricing, when Al tools
demonstrated their potential as a genuine threat to the software-as-a-service subscription model. At the same
time, the market grew skeptical of hyper-scalers’ massive Al spending without evidence of immediate revenue
growth.

Al remains a “known unknown.” The market does not yet know who the winners and losers will be. But rather
than wait around to find out, investors have chosen to de-risk first and ask questions later. That de-risking has
played out as a broad technology trading slump—and it feeds directly into the private credit problem discussed
in Part Il, where lenders have heavy exposure to the very software companies being repriced.
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Conclusion

The S&P 500 has compounded at a mid-teens annual rate for the 17 years from the trough of March 2009
through the close of 2025. In that period, the world witnessed roughly 200 conflicts and 10 to 15 major wars.

how many wars occured in world from 2009 to 20257

No single authoritative count exists, but dozens of distinct armed conflicts (wars, civil
wars, insurgencies) were ongoing globally from 2009-2025, with 10-15 major wars starting in
that window per standard definitions like Uppsala Conflict Data Program (UCDP)—think
Syrian Civil War {2011), Yemen Civil War (2014), Ukraine-Russia (2014/2022), Myanmar Civil
War (intensified 2021), and others. wikipedia

The number jumps to 50-60+ if including lower-intensity conflicts, per sources tracking ~61
active conflicts by 2025. Context: Post-GFC era saw ~200+ total conflicts worldwide,
averaging 2-3 new starts annually amid Arab Spring, ISIS, Sahel insurgencies. facebook

Perplexity.ai

As the chart below shows, the S&P 500 has delivered a positive one-year return following virtually every major
geopolitical event in modern history.


https://www.perplexity.ai/
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S&P 500 After Major Geopolitical Events

S&P 500 1-Year Forward Returns (%) After Major Geopolitical Events
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SENSE

Right now, | rank the Iran war as #3 on the 2026 risk scale—behind the private equity/credit bear market at
#2 and the “known unknown” of the Al buildout at #1. We expect volatility to remain elevated through 2026 due
to midterm elections and the new Fed chair appointment.

Hendrix sang about confusion, about businessmen drinking his wine, about no one leveling on the line. That
feels about right for 2026. There is genuine uncertainty in this market—more than we’ve seen in years. A war
nobody predicted, a credit cycle nobody modeled, and a technology repricing nobody timed.

But confusion is not the same thing as catastrophe. And volatility is not the same thing as a bear market.
Those distinctions matter—and understanding them is what separates investors from speculators.

The two riders approaching in Hendrix’s song could be anything—fear and opportunity, risk and reward, panic
and patience. History tells us the investors who stay the course through periods of maximum confusion are the
ones who come out ahead.

As always, stay the course. Investing is a psychology game, not an IQ game.

All Along the Watchtower
Song by The Jimi Hendrix Experience (1968)

All along the watchtower

Princes kept the view

While all the women came and went
Barefoot servants too

Outside in the cold distance

A wildcat did grow!

Two riders were approaching

And the wind began to how!
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Disclosures

Lansing Street Advisors, LLC is a registered investment advisor with the State of Pennsylvania. You can read more about the Lansing team at
www.lansingadv.com.

To the extent that content includes references to securities, those references do not constitute an offer or solicitation to buy, sell or hold such security as
information is provided for educational purposes only. Articles should not be considered investment advice and the information contained within should
not be relied upon in assessing whether to invest in any securities or asset classes mentioned. Articles have been prepared without regard to the
individual financial circumstances and objectives of the persons who receive it. Securities discussed may not be suitable for all investors.

Please keep in mind that a company’s past financial performance, including the performance of its share price, does not guarantee future results.

Material compiled by Lansing is based on publicly available data at the time of compilation. Lansing makes no warranties or representations of any kind
relating to the accuracy, completeness or timeliness of the data and shall not have liability for any damages of any kind relating to the use of such data.

Material for market review represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of future
events or guarantee of future results.

Indices that may be included herein are unmanaged indices and one cannot directly invest in an index. Index returns do not reflect the impact of any
management fees, transaction costs or expenses. The index information included herein is for illustrative purposes only.

The trademarks and service marks contained herein are the property of their respective owners.

Lansing Street Advisors is a registered investment adviser. The information presented is for educational purposes only and is not intended to make an
offer or solicitation for the sale or purchase of any specific securities, investments, or investment strategies. Investments involve risk and, unless
otherwise stated, are not guaranteed. Be sure to first consult with a qualified financial adviser and/or tax professional before implementing any strategy
discussed herein. Past performance is not indicative of future performance.

Lansing Street Advisors may discuss and display charts, graphs, formulas which are not intended to be used by themselves to determine which
securities to buy or sell, or when to buy or sell them. Such charts and graphs offer limited information and should not be used on their own to make
investment decisions.



