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Markets slip on oil

 

Source: Bloomberg 

 

Once again events in the Middle East have impacted financial markets and the global 
economy. Another war is in full swing, with the US and Israel taking on Iran with force. This is 
very different to the events of last June, when a focused and precise assault was made on 
Iran’s nuclear capabilities, followed by a swift exit. The current war is lacking that clarity of 
purpose and has opened a Pandora’s box in the region. The Iranian response has been 
resolute and sporadic in nature, with the aim of inflicting maximum economic damage. With 
the Strait of Hormuz still closed five weeks into the conflict, an economic toll is indeed being 
inflicted; 25% of the world’s oil, 20% of natural gas and 30% of fertilizers are blocked from the 
market, and prices have spiked as uncertainty abounds. 

The global economy entered this crisis on a solid footing, which has provided a cushion to 
the dislocations. Energy costs are a challenge, but they come from a low level at the start of 
the year and in real inflation-adjusted terms are not sufficient to derail growth. It is also 
notable that two of the three pillars of economic support remain. Fiscal stimulus and the 
tech-led capital spending boom continue apace. As for a supportive monetary policy 
tailwind, that has shifted course, though it has yet to turn into a headwind. On that front, the 
jump in energy prices is being interpreted by investors as more of an inflationary concern 
than a growth concern. Bond yields have moved up notably at the front end, and 10yr yields 
breached 5% in the UK and 3% in Germany while a more subdued move in the US saw 
Treasury yields hit 4.4%. Market pricing has also seen expectations of two rate cuts by the 
BoE turn to three rate hikes, with more hawkish pricing also evident for both the ECB and the 
Fed. This seems to be a little too aggressive. Provided oil prices do not rise further, or remain 
extended into the summer, both inflation and the growth impact should be manageable. 

That noted, from a financial market perspective damage has certainly been done, with 
financial conditions tightening meaningfully. So far, the move lower in stocks has been 
orderly with many global indices not even reaching the -10% definition of a correction. 
Money continues to rotate across sectors and regions rather than leaving the asset class as 
fear of being whiplashed from a sudden policy shift is top of investors’ minds. We still believe 
in equities in the longer term, but the current geopolitical environment is not the same as it 
was last year. Risks around the war are still rife and the lasting repercussions will require a 
rething on valuation levels. For now, risks still appear skewed to the downside. 

Market Assessment 

Key developments 

 Geopolitical risk turns into reality 
as the US and Israel embark on 
war with Iran with retaliatory fire 
across the Gulf region 

 Oil and gas prices spike higher, 
and other commodities such as 
fertilisers and certain industrial 
gasses surge 

 Inflation fears lead to a markedly 
higher repricing of central bank 
policy rates 

Zurich’s view 

The outbreak of war with Iran marks a 
dangerous and destructive 
development that has much deeper 
ramifications than prior US policy 
surprises and geopolitical 
interventions. Investors had grown 
accustomed over the past year to 
looking through US policy actions as 
they had a very limited impact on 
corporate profitability and financial 
market prospects. This time is 
different.  

The surge in energy prices, higher 
input costs, and a meaningful 
tightening in financial conditions will 
impact global corporate earnings 
potential, albeit relatively modestly. It 
does, however, warrant a higher risk 
premium for risk assets—something 
we feel has further to go. 

We currently favour cash over 
stocks, credit, and government 
bonds in the short term, with the 
latter vulnerable to a persistently 
high oil price. Although the situation 
in the Gulf is fluid and it’s possible 
that we may see a deescalation 
sooner rather than later, damage has 
been done, and it will take time for 
sentiment to fully rebuild. 
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 Key developments Zurich’s view 

Global  The Middle East conflict is not 
expected to derail global growth, 
though this hinges on oil prices not 
rising materially further 

 Inflation will rebound; soft labour 
markets should limit wage growth 
and a broadening of price pressures 

 Central banks stay on hold as they 
adopt a wait-and-see approach, but 
rate hikes remain unlikely despite 
rising energy prices 

Middle East developments will define the outlook for the global 
economy. While uncertainty is profound, current oil market pricing is 
consistent with a relatively short-lived crisis that does not escalate 
from here and Brent oil prices falling below USD 100 by mid-year. 
Should this path for oil prices be realised, we expect it to be 
manageable for the global economy and a recession to be avoided. 
That said, financial conditions have tightened significantly, led by a 
hawkish repricing of the monetary policy outlook, posing an additional 
headwind to growth. Moreover, inflation will rebound, with the first 
batch of March CPI data already confirming the pickup. Clearly, while 
we expect growth to be resilient with underlying inflation contained, 
geopolitics are unpredictable and stakes are high. 

US  Business surveys are signalling a 
slowdown in growth as global 
uncertainty weighs on the outlook 

 Treasury yields rise to the highest 
level since last summer  

 The expected impact of higher 
energy prices on corporate 
profitability is dragging the stock 
market down 

March PMI surveys are signalling a combination of slower growth and 
rising inflation following the outbreak of the war in the Middle East. 
The mood among manufacturing companies was somewhat better, 
supported by the prospect of lower tariffs following the Supreme 
Court’s decision. Treasury yields have risen to the highest level since 
last summer, triggered by the expected impact of higher energy costs 
on inflation and expectations that the Fed will turn more hawkish. 
Soaring energy prices are expected to have an impact on growth and 
profitability, weighing on the stock market. The S&P 500 had lost more 
than 7% from its peak, with further risks to the downside if the situation 
continues to escalate. Technology stocks still face headwinds, with 
the Magnificent 7 falling to the lowest level since early September. 

UK  Business surveys indicate a marked 
slowdown in growth in March 

 Input prices soar, triggered by the 
war in the Middle East 

 Equities suffer as higher energy 
prices will weigh on profitability 

UK private sector firms have indicated a significant slowdown in 
business activity growth as the war in the Middle East is weighing on 
customer demand while input prices soar. The Composite PMI 
dropped to 51.0 in March from 53.7 the month before. Meanwhile, 
inflation rates are elevated even before the expected impact of higher 
energy prices comes to bear. 10yr gilt yields briefly jumped above 5% 
and continue to hover at the highest levels since 2008, exacerbating 
the fragile fiscal situation. UK equities faced substantial headwinds in 
March, in line with other European markets, as investors worry about 
the impact of substantially higher energy prices on growth and 
profitability. Smaller companies fared worse than their larger 
capitalised peers. 

Eurozone  Energy price increases are 
consistent with rising inflation and 
slowing activity 

 The market is pricing in three ECB 
hikes this year, which looks too 
aggressive 

 European equities are 
underperforming global peers given 
energy sensitivity 

The Middle Eastern situation brings an unwelcome reintroduction of 
stagflationary risks to the Eurozone. We have raised our inflation 
forecasts and downgraded the GDP growth outlook. At current energy 
prices the situation looks manageable. Risks are clearly skewed to a 
deterioration of the outlook. Market inflation pricing is volatile but still 
suggests a normalisation in a year’s time. The ECB is no longer in a 
good place and faces a tough choice. We think concerns around 
growth will temper the ECB’s hawkish response. The more hikes are 
delivered, the worse the outlook will become. Bond yields have risen 
significantly, and sovereign credit spreads have widened, tightening 
financial conditions. This is an unwelcome combination at a time when 
capital investment needs are high. 

Switzerland  March data show a significant 
weakening in sentiment and growth 
momentum  

 Inflation will rebound on higher 
energy prices, but the impact is 
likely to be short-lived with 
underlying weakness persisting  

 The SNB leaves rates unchanged 
while strengthening its message 
around FX interventions to counter 
franc strength 

As was widely expected, the SNB left rates unchanged in the March 
meeting while reiterating that its willingness to intervene in the FX 
market has increased given Middle East conflict. The inflation forecast 
for 2026 was raised from 0.3% to 0.5%, but tweaked lower for 2027. 
The growth outlook was subdued, at around 1% for 2026, which is 
significantly below trend. We broadly agree with this outlook. The 
impact of energy prices on inflation is set to be short-lived while 
economic activity will remain under pressure, amid higher energy 
costs, a fraught external environment, and downbeat sentiment. While 
market pricing is now consistent with one SNB rate hike this year, we 
do not expect any policy tightening and maintain our view that rates 
will be left unchanged for the remained of this year. 
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 Key developments Zurich’s view 

Japan  The BoJ holds rates steady at 
0.75% in March, showing patience 
amid geopolitical uncertainty 

 Rising energy prices drive bond 
yields up and keep the yen under 
pressure as inflation risks rise 

 Equities corrected from recent 
highs after strong gains, tracking 
the global risk-off mood 

While the BoJ kept policy rates unchanged in March, it reaffirmed that 
gradual normalisation remains on track as wage growth and underlying 
inflation continue to firm. Given Japan’s high dependence on imported 
energy, any rise in prices could directly feed into domestic inflation, 
although government subsidies could delay the pass-through effects 
for the time being. The yen remains weak, reflecting inflation risks and 
perceptions that the BoJ is behind the curve. Following strong gains 
earlier, equities have corrected from recent highs amid the global risk-
off mood. While we expect stock volatility to stay elevated depending 
on the outcome of the war with Iran, equities should remain relatively 
resilient as the weak yen supports corporate earnings and banks 
continue to benefit from the higher rate environment. 

China  Tech-led exports jump in January 
and February, with modest capex 
recovery, while domestic spending 
remains weak 

 Deflation persists, though 
downward pressure on CPI and PPI 
is easing slightly 

 The MSCI China is down notably 
YTD, driven by risk-off sentiment 
amid Middle East tensions 

China’s March NPC offered few surprises, maintaining its focus on 
‘productive forces’ through continued investment in tech and 
manufacturing, but providing no new meaningful boost for 
consumption. The economy remains bifurcated: tech led exports 
surged nearly 22% YoY in January and February, with some 
encouraging signs of capex recovery, but domestic spending remains 
underwhelming. The MSCI China is down around 7% YTD. Aside from 
the impact of geopolitical events, equities have struggled to gain 
traction amid the absence of fresh stimulus signals. Even if the Iran 
conflict de-escalates, upside is likely capped. Margin pressures will 
continue to cloud earnings visibility, and without new policy support or 
a major tech catalyst, rallies are likely to remain patchy. 

Australia  Inflation remains stubbornly above 
the RBA’s 2-3% target range 

 Domestic fuel shortages expose 
reliance on imports 

 A free-trade agreement is reached 
with the European Union 

The RBA raised interest rates at their second consecutive meeting by 
25bps to 4.1%. Whilst not directly a consequence of the recent higher 
oil prices, it is patently obvious that inflation has become entrenched, 
remaining above the RBA’s 2-3% target range. The high inflation rate 
reflects a myriad of causes including the Federal Government’s fiscal 
deficits and wage pressure, with the actual level of unemployment 
below the hypothetical long run non-accelerating rate of 
unemployment. A protracted Middle East war will only add to 
concerns around the pass-through to domestic inflation via transport 
costs and farming productivity. After a decade of negotiations, a free 
trade agreement has been reached between the European Union and 
Australia, reiterating a rules based, tariff-free operating model.  

India  Manufacturing PMI declines and 
input prices surge, signalling 
notable strain in domestic activity 

 CPI rises to 3.2% YoY, with inflation 
risks elevated due to fuel pass-
through amid Middle East tensions 

 Government bonds and equities fall 
sharply, while the rupee depreciates 
on worsening terms of trade and 
foreign outflows 

Domestic manufacturing momentum softened, particularly in energy-
intensive sectors, amid gas supply disruptions and rising input costs. 
The March Flash PMI decelerated notably from 56.9 to 53.8. Inflation 
dynamics turned less benign, with CPI firming to 3.2% YoY and risks 
skewed upward from fuel price pass-through amid the Iran conflict. 
Trade deficits are poised to run deeper, given that India is a net oil 
importer. The rupee depreciated sharply, reflecting adverse terms of 
trade and large foreign outflows. Both government bonds and equities 
were on a steep downtrend, with the 10yr yield hardening toward 6.9% 
and the Nifty 50 down more than 10% from its peak, reflecting tighter 
liquidity and higher risk premia. Overall, macro stability persists, but 
risks are increasingly tilted toward external shocks. 

LatAm  Disinflation trends are disrupted in 
light of the Iran war 

 LatAm central banks turn more 
cautious as geopolitical risks 
increase  

 Brazilian equities outperform 
regional peers, supported by the 
economy’s net oil-exporter profile 

February CPI prints continued to support a benign disinflation 
narrative prior to the outbreak of the Middle East conflict, particularly 
in Chile and Brazil. The BCB cut the Selic rate by 25bps to 14.75%, 
marking the start of a cautious easing cycle. Chile kept its reference 
rate unchanged at 4.5%, underscoring a meeting-by-meeting 
approach. Banxico reduced the policy rate by 25bps to 6.75%, albeit 
with a more hawkish tone. Since the outbreak of the Iran war, LatAm 
markets have moved into a risk-off phase, broadly tracking the sell-off 
in global risk assets. Within the region, however, Brazilian equities 
have proven the most resilient, posting losses of roughly half those 
recorded in Mexico and Chile, with it’s net oil exporter profile providing 
a defensive cushion against the broader market downturn. 



Appendix 1

Valuation snapshot (MSCI Indices)
Current trailing valuations

Current trailing valuations relative to MSCI world

Source: Bloomberg

Overbought / Oversold*
* Overbought / Oversold = 14D RSI is above 70 / below 30

Source: Bloomberg



Appendix 2
Earnings estimates - Full fiscal year

Source: Bloomberg

Historical margins

Source: Bloomberg



Appendix 3

Yield Curve Steepness (10yr - 2yr)

Source: Bloomberg

Credit Markets (US & Europe)

Source: Bloomberg



Appendix 4
Economic Data

* Trend = Mean last 3m - Mean previous 3m

Source: Bloomberg



Appendix 5

Economic Data

* Trend = Mean last 3m - Mean previous 3m

Source: Bloomberg

Spread Snapshot (Generic Government Yield 10yr, bps)
Spread over US Treasuries (bps) Spread over German Bund (bps)

Source: Bloomberg
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Disclaimer and cautionary statement 

This publication has been prepared by Zurich Insurance Group Ltd and the opinions expressed 
therein are those of Zurich Insurance Group Ltd as of the date of writing and are subject to 
change without notice. 

This publication has been produced solely for informational purposes. The analysis contained 
and opinions expressed herein are based on numerous assumptions concerning anticipated 
results that are inherently subject to significant economic, competitive, and other uncertainties 
and contingencies. Different assumptions could result in materially different conclusions.  
All information contained in this publication have been compiled and obtained from sources 
believed to be reliable and credible but no representation or warranty, express or implied,  
is made by Zurich Insurance Group Ltd or any of its subsidiaries (the ‘Group’) as to their 
accuracy or completeness.  

Opinions expressed and analyses contained herein might differ from or be contrary to those 
expressed by other Group functions or contained in other documents of the Group, as a result 
of using different assumptions and/or criteria. 

The Group may buy, sell, cover or otherwise change the nature, form or amount of its 
investments, including any investments identified in this publication, without further notice for 
any reason.  

This publication is not intended to be legal, underwriting, financial investment or any other type 
of professional advice. No content in this publication constitutes a recommendation that any 
particular investment, security, transaction or investment strategy is suitable for any specific 
person. The content in this publication is not designed to meet any one’s personal situation. 
The Group hereby disclaims any duty to update any information in this publication. 

Persons requiring advice should consult an independent adviser (the Group does not provide 
investment or personalized advice). 

The Group disclaims any and all liability whatsoever resulting from the use of or reliance upon 
publication. Certain statements in this publication are forward-looking statements, including, 
but not limited to, statements that are predictions of or indicate future events, trends, plans, 
developments or objectives. Undue reliance should not be placed on such statements 
because, by their nature, they are subject to known and unknown risks and uncertainties and 
can be affected by other factors that could cause actual results, developments and plans and 
objectives to differ materially from those expressed or implied in the forward-looking 
statements. 

The subject matter of this publication is also not tied to any specific insurance product nor will  
it ensure coverage under any insurance policy. 

This publication may not be reproduced either in whole, or in part, without prior written 
permission of Zurich Insurance Group Ltd, Mythenquai 2, 8002 Zurich, Switzerland. Neither 
Zurich Insurance Group Ltd nor any of its subsidiaries accept liability for any loss arising from 
the use or distribution of publication. This publication is for distribution only under such 
circumstances as may be permitted by applicable law and regulations. This publication does 
not constitute an offer or an invitation for the sale or purchase of securities in any jurisdiction. 
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