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Drivers outpace risks
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News of a potential US–Iran Memorandum of Understanding, including the extension of the 
ceasefire and a path to reopening the Strait of Hormuz, has triggered a sharp retracement in 
oil prices and bond yields in recent weeks. This reinforced the rally that has been underway 
since early April's initial ceasefire, with several equity indices setting new record highs. Risks 
have not vanished, but the message from markets is clear: the global economy and corporate 
fundamentals are absorbing the Middle East shock better than originally feared. 

Perhaps the most striking feature is that, with the Strait still effectively closed more than three 
months into the war, Brent crude is trading below USD 100, well short of the levels we and 
most market participants would have expected by this stage of the conflict. Several factors 
explain this resilience. Global supply chains have once again proven remarkably adaptive, 
with import-dependent economies finding alternative routes, visible in the rerouting of 
Arabian Peninsula flows away from the Strait. China response has been notably more robust 
than expected, drawing on strategic reserves that proved larger than previously assessed, 
freeing supply for other importers. The global economy is also far less oil-intensive than in 
past decades, with recent investments in energy transition helping to cushion the blow. This 
backdrop supports more contained inflationary pressures, with wage growth far less of a 
concern than during the post-Covid period, with no demand shock this time around, allowing 
a more modest monetary tightening response. 

Beyond the easing of tail risks, the structural case for equities remains compelling. We are in 
the midst of one of the largest IT capital spending booms in decades, supported by rising 
defence budgets, accelerating renewable energy investment, and the ongoing AI build-out 
by hyperscalers. The latest earnings season has reinforced this picture, with US results once 
again a standout, but there were positive surprises across other regions, particularly in Asia 
where the Korean Kospi hit new record highs and Taiwan surpassed India to become the 
fifth-largest equity market globally. By contrast, other emerging markets have lagged. Despite 
the tailwind from higher oil prices given the region's high energy sector exposure, LatAm 
equities have underperformed both EMs and DMs since the war erupted as flows have 
rotated into tech and AI. Meanwhile, liquidity remains ample, and while growth and corporate 
margin headwinds from higher energy costs persist, we expect supportive drivers to 
outweighed them. 

Against this backdrop, we continue to favour equities over both credit and cash as the 
balance of risks has shifted to the upside. Credit markets remain resilient, but spreads sit 
close to their floor, leaving an asymmetric payoff skewed to the downside. Equities, by 
contrast, offer further upside if the current de-escalation path in the Middle East holds. We 
are mindful that the war could again escalate, a risk that still warrants measured positioning in 
risk assets, but for now, the positive drivers continue to outpace geopolitical risks. 

Market Assessment 

Key developments 

 US–Iran diplomacy is advancing, 
albeit unevenly 

 Inflation is higher but 
manageable 

 Equities have regained 
momentum, with a number of 
markets setting new highs 

Zurich’s view 

Diplomatic progress between the US 
and Iran, including a potential 
reopening of the Strait of Hormuz, 
alongside solid corporate earnings 
and the ongoing record IT capex 
cycle have tilted risk to the upside for 
stocks.  

Even with oil flows still disrupted, 
global macro and corporate 
fundamentals have proven more 
durable than the early months of the 
war suggested.  

Unlike the post-Covid episode, the 
absence of a demand shock 
suggests a more manageable 
inflation impulse, allowing for a 
measured monetary tightening 
response. In this context, 
government bond yields appear 
close to fair value following their 
recent move lower.  

We continue to favour equities over 
credit and cash. Within stocks, we 
prefer markets with high exposure to 
the global AI investment cycle from a 
tactical basis.  

Credit markets remain resilient, but 
with spreads near historical lows, 
risk-reward looks unappealing, with 
modest widening possible as 
issuance picks up.  

We remain mindful that the conflict 
could re-escalate, but in our view, the 
supportive backdrop should more 
than offset geopolitical risks in the 
short term. 
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 Key developments Zurich’s view 

Global  The Middle East conflict is not 
expected to derail global growth 
unless oil rises materially further 

 Inflation has rebounded on higher 
energy prices, but pass-through 
outside of energy and 
transportation remains contained 

 Major central banks remain on hold, 
but there has been a shift towards 
tightening in some regions where  
further rate hikes are expected 

Oil prices have fallen on hopes of a US-Iran deal, but conditions 
remain volatile. Economic activity is resilient, supported by defence 
and investment spending, with new orders holding up. Sentiment and 
consumption are more downbeat, however, signalling vulnerability. 
While inflation has risen further, price pressures were slightly softer 
than expected in May, with limited pass-through beyond energy and 
transportation. Major central banks have stayed on hold but there has 
been a shift towards policy tightening in a few regions, with some 
further rate hikes expected. Government bond yields have fallen back 
to more manageable levels as inflation concerns have eased. We 
expect global growth to remain resilient, but a resolution to the US-
Iran stalemate is urgently needed. 

US  Higher energy prices push up 
headline inflation, but spillovers 
remain limited so far 

 10yr Treasury yields briefly rise to 
the highest level in more than a year 

 Strong earnings reports help to 
push equity markets to new record 
highs 

Business activity keeps expanding and consumer spending has been 
holding up despite the ongoing geopolitical uncertainty. The labour 
market remains in a good shape with the number of payrolls 
increasing two months in a row for the first time in a year and the 
unemployment rate remaining at a modest 4.3% in April. Headline 
inflation is showing the impact of higher energy prices, but the 
spillover into other areas remains limited so far. 10yr Treasury yields 
briefly rose to the highest since January 2025 before falling back, 
helped by a receding oil price. Meanwhile, the equity rally continued, 
supported by another strong earnings quarter with historically high 
profit margins. Solid gains in technology stocks helped to push both 
the S&P 500 and the Nasdaq to new record highs. 

UK  PMIs are signalling a contraction in 
May, driven by weaker services 
activity 

 Gilts had a volatile month with 30yr 
yields briefly rising to the highest 
since 1998 

 Equities rise with smaller cap stocks 
outperforming their larger peers 

Business activity decreased in May for the first time in a year. This was 
driven by a fall in service sector output which contrasted with a 
stronger upturn in manufacturing production. Rising input costs and 
global uncertainty were the main culprits, but some companies also 
mentioned domestic political uncertainty as a reason for clients’ 
reluctance. 30yr gilt yields rose to the highest since 1998 before 
falling back, helped by a global fall in yields and comments by Andy 
Burnham, one of Starmer’s potential successors, ruling out changing 
the fiscal rules if he gained power. The FTSE 100 rose last month but 
lagged most of the other global markets. Smaller cap stocks had a 
strong run, however, outperforming their larger peers. 

Eurozone  Eurozone economic data weakens 
notably 

 Inflation is rising, although May 
brought some respite 

 Equity markets rose in May, buoyed 
by AI hardware names 

The Eurozone continues to prove itself particularly vulnerable to the 
geopolitical situation. Economic activity data continue to disappoint, 
most notably the May PMIs. The composite number fell further to 
47.3, the lowest since 2023. Hiring indicators slowed to their lowest 
since 2022. Inflation is rising, likely at a pace of 3.2% YoY for May. The 
ECB appears intent on hiking, further pressuring the growth outlook. 
Bond markets in Europe have outperformed G10 peers as weaker 
data implies lower long-term rates. We see scope for yields to fall in 
longer tenors as the curve flattens. Equity markets continue to rise, 
although underperforming global peers. While European indices are 
benefitting from AI exposure, traditionally important industries 
continue to struggle. 

Switzerland  Economic activity is holding up but 
conditions are fragile, with weak 
domestic demand and stagnating 
exports 

 Inflation rebounds on higher energy 
prices, but falling core inflation 
confirm that the underlying trend 
remains subdued  

 The SNB is set to leave rates 
unchanged amid weak economic 
activity and soft inflation 

Sports adjusted GDP grew by 0.4% QoQ in Q1, leaving annual growth 
at 0.3%. The details were weak, with flat consumption QoQ while 
equipment and construction investment slipped. Goods exports fell 
further and are now down close to 10% YoY, in part reflecting pharma 
weakness. Industrial activity, by contrast, gained momentum, and more 
recent survey data confirm that this trend remains in place, in part 
reflecting front-loading of demand and solid global capex spending. 
While business surveys highlight sharply rising price pressures and 
supply disruptions, CPI inflation remains benign, with core CPI at 0.3% 
YoY in April as disinflationary pressures remain in place outside of the 
energy segment. We expect the SNB to keep rates on hold this year 
given economic weakness and soft inflation.    
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 Key developments Zurich’s view 

Japan  Japan’s economy is in a decent 
shape in Q1, with GDP supported 
by consumption and net exports 

 The government is considering a 
supplementary budget to further 
extend the fuel subsidy 

 Japanese equities are up year-to-
date, led by tech and robust bank 
earnings 

Headline inflation fell to 1.4% YoY in April. Despite elevated oil prices, 
energy inflation was negative YoY thanks to fuel subsidies that have 
capped gasoline at JPY170/litre. Core CPI turned softer, slightly 
below 2%, with subsidies for free high school education dragging it 
down. The government is considering a supplementary budget to 
extend the fuel subsidy further, which has pushed yields notably 
higher. 10yr JGB yields hit 2.8% before retreating slightly, alongside a 
notable rise in inflation expectations. We expect higher oil prices to 
feed through in H2, bringing CPI back above 2%. Markets now price 
close to an 80% chance of a June rate hike. Japanese stocks are up 
modestly YTD. We think the up-track will have further to run on strong 
earnings and decent inflows.   

China  China’s growth momentum appears 
to be fading after a strong Q1 

 Property shows early signs of 
stabilisation, with home sales 
improving in top-tier cities, but 
nationwide prices are still down 
double‑digits 

 China H‑shares are down YTD amid 
outflows, while A‑shares benefit 
from strong tech earnings 

China’s growth momentum appears to be fading after a strong Q1. 
April retail sales were almost flat at 0.2% YoY and investment gains 
reversed into negative territory, underscoring still fragile domestic 
demand. Property shows early signs of stabilisation, with home sales 
improving in top-tier cities, but nationwide prices are still down 
significantly. For now, exports and the tech sector are doing the heavy 
lifting. High‑tech exports, notably hardware and semiconductors, rose 
34% YoY, boosting industrial profits to 24.7% in April, led by energy 
and materials. Autos face margin pressure from fierce competition and 
subsidy withdrawal. While A‑shares are benefitting from strong tech 
earnings, H‑shares are down. Though they look cheap, they still lack a 
clear catalyst. 

Australia  Starting July 2027, housing tax 
reforms will limit negative gearing to 
new builds, tax capital gains, and 
impose tax on trust distributions 

 The RBA lifts rates by 25bps to 
4.35%, its third consecutive hike 

 Equities are down on the month as 
higher rates and energy costs 
weigh on sentiment 

Australia’s 2025/26 budget projects a modest 1% of GDP deficit, 
supported by strong commodity revenues, but spending remains near 
record highs. As of July 2027, housing tax reforms will limit negative 
gearing to new builds, tax capital gains, and impose tax on trust 
distributions, shifting the burden toward higher‑income households 
but doing little to ease structural housing shortages. The RBA lifted 
rates by 25bps to 4.35% and expects inflation to peak around 4.8% 
(headline) and 3.8% (trimmed mean) before returning to target only in 
H2 2027. Another hike this year remains likely. For now, a softening 
April labour market is giving the RBA some room to hold in June. 
Equities are down as higher rates and energy costs weigh on 
sentiment. Weak sentiment will likely continue to weigh on stocks.   

India  Headline CPI remains contained at 
3.5% YoY, but wholesale prices 
surge 

 Trade deficits have worsened, with 
capital outflows persisting, putting 
severe pressure on the currency 

 Equity markets are seeing notable 
outflows and underperforming 
regional peers 

Headline CPI remained contained at 3.5% YoY, but wholesale prices 
surged to 8.3%. State-owned retailers began raising fuel and gasoline 
prices in May, heightening the risk of further inflation pass-through in 
the coming months. The rupee was one of Asia's worst-performing 
currencies in May, hitting a fresh low despite aggressive RBI 
intervention amid heavy capital outflows from both bond and equity 
markets. A weaker currency will likely push the RBI to hike rates, with 
consensus expecting 50bps of tightening this year. 10yr government 
bond yields have risen by more than 30bps since the start of the Iran 
war. Equity markets are seeing notable outflows and underperforming 
regional peers. Given the absence of AI exposure, oil sensitivity and 
still-elevated valuations, we expect equity weakness to persist. 

LatAm  Relatively contained April CPI prints 
give central banks room to tolerate 
near-term inflation pressures 

 LatAm equities miss the renewed 
AI-led global rally, underperforming 
both EM and DM  

 Brazilian stocks lag the most, 
pressured by foreign outflows, rising 
electoral volatility, and reduced 
expectations for BCB easing 

Despite inflation nearing upper tolerance bands again, April CPI prints 
remained relatively contained, supported by fuel subsidies, favorable 
seasonality, and limited energy pass-through. Against this backdrop, 
central banks are still signalling a willingness to look through short-
term pressures, albeit with a more cautious tone. In markets, LatAm 
missed the renewed AI-led global rally, underperforming both EM and 
DM over the past month. Brazil lagged the most, weighed down by 
foreign outflows, rising electoral volatility, and lowered expectations 
for BCB easing. Mexico held up better despite weaker activity and 
USMCA uncertainty, supported by materials exposure. Chile 
continued to struggle with its net energy-importer profile despite 
improving prospects for its pro-investment reform agenda. 



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
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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
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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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