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The oil price trajectory holds the key for markets
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Several stock markets saw sharp rallies in April, with some setting new records despite the 
Strait of Hormuz being largely shut and oil prices remaining volatile. Brent crude hit a new 
intra-day, war-time high of USD 126. While corporate fundamentals remain strong, with 
earnings expectations being revised upwards, the risk asset rally in April appears to be too 
rapid, and a lot of good news appears to already be in the price. Notably, a continued 
impasse in the Middle East carries non-linear upside risks for oil prices, which if realised, 
would be a sizeable risk to corporate margins and economic growth. Hence, progress in 
opening the Strait of Hormuz and consequently the path of oil prices going forward are likely 
to be key drivers for markets in the coming months. 

As we enter the third month since the conflict in the Middle East started, oil prices remain 
elevated and volatile. While the oil futures curve is still pricing in an easing in coming months, 
this will be subject to the oil flows normalising through the Strait of Hormuz, which typically 
carries around 20% of the global oil supply. Encouragingly, efforts towards achieving peace 
remain active and a ceasefire has been in place since early April, but both Iran and the US 
remain far apart in their stance, especially with respect to the perceived nuclear ambitions of 
Iran. While the current level of oil prices appears manageable for the global economy, the 
risks become non-linear the longer the stalemate lasts, as inventories run the risk of running 
out. 

Barring a further oil price shock, however, longer-term prospects for risk assets remain 
constructive. Earnings growth is expected to remain solid in the background of a resilient 
global economy that is supported by fiscal stimuli. The US earnings season has shown stellar 
growth so far, with around two thirds of companies having reported Q1 earnings. Not only 
have earnings estimates been revised upward for the coming year, but the latest earnings 
season has seen the lowest proportion of misses since 2021. While the technology sector 
continues to see remarkable earnings growth, investors remain selective. This is observable 
in the sharp drop of Meta’s share price vs. the strong gains in Alphabet’s stock price after 
their respective earnings reports. Encouragingly, companies outside of the technology 
sector, from banks to small cap stocks, have also reported notable positive earnings 
surprises. Interest rate expectations remain hawkish, however, which poses risks to leveraged 
borrowers in credit markets, while weakening what would have been, without the war, a key 
expected tailwind for risk assets. 

In summary, while longer-term prospects for risk assets remain positive, oil prices remain a 
key non-linear risk to the downside. The risk asset rally in April appears too sharp, and a 
short-term consolidation would be healthy. 

Market Assessment 

Key developments 

 A ceasefire has been reached in 
the Middle East conflict, but oil 
prices remain volatile  

 US corporate earnings are 
revised upwards as Q1 earning 
season sees broad-based 
strength 

 Risk assets rally sharply, with 
several stock markets setting 
new records 

Zurich’s view 

Oil prices are elevated and volatile as 
the re-opening of the Strait of 
Hormuz remains elusive. While global 
growth remains resilient, supported 
by fiscal stimuli, risks from higher 
gasoline and oil prices remain.  

The long-term backdrop for risk 
assets is constructive. Global growth 
is resilient, supported by fiscal 
stimuli. Corporate fundamentals 
remain solid with a boost in growth 
expected during the coming year 
that is likely to broaden out beyond 
the technology sector.  

However, much of the good news 
seems already priced into risk assets. 
In addition to several stock indices 
setting new records, credit spreads 
across major segments are back to 
lows. Within credit, however, 
segments at risk from AI disruption 
still trade at wider spreads levels, as 
was the case before the US-Iran War 
started. 

The recent stock market rally seems 
too sharp, and a short-term 
consolidation is likely to be healthy, 
leading us to retain a neutral view on 
stocks at this juncture. Within stocks, 
we favour Taiwanese equities relative 
to Australian for exposure to 
technology and French equities 
relative to other Eurozone stocks. 
Bond yields seem fairly valued while 
risk-reward in credit spreads appears 
unappealing. 
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 Key developments Zurich’s view 

Global  The Middle East conflict is not 
expected to derail global growth 
unless oil prices rise materially 
further, with data confirming that 
global economic activity was 
resilient in April  

 Inflation rebounds on higher energy 
prices, but underlying core inflation 
is contained  

 Central banks stay on hold as they 
adopt a wait-and-see approach 

Though there are large swings in the price of oil, futures pricing is still 
consistent with oil prices falling below USD 100 a barrel by mid-year, 
implying no further escalation from here. Should this path for oil prices 
be realised, we expect it to be manageable for the global economy, 
with a recession avoided. Consistent with this, the Flash PMIs for April 
point to resilient economic activity in most regions, supported by 
front-loading of demand amid the uncertain geopolitical outlook. 
Inflation has rebounded, led by higher energy prices, but core inflation 
has been stable, with little evidence of a broadening out of price 
pressures. Central banks have stayed on hold as expected, but market 
pricing remain consistent with sharp rate hikes in many regions. Given 
underlying vulnerabilities, this appears overdone. 

US  Business activity expands in April 
despite the ongoing crisis in the 
Middle East 

 Headline inflation accelerates to 
3.3% YoY in March as energy prices 
soar 

 Corporate earnings pick up steam, 
and profit margins are close to 
record highs 

The latest PMIs show a modest rebound in business activity in April, 
following near stagnation in March. The pickup was most pronounced 
in manufacturing where the index rose from 52.3 to 54.0. The solid 
gain partially reflects stock building in the face of concerns over 
supply availability and price hikes. Given the spike in energy prices, 
headline CPI inflation has unsurprisingly picked up by 0.9% MoM in 
March, pushing the annual rate to 3.3%. Meanwhile, the reporting 
season for Q1 shows continued strong earnings growth, which is 
expected to accelerate further over the course of the year, and 
exceptionally high profit margins, lifting both the S&P 500 and the 
Nasdaq to new record highs as the technology sector is regains 
momentum. 

UK  Business activity recovers in April, 
with the Composite PMI rising to 
52.0 

 Headline inflation accelerates to 
3.3% YoY, driven by the spike in 
energy prices 

 Longer-term gilt yields rise as 
investors worry about the fiscal 
situation 

Business activity regained momentum in April after hitting a six-month 
low in March according to the latest set of PMI data. The acceleration 
was supported by upturns in both manufacturing and services, with 
the surveys rising to 53.6 and 52.0, respectively. Not surprisingly, the 
jump in energy prices triggered by the war in the Middle East is 
showing up in the latest inflation numbers, with headline CPI inflation 
rising by 0.7% MoM in March, lifting the annual rate from 3.0% to 3.3%. 
Core CPI, however, ticked down from 3.2% YoY to 3.1%. Gilts suffered, 
with the 10yr yield soaring above 5% and the spread to US Treasuries 
rising to the highest in three years as investors worry about the fragile 
fiscal situation. Higher yields are a headwind for stocks, and the FTSE 
100 lagged many of its peers last month. 

Eurozone  Inflation rises while survey data 
signal significant economic 
pessimism 

 ECB rate hike expectations closely 
follow energy price volatility  

 European equity markets continue 
to underperform global peers 

“April is the cruellest month” wrote T.S. Eliot, unintentionally describing 
2026 Eurozone macro developments. International events have been 
a negative external shock, with inflation rising to 3% YoY and set to 
rise further. Economic indicators are weakening. The Composite PMI 
fell to a contractionary 48.6 while consumer confidence numbers are 
back to 2022 levels. The market expects three ECB rate hikes will 
quell inflation expectations, but we disagree given the weak economic 
data. Positives remain, including economic rebalancing aided by 
Germany’s fiscal support. Equity markets are rewarding European 
firms in structural growth areas, including energy, infrastructure, 
semiconductors and defence. Debt markets remain well behaved, with 
peripheral sovereign and corporate spreads at tight levels. 

Switzerland  April data suggest economic 
activity is holding up, but conditions 
are vulnerable with growth 
expected to remain subdued 

 Inflation rebounds on higher energy 
prices, but the underlying trend is 
weak  

 The SNB is set to leave rates 
unchanged while relying on 
targeted FX interventions to counter 
franc strength 

Economic activity is holding up, with both the PMIs and the KOF 
economic barometer indicating resilient activity in April. This is 
consistent with global trends, which show stable new orders in the 
industrial sector, helped by front-loading of demand to build buffer 
stocks. Conditions are fragile, however, given elevated uncertainty, the 
strong franc, and rising energy prices, with growth set to stay below 
trend in the first half of the year. While CPI inflation picked up in 
March, with the annual rate up from 0.1% to 0.3%, this was due to due 
to rising energy prices, with both core CPI and producer prices 
stagnating. While market pricing still implies one SNB rate hike in 
2026, we maintain our view that rates are set to be left unchanged for 
the remained of the year. 
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 Key developments Zurich’s view 

Japan  Headline CPI slows to 1.5% YoY in 
March thanks to government fuel 
subsidies, but core core inflation 
remains above target 

 The BoJ keeps rates on hold but 
continues to signal gradual 
normalisation 

 The equity rebound following the 
Middle East cease-fire has lagged 
global peers 

Headline CPI slowed to 1.5% YoY in March as government fuel 
subsidies capped gasoline prices at JPY 170/l, shifting energy costs 
from households to the public sector’s balance sheet. However, core-
core inflation remains above target, supported by still solid wage 
gains. The BoJ kept rates on hold but signalled gradual normalisation, 
balancing upside inflation risks against fragile growth. The perception 
that the the BoJ remains behind the curve has pushed the JPY toward 
160, while 10yr JGB yields hover near 2.5%, driven by rising inflation 
expectations. Equities corrected amid the global sell-off, but have 
lagged in the rebound following the Middle East cease-fire. While 
higher input costs may squeeze earnings near term, a weaker yen and 
ongoing shareholder reforms should remain medium-term tailwinds. 

China  Q1 GDP growth surprises to the 
upside, driven by exports  

 March CPI was 1% YoY, with 
consumer level disinflation 
remaining despite rising upstream 
cost pressures amid higher oil 
prices 

 With limited policy catalysts and 
weak earnings, Chinese stocks 
remain rangebound 

China’s economy remains uneven. Exports and manufacturing showed 
strength, while consumption and services dragged. This split was 
reflected in the 5% YoY GDP growth in Q1. Exports surged, but the 
property sector and household spending remained weak. March CPI 
was 1% YoY, with ongoing consumer-level disinflation despite rising 
upstream cost pressures amid higher oil prices. Policy support 
remains targeted. Fiscal spending has lifted infrastructure and 
manufacturing investment while the PBoC continues to refrain from 
rate cuts. Although risk-off sentiment has weighed on stocks, 
corrections have been mild compared to peers, with improving 
sentiment helping stocks retrace earlier losses. With limited policy 
catalysts and weak earnings, stocks are likely to remain range bound. 

Australia  Coincident and leading economic 
data are starting to paint a mixed 
picture 

 Amid energy shortages, discussion 
has turned to measures for shoring 
up both refining and storage 
capacity 

 With inflation still stubbornly above 
target, pressure for further rate 
hikes builds 

The impact of the war in the Middle East continues to weigh on the 
Australian economy. While fuel reserves seem to have stabilised for 
the moment, with fresh supplies maintaining the 30-day buffer, the 
discussion has turned to measures for shoring up both refining and 
storage capacity. The RBA meets next week, and the market is 
currently pricing in further interest rate hikes. This is not directly 
attributed to the spike in liquid fuel prices, but reflective of an 
underlying trend of stubbornly high inflation data (above the RBA’s 2-
3% target range). Near-term forward looking data releases continue to 
paint a mixed picture, with the most recent April PMI data above the 
expansionary 50 line, whilst the Westpac Consumer Confidence 
survey and NAB Business Confidence survey both deteriorated. 

India  The March goods deficit narrows, 
signalling supply shocks haven’t yet 
fed into trade data 

 Headline CPI is contained at 3.4% 
YoY, thanks to the administered 
pricing scheme for fuel 

 After an encouraging recovery in 
March, equities pull back and the 
currency weakens 

Despite surging oil prices, the March goods deficit narrowed to USD 
20.7bn, signalling supply shocks haven’t yet fed into trade data. 
Headline CPI was contained at 3.4% YoY, and fuel prices remained 
stable thanks to the government absorbing higher oil costs through 
administered prices. PMI data suggest growth remains resilient, 
though manufacturing is mixed under rising input costs. The INR 
depreciated back to 95 amid worsening terms of trade and foreign 
investment outflows, though RBI interventions prevented disorderly 
market moves. After an encouraging recovery in early to mid April, 
equities pulled back as higher oil prices and rising yields dampened 
sentiment. Pressure hit rate-sensitive and energy-exposed cyclicals 
hardest, while defensives and exporters proved more resilient. 

LatAm  Energy pass through begins to 
materialise in March CPI prints 

 Latin American central banks 
continue to look beyond short‑term 
pressures 

 LatAm equities rebounded in April, 
though they lag DM and EM peers 

March CPI prints across the region marked an inflection point in the 
previously benign disinflation trend observed prior to the outbreak of 
the Iran war, as energy price pass through began to materialise. While 
monetary authorities have turned more cautious and adopted a 
moderately hawkish tilt, they continue to look beyond short term 
inflation pressures. Equities rebounded last month, broadly in line with 
the global risk-on mood triggered by the US–Iran ceasefire, although 
performance lagged both developed and emerging markets, which 
were boosted by a renewed AI led rally. Within the region, Brazilian 
equities continuel to exhibit their defensive nature, reflecting the 
heavy weight of the oil and gas sector in the index, which has surged 
since the Middle East conflict erupted in late February. 



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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