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The prospect of a prolonged Middle East conflict is unsettling financial markets, as investors weigh the 
potential macroeconomic consequences. Concerns about inflationary pressure drove global equities lower, 
while elevated volatility and a rising risk premium across rate-sensitive assets in fixed income argue for a 
more conservative approach. In addition, gold fell to just above USD 5,000 per oz last week and the USD 
strengthened, notably against the currencies of energy importers such as the euro and the yen.

The coming week is set to be dominated by developments in the Middle East as well as the US Federal 
Reserve’s meeting on Wednesday. While rates are widely expected to remain on hold, investors will be 
listening closely to the central bank’s tone, watching for any sign that policymakers are rethinking their 
stance in the face of the latest energy supply shock.

The conflict in Iran has barely dented American consumer sentiment, at least judging by inflation 
expectations. Although the headline sentiment index slipped to 54.8 from a previous 56.6 - a dip largely 
attributed to expectations of higher petrol prices - short term inflation expectations remained anchored at 
3.4%, defying analysts who had braced for a spike to 3.7%.

Beyond the numbers 
Macroeconomics

Last Close 
(13.03.2026)

1-Week
Total Return

1-Month
Total Return

Year-to-Date 
Total Return

S&P 500 6 632 -1.6% -4.5% -3.1%

NASDAQ Composite 22 105 -1.3% -4.2% -4.9%

STOXX Europe 600 596 -0.5% -4.1% 0.6%

MSCI Japan 2 222 -2.2% -6.3% 6.3%

MSCI EM 1 469 -2.0% -6.1% 4.6%

US 10yr Yield 4.28% 14 bps 11 bps 12 bps

Gold (USD/oz) 5 020 -2.9% -1.2% 16.3%

Brent Crude Oil (USD/bbl) 104 11.3% 49.1% 70.5%

Source(s): Refinitiv
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Markets brace for the economic 
fallout of a widening conflict



Yet the resilience of consumer sentiment remains precarious. Should the conflict persist, sentiment 
may buckle under the weight of rising petrol prices, particularly as the labour market sits in a delicate 
equilibrium. Continuing claims hovered at a stubbornly high 1.85 million, while redundancies eased slightly 
to 1.0% and hiring rates remained flat, translating into a “low hire, low fire” holding pattern. Without the 
safety net of robust income growth from the labour market, the meagre 0.1% increase in real spending in 
January looks increasingly fragile.

Consumers are rightly worried about rising costs. In January, the Consumer Price Index rose 2.4%, and 
in February the Federal Reserve’s preferred gauge, core Personal Consumption Expenditures (PCE), ran 
at 3.1%, both above the 2% target. Crucially, these readings do not yet capture the full impact of surging 
energy prices, while services prices remain sticky. With this added pressure still to come, the Federal 
Reserve’s plan to lower interest rates looks increasingly difficult to execute.

Across the Atlantic, the eurozone’s industrial output tumbled by 1.5% in January, wrong footing analysts 
who had predicted a 0.6% recovery. This gloom was widespread among the bloc’s heavyweights, with 
Germany, Italy and Spain all posting declines that more than offset a modest 0.5% gain in France. The 
United Kingdom has proved no more resilient. The country entered 2026 with almost no momentum, 
leaving its economy dangerously exposed to an energy related shock. The economy stagnated in January 
as the services sector - the traditional engine of British growth - lost steam against the backdrop of a 
cooling labour market.

Next week’s global central bank line up, comprising the Federal Reserve, European Central Bank (ECB), 
Bank of England (BoE), Bank of Japan (BoJ) and the Swiss National Bank (SNB), will navigate the energy 
supply shock. With markets anticipating rates on hold, attention will turn to central banks’ rhetoric, looking 
for any change in their reaction function.

This material represents an assessment of the market environment at a specific time and is not intended to be a forecast of future 
events or a guarantee of future results. This information should not be relied upon by the reader as research or investment advice 

regarding any particular fund, strategy or security.  
Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only 

and is not guaranteed in any way. 
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Equities
Global equities retreated for a second consecutive week as a risk off mood 
persisted amid the Middle East conflict (MSCI ACWI total return -1.7%) and 
the potential spillover effects on the global economy.

Initial hopes that an end to the conflict was near lifted equities at the start 
of the week, but this faded as the week progressed and no evidence of such 
emerged, stirring inflation and interest rate angst. Furthermore, weak US 
macro data and continued negative news flow in the private credit market also 
weighed on investor sentiment.

Headlines regarding the latter contributed to weakness in the global financial 
sector (-3.0%), which was the worst performing along with interest rate 
sensitive and cyclical sectors (real estate -3.0%, consumer discretionary  
-2.8%, materials -2.8%, industrials -2.8%). Energy was once again the best 
performing at +2.5% and one of the two sectors to finish the week positively.

Since the start of the conflict, and despite the largest interruption to global 
energy flows in history, global equities have only fallen -5.3%. Many investors 
appear hesitant to sell heavily because they fear missing a sudden market 
recovery. That ties in with President Trump’s history of backtracking under 
pressure from financial markets. However, with the S&P 500 down only -3.5% 
since the beginning of the conflict, investors may have to digest more pain 
before the “TACO” trade narrative (“Trump Always Chickens Out”) can start 
making the rounds again. Meanwhile, the global energy sector was upgraded 
from 3 out of 5 to 4 out of 5, as “higher for longer” oil prices should lead to 
upward earnings-per-share (EPS) revisions. Conversely, this is likely to prove 
detrimental to earnings in the global consumer discretionary sector, which 
has been downgraded from 3 out of 5 to 2 out of 5. In the week ahead, 
commentary from central banks on the future path of interest rates will be a 
key focal point for investors.
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Investment strategy
At the start of 2026, our central scenario anticipated robust global growth and a moderating inflation 
backdrop, creating room for global central banks to cut rates during the year. This view implied modest US 
dollar weakness, a stable long-end rates environment, and a pro-risk stance across gold, equities and fixed 
income.

Given the magnitude of the current disruptions, a return to normal conditions in both oil and gas markets 
will likely be delayed until at least year-end, keeping energy prices elevated for longer. As a result, our 
investment strategy is being temporarily adjusted to reflect oil prices averaging above USD 80 in 2026. An 
update will be provided in the next edition of the UBP House View.



A five week window that began with the Supreme Court striking down 
International Emergency Economic Powers Act (IEEPA) tariffs and ended 
with oil above USD 100/barrel (bbl) left every major fixed income asset class 
in flat or negative total return territory. While spreads have been moving 
wider continuously since early February - naturally accelerating after the Iran 
conflict broke out - rates initially moved downwards through February only to 
reverse sharply in March. The bond market’s traditional defensive reflex was 
overwhelmed as surging energy prices broke the traditional flight to quality 
playbook. Month to date, the 10 year Treasury and Bund are up 34 basis 
points (bps), while Gilts are up 59 bps, with the UK’s import dependent energy 
profile amplifying the move. Despite the violence of March’s repricing, year 
to date changes remain more contained, with the US 10 year up 11 bps, the 
Bund 13 and Gilts 34 bps.

The repricing in rate expectations has been profound. Five weeks ago, 
markets were debating the timing of the next cut, while they now debate 
whether the next move from the ECB and BoE might be a hike. Fed pricing has 
moved from two cuts to one; the ECB from a 50% probability of a cut to nearly 
two hikes; the BoE from two cuts to nearly one hike - with even pricing for the 
Swiss National Bank shifting from some likelihood of a cut to one hike priced. 
Primary issuance in both investment grade (IG) and high yield (HY) slowed 
meaningfully this month as issuers wait for volatility to subside.

For the week, the moves described pushed IG, HY, AT1s and emerging 
markets (EM) down 0.9%, 0.7%, 0.6% and 0.9% respectively, tipping year to 
date performance into negative territory for all except EM, which is flat.

As the disruption in the Strait of Hormuz persists, the breakdown in 
correlations between rates and spreads - as well as the severe implications 
of an energy shock if it does not reopen for maritime traffic soon - led us to 
review our tactical allocation framework and pause some of the key trades we 
had on for the year, cutting duration across all currencies, scaling back the 
sterling duration overlay and cutting exposure to EM local currency bonds, 
after having already reduced exposure to AT1s earlier this month. With oil 
above USD 100, the Strait of Hormuz effectively closed, and central banks 
caught between a weakening growth outlook and an energy driven inflation 
shock, the traditional fixed income playbook - which is to buy duration on 
geopolitical risk - has failed. The key variable from here is whether the oil 
shock proves transitory if Hormuz reopens and the conflict de escalates, 
or remains persistent with structural supply disruption and second round 
inflation effects. Until the situation is resolved, elevated volatility and a 
risk premium on all rate sensitive assets are the base case, and so a more 
conservative approach is warranted. 

Fixed income
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The US dollar rose across the board last week as the currencies of energy 
importers such as the euro and yen weakened due to changes in their 
respective terms of trade (ToT). These effects are consistent with previous 
energy price shocks, and investor positioning suggests there is some scope 
for further position squaring, favouring the US dollar. This week’s Federal 
Open Market Committee (FOMC) meeting is unlikely to see a change in the 
stance on rates, and markets will look for any comments regarding the 
recent deterioration in US labour market data. Such comments are unlikely to 
weaken the US dollar, given the external situation.

There are also major central bank meetings for the European Central Bank, 
the Bank of England, the Swiss National Bank and the Bank of Japan. 
Rates are likely to remain unchanged for each central bank, given the huge 
change in interest rate pricing due to the conflict in the Middle East. There 
is some scope for a surprise with the Bank of England meeting, given heavy 
expectations of a rate cut before the outbreak of the conflict. The Bank of 
Japan meeting will also be interesting to see if there is any hint of future 
potential rate hikes. In the near term, ToT changes should determine short 
term trading ranges, and that implies further potential weakness for the euro 
and the yen in particular.

Gold fell to just above USD 5,000 per oz last week, while ETFs have been 
sellers over the last two weeks. The rise in ETF outflows simply reflects risk 
reduction on the part of retail investors, and such price action is consistent 
with significant equity market drawdowns. Any decline in gold should be 
relatively short lived, given the underlying robust demand narrative and the 
prospect of higher inflation over time. Gold tends to perform admirably as an 
inflation hedge during oil price shocks, suggesting only limited downside from 
current levels. Our constructive long-term stance on gold over remains, with a 
year end forecast of USD 6,000 per oz.

Forex and Commodities

 In the near 
term, currency 
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Energy
The Strait of Hormuz has remained closed for over two weeks. The Gulf 
Cooperation Council (GCC) is estimated to have storage capacity covering 
only 20–25 days, limiting the ability of regional exporters to offset blocked 
shipments. Current supply disruptions are now becoming significant. More 
than 8 million barrels per day (mb/d) of crude oil production and 2 mb/d of 
refined products are estimated to be offline, according to the International 
Energy Agency (IEA), in addition to roughly 15 mb/d of oil that would typically 
transit the Strait of Hormuz but cannot currently move. Refining capacity 
losses exceed 3 million barrels of oil equivalent per day (mboe/d), compared 
with around 5 mb/d of Gulf exports in 2025. Although there has been no 
structural damage to key oil infrastructure, normalisation is likely to take 
months once shipping resumes. Hoarding behaviour has also emerged, with 
countries restricting exports (such as China), imposing export taxes (Brazil), 
and implementing fuel rationing (India). While the IEA has announced the 
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release of 400 million barrels from strategic reserves, the practical delivery pace, estimated at around 3 
mb/d during the first 100 days, limits its ability to fully compensate for disrupted flows.

As a result, higher for longer prices, averaging roughly US 85 per barrel (USD 85/bbl) for 2026 are expected. 
The key condition for this forecast is the extent and duration of the disruption to flows through the Strait of 
Hormuz. The updated oil price forecast supports our decision to upgrade the Energy sector to 4 out of 5 
from a baseline stance of 3 out of 5. At an average price of US 85/bbl in 2026, approximately 50% earnings 
per share (EPS) growth for 2026 is expected, versus 0% growth under the beginning of year assumption 
of US 62/bbl, with roughly half of the potential re rating still not reflected in current valuations. Upward 
revisions to earnings and cash flow are expected, driven by stronger commodity prices and refining 
margins, partially offset by production outages or lower refining throughput. Given the scale of current 
disruptions, normalisation in both oil and gas markets will likely extend into the end of the year at least, 
resulting in higher for longer energy commodity prices and creating sustained tailwinds for the sector.
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Disclaimer
This document is a marketing communication containing 
GENERAL INFORMATION on financial services reflecting the 
sole opinion of Union Bancaire Privée, UBP SA and/or any entity 
of the UBP Group (hereinafter “UBP”) as of the date of issue. It 
is not and does not purport to be considered as an offer nor a 
solicitation to enter into any transaction with UBP, buy, subscribe 
to, or sell any currency, product, or financial instrument, make 
any investment, or participate in any particular trading strategy 
in any jurisdiction where such an offer or solicitation would not 
be authorised, or to any person to whom it would be unlawful 
to make such an offer or solicitation. This document is meant 
only to provide a broad overview for discussion purposes, 
in order to determine clients’ interest. It does not replace a 
prospectus, KID, KIID or any other legal document relating to 
any specific financial instrument, which may be obtained upon 
request free of charge from UBP or from the registered office 
of the issuer of the instrument concerned, where applicable. 
The opinions herein do not take into account individual clients’ 
circumstances, objectives, or needs. 
UBP performs analysis on the financial instruments based on 
market offer and may maintain and/or seek to develop business 
affiliations with third parties for that purpose; furthermore, 
UBP may create its own financial instruments. This generic 
information is therefore not independent from the proprietary 
interests of UBP or connected parties, which may conflict 
with the client’s interests. UBP has policies governing cases 
of conflicts of interest and takes appropriate organisational 
measures to prevent potential conflicts of interest. 
The information contained in this document is the result neither 
of financial analysis within the meaning of the Swiss Banking 
Association’s “Directives on the Independence of Financial 
Research” nor of independent investment research as per the 
EU’s regulation on MiFID provisions. EU regulation does not 
govern relationships entered into with UBP entities located 
outside the EU.
When providing investment advice or portfolio management 
services, UBP considers and assesses all relevant financial 
risks, including sustainability risks. Sustainability risks are 
defined by the EU’s Sustainable Finance Disclosure Regulation 
(2019/2088) as “an environmental, social or governance event 
or condition that, if it occurs, could cause a negative material 
impact on the value of the investment”. For further information 
on our sustainability risk management approach please visit 
[www.ubp.com]. 
Reasonable efforts have been made to ensure that the content 
of this document is based on objective information and data 
obtained from reliable sources. However, UBP cannot guarantee 
that the information contained herein and gathered by the Bank 
in good faith is accurate and complete, nor does it accept 
any liability for any loss or damage resulting from its use. 
Circumstances may change and affect the data collected and 
the opinions expressed at the time of publication. Therefore, 
information contained herein is subject to change at any time 
without prior notice. UBP makes no representations, provides 
no warranty and gives no undertaking, express or implied, 

regarding any of the information, projections or opinions 
contained herein nor does it accept any liability whatsoever 
for any errors, omissions or misstatements in the document. 
UBP does not undertake to update this document or to correct 
any inaccuracies which may have become apparent after its 
publication.
This document may refer to past performance which is not 
a guide to current or future results. All statements in this 
document, other than statements of past performance and 
historical fact, are “forward-looking statements”. Forward-
looking statements do not guarantee future performances. 
The tax treatment of any investment depends on the client’s 
individual circumstances and may be subject to change in the 
future. This document does not contain any tax advice issued by 
UBP and does not reflect the client’s individual circumstances. 
This document is confidential and is intended to be used only 
by the person to whom it was delivered. This document may 
not be reproduced, either in whole or in part. UBP specifically 
prohibits the redistribution of this document, in whole or in 
part, without its written permission and accepts no liability 
whatsoever for the actions of third parties in this respect. This 
document is not intended for distribution in the US and/or to 
US Persons or in jurisdictions where its distribution by UBP 
would be restricted. 
Switzerland: UBP is authorised and regulated in Switzerland 
by the Swiss Financial Market Supervisory Authority (FINMA). 
UK: UBP is authorised in the United Kingdom by the Prudential 
Regulation Authority, and is subject to regulation by the Financial 
Conduct Authority (FCA) and limited regulation by the Prudential 
Regulation Authority.
Dubai: This marketing material has been communicated 
by Union Bancaire Privée (Middle East) Limited, a company 
regulated by the Dubai Financial Services Authority (“DFSA”). It 
is intended for professional clients and/or market counterparties 
only and no other person should act upon it. The financial 
products or services to which this material relates will only be 
made available to a client who meets the professional client 
and/or market counterparty requirements. This information is 
provided for information purposes only. It is not to be construed 
as an offer to buy or sell, or a solicitation for an offer to buy or 
sell any financial instruments, or to participate in any particular 
trading strategy in any jurisdiction.
Hong Kong: UBP is a licensed bank regulated by the Hong Kong 
Monetary Authority (HKMA) and a registered institution regulated 
by the Securities and Futures Commission (SFC) for Type 1, 4 
& 9 activities only in Hong Kong. The securities may only be 
offered or sold in Hong Kong by means of documents that (i) 
are addressed to “professional investors” within the meaning 
of the Securities and Futures Ordinance (Chapter 571 of the 
Laws of Hong Kong) and any rules made thereunder (the “SFO”); 
or (ii) are defined as “prospectuses” within the meaning of the 
Companies Ordinance (Chapter 32 of the Laws of Hong Kong) 
(the “CO”) or constitute offers to the public within the meaning 
of the CO. Unless permitted to do so under the laws of Hong 
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Kong, no person may issue or have in their possession for the 
purpose of issuing, whether in Hong Kong or elsewhere, any 
advertisement, invitation or document relating to the securities, 
directed at, or likely to be accessed or read by, the public in Hong 
Kong, except where the securities are intended to be disposed 
of only to persons outside Hong Kong, or only to “professional 
investors” within the meaning of the SFO. 
Singapore: UBP is a bank regulated by the Monetary Authority 
of Singapore (MAS), is an exempt financial adviser under the 
Financial Advisers Act 2001 of Singapore to provide certain 
financial advisory services, and is exempt under section 
99(1) of the Securities and Futures Act 2001 of Singapore to 
conduct certain regulated activities. This document has not 
been registered as a prospectus with the MAS. Accordingly, this 
document and any other document or material in connection with 
generic recommendations may not be circulated or distributed, 
whether directly or indirectly, to persons in Singapore other than 
(i) institutional investors; or (ii) accredited investors as defined 
under the Securities and Futures Act 2001 of Singapore. This 
advertisement has not been reviewed by the Monetary Authority 
of Singapore.
Luxembourg: UBP is registered by the Luxembourg supervisory 
authority the Commission de Surveillance du Secteur Financier 
(CSSF). 
Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, 
operates in Italy in accordance with the European passport – 
held by its parent company, Union Bancaire Privée (Europe) 
S.A. – which is valid across the entire European Union. The 
branch is therefore authorised to provide services and conduct 
business for which its parent company, Union Bancaire Privée 

(Europe) S.A., has been authorised in Luxembourg, where it is 
regulated by the Luxembourg financial supervisory authority, 
the Commission de Surveillance du Secteur Financier (CSSF).
Monaco: This document is not intended to constitute a public 
offering or a comparable solicitation under the Principality of 
Monaco’s laws, but might be made available for information 
purposes to clients of Union Bancaire Privée, UBP SA, Monaco 
Branch, a regulated bank under the supervision of the Autorité de 
Contrôle Prudentiel et de Résolution (ACPR) for banking activities 
and under the supervision of the Commission de Contrôle des 
Activités Financières for financial activities.
Jersey: Union Bancaire Privée, UBP SA, Jersey Branch is 
regulated by the Jersey Financial Services Commission for 
the conduct of banking, funds and investment business. Union 
Bancaire Privée, UBP SA, Jersey Branch is a branch of Union 
Bancaire Privée, UBP SA, whose registered offices are at Rue 
du Rhône 96-98, P.O. Box 1320, 1211 Geneva 1, Switzerland, 
with its principal place of business in Jersey at 3rd Floor, Lime 
Grove House, P.O. Box 526, St Helier, Jersey JE4 5UH.
Portugal: Union Bancaire Privée (Europe) S.A. Sucursal em 
Portugal is regulated by the Securities Market Commission 
(CMVM) and duly authorised by Banco de Portugal.
South Africa: UBP Investment Services (Pty) Ltd is an authorised 
financial services provider (FSP number 53152) in terms of 
section 8 of the Financial Advisory and Intermediary Services 
Act, 2002 (Act No. 37 of 2002) and conducts its activity under 
the supervision of the Financial Sector Conduct Authority.
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