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ast week the Iran war 
intensified through both rhetor-
ical and military lenses includ-
ing damage to regional energy 
infrastructure. Capital markets 

responded accordingly with a fourth 
consecutive drawdown in equity 
markets and inflation risks pressuring 
bond yields higher. For the week, U.S. 
stocks lost 2% with growth underper-
forming value and non-U.S. stocks 
fell 2.5%. U.S. equity markets are off 
approximately 6% since the war began 
and bond yields up nearly 50bps. 
Non-U.S. equity markets continued 
to shoulder more downside given the 
strengthening USD and more direct 
energy supply implications relative to 
the United States.

Financial Market Highlights
• The war in Iran and associated risks
to global energy infrastructure deliv-
ered a third down week for equity and
bond markets driven by commodity
price risks to the global economy.
• While high yield credit spreads have
remained sanguine, investor sentiment
measures including growth outlooks
and fund manager positioning have
begun to deteriorate.
• Private credit, high yield’s first
cousin, continues to garner substantial
financial media coverage, but risks are
likely to evolve very slowly, and the
degree of systematic risk remains an
open question.

Economic Highlights
• Last week’s economic calendar was
light on the surface; government shut-
down impacted, and again largely irrel-
evant given overwhelming risk drivers
coming from the Strait of Hormuz.

• Economists put recession probability
at 32% with elevated oil prices the key
factor. Despite positive real wage gains
since 2023, more is needed to catch up
from the post pandemic inflation surge.

Policy Highlights
• All major global central banks met
last week (Fed, BoE, ECB, BoJ) with
very similar takeaways amounting to
inflation concern surrounding oil price
shock and a wait and see approach.
• Analysis on a recent Fed banking
sector deregulation initiative is expect-
ed to have a material positive impact
on capital ratios intended to increase
banks’ appetite and ability to extend
loans in the market.
• Polls suggest the decision to go to
war is increasingly likely to come with
political consequences.

Bullish Asset Allocation Narratives
• Robust U.S. corporate earnings
growth, strong profit margins, and
positive forward guidance.
• Growth conducive policies across

both fiscal (elevated deficit spending) 
and regulatory landscapes.
• Resilient consumption with low
unemployment and under levered
consumer balance sheets.
• AI implementation including infra-
structure buildouts, productivity gains,
and earnings potential.

Bearish Asset Allocation Narratives
• Energy price shock resulting from
U.S. foreign policy in Iran and asso-
ciated risks to inflation and economic
growth, particularly given soft labor
market hiring/wage gains, cumulative
inflation dynamics, and depressed
consumer savings rates.
• AI trends given the current equity
market profile, shifts toward asset
and capex intensive business models,
concerns surrounding circular trans-
actions, increased debt financing, and
disruptive forces across labor markets
and business models.
• Tariff (trade) policy uncertainty and
impacts on business uncertainty, price
levels, and supply chains.

Capital markets respond accordingly as Iran war intensifies.
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