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Investment Note- Iran Conflict Update 3/11/2026

Over the past week rising geopolitical tensions in Iran have introduced a significant risk premium into
global energy markets, raising concerns about oil supply disruption, inflationary pressures, and broader
macroeconomic spillovers. The duration and scope of hostilities will determine whether this event

remains a temporary volatility shock or escalates into a sustained economic headwind.
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supply shock. The market is

currently pricing the turmoil to be short-lived.

This is one of the largest supply disruptions. The US has had independence and a buffer but growth in
shale is slowing and that could have long term structural implications. American consumer expenditures
increased for almost everything except for energy in the last 2 decades; might not enjoy that trend going
forward. Power generation and energy supply was a long term consideration already and forecasted
prices were probably trending higher anyways because of AI demand, this conflict brought the timeline

forwarded especially if sustained.

But the US is better able to weather the shock compared to most countries and also compared to our
own history from the 1970s. The result is that both the growth and inflation impact from oil shocks has
fallen over time. The US is much more energy efficient compared to 1980s in the wake of Iranian
revolution. According to JP Morgan, while the US economy has grown more than 3x since 1980, it

consumes nearly the same amount of oil. This is due to utilizing more fuel efficient vehicles and has
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turned into a largely services based economy and has new energy sources. As a result, it is not as

vulnerable as in the 1970s.

Historically, oil tends to be very volatile when the geopolitical risk in the Middle East rises:

Historical oil supply disruptions, global spare capacity, and real crude prices — per Rapidan Energy Group
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The following are the economic and market impacts from major oil shocks since 1970:
Exhibit 1: Major Oil Price Shock (1970-Present): Economic and Financial Market Impact
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The conflict and destabilization could go longer than expected; even if outright war stops, infrastructure
has been damaged and restarting facilities takes time even for things like aluminum facilities. The Red
Sea can help stabilize a bit, but Houthis in Yemen are anti-Saudi and an Iranian proxy and have shown
willingness to interfere throughout that route. Asia and Europe are going to be affected and
governments already looking to curb demand like Philippines encouraging remote work to reduce power

consumption. This goes for both oil and LNG while US and Canada have self-sufficiency buffers for now.

Measures are being taken to blunt the supply shock. The International Energy Agency (IEA) has asked
member states to release 300-400 mn barrels of oil from their strategic reserves. It is estimated that the
members hold 1.2 bn barrels of oil. Both Japan and Germany announced that they will release some of
their reserves. The US might ease Russian oil restrictions in order to increase the effective supply. In
addition, it appears that China has received 12 mn barrels of Iranian oil through the Straits of Hormuz

since the conflict began which should also ease pressure on global supplies.

During times of heightened geopolitical risk (particularly related to oil), uncertainty tends to cause
markets to price escalation risk in bursts, keeping volatility elevated as investors reassess energy supply
risk. The risk of stagflationary shock often results in the following financial market effects:

e Stronger U.S. dollar due to safe-haven flows

e Equity market declines (with the US outperforming international markets)
e Wider credit spreads

e Higher interest rates as inflation worries trump growth concerns

e USD appreciation

The market turbulence caused by events in the Middle East is occurring against a positive economic
backdrop. The US economic growth figures are solid. ISM Manufacturing PMI in February had its first
back-to-back expansionary ISM readings since September 2022 while the ISM Services PMI Index
reached its highest level since July 2022. Moreover, industrial production and durable goods results
were solid and capex investment continues to be strong. Because growth is solid and inflation is above
target, we expect that the Federal Reserve will keep monetary policy unchanged at next week’s FOMC

meeting.

We came into this year having an outlook of inflationary growth. The positive economic growth
backdrop has driven a very strong earnings season which wrapped up last Friday. 4Q-2025 S&P 500
earnings growth came in at 14%, which is outstanding. Despite the market volatility, the S&P 500 is
only 4% away from its all-time high. Due to an outlook of higher inflation, we have also been cautious

on assuming interest rate risk, recommending a duration in the 3-5 year range. Due to higher inflation



expectations, since the conflict began the 10 Yr US Treasury yield has risen 25 bps, which is a significant

upward move in a short period of time.

Even if the impact of an oil shock lasts several months, the supply disruption can keep inflation high for
some time. The longer the conflict drags on, particularly if there is more significant damage to energy
infrastructure in addition to constrained shipments through the Strait of Hormuz, the global economy
could be at risk of a more prolonged energy supply shock. Due to elevated uncertainty, economic

impacts from military conflicts have tended to have a medium term impact:

Exhibit 2: Military Conflicts (1940-Present): Economic and Financial Market Impact
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When geopolitical shocks occur the market has historically fallen for a few weeks immediately after the
event and then recovers a few weeks later. As the graph above shows, generally the market is up a year
later. It is important during these times not to overreact to the sentiment driven sell-off, rely on the

strength of asset allocation and stick to the long term investment plan.
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