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Now in its fourth week, the conflict between the United States, Israel, and Iran continues to create uncertainty 
for markets. Pressure increased last week, as rising oil prices and concerns around a prolonged disruption 
dragged down stock prices. A shift in tone over the weekend has since provided a brief reprieve, renewing 
hopes that this conflict may not last as long. Even so, many factors are still in play, and the situation remains 
uncertain, with the risk of renewed escalation lingering. 

From a military standpoint, the United States and Israel have significantly weakened Iran’s leadership and 
command and control infrastructure, along with its missile, naval, and drone capabilities. Still, Iran continues to 
apply pressure through indirect tactics, particularly against vessels moving through the Strait of Hormuz. 
While some traffic has resumed and recent developments suggest access may be improving, passage through 
the Strait remains inconsistent and subject to change. As a result, the focus remains on whether a steady flow 
can be maintained without further escalation. For financial markets, the key issue is not who prevails militarily, 
but whether ships can move through the Strait without interference. 

Markets had grown increasingly concerned about rising inflation and whether high energy prices might 
prompt the Federal Reserve to change its policy. Comments from Chairman Powell after last week’s policy 
meeting did little to ease those concerns. The recent change in tone, however, has helped calm some of those 
fears, with expectations now shifting back toward a more stable interest rate. Nevertheless, sustained 
increases in energy prices tend to act as a tax on consumers and businesses, which can slow spending and 
economic growth. If recent signs of de-escalation hold and supply conditions improve, some of that pressure 
could ease. However, the situation remains fluid, and any new disruptions would quickly bring those risks 
back to the forefront. 

We do not know how this will ultimately play out, but recent market behavior is not unusual, especially during 
a midterm election year. This is typically a period when uncertainty builds, and investors search for reasons to 
be cautious. At the same time, the economy and corporate earnings were strong before the conflict, and we 
would expect a relatively quick recovery if conditions improve. However, there is still a risk that disruptions 
will last longer than expected. This calls for a balanced approach, becoming more cautious if conflict persists, 
while remaining ready to take advantage of opportunities should conditions improve. 
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