
US equities moved lower in March as the conflict involving Iran, the US, and Israel pushed energy prices sharply higher and added
another layer of uncertainty to an already fragile market backdrop. After an initially muted reaction, equities weakened as
investors began to price in a more prolonged disruption and the potential economic consequences of higher oil prices. By month-
end, the S&P 500 had declined 5.09%, while the Nasdaq 100 fell 4.89% and the Russell 2000 lost 5.17%.

International markets generally fared worse, particularly in regions more exposed to imported energy costs. Japan and India were
among the hardest hit, with the Nikkei 225 down 12.7% and the BSE Sensex down more than 11% during the month. Those moves
illustrate how an oil shock can pressure growth expectations, especially in economies that rely heavily on imported energy.

Oil was central to the market narrative. While both Brent and WTI moved sharply higher, Brent was the more important signal
because it better reflected the supply disruption facing global markets. As the month progressed, the widening Brent-WTI spread
highlighted the difference between global and domestic energy pricing pressure. At the peak of the move on March 31, that
spread widened to $25 per barrel, highlighting the potential inflationary and economic considerations associated with higher
global oil prices.
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One of the more notable developments in March was that traditional safe havens did not provide as much support as investors
might have expected. Gold and longer-duration Treasuries both came under pressure, suggesting that liquidity considerations
and inflation concerns may have outweighed typical flight-to-safety dynamic. That is consistent with the broader view that global
liquidity conditions have become less supportive, with tighter financial conditions, firmer oil prices, a stronger US dollar, and
elevated bond volatility all acting as headwinds for risk assets.
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Fixed income markets also struggled in March as the rise in oil prices pushed inflation concerns back to the forefront. Treasuries
posted negative returns across the curve, with the 10-Year down 2.49% and the 30-Year down 3.87%. Bloomberg US Corp
Investment Grade Index declined 1.98%, mortgage-backed securities fell 1.65%, and High Yield Index lost 1.18%.

The weakness in longer-duration Treasuries was especially notable. In a typical geopolitical shock, Treasuries often benefit from
safe-haven demand. This time, however, the inflationary implications of higher energy prices appear to have dominated. If oil
prices remain elevated, investors may require higher yields to compensate for the possibility of stickier inflation and a longer
period of restrictive policy. In that environment, duration becomes more difficult to own even when growth risks are rising.

The key question for bond markets is whether the energy shock proves temporary or more structural. Early April reports
suggested meaningful damage to energy infrastructure with some facilities potentially taking extended periods to restore. If that
assessment proves correct, markets may need to adjust to a world in which the oil shock is not simply cyclical, but a more
persistent drag on global growth and inflation trends. 

Fixed Income

At the same time, the underlying earnings backdrop remained constructive. FactSet notes that first quarter earnings growth for
the S&P 500 was tracking at 12.6%, which would mark a sixth consecutive quarter of double-digit year-over-year growth
(4/10/26). Given the historical tendency for companies to outperform initial estimates, that figure could ultimately move higher.
In our view, this earnings backdrop may help explain why equities showed sensitivity to late-month headlines suggesting a
possible path to de-escalation. Even in a more volatile macro environment, earnings fundamentals for large-cap US companies
have remained relatively resilient.

Source: FactSet as of April 10, 2026
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The Federal Reserve remains in a wait-and-see posture, with the near-term focus shifting toward the inflationary consequences of
the conflict rather than the immediate market volatility. One important signal in March was the move in the 5-Year Breakeven
Inflation Rate, which rose 11 basis points to 2.56%. That increase indicates that market-based inflation expectations rose during
the month. 

At the same time, recent research from Goldman Sachs suggests AI-related displacement is already affecting entry-level and
administrative roles, particularly in certain segments of the labor market. While there is still considerable debate around the
ultimate labor market impact of AI, the broader point is relevant for policy: the economy may be entering a period where
productivity improves even as hiring becomes more restrained.

That leaves the Fed facing a more complicated policy backdrop. Higher oil prices argue for caution on inflation, while slower
labor demand could eventually argue for easier policy. For now, the Fed has signaled a cautious approach. The path forward will
depend not just on headline inflation, but on whether the current energy shock fades quickly or begins to feed more persistently
into inflation expectations and economic activity.
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