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This Is Not a Normal Risk-Off Market

The key point is that markets are not simply reacting to fear. They are reacting to the type of fear. A geopolitical shock tied to

energy supply does not behave like a standard recession scare. It raises the prospect of slower growth and higher inflation at the

same time, which is a much more difficult mix for traditional balanced portfolios. That helps explain why some of the market's usual

safe havens have not offered the protection investors might expect. Treasuries have struggled as inflation concerns pushed yields

higher, and gold has come under pressure as investors reassessed the odds of rates staying higher for longer. In this environment,

the market is not reflecting stronger demand for generic safety. It is showing preference for assets that help manage inflation risk. 

When the Usual Diversifiers Stop Diversifying
Markets have a way of reminding investors that "defense" is not a single trade. In a typical growth scare, the playbook is familiar:

equities weaken, Treasury yields fall, long bonds rally, and gold benefits from the move toward safety. That has not been the pattern

in late March. Instead, investors have been dealing with a more complicated backdrop, one defined by higher oil prices, firmer

yields, weakness in gold, and a clear preference for cash. Brent crude was back above $100 per barrel on March 24, while gold has

been one of the worst-performing major assets in March, and money market balances have climbed to record highs. 
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The Problem Is Not Just Fear, It Is Inflation Risk

That distinction matters because the source of the stress is what is driving cross-asset behavior. The near-total shutdown of the

Strait of Hormuz remains central to the market's repricing, with about one-fifth of the world's oil and  Liquefied Natural Gas moving

through that chokepoint, and analysts warning that a prolonged disruption could push prices materially higher. When investors have

to consider the possibility that an energy shock feeds directly into inflation expectations, long-duration assets lose some of their

normal defensive appeal. The market starts to think less about recession protection and more about stagflation risk – a mix of slow

growth and high inflation. 

Source: The Federal Reserve Bank of St. Louis (FRED) as of March 23, 2026
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Source: The Federal Reserve Bank of St. Louis (FRED) as of March 16, 2026
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Higher Oil Has Complicated the Fed Story

That shift has also changed the Fed’s policy discussion. Only a few weeks ago, markets were still looking for a meaningfully more

supportive path from the Federal Reserve in 2026. As of February 27, CME FedWatch implied nearly an 89% probability of at least

one rate cut by the September 2026 meeting, with just an 11% chance that rates would remain unchanged. By March 20, market-

implied probabilities had shifted materially to roughly a 73% probability of no cuts by September and about a 27% chance of at least

one hike. The issue is not simply that oil moved higher. It is that higher oil has forced investors to reconsider whether the Fed will

have room to ease at all if inflation pressures begin to reaccelerate. For markets that had been leaning on easier policy as a

backstop, that is a meaningful change though future policy decisions remain uncertain. 

Source: CME Group as of March 24, 2026
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Cash Is Benefiting by Doing Very Little

If bonds are not providing much ballast and gold is not acting like a dependable haven, it makes sense that investors have been

gravitating toward cash. US money market fund assets reached a fresh record high of $7.86 trillion for the week ended March 18,

underscoring the appeal of liquidity as investors navigate war-related uncertainty, rising oil prices, and the risk that inflation could

stay sticky. That should not be dismissed as simple risk aversion. In an environment where both equity risk and duration risk are

being questioned at the same time, cash offers something that has become increasingly valuable: yield, liquidity, and optionality

without the need to make a large directional bet. 

Source: Investment Company Institute (ICI) as of March 18, 2026

Safe Haven for What?

The broader takeaway is not that diversifiers no longer work. It is that their effectiveness is conditional. Long Treasuries can still be

potentially useful in certain disinflationary environments, and gold can still play an important role in periods of currency stress or

falling real yields. But an oil-driven inflation shock is a different problem, and recent market action suggests that not all forms of

defense respond the same way to every shock. Recent market behavior highlights that defensive positioning depends on the

specific risk driving markets, not on the label attached to any single asset or strategy.

Disclosures on next page

https://www.linkedin.com/company/xtollo
http://xtollo.com/
http://xtollo.com/
http://xtollo.com/
http://kensingtonassetmanagement.com/
mailto:info@xtollo.com
mailto:info@xtollo.com
https://share.google/1bd51Zmm0T200jIwK
https://share.google/1bd51Zmm0T200jIwK
https://share.google/1bd51Zmm0T200jIwK
https://share.google/1bd51Zmm0T200jIwK
https://share.google/1bd51Zmm0T200jIwK
https://share.google/1bd51Zmm0T200jIwK
https://share.google/1bd51Zmm0T200jIwK
https://share.google/1bd51Zmm0T200jIwK
https://share.google/1bd51Zmm0T200jIwK
tel:8778911206
tel:8778911206


Disclaimer:

Prepared by Kensington Asset Management, LLC (“KAM”). Xtollo Investment Partners, LLC (“Xtollo”) is under common ownership with KAM and promotes KAM’s

strategies and KAM Funds. Xtollo is compensated by KAM under an intercompany agreement, which creates a conflict of interest. 

Investing involves risk, including possible loss of principal. Past performance does not guarantee future results. No strategy, including diversification, ensures a

profit or prevents loss. 

Any indices and other financial benchmarks shown are provided for illustrative purposes only, are unmanaged, reflect reinvestment of income and dividends and

do not reflect the impact of advisory fees. Investors cannot invest directly in an index. Comparisons to indexes have limitations because indexes have volatility

and other material characteristics that may differ from a particular strategy such as the types of securities being substantially different.

This material is for informational purposes only and is not individualized investment advice or an offer to buy or sell any security. Information presented may not

reflect current views due to changing market conditions.

Our materials may contain information deemed to be correct and appropriate at a given time but may not reflect our current views or opinions due to changing

market conditions. No information provided should be viewed as or used as a substitute for individualized investment advice. An investor should consider the

investment objectives, risks, charges, and expenses of the investment and the strategy carefully before investing.

KAM relies on third party sources for some of its information that we believe is reliable. However, we make no representation, warranty, endorse or affirm as to

its accuracy or completeness. The information provided is current as of the date of publication and may be subject to change. We are not responsible for

updating this information to reflect any subsequent developments or events. 

Certain information contained herein constitutes “forward-looking statements,” which can be identified using forward-looking terminology such as “may,” “will,”

“should,” “expect,” “anticipate,” “project,” “estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or other variations thereon or comparable

terminology. Due to various risks and uncertainties, actual events, results, or actual performance may differ materially from those reflected or contemplated in

such forward-looking statements. Nothing contained herein may be relied upon as a guarantee, promise, assurance, or a representation as to the future.
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