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The first quarter of 2026 has been dominated by an escalation of conflict in the Middle East. In 
late February, the United States and Israel launched coordinated strikes on Iran, which 
responded by targeting energy infrastructure across the Gulf region. The resulting surge in 
energy prices has heightened concerns about rising inflation and a slowdown in global growth. 
 
Signs the conflict is expanding across the Middle East have intensified fears of a sustained 
disruption in the Strait of Hormuz, a crucial shipping lane for about a fifth of the world’s crude, 
where missile and drone threats have brought tanker traffic to a standstill. The consequent 
sharp rise in energy prices – crude oil is up over 60% for the quarter – constitute a key 
component of the inflationary data analysed by central banks. 
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The possibility of a prolonged war and higher for longer inflation is threatening to finally crack a 
multi-year bull run in global equity markets.  The ASX hit an all-time high in early March before 
the inflationary consequences of the conflict became apparent. The index fell by more than 
8%, and the volatility index reached its highest levels in 12 months. For the quarter the ASX 200 
index is down -3.2%, although the return for the full 12 months is a healthy 9.0%. 
 

 
 

The rally of global share markets after the initial introduction of tariffs were paused in April 2025 
continued up until the start of March when the conflict in the Middle East escalated.  The 
resulting significant tightening in global energy markets – and the fear of a more prolonged 
disruption – is playing into inflation and global growth expectations.  
 

 
 
The US market, the largest component of the Developed Market Index, has also fallen on higher 
energy prices and a reassessment of Federal Reserve policy. This has particularly impacted the 
Nasdaq index, which is down more than 10% in Q1. Emerging markets have outperformed 
developed markets in recent market volatility due to more attractive valuations, a weakening 
U.S. dollar, and structural shifts in global trade that favour EM exporters. 
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The rise in energy prices – crude oil is up over 60% for the quarter - has also created a volatile 
bond market as traders balance the trade-off between higher inflation expectations and slower 
global growth. By the end of March, the bond market was weighing more to the inflationary 
impact of higher energy prices rather than the need for a safe-haven asset, which is the typical 
role bonds play in times of geo-political conflict. 
 

 
 
At their respective March meetings, the US Federal Reserve left rates on hold despite a slowing 
economy, while at home the RBA raised rated for a second consecutive inflation was already 
higher than the RBA’s target band of 2% - 3% even before the energy prices spiked. 
 

 
 
The current volatility should be seen in context of a longer time frame. Equity Markets have 
been in a significant bull market since the end of 2022, with the MSCI World Index returning 
over 60% (in AUD) over the last 3 years. Long-term investors are encouraged to remain 
disciplined and diversified, as attempting to time the market often leads to locking in losses. 
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103 642 888), AFSL 227748. The information contained in this publication has been prepared for general 
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of market and economic factors, and you should always obtain professional advice to ensure trading or investing 
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Under no circumstances will any of Future Wealth Planners Pty Ltd, Sentry Advice Pty Ltd, its officers, 
representatives, associates, or agents be liable for any loss or damage, whether direct, incidental, or 
consequential, caused by reliance on or use of the Content. This Content is restricted to Australian residents and 
is for the intended recipient only. From time to time, Future Wealth Planners Pty Ltd representatives or associates 
may hold interests in or transact in companies or products mentioned herein and may receive fees or other 
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In this article we have not taken into account any 
particular person’s objectives, financial situation or 
needs. You should, before acting on this information, 
consider the appropriateness of this information 
having regard to your personal objectives, financial 
situation or needs. We recommend you obtain 
financial advice specific to your situation before 
making any financial investment or insurance 
decision. 


