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Steady markets, so far

In the first few days following the outbreak of the Israel-Hamas conflict, global markets were
relatively calm. Israel and Gaza are of course no strangers to armed hostilities and investors
hoped that the situation could be quickly brought under control. In fact, a few sectors that could
potentially benefit including energy and defence companies saw price rises, helping to prop
up the wider market.

But global equity markets weakened towards the end of the week. The US’s S&P500 and
Nasdagq indices fell by 0.5 percent and 1.23 percent respectively on Friday and this decline
was mirrored in Europe and Asia. At the same time, 10-year Treasury bond yields climbed
from a 4.53 percent low on Tuesday to 4.62 percent at Friday’s close.

However, it appears that market fears are still limited, with most investors waiting to see how
the conflict evolves. Other factors, including positive company earnings and growing likelihood
of no more rate hikes this year are helping to counteract downward pressures.

Reasons to be circumspect

Looking forward, there are good reasons to be vigilant but not panicked by the current
hostilities. While there is typically a knee-jerk market reaction to such events, in most cases
the effect is short-lived. For example, Russia’s invasion of Ukraine that started in February
2022 saw the S&P500 correct by 18 percent before starting to recover in September 2022.
The index has since gained 22 percent.

Middle East conflicts also tend to result in a surge in oil prices. This current outbreak has
already caused Brent crude prices to rise more than 7 percent to over US$90 per barrel. Higher
oil prices, if sustained, is worrisome given the potential impact on already elevated inflation
and slower growth numbers globally. However, the oil price rise has not been a steady one.
Israel is not a big oil producer and prices are not expected to stay high unless supply from big
oil players like Iran are disrupted.
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Three possible scenarios

As such, much will depend in the days and weeks to come whether the war can be confined
to the Israel and Gaza region. Should there be an escalation into a direct war between Israel
and other Middle East countries such as Iran, the market response is set to become more
pronounced, although it is important to remember that other factors remain at play.

Below, UOB Asset Management analysts outline three possible scenarios that could arise
from the events of the past 10 days, and the implications for oil prices, equity markets and
bond yields.

Figure 1: Potential scenarios relating to the Israel-Hamas war
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Important Notice & Disclaimers:

This publication shall not be copied, or relied upon by any person for whatever purpose. The
information herein is given on a general basis without obligation and is strictly for information
only. This publication must be viewed in conjunction with the oral presentation provided by
UOB Asset Management (Malaysia) Bhd (“UOBAM(M)”). This publication is not an offer,
solicitation, recommendation or advice to buy or sell any investment product, including any
collective investment schemes or shares of companies mentioned within. The information
contained in these publication, including any data, projections and underlying assumptions are
based upon certain assumptions, management forecasts and analysis of information available
and reflects prevailing conditions and our views as of the date of the document, all of which
are subject to change at any time without notice. In preparing this publication, UOBAM(M) has
relied upon and assumed, without independent verification, the accuracy and completeness
of all information available from public sources or which was otherwise reviewed by
UOBAM(M). UOBAM(M) does not warrant the accuracy, adequacy, timeliness or
completeness of the information herein for any particular purpose, and expressly disclaims
liability for any error, inaccuracy, or omission. UOBAM(M) and its employees shall not be held
liable for any decision or action taken based on the views expressed or information contained
within this publication. Any opinion, projection and other forward looking statement regarding
future events or performance of, including but not limited to, countries, markets or companies
is not necessarily indicative of, and may differ from actual events or results. Nothing in this
publication constitutes accounting, legal, regulatory, tax, or other advice. The information
herein has no regard to the specific objectives, financial situation and particular needs of any
specific person. You may wish to seek advice from a professional or an independent financial
adviser about the issues discussed herein or before investing in any investment product.
Should you choose not to seek such advice, you should consider carefully whether the
investment or product is suitable for you or your organization.
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