Escalation in the Middle East: Impact
on markets and portfolios

The geopolitical situation in the Middle East has dramatically escalated: after weeks of
intense negotiations, threats and troop movements, Israel and the US have launched a
pre-emptive strike against Iran. Initial reports suggested ‘surgical’ strikes, but Presi-
dent Trump's eight-minute video speaks of an ‘ongoing’ military operation with poten-
tial US casualties — ‘boots on the ground’, i.e. the actual presence of troops in the war
zone, cannot therefore be completely ruled out, despite Trump's campaign rhetoric
against protracted interventions before the mid-term elections. On basis of the current
developments, we share a structured analysis of the potential impact on energy prices,
equities, bonds and our portfolio setup.

Oil prices: Advance rise and Hormuz as a game changer

The markets have anticipated the conflict at least in part: Brent oil prices. The price of
crude oil (Brent) has already risen significantly and traded even before the escalation
at around USD 70-80 per barrel — an increase of around 20% since the start of the
year. Historically, geopolitical shocks in the Middle East have often been followed by
initial spikes increases of up to 10%, followed by profit-taking and lower prices in the
medium term (the ‘sell-the-news’ effect).

However, the decisive risk is the Strait of Hormuz: around 20% of global oil flows
through this bottleneck between Oman and Iran, and a closure (as Iran is now threat-
ening) could quickly drive the Brent oil price to USD 100 or more. Experts from Goldman
Sachs and Deutsche Bank are warning of prices of up to USD 120, which would weigh
on the global economy.

Betting markets already saw an increased risk of conflict
Polymarket probability for a US strike on Iran by June 2026
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Oil prices have already anticipated
much. However, the Strait of Hormuz
remains the key risk.

Brent crude oil has already risen sharply in recent weeks

Brent oil price in USD per Barrel
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Equity markets: resilience in the base case, vulnerability in the event of a shock

Stocks have weathered geopolitical shocks well in the past: brief consolidation was of-  In the past, geopolitical events have
ten followed by minor, short-lived setbacks — even when oil prices spiked. Trump ap-  often only led to brief setbacks for
pears to be avoiding a sustained rise in oil prices and interest rates by targeting the  equities.

destruction of the Iranian navy in order to minimise risks in Hormuz. Moreover, the

attack on Iran came as no surprise, as it had been speculated about for some time.

Since many market participants — including us — had already reduced their equity ex-

posure in advance or hedged themselves on the options market, the downside poten-

tial for equities is likely to be limited for now.

However, if the price of oil remains high for months, there is a risk of higher interest
rates and margin pressure: a setback similar to that seen in 2022 would be conceivable.
However, this is not our base scenario. We are therefore maintaining our slight over-
weight position in equities and would view larger sell-offs as opportunities to increase
our overweight position in equities — but we are also prepared to reduce it if a change
in the oil regime with sustainably higher prices become apparent. Our overweight po-
sition in commodities and energy stocks also protects against price increases.

We consider gold to be a safe haven, but not bonds

Government bonds are not automatically a ‘safe haven’ in an oil price shock, because
inflation and, in some cases, inflation expectations can weigh on real yields. Gold, on
the other hand, has historically performed strongly in such phases — our strategic over-
weight in this area positions us very advantageous in this regard.

Macroeconomic effects in the eurozone: inflation vs. growth

If Brent crude oil prices remained at USD 100 for several months, eurozone inflation A 10% rise in oil prices is accompa-
would climb from its current level of around 1.7% to just under 2.5%—3.0%. The rule of  nied by approximately 0.2 percent-
thumb is that a 10% increase in oil prices is accompanied by an increase in inflation of  age points of inflation in the euro-
around 0.2 percentage points. In addition, GDP growth would fall by 0.2-0.5 percent-  zone.

age points. Sentiment indicators such as the ifo Business Climate Index and the Pur-

chasing Managers' Indices (PMIs) would plummet. With long-term inflation expecta-

tions stable, the ECB would look through short-term higher inflation rates and stick to

its expansionary monetary policy (key interest rate 2%) — and possibly even implement

interest rate cuts to support the economy. However, we do not expect a protracted

war, as Trump's base is sceptical about distant military adventures. The US President

must respond to the mood at home, especially as he is currently not doing well in the

polls ahead of the midterm elections on 3 November 2026 and wants to defend the

Republican majority in the Senate and House of Representatives.

Conclusion

The capital markets are currently pricing in a transitional scenario in the Middle East
conflict. Our portfolio allocation, with an overweight in equities and gold and an under-
weight in bonds, should prove robust. In our base scenario, we assume that the conflict
will be short-lived and would tend to buy equity dips, viewing stronger dips in equities
as an opportunity to increase our equity position. If, on the other hand, alonger conflict
looms, we would take a more defensive stance in our portfolio.
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Important Notices

This information is a marketing communication. This information and ref-
erences to issuers, financial instruments or financial products do not con-
stitute an investment strategy recommendation pursuant to Article 3 (1)
No. 34 Regulation (EU) No 596/2014 on market abuse (market abuse reg-
ulation) nor an investment recommendations pursuant to Article 3 (1) No.
35 Regulation (EU) No 596/2014, both provisions in connection with sec-
tion 85 (1) of the German Securities Trading Act (WpHG). As a marketing
communication this document does not meet all legal requirements to
warrant the objectivity of investment recommendations and investment
strategy recommendations and is not subject to the ban on trading prior
to the publication of investment recommendations and investment strat-
egy recommendations. This document is intended to give you an oppor-
tunity to form your own view of an investment. However, it does not re-
place a legal, tax or individual financial advice. Your investment objectives
and your personal and financial circumstances were not taken into ac-
count. We therefore expressly point out that this information does not
constitute individual investment advice. Any products or securities de-
scribed may not be available for purchase in all countries or only in certain
investor categories. This information may only be distributed within the
framework of applicable law and in particular not to citizens of the USA or
persons resident in the USA. The statements made herein have not been
audited by any external party, particularly not by an independent auditing
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firm. Any future returns on fund investments may be subject to taxation,
which depends on the personal situation of the investor and may change
in the future. Returns on investments in foreign currencies may increase
or decrease due to currency fluctuations. The purchase, holding, conver-
sion or sale of a financial instrument, as well as the use or termination of
an investment service, may give rise to costs that affect the expected
income. A fund investment involves the purchase of shares in an invest-
ment fund, but not a specific underlying asset (e.g. shares in a company)
held by that fund. The statements contained in this document are based
either on own company sources or on publicly accessible third-party
sources, and reflect the status of information as of the date of prepara-
tion of the presentation stated below. Subsequent changes cannot be
taken into account in this document. The information given can become
incorrect due to the passage of time and/or as a result of legal, political,
economic or other changes. We do not assume responsibility to indicate
such changes and/or to publish an updated document. Please refer to the
online glossary at https://www.berenberg.de/en/glossary for definitions
of the technical terms used in this document. The images used in this doc-
ument are for illustrative purposes only. They do not refer to specific
products, services, persons or actual situations and should not be used as
a basis for decisions or actions. Date 02/03/2026
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