Our Strategy Guide for
the conflict in the Middle East

For the past two weeks, the war in Iran has been almost the only topic relevant to fi-
nancial markets. Even the smallest news from the Persian Gulf affects equity and bond
markets via the oil price. This is unlikely to change, at least in the short term. Therefore,
with this publication, we want to provide a guide on how investors can position them-
selves for escalation or de-escalation scenarios.

De-escalation or escalation? Developments in Iran drive financial markets

Since the beginning of the war, the oil price has become the most important variable
for equity and bond markets. If the situation in Iran escalates - as it did at the end of
last week when US forces bombed Kharg Island - oil prices rise as stock and bond mar-
kets fall. If Trump suggests a swift end to the war, oil as well as rates fall, while equity
markets recover. Even the smallest changes in Brent affect stocks and bonds markets
around.

Markets will continue to be dominated by whether the situation in Iran cools down or
heats up even further. In the event of a further escalation, shipping in the Strait of
Hormuz could be impaired for several months, while Iran intensifies its attacks on
neighboring countries. In such a scenario, we expect oil prices to break the 2022 highs
and soar well above the $150 mark, which would further intensify the sell-off in stocks
and bonds seen over the past couple of weeks.

More positive scenarios envision a cooling of the conflict, in which the Strait of Hormuz
becomes fully passable for global shipping again in the coming weeks. A significant rise
in oil prices above the $120 mark would then be avoided. In this environment, stocks
and bonds are likely to rapidly recover some of the losses from the past weeks.

The oil price is driving both equity markets...
Intraday performance of US equities (MSCI USA) und Brent crude oil
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The oil price is in the drivers seat for
financial markets; jobs data, infla-
tion and other economic data indi-
cators play only a secondary role.

... as well as the bond markets!

Intraday performance of 2 year German bonds and Brent crude oil
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German 2Y Rates (%)
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Source: Bloomberg, own calculations. Time period: 27/02/2026-17/03/2026
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De-escalation seems a bit more likely, at least from a political perspective

For the Trump administration, domestic pressure to end the war in Iran is mounting.  Domestic pressure is mounting on
The US military operation in Iran is relatively unpopular among the American population  the Trump administration to resolve
and is already harming the Trump administration's approval ratings. This is reflected, the Iran conflict as soon as possible.
among other things, in the betting markets, which now expect the Democrats to win

both chambers of Congress - the House of Representatives and the Senate - in the

upcoming midterm elections in November. Before the conflict, the Republicans'

chances of holding at least one of the two chambers looked relatively good.

The declining popularity of the Grand Old Party is likely related to the rising cost of
living. Diesel prices in the US have recently climbed to their highest level since 2022.
But the war affects consumers not only at the pump: the increased prices for fertilizers
are also likely to lead to higher food prices in the medium term.

Given the voters' frustration with the high cost of living, which was already palpable
before the war broke out, President Trump thus has a strong incentive to prevent a
further unwelcome price increase and to de-escalate the war in Iran quickly.

But careful: markets face a setback should de-escalation doesn’t materialise

So far, markets are not pricing in a bigger economic turmoil. However, should the latter  So far, the markets have not priced
materialise, equities have more downside. The energy price shock triggered by the war  in any major economic upheavals.

in Iran and the effective closure of the Strait of Hormuz has already led to a significant = However, should such upheavals
setback in the stock markets. European stocks have fallen by more than 5% since the  materialise, shares are likely to have
outbreak of the war, while Emerging Markets lost almost 7% since February 27. For less  even greater downside potential.
energy-dependent countries like the US, the loss has been more or less moderate. If

the situation in Iran eases, there is potential, especially for hard-hit stocks, to price out

geopolitical risks and quickly make up for some of the recent losses.

Compared to previous economic shocks, the current stock market route seems rela-
tively slim. For example, the sell-offs after the Ukraine war or Trump's "Liberation Day"
were significantly sharper. This indicates that the markets are not yet fully pricing in
major economic disruptions or "worst-case scenarios". Should oil prices rise signifi-
cantly again, investors should therefore brace themselves for further stock market

losses.

Democrats now have a chance to secure control of the senate Equities are not pricing in any major disruptions caused by Iran
Polymarket probability of winning for the mid-term election result Maximum drawdown in the two months following geopolitical events
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Nevertheless, investors should not underweight equities at the moment

In the following graphic, we summarize our expectations for the two central scenarios
in the Iran war. Our base scenario remains that the conflict will cool down (somewhat)
in the foreseeable future and that the stock markets will reverse the sell-off of the last
two weeks. To position for such a recovery rally, we would keep our equity allocation
above our benchmark. Markets that have suffered particularly from the oil price shock,
such as European or emerging market equities, are likely to lead such a counter-move-
ment. Therefore, these markets remain interesting as regional overweights. At the
same time, we remain overweight in oil stocks to cushion energy price spikes and bal-
ance our portfolio.

European and emerging market eq-
uities could lead a recovery rally.

However, if it becomes apparent that the Strait of Hormuz will remain closed not just
for weeks but for months, portfolios would need to be positioned more defensively. On
a regional level, a reallocation in favor of the US and other energy-exporting markets
such as Latin America would be sensible. Bonds are likely to continue to lose value in
this scenario and would still not represent a "safe haven" for investors. However, we
currently see no acute need to position for such an escalation scenario.

Our strategy guide for escalation and de-escalation scenarios in the Iran war

Market reaction
over the next 1-3M

Scenarios for
the Iran War

Adjustments
to 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 18/03/2026
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