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Developments in Israel: 
A sustained market impact?
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Following the horror of the Hamas-led attacks in Israel this weekend, global investors are contemplating the potential 
impact on broad investment markets. Although challenging, during a rapidly developing geopolitical conflict, investors 
are best suited to stay level-headed, considering that fundamentals ultimately drive long-term investment returns.

In general, while geopolitics typically has a short-lived direct market impact, the indirect impacts via inflation, 
confidence, and economic growth can be more persistent and, ultimately, more damaging. 

Investor consideration—Oil prices

The critical macro concern lies with the oil market reaction. Brent crude prices have risen around 5% so far, heading toward 
the $90 per barrel mark. This increase only partially unwinds the 11% drop in oil prices last week, but there is strong potential 
for a further rise in prices, although the extent is subject to significant uncertainty. 

It is worth pointing out that, despite the obvious parallels to the 1973 Yom Kippur War and the ensuing Arab oil embargo, 
which sent oil prices soaring, one key difference today is that the U.S. is a net oil exporter. As a result, the U.S. economy is 
significantly less vulnerable to spiking oil prices. In addition, the U.S. holds vast resources of fossil fuels, which should subdue 
any potential price increase. For investors, a surge in oil prices toward the all-important $150 p/b mark would likely require a 
significant escalation in tensions, including potential strikes on Iran’s nuclear facilities. 

Investor consideration—Global growth

Rising oil prices would pressure the U.S. consumer but, provided oil prices do not spike above the $150 p/b mark, the broad 
market impact should be contained. Although the U.S. consumer is already facing headwinds from eroding fiscal support 
and diminishing excess savings, household balance sheet strength is robust and so should be able to withstand additional 
modest pressure from oil prices. 

Global oil prices
WTI and Brent crude, oil price in USD, January 2000–present

Source: Principal Asset Management. Data as of 3:00pm ET, October 9, 2023.



Market reaction to geopolitical crises
S&P 500 performance in past geopolitical shocks

Source: Bloomberg, Principal Asset Management. *Peak level around key dates. Data as of October 9, 2023. 

Investor consideration—Inflation

In today’s economy, with global central banks having 
tightened monetary policy aggressively over the past 18 
months and inflation still above target, the inflation risk is 
the most pertinent. 

While central banks will likely look through these 
developments in the near term, higher energy prices can 
work their way into core inflation and inflation 
expectations if sustained. Indeed, in the 1970s, soaring oil 
prices ultimately drove surging inflationary pressures and 
a deanchoring of inflation expectations, prompting 
aggressive Federal Reserve monetary tightening.

Investor consideration—Bond yields

With the U.S. bond market closed on Monday, it is difficult 
to parse the reaction. Markets are already nervous about 
the inflation outlook. If price pressures re-emerge, 
threatening to undo the disinflation progress made over 
the past year and prompting additional monetary action 
from policymakers, that could ultimately threaten a 
further bond rout. However, at least in the near term, a 
flight to quality will likely benefit U.S. Treasurys, alongside 
gold and the U.S. dollar. 
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Events Key dates

S&P 500 
selloff 
starts*

Days of 
selloff

Days to 
recover 

from 
bottom Selloff

30 days 
from key 

date

90 days 
from key 

date

180 days 
from key 

date

Cuban missile crisis 10/14/1962 10/15/1962 8 10 -7% 7% 15% 22%

1973 Arab–Israeli War (1st oil crisis) 10/06/1973 10/12/1973 46 2246 -14% -11% -13% -19%

Iran hostage crisis 11/04/1979 10/05/1979 33 75 -10% 5% 12% 4%

Soviet–Afghan War 12/24/1979 12/17/1979 17 7 -4% 7% -5% 7%

Iraqi invasion of Kuwait 08/02/1990 07/16/1990 38 174 -17% -11% -10% 5%

September 11 terrorist attacks 09/11/2001 09/11/2001 10 34 -12% -2% 4% 5%

2003 invasion of Iraq 03/19/2003 03/21/2003 10 22 -5% 5% 12% 14%

Military intervention in Libya 03/19/2011 03/08/2011 8 14 -5% 3% 1% -9%

Annexation of Crimea 02/27/2014 03/07/2014 7 18 -2% -2% 4% 8%

Ukraine/Russia conflict 02/24/2021 02/25/2021 12 3 -4% 3% -14% -15%

Investor consideration—Equity markets

Elevated uncertainty is rarely a supportive backdrop for risk 
assets. However, as equity markets have been wholly 
preoccupied with the direction of bond yields, a bond 
market rally may even stabilize the recent downward trend 
in equity markets. 

Today’s conclusion…

Risk assets are currently priced for perfection, making them 
susceptible to any further economic or geopolitical strains 
and uncertainties. In light of the situation in Israel, it is 
prudent for investors to maintain a diversified portfolio 
across different asset classes, with a particular emphasis on 
defensive sectors. Safe havens like U.S. Treasurys and the 
U.S. dollar, along with exposure to energy stocks, are 
preferred for well balanced portfolios today. 
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Risk considerations
Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results. Equity investments involve greater risk, 
including higher volatility, than fixed-income investments. Fixed-income investments are subject to interest rate risk; as interest rates rise their value 
will decline. Inflation and other economic cycles and conditions are difficult to predict and there Is no guarantee that any inflation 
mitigation/protection strategy will be successful. 

Important Information

This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not 
be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future 
events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change without prior notice. The 
information presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or 
validity. Any reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor 
an indication that the investment manager or its affiliates has recommended a specific security for any client account. Subject to any contrary 
provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied 
warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) for errors or omissions in the 
information or data provided.  

This material may contain ‘forward-looking’ information that is not purely historical in nature and may include, among other things, projections and 
forecasts. There is no guarantee that any forecasts made will come to pass.  Reliance upon information in this material is at the sole discretion of the 
reader.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be 
contrary to local law or regulation.

This document is intended for use in: 

• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

• Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors (Ireland) 
Limited is regulated by the Central Bank of Ireland. Clients that do not directly contract with Principal Global Investors (Europe) Limited ("PGIE") or  
Principal Global Investors (Ireland) Limited (“PGII”) will not benefit from the protections offered by the rules and regulations of the Financial 
Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or PGII, PGIE 
or PGII may delegate management authority to affiliates that are not authorised and regulated within Europe and in any such case, the client may 
not benefit from all protections offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of Ireland.  In Europe, 
this document is directed exclusively at Professional Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as 
defined by the MiFID).

• United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 03819986, 
which is authorized and regulated by the Financial Conduct Authority ("FCA").

• United Arab Emirates by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the Dubai 
Financial Services Authority as a representative office and is delivered on an individual basis to the recipient and should not be passed on or 
otherwise distributed by the recipient to any other person or organization.

• Singapore by Principal Global Investors (Singapore)Limited (ACRA Reg. No. 199603735H), which is regulated by the Monetary Authority of 
Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or publication 
has not been reviewed by the Monetary Authority of Singapore.

• Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the Australian 
Securities and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001.

• This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.

• Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures Commission. This 
document has not been reviewed by the Securities and Futures Commission.

• Other APAC Countries/Jurisdictions, this material is issued for institutional investors only (or professional/sophisticated/qualified investors, as such 
term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any person or entity 
in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

• Nothing in this document is, and shall not be considered as, an offer of financial products or services in Brazil. This presentation has been prepared 
for informational purposes only and is intended only for the designated recipients hereof. Principal Global Investors is not a Brazilian financial 
institution and is not licensed to and does not operate as a financial institution in Brazil.

Insurance products and plan administrative services provided through Principal Life Insurance Co. Principal Funds, Inc. is distributed by 
Principal Funds Distributor, Inc. Securities are offered through Principal Securities, Inc., 800 547-7754, Member SIPC and/or independent 
broker/dealers. Principal Life, Principal Funds Distributor, Inc., and Principal Securities are members of the Principal Financial Group®, Des 
Moines, IA50392.
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