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Impact on financial markets

The US and Israel launched air strikes against Iran on 28
February 2026. While financial market reactions were
initially relatively contained, the blockade of the Strait of
Hormuz and damage to Gulf state oil and gas
infrastructure have increased the risk premium on risk
assets. Qatar, which accounts for around 20% of global
liquefied natural gas (LNG) production, is no longer able
to continue exporting LNG. Even under an optimistic
scenario in which the conflict comes to an end in the near
term, the economic consequences are now likely to last
longer. Since the beginning of the year, the price of a
barrel of oil (Brent) has risen by 76%, while European
TTF gas prices are up by more than 90%. These price
swings reflect the sharp rise in geopolitical tensions.
However, prices remain below the levels reached in 2022
following the invasion of Ukraine. Beyond the immediate
impact on energy markets, global supply chains could
also be affected. In addition to being a key energy
corridor, the Strait of Hormuz is a critical transit route for
fertilisers, petrochemical products and industrial gases.
These flow disruptions may materialise with a lag but
should impact input costs and corporate margins over the
longer term, resulting in a second round of inflationary
pressures.

A more uncertain environment for investors

Volatility in both equity and bond markets has increased
markedly in recent weeks. In equity markets, heightened
uncertainty is reflected in greater performance disparity
across regions and sectors. Europe and Asia remain more
vulnerable due to their energy dependence, while US
markets have shown greater resilience. Bond markets are
gradually pricing in higher inflation expectations, with
long bond yields rising significantly over recent weeks.

In search of safe havens

While gold traditionally benefits from its safe-haven
status, this has not been the case since the onset of the
Middle East crisis, with prices down 17% in US dollar
terms. In 2025, the price of gold nearly doubled, driven
by strong central bank demand and the simultaneous
decline In Interest rates and the US dollar. Since early
March, however, the environment has shifted. The US
dollar has strengthened and interest rates have moved
higher. As bond yields rise and make fixed income more
attractive, precious metals — which offer no yield — tend
to lose some appeal in relative terms. In addition, some
investors have used the significant gains accumulated on
gold to offset losses in other asset classes in recent weeks.

By contrast, the US dollar, which was heavily challenged
as a safe haven in 2025, has perked up. In today's
context, US economic growth is expected to prove more
resilient, due to the country’s energy independence. That
said, financing needs linked to the conflict could continue
to weigh on an already elevated level of public debt.
Against this backdrop, we maintain our 12-month
EUR/USD target at 1.20.

Our central scenario unchanged

At this stage, we maintain a scenario of a slowdown in
global economic growth, weighed down by persistently
higher oil prices. A recession would require oil prices to
remain above USD 100 per barrel for several months,
which is not our base scenario, particularly given the
upcoming US midterm elections. That said, damaged
energy infrastructure will take time to be fully repaired,
preventing a return to pre-conflict price levels.
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Monetary and economic implications

As previously highlighted, the current situation points to
an upward inflation trajectory compared with initial
expectations.

In the euro area, the ECB has kept its policy rates
unchanged in March but has already incorporated
material impacts on growth and inflation for 2026 into its
updated macroeconomic projections, to account for higher
energy prices. The ECB's inflation forecasts for 2026 have
been revised up to 2.6% (from 1.9%), while growth
expectations have been revised down to 0.9% (from
1.2%), with alternative scenarios in the event of a further
escalation of the conflict. The ECB's new central scenario
assumes a limited and temporary price shock, with
energy prices easing relatively quickly from the third
quarter.

At this stage, the ECB still expects inflation to return to its
2% target In 2027. The central bank continues to Insist on
a meeting-by-meeting approach according to economic
data to adapt its monetary policy. ECB President Christine
Lagarde has indicated that a “measured’ tightening
would be considered if inflation remains above target for
an extended period, while avoiding excessive volatility in
interest rates and credit markets.

At its latest meeting, the Federal Reserve also revised up
its inflation outlook for 2026, albeit in a more contained
manner, under the implicit assumption of a temporary
shock. Fed Chair Jerome Powell stated that it was “foo
early to know”the full inflationary impact of the conflict
in Iran. At this stage, the Fed still anticipates inflation
returning towards its 2% target over a relatively short
horizon. As with the ECB, the Fed is allowing time to
assess the impact of the conflict on inflation dynamics,
while standing ready to react, if needed, at its next
meeting in April.

Both central banks are navigating an environment
marked by heightened geopolitical uncertainty. While
inflation control remains their primary objective, their
room for manoeuvre is constrained by rising risks to
economic growth. Future policy decisions will largely
depend on the evolution of the conflict and its impact on
energy prices.

Conclusion

In this stagflation-like macroeconomic environment(*),
we adopt a more cautious stance on risky assets,
particularly global equities, high-yield credit, and
emerging market debt.
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We have downgraded equities to Neutral, after
maintaining a Positive stance since late 2022. From a
regional perspective, we have also downgraded Japan
and Emerging Markets to Neutral—with a more cautious
stance on Asia, while maintaining a Positive view on
oil-exporting Latin American countries—and have
downgraded Europe to Underweight.

From a sector perspective, we have downgraded Energy
to Neutral, while continuing to favour the oil equipment
& services subsector. In the short term, certain segments
are emerging as beneficiaries of the current environment,
notably Western fertiliser producers and strategic metals
used in the war.

Several industrial sub-sectors remain attractive,
supported by the acceleration of defence and
infrastructure spending across Western economies.

Investor interest in renewable energy and energy
efficiency is also increasing. The plan to accelerate the
rollout of low-carbon technologies to reduce reliance on
fossil fuels, combined with the surge in electricity
demand from data centres, represents powerful
structural megatrends.

Some alternative strategies, such as market-neutral
long/short funds, which are less dependent on overall
market direction, may also provide diversification benefits
relative to equity and bond markets. In periods of
heightened volatility, these strategies can help reduce
overall portfolio risk and limit drawdowns while
remaining invested.

In this context, a prudent approach is warranted in
fixed-income portfolios. Duration exposure should be kept
below benchmark levels, both in Europe and in the
United States. The fact that short-term interest rates
have risen faster than long bond yields (a flattening of
the yield curve) suggests that the most attractive
opportunities lie in bonds with maturities of 3 to 5 years,
rather than in durations beyond 10 years. Should
expectations of imminent policy rate hikes reverse,
shorter-dated bonds would likely benefit from declining
yields.

We currently maintain a Neutral stance on sovereign
bonds overall and continue to favour European
Investment Grade corporate bonds.
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Despite the recent correction, the structural factors
underpinning precious metals remain intact (short
supply, diversification of central bank reserves and
inflation hedging) and represent a buy opportunity.

We therefore maintain our price targets, at USD 5,500
per ounce for gold and USD 90 per ounce for silver,
reflecting increased upside potential following the
recent pullback.

How to act?

In the current environment, one of the key risks lies not
so much in market dislocations, but rather in behavioural
misalignments. Heightened uncertainty may encourage
investors to overreact or trade too frequently. For
long-term investors, discipline remains essential: portfolio
adjustments can be appropriate, but they should be
implemented gradually and selectively.

Your relationship manager remains available and ready
to support you and to assess any necessary portfolio
adjustments, ensuring alignment with your long-term
asset allocation strategy.

(*) Stagflation: an economic environment characterised
by weak economic growth alongside high inflation.
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DISCLAIMER

This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société
Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in France as a bank with the French Autorité de
Controle Prudentiel et de résolution (ACPR) and regulated by
the French Autorité des Marchés Financiers (AMF). As
marketing material, it has not been prepared in accordance
with legal and regulatory requirements aimed at ensuring the
independence of investment research and is not subject to any
prohibition on dealing ahead of its dissemination. It has not
been submitted to the AMF or any other market authority.

This document is confidential and intended solely for the use
of BNP Paribas SA, BNP Paribas Wealth Management SA or
their affiliates (“BNP Paribas”) and the persons to whom this
document has been delivered. It may not be distributed,
published, reproduced or disclosed by any recipient to any
other person, nor may it be quoted or referred to in any
document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation
or sale. It is not, and under no circumstances is it to be
construed as, a prospectus.

Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in
the preparation of this document, BNP Paribas does not make
any representation or warranty, express or implied, as to its
accuracy or completeness and does not accept responsibility
for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or
projected success, profitability, return, performance, result,
effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to
past performance; past performance is no guarantee for future
performance.

=l BNP PARIBAS

(i

WEALTH MANAGEMENT

The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully
understand the features of the transaction and, in the absence
of any provision to the contrary, be financially able to bear a
loss of their investment and willing to accept such risk.
Investors should always keep in mind that the value of
investments and any income from them may go down as well
as up and that past performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation concerning the
product, and in particular the one which describes in details
the rights and obligations of investors as well as the risks
inherent to an investment in the product. Save as otherwise
expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing; they
are not to be relied upon as authoritative or taken in
substitution for the exercise of judgment by anyone, and are
subject to change without notice. Neither BNP Paribas nor any
BNP Paribas Group entity accepts any liability whatsoever for
any consequences that may arise from the use of information,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information upon specific request. BNP Paribas, their
employees or administrators may hold positions in these
products or have dealings with their issuers.

By accepting this document, you agree to be bound by the
foregoing limitations.
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