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The US equity markets closed lower this week with a decidedly risk-off tone on Friday due to heightened volatility caused by an alarming escalation of the Israel-Iran conflict. Reports of Israeli strikes on Iranian nuclear facilities, swiftly met with
retaliatory drone attacks from Tehran, sent immediate shockwaves across financial markets. Renewed geopolitical tensions were center stage and fueled a sharp surge in oil prices, with crude topping $73 per barrel, and prompted a decisive flight to
safety in assets like gold. Bond yields at the intermediate to long maturities lifted on the potential inflation impact. While initial price spikes eventually moderated, any ongoing instability could maintain upward pressure on energy costs and deepen
concerns over global supply chain disruptions. President Trump urged Iran to pursue a nuclear deal, underscoring the seriousness and gravity of the situation. Prior to the airstrikes, market sentiment was positive due to optimism regarding ongoing
discussions between the US and China and the potential for an interim trade deal. Softer inflation data also lifted investor confidence. The Producer Price Index (PPI) and core PPI for May both registered a modest 0.1% increase, falling slightly below
analyst expectations. The Consumer Price Index (CPI) for May rose 0.1%, which was less than expected, with prices growing only at an annual rate of 2.4% (a slight uptick from April). Following the inflation reports, investors’ hopes rose that a more
constructive inflation environment would provide the Federal Reserve an opportunity to pull forward interest rate cuts. The mixed performance of the equity markets reflected the complex interplay of geopolitical risks and economic indicators.
Investors were initially buoyed by the prospect of a US-China trade deal, which could alleviate some of the uncertainties surrounding global trade. However, the sudden escalation in the Middle East overshadowed these positive developments. The
surge in oil prices due to geopolitical tensions highlighted the vulnerability of global supply chains to external shocks. As energy costs rise, companies may face increased operational expenses, potentially impacting profit margins and consumer prices.
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