
For months, U.S. and Iranian representatives have engaged in on-again, off-again indirect nuclear negotiations, 
with Oman playing a key intermediary role and the latest round taking place in Geneva. President Trump 
continued to signal that military action remained on the table if diplomacy failed to deliver meaningful progress. 
While there were some reports that talks had stalled and others that progress was being made, the window 
for an agreement closed quickly. Early on the morning of Saturday, February 28, the U.S. and Israel launched a 
coordinated strike on Iran and Iran responded, triggering a fast-moving military conflict that is still unfolding. Stifel 
thought leaders came together to discuss the situation in a client webinar this week. And in this Sight|Lines, 
I provide an update on the conflict, initial impacts on economies and markets, and where investors should be 
focused from here.

THE TAKEAWAY: TOPICS IN FOCUS INCLUDE MOTIVATIONS, OIL, DURATION, AND 
EXPANSION RISK
Motivated by nuclear risk – and, potentially, a bid to destabilize the regime – the U.S. and Israel launched strikes on 
Iran, jolting markets even as the conflict continues. In summary:

•  �Months of on-again, off-again indirect negotiations between the U.S. and Iran failed to produce a durable nuclear 
framework, and President Trump’s approach ultimately shifted from diplomacy to force.

•  �The U.S. and Israel launched an attack on Iran with the goal of reducing nuclear risk and, especially for Israel, 
potentially weakening Iran’s regional influence and destabilizing the regime.

•  �Iran’s aggressive retaliation has not been confined to Israel, with strikes and threats extending across U.S. assets and 
key regional partners, increasing the risk of broader engagement from Iran proxies and allies.

•  �The most immediate market impact has been on energy, with the Strait of Hormuz effectively closed, disrupting oil 
and liquified natural gas (LNG) flows and tightening near-term supply conditions.

•  �The conflict has evolved into an ongoing exchange of strikes, with no clear off-ramp visible and a fluid set of military, 
political, and logistical factors shaping day-to-day developments.

•  �Markets have responded in a familiar pattern – oil prices are up, uncertainty has increased, volatility is elevated, and 
equities markets mixed to lower – while investors continue to weigh how long disruptions will last.

•  �Key areas in focus from here include the continued impact on oil markets, the duration of the conflict, the risk of 
escalation and global expansion, and the risks to critical infrastructure, shipping, and supply chain logistics.

•  �The economic impact can be meaningful: Higher energy costs can add to inflation and slow growth, complicating the 
path for central banks and impacting markets going forward.
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IN-DEPTH: WHY THIS ESCALATED, THE IMPACT ON THE STRAIT OF HORMUZ AND OIL MARKETS, 
THE IMPORTANCE OF THE DURATION OF THE CONFLICT, AND THE RISK OF EXPANSION
Motivated by nuclear risk – and, potentially, a bid to destabilize the regime – the U.S. and Israel launched strikes on Iran, setting 
off a conflict that has lifted oil prices, increased volatility, and impacted global markets, even as fighting continues. Going deeper:

•  After months of negotiations failed, the U.S. and Israel launched an attack on Iran on February 28:

o	This has been a substantial campaign and response, with the U.S. and Israel launching a large-scale strike campaign, and 
Iran responding with hundreds of missiles and thousands of drones, although Iran’s launches are declining daily.

•  Then the U.S. and Israel appeared to have parallel goals in this effort:

o	The U.S. sought to reduce the Iran nuclear risk, while Israel seeks to destabilize or even eliminate the regime.
o	 Initial targets included nuclear facilities, other military facilities, and government military leadership.
o	The Ayatollah Ali Khamenei and dozens of other senior government and military leaders are reported killed.

•  Iran has targeted U.S. bases and civilian areas in the region, increasing the risk of broader engagement from proxies/allies:

o	 The targets include multiple Gulf states and regional targets (including attacks reported as far as Cyprus).
o	 Hezbollah launched attacks on Israel from Lebanon, drawing a counterattack from Israel, with other Iranian-backed militias 

reported to have joined the fight.

•  The Strait of Hormuz is effectively closed, disrupting oil and LNG flows and tightening near-term supply:

o	 In normal times, approximately 20% of the world’s oil flow passes through the Strait each day.

•  The conflict remains active with an ongoing exchange of strikes, with a focus on how long supplies will last:

o	While Iran’s launches were trending downward, its hardened underground infrastructure may be tougher to destroy.
o	There are also reports questioning if the supplies of interceptor munitions will be sufficient moving forward.

•  Markets have responded, with investors focused on how long disruptions will last:

o	The S&P 500 is down 0.1%, MSCI EAFE is off 5.4%, and MSCI Emerging Markets is down 8.6%.
o	The VIX Index, a measure of equity volatility, is up 6.5%, with the MOVE Index, a volatility index for bonds, down 4.6%.
o	Oil prices have risen 11.7%, and oil futures signal a return to Friday’s close in roughly seven to eight months.

WHAT WE THINK
We remain focused on the shape and possible duration of the conflict. Futures markets are signaling seven to eight months 
to return to normal. Iran’s responses seem to be weakening each day, but the risk of escalation includes conflicts with proxies 
and other actions around the world. Following the death of Ayatollah Ali Khamenei – a figure viewed as a key authority by 
approximately 10% of the global Muslim population (largely Shia communities) – global security alerts have been elevated. 
Specifically, the Department of Homeland Security has issued a notice highlighting the heightened risk of proxy-led retaliation.  

We are also focused on the impact of the conflict on the global economy and markets, including supply/flow of oil, critical 
infrastructure, shipping, and supply chain logistics. These bottlenecks, combined with potential retaliatory actions, threaten to 
dampen business and consumer confidence, creating a challenging environment for corporate earnings and market stability. 
Higher energy costs can be inflationary, motivating central banks to keep rates steady or increase them, while slowing economies 
call for lower rates to stimulate activity, together presenting a challenge to central banks. For now, we maintain our view for one 
or two rate cuts by the Federal Reserve this year. While we hope for a quick resolution to this conflict, we must be prepared to 
weather increased volatility during an extended campaign.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a 
complete summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions 
expressed are subject to change without notice and do not take into account the particular investment objectives, financial situation, 
or needs of individual investors. There is no guarantee that the figures or opinions forecasted in this report will be realized or achieved. 
Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, release written or oral commentary, technical 
analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee of future results. Indices are 
unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Generative AI is a type of artificial intelligence that can produce content such as audio, text, code, video, and images. Asset allocation 
and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international 
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater 
risk and volatility than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater 
volatility. Small company stocks are typically more volatile and carry additional risks, since smaller companies generally are not as well 
established as larger companies. Property values can fall due to environmental, economic, or other reasons, and changes in interest rates 
can negatively impact the performance of real estate companies. When investing in bonds, it is important to note that as interest rates 
rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index that is generally considered representative 
of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks 
traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE 
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity 
market performance of developed markets, excluding the U.S. and Canada. The MSCI Emerging Markets Index captures large and mid 
cap representation across 24 emerging markets countries, covering approximately 85% of the free float-adjusted market capitalization in 
each country. VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of 
the implied volatility of S&P 500 index options. BofAML MOVE Return Index measures U.S. bond market volatility by tracking a basket of 
OTC options on U.S. interest rate swaps. The Index tracks implied normal yield volatility of a yield curve weighted basket of at-the-money 
one-month options on the 2-year, 5-year, 10-year, and 30-year constant maturity interest rate swaps. Volatility is measured by calculating 
the standard deviation of the annualized returns over a given period of time. The risk of loss in trading commodities and futures can be 
substantial. You should therefore carefully consider whether such trading is suitable for you in light of your financial condition. The high 
degree of leverage that is often obtainable in commodity trading can work against you as well as for you. The use of leverage can lead to 
large losses as well as gains.
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