
WILL THE OIL PRICE SPIKE BE SUSTAINED? THE KEY ISSUE IS RISK TO SUPPLY
Israel launched airstrikes on Iranian targets last night, marking a significant military escalation between
the region’s two most powerful militaries. In response, oil prices surged to their highest levels since
January, global equities declined, and the dollar strengthened as investors sought safe-haven assets. As
with all geopolitical events, the situation remains fluid. Our core message to investors: stay focused on
your long-term strategy, rather than reacting to headlines. History suggests that, like previous crises in
April and October 2024, this will likely be short-lived—neither side appears to want full-scale war.
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WHAT HAPPENED LAST NIGHT? 
Israel’s airstrikes targeted Iran’s nuclear enrichment infrastructure, which has been at the center of 
international controversy for more than two decades. Also targeted were senior military officers. The two 
sides are offering different perspectives on how much damage was caused. Israel’s intent appears to have 
been two-fold: 1) slowing Iran’s progress toward developing a nuclear weapon; and 2) sending a signal that 
more attacks could come if Iran continues to reject a negotiated settlement. The strikes came less than a day 
after the UN nuclear agency declared Iran out of compliance with its obligations, and amid a lack of progress 
in US-Iran talks that have been trying to reach a deal. While the timing of the strikes was earlier than 
expected, there had been speculation for several days that Israel was looking at military options.

HOW DOES THIS AFFECT THE OIL MARKET?
As of this writing, oil prices are up 7% on Friday morning, the largest one-day gain since October 2024. That 
historical comparison is not a coincidence. It was in October 2024 when Israel and Iran exchanged missile 
strikes—a re-run of what happened in April 2024 as well. This latest crisis bears a close resemblance to the 
two episodes that occurred last year, though it is fair to say that the scope of Israel’s current military action is 
broader than it was last year. Israeli Prime Minister Benjamin Netanyahu said attacks will continue “until the 
threat is removed.”

Fighting in the Middle East has a long history of causing oil prices to spike—there is nothing new in that. The 
key question from the standpoint of the oil market is whether this round of fighting could cause an actual 
disruption to oil supply. To be clear, Israel has not targeted Iran’s oil industry infrastructure, either now or at 
any point in the past. Unless the situation were to reach the level of all-out war, it is highly unlikely that Israel 
would try to attack oil facilities. Likewise, it would make no sense for Iran to stop exporting oil, the most 
important part of its economy. Our base case assumption is that the two sides will step away from the brink 
of all-out war—just as they did twice in 2024—leading oil prices to cool down in the near future. 

Source: FactSet
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Iran is a member of OPEC and a sizable oil producer, though it exports less than many people might think. 
Iran’s current production is 3.3 million barrels/day. Of that, Iran’s domestic demand is around 1.8 million 
barrels/day—keep in mind, Iran has a population of more than 80 million. This means Iran exports around 
1.5 million barrels/day, or 1.5% of global supply, putting it at #10 among the world’s oil exporters.

Whenever Iran is embroiled in a geopolitical crisis, there is often speculation that it might try to block the 
Strait of Hormuz, through which approximately 20% of the world’s oil passes. Iran has never done that, and 
we highly doubt that it would try. First, it would mean shutting off Iran’s own oil exports, thereby halting a 
vital source of foreign exchange earnings. Second, it would likely lead to military intervention by the US and 
perhaps other major powers.

Looking ahead, geopolitical risks may cause short-term spikes in oil prices, but long-term market trends will 
be driven by supply and demand dynamics. With OPEC already increasing supply and global demand 
remaining sluggish, we remain confident in our year-end oil target of $65 per barrel.

WHAT ARE OUR LATEST THOUGHTS ON EQUITIES AND BONDS?
This crisis offers another reminder for investors not to become complacent. Following the ~22% rally from 
the April lows, we have cautioned that the equity market is vulnerable to volatility, particularly with 
valuations in the 93rd percentile relative to historical levels. Geopolitical crises have routinely triggered 
short-term volatility in equities. However, they have not derailed the market’s long-term upward trajectory, 
with the S&P 500 averaging ~8% gains in the 12 months following such events over the past 30 years.

In this case, with the S&P 500 deriving less than 0.1% of its revenues from both Israel and Iran, the military 
action itself poses no fundamental risk to corporate profitability. The more relevant question is whether 
there could be a sustained rise in oil prices, which could fuel inflation and reduce expectations for future 
Fed rate cuts. As noted earlier, we currently expect the spike in oil prices to be short-lived. That said, let’s 
not lose sight of other risks facing equities—slowing economic activity, stalled trade negotiations, and 
growing inflationary and economic pressures from tariffs, which, putting everything together, keep us 
cautious on the equity market in the near term.

Bond markets have remained relatively stable despite initial volatility. After an initial flight-to-quality, the 
sharp drop in yields quickly reversed, leaving the 10-year Treasury yield just modestly higher at 4.39% from 
last night’s close. While bonds had rallied following the cooler than expected inflation data (CPI and PPI) 
this week, the latest Middle East developments have heightened concerns about the inflationary impact of 
prolonged oil price increases. While unlikely to affect the Fed’s decision next week, it adds to policymakers' 
worries about upside inflation risks, especially given that inflation expectations, already elevated due to 
tariffs, are highly sensitive to oil price fluctuations. As long as these tensions are short-lived, this should not 
impact our year-end 10-year Treasury yield forecast.

THE BOTTOM LINE
Israel’s strikes on Iran have reignited tensions in the Middle East, driving up oil prices and putting short-
term pressure on risk assets. However, history suggests this crisis will likely be brief, as both sides appear 
keen to avoid full-scale war. If that holds, oil prices should retreat quickly, minimizing the impact on the 
economy, the Fed’s outlook, interest rates, and the equity market. For context, our year-end 2025 forecast 
of $65 per barrel for WTI reflects weak global demand growth and a near-record number of new oilfields 
coming online this year. Given the fluid nature of this situation, we will continue to provide updates as 
developments unfold.
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DISCLOSURES
All expressions of opinion are those of Investment Strategy  and are subject to change. This information should not be construed as a 
recommendation. The foregoing content is subject to change at any time without notice. Content provided herein is for informational purposes only. 
There is no guarantee that these statements, opinions or forecasts provided herein will prove to be correct. Past performance is not a guarantee of 
future results. Indices and peer groups are not available for direct investment. Any investor who attempts to mimic the performance of an index or 
peer group would incur fees and expenses that would reduce returns. No investment strategy can guarantee success. Economic and market 
conditions are subject to change. Investing involves risks including the possible loss of capital.

The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or 
complete. Diversification and asset allocation do not ensure a profit or protect against a loss.

Investing in oil involves special risks, including the potential adverse effects of state and federal regulation and may not be suitable for all investors.

S&P 500 | The S&P 500 Total Return Index: The index is widely regarded as the best single gauge of large-cap U.S. equities. There is over USD 7.8 
trillion benchmarked to the index, with index assets comprising approximately USD 2.2 trillion of this total. The index includes 500 leading companies 
and captures approximately 80% coverage of available market capitalization.

PRODUCER PRICE INDEX | The Producer Price Index (PPI) is a measure of wholesale inflation, while the Consumer Price Index measures the prices paid by 
consumers.

CONSUMER PRICE INDEX | The Consumer Price Index (CPI) is a measure of the average change over time in the prices paid by urban consumers for a market 
basket of consumer goods and services.

FOR CLIENTS IN THE UNITED KINGDOM | For clients of Raymond James Financial International Limited (RJFI): This document and any investment to 
which this document relates is intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or 
Professional Clients as described in the FCA rules or persons described in Articles 19(5) (Investment professionals) or 49(2) (high net worth companies, 
unincorporated associations, etc.) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended)or any other person 
to whom this promotion may lawfully be directed. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons 
and may not be relied upon by such persons and is, therefore, not intended for private individuals or those who would be classified as Retail Clients.

FOR CLIENTS OF RAYMOND JAMES INVESTMENT SERVICES, LTD. | This document is for the use of professional investment advisers and managers 
and is not intended for use by clients.

FOR CLIENTS IN FRANCE | This document and any investment to which this document relates is intended for the sole use of the persons to whom it is 
addressed, being persons who are Eligible Counterparties or Professional Clients as described in "Code Monetaire et Financier" and Reglement 
General de l'Autorite des marches Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons and 
may not be relied upon by such persons and is, therefore, not intended for private individuals or those who would be classified as Retail Clients.

FOR CLIENTS OF RAYMOND JAMES EURO EQUITIES | Raymond James Euro Equities is authorised and regulated by the Autorite de Controle 
Prudentiel et de Resolution and the Autorite des Marches Financiers.

FOR INSTITUTIONAL CLIENTS IN THE EUROPEAN ECONOMIC AREA (EE) OUTSIDE OF THE UNITED KINGDOM | This document (and any attachments 
or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be submitted.

FOR CANADIAN CLIENTS | This document is not prepared subject to Canadian disclosure requirements, unless a Canadian has contributed to the 
content of the document. In the case where there is Canadian contribution, the document meets all applicable CIRO disclosure requirements
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