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LONDON: Iran’s missile attack on US army bases in Iraq
overnight sent gold blasting above $1,600 an ounce, boosted the
Japanese yen by almost 1 percent and oil by $3 a barrel. But it
took just hours for that safe-haven dash to fade and for world
equities to resume their climb. It was the second volte face in
under a week following a similar pattern of events after the US
killing of top Iranian commander Qassem Soleimani on Friday.
And that mirrored a super-fast roundtrip on markets after Iran-
backed rebels attacked Saudi oil facilities in September.

Welcome to the brave new world where it appears that little
short of full-fledged world war between nuclear-armed powers
would be required to have a durable impact on financial markets.
And even then, some begin to wonder. By the European close on
Wednesday, Brent crude oil prices had returned back below lev-
els seen before Soleimani’s death on Friday and Wall Street’s
S&P500 equity index rallied to new record highs.

At its most basic level, investors appear to believe that Tehran
and Washington will avert a broader conflagration. Regionally-
contained military blowups and bursts of conflict have proven
in recent years not to have a durable impact on either oil sup-
plies and prices nor global economic activity. Even September’s
attacks on Saudi oil installations had no lasting effect on crude
prices. And beyond the Gulf, years of North Korean nuclear tests
and missile launches have not yet escalated nor affected inter-
national investment patterns for any significant length of time.

So traders and investors are betting as much on repeated pat-
terns of behavior rather than on amateur geopolitical reasoning.
“The market has taken a view based on a decade’s worth of ex-
perience that this is not going to escalate out of control,” said
Societe Generale strategist Kit Juckes. “It’s the same with the
economy. We’ve had an economic cycle with mini-cycles since
2008 but no recession, we’ve had trade wars that haven’t really
turned into real trade wars but keep getting postponed.”

And investors who stuck with equities and looked past euro
debt crises, North Korean missile tests, Arab Spring revolts,
trade wars, Middle East turmoil and unconventional economic
policies, have reaped rich returns - world stocks have added
more than $25 trillion in value since 2010. A geopolitical risk
index compiled by US Federal Reserve Board researchers Dario
Caldara and Matteo Iacoviello rates the Saudi attacks at a rel-

atively high 185 points, but well below the 2003 US invasion of
Iraq that scored 545 points.

Oil clout
For decades, the energy price impact has been the main trans-

mission mechanism from major conflicts - particularly in the Gulf
- to the wider economy and world markets. The threat of oil sup-
ply disruption has been a shadow on the global economy ever
since a quadrupling of oil prices during the 1973 OPEC oil em-
bargo and a 30 percent jump in 1990.

But oil spikes these days tend to be briefer. That partly reflects
the changing nature of energy usage and geographical sources
of supplies. US shale oil producers can now step up to offset price
spikes stemming from Gulf supply disruptions, regardless of local
politics or OPEC action, while the rise of renewable energy
sources amid fears of climate change is happening at a rapid pace.
Paul Donovan of UBS Wealth notes that technology developments
mean far less oil is needed to produce a dollar of global GDP
today. Donovan also highlighted that back in 1973 energy-pro-
ducing countries squirreled away extra oil earnings as savings,

causing a net shock to global economic demand as that money
drained from oil buyers’ pockets. “In 2020, oil sellers spend that
money with abandon and so a higher oil price does not mean a
big drop, or potentially any sort of drop, in economic demand.”

Learning from the past
Of course, wars and invasions have driven big market shifts in

the past, causing mini-panics and safe-asset buying on fears for
business confidence, trade and energy prices. But the experience
over recent decades has been that, all things equal, markets tend to
recover quickly and portfolio managers with the stomach to see
through short-term lurches do well, even without expensive hedging.
A recent Schroders report identified the 1990 Gulf War, the 2001
9/11 attacks on New York and the 2003 Iraq invasion as the most
monumental geopolitical risk events of the past 30 years. In 2003,
yields on German government bonds, among the world’s most trust-
worthy assets, tumbled almost 70 basis points between March and
June; they fell a similar amount in 1990. “When you look at the last
few decades of history, whenever a prolonged war is the more likely
outcome, that’s when the rush to government bonds takes place,”
said Rabbani Wahhab, senior portfolio manager at London and Cap-
ital. Schroders noted that during periods of extreme risk, a portfolio
of “safe” assets comprising bonds and gold usually outperformed
“riskier” equities. However, it also found that in all these instances
shares recovered within months, suggesting that “if investors are
willing or able to ignore volatility, then investing in the risky portfolio
represents a better strategy than a safe portfolio.”

The market context itself has also changed over the decades -
most prominently by years of near-zero interest rates and central
bank money printing that have inflated prices of high-quality
bonds, reduced benchmark borrowing costs and cut what’s avail-
able to investors. Shares, meanwhile, have been pumped up by
buybacks and abundant private funding that have steadily reduced
equity supply over the years. With JPMorgan predicting equity
supply to decline by a further $200 billion this year, many investors
have come to view selloffs as a buying opportunity. “The demand-
supply nature of markets has completely changed,” said Salman
Ahmed, chief investment strategist at Lombard Odier. “Central
banks have reduced the supply of safe assets and that’s rippled
out to risky assets. It’s a very powerful force.”— Reuters 

Crisis-hardened markets learn 
to look past military flare-ups

Equities rally, 
oil steadies as 
tensions ease
LONDON: Stocks rallied, the dollar jumped
and oil prices steadied yesterday as traders
saw an easing of tensions between the
United States and Iran that weighed on
haven investments such as gold and the yen.
“Stock markets are strong... as US-Iran ten-
sions have faded,” noted David Madden, an-
alyst at CMC Markets UK. “The strong finish
in New York last night prompted buying in
Asia overnight, so now the bullish sentiment
has reached Europe.

“The US and Iran are still at odds with each
other, but as long as a conflict doesn’t seem to
be on the horizon, the feel good factor is likely
to last,” Madden added. US President Donald
Trump on Wednesday pulled back from the
brink of war with Iran, saying Tehran ap-

peared to be “standing down” after firing mis-
siles - without causing casualties - at US
troops based in Iraq.

The comments cooled what threatened to
become an uncontrolled boiling over of ten-
sions after Trump ordered the killing last Fri-
day of a top Iranian general, Qasem Soleimani.
Oil prices, which spiked briefly to four-month
highs on Wednesday soon after the Iranian at-
tack, dropped back below their start point on
the softer tone from both sides. They managed
to avoid further losses Thursday, trading vir-
tually unchanged compared with prices late in
New York on Wednesday. 

On Wall Street, the Nasdaq hit another
record high Wednesday while the Dow and
S&P 500 indices enjoyed big gains. And the
positive mood continued into Asia. Tokyo and
Hong Kong rallied around two percent and
Shanghai ended with a gain of 0.9 percent.
Frankfurt took the lead in Europe, jumping 1.3
percent in midday deals. The rush to riskier in-
vestments saw gold, seen as a haven in times
of unrest, sink more than one percent, having
broken $1,600 per ounce for the first time in
seven years. — AFP

Traders, investors betting on repeated patterns of behavior

Christmas gloom 
casts pall over 
British retail
LONDON: A Christmas crunch inflicted further
pain on more British retailers yesterday, with
John Lewis warning its staff they may not get a
bonus for the first time since 1953 as consumers
changed shopping habits and the economy
struggled. John Lewis flagged lower profits for
its 2019 financial year, while Tesco, Britain’s
biggest retailer, ground out a 0.1% rise in un-
derlying UK sales over Christmas, and Marks&
Spencer said waste in its food business and
weak menswear and gift sales held it back.

Industry data showed British shoppers cut
back on spending in late 2019, rounding off the
worst year since at least the mid-1990s for retail
sales amid uncertainty over Brexit, last month’s
election and slowing wage growth. Instead of
buying goods, consumers opted to spend on ex-
periences, data from payment card company
Barclaycard showed. Cinema ticket sales were

up 19 percent, while spending in pubs and on
takeaway food rose by about 12 percent, the
data showed.

Tesco said Prime Minister Boris Johnson’s re-
sounding election victory in December, which
broke the deadlock over Britain leaving the Euro-
pean Union and lifted financial market sentiment,
had not released any pent-up demand. Adding to
worries that a pick-up may not materialize, Sains-
bury’s, Britain’s second largest supermarket, said
on Wednesday it hadn’t seen any change in be-
havior since the nation went to the polls.

Concerns over the strength of the British
economy are being felt more widely and the
pound fell to a near two-week low against the US
dollar after Bank of England Governor Mark Car-
ney said that there could be a “relatively prompt
response” if it looked as though weakness will
persist. For employee-owned John Lewis Part-
nership, which runs the eponymous department
stores business and up-market supermarket
Waitrose, the prospect of not paying a bonus for
the first time since 1953 highlights how tough
times are for some retailers. Like rival department
stores, John Lewis has been under pressure for
some time, and in March last year reported a 45
percent drop in full-year profit, hurt by weak de-
mand and rising costs. — Reuters

TOKYO: A pedestrian walks past a stock indicator displaying share
prices of the Tokyo Stock Exchange yesterday. — AFP 


