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MARKET SNAPSHOT

Global markets fell sharply on Friday as Middle East tensions escalated. With traffic through the

Strait of Hormuz largely halted, Qatar’s state‑run energy company suspended LNG production

following Iranian attacks, pushing Brent crude above $91 per barrel. Over the weekend,

additional supply cuts from major producers sent crude briefly surging to $119.50, before

easing back toward $105 after news that G7 finance ministers were considering a coordinated

release from strategic reserves. Meanwhile, Iran named the son of the late Ayatollah Ali

Khamenei as its new supreme leader, with the Islamic Revolutionary Guard Corps pledging

allegiance. Major importers of crude—including South Korea, China, Japan, India, Germany and

Italy—remain particularly exposed to price shocks, a vulnerability reflected in the steep declines

seen across their national equity indices. By contrast, the United States, now a net exporter of

oil, has so far experienced more contained market losses.

Fixed income markets also came under pressure as investors revised their inflation

expectations higher following the sharp rise in energy prices. A clear divergence emerged

between regions: in the United States, inflation expectations remained relatively contained,

while in Europe they moved noticeably higher. For now, markets are focused squarely on

inflation rather than the potential drag on growth from ongoing energy disruptions, something

which is reflected in stable credit spreads. Should attention shift toward growth risks, however,

there is a meaningful possibility of spread widening and yield curves moving lower. At our most

recent asset allocation committee, we further reduced duration and held the proceeds in cash.
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MACRO SNAPSHOT

Eurozone price pressures edge up while geopolitics rekindle inflation fears

Annual inflation in the Euro Area rose from 1.7% to 1.9% in February, exceeding market

expectations for stability. Price pressures were notably stronger in services, where inflation rose

to 3.4% from 3.2%, and in non‑energy industrial goods, which climbed to 0.7% from 0.4%.

Energy prices continued to fall but at a slower pace, declining 3.2% after a 4.0% drop in January.

Inflation for food, alcohol and tobacco remained steady at 2.6%.

Core inflation, which excludes volatile categories like energy, food, alcohol and tobacco, picked

up to 2.4%, rebounding from January’s four‑year low of 2.2%. Among the largest Euro Area

economies, the Harmonised Index of Consumer Prices (HICP) rose in France (1.1% vs. 0.4%),

Spain (2.5% vs. 2.4%) and Italy (1.6% vs. 1.0%), while easing slightly in Germany (2.0% vs. 2.1%).

On a monthly basis, Eurozone headline inflation rose by 0.7%, marking the strongest increase

since March 2024.

Renewed inflation concerns have emerged following the escalation of conflict in the Middle East.

Higher oil and gas prices, supply chain disruptions and a weaker euro—driven by a flight to

safety that boosted the US dollar—are all contributing factors. Because gas stations pass costs

on to drivers in a matter of days, the price impact could show quite quickly in the data if the

conflict continues to limit energy production or shipments beyond a few days.

Inflation had been forecast to remain below the ECB’s 2% target in both 2026 and 2027.

Following the outbreak of the conflict, interest rate swap markets increased the probability of a

rate hike by the ECB in 2026 to almost 50%. We keep our call for unchanged ECB rates this year.

For the ECB, the shock could create a difficult trade-off. In the near term, higher inflation would

argue for a firmer stance. At the same time, weaker growth would pull in the opposite direction,

particularly if the drag on activity proves persistent. Bloomberg Economics estimates that if

Brent crude continues to price at around $80 barrel for an extended period, it could add 0.5pp

to Eurozone inflation and shave 0.3pp from economic growth.
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Much depends on how long the conflict persists in the region and whether energy price

pressures become more entrenched.

Source: Bloomberg, BIL

 

Eurozone unemployment rate falls to all-time low in January

The seasonally-adjusted unemployment rate in the Eurozone edged down to 6.1% in January

from 6.2% the month prior, below expectations and to an all-time low. Youth unemployment

also fell, decreasing from 15% in December to 14.8% in January.

Among the bloc’s largest economies, Germany and the Netherlands recorded the lowest jobless

rates at 4%, while Spain, France, and Italy saw the highest at 9.8%, 7.7% and 5.1% respectively.

Despite the fact that the labour market has gone from being a shock amplifier to a shock

absorber, consumer activity remains weak for the time being.  Eurozone retail sales fell 0.1%

MoM in January, after an upwardly-revised 0.2% gain in December.

 

US data points to strengthening business activity
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According to the ISM reading, the US services sector is now expanding at the fastest pace since

August 2022. The PMI hit 56.1, up from 53.8 in January, with business activity ramping up to

levels unseen since September 2024. New orders rose at the briskest pace seen in 17 months,

and employment growth hit a 12-month high. Prices cooled slightly but the index remained

above 60, indicating continued cost pressures.

Activity in the Manufacturing sector slowed, after expanding at the fastest pace since 2022 in

January. The headline PMI slipped only slightly, however, from 52.6 to 52.4, signaling a second

consecutive month of expansion. New orders remained strong after a blistering start to the year

(55.8 from 57.1), and the contraction in employment became less pronounced (48.8 from 48.1).

Price pressures heated up, with the subindex reaching the highest level since June 2022 (70.5(!)

from 59), This was largely driven by cost increases for steel and aluminum, as well as tariffs

applied to various imported goods.

The Fed’s Beige Book, also released last week, embellished the idea that the US economy

remains on stable footing, with activity increasing at a slight to moderate pace in eight districts,

while three reported no change and one a decline. The document, which gathers anecdotal

evidence on economic conditions, also highlighted that inflation remains a concern. Nine

districts specifically cited tariffs as a factor for higher non-labour input costs, which include

energy, insurance, and raw materials.
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US consumers pull back on spending with the labour market still in limbo

Source: Bloomberg, BIL

While the engines of the corporate sector may be revving up, consumer activity softened in

January. Retail sales fell 0.2% month-on-month, slightly above expectations for a 0.3% decline.

This was partly due to severe weather, particularly Storm Fern which hit on January 23 and

disrupted spending at food and drinking places, and at brick-and-mortar stores, to the benefit

of online retailers.

Volumes fell sharply for motor vehicle and parts dealers (-0.9%), gasoline stations (-2.9%),

electronics and appliances stores (-0.6%), and clothing & accessories (-1.7%). On the other

hand, they rose for furniture (0.7%), building materials and garden equipment (0.6%),

miscellaneous stores (2%), and non-store retailers (1.9%).

Control group sales, which are used in the GDP calculation, rose at a still-decent clip of 0.3%.

Year-on-year retail sales remain relatively strong at 3.2%.

The future path of consumption now depends on the labour market.

On that front, Friday’s nonfarm payroll report didn’t bring good news, revealing a 92,000 decline

in payrolls, the weakest reading in four months and a sharp reversal from January’s 126,000

gain. Much of the weakness came from sector‑specific disruptions, including a 28,000 drop in

healthcare employment, partly due to the Kaiser Permanente strike, along with declines in IT

(-11k), federal government (-10k), transportation and warehousing (-11k), and manufacturing

(-12k). Some of these losses may have been due to inclement weather.

The unemployment rate ticked up to 4.44%, while average hourly earnings grew 3.8% year over
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year, slightly above January’s 3.7% pace, signaling that wage pressures remain firm despite the

softer headline payroll figure.

Following the release of the data, hopes that the labour market is turning a corner appeared to

be dashed. Markets continued to price in two Federal Reserve rate cuts this year, but macro

data is out of focus for the time being as markets focus on ongoing events in the Middle East.

 

China sets its lowest growth target since 1991

China has set its 2026 GDP growth target at 4.5-5%, the lowest since 1991, as it pivots toward

what policymakers describe as “quality-first” growth amid persistent deflationary pressures and

unresolved trade tensions with the US.

Even though China’s export sector remains substantial, posting a record $1.2 trillion surplus in

2025, it is becoming a less reliable growth engine in an increasingly fragmented world. Exports

to the US plunged by around 20% last year, as the two countries unleashed a series of

retaliatory tariffs on one another. In October, both sides agreed to a one-year pause in their

trade war, and fresh negotiations are expected during President Trump’s planned visit to Beijing

on March 31st.

For obvious reasons, internal economic resilience is becoming ever more crucial for leaders in

Beijing. This week, the Government released a draft of the 15th Five‑Year Plan (2026–2030),

which will be formally approved this week. The plan places heavy emphasis on boosting

household consumption, strengthening innovation capacity, and expanding high‑tech and

advanced manufacturing, reaffirming China’s long‑term goal of technological leadership and

supply‑chain dominance.

At the same time, Beijing has announced a 7% increase in defense spending for 2026, the

smallest rise in five years but still significant as China navigates heightened regional and global

tensions.

 

Calendar for the week ahead

Monday – China National People’s Congress, Inflation data (February). Germany Industrial

Production (January). US Consumer Inflation Expectations (February).

Tuesday – China National People’s Congress, Balance of Trade (Jan-Feb). Germany and France

Balance of Trade (January). US Existing Home Sales (February), NFIB Small Business Optimism

(February).
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Wednesday – China National People’s Congress. Germany Inflation (Final, February). Spain Retail

Sales (January). US Inflation (February). OPEC Monthly Report.

Thursday – US Housing Starts and Building Permits, Jobless Claims.

Friday – UK Industrial Production, GDP (January). France and Spain Inflation (Final, February).

Eurozone and Italy Industrial Production (January). US PCE Inflation (January), Personal Income

and Spending, Durable Goods Orders, JOLTs Job Openings (January), Michigan Consumer

Sentiment (Preliminary, March).
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