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February Commentary

Volatility, Oil, and Opportunity: Keeping Perspective Amid Global Tensions

This month’s newsletter will be a little different 
than most. I usually strive to take dry economic and 
market happenings and make them more relatable 
to our everyday lives. Having never been known 
for brevity when putting pen to paper, my writing 
often leads to excess detail and minutiae in my 
storytelling, and I will concede there are times that 
prove more successful than others. I’d like to 
believe that even Mark Twain, William 
Shakespeare, and Ernest Hemingway penned some 
duds, too. If that sounds pretentious in inferring my 
writing is on par with those literary giants, believe 
me, it is not meant to be. While I’m not suggesting 
this piece will miss the mark, I just want to give fair 
warning that this edition will be void of folksy 
stories or real-life examples; it will be to the point, 
and out of character with my typical messaging 
style. I’ve even taken the liberty of inserting a 
couple of visuals I found while researching, which is 
not the norm. That said, first we will take a brief 
look at the conflict in Iran and the market 
uncertainty that has arisen as a result. But more 
importantly, I will address the natural juxtaposition 
of what this uncertainty could mean for portfolios 
and investment planning.  

So, let’s start with the proverbial elephant in the 
room – no one really knows what will come next 
from the current conflict in Iran. However, as 
evidenced by the graph below, after the initial jolt 
of most geopolitical conflicts, the market adjusts 

and continues its long-term trek higher, though the 
range of outcomes always remains unpredictable.  

Conflicts and a Resilient Equity Market  

While the situation in Iran is certainly precarious, its 
economy is minuscule compared to the global 
backdrop. At $450–475 billion, it is about the same 
size as the state of Maryland and accounts for less 
than 1% of global gross domestic product. The 
broader economic concern is the sticky black stuff 
found underground or below the sea. That’s right, 
oil - “black gold” or “Texas tea.” The major concern 
is that if crude oil shipments through the Strait of 
Hormuz are disrupted for an extended period, 
prices could remain elevated longer than 
expected. That dilemma would create pressure 
across the global economy, as nearly every product 
and good we consume or use is made from or 
relies on oil in its production. Now that I’ve raised 
everyone’s level of anxiety by that last sentence, 
markets are adaptive, or at least they have been in 

https://en.wikipedia.org/wiki/Texas_tea
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the past. Higher oil prices have historically 
encouraged additional production, and over time, 
increased supply has helped stabilize prices once 
an initial shock passes. Even if historical data shows 
that broad equity returns have been good for 312 
months following such events, that doesn’t rule out 
the possibility that things could become even more 
unsettling, particularly if oil prices remain volatile 
and continue to rise. It goes without saying that the 
scope of the conflict and the uncertainty around an 
end to the gunfire and bombing seem to be 
unsettling markets. 

As previously stated, a prolonged increase in oil 
prices could be detrimental in several ways, 
including slowing consumer spending, rising 
inflation figures (which would force the Fed to 
keep rates higher at a time when rate cuts are 
anticipated), and putting pressure on corporate 
profits. If you didn’t already know, the United 
States produces more crude oil and natural gas 
than any other nation in the world. However, this 
does not shield our country from the negative 
effects of rising oil prices, particularly at a juncture 
of heightened economic worry. The following 
graphic shows that significant increases in oil prices 
have far fewer long-term negative effects on 
equity returns than one might think: 

Also, be reminded that before this turmoil in Iran, 
U.S. economic data continued to reflect steady 
expansion. And since the salvo of military action 
began, interest rates have moved modestly higher, 
and the yield curve has steepened. In the past, 

positively sloping yield curves have existed when 
the economy is more stable than when they are 
inverted. 

When it comes to investment strategy, asset 
allocation, and portfolio holdings, the first fact we 
must face is that no one enjoys volatility or 
uncertainty. However, and I don’t mean to sound 
dismissive, it comes with the territory and is part of 
long-term investing. It goes without saying that 
times like these may be unsettling, as news 
changes swiftly and markets react just as quickly. 
When circumstances beyond our control occur, we 
should make every effort to let perspective take 
center stage.  

Truth be told, some of the recent pullbacks in 
equities may prove advantageous for the market as 
a whole. Stock market valuations had risen to levels 
that many experts, understandably, thought 
excessive. Let's not forget that the stock market 
has been quite robust, delivering outsized gains 
over the previous three calendar years; hence, 
equity valuations have risen as well. Periodic 
setbacks, such as those we've seen in recent 
weeks, can help reset expectations and provide 
opportunities for subtle allocation and portfolio 
tweaks. Like one of my favorite clients often says, 
“I always like buying good quality companies when 
they go on sale.” 

In the end, economic data indicate that abrupt 
geopolitical disruptions often diminish in 
significance unless they alter long-term projections 
for global growth or inflationary pressures. 
Historically, most post-WWII wars involving the 
U.S. have led to a stronger stock market within 6 
months. A quote I’ve used in a prior newsletter 
from Mark Twain says, “History rarely repeats, but 
it often rhymes.” 

While headlines can at times be bombastic and 
dire, the severity of the messaging should not 
affect the overall conclusion: investing should be 
viewed as a marathon, not a sprint. Although 
unpleasant, periods of turbulence are an integral 
part of the journey. Ultimately, your portfolio 
should be constructed in accordance with your 
strategy, encompassing your objectives, timeframe, 
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and priorities. Your long-term goals and objectives 
should not be thrown off-track by short-term 
headlines. 

Our purpose at First American Bank Wealth 
Management is simple: help our clients reach their 
financial goals. In times like these, that means 
providing perspective, discipline, and guidance.  

 

 

 

 

Until next month— 

by David Lackmann 
Florida Director of Investment Management 
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