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2026: A Noisy Start To The Year 

The start of 2026 has been anything but quiet. Interest rates have moved higher, oil prices have climbed 
to fresh highs, and the U.S. dollar has strengthened. At the center of these moves is the ongoing 
geopolitical conflict, which continues to influence markets both in the U.S. and abroad. 

In this quarterly update, we aim to provide clarity around what areas of the market are being directly 
impacted, which effects may prove temporary versus more lasting, and how we are thinking about 
positioning portfolios in response. Just as importantly, we are looking ahead considering what the global 
economic and investment landscape could look like once the current conflict subsides. 

 

The Conflict With Iran: Global and U.S. Economy Impacts 

The recent escalation in Iran has begun to ripple through global markets, most notably via higher oil 
prices. With crude moving well above $100 per barrel, much of the concern centers around the Strait of 
Hormuz—a critical shipping route that handles roughly 20% of the world’s seaborne oil. Any disruption 
there can quickly tighten supply and push prices higher. While this is a global issue, the impact is not felt 
equally. The U.S., now a net exporter of energy, is somewhat insulated, while regions like Europe and 
China—both heavily reliant on imported oil—are more exposed to price swings and supply disruptions. 

Chart 1: Brent Crude Oil Price 

 
Source: Bloomberg 
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Energy remains a foundational input to the global economy, so sustained increases in oil prices tend to 
ripple broadly—raising transportation and manufacturing costs and, ultimately, the prices consumers 
pay. While inflation had been moderating across many major economies following the post-pandemic 
surge, higher energy prices are now beginning to reintroduce upward pressure and shift inflation 
expectations higher. This dynamic is especially pronounced in countries that rely heavily on imported 
energy, where price shocks tend to transmit more quickly and with greater intensity, leaving central banks 
in those regions more constrained and potentially forced to maintain tighter policy stances. 

From a policy standpoint, this creates a more complex backdrop. In more energy-dependent regions, 
central banks may need to remain cautious, potentially keeping rates elevated for longer or even 
considering additional tightening to stay ahead of renewed price pressures. In contrast, the U.S. appears 
better positioned to take a more measured, data-dependent approach, given its relative energy 
independence and still-resilient growth profile. 

Looking ahead, inflation has once again become the primary focus for the Federal Reserve. While its dual 
mandate includes both price stability and full employment, near-term risks are increasingly skewed 
toward inflation. As a result, the most likely path forward is a “higher-for-longer” rate environment, with 
policymakers opting to monitor incoming data rather than react aggressively unless inflationary 
pressures prove more persistent. 

 

Growth Outlook and Headwinds 

Despite the recent rise in geopolitical tensions and energy prices, the U.S. economy continues to 
demonstrate notable resilience. Current estimates from the Federal Reserve Bank of Atlanta suggest 
economic growth is tracking around 2%, reinforcing the view that underlying momentum remains intact. 
Consumer spending has remained relatively firm, supported by a still-healthy labor market and 
accumulated household balance sheet strength, while business investment—particularly in areas tied to 
technology and infrastructure—continues to provide an additional layer of support. This stands in 
contrast to many developed international economies, where growth had already begun to decelerate 
prior to the latest energy shock, leaving them more exposed to the incremental pressure of higher oil 
prices, tighter financial conditions, and weaker domestic demand trends. 
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Chart 2: G-7 GDP Growth Rates 2023-2026 (Actual and Forecast) 

 
Source: Bloomberg 

 

At the same time, it is important to recognize that elevated global debt levels remain a persistent 
structural headwind. Years of accommodative monetary policy have left both governments and 
corporations operating with higher borrowing burdens, and the shift to a higher-rate environment has 
meaningfully increased debt servicing costs. For countries around the world, this translates into growing 
fiscal constraints and reduced policy flexibility, particularly in regions already facing slower growth. For 
corporations, higher financing costs can weigh on capital expenditures, hiring decisions, and ultimately 
earnings growth. This dynamic extends well beyond energy markets and underscores that the current 
environment is not solely an oil-driven story, but rather part of a broader and more challenging 
macroeconomic backdrop characterized by tighter financial conditions, elevated refinancing risk, and 
less room for global central banks to make policy mistakes. 

 

Area of Focus: U.S. Equity Markets 

Equity market leadership continues to favor the U.S., driven in large part by its significant exposure to 
technology and innovation-oriented sectors. Companies tied to artificial intelligence, cloud computing, 
and digital infrastructure have continued to deliver strong earnings growth and margin expansion, 
supported by both secular demand trends and significant capital investment cycles. In contrast, many 
international markets remain more heavily weighted toward cyclical sectors such as industrials, 
financials, and traditional manufacturing, which are more sensitive to fluctuations in global trade, 
commodity prices, and economic growth. Additionally, U.S. companies tend to exhibit stronger balance 
sheets, higher return on equity, and greater pricing power, all of which have contributed to more durable 
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earnings profiles. This structural advantage has been a key driver of U.S. outperformance over the past 
decade and remains an important consideration in portfolio construction, particularly in an environment 
where growth is increasingly scarce and unevenly distributed. 

Currency dynamics further reinforce this relative positioning. The U.S. dollar has remained firm, 
supported by higher relative interest rates, stronger economic growth, and its continued role as the 
world’s primary reserve currency. A stronger dollar can act as a headwind for multinational earnings 
translation, but it also serves as a stabilizing force domestically—helping to offset some imported 
inflation pressures, particularly in energy and goods. Conversely, for many international economies, 
weaker local currencies can exacerbate inflation by increasing the cost of imported commodities, further 
complicating the policy response for central banks already navigating fragile growth conditions. 

At the same time, the rapid acceleration in artificial intelligence investment introduces a nuanced 
dynamic. In the near term, the scale of capital expenditures required to build out AI infrastructure—
particularly in data centers, semiconductors, and energy-intensive computing—may create periods of 
lower profits and elevated volatility, especially if monetization timelines lag investor expectations. 
Markets are also beginning to differentiate between companies with clear, near-term revenue pathways 
and those where AI benefits remain more conceptual. However, over the longer term, AI has the potential 
to be a meaningful productivity enhancer across industries, driving cost efficiencies, new revenue 
streams, and ultimately higher trend growth. This reinforces the structural advantage of the U.S. equity 
market, which remains more heavily concentrated in companies leading this innovation cycle, even as 
investors should remain mindful of valuation sensitivity and execution risk in the shorter term. 

Taken together, these factors support a more constructive outlook for the U.S. versus International 
markets over the short to intermediate term. Lower relative energy dependence, a still-resilient growth 
profile, structural advantages in equity market composition, and continued strength in the U.S. dollar all 
reinforce this view. While inflation remains a key risk—particularly in light of the recent rise in oil prices—
we believe a portion of this pressure could prove transitory if geopolitical tensions begin to ease and 
energy markets stabilize. However, if the conflict persists or escalates, the risk shifts toward more 
persistent and embedded inflation, particularly through second-order effects such as wage pressures, 
transportation costs, and broader input price increases. 

 

Area of Focus: Fixed Income 

As discussed, from a policy perspective, the Federal Reserve is in a challenging position. While its dual 
mandate includes both price stability and maximum employment, the near-term balance of risks 
appears skewed toward inflation. As a result, the most likely path forward is a continuation of a “higher-
for-longer” rate environment, with policymakers remaining data-dependent and cautious in signaling any 
easing until there is greater confidence that inflation is sustainably moving back toward target. This 
approach reflects the Fed’s desire to avoid prematurely loosening financial conditions, which could risk 
reigniting inflationary pressures. 
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From a portfolio construction standpoint, this leaves Treasuries as an attractive option with a unique 
combination of liquidity, credit quality, and duration exposure. Should economic conditions weaken 
meaningfully, they also retain their role as a potential hedge, with room for price appreciation if yields 
decline. Even in a “higher-for-longer” rate environment, locking in today’s yields at the front and 
intermediate portions of the curve can provide attractive income while maintaining flexibility to adjust 
positioning as the rate cycle evolves. 

In contrast, compensation for taking incremental credit risk is relatively limited. Credit spreads across 
corporates (incremental yield above a comparable Treasury yield), agencies, and mortgage-backed 
securities remain near historically tight (low) levels, suggesting that much of the optimism around 
economic resilience is already priced in. Investors are effectively being paid only modestly more to 
assume materially higher credit, liquidity, and structural risks. 

As a result, we believe a more selective and quality-oriented approach is warranted. Emphasizing high-
quality duration through Treasuries, while being more measured in allocating to spread (investment grade 
corporate bond) products, allows portfolios to capture attractive income without overexposing to credit 
deterioration. Should spreads widen (grow) in response to slower growth or heightened volatility, we 
would view that as a more favorable entry point to incrementally add credit risk. Until then, maintaining a 
bias toward quality and liquidity remains, in our view, the more prudent positioning. 

Chart 3: Corporate Bond Spread Over Treasury 

 
Source: Bloomberg 

 

Overall, maintaining a disciplined focus on quality, liquidity, and diversification remains critical. While the 
macro environment is increasingly complex—defined by geopolitical uncertainty, evolving inflation 
dynamics, and constrained policy flexibility—it also presents opportunities for investors who remain 
diversified and forward-looking. 

 

Ryan Omensetter – Portfolio Manager  
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Disclosure 

The DT Investment Partners’ Commentary and Outlook discusses general developments, financial 
events in the news and broad investment principles. It is provided for information purposes only. The 
material represents an assessment of the market environment at a specific point in time and is not 
intended to be a forecast of future events, or a guarantee of future results. Investments in various asset 
classes entail different investment risks. For example, small cap stocks tend to be more volatile than 
large or mid-cap stocks. International and emerging markets stocks have exposure to currency 
fluctuations, foreign taxes, political instability and the possibility for illiquid markets. Fixed income 
investments involve interest rate and credit risks among others. Real estate investing includes risks such 
as declines in value of real estate, changing economic conditions, tax laws or property taxes. 
Commodities’ investing is highly volatile and subject to changing economic conditions and the vagaries 
of speculators among other risks. One cannot invest directly in an index. Past performance does not 
guarantee future results. 

 


