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Key takeaways

• As conflict broke out in the 

Middle East, March kicked off 

with a decisively different market 

backdrop for EM assets. 

• EM assets have held up relatively 

well, but uncertainty persists, 

especially for EM local.

• The conflict’s scope and duration 

will be key to determine whether 

this becomes a turning point for 

global risk sentiment or a proof 

point of EM resilience.

March 2026 – As March begins, 

global markets are under pressure 

due to the hostilities in the Middle 

East (ME). This marks a sharp turn in 

sentiment after a very solid February, 

especially for emerging markets (EM). 

Last month, broader markets were 

tested by rising US/Israel–Iran 

tensions, dire projections on AI’s 

impact on industries and jobs and the 

US Supreme Court’s repeal of the 

International Emergency Economic 

Powers Act-based tariffs. But the US 

Dollar Index was largely unchanged, 

gold stabilised around USD 5,000 an 

ounce and EM performed solidly. The 

JP Morgan EMBIGD Index rose 1.4% 

and the JP Morgan GBI-EM GD Index 

1.3%. As in 2025, frontier markets 

(FMs) again outperformed EM in both 

hard and local currency – and 

exceeded US high yield and US 

investment grade. Inflows into EM 

continued, with investor interest 

focused on local currency. Year-to-

date inflows into EM local (USD 7.6bn) 

have outpaced hard currency (USD 

4.7bn).

The Iran conflict could be a turning 

point for markets and EM. At the 

moment uncertainty persists around 

its potential evolution. Different 

scenarios could play out –note here

the most concerning of which is one 

where a wider – and protracted 

regional war sours global risk 

appetite and has a longer-lasting 

impact on oil prices, affecting global 

growth and inflation. The scope and 

duration of this conflict remain key, in 

our view. We focus on that in the 

second part of this note.

Markets have so far taken a milder 

early view of the conflict. While 

hostilities triggered some risk-off 

moves, EM hard currency has been 

resilient, whereas EM FX and EM local 

remain under pressure. This has come 

alongside a spike in oil and gas prices;

a stronger US dollar and a sell off in 

US Treasury (UST) bonds. Investors 

have favoured gold over UST bonds 

as a safe haven, suggesting markets 

are more focused on the conflict’s 

inflationary impact. Also notable is the 

performance dispersion across EM 

assets: ME countries such as Egypt, 

Saudi Arabia and Bahrain saw the 

sharpest dollar-bond declines, while 

many Asian and Eastern European
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reflecting muted market risk appetite driven by concerns about potential escalation in Iran and continuing AI-related equity market pressures.

Eoghan McDonagh

Senior Portfolio 

Manager, Emerging 

Market Debt

https://www.allianzgi.com/en/insights/strikes-on-Iran-assessing-the-market-impact


2

MONTHLY MARKET MUSINGS MARCH 2026

currencies weakened as these are energy-importing 

nations facing balance of payments strain. Energy makes 

up 3–14% of consumer price index (CPI) baskets across 

Asia, so higher oil prices have monetary policy 

implications. On the first trading day after bombing 

began, laggards included the Korean won, Hungarian 

forint, South African rand and Polish zloty – a mix of 

importers and heavily positioned markets – prompting 

central-bank interventions. Front-end rates in economies 

that are on a monetary policy easing cycle – including 

Hungary, Poland, Turkey and South Africa – have seen 

pressure and remain vulnerable to such rate cuts being 

priced out. On a regional basis, Latin America stands to be 

the relative winner as investors likely rotate into some of 

its oil exporters (eg, Mexico, Colombia, Ecuador). Finally, 

FM have performed relatively solidly in this sell-off, with 

Egypt being the hardest hit. Going forward, more caution 

appears warranted on the EM FX and local currency side 

as uncertainty persists and the dollar likely remains bid.

Importantly, we highlight the risk of the conflict turning 

broader and more protracted. The market appears to be 

discounting a more significant impact on global growth at 

the moment. But longer and more widespread regional 

hostilities could change that and in turn sour risk appetite 

for higher yielding asset classes like EM. 

For now, the more contained reaction and asset repricing 

could also open opportunities on the hard-currency side 

for relative-value selection, currently favouring energy 

exporters. We continue to like “good quality carry” names. 

With EM having strengthened macro fundamentals, there 

are many strong options to choose from. But whether 

these events prove EM resilience or mark a shift to a 

different market backdrop will depend largely on the 

conflict’s scope and duration. Recent developments 

reinforce the view that most risks EM face this year are 

exogenous – from US foreign policy to the US Federal 

Reserve’s rate path, AI’s impact on equity markets, and 

concerns around private credit.

The ME conflict and its permutations

While recent flashpoints in the ME have largely had

limited market impact – eg, last year’s Israel–Iran 

twelve-day war – a sustained, broader conflict could 

change this. A protracted blockage of the Strait of

Hormuz, disrupting around 20% of the world’s daily oil and 

gas supply, would affect global trade, inflation and 

monetary policy. While regional oil production remains 

mostly unaffected, flows through the strait have been 

significantly hit. China, the largest buyer of Iranian oil, 

would likely bid for alternative sources. Liquefied natural 

gas production from Qatar has also been heavily affected. 

ME economies may face softer consumer activity, 

disrupted travel and weaker tourism, though their buffers 

remain relatively strong to absorb short-term revenue 

shocks. Gulf remittances into the broader region could also 

be impacted. Whether these disruptions prove short- or 

longer-term will be crucial.

Another issue to watch will be how Iran’s government 

setup evolves. While the country remains a small economy 

with limited trade links beyond oil, protracted instability 

could spill into neighbouring states. The experience of Iraq 

in the early 2000s comes to mind, as ethnic groups span 

borders. This is also relevant for Turkey – an energy 

importer with significant trade ties to Iran and already 

host to regional ethnic minorities and refugees – which has 

been favoured by EM investors, particularly in the long lira 

trade. However, Turkey’s central bank has been especially 

active in tightening liquidity and intervening with its over 

USD 200bn in FX reserves to contain volatility. Given the 

lira’s central role in the central bank’s disinflation strategy, 

the bank is likely to stand firmly behind the currency.

The ME represents 16% of the main JPM EM sovereign 

index. By including Egypt and Morocco, the weight rises to 

19%. We have long preferred being underweight ME 

investment grade sovereigns (Saudi Arabia and UAE), 

partly due to market technicals, while favouring high yield 

credits such as Jordan and Egypt. On the local currency 

side, Egypt has attracted many investors over the past 

year, so positioning represents a vulnerability. On the 

corporate side, UAE real estate names suffered most on 

the first trading day after hostilities began. The sector has 

boomed thanks to the relocation of professionals to the 

region and Russian investment. It remains to be seen 

whether recent events will permanently affect its risk 

perception. Given the diversified nature of EM, there will 

be both winners and losers from this conflict, with its scope 

and duration key to determining whether this becomes a 

turning point for global risk sentiment or a proof point of 

EM resilience.

https://uk.allianzgi.com/en-gb/insights/emd-monthly-market-musings-february-2026
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Investing involves risk. The value of an investment and the income from it may fall as well as rise and investors might not get back the full amount 

invested.

Past performance does not predict future returns. If the currency in which the past performance is displayed differs from the currency of the 

country in which the investor resides, then the investor should be aware that due to the exchange rate fluctuations the performance shown may be 

higher or lower if converted into the investor’s local currency.

This is for information only and not to be construed as a solicitation or an invitation to make an offer to buy or sell any securities. The views and 

opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. 

The data used is derived from various sources and assumed to be accurate and reliable at the time of publication. but it has not been 

independently verified; its accuracy or completeness is not guaranteed and no liability is assumed for any direct or consequential losses arising 

from its use, unless caused by gross negligence or willful misconduct. The duplication, publication, extraction or transmission of the contents, 

irrespective of the form, is not permitted, except for the case of explicit permission by Allianz Global Investors.

This material has not been reviewed by any regulatory authorities.

This document is being distributed by the following Allianz Global Investors companies: In Australia, this material is presented by Allianz Global 

Investors Asia Pacific Limited (“AllianzGI AP”) and is intended for the use of investment consultants and other institutional/professional investors only 

and is not directed to the public or individual retail investors. AllianzGI AP is not licensed to provide financial services to retail clients in Australia. 

AllianzGI AP is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001 (Cth) pursuant to 

ASIC Class Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGI AP is licensed and regulated by 

Hong Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws; in the European Union, by Allianz Global 

Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt für Finanzdienstleistungs-aufsicht (BaFin) and is 

authorized and regulated in South Africa by the Financial Sector Conduct Authority; in the UK, by Allianz Global Investors (UK) Ltd. company number 

11516839, authorised and regulated by the Financial Conduct Authority (FCA); in Switzerland, by Allianz Global Investors (Schweiz) AG, authorised by 

the Swiss financial markets regulator (FINMA); in HK, by Allianz Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures 

Commission; in Singapore, by Allianz Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore [Company Registration No. 

199907169Z]; in Japan, by Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments Business Operator [Registered No. 

The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424], Member of Japan Investment Advisers Association, 

the Investment Trust Association, Japan and Type II Financial Instruments Firms Association; In mainland China, it is for Qualified Domestic Institutional 

Investors scheme pursuant to applicable rules and regulations and is for information purpose only. in Taiwan, by Allianz Global Investors Taiwan Ltd., 

licensed by Financial Supervisory Commission in Taiwan; and in Indonesia, by PT. Allianz Global Investors Asset Management Indonesia licensed by 

Indonesia Financial Services Authority (OJK).
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