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The geopolitical risk premium is back in oil

 
Sources: FactSet and Wells Fargo Investment Institute. WTI = West Texas Intermediate. Data as of January 1, 2025 – June 18, 2025. OPEC+ = a group of 24 oil-producing nations, made up of the 14 
members of the Organization of Petroleum Exporting Countries (OPEC) and 10 other non-OPEC members. 

Oil prices have generally declined thus far in 2025, but escalating conflict has led to a reversal 

The ongoing Iran-Israel war has led to a geopolitical premium being priced into oil. This is shown in the chart above as oil 
prices have generally declined in 2025, but the escalating conflict has caused this trend to reverse. Prices reached $75.14 
on June 18, up from $60.79 at the end of May, and there are concerns that further escalation could cause global oil 
supply disruptions. 

We do see several dynamics that could buffer the impact of potential disruptions to oil supply arising from this conflict, 
including spare production capacity from OPEC+ and the International Energy Agency’s commitment to release oil 
from its emergency stockpiles to keep the market in balance, but we believe that investors should not ignore the tail 
risks. Ultimately, we expect oil prices to remain volatile, potentially with an upside bias in the near term. 

What it may mean for investors 

We believe that investors should consider Energy sector exposure within a diversified portfolio as a potential hedge 
against the inflationary impact that higher commodity prices may have. Our guidance is neutral on the Exploration & 
Production sub-sector, which has the most direct exposure to commodity prices, and we favor the Integrated Oil sub-
sector, with a preference for the largest companies given their broad diversification and strong financial flexibility. 

Ian Mikkelsen, CFA; Equity Sector Analyst, Energy Excerpted from Investment Strategy report (June 23) 
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Risk Considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the 
investment or asset class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market 
conditions, the prospects of individual companies, and industry sectors.  Sector investing can be more volatile than investments that are broadly diversified over numerous 
sectors of the economy and will increase a portfolio’s vulnerability to any single economic, political, or regulatory development affecting the sector. This can result in greater 
price volatility. The Energy sector may be adversely affected by changes in worldwide energy prices, exploration, production spending, government regulation, and changes in 
exchange rates, depletion of natural resources, and risks that arise from extreme weather conditions. The commodities markets are considered speculative, carry substantial 
risks, and have experienced periods of extreme volatility. Investing in a volatile and uncertain commodities market may cause a portfolio to rapidly increase or decrease in value 
which may result in greater share price volatility. 

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells 
Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general information 
purposes only and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to 
advise you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent 
with, and reach different conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  
This report is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, 
hold or sell securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider 
all relevant information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has 
been prepared from sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any 
financial services regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be 
afforded certain protections conferred by legislation and regulations in their country of residence in respect of any investments, investment transactions or communications 
made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-
dealers and non-bank affiliates of Wells Fargo & Company. PM-12202026-8094201.1.1 
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