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The Middle East Conflict: Key insights

1. The growth and inflation implications of this conflict — and therefore the central bank response— will
depend on its duration and the extent of damage to energy supply infrastructure. To help clients
navigate the uncertainty, we lay out three conflict scenarios showing how outcomes could diverge

across developed and emerging markets.

2. As part of our scenario planning exercise, our Commodities team outlined three pathways for this war
to estimate potential losses of oil and gas supply, ranging from about 1.4% of annual exports in a short
conflict to a disruption approaching the scale of the late-1970s crises, when the Iranian revolution, the
OPEC embargo and the Iran-Iraq war triggered one of the biggest oil supply shocks in modern history.

3. Our daily online briefings include today's session on the macro implications of surging energy prices
and a briefing on Tuesday all about what this crisis means for the outlook for the Gulf economies. These
deliberately short sessions are designed to save clients time and equip them with the insights needed
to make effective decisions.

4. From the outperformance of US and Chinese equities to the underperformance of gilts, here are some
notable market trends emerging as this crisis unfolds, and an assessment of whether they are likely to
persist.

5. It was no great surprise that Pakistan’s central bank opted to hold rates at today’s meeting. But
policymakers face an acute dilemma: balancing the growth impact of surging energy prices — around
40% of the country’s energy demand is imported — against a backdrop of already rising inflation and a
fragile external position.



https://www.capitaleconomics.com/key-issues
https://www.capitaleconomics.com/publications/global-economics-update/scenarios-iran-war-macro-impact
https://www.capitaleconomics.com/publications/commodities-update/modelling-scale-energy-market-disruption
https://www.capitaleconomics.com/events/drop-war-middle-east-macro-and-market-update
https://event.on24.com/wcc/r/5272003/B79D9FD2C3FB1E85D10BC69C0F81E7CD
https://www.capitaleconomics.com/publications/capital-daily/escalation-and-asset-markets
https://www.capitaleconomics.com/publications/asia-economics-update/pakistan-will-have-hike-rates-if-iran-crisis-continues
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Disclaimer

While every effort has been made to ensure that the data quoted and used for the research behind this
document is reliable, there is no guarantee that it is correct, and Capital Economics Limited and its
subsidiaries can accept no liability whatsoever in respect of any errors or omissions. This document is a
piece of economic research and is not intended to constitute investment advice, nor to solicit dealing in
securities or investments.

Distribution

Subscribers are free to make copies of our publications for their own use, and for the use of members of
the subscribing team at their business location. No other form of copying or distribution of our
publications is permitted without our explicit permission. This includes but is not limited to internal
distribution to non-subscribing employees or teams.
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