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Key takeaways

—  South Asia is most affected by the Iran war due to its strong dependency on energy imports and low oil reserves
—  EM central banks will be reactive as higher energy prices can quickly push up inflation expectations

—  China: Thanks to its large oil reserves and low inflationary pressure, the impact of the Iran war remains limited

Number in focus

The war in Iran is weighing heavily on the global econ-
omy. Due to the effective closure of the Strait of Hor-
muz, around 20% of the world’s seaborne oil supply is
disrupted. Asia is particularly affected, as some 90% of

oil flows through the strait are destined for Asian econ-
omies. While North Asian countries are well protected
in the short term thanks to their large reserves, South
O Asian economies are already experiencing a pro-

nounced impact. The extent of the negative effects ul-
timately depends mainly on how long the war lasts and
the associated supply shortfalls.

Chart in focus

Net oil exports by country The surge in energy prices in the wake of the Iran war
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- including several countries in Africa and South
America. However, the main beneficiary is Russia,
which is proving to be the biggest winner from this de-
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The Iran war is impacting emerg-
ing markets to varying degrees

The war in Iran is having an impact on emerging mar-
ket (EM) economies in two ways: firstly, the physical
availability of oil, which is restricted due to the effec-
tive closure of the Strait of Hormuz. Secondly, through
significantly higher oil prices, which are generating
global cost pressure. For many emerging markets, es-
pecially in Asia, both of these factors are having an im-
pact. The immediate supply shortfall (see Number in
focus) is weighing especially heavily on South Asian
economies such as India, the Philippines, Thailand, Vi-
etnam and Indonesia, given their strong reliance on
imports from the Middle East and their low strategic
oil reserves. Several of these countries have already in-
troduced initial emergency measures to reduce energy
consumption, including a shortening of the working
week or restrictions on electricity consumption. At the
same time, the rise in oil prices is leading to higher in-
flation, which is weakening household purchasing
power and dampening consumption momentum. In
some cases, this is prompting governments to intro-
duce price caps or subsidies, which, while cushioning
inflationary pressure, is widening budget deficits and
increasing fiscal vulnerability. These risks are particu-
larly pronounced in structurally fragile countries such
as Turkey and South Africa. There, experience shows
that the price pass-through of energy to headline infla-
tion is very high, meaning that higher oil prices quickly
feed into consumer prices. At the same time, more ex-
pensive energy imports are worsening already weak
current account balances, further weighing on macro-
economic stability and putting additional downward
pressure on local currencies. By contrast, North Asian
economies such as China, South Korea and Taiwan

Chart 1: Technology cycle cushions the war shock
for North Asia as long as the conflict remains short

South Korea: monthly trade data of the first 20 days
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will remain more resilient provided the war is relatively
short-lived. Although these countries are also very de-
pendent on oil and gas from the Middle East, they do
have large oil reserves that can at least temporarily
bridge the oil shortage. At the same time, these coun-
tries are supported by the strong demand for technol-
ogy. South Korea’s exports, for example, increased by
more than 50% year-on-year in the first 20 days of
March - a period already fully shaped by the current
war dynamics around Iran - significantly exceeding ex-
pectations. While energy imports also picked up, the
strong technology sector is currently significantly oft-
setting these headwinds (see Chart 1). However, this
buffer only works provided the conflict is temporary.
If the war lasts longer, North Asian industrial centres
will also come under pressure. Energy-exporting
emerging markets in Africa and South America, on the
other hand, are benefiting from improved terms of
trade, with Russia remaining the main beneficiary so
far (see Chart in focus).

EM central banks to react swiftly
to inflation pressures

Before the outbreak of the Iran war, inflation rates in
most emerging markets were largely within the central
banks’ target range. However, higher oil and gas prices
will feed into the upcoming inflation figures given
their comparatively high weighting in the consumer
price index. But this is largely a cost-driven effect, not
an overheating of demand. In addition, many emerg-
ing markets are cushioning the immediate impact of
rising energy prices through government price caps or
subsidies, which is why we do not expect a broad-based
cycle of interest rate hikes in the short term. However,

Chart 2: With a few exceptions, inflationary pressure
before the outbreak of war was low
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if energy prices do not fall again quickly, central banks
in emerging markets will not wait long to raise interest
rates and are expected to react faster and more deci-
sively than those in developed markets. This is partly
because energy has a higher weighting in national con-
sumer baskets and can therefore rapidly influence in-
flation expectations, and partly because EM currencies
are subject to greater depreciation pressure during
such periods. In addition, many emerging markets
need to be more visible in demonstrating that they
have credible monetary policies than in developed
economies. Last but not least, the recent experience
during the pandemic-induced inflation surge has
shown that taking early action pays off: EM central
banks had raised policy rates well ahead of the Federal
Reserve and the ECB - and were thus able to contain
inflationary pressures more quickly - a pattern that
should shape their reactions again this time round (see
Chart 3).

China’s vulnerability remains low

China’s revised growth target of 4.5 to 5.0% for this
year represents a pragmatic adjustment that takes ac-
count of ongoing structural challenges and points to a
more sustainable growth path. In 2026, the growth
model will remain clearly oriented to technology-
driven production and exports, while strong consumer
momentum or a significant rebound in the real estate
sector have yet to appear. The latest economic data re-
flects this development: in the first two months, ex-
ports increased by more than 20% year-on-year. As long

Chart 3: Emerging markets raised interest rates al-
ready in 2021 during the Covid inflation shock
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as the war in Iran remains temporary and does not turn
into a protracted conflict, it does not pose a material
risk to China’s economic outlook. Although China de-
rives around 30% of its oil consumption from the Mid-
dle East, physical supply is well secured in the short
term. The country has very large strategic oil reserves
that can cover consumption for at least five months. In
addition, Iran continues to supply oil to China, which
accounts for about 12% of total oil imports. The effect
of higher oil prices on the domestic economy also re-
mains manageable: energy accounts for only around
2% of the consumer price index, the importance of oil
and gas in the energy mix is declining due to the strong
roll-out of renewables, and coal continues to play a key
role. Moreover, in the context of existing deflationary
forces, it is difficult for companies to fully pass on
higher costs, so the upward pressure on inflation
should remain limited. In the adverse scenario of a pro-
longed war, however, China would also be vulnerable -
both due to its heavy energy dependency and a slowing
global economy. In the coming months, the focus will
be on geopolitics in addition to the economy - in par-
ticular relations with the US and a possible meeting be-
tween Trump and Xi. Even though we anticipate a con-
structive meeting, several points of contention remain:
the Section 301 and Section 332 reviews are still ongo-
ing, implying that the US government is likely to rein-
troduce - under a new legal framework - the tariffs
that were overturned by the Supreme Court.

Chart 4: China’s inflation likely to remain below in-
flation target despite higher energy prices
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