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Reports suggest that Israel has fired missiles into Iran in response to Iran’s strike on Israel last weekend. Details
remain unclear, but the key questions for markets relate to the scale of the attack and the damage caused, and
the likelihood of retaliation. Iranian state media appears to be playing down the attack and flight restrictions
imposed overnight have been lifted. This might indicate that the attack was at the more moderate end of the



spectrum. Having spiked from $87pb to $90pb on news of the attack, Brent crude has now fallen back to around
$88pb. The attack — and the threat of retaliation to it — has increased the risk to physical supply of oil, but the
response this morning suggests that some of that risk has already been priced in. We will monitor the situation
closely and will update clients as events become clear.

Through the course of this week, we’ve analysed the geopolitical and macroeconomic consequences of the
conflict. These can all be found on our website and include:

¢ Our initial response on Sunday morning to the Iranian drone and missile strike;

¢ Assessments of the implications for global oil markets and for inflation and interest rates in developed
markets;

e Our Capital Daily on Monday which made the case that the Fed — not the Middle East — remains the
bigger worry for markets;

¢ Alook at the impact Iran’s strike might have on Israel’s economy and Israel’s response.

e The latest MENA Weekly, which assess how the Gulf states will align amid Israel-Iran tensions.

We’ve also written in-depth pieces that assess the major economic consequences from geopolitical risks:

e Our Global Markets Focus that analyses the financial market impact of the Israel-Hamas war, how this
may change, and what the lessons from previous geopolitical shocks can tell us about how this — and
future ones — will play out.

e A MENA Focus from 2019 that assessed the implications for the global economy of a war between the US
and Iran, and an Energy Focus that looked at what that could do to oil prices..
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https://gbr01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.capitaleconomics.com%2Fblog%2Fmacro-consequences-irans-drone-strike&data=05%7C02%7CJames.Swanston%40capitaleconomics.com%7C9ccce635c3e04d73e1c808dc60407fdc%7C1a7247cf81644835ace7d8096d025652%7C0%7C0%7C638491077341747774%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=Of6gngW6Rrdn%2Bq3AtDErONZN47FvDAGxLuFC6ya57tw%3D&reserved=0
https://gbr01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.capitaleconomics.com%2Fpublications%2Fmiddle-east-north-africa-economics-update%2Firan-drone-strike-oil-market-implications&data=05%7C02%7CJames.Swanston%40capitaleconomics.com%7C9ccce635c3e04d73e1c808dc60407fdc%7C1a7247cf81644835ace7d8096d025652%7C0%7C0%7C638491077341747774%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=Vvh5Zm%2B75TLbNwPpSWjb5vShbT70J3T9bU64qKwyKc8%3D&reserved=0
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