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Middle East Conflict: Impact Analysis

With the Parliament in Iran approving closure of the Strait of Hormuz (SoH), subject to
approval of Supreme Leader and Security Groups, the complications of the conflict are
rising fast. Blockade of SoH is a risk for the global economy and the markets as nearly
30% of world oil trade (with 70% destined for Asia) and 20% of global LNG trade transits
through SoH. If the SoH closure materializes and continues for a major part of FY26,
we expect oil prices to surge and remain sustainably above USD 90/bbl levels. For
India, Brent higher by USD 10/bbl could mean higher trade deficit by 20-30bp as a
percentage of GDP. On inflation, assuming there is a passthrough of USD 10/bbl to
pump prices (probability of that remains low for now), we expect 30bp direct and
indirect impact of similar magnitude. Reversing the excise duty hike of INR 2/liter
remains an option. With overall food prices remaining benign, and India’s service
exports still solid, the outlook of both inflation and trade remains manageable. Overall,
the blocking of SoH may raise risks to global trade, which is already reeling under the
impact of Trump tariffs.

SoH blockade presents huge risk to global energy trade: The Iran Parliament
approving closure of SoH, subject to approval of Supreme Leader and Security Group.
Blockade of SoH is a risk for the global economy and markets as nearly 30% of world
oil trade (with 70% destined for Asia) and 20% of global LNG trade transits through SoH.
Our Oil & Gas Analyst Gagan Dixit estimates SoH's share for India crude oil import was
~40% in FY25; as per International Gas Union, India LNG imports share from SoH (Qatar
& the UAE) was 53% in CY24 (13.9mn tonne out of 26.2mn tonne).

Global freight cost also sees upside -- Shanghai to Jebel Ali — the Arabian Gulf's largest
port, has risen 55% MoM as per Xeneta and freight premium has risen by 20% while sea
& air logistics cost is climbing sharply as per Triton Logistics & Maritime. The situation
remains fluid. The SoH blockade is self-defeating for Iran and throws huge challenges
to Asia’s energy (especially China) supply in the upcoming quarters. If the blockade
materializes, the Middle East conflict is bound to escalate.

India diversifying oil import sources: India’s refiners are ramping up imports from
Russia and are likely to import 2.0-2.2mn barrels per day of Russian crude oil in June -
- the highest in the past two years and more than total volume bought from Iraqg, Saudi
Arabia, the UAE, and Kuwait, according to preliminary data by Kpler. India's oil imports
from Russia were ~1.9mn barrels per day (bpd) in May 2025. Imports from the US also
rose to 439,000 bpd in June to date, a big jump from 280,000 bpd purchased in the
previous month. Full-month projections for imports from the Middle East stand at
~2.0mn bpd, lower than the previous month's buying, according to Kpler.

Possible impact on India’s macroeconomic outlook: If the SoH closure materializes and
continues durably for a major part of FY26, we expect oil prices to surge further and
stay sustainably above USD 90/bbl levels. As per Kpler, supplies from the Middle East
remain unaffected to date, but the vessel activity suggests a decline in crude loading.
The supply of empty tankers (ballasters) into the Gulf dropped from 69 to a mere 40,
and the Middle East & Gulf (MEG) bound signals from the Gulf of Oman halving. This is
likely to pose challenges for India’s macroeconomic outlook via external factors
although macroeconomic stability remains solid. In the near term, the USDINR can see
87+ levels, although the DXY remains soft. Brent higher by USD10/bbl could mean
higher trade deficit for India by 20-30bps (as a % of GDP). On inflation, assuming there
is a passthrough of USD 10/bbl to pump prices (probability of which remains low), we
expect 30bp direct and indirect impact of similar magnitude.
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Hedge funds bolster bullish position in Brent crude
the most since early October 2024
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Reversing the excise duty hike of INR 2/liter remains an option. With overall food prices remaining
benign, and India’s service exports still solid, the outlook of both inflation and trade remains
manageable for now.

What is next for the markets? We expect a kneejerk negative reaction in the global markets across
risk assets and positive moves in oil and gold. However, durability of the risk is contingent on follow-
up actions from non-conflict countries — the US, Russia, China and developments on SoH. Historically,
on an average, oil prices have peaked after a month of the beginning of a crisis.

For India, eyes will be on developments related to SoH, global fertilizer prices, and shipping cost that
can lead to rise in the import bill in the upcoming quarters. However, given strong FX reserves, we
expect major upside risks to external accounts will be contained and favorable domestic conditions
would keep upside in inflation capped at comfortable levels for the RBI. A recent notification from the
0il & Gas Ministry indicates oil marketing companies have supplies of several weeks, which is likely
to contain the downside. Our O&G Desk Analysts indicate that every USD 10/bbl rise in crude oil prices
will reduce OMC gasoline and diesel gross margin by INR 5.5 per liter. In June 2025, international
Brent crude oil prices were at ~USD 75/bbl, based on which as per our estimates, OMC were earning a

gross margin of INR 7.9 per lit on gasoline and INR 4.3 per lit on diesel. Therefore, any movement of

international crude oil prices would reduce gasoline margin to a mere INR 2.4 per liter and would turn

diesel margin to negative to INR 1.2 per liter.

Exhibit 1: It took ~ 34 days for the surge in crude prices to peak during past US involvement in Middle East
Price at Event Peak Price Event to peak chg Event to peak
Date Event (USD/bbl) (Usp/bby ~ Peakdate M chg (%) %) (days)
02-08-1990  Iraqi Invasion of Kuwait 22.3 41.5 27-09-1990 24.94 86.3 56
17-01-1991  Gulf War Operation Desert Storm 211 22.2 23-01-1991 -13.03 5.0 6
20-03-2003 Iraq War 28.0 30.6 08-08-2003 -9.43 9.3 141
25-01-2011 Arab Spring & Libya Civil War 96.8 126.6 28-04-2011 17.72 30.8 93
24-02-2022  Russia-Ukraine War 101.3 133.2 08-03-2022 21.11 315 12
06-10-2023 Israel-Hamas War 87.9 94.3 13-10-2023 -0.63 7.4 7
Median 8.5 20.0 34.0
Source: CEIC, Elara Securities Research
Exhibit 2: China imports almost all of Iran’s crude exports
Iranian oil exports by destination
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Exhibit 3: India's import from Gulf Countries

Countries (USD mn) (%)
Import From Iran FY25 % share in total imports
Fresh fruits 268.4 60.6
Petroleum crude & products (POL) 70.1 15.8
Chemicals and related products 43.7 9.9
Ores and Minerals 32.3 7.3
Import from Qatar FY25 % share in total imports
Petroleum crude & products (POL) 11,085.1 88.9
Cashew 753.9 6.0
Cereal preparations 283.6 2.3
Coffee 268.5 2.2
Cotton raw including waste 256.3 21
Import from Saudi Arabia FY25 % share in total imports
Crude petroleum 20,115.1 66.8
Chemicals and related products 3,456.5 115
Petroleum products 2,888.4 9.6
Engineering goods 1,823.8 6.1

- Transport Equipment (Aircraft, spacecraft) 834.1 2.8
Fertilisers 1,475.5 4.9
Import from Kuwait FY25 % share in total imports
Crude petroleum 4,028.1 48.5
Petroleum products 2,365.7 28.5
Organic Chemical 871.2 10.4
Transport Equipment (Aircraft, spacecraft) 544.9 6.6
Ferrous and non-ferrous metal products 167.7 2.0
Import from UAE FY25 % share in total imports
Petroleum crude & products (POL) 24,140.0 38.0
Gold & silver 17,352.5 27.3
Pearls precious & semiprecious stones 7,692.1 12.1
Aircraft, spacecraft and parts 2,477.5 3.9
Ferrous and non-ferrous metal products 2,073.2 3.3

Source: CMIE, Elara Securities Research
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Exhibit 4: India's export to Gulf Countries

(USD mn) (%)

Exports to Iran FY25 % Share in total exports
Rice 757.3 61.0
Oil Meals 70.8 5.7
Fruits And Vegetables 58.3 4.7
Others 56.9 4.6
Organic and Inorganic Chemicals 56.5 4.6
Exports to Qatar FY25 % Share in total exports
Engineering Goods 558.0 33.2
Product of Iron and steel 153.1 9.1

Rice 163.4 9.7
Mica, Coal And Other Ores, Minerals Including Process 119.4 7.1
Gems And Jewellery 113.5 6.7
Others 95.8 5.7
Organic and Inorganic Chemicals 93.1 5.5
Exports to Saudi Arabia FY25 % Share in total exports
Engineering Goods 5,635.2 47.9
Transport equipment(Motor Vehicle/cars) 1,532.7 13.0

Rice 1,323.1 11.3
Organic and Inorganic Chemicals 1,196.2 10.2
Electronic Goods 509.1 4.3
Petroleum Products 450.3 3.8
Meat, Dairy And Poultry Products 408.7 3.5
Ready-made garments of all textiles 360.1 3.1
Exports to Kuwait FY25 % Share in total exports
Engineering Goods 695.9 36
Transport Equipment (Aircraft and Spacecraft) 324.3 16.7
Rice 196.2 10.1
Organic and Inorganic Chemicals 186.1 9.6
Gems And Jewellery 100.2 5.2
Ceramic Products And Glassware 87.8 4.5
Ready-made garments of all textiles 71.0 3.7
Petroleum Products 61.4 3.2
Exports to UAE FY25 % Share in total exports
Engineering Goods 8,089.7 22.6
Transport Equipment (Aircraft and Spacecraft) 3,808.4 10.4

Gems And Jewellery 7,752.3 21.2
Petroleum Products 6,394.0 17.5
Electronic Goods 3,687.0 10.1
Organic and Inorganic Chemicals 1,363.1 3.7

Source: CMIE, Elara Securities Research
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this Note is to provide preliminary information on the
business activities of the company and the projected financial statements in order to assist the recipient in understanding / evaluating the Proposal. Nothing in this document should be construed as an advice to buy
or sell or solicitation to buy or sell the securities of companies referred to in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and risks of such an
investment. Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide independent and transparent recommendation to its client and would be happy to provide any
information in response to specific client queries. Elara Securities (India) Private Limited or any of its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability
for any errors and/or omissions, representations or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this information. Elara Securities (India) Private
Limited or any of its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in or deal as principal or agent in or for the securities mentioned in this
document. They may perform or seek to perform investment banking or other services for or solicit investment banking or other business from any company referred to in this Note. Each of these entities functions
as a separate, distinct and independent of each other. This Note is strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or redistributed or passed on
directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This Note is not directed or intended for distribution to, or use by, any person or entity who is a citizen
or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject Elara Securities (India)
Private Limited or any of its affiliates to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose
possession this document comes, should inform themselves about and observe, any such restrictions. Upon request, the Recipient will promptly return all material received from the company and/or the Advisors
without retaining any copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This
Information is subject to change without any prior notice. Elara Securities (India) Private Limited or any of its affiliates reserves the right to make modifications and alterations to this statement as may be required
from time to time. However, Elara Securities (India) Private Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection
with the use of the information. This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an indication that there has been no change in the business or state of affairs
of the company since the date of publication of this Note. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. Elara Securities (India) Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest
in the securities or derivatives of any companies that the analysts cover. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject
company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private Limited. It is important to note that any dispute with
respect to this research report, would not have access to stock exchange investor redressal forum or arbitration mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India Limited [NSE], in the Capital Market Segment of
BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited’s business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in last five years. However, during the routine course
of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities
(India) Private Limited has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are registered or proposed to be registered.

Details of Associates of Elara Securities (India) Private Limited are available on group company website www.elaracapital.com

Elara Securities (India) Private Limited is maintaining arms-length relationship with its associate entities.

Research Analyst or his/her relative(s) may have financial interest in the subject company. Elara Securities (India) Private Limited does not have any financial interest in the subject company, whereas its associate
entities may have financial interest. Research Analyst or his/her relative does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding
the date of publication of Research Report. Elara Securities (India) Private Limited does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of Research Report. Associate entities of Elara Securities (India) Private Limited may have actual/beneficial ownership of 1% or more securities of the subject company at the end
of the month immediately preceding the date of publication of Research Report. Research Analyst or his/her relative or Elara Securities (India) Private Limited or its associate entities does not have any other material
conflict of interest at the time of publication of the Research Report. Artificial Intelligence (AI) tools may have been used only for compilation or collating publicly available research data or internally generated
research data during the information gathering and/or summarizing the final report.

Research Analyst or his/her relative(s) has not served as an officer, director or employee of the subject company.

Research analyst or Elara Securities (India) Private Limited have not received any compensation from the subject company in the past twelve months. Associate entities of Elara Securities (India) Private Limited may
have received compensation from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities have not managed or co-managed public offering
of securities for the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associates have not received any compensation for investment banking or merchant
banking or brokerage services from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities may have received any compensation for
products or services other than investment banking or merchant banking or brokerage services from the subject company or third party in connection with the Research Report in the past twelve months.

Disclaimer & Standard warning

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or
provide any assurance of returns to investors.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information,
there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional
advice after a thorough examination of the particular situation.

Disclaimer for U.S. Investors

This material is based upon information that we consider to be reliable, but Elara Capital Inc. does not warrant its completeness, accuracy or adequacy and it should not be relied upon as such.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Securities, financial instruments or strategies mentioned herein may not be suitable
for all investors. Any opinions expressed herein are given in good faith, are subject to change without notice, and are only correct as of the stated date of their issue. Prices, values or income from any securities
or investments mentioned in this report may fall against the interests of the investor and the investor may get back less than the amount invested. Where an investment is described as being likely to yield income,
please note that the amount of income that the investor will receive from such an investment may fluctuate. Where an investment or security is denominated in a different currency to the investor’s currency of
reference, changes in rates of exchange may have an adverse effect on the value, price or income of or from that investment to the investor. The information contained in this report does not constitute advice on
the tax consequences of making any particular investment decision. This material does not take into account your particular investment objectives, financial situations or needs and is not intended as a
recommendation of particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice.

Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These “forward-looking statements” are not guarantees of future performance and are based
on numerous current assumptions that are subject to significant uncertainties and contingencies. Actual future performance could differ materially from these “forward-looking statements” and financial
information.
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