Geopolitical Risks in Focus:
Iran War and Market
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Onthe13th of June 2025, the current Israel-Iran warbegan when Israel launched
a pre-emptive airstrike, dubbed Operation Rising Lion, targeting Iran’s nuclear
and military sites in Tehran and across the country. Iran responded immediately,
declaring the attack a "declaration of war" and firing missiles and drones back
atlsrael.

The eruption of the war has sent shockwaves across both global and regional
financial markets, elevating geopolitical risk to critical levels. At the global level,
the war has triggered sharp movements in oil prices, a flight to safe-haven
assets,andrenewed concernsaboutinflationand economic growth. Arab stock
exchanges have come under immediate pressures, with investors reacting to
fears of conflict spillover, supply chain disruptions, and capital outflows. As
such, and as markets are still digesting the evolving situation, volatility and risk
aversion dominated investor behavior since June 13.
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1. Global Market Repercussion

US stocks fell on June 13. The Dow Jones Industrial Average tumbled by nearly
1.8%, oralmost 800 points, asinvestors steadily fledriskier assets. The S&P 500
dropped by about 1.1%, while the tech-heavy Nasdag Composite fell by 1.3%.

European stock markets closed in the red. The Stoxx Europe 600 index
provisionally closed 1% lower. Germany’s DAX and France’s CAC 40 also fell a
little more than 1.1%. The U.K.’s FTSE 100, which had initially rallied, also ended
the day lower by 0.5%.

It is worth mentioning here that Airlines were the worst-performing sector in
Europe, with Air France-KLM, Deutsche Lufthansa AG and British Airways parent
IAG SAsliding by over 3%. Discount carriers RyanairHoldings Plc, EasyJet Plc and
Wizz Air Holdings Plc posted similar declines. In Asia, Japan Airlines Co. dropped
by 3.7%, while ANA Holdings Inc. fell by 2.8%.

Asia-Pacific stock markets fell also. Japan’s benchmark Nikkei 225 ended on
June 13, 0.9% lower, while the Topix fell by 1.0%. South Korea’s Kospi dropped by
0.9%, while Hong Kong’s Hang Seng index fellby 0.6%, and mainland China’s CSI
300 ended the day 0.7% lower.
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Oil prices surged and investors flocked to safe havens like gold on Friday, June
13. In fact, the price of oil surged in the market’s largest single-day increase in
years after Israel attacked Iran, reflecting fears that a wider conflict in the Middle
East couldlead to serious energy supply disruptions. Brent gained 7%, settling at
around US$ 74.2 per barrel on June 13, while U.S. oil surged by 9% at around US$
73.9 on June 12. It is worth mentioning that US oil and Brent had surged as much
as 14% and 13%, respectively, earlier on June 13, reaching highest levels since
January, before losing some gains.

Gold prices soared between June 12 and June 13 as investors flocked to safe-
haven assets. Spot gold rose by 1.6% on Thursday June 12, to close at US$ 3,453
per ounce on Friday June 13, coming within striking distance of its record high of
US$ 3,500 set in April.
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| | Global Market Considerations in Summary

Oil Price Shock

e Brentcrude spikes due to fears of disrupted supply through the Strait of Hormuz.

e Energy-importing economies face inflationary pressures; exporters benefit
short-term.

Risk-Off Sentiment

e Global equity markets retreat amid fears of broader conflict and economic
slowdown.

e Surgeindemand for safe havens: gold and US Treasuries.

Supply Chains and Trade
e Disruptionin global shipping routes and trade flows could affect global growth.
e Freight andinsurance costsin Gulf waters likely to rise sharply.

Monetary Policy Implications
e Central banks may delay tightening or adopt dovish stances if global growth
outlook deteriorates.

2. Regional Market Response

On Sunday, June 15, Arab stock markets opened sharply lower as the Israel-Iran
conflict escalated:

e Totaltrading value dropped by 21%, erasing around US$ 800 millionin one day,
amid a 31% decline in total trading volumes.

e Egypt's EGX30 dropped by about 4.6 %, its worst daily loss in over a year after
earlier falling by 7%.

e Kuwait'sindexplungedapproximately by 3.8%, aftertradingwas suspendedfor
15 minutes to stem panic andrestore order.

® Qatar Stock Exchange’s benchmark slid by 3.2% amid broad-based declines
across banks and energy firms.

® Dubai’'s benchmark stockindex fell sharply on Friday June 13, dropping by 1.9%,
as heightened geopolitical tensions in the Middle East triggered a sell-off in
heavyweight property shares, with real estate sector slumping by almost 4%.

e Saudi Arabia’s Tadawul dropped by around 1% (after earlier falling by 3.6 %),
weighed down by a 1.5% fall in Al Rajhi Bank shares, and a 3.1% decrease in the
country's biggest lender Saudi National Bank. However, oil giant Saudi Aramco
advanced by 1.8%.
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In fact, Saudi losses were limited and quickly stabilized, supported by rising oil
prices that buoyed investor confidence in energy-linked equities. As a major oil
exporter, Saudi Arabia is seen as potential beneficiary of the price surge, with the
energy sectorrepresenting 67% of total Saudi market capitalization, which helped
offset broaderrisk-off sentiment, knowing that the energy sectorrepresents near
43% of the total market capitalization in the Arab word.

Abu Dhabi Securities Exchange main index FADGI bucked the broader regional
sell-off by rising about 1.1% on Friday, June 13. This resilience was primarily driven
by the surge in global oil prices, as the indexreceived aboost from oil-sector gains
and renewed investor confidence in fiscal stability, recognizing the UAE’s strong
economic fundamentals and liquidity buffers.
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Breakdown of Market Capitalization by Economic
Sector for the Arab Region (As at end-May, 2025)
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Itis worth mentioning that Saudi Arabia’s Tadawul All Share Index (TASI) and Abu
Dhabi Securities Exchange main index (FADGI) have historically shown a strong
positive correlation with oil prices, estimated at over 80% over the past decade
(2015-2025), yet have witnessed some volatility since 2022, amid Saudi Arabia
Kingdom and UAE efforts to diversify their national economies.

ADX & Tadawul Price Indices Correlation with Brent Oil Prices
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‘ ‘ Regional Market Considerations in Summary

Immediate declinesin majorindices across GCC markets, reflectinginvestorrisk
aversion.
® \/olatility spikes driven by uncertainty over potential escalation or spillover.

Sectoral Impact

e Gains in defense, oil, and logistics; sharp pressure on real estate, tourism, and
banking.

e Markets with strong foreign exposure more sensitive to outflows.

Foreign Investor Behavior
e Institutionalinvestors are reducing exposure to Arab equities.
e Passiveindex funds may rebalance portfolios away from MENA allocations.

Currency and Liquidity Pressure
® Some currencies under stress due to flight to the US dollar.
® Declining liquidity as localinvestors also de-risk portfolios.
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In conclusion, the Iran war has underscored the fragility and interconnectedness
of bothregional and global financial markets. While Arab stock exchanges broadly
experienced volatility and investor caution, markets in oil-rich economies such as
Saudi Arabia and the UAE demonstrated relative resilience, supported by surging
energy prices. Globally, the conflict triggered a flight to safe-haven assets and
raised concerns about supply chain disruptions and inflationary pressures.

Within this context, it is worth mentioning that Arab stock markets, mainly in the
Gulf, ended higher on Monday June 16, recovering some of their losses from
previous sessions. In details, Saudi Tadawul benchmark index advanced by 1.3%,
led by a1.5% rise in Al Rajhi Bank share and a 6.9% jump in ACWA Power Company
share. The Qatari benchmark climbed by 1.7%, buoyed by a 2.5% leap in the Gulf's
biggest lender Qatar National Bank, while Boursa Kuwait advanced by 1.5%. In
Abu Dhabi Securities Exchange, the index finished 0.2% higher, Dubai Financial
Market’s main share index added 0.8%, with utility firm Dubai Electricity and
Water Authority rising 2.2%. while Muscat Stock Exchange mainindexup by 0.7%.
Outside the Gulf, Egypt's blue-chip index inched 0.1% higher, helped by a 1.4%
rise in Commercial International Bank, while the benchmarks of Casablanca Stock
Exchange and Tunis Stock Exchange witnessed slight declines. In fact, this upward
trend mirrored similar movements in US, Asian and European markets, where a
temporary improvement in sentiment was bolstering investor appetite.

Lookingahead, market stability willdepend onthe conflict’s trajectory, the duration
andintensity, the effectiveness of regional policy responses, and the ability of Arab
markets to adapt through diversification and enhanced cooperation. Ultimately,
this crisis serves as a reminder of the pivotal role geopolitical risks play in shaping
market dynamics and investment strategies.
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