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The conflict in the Middle East: a massive blow to growth in the Gulf
Stéphane Alby

For the first time since 2009 (excluding COVID), the GDP of the Gulf Cooperation Council (GCC) is expected to contract this year (-0.8%),
whereas pre-conflict forecasts had predicted growth of 4.7%. Far from benefiting from the sharp rise in energy prices triggered by the
conflict, the scale of the downturn reflects the severity of a shock that is undermining many of the pillars of the Gulf economies. Never-
theless, the consequences are varying from one country to another, depending on the level of diversification and, above all, on the degree
of vulnerability to disruptions in the Strait of Hormuz.

Gulf countries: severe growth impact, but uneven Hydrocarbon production declines drive most growth
across economies downgrades
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Saudi Arabia and Oman have been relatively unscathed, while the UAE, Kuwait and Qatar have been hit hard

Only two countries are not expected to experience a contraction in their GDP in 2026: Saudi Arabia and Oman. Having been largely spared
from the attacks and possessing infrastructure outside the Strait of Hormuz, Oman is a special case. Its economy is expected to grow by
around 3%, a rate close to the forecast at the start of the year. For Saudi Arabia, the downturn is larger. Initially forecast at 4.6%, growth is
now projected at 0.8% in 2026 due to the fall in hydrocarbon-related GDP. Nevertheless, the impact is less severe than for other countries in
the region thanks to the port of Yanbu on the Red Sea operating at full capacity. Excluding hydrocarbons, the strength of domestic demand is
also helping the Saudi economy to hold up better, unlike the UAE, whose outward-oriented economic model is vulnerable to the deteriorating
security situation. Despite the port of Fujairah, which is allowing trade to bypass the strait, a contraction in the UAE's real GDP of close to 2%
is now anticipated, representing a shortfall of almost 7 percentage points compared with pre-conflict forecasts. For Kuwait and Qatar - the
least diversified economies in the Gulf, with no alternative to the Strait of Hormuz - the impact on growth is even more severe, as their real
GDP is expected to contract by 7 to 8%.

The macro-financial situation remains sound

Further revisions are possible, given the fragility of the negotiations between the United States and Iran. Nevertheless, the macro-financial
situation of the Gulf states is not giving cause for major concern. In addition to the considerable foreign assets managed by the region’s
sovereign wealth funds (over USD 4 trillion, or 175% of the GCC's GDP), and government debt averaging just over 30% of GDP, relatively high
global energy prices could help to absorb some of the losses incurred during a complete closure of the Strait. At an aggregate level, the
GCC is therefore expected to record current account surpluses in 2026 (+2% of GDP, compared with +4.7% of GDP in 2025). Furthermore, the
budget deficit is expected to remain below 2% of GDP. The reorganisation of logistics flows in the region and the control of fuel prices have
also helped to contain the inflationary risk caused by the crisis. Although on the rise, average inflation in the Gulf countries is not expected
to exceed 2.5% this year, compared with 1.7% in 2025.
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The information and opinions contained in this document have been obtained from, or are based
on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or liability whatsoever or makes any representation or warranty, express or im-
plied, as to the accuracy and completeness of the information or any opinions based thereon
and contained in this document and it should not be relied upon as such. This document does
not constitute research, as defined under MIFID Il, or form any part of any offer to sell or issue
and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any
part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
any contract or investment decision. Information and opinions contained in this document are
published for the information of recipients, but are not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient, are subject to change without
notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP, as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To
the fullest extent permitted by law, no BNPP group company accepts any liability whatsoever
(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.
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What is the key event of the month?
You will find the answer in our economy broadcast.
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BNP Paribas is a société anonyme incorporated in France, licensed and supervised as a credit
institution by the European Central Bank (ECB) and as an investment services provider by the
Autorité de controle prudentiel et de résolution (ACPR) and Autorité des marches financiers
(AMF), and having its registered office at 16, boulevard des Italiens, 75009 Paris, France.

Some or all of the information contained in this document may already have been published on
https:/globalmarkets.bnpparibas.com.

For country-specific disclaimers (United States, Canada, United Kingdom, Germany, Belgium,
Ireland, Italy, Netherlands, Portugal, Spain, Switzerland, Brazil, Turkey, Israel, Bahrain, South
Africa, Australia, China, Hong Kong, India, Indonesia, Japan, Malaysia, Singapore, South Korea,
Taiwan, Thailand, Vietnam) please type the following URL to access the applicable legal notices:
https:/globalmarkets.bnpparibas.com/gm/home/Markets_360_Country_Specific_Notices.pdf
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