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Middle East conflict impact on growth and inflation in the euro

Zone

B As the conflict in the Middle East continues, several economic research organisations are
evaluating potential outcomes and their effects on the euro-zone economy. This
commentary briefly summarises the scenarios created by Capital Economics, Intesa
Sanpaolo research and by Oxford Economics. Generally, these scenarios focus on two

main factors: how long the conflict may last and its impact on the energy markets.

Capital Economics outlines three possible scenarios: (1) a severe but brief conflict, (2) a
prolonged conflict causing limited damage to the Gulf energy infrastructure, and (3) a
prolonged conflict resulting in lasting damage to that infrastructure. The first scenario
would likely last only a few weeks, while the second and third could continue for about
three months. In the first case, oil and LNG prices would drop quickly, with Brent crude
falling to $65 per barrel by late 2026 and TTF gas prices decreasing to €35/MWh, resulting
in minimal effects on GDP, inflation, and monetary policy outside the Gulf region. The
second scenario predicts a significant increase in oil prices (up to around $130 per barrel
in Q2), with TTF prices rising to €100/MWh. A resumption of shipments through the
Hormuz Strait is expected in Q2, but elevated prices ($90 per barrel and €60/MWh) would

likely persist through the end of the year. The economic impact would be greater, with Size and duration of
. . . . . shock matter, but risk
euro-zone growth slowing to just 0.5% year-on-year in the second half of the year, inflation of a bigger shock is

peaking above 4%, and the European Central Bank raising interest rates by 50 basis rising
points. In the third scenario, oil prices could reach approximately $150 per barrel over six
months, and TTF gas prices might average around €120/MWh, declining slowly because
of the ongoing effects on Middle Eastern energy production. Here, the euro-zone economy
would contract in Q2 and remain stagnant in Q3, with inflation surpassing 5% and ECB
interest rates increasing to 3%. (Source: Capital Economics, Scenarios for the Iran war &

the macro impact, March 9, 2026)

According to Intesa Sanpaolo's “War, oil and interest rates” analysis dated March 10,
2026, risks to economic growth and inflation are assessed through two scenarios. The
first anticipates that the conflict will conclude by May, with energy prices peaking at $90
and €60, followed by oil stabilising at $75 pb and TTF at €40/MWh. The second scenario

assumes the conflict will continue until October, with peak prices reaching $120 and €80,
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resulting in consistent levels near $95 pb for oil and €50/MWh for TTF. If the first scenario
occurs, euro-zone growth would experience only a slight reduction (-0.1% from baseline
GDP in 2026), inflation would increase by 0.3% to reach 2.2%, and policy rates would stay
unchanged. Under the second scenario, GDP growth in 2026 would drop to about 0.7%
from a 1.2% baseline, inflation would climb to 3.1%, and the ECB would raise rates by
25bps in 4Q26. Similarly, Oxford Economics analysts examine the impact on growth and
inflation in the euro zone through two additional scenarios. Specifically, if the price of oll
remains around $100 per barrel over the next few months, accompanied by a doubling of
gas prices, the growth rate would weaken to 0.8% compared to the already reduced
baseline expectation of 1.0% (a decrease of 0.2 pp from the scenario before the outbreak
of conflict), while the inflation rate would accelerate to 3.1% (from the expected 1.8%
before the conflict and the current baseline scenario of 2.2%). In a scenario where the oil
price stays around $140 for a two-month period, accompanied by a tripling of gas prices,
euro-zone growth would slow to just 0.4%, while the inflation rate would surge to 4.3%.

(Source: Oxford Economics, Risk of a bigger energy shock is rising, March 13, 2026).

Overall, energy prices remain the primary channel for macroeconomic impact. Shipments

of oil and gas through the Strait of Hormuz have ceased, effectively interrupting one-fifth .
Strategic reserves are

of global oil and LNG transit. And the drawdown of strategic reserves is no substitute for no substitute for an
open Strait of Hormuz

an open Strait of Hormuz. Namely, whether lower prices backed by the release of strategic P

reserves could be sustained heavily depends on how the conflict evolves in terms of

duration and infrastructure damage.

At the same time natural gas markets are experiencing tighter conditions; Qatar, the
world's second-largest LNG exporter, lacks alternative shipping routes outside the Strait
of Hormuz. The risk of Iranian strikes on key infrastructure and the present inability to
transport LNG have led to a temporary halt in operations at Ras Laffan, the world's largest
LNG facility. Fortunately, this disruption occurred after the peak of winter heating demand
in the Europe. Consequently, short-term supply interruptions may postpone the
replenishment of reserves ahead of Europe's next winter rather than cause immediate
shortages. In Europe, wholesale gas prices are closely linked to electricity and consumer
price indices, meaning disruptions in the gas market will exert a more pronounced
influence on European inflation compared to other regions. Following a cold winter, EU

gas storage levels have dropped below 30% of capacity—significantly lower than the five-

year average of 45% and approaching the lows observed in 2022. Additionally, storage Low and uneven
levels of gas storage

levels vary considerably across countries, ranging from 11% in the Netherlands to 47% in occupancy carry
risks

Italy.

TTF futures gas prices experienced a sharp surge, remaining elevated through 2026 and
early 2027, but this intense upward movement has since subsided. However, market

confidence remains low, as futures prices for the end-year and beyond were higher on
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Friday compared to week ago. If these trends in the forward curve hold true, heating bills
across Europe could increase significantly over the next year. In this context, the recent
statement by the President of the European Commission regarding potential subsidies or
caps on natural gas prices by the EU was not unexpected, as were not fiscal measures
already announced in Portugal, Greece and Croatia, although at the moment mostly
directed at fuel prices.
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The end of last week still finished on a positive note, as far as Croatia is concerned. On
Friday, S&P rating agency raised the country's credit rating from A- (positive outlook) to
A (stable outlook). A reminder that a week before Fitch confirmed the existing long-term
rating at A- (stable outlook), while Croatia is on Moody’s agency’ calendar, with a current
rating A3 (stable outlook), on 24 April.

The dollar continued to increase due to increased demand, so the exchange rate was

down by 0.7% w-o-w to 1.1476 dollars to the euro.

Euribor continued to grow mid-term and long-term. At the end of the week, 3M Euribor
was 2.16% and 6M was 2.29%, up by 11, i.e.,15 bps w-o-w. Last week, the first round of
subscription of 3M T-bills open to natural persons was finished, and the second round
meant for institutional investors is taking place this week. The targeted amount of the
issue is EUR 1.5 billion.

Crobex recovered by rising 0.9% w-o-w to 3,953 points due to growth of all sectoral
indices (CROBEXindustry +3.9% to 3,713, CROBEXnutris +4.5% to 845, CROBEXtourist
+8.3% to 5,366). Crobis stagnated (at 98.7 points).
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LEGAL DISCLAIMER

This publication is issued by PRIVREDNA BANKA ZAGREB-DIONICKO DRUSTVO (Zagreb, ECONOMIC

Radni¢ka 50 (hereinafter: PBZ) and aimed at clients of the PBZ Group. This publication is RESEARCH

intended for information purposes only and may not in any way be considered an offer or Ivana Jovic

invitation to purchase any property or rights mentioned in it. The informative nature of this Ana Lokin

publication means that it may not serve as a substitute for the personal judgement and

assessment of any reader or anyone who receives this publication. The information, opinions,

analyses, conclusions, forecasts and projections given here are founded on publicly available

data whose accuracy PBZ relies on but cannot guarantee. Accordingly, all the opinions, TR’:\NS;‘T}ON
na bllos

attitudes, conclusions, forecasts and projections given in this publication are subject to
Jelena Marinovi¢
changes, which depend on changes to the data as published by the source used. PBZ allows

further utilization of the data given in this publication on the condition that the publication is www.obz.hr
indicated as the source. All the property mentioned in this publication and whose movement
is the subject of comment may from time to time be the subject of trade or positions taken by

PBZ.
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