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Market Wrap

Modelling Market Scenarios: Middle East Conflict

The MSCI World Index and the S&P 500 declined by 6.6% and 5.1%, respectively during 
March 2026. The poor performance reflected oil price volatility, and continued pressure on 
large cap technology stocks amid inflation fears and monetary policy uncertainty. Emerging 
Markets, as measured by the MSCI EM Index, declined 13.3% during the month, primarily 
driven by decline in heavily weighted blue-chip stocks. Samsung Electronics and Taiwan 
Semiconductor Manufacturing, which together account for roughly 19.5% (as of Feb 20206) of 
the index, declined by 22.8% and 11.8%, respectively. The downturn was further exacerbated 
by a 11.5% decline in India’s Sensex.

All GCC equity indices, except Saudi Arabia and Oman, ended the month on a negative note, 
with Dubai’s DFM index falling the most by 16.4%. Overall, the S&P GCC Composite index 
declined by 2.3% despite a 5.0% rise in Tadawul Index. The decline was due to escalating 
geopolitical tensions between Iran and the U.S and the attack on GCC countries. The Kuwait 
All Share Index declined mildly in March 2026 by 1.8%, with the banking sector index providing 
resilience amidst the broader market fall, declining by only 0.7% during the month. UAE equity 
markets declined sharply during the month, primarily driven by concerns over potential foreign 
capital outflows from the real estate sector, which weighed heavily on investor sentiment. 
Saudi Arabian markets were driven by Saudi Arabia’s largest oil producer, Saudi Arabian Oil 
company (Aramco), recording a monthly gain of 9.8%, amid rising oil prices.

Oil (Brent) prices closed at USD 118.35/bbl. for the month, gaining 63.3%. During the month, 
markets witnessed extreme volatility, with Brent surging to nearly USD 120/bbl. intraday, 
reflecting heightened fears of severe supply disruptions amid escalating geopolitical tensions 
and risks around the Strait of Hormuz. The sharp move was driven by concerns over constrained 
supply flows, limited spare capacity among major producers, and the buildup of a significant 
geopolitical risk premium in oil prices.

The Middle East conflict between Israel/US on the one side and Iran on the other side has now 
lasted for a month. What started as a swift military operation is now morphing into a forever 
war, like Russia and Ukraine. Analysts are struggling to gauge how long this war will last and 
what the endgame will look like. The world is feeling the heat from higher oil prices, higher 
inflation, lower growth estimates, etc. The stock and bond markets have reacted negatively to 
this conflict worldwide, especially in emerging markets, taking a heavier toll.

The S&P 500 has fallen 5.1% post-conflict, while emerging markets have fallen 13.3%. 
Interestingly, the GCC index fell by only 2.3%, led by Dubai and Abu Dhabi, while Saudi Arabia 
and Oman moved up!
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The bond market has also reacted, with the UST 10-year rising 12 bps during the year to 
4.30%. The US Investment Grade spread has increased 20 bps to close to 100 bps, while the 
high-yield spread has moved up to 320 bps. 

Given that the conflict is just one month old, the stock and bond markets’ reactions could be 
much deeper as it ages. 

While a war like this, which involves not just Iran and Israel/US but also wider GCC, and also 
given the fact that energy is a global commodity where the world depends on it for many 
aspects (including electricity generation and transportation), war scenarios matter a lot now 
more than ever. While continued disruption to oil and gas will see energy prices spike, the 
attendant increase in inflation, along with a drop in GDP, will mean that the stock and bond 
markets may experience a deeper drawdown, depending on the longevity of this conflict.
In this research, we aim to model market scenarios to estimate the likely impact on stock and 
bond markets, both globally and regionally.

At the broadest level, we have two scenarios, i.e., De-escalation and Prolonged. In the De-
escalation scenario, we have two sub-scenarios: quick de-escalation (2-4 weeks) and delayed 
de-escalation (2-3 months). In the Prolonged scenario, we have two sub-scenarios: a conflict 
contained between Iran and Israel/US (like Russia/Ukraine), or a conflict that drags in other 
stakeholders, such as the GCC and other countries. 

Modelling Market Scenarios: Middle East Conflict

Prolonged

Spillover to GCC and the region

Contained between Israel and Iran

De-escalation

Quick De-escalation

Delayed De-escalation

Israel-U.S. conflict with Iran
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Our aim is to estimate the market impact (stock and bond markets) for a given range of oil 
prices using recent oil supply shock episodes. Our analysis of 6 such episodes (see Appendix) 
indicates that the oil price spike has been 112% at its maximum and 18% at its minimum. 
Stock market drawdowns have been the worst in emerging markets, reaching -27.6% at the 
maximum and -3.6% at the minimum. Using this data, we have drafted the input sheet as 
follows:

Modelling Market Scenarios

Quick 

Asset Class Benchmark Expectations

Equity 
(maximum 
drawdown)

S&P GCC 
Composite -5%

MSCI World 
Index -3%

MSCI EM 
Index -5%

Fixed Income 
(bps)

Investment 
Grade Bonds 10

High Yield 
Bonds 30

Oil (USD/bl) Brent Crude 70

Contained between Israel and Iran

Asset Class Benchmark Expectations

Equity 
(maximum 
drawdown)

S&P GCC 
Composite -5%

MSCI World 
Index -5%

MSCI EM 
Index -7%

Fixed Income 
(bps)

Investment 
Grade Bonds 20

High Yield 
Bonds 125

Oil (USD/bl) Brent Crude 80

Delayed

Asset Class Benchmark Expectations

Equity 
(maximum 
drawdown)

S&P GCC 
Composite -7%

MSCI World 
Index -6%

MSCI EM 
Index -8%

Fixed Income 
(bps)

Investment 
Grade Bonds 30

High Yield 
Bonds 75

Oil (USD/bl) Brent Crude 85

Spillover to Middle East

Asset Class Benchmark Expectations

Equity 
(maximum 
drawdown)

S&P GCC 
Composite -25%

MSCI World 
Index -20%

MSCI EM 
Index -25%

Fixed Income 
(bps)

Investment 
Grade Bonds 40

High Yield 
Bonds 200

Oil (USD/bl) Brent Crude 130

Scenarios

Note: The expectations indicate the maximum drawdown for the equity indices, spread against US Treasuries for fixed income indices in 
bps, and the Brent Crude price per barrel in USD for oil.
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Assigning Probabilities

Scenario Outcomes

The model is based on probabilities assigned to each high-level scenario and sub-scenario. 
The likely impact of the probability will be influenced by relationships estimated from recent 
historical episodes. While it is possible to play around with an infinite number of probability 
scenarios, we provide here the workings for three simple situations (Optimistic, Base case and 
Pessimistic).

Base Case: This scenario reflects a market in “wait-and-see” mode, where the probability of 
a resolution and a prolonged conflict are equally balanced. Investors are expected to price in 
some volatility in the capital markets, with the assumption that while tensions remain elevated, 
they are somewhat contained. This leads to a moderate “risk-off” environment where regional 
equities underperform global benchmarks due to their proximity to the conflict, and credit 
spreads widen as investors demand a higher risk premium for non-sovereign debt. Oil acts as 
a primary barometer for tension, incorporating a geopolitical premium that reflects a disrupted 
but not severed supply chain.

Base Case

Probability

De-escalation Prolonged

50% 50%

Quick Delayed Contained - 
Israel & Iran Spillover to ME

50% 50% 50% 50%

Results

Asset Class Benchmark Expectations Result

Equity 
(maximum 
drawdown)

S&P GCC 
Composite -11%

Maximum drawdown expected for these 
markets

MSCI World 
Index -8%

MSCI EM 
Index -11%

Fixed Income 
(bps)

Investment 
Grade Bonds +25

Spread Widening (bps) - against USTHigh Yield 
Bonds +108

Oil (USD/bl) Brent Crude 91/bl Oil price expectation (USD/bl)
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Optimistic Case: The optimistic outlook assumes a swift diplomatic move toward de-
escalation. In this environment, markets would typically see a relief rally, with capital flowing 
back into emerging markets and high-yield bonds after facing minimal drawdown. However, it 
is important to note that this scenario has largely been invalidated by current events. Given that 
the conflict has now persisted for a month with no near-term resolution in sight, the opportunity 
for a quick de-escalation has passed. Furthermore, actual market drawdowns have already 
exceeded the projections in this table, with these figures acting as a historical floor rather than 
a current possibility.

Optimistic

Probability

De-escalation Prolonged

75% 25%

Quick Delayed Contained - 
Israel & Iran Spillover to ME

75% 25% 75% 25%

Results

Asset Class Benchmark Expectations Result

Equity 
(maximum 
drawdown)

S&P GCC 
Composite -7%

Maximum drawdown expected for these 
markets

MSCI World 
Index -5%

MSCI EM 
Index -7%

Fixed Income 
(bps)

Investment 
Grade Bonds +18

Spread Widening (bps) - against USTHigh Yield 
Bonds +67

Oil (USD/bl) Brent Crude 78/bl Oil price expectation (USD/bl)
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Pessimistic Case: This scenario accounts for a significant escalation, specifically a regional 
spillover that disrupts major trade routes or energy infrastructure. The market reaction here 
is characterized by a “flight to quality,” where investors exit equities and high-yield credit in 
favor of safe-haven assets or moving to a cash position. The significant widening of High Yield 
spreads suggests a tightening of liquidity and increased default concerns for leveraged issuers. 
Oil also becomes a major inflationary threat in this scenario, with prices surging toward triple 
digits, which would likely trigger broader macroeconomic concerns regarding global growth 
and interest rate trajectories.

Pessimistic

Probability

De-escalation Prolonged

25% 75%

Quick Delayed Contained - 
Israel & Iran Spillover to ME

25% 75% 25% 75%

Results

Asset Class Benchmark Expectations Result

Equity 
(maximum 
drawdown)

S&P GCC 
Composite -17%

Maximum drawdown expected for these 
markets

MSCI World 
Index -13%

MSCI EM 
Index -17%

Fixed Income 
(bps)

Investment 
Grade Bonds +33

Spread Widening (bps) - against USTHigh Yield 
Bonds +152

Oil (USD/bl) Brent Crude 108/bl Oil price expectation (USD/bl)

In a dynamic situation like this, any exercise to model outcomes will always pose huge 
challenges. However, it is better to have a range of expectations than none at all. While high 
oil prices generally should be good news for the GCC, lower oil production is not. On the other 
hand, global markets, including emerging markets, will face pain in the form of higher inflation, 
lower growth, weaker currencies, and therefore higher deficits, leading to higher debt. 

If you are interested in assigning your own probability to this model, feel free to request a copy If you are interested in assigning your own probability to this model, feel free to request a copy 
of the Excel model by writing to info@e-marmore.comof the Excel model by writing to info@e-marmore.com
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Appendix

 Global & GCC Equities Mar-26 YTD 2026 2025

MSCI World -6.6% -3.9% 15.5%

U.S. (S&P 500) -5.1% -4.6% 13.3%

Nasdaq 100 -4.9% -6.0% 17.6%

U.K. (FTSE) -6.7% 2.5% 14.5%

Japan (TOPIX) -11.2% 2.6% 22.2%

MSCI EM -13.3% -0.5% 28.4%

China (Shanghai Index) -6.5% -1.9% 22.1%

India (Sensex) -11.5% -15.6% 10.0%

S&P GCC Composite -2.3% 1.1% -4.3%

Saudi Arabia 5.0% 7.2% -15.5%

Kuwait All Share -1.8% -5.5% 14.4%

Qatar General Index -7.8% -5.3% 0.9%

Abu Dhabi -8.9% -4.7% 4.2%

Dubai -16.4% -10.1% 16.7%

Bahrain -7.8% -8.1% 10.0%

Source: LSEG Workspace

Source: LSEG Workspace

Source: LSEG Workspace

Source: LSEG Workspace

marmoremena.com

Commodities Close Price Mar-26 YTD 2026

Oil (Brent) - $/bbl. 118.35 63.3% 94.5%

Natural Gas $/mmbtu 2.88 0.9% -21.8%

Gold - $/Oz. 4,669.56 -11.5% 8.2%

Fixed Income
Yields

Dec 31, 2025 Mar 31, 2026

U.S. Treasury 10Y Sov. 4.18% 4.30%

Saudi Arabia 10Y Sov. 4.95% 5.12%

Abu Dhabi 10Y Sov. 4.27% 4.42%

https://www.marmoremena.com/en/
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Market Performance since the start of the conflict

Source: LSEG Workspace, as of March 31, 2025

1.1%

7.2%

39.2%

-10.1%
-4.7% -5.3% -5.5%

-8.1%

-2.3%

5.0%

10.5%

-16.4%

-8.9% -7.8%

-1.8%

-7.8%

S&P GCC TASI Oman DFM ADX Qatar Kuwait Bahrain

YTD-2026 Start of conflict

-4.6%

-0.5%

-14.5%

-1.9% -1.5%

2.5%

-5.1%

-13.3%

-11.3%

-6.5%
-8.0%

-6.7%

U.S MSCI EM India China Europe U.K

YTD-2026 Start of conflict
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Source: LSEG Workspace

Recent Oil Price Shocks

2003 - Venezuela and Iraq 
Supply Shock (58 days)

Oil 18.2%

MSCI World -14.4%

MSCI EM -12.4%

S&P GCC NA

2008 - Pre GFC Supply Shock 
(317 days)

Oil 112.2%

MSCI World -18.2%

MSCI EM No Drawdown

S&P GCC NA

2011 - Libya Supply Shock
 (171 days) 

Oil 56.9%

MSCI World -5.6%

MSCI EM -6.9%

S&P GCC -14.9%

Market Max Min

Oil 112.2% 18.2%

MSCI World -1.5% -18.2%

MSCI EM -3.0% -13.5%

S&P GCC -3.6% -27.6%

2012 - Iran Sanctions 
(56 days)

Oil 31.0%

MSCI World -1.5%

MSCI EM -3.0%

S&P GCC -3.6%

2022 - Russia Ukraine 
(67 days)

Oil 66.1%

MSCI World -13.9%

MSCI EM -13.5%

S&P GCC -27.6%

2026 - Iran Israel (32 days - on-
going, as of Mar 31, 2026)

Oil 63.2%

MSCI World -8.6%

MSCI EM -13.3%

S&P GCC -4.2%
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