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€6 Asin 2022 emerging economies will suffer the consequences of a
new external shock of a similar nature: a surge in oiland gas prices
combined with a disruption to hydrocarbon supplies. The shock
will inevitably be stagflationary. However, compared with 2022,
there are mitigating factors. ¢¢
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EMERGING AND DEVELOPING COUNTRIES: HOW WILL THEY WEATHER THE ENERGY SHOCK?

Almost exactly four years after Russia’s military intervention in Ukraine
in 2022, emerging economies will suffer the consequences of a new
external shock of a similar kind: a spike in oil and gas prices combined
with a disruption to supplies from the Gulf states. The stagflationary
shock will depend on both the scale of the price rise and the duration
of the conflict. Beyond a few weeks of tensions, what will be the im-
pact on growth and inflation for emerging economies? How will their
financial conditions be affected? Are emerging economies more or less
vulnerable than they were in 20227

ASTAGFLATIONARY SHOCK

Whether the scenario entails a moderate but sustained rise in oil prices
or a very sharp but temporary rise, macroeconomic simulations show
that the negative impact on growth for netimporters far outweighs the
positive impact for net-exporters countries. In the first scenario, there
would be no positive impact for exporting countries whatsoever. In-
deed, a commodity price shock is never a zero-sum game. As a matter
of fact, in 2022, growth in emerging and developing countries reached
4.3% compared with 7% in 2021, whereas in October 2021 the IMF had
forecast a slowdown of just 1.5 percentage points (from 6.4% to 5.1%).

Compared with 2022, there are three moderating factors. First, the
spike in hydrocarbon prices has not spread to the prices of key agricul-
tural commodities (wheat, maize, cotton, rice). Second, although Asian
countries are experiencing direct impacts from supply disruptions, ,
they are benefiting more than other EMs from the development of ar-
tificial intelligence. Such a growth driver did not exist in 2022. Third,
even if inflation picks up again, monetary tightening in the United
States on a scale comparable to that of 2022 is unlikely.

However, three risk factors are worth mentioning. First, hydrocarbon
prices have driven up the costs of petroleum-derived materials used
in fertilisers. This poses a risk that these increased costs will spread
to agricultural commodity prices through the rising cost of production
inputs. Second, if the conflict were to drag on, supply disruptions would
affect all sectors of activity in Asia, where, with the exception of China,
crude oil stocks do not exceed two months, and even less in Africa
(in South Africa, the ratio is just two weeks). Third, faced with rising
inflation and pressure on exchange rates, central banks in emerging
economies may opt to tighten their monetary policies.

As in 2022, the energy shock will affect emerging and developing economies. Today, as in the past, this shock is a nega-
tive-sum game between importing and exporting countries. Furthermore, although this is basically a supply shock, central
banks in emerging economies may tighten their policies if they need to counter downward pressure on exchange rates, in
order to prevent inflation from rising too sharply. However, compared to 2022, there are mitigating factors: 1/ the absence
of a shock to agricultural commodity prices so far; 2/ Al, which is an external growth driver for Asian countries in particu-
lar; and 3/ the Fed is expected to adopt a more accommodative stance than in 2022 in response to the anticipated rise in
inflation. In terms of the solvency and liquidity of public finances and external accounts, emerging economies are no more
vulnerable than in 2022. However, some developing countries still face vulnerabilities. The impact on energy balances is
putting pressure on interest rates and exchange rates, although this pressure remains limited for now.

The initial adverse effect on inflation will stem from various factors that
may partly offset one another. However, unlike the impact on growth,
the rise in energy costs is likely to affect both exporters and importers.

The direct impact on inflation will depend on: i) the share of energy
in price indices; ii) fluctuations in the exchange rate relative to the US
dollar; and iii) the introduction (or strengthening) of mechanisms to
mitigate the rise in energy prices for consumers or producers. Further-
more, the overall effect of the shock will be determined by its spillover
to the broader price level: it will be more significant the higher the
inflation rate and/or the further along the economy is in the economic
cycle.

For emerging economies, the share of energy in consumer price indices
varies from 7% to 13%. The direct impact of rising hydrocarbon prices
would therefore be quite substantial®.

Most emerging economies have reached the intermediate phase of
their business cycle. They are therefore neither at the lowest nor at the
highest point of the cycle (output gaps are either moderately positive?
or moderately negative). The spillover effects on overall prices would
not be exacerbated by an overheating situation. Furthermore, exchange
rate depreciation remains contained (median of -1.5% against the USD
since 27 February). Finally, many countries have mechanisms in place
to limit price rises (China) or are reintroducing compensation systems
through tax cuts or increased subsidies (Croatia, Hungary, Indonesia,
Turkiye). Some countries have even introduced rationing measures to
limit fuel consumption. These compensatory measures will mitigate
the negative impact of the shock on inflation and household consump-
tion, albeit at the expense of a deterioration in public finances or to the
detriment of refining companies.

OVERALL, FINANCIAL CONDITIONS REMAIN LARGELY UNAFFECTED

The shock has put pressure on domestic interest rates. In Asia, the
rise has been moderate (35 basis points [bp] or less, except for the
Philippines (+70 bp). It has also been moderate in Brazil and Mexico
(+40 bp). The countries most affected are those in Central Europe and
South Africa, with rises of between 55 and 70 bp (with Hungary at the
higher end) and, above all, Tirkiye at +135 bp. The markets are there-
fore anticipating a surge in inflation, followed by a faster tightening of
monetary policy than in Asia, mirroring trends observed in 2022.

1 For instance, TUrkiye exhibits all the characteristics of an economy that is highly sensitive to energy price shocks. Its central bank estimates that a sustained increase
in oil prices of 10% would result in an additional 1 percentage point (pp) of inflation within a year. Estimates by local economists range from 4 to 6 pp, based on as-
sumptions that the price of Brent crude will stabilise at USD 85 or USD 100 for at least a year, even taking into account the mechanism designed to cushion price rises,

which is very generous to consumers (up to 75%).

2 With the exception of Asian countries that are benefiting from the Al boom, such as Taiwan.
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Turkiye has been the most impacted because of the significant struc-
tural exchange rate pass-through® and the contagion effect on other
prices.

By contrast, risk premiums have reacted very little, including for the
Gulf countries, with the exception of Bahrain“. In those countries where
risk premiums have risen, CDS spreads have typically widened by less
than 15 basis points®. During the first two months of the year, govern-
ments successfully issued international debt without facing significant
challenges. However, the risk of a flight to quality cannot be ruled out,
as portfolio investments remained significant until February 2025.

THE VULNERABILITY OF EMERGING AND DEVELOPING COUNTRIES COM-
PARED WITH THE PREVIOUS SHOCK OF 2022

The vulnerability of emerging economies to external shocks is gauged
by the creditworthiness of their governments and the resilience of their
external accounts. However, are emerging and developing countries
more vulnerable than they were in 2022?

Sovereign solvency has deteriorated only marginally

In a sample of 43 emerging economies (including industrialised Asian
countries and Central European eurozone members and excluding
Ukraine), public debt-to-GDP ratios rose by 5 percentage points, or
even more in 25% of cases. However, the interest burden relative to
income has risen significantly in only six countries (by 5 percentage
points or more). In a strict sense, the creditworthiness of governments
has deteriorated only marginally, despite the rise in indebtedness.

Furthermore, although non-resident portfolio investment flows remain
strong, the share of local currency sovereign debt held by non-resi-
dents has declined since 2022 in most countries. Exposure to exchange
rate risk has also fallen, with foreign currency debt (as a percentage
of GDP) having risen by more than 5 percentage points of GDP in only
five countries, which may account for the moderate increase in CDS
spreads.

Based on these indicators, Egypt and Pakistan emerge as the most
vulnerable countries in our sample. Egypt's vulnerability stems from
a sharp increase in its debt burden, which absorbs more than half of
the country’s revenue. Pakistan's situation is similarly precarious due
to an increase in the interest burden, coupled with a possible rise in
subsidies that could jeopardise IMF support.

In Argentina, public finances remain the weak link among emerging
economies. This is not due to a deterioration in the government's cre-
ditworthiness - quite the contrary - but because of insufficient foreign
exchange reserves relative to the repayment of its US dollar-denomi-
nated debt (a dollar liquidity issue).

The risk of default associated with a deterioration in creditworthiness
mainly affects low-income countries. Indeed, these countries have of-
ten seen a sharp rise in their public debt, including foreign-currency
debt, resulting in a surge in interest payments (which were already
high in 2022). This situation is evident in Bangladesh, Nigeria and, in
particular, Senegal.

economic-research.bnpparibas.com

Resilience of external accounts, except for low-income countries in
deficit

At first glance, the resilience of a country’s external accounts depends
on the magnitude of the shock’s impact on the energy balance, the size
of the energy balance itself, as well as the size of the current account
deficit and the foreign exchange liquidity available to central banks.

For the emerging economies in our sample, energy balances (oil, gas
and petroleum products) are in deficit in Central Europe and Turkiye
(between -1.5% and -3.6% of GDP), but also in Asia (between -1.4%
and -5.9% of GDP). Assuming a conservative estimate of a 40% average
rise in hydrocarbon prices this year compared with the 2025 average
(with the price per barrel held at USD 100), the increase in the en-
ergy bill would amount to between 0.8 and 2.3 percentage points of
GDP for Asian countries, and between 0.5 and 1 percentage point of
GDP for Central European countries and TUrkiye. However, for countries
with the highest energy balance deficits, current account balances are
either in surplus (South Korea, Thailand) or below the 5% of GDP war-
ning threshold (which is the case for most Central European countries,
with Romania being the notable exception). In our sample of 43 coun-
tries, the percentage of countries with a current account deficit of 3%
or more is the same in 2025 as in 2022. In Latin America, the energy
balance is even in surplus in Argentina, Brazil and Colombia, while the
deficits in other countries are relatively minor.

The foreign exchange reserves held by central banks in emerging mar-
kets were generally higher at the end of 2025 compared to the end of
2022. When considering the months of imports of goods, services and
other current payments, these reserves have, at best, remained stable.
However, as a general rule, the ratios exceed five months.

For emerging economies, the risk of a balance of payments crisis as-
sociated with a spike in energy costs is, in principle, low. Nevertheless,
Argentina, Egypt, Pakistan and Ukraine require support from financial
institutions and major international banks to service their external
debt. Pakistan is particularly vulnerable due to its foreign exchange re-
serves being insufficient from this viewpoint. Conversely, for countries
with a high current account deficit, the rising energy bill may exert
downward pressure on their exchange rates.

Low-income countries are more vulnerable to the energy price shock,
either because their energy deficit is very high (Cambodia, Laos) or be-
cause their foreign exchange reserves are insufficient relative to their
external debt servicing requirements (Sri Lanka). Furthermore, many
sub-Saharan African countries rely heavily on imports from Gulf states
and have no oil reserves of their own.

Frangois Faure

3 Currently, the Turkish lira has held up better than Central European currencies (-0.4% against the US dollar since 27 February) due to interventions by the Central Bank.
However, the pass-through coefficient stands at 0.4, in contrast to the range of 0.1 and 0.2 for the main Central European countries and South Africa.

4 Except for Bahrain (+35bp).

5 Alongside Bahrain, the other exceptions are Egypt (+46bp), Argentina and Tirkiye (+25bp each).
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WARINTHEGULF

UNITED STATES

Prolonged conflict, rising economic costs and risks. Attacks against and
from Iran are continuing, accompanied by escalating rhetoric including
explicit threats against oil infrastructure (from both sides). France and
Italy are reported to have begun talks with Iran with a view to reopening
the Strait of Hormuz. Tirkiye and India have negotiated the safe passage
of a number of ships. Nevertheless, production continues to decline and
shortages of petroleum products, fertilisers and byproducts are emerging,
affecting the chemical industry in Europe and Asia. The US has suspended
its sanctions on Russian oil for 30 days (the EU and the UK have kept theirs
in place), but this has not prevented oil prices from rising, share prices
from falling, and bond yields and the dollar from appreciating (see be-
low and the Market Review). The prospect of oil tankers being escorted by
the US Navy, or even an international coalition as requested by President
Trump, is still remote. Therefore, experts are revising their oil price fore-
casts upwards (see below). Against this backdrop, central banks, which
are meeting this week, will likely adopt a highly vigilant stance on inflation
risks, even if most of them will not take immediate action.

ADVANCED ECONOMIES

UNITED STATES

International trade: On the tariffs front, Section 301 will replace Section
122 this summer. The administration is launching investigations, due to
be completed in July (when the 10% blanket tariff expires), under Section
301 of the Trade Act of 1974, targeting partners with "unfair trade prac-
tices”. One investigation covers 16 countries (including China, the Euro-
pean Union, Japan and Mexico) for “structurally excessive manufacturing
capacity and output”, and another covers 60 countries (including the 16
already mentioned) for “forced labour”. However, the EU is reported to
have received assurances from the Trump administration that the agree-
ment reached last summer will be honoured.

Overly high inflation, with growth forecasts revised downwards. The
headline and core CPI indices remained at +2.4% and +2.5% year-on-year,
respectively, in February. Energy and food prices have been pushing fi-
gures up, whilst housing and used car prices are continuing to fall. In
the PCE index, headline inflation fell (-0.1 pp to +2.8% y/y) in January, in
contrast to core PCE (the measure favoured by the Fed), which rose to
+3.1% y/y (+0.1 pp). Growth for Q4 2025 has been revised downwards to
+0.7% on an annualised quarter-on-quarter basis (following +4.4% in Q3),
weighed down by non-residential investment and an ultimately negative
contribution from foreign trade. In February, existing home sales returned
to their November 2025 level (4.1 million in annualised terms) following
the volatility of December-January. Household confidence (University of
Michigan), with half of the responses collected after the start of the war
inlran, fellto 55.5 (-1.1 m/m) in March after four months of improvement.
The expectations component (54.1, -2.5 points) accounts for the decline.
One-year inflation expectations remained unchanged (3.4%). A federal
court has blocked the Department of Justice's lawsuit (which will be ap-
pealed) against Fed Chair Jerome Powell, on the grounds that the “the go-
vernment has produced essentially zero evidence to suspect Chair Powell
of acrime”. Coming up: FOMC rate decision and quarterly projections (We-
dnesday), industrial production (Monday) and PPl (Wednesday).

EUROZONE /EUROPEAN UNION

European Union: Seeking ways to cushion the impact of the energy crisis.
Ursula von der Leyen presented a series of measures to MEPs, including
long-term supply contracts, targeted state aid and gas price caps. She is

also advocating maintaining the ETS carbon quota system. These mea-
sures are expected to be determined at the European Council on 19 March
as part of the “One Europe, One Market” roadmap. A plan dedicated for de-
veloping small modular reactors (SMRs) for commercial use by the early
2030s was also presented (which is expected to mobilise EUR 200 million
from the Innovation Fund), along with a new Infrastructure Fund for the
transition to a low-carbon economy (the EIB will provide EUR 75 billion
over three years). The finance ministers of the six largest EU countries
have proposed creating a single supervisory body for European financial
markets. Coming up: presentation of the 28th regime (Wednesday), Euro-
pean Council and presentation of the “One Europe, One Market” roadmap
(Thursday and Friday).

Eurozone: Bond yields at their highest since 2010. The German 10-year
yield reached 2.96% on 13 March. Yield spreads are widening, reaching 68
basis points for France (+10 basis points since early March) and 80 basis
points for Italy (+17 basis points since early March). Industrial production
fell again in January (-1.5% m/m). Coming up: inflation (Tuesday), labour
costs for Q4 2025 (Wednesday), ECB meeting and new macroeconomic
projections (Thursday), and January current account (Friday).

- France: Growth remains steady. According to Banque de France (BdF),
growth stood at 0.2-0.3% for the 1%t quarter (0.3%, according to our now-
cast, link to the scenario page), driven by manufacturing and market ser-
vices. This survey does not yet show any impact from the shock to ener-
gy prices (which, according to BdF, could affect growth at the end of the
quarter). France recorded a current account surplus in January (EUR 2.1
billion). The surplus in services remains stable (EUR 4.7 billion) and the
deficit in goods is narrowing (EUR -2 billion), supported in particular by
defence exports (EUR +750 million y/y, half of the defence export gain for
the whole of 2025). The government is considering how to limit the rise
infuel prices, by cappingfuel retailers’ margins in particular.

- Germany: Strong exports to the US are offsetting weak domestic de-
mand. In January, the trade surplus stood at EUR 21.2 billion (the hi-
ghest since August 2024). Imports fell (-5.9% m/m, the lowest level
since November 2024), highlighting the weakness of domestic demand.
Exports fell (-2.3% m/m), including those to the EU (-4.8%) and China
(-13.2%), whilst sales to the US surged (+11.7%).

- Italy: Manufacturing output fell in January (-1.9% y/y), dragged down
by the chemicals and petroleum-refining sectors. The drop in producer
prices (-1.6% y/y) is moderating due to a rise in energy prices (+2.7% g/q).
Comingup:January foreign trade figures (Friday).

JAPAN

Prepared to face the energy shock. The government has announced that it
will release 45 days’ worth of oil reserves from Monday 16 March (80 mil-
lion barrels), whilst over 90% of supplies come from the Middle East. The
Bol stands ready to intervene in the markets if volatility erupts or if there
is an excessive weakening in the yen, which has depreciated over the
past month (with USD/JPY at its lowest since 2024), falling to 159.46 on
13 March from 152.68 on 14 February. GDP growth was revised to +1.2%
g/q (annualised rate) in Q4 2025 (+1 pp), driven by non-residential in-
vestment and public spending. In January, real wage growth was positive
(+1.4% yly) for the first time since December 2024, supported by sche-
duled contractual wage increases (+0.9 pp to +2.1% y/y). Coming up: Bol
meeting.

UNITED KINGDOM

While GDP stagnates, bond yields rise sharply. GDP remained flat mon-
th-on-month in January (+0.8% year-on-year), with construction (+0.2%)
offsetting the decline in industrial production. The trade balance recorded
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asurplusinlanuary (GBP +3.6 bnvs. GBP -4.4 bn in December), supported
by exports (+7.2% m/m) of machinery and equipment and chemicals, in
particular. The 10-year government bond yield peaked at 4.81% on Thurs-
day, the highest since 2010, when it stood at 4.86%.

Coming up: January unemployment and wage figures (Tuesday), and BoE
meeting (Thursday).

EMERGING ECONOMIES

AFRICA&MIDDLE EAST

Gulf countries: Widespread shock, with varying impacts. Stock market
movements reflect the degree of vulnerability of Gulf countries to the
consequences of the conflict. The Abu Dhabi and Dubai markets are by far
the hardest hit (-11% and -15% since 27 February), whilst Saudi Arabia
and Oman’s markets are holding up better. For these latter two countries,
oil remains a mitigating factor. Saudi Arabia, in particular, has the capa-
city to bypass the Strait of Hormuz via the Red Sea, accounting for 60-65%
of its total exports. Furthermore, reports suggest an upcoming review of
the asset portfolios of several sovereign wealth funds, likely with a view to
supporting the macroeconomic stability of these countries.

ASIA

Currencies are holding up well. Since 27 February 2026, currency depre-
ciation against the USD has ranged from 0.8% in Vietnam (spot rate) to
3.4% in the Philippines.

Some countries have adopted regulatory measures or incentives to limit
fuel consumption (remote working in Thailand, the Philippines and Viet-
nam, and diesel rationing in Bangladesh and Pakistan) and to mitigate the
impact of rising oil prices on households. Indonesia has announced an in-
crease in subsidies, and Taiwan has introduced mechanisms to cushion
the rise in fuel prices. Taipei has also confirmed that the country’s energy
reserves are above the legal thresholds (90 days' worth of oil, 11 days’
worth of natural gas and 30 days’ worth of coal).

China: The 15% Five-Year Plan, adopted on 12 March, focuses on indus-
try, high technology and science. Beijing's objectives include continuing
to move up the value chain in the manufacturing sector, leveraging Al to
boost productivity gains and winning the “battle for future technologies”.
The rise in household consumption is not central to Beijing's economic
strategy. It is, however, one of the plan’s objectives. The authorities are
implementing measures to limit the rise in fuel prices at the pump, no-
tably by controlling the selling prices of state-owned refineries. China is
also reported to have halted its exports of refined products (around 8% of
its domestic production). Economic data for the first two months of 2026
point to an acceleration in growth, with a rebound in retail sales (+2.8%
year-on-year in value terms in January-February 2026, following +1.7%
in Q4 2025) and investment (+1.8% in January-February, following a de-
clinein Q4 2025), as well as a sharp rise (of over 20% year-on-year in value
terms) in exports and imports of goods (compared with +3.7% and +2.8%
year-on-year, respectively, in Q4 2025). This rise is mainly driven by the
significantincrease in trade in microchips and to base effects.

EMERGING EUROPE

Central Europe: Inflation fell in February, with regional variations. In-
flation was below 2% year-on-year in Hungary (1.4%) and the Czech Re-
public (1.6%). In Poland, it was just over 2% (2.1% year-on-year), whilst it
remained very high in Romania (9.3% year-on-year after 9.6% in January).
The conflict in the Middle East is likely to lead to an uptick in inflation and
prompt caution around monetary policy. The prospects for easing are fa-

ding, with central banks in the region expected to opt for a status quo in
the coming months.

Hungary has already introduced a cap on fuel prices at the pump (19.25
forints per litre for petrol and 20.48 forints per litre for diesel).

Central European currencies remain resilient. Over the past week, move-
ments have been relatively limited. The Polish zloty has even appreciated
(by +0.2% against the EUR), thereby limiting the losses recorded since
27 February. In the region, the Czech koruna, the Polish zloty and the Ro-
manian leu have been the least affected (CZK/EUR: -0.8% since 27 Februa-
ry, PLN/EUR: -1.1%, RON/EUR: 0%, and HUF/EUR: -4.2%).

Tirkiye: The government has activated the mechanism to offset rising
fuel prices by reducing excise duties (esel-mobil or sliding scale) on fuels.
The mechanism is designed to offset up to 75% of the rise in pump prices
for petrol, diesel and LPG. On 12 March, the central bank kept its key po-
licy rate (the one-week repo rate) at 37%, as well as the corridor range
for other key policy rates (35.5%-40%). Over the past week, the lira has
remained almost stable against the dollar (-0.1%). Since 27 February, it
has depreciated by just 0.4% and appreciated by 2.1% against the euro. By
contrast, the yield on 10-year government bonds remains around 30%,
compared with 28% at the end of February.

LATIN AMERICA

The impact of the war in the Middle East is less severe than in other
emerging regions. Direct risks are limited (only a marginal proportion of
hydrocarbon imports comes from Gulf countries) and several countries
(Argentina, Brazil, Colombia and Ecuador) have a surplus on their energy
trade balance. Since 27 February, the most affected currencies have been
those of net oil-importing countries: Uruguay (-4.4% against the USD),
Chile (-3.8%), Mexico (-3.5%) and Peru (-2%). Peru is also a net exporter
of gold, which could partially offset the increase in hydrocarbon imports.
Among net hydrocarbon-exporting countries, the Colombian peso has ap-
preciated by 2.1% and the Argentine peso by 1.2%. By contrast, the Brazi-
lian real has depreciated by 1.6%.

COMMODITIES

The war in Iran and the closure of the Strait of Hormuz are disrupting
oil supply chains. The International Energy Agency (IEA) estimates that
Gulf countries have reduced their total oil production by at least 10 million
barrels per day (8 mb/d of crude oil and 2 mb/d of condensates and NGL).
The region’s refining capacity has also been affected, with an estimated
loss of over 3 mb/d of capacity. As a result, the IEA estimates that global oil
supply is set tofall by 8 mb/d (around 8% of global supply) in March.

Furthermore, the alternative routes around the Strait that were not pre-
viously exposed to the conflict, are now being targeted by Iran, with an
Omani port evacuated and operations suspended for several hours on
12 March. Although other routes are still operating, they are being avoided
by ships and oil tankers (such as the Fujairah terminalin the UAE). Disrup-
tionsin the oil market are expected to continue.

The US EIA has significantly revised its forecast for the price of Brent in
2026 upwards to USD 79 per barrel (+37% compared to the February 2026
estimate) and forecasts Brent to exceed USD 95 per barrel for the next two
months.

This weekend's attacks on Fujairah and Kharg Island (from where 90% of
Iran’s exported oil is shipped) and the ongoing conflict are weighing on
Brent crude, which reached USD 106 per barrel on Monday morning (up
3% from its previous close).
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