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CONFLICT IN THE MIDDLE EAST

FOR FINANCIAL ADVISERS AND THEIR RETAIL CLIENTS

Over the weekend the US and Israel launched a military assault on Iran with strikes on military and infrastructure targets. The Iranian
head of state, Ayatollah Ali Khamenei, was killed in a strike on his compound. The attack follows an extensive build-up of American
military in the Middle East as well as weeks of negotiations aimed at limiting Iran’s nuclear capabilities.

Iran has responded with missile attacks on Israel and US military targets. It has also attacked American allies including the UAE, Qatar,
Kuwait and Saudi Arabia - with oil infrastructure a particular target. Attacks on shipping through the narrow Strait of Hormuz have
temporarily closed the major sea route for oil and gas exports from the region.

What happens next?
The situation is changing very quickly as more countries are dragged into the conflict. Despite the death of Ayatollah Khamenei,
Iran’s military response continued without interruption as many senior political and military leaders have vowed to continue fighting.

President Trump said the bombing campaign could continue for weeks as his administration has called for regime change in Iran.
However, there is very little public support among US voters, and this may limit how long the US is willing to maintain its assault.

Main impact on markets
The closure of the Strait of Hormuz as well as attacks on energy infrastructure have driven up energy prices . Brent crude rose to $82
per barrel on Monday, up from $71 at Friday’s close. Heating oil jumped 14%, and European natural-gas prices climbed 50%.
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The conflict has driven up some haven assets as gold gained 2%, and the US dollar ° ® o ® 5 &
has strengthened against most major currencies, including sterling, as investors g&({ o‘*& o ,gf( @2"\

move into US Treasuries.
Around 30% of the world’s seaborne oil trade flows

The implications for inflation through the Strait of Hormuz

Inflation in the US and UK has been slowing for the last six months after accelerating last summer and European headline inflation
recent dropped below its target of 2%. However, oil and gas prices have risen sharply in the last few days and this could reverse this
downward trend if fighting drags on.

For individuals, inflation is likely to show up first in petrol prices. Domestic energy bills could potentially rise unless the conflect ends
swiftly. If fighting drags this also increases the potential for inflation seeping into the price of goods if energy costs for manufacturing
and distribution increase. There are also wider inflationary pressures from the conflict as the cost of insuring shipping has significantly
increased due to the conflict.

The implications for financial markets and the outlook for inflation will depend on the duration and scope of the conflict. The situation
is evolving rapidly and we continue to monitor financial markets to assess the impact on our portfolios.
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