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Escalating tensions between Iran and Israel have renewed focus on oil supply risk, safe-haven demand
for gold, and portfolio hedging. The conflict has already driven volatility in energy markets and reinforced
gold's role as a geopolitical hedge. For investors, the key question is how to position for a range of
outcomes, from contained regional conflict to broader supply disruption, without over-trading or under-
hedging.

I Executive Summary

Iran-Israel tensions have introduced a meaningful geopolitical premium into oil and gold. Brent crude has
seen volatility around supply concerns, while gold has benefited from safe-haven flows and central-bank
diversification. Defense and energy sectors have outperformed; broader equity markets face headwinds
from risk-off sentiment. The regime favors selective hedging through gold, shorter duration in fixed
income, and quality equity exposure with pricing power.



I Key Takeaways

* Oil supply risk is concentrated in the Strait of Hormuz and Persian Gulf transit. Any material disruption
would spike Brent and WTI; current premiums reflect elevated but not extreme scenarios.
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* Gold benefits from safe-haven demand, central-bank buying, and inflation-hedge positioning.
Geopolitical stress reinforces its role as a strategic allocation.

» Defense and energy sectors offer tactical exposure to conflict-related demand; quality growth and
defensives are favored in risk-off rotations.

* Portfolio hedging should balance tail-risk protection (gold, optionality) with avoiding over-concentration
in cyclical commodities.



I Qil: Supply Risk and Price Scenarios

Iran is a major oil producer and sits astride critical shipping chokepoints. The Strait of Hormuz
handles roughly one-fifth of global oil trade. Historical episodes, including the 2019 attacks on
Saudi facilities and periodic tanker incidents, show that even limited supply disruption can drive
sharp, albeit often temporary, oil spikes. Current market pricing reflects an elevated risk premium
but not a full disruption scenario. Investors should model three cases: contained conflict (modest
premium), regional escalation (sustained premium, potential $10 to 20/bbl upside to Brent), and severe
disruption (spike scenario with demand destruction).

I Gold: Safe-Haven and Structural Demand

Gold has reasserted its role as a geopolitical hedge. The metal benefits from three channels: safe-

haven flows during risk-off episodes, central-bank diversification (especially from non-Western reserve
managers), and inflation-hedge positioning when real yields are uncertain. Geopolitical stress amplifies
all three. The Iran escalation reinforces gold's strategic allocation case rather than creating a one-off
trade. Investors with existing gold exposure may consider holding or adding on pullbacks; those
underweight may use volatility to build a core allocation.



I Equity Implications: Defense, Energy, and Risk-Off Rotation

Defense and aerospace sectors typically benefit from elevated geopolitical tension, as budget
priorities shift toward security. Energy equities, particularly integrated oils and select E&Ps, can
benefit from higher oil prices, though refining margins are more complex. Broader equity markets
face headwinds from risk-off sentiment: higher volatility, flight to quality, and potential multiple
compression. Quality factors with earnings durability and pricing power tend to hold up better. Cyclicals
and rate-sensitive growth can underperform in sustained risk-off.

I Portfolio Hedging Strategies

Hedging should be proportional to risk tolerance and existing exposure. Core allocations to gold (5 to
10% of portfolio for risk-conscious investors) provide structural tail-risk protection. Tactical overlays, such
as options on oil or volatility indices, can add convexity without large capital commitment. Duration in
fixed income should remain moderate; geopolitical stress can push yields lower (flight to safety) or higher
(inflation concerns from oil), so barbelling between short and long duration is one approach. Avoid over-
concentration in cyclical commodities; the goal is insurance, not speculation.

I Timeline and Outlook

Near-Term Outlook (3 to 6 months): Volatility will remain elevated as headlines drive sentiment. Oil and
gold are likely to trade with a geopolitical premium. Defense and energy sectors may outperform; broader
equities face headwinds until clarity emerges.

Medium-Term Outlook (6 to 12 months): If conflict remains contained, premiums could fade and risk
assets could recover. If escalation continues, sustained oil and gold strength, with defensives and quality
favored.

Long-Term Outlook (12+ months): Structural demand for gold from central banks and fiscal uncertainty
supports a higher floor. Oil remains sensitive to supply dynamics; diversification across energy sources
and regions remains prudent.



Timeline Overview

\olatility elevated as headlines drive sentiment
Oil and gold trade with geopolitical premium
Near-Term (3-
months) Defense and energy sectors may outperform

Broader equities face headwinds until clarity emerges

Contained conflict: premiums fade, risk assets recover

Escalation continues: sustained oil and gold strength

Medium-Tern'_ _ _
(6—12 months) Defensives and quality favored

Monitor supply dynamics and policy response

Structural gold demand from central banks

Fiscal uncertainty supports higher gold floor
Long-Term (12

months) Oll sensitive to supply dynamics

Diversification across energy sources remains prudent

I Risk Factors

Escalation Risk: Broader regional conflict could spike oil, gold, and volatility beyond current
assumptions. Supply disruption through Hormuz would have outsized impact.

De-escalation Risk: Rapid de-escalation could unwind risk premiums, pressuring gold and oil and
supporting risk assets. Hedging positions would lose value.

Policy Response Risk: Sanctions, strategic reserve releases, or diplomatic shifts could alter supply-
demand dynamics quickly.

Correlation Breakdown Risk: Historical correlations between oil, gold, and equities can shift in stress;
diversification does not guarantee protection.



I Conclusion

Iran escalation has reintroduced a meaningful geopolitical premium into oil and gold. Investors should
treat gold as a strategic hedge, size oil exposure carefully, and favor quality and defensives in equity
allocation. Hedging should be proportional, enough to cushion tail risk, not so much as to speculate on

outcomes. The regime favors selectivity and balance over binary bets.
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diversification support allocation.

Overweight. Tactical exposure to
supply risk; size carefully, avoid over-
concentration.

Overweight. Budget priorities shift
toward security; structural beneficiary
of elevated tension.

Overweight. Integrated oils and select
E&Ps benefit from higher oil prices.

Overweight. Earnings durability and
pricing power hold up better in risk-off
rotations.

Underweight. Headwinds from risk-off
sentiment, volatility, and potential
multiple compression.

Neutral. Barbell between short and long
duration; geopolitical stress can push
yields either way.



