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B 1-1: Impact of the Situation in the Middle East on the Global Economy @

» Due to the heightened level of tension in the Middle East, navigation through the Strait of Hormuz—a key chokepoint for energy trade—has been
significantly restricted since March 2026 (Figure 1), and prices for energy commodities such as crude oil have risen sharply (Figure 2). Rising prices
for downstream products, such as gasoline, have also contributed to inflation in major economies (Figure 3). Although crude oil prices have fallen
since mid-June, attention must also be paid to the pass-through of previous price increases.
Looking at the real economy, in Asia—which had been highly dependent on the Strait of Hormuz for crude oil imports (Figure 4)—crude oil import
volumes have fallen below normal levels since March (Figure 5). In particular, China’s crude oil imports in May were approximately 30 percent below

the historical average.
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Figure 2: Crude Oil Prices
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Figure 4: Dependence on the Strait of Hormuz

for Crude Oil Imports (2025)
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Figure 3: Consumer Price Index
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Figure 5: Crude Oil Import Volumes
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B 1-2: Impact of the Situation in the Middle East on the Global Economy @
Policz Responses bz Countries

» While China and South Korea, where crude oil imports have declined, have seen a drop in petroleum product production, there has been no
significant impact on total industrial production in major economies (Figure 1). On the demand side, however, energy consumption has been held
back by soaring prices, and signs of a slowdown in overall consumption have emerged in Europe (Figure 2).

» Countries have implemented various measures addressing both the supply and demand sides of the energy market (Figure 3). In particular, the
drawdown of public and private inventories, led by the United States (Figure 4), and efforts to secure alternative supplies from the Americas, Africa,
and other regions (Figure 5) have mitigated the impact of reduced imports from Gulf countries.
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M 1-3: Shifts in Monetary Policy in Major Economies

>

>

>

Following a slowdown in consumer price inflation, global policy rates have been on a downward trend since around 2024. However, with signs of
inflation reappearing in 2026, central banks in various countries and regions are beginning to shift toward raising policy rates (Figures 1 and 2).
Amid the recent rise in energy prices, the Euro area raised its policy rate in June, anticipating that inflation would remain above target (Figure 3). In
the United States, while policy rates were held steady, the outlook for policy rates within the year shifted toward a rate hike (Figure 4).
As expectations for U.S. rate hikes grow, there are also movements of rate hikes aimed at stabilizing exchange rates (Figure 5).
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Figure 2: Policy Rates in G20 Economies
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Figure 4: Policy Rate Projections of
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Figure 5: Policy Rates in Asia
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B 2-1 Economic Trends in U.S.

» Inthe United States, despite headwinds from inflation driven by the situation in the Middle East, personal consumption expenditures continue to grow
at a moderate pace. However, the environment surrounding consumption is becoming increasingly challenging; income growth is failing to keep pace
with inflation, and the household budgets of lower- and middle-income earners are under strain due to rising prices for necessities such as groceries
and gasoline (Figures 1-3).

» The resilience of the economy is underpinned by robust demand for Al-related products, with a notable increase in related investments (Figure 4). It
is believed that higher-income households are underpinning personal consumption expenditures through rising stock prices, particularly in Al-related
stocks, and overall, the economy’ s dependence on Al for growth is increasing (Figure 5).
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B 2-2 Economic Trends in China

>

In China, growth in domestic demand—Iled by consumption—has not picked up, and the economy is experiencing a slowdown gradually (Figure 1).
Consumption has been weakened, with Automobile and Home Appliance retail sales currently posting double-digit YoY declines, and fixed assets
investment has also decreased compared to the previous year (Figures 2 and 3). While overproduction continues to prevail, with production outpacing

growth in consumption and investment, Goods Exports of Electronic Integrated Circuits continue to rise (Figures 4 and 5).

The GDP deflator has approached zero YoY, primarily due to external factors such as weather and the situation in the Middle East; however, this does
not indicate a significant shift in the underlying trend of falling prices (Figure 6).
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Figure 2: Nominal Retail Sales

Figure 3: Nominal Fixed Assets Investment
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B 2-3 Economic Trends in Europe

» In the Euro area, the economy is showing signs of picking up, supported by government spending. On the investment front, growth in investment in
machinery and equipment is slowing, and business sentiment is trending downward. Currently, the impact of the situation in the Middle East is
beginning to be reflected in consumption through higher inflation, and domestic demand continues to lack momentum (Figures 1-3).

» In the United Kingdom, the economy is recovering. Supported by moderating consumer price inflation and improving real wages, domestic demand is
on a recovery trend, led by household consumption. Going forward, attention should be given to high interest rates and downside risks to
employment (Figures 4 and 5).
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M 2-4 Global Economic Outlook and Risks

» In light of the uncertainty surrounding the situation in the Middle East, international organizations have presented economic outlooks based on
multiple scenarios. The global consumer price inflation rate in 2026 is projected to remain around the average for the past 30 years under the

scenario with minimal impact, , while real GDP growth is forecast to fall below the historical average in all scenarios (Figure 1).

» Key risks to the outlook include developments in the situation in the Middle East, as well as volatility in financial and capital markets (Figure 2), U.S.
policy trends (Figure 3), and export control measures imposed by various countries on critical materials (Figure 4). On the other hand, growing
demand for Al-related products could provide a further boost to the global economy (Figure 5).
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