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Scope and Cautions

This report uses public sources, central-bank and energy-agency data, asset manager and investment-bank
commentary, exchange product descriptions, and major news coverage to explain how an lran-related war,
military clash, or broader Middle East geopolitical crisis can transmit into global capital markets and how
institutional investors may respond strategically. Actual positions, P&L;, leverage, and internal risk limits of
individual hedge funds and private equity funds are mostly private. Therefore, this report separates confirmable
public evidence, strategies that can be reasonably inferred from public information, and theoretically possible
strategies that are difficult to verify publicly.

The central conclusion is not simply that investors 'bet on rising oil.' Institutions trade the second- and
third-order effects of war risk: energy transportation, inflation, interest rates, credit spreads, options prices,
dollar liquidity, sector earnings expectations, and government spending priorities. The most attractive
opportunities often arise from cheap options purchased before the event, commodity and energy relative-value
trades during genuine supply disruption, and risk-premium compression trades when excessive fear begins to
fade. The largest losses occur when investors are directionally right but wrong on timing, option pricing, margin,
liquidity, or policy intervention.

Figure 1. Market Transmission Path of Geopolitical Risk
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Generated figure: How a geopolitical shock travels into commodities, safe havens, volatility, and credit markets.
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1. Executive Summary

An Iran-related conflict creates three premiums in global markets at the same time. First is the physical supply
premium around the Strait of Hormuz, the Persian Gulf, the Red Sea, Gulf ports, and related shipping routes.
Second is the financial-market risk premium embedded in options, futures, CDS, ETFs, and foreign exchange.
Third is the macro premium through which higher energy prices affect consumer inflation, central-bank reaction
functions, real rates, corporate margins, and credit risk.

From an institutional investor's perspective, profitable trades fall into two broad categories. One seeks to profit
by predicting war or escalation: long positions in oil, refining margins, LNG, gold, defense stocks, and the dollar;
short positions in airlines, travel, energy-importing economies, and emerging markets; or outright long-volatility
trades. The other category aims to defend portfolios from war-related losses while exploiting distorted prices.
Pension funds and long-only asset managers usually sit closer to the second category, while global macro, CTA,
and multi-strategy funds may pursue both.

The confirmable public evidence is clear on the market channels. The EIA stated that in 2024 oil flows through
the Strait of Hormuz averaged about 20 million barrels per day, roughly 20% of global petroleum liquids
consumption, and that about one-fifth of world LNG trade also passed through Hormuz. The Federal Reserve's
May 2026 Financial Stability Report said geopolitical risk and oil shocks were among the top risks cited by
market contacts. BlackRock described Middle East military escalation as an initial volatility shock that can
evolve into a supply shock if energy production or transportation is impaired. Goldman Sachs estimated the oil
risk premium related to the Iran conflict at about $14 per barrel in March 2026. [EIA 2025; Fed 2026; BlackRock
2026; Goldman Sachs 2026]

Core investment conclusions

e In the initial shock phase, crude oil calls, energy futures, gold, the dollar, short-duration Treasuries, and VIX
or oil-volatility buying can be favorable. But after option premiums have already exploded, chasing those
trades can produce poor risk-reward.

e During the escalation-fear phase, Brent-WTI spreads, refining margins, freight and insurance costs, jet fuel,
energy-importing currencies, and EM credit spreads may be better signals than spot oil alone.

e If oil prices spike for longer, simple energy-equity longs are not enough. Winners and losers depend on
production costs, hedge books, refining margins, inventories, and political or tax regulation.

e During diplomatic easing, the key trade is risk-premium compression. Excess premiums in oil, gold, the
dollar, and option volatility can fall, while airlines, travel, EM, high yield, and selected equities may rebound.

e Strategies retail investors should not imitate include leveraged oil and gas futures, short-dated option
selling, CDS, leveraged inverse ETFs, airline short-selling, short-term FX bets, and direct private defense or
energy deals.
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Figure 2. Strait of Hormuz Sensitivity in Energy Markets
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Source: EIA Today in Energy, 2025. 2024 oil flows via Hormuz were about 20 mb/d; about one-fifth of world LNG trade also passed Hormuz; estimated bypass spare capacity was 2.6 mb/d.

Generated chart: Reconstructed from EIA data on energy flows through the Strait of Hormuz.

2. How Geopolitical Risk Is Transmitted to Markets

1. Physical supply-disruption channel

Hormuz matters not only symbolically but because alternative routes are limited. The EIA estimated 2024 oil
flows through Hormuz at about 20 million barrels per day, roughly 20% of global petroleum liquids
consumption. It also estimated that about one-fifth of world LNG trade passed through Hormuz, while spare
bypass pipeline capacity in Saudi Arabia and the UAE was about 2.6 million barrels per day. These figures show
why a full closure could not be absorbed easily through inventories, strategic reserves, demand destruction,
and non-OPEC supply alone. [EIA 2025]

Institutional investors price not just actual closure, but the probability of closure, expected duration, bypass
capacity, insurance costs, ship-routing disruption, refining damage, sanctions enforcement, and the likelihood
of strategic petroleum reserve releases. If the physical disruption is short and limited, it may remain a news
shock. If it persists for weeks, it can spread into a steeper backwardated oil curve, higher refining margins,
higher freight and insurance, and weaker current-account positions for energy importers.

2. Financial risk-premium channel

War headlines are priced first in futures and options markets. Key instruments include WTI and Brent futures,
crude and natural-gas options, energy ETFs, gold ETFs, dollar ETFs, VIX futures, equity-index options, CDS
indices, and EM currency futures. CME describes weekly crude oil and natural-gas options as tools for precisely
hedging geopolitical events, OPEC meetings, EIA inventory reports, and weekend risk. CME's CVOL indexes
measure 30-day forward expectations of risk embedded in options. [CME 2026]

Goldman Sachs' March 2026 estimate of an Iran-conflict-related oil risk premium of about $14 per barrel is a
typical example of this financial premium. The important point is that the market can attach a price to the
probability of disruption before the disruption fully occurs. [Goldman Sachs 2026]

3. Macro channel: inflation, rates, and the dollar

Higher oil prices lift headline inflation through gasoline, jet fuel, and diesel, weaken expectations for
central-bank easing, and change the path of short and long rates. The Dallas Fed noted that during the 2025
Israel-lran clash, WTI rose from $67 to $76 before retreating toward prewar levels after a ceasefire
announcement. That analysis suggested that even severe scenarios may have limited effects on long-term
inflation expectations, but short-term headline inflation and one-year inflation expectations can still respond

The American Newspaper https://americannewspaper.org | AmericanTV https://americantv.org



temporarily. [Dallas Fed 2025]

The Federal Reserve's May 2026 Financial Stability Report stated that a prolonged Middle East conflict could
lead to commodity shortages, supply-chain damage, higher global inflation, weaker growth, lower asset prices,
and greater financial-market volatility. If an energy shock forces tighter central-bank policy in a weak-growth
environment, risk aversion can widen sharply. [Fed 2026]

Figure 3. Financial Stability Risks Cited by Fed Market Contacts
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Source: Federal Reserve Financial Stability Report, May 2026. Summary of New York Fed market contacts survey.

Generated chart: Visualization of the market-contacts survey summarized in the Federal Reserve's May 2026 Financial
Stability Report.

4. Corporate earnings and sector channel

Energy producers, refiners, oilfield-services companies, LNG infrastructure, defense, and cybersecurity firms
may receive positive earnings revisions. Airlines, travel, chemicals, transportation, consumer goods, and firms
in energy-importing economies face cost pressure. But not all energy stocks move alike. Producers benefit from
higher crude prices, refiners depend on the relationship between crude input costs and product spreads, and
airlines depend heavily on their fuel-hedging policies.

J.P. Morgan Asset Management argued that Middle East conflict can affect energy, supply chains,
technology-sector costs, the dollar path, and government security-spending priorities. MSCI similarly noted that
Middle East shocks often fade over time, but persistent supply disruption can become a broad macro shock
similar in style to the Russia-Ukraine war. [JPMAM 2026; MSCI 2026]

5. Liquidity, margin, and collateral channel

Commodity futures and options can produce forced liquidation even when the direction is correct. Sharp rises in
oil or gas prices increase margin requirements for real-economy hedgers such as energy merchants, airlines,
refiners, utilities, and industrial users. If that margin stress connects to credit lines, short-term funding, and
bank collateral requirements, it can become a financial-system issue. As the 2022 European gas and power
experience showed, war risk is not just price risk; it is also collateral and liquidity risk.

3. Strategies by Investor Type
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Investor type Strategies likely used in practice

Global macro funds

CTAs and trend
followers

Commodity trading
houses

Multi-strategy funds

Equity long-short
funds

Credit and
distressed funds

Private equity and
infrastructure

Pension funds and
long-only managers

Cross-asset positions in oil, gold, the
dollar, Treasuries, EM currencies, and
equity-index futures. They trade
conflict probability and central-bank
reaction together.

Futures-based trend following when oil
and gold rise, equities or EM weaken,
or the dollar strengthens.

Physical flows, ships, inventories,
regional spreads, refining margins,
and quality differentials.

Relative-value trades across macro,
energy, equity long-short, credit, and
volatility desks.

Long energy and defense; short
airlines, travel, chemicals, and
fuel-cost-sensitive transportation;
preference for quality stocks.

Hedging high yield and leveraged-loan
spreads; selecting energy, airline, and
transport credit risk.

Energy security, LNG, power grids,
ports and logistics, defense supply
chains, cybersecurity, and data-center
power.

Tactical rebalancing; adjusting
exposure to energy, gold,
inflation-linked bonds, quality stocks,
and stress tests.

Theoretically possible but hard
to verify publicly

Composite structures involving
oil-option skew, FX baskets, CDS
indexes, and curve steepeners or
flatteners.

High-frequency volatility breakouts
and multi-asset momentum portfolios.

Offtake contracts, storage and
transportation optionality, and
political-risk insurance structures.

Statistical arbitrage based on speed
differences in how markets react to
war headlines.

Pairs such as refiners vs. producers,
U.S. energy vs. European energy
importers, or defense primes vs.
overvalued thematic names.

Single-name CDS, discounted
bank-loan purchases, and
restructuring investments in transport
or airlines.

Platform build-ups linked to
government procurement, or
post-crisis distressed infrastructure
acquisitions.

Overlay option programs and
purchases of alternative risk premia.

Political-event timing,
excessive option
premiums, and
nonstandard moves in
rates or the dollar.

Ceasefire-driven reversals,
short-gamma losses, and
range-bound markets.

Sanctions breaches,
logistics disruption,
counterparty risk, and
reputational risk.

Crowded trades,
overlapping internal
leverage, and correlation
breakdowns in risk
models.

Poor intra-sector selection,
valuation overheating, and
political or ESG regulation.

Illiquidity, recovery-value
errors, and short losses
from policy support.

Long holding periods,
regulatory approvals,
export controls, political
and ethical controversy,
and high entry prices.

Liquidity limits,
benchmark tracking error,
and overreaction to
short-term headlines.

The difference among investor types is less about who predicts war better and more about time horizon and
liquidity structure. Commodity merchants use physical-flow and logistics information to trade regional spreads.
Pension funds focus on loss mitigation and rebalancing. Macro funds trade the reaction function among oil,
inflation, rates, and the dollar. Private equity buys the longer-term shift in government spending priorities after

a crisis.
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Figure 5. Strategy Risk and Expertise Matrix
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Generated figure: Simplified risk and execution-expertise matrix by strategy.

4. Asset-Class Reactions

Natural gas/LNG

Gold

Dollar

U.S. Treasuries

Defense stocks

Energy stocks

Airlines and
travel

EM and credit

Prices, call options, and

backwardation rise when

conflict or Hormuz risk
increases.

Can rise if Qatar or Gulf
LNG flows are
threatened.

May rise on safe-haven
and central-bank
demand.

Often benefits from
safe-haven demand
early in a crisis,
especially when U.S.
rates are high.

Traditional safe haven,
but long bonds can
weaken if oil-driven
inflation fear rises.

Can rise on escalation
and higher
defense-spending
expectations.

Producers, oilfield
services, and refiners
react differently.

Can weaken due to fuel
costs, route disruption,
and lower demand.

Energy importers,
current-account-deficit

countries, and high-yield

credit can weaken.

Supply-disruption probability
and inventory drawdowns get
embedded in price. Calls offer
nonlinear payoff.

Sensitive to regional gas
prices, LNG shipping, and
Asian demand.

Premium expands when real
rates fall or uncertainty rises.

Global dollar debt, margin
calls, and risk aversion create
dollar demand.

Risk-aversion demand
competes with inflation and
fiscal risk premiums.

Backlogs, budgets, missiles,
drones, cyber, and security
procurement.

Cash flow, dividends,
buybacks, and refining-margin
expansion.

Margin pressure, jet-fuel costs,

and Middle East airspace
disruption.

Oil raises inflation, rates, FX
pressure, and credit spreads.

Brent/WTI futures,
options,
USO/BNO-type ETFs,
crack-spread trades.

Henry Hub, TTF, JKM
futures/swaps, LNG
infrastructure stocks.

Physical gold, futures,
GLD/IAU-type ETFs,
gold miners.

DXY futures, UUP-type
ETFs, FX forwards,

USD vs. EM currencies.

Treasury futures,

TLT/IEF/SHY-type ETFs,

swaptions.

ITA/XAR-type ETFs,
large defense primes,
defense supply chain.

XLE/OIH-type ETFs,
producers, refiners,
pipeline MLPs.

JETS-type ETFs, airline
stocks, travel-stock
shorts or puts.

EMBI, EEM-type ETFs,
FX, CDS indexes, HY
ETFs.
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Ceasefire, SPR release, OPEC
supply, demand destruction,
or excessive option volatility.

U.S. oversupply, seasonality,
storage levels, and regional
price dislocation.

A stronger dollar, higher real
rates, crowded positioning, or
liquidity-driven selling.

U.S. fiscal concerns, rate-cut
expectations, or safe-haven
flows shifting to yen or Swiss
franc.

Duration losses if oil shock
pushes rate expectations
higher.

High valuations, delayed
contracts, ESG limits, or war
termination.

Windfall taxes, cost inflation,
hedges that limit upside.

Fuel hedges, fare
pass-through, rapid ceasefire,
and short covering.

Commodity exporters may
benefit; IMF support, dollar
weakness, or policy
stabilization.



Figure 6. Typical Directional Reactions by Asset Class
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Generated figure: Simplified asset-class reaction map. Actual returns depend on price, valuation, positioning, and time
horizon.

5. Phase-by-Phase Investment Strategies

Figure 4. Phase-by-Phase Position Rotation Map
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Initial Shock Fear Spike Easing Normalization
Long volatility Oil calls spreads Energy long Take call profits Risk-on recovery
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The key is not direction alone. Investors must weigh persistence of the shock, physical supply impairment, crowded positioning, and the price of volatility.

Generated figure: Position rotation from initial shock to post-ceasefire normalization.

Market signals Institutional positions that Positions that can Key checkpoints
may work be dangerous

Initial war Headlines surge; oil, Long volatility, oil calls, gold and Chasing already Physical supply disruption,
shock gold, dollar, and VIX dollar longs, short-duration expensive short-dated weekend gap risk, and
rise; equity futures fall. Treasuries, selected defense options; unhedged implied-volatility levels.
and energy longs. leveraged equities.
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Market signals Institutional positions that Positions that can Key checkpoints
may work be dangerous

Escalation fear

Oil price spike

Diplomatic
easing

Ceasefire and
normalization

Hormuz, Gulf
infrastructure, shipping
insurance, and EM
currency stress.

Backwardation deepens,
product spreads rise,
inflation expectations
climb.

Talks or ceasefire
reports; oil and VIX fall;
risk assets rebound.

Qil, gold, and dollar
premiums compress;
equities recover; credit
spreads tighten.

Brent-WTI, crack spreads,
energy long/airline short, EM
avoidance, CDS index hedges.

Partial profit-taking in
commodities, TIPS, value and
cash-flow equities,
producer/refiner relative value.

Risk-premium compression
trades, airline and travel
short-covering, selective EM and
HY entry.

Reduce defensive hedges,
rebalance portfolios, and
selectively retain long-term
energy and defense themes.

Simple S&P; shorts
and overheated
defense-thematic
buys.

Indiscriminate
long-duration Treasury
buying and leveraged
high-valuation growth
exposure.

Late oil longs, refusing
to monetize calls,
casual short-volatility
trades.

Chasing assets whose
war premium is
disappearing.

Insurance costs, vessel
tracking, sanctions, strategic
reserves, OPEC and U.S.
shale response.

Demand-destruction
threshold, central-bank
language, consumer
sentiment, and margin calls.

Credibility of negotiations,
actual vessel flows, and
inventory recovery.

Probability of recurrence,
infrastructure repair, and
persistence of security
spending.

The core of phase analysis is transition speed, not merely the position label. Options bought during the initial
shock may need partial profit-taking during the escalation-fear phase. During an oil spike, curves, spreads, and
volatility pricing matter more than direction alone. As ceasefire odds rise, the key opportunity shifts from
energy longs to risk-premium compression.

6. Actual or Reasonably Inferred Cases

A. Cases confirmed by public sources

Confirmable content Investment meaning

Physical basis for risk premiums across oil, LNG,
refined products, shipping, insurance, and Asian

EIA Hormuz analysis

In 2024, oil flows through Hormuz averaged about

20 mb/d, around 20% of world petroleum liquids
consumption. About one-fifth of world LNG trade
also passed through Hormuz. Spare Saudi/UAE

energy importers.

BlackRock Middle East
conflict commentary

Federal Reserve

Financial Stability Report

Goldman Sachs oil risk
premium

CME weekly energy
options

World Gold Council gold
demand

Bain, McKinsey, and
Deloitte on defense
technology

bypass capacity was estimated at about 2.6 mb/d.

BlackRock viewed military escalation first as a
volatility shock, while noting that persistent
impairment to energy production or transportation
could become a supply shock.

The May 2026 report identified geopolitical risk and
oil shocks among the top financial-stability risks
cited by market contacts.

In March 2026, Goldman estimated an Iran-conflict
oil risk premium of about $14 per barrel.

CME describes weekly crude and natural-gas
options as short-term hedging tools for geopolitical
events, weekend risk, OPEC meetings, and EIA
reports.

2025 total gold demand exceeded 5,000 tonnes,
and gold ETF holdings rose by 801 tonnes.
Safe-haven and diversification motives were
persistent themes.

Public research points to a larger role for private
capital and M&A; in defense, space, drones, Al,
data, and cybersecurity.

Scenario-based rebalancing and exploiting
overreaction can matter more than indiscriminate
risk aversion.

Oil shocks can spread into asset prices, credit,
central-bank policy, and dollar-liquidity risk.

Evidence that markets assign a
probability-weighted price to war risk before the
full disruption occurs.

Institutions can fine-tune maturity, gamma, and
vega exposure around event risk.

Gold is a war hedge, but it does not always rise;
real rates, the dollar, and crowded positioning
matter.

Private equity tends to buy long-term

national-security budget and supply-chain themes,

not just short-term war trades.

B. Strategies reasonably inferred from public information
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Strategy Why it can be inferred Verification limit

Buying oil calls or call spreads Oil-option hedge demand and risk-premium Which institution made how much money is
estimates are publicly observable during conflict usually private.
stress.
Long Brent / short WTI or Hormuz and Middle East logistics risk can affect Actual positions can only be inferred partly
spread trades Brent more directly than WTI, while U.S. supply from CFTC or exchange aggregates.
conditions affect WTI differently.
Long energy and defense / Reuters and asset-manager commentary repeatedly The specific long-short basket and P&L; of
short airlines and travel highlight sector sensitivities around airlines, each fund are not public.

defense, and energy.

Long VIX, oil CVOL, or option CME and equity-index option markets provide Direction, size, and entry price require
volatility instruments for managing event volatility, and manager-specific data.
geopolitical headlines are direct volatility catalysts.

Avoiding EM currencies and MSCI and Reuters note that energy importers and Energy exporters may benefit, so broad EM
bonds some EM countries can be more vulnerable to conclusions can be misleading.
shocks.

C. Theoretically possible strategies that are difficult to confirm publicly

e Very short-term oil, freight, and refining-margin trades combining vessel-level AIS data with insurance-rate
data.

e Event-driven trades between airline, refining, and chemical-company CDS, fuel-hedging disclosures, and
earnings-release windows.

e Early private deals in defense, cybersecurity, and export-control-sensitive companies based on expected
sanctions or procurement shifts.

e Distressed purchases of Middle Eastern sovereign debt, state-owned energy-company bonds, or
shipping-insurance-related securities.

e Nonlinear OTC structures using option skew, barriers, variance swaps, or correlation swaps.

7. Risks and Failure Cases

Ceasefire headline risk War premiums disappear quickly. Qil, gold, dollar, and VIX longs gap lower. Options can lose
from both direction and volatility.

Excessive option Implied volatility has already jumped after Even if direction is right, theta decay and volatility
premium the event. compression can overwhelm delta gains.

Leverage and margin Futures and options margin requirements  Investors without cash are forced to liquidate; even liquid
calls rise. assets may be sold.

Correlation breakdown The dollar, Treasuries, gold, and equities Positions that appeared diversified lose money at the same

move differently than historical models time.
suggest.

Policy intervention SPR releases, sanctions waivers, OPEC Market prices reverse because of policy announcements
supply, price controls, or airline support. rather than fundamentals.

Crowded positioning Many investors hold the same war trade. Good news triggers long liquidation and short covering,

causing abnormal reversals.

Reputational and ethical War-related human suffering is linked to Criticism from LPs, clients, regulators, and media;
risk investment profits. redemptions and ESG restrictions.

Common failure patterns

e Buying crude oil calls at elevated prices after the war shock, only to suffer when diplomacy reduces both oil
prices and implied volatility.

e Buying long-duration Treasuries as safe havens, then losing money when an oil-driven inflation shock pushes
long yields higher.
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e Buying the entire energy sector even though only specific producers, refiners, or service companies benefit
after costs, hedges, taxes, and margins are considered.

e Shorting airline stocks after the obvious bad news has already been priced in, then losing to fuel hedges,
fare pass-through, ceasefire headlines, and short covering.

e Selling all EM exposure even though some commodity exporters and resource currencies may benefit from
higher energy or commaodity prices.

8. Ethical and Regulatory Issues

War-related investing sits on a narrow line between legitimate risk management and unethical profiteering.
Institutional investors have fiduciary duties to protect client assets, so geopolitical hedging can be justified. But
when civilian harm is rising, framing escalation as a promotional profit opportunity in defense or energy can
create severe reputational risk.

Regulatory issues include sanctions, export controls, market manipulation, inside information, terrorist
financing, anti-money-laundering rules, national-security reviews, foreign-investment reviews, and
government-procurement lobbying rules. Iran-related transactions are especially sensitive because of U.S.
OFAC sanctions and secondary-sanctions risk. Trades linked to oil, shipping, insurance, bank settlement, and
dollar payments require compliance review beyond ordinary securities analysis.

When private equity invests in defense, cybersecurity, surveillance technology, or dual-use software, managers
must consider export controls, human rights, data privacy, anti-corruption rules in government contracting, and
foreign customer risk. Defense can be a powerful long-term theme, but ESG and ethics constraints can be
material depending on the investor base.

War hedging Risk management to protect clients and pension Critics may say humanitarian crisis is being turned
beneficiaries. into profit.

Defense investment Supports national security, deterrence, and Raises concerns over arms proliferation, civilian
supply-chain resilience. harm, and lobbying influence.

Energy investment Improves supply security and inflation protection. May appear to profit from fossil-fuel price spikes.

Sanctions-evasion risk  Due diligence and legal review can control Complex indirect transactions may still be
counterparty risk. interpreted as sanctions violations.

9. Lessons for Individual Investors
High-risk strategies that should not be copied

e Direct crude oil or natural-gas futures trading: maturity, roll yield, margin, and intraday volatility can matter
more than the price direction.

e Short-dated option selling: war-headline gap risk can create theoretically very large losses.

e Leveraged and inverse ETFs held for long periods: daily rebalancing can erode value in volatile sideways
markets.

e Short-selling airlines, EM assets, or defense names: political headlines and short covering can magnify
losses.

e CDS, OTC derivatives, and private defense or energy deals: information, legal, liquidity, and reputational
risks are excessive for most individuals.

Macro lessons worth studying

e War risk is a portfolio stress-test issue. The first question is not 'what should | buy?' but 'what happens to my
portfolio if oil hits $100, rates rise, stocks fall, and the dollar strengthens at the same time?'

e Energy stocks, gold, short-term Treasuries, cash, quality equities, and global diversification should be
understood as portfolio-resilience tools, not as one-off war bets.
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e Entering late after reading the news is usually disadvantaged by option premiums, spread costs, and
crowded trades. Institutions ask how much risk is already in the price, not just whether the risk exists.

e Even after a ceasefire headline, delayed effects in supply chains, inflation, rates, inventories, and insurance
costs can remain. Conversely, if war risk is already priced, additional profits may be limited even if the
conflict persists.

e The most practical retail response is to reduce excessive leverage, maintain emergency liquidity, rebalance
asset allocation, avoid high-cost short-term trading, and stay disciplined with long-term investing principles.

War-prediction strategies vs. portfolio-defense strategies

Category Strategy to profit by predicting war Strategy to defend losses and capture
opportunity

Objective Generate excess return by getting event direction Reduce drawdowns in the existing portfolio and
and timing right. exploit price distortion.

Main tools Qil calls, VIX calls, energy and defense longs, airline  Cash, short-term Treasuries, some gold, quality
and EM shorts, FX and CDS. stocks, rebalancing, low-cost hedges.

Required capability Real-time news, option pricing, margin Asset allocation, risk limits, long-term cash-flow
management, trading costs, and political analysis. planning, and behavioral discipline.

Main risks Timing failure, option loss, crowded trades, leverage Hedge cost, tracking error, and opportunity cost.
losses.

Retail suitability Generally unsuitable. Can be used selectively as a framework.

10. Overall Conclusion

An Iran-related war or broader Middle East geopolitical crisis does not end with oil. The physical bottleneck of
the Strait of Hormuz, the supply chain of crude, LNG, refined products, freight, and insurance, the safe-haven
path through gold, the dollar, and Treasuries, the financial premium in options, VIX, and CDS, and the macro
channel through inflation, rates, and credit spreads all move together. Wall Street institutions decompose this
transmission chain into directional, relative-value, volatility, credit, private-capital, and portfolio-hedging
strategies.

What can be verified publicly is usually not the exact return of a particular fund, but the market structure and
institutional commentary. EIA data show the physical importance of Hormuz. The Federal Reserve confirms that
geopolitical and oil shocks are financial-stability risks. BlackRock, MSCI, and J.P. Morgan frame the key question
as whether the shock remains short-lived volatility or becomes a sustained supply shock. Goldman Sachs' oil
risk-premium estimate shows that markets price the probability of war before the physical disruption is fully
realized.

For institutions, the most important distinction is not only 'whether one can predict war' but 'how much war risk
is already priced.' The first approach is dramatic but dangerous. The second is less theatrical but more practical
over time. Treating war risk purely as a profit opportunity invites ethical, reputational, and regulatory risk. The
superior approach is to recognize the human and economic costs of war while protecting client assets and
managing market overreaction with discipline.
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Disclaimer: This document is a public-source educational and analytical report. It is not a recommendation to buy
or sell any security, commodity, derivative, ETF, private investment, or financial product. Derivatives, leverage,
short selling, private investments, and commodity futures can cause losses exceeding principal and can involve
illiquidity, margin calls, legal, tax, sanctions, and reputational risks.
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