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EXECUTIVE SUMMARY

The military escalation in the Middle East is widening
human development pressures across Asia and the
Pacific. Through higher fuel, freight, and input costs,
the shock is diminishing household purchasing power,
raising food insecurity, straining public budgets, and
weakening livelihoods. The agreement brokered by
Pakistan with the support of other partners, including a
two-week ceasefire, took effect on 7 April, providing an
initial framework for de-escalation. The crisis’s effects
are most pronounced in countries with high reliance
on imported energy and food, strong exposure to Gulf
labour markets and trade routes, constrained fiscal
space, and large informal economies.

This report, prepared as of 9 April 2026, draws on
assessments from 22 UNDP country offices covering
36 countries, complemented by computable general
equilibrium (CGE) simulations and external analytical
inputs. Given the pace at which the situation continues
to evolve, the analysis is naturally subject to revision.
The scale of impact depends critically on the duration,
intensity, and scope of the conflict; yet even under a
relatively short disruption scenario, the impacts are

already material.

KEY FINDINGS

Simulations calibrated to a 28-day disruption under the
most severe trade disruption scenario, covering a subset
of 14 countries, provide a benchmark for understanding
the scale of effects observed to date:

Output losses in Asia-Pacific could range from roughly
US$97 billion to US$299 billion, equivalent to 0.3 to
0.8 percent of regional gross domestic product (GDP).
South Asia accounts for the largest losses in both absolute
and relative terms, while East Asia registers sizeable

absolute losses but modest proportional declines.

Labour market effects are likely to be regressive:

preliminary estimates suggest that a 1 percentage point

decline in GDP growth is associated with roughly a
2-percentage-point increase in unemployment of
workers in low skilled occupations, compared with
about 1.5 percentage points for workers in higher skilled
occupations.

Around 8.8 million people across the 14 countries
simulated are at risk of falling into poverty, with over
5 million in the Islamic Republic of Iran alone, where
the poverty rate could rise by 5.5 percent, from 36 to
41,5 percent. These estimates are based on World
Bank poverty lines for lower- and upper-middle-income
countries (using 2021 PPP prices).

Human development losses are concentrated most
sharply in Iran, where the estimated decline in the
Human Development Index (HDI) is equivalent to
one to one and a half years of progress lost. Beyond
Iran, effects under a short-duration scenario are smaller
(ranging from a few weeks to months of foregone
progress), but could rise substantially if the conflict
persists, particularly in countries with higher exposure to

external demand, remittance flows, or imported inputs.

TRANSMISSION CHANNELS

The shock is affecting people through multiple and
reinforcing channels. Energy is the dominant transmission
pathway, with 33 out of 36 countries assessed in the
region reporting high vulnerability to oil-price shocks,
consistent with the fact that over 80 percent of crude
and liquefied natural gas (LNG) transiting the Strait of
Hormuz is destined for Asian markets.

Rising living costs are squeezing poor and near-poor
households, while food and fertilizer price increases,
hitting ahead of key planting cycles, threaten to deepen
food insecurity, particularly in South Asia and Pacific
Island Countries. Employment losses are concentrated
in informal and micro, small and medium enterprise
(MSME)-intensive sectors. Women, migrants, and low-
income households face the greatest risks.



GOVERNMENT RESPONSES AND
CONSTRAINTS

Governments across the region have responded quickly
through supply-management measures, demand
reduction, subsidies, tax relief, and selected monetary and
financial interventions. Some early adaptive responses
are also emerging, including fuel diversification and
cleaner transport initiatives. These actions are helping
cushion immediate impacts, but they are also increasing
fiscal pressure and exposing uneven policy space across
countries. If the shock endures, governments will face
harder trade-offs between stabilizing prices, protecting
households and firms, and sustaining public spending on

health, education, infrastructure, and social protection.

POLICY AND PROGRAMME
PRIORITIES

The report points to four priorities for action:

First, strengthen shock-responsive social protection so
support can be targeted, scaled, and delivered quickly
when external shocks hit, with particular attention to
women, informal workers, migrants, and households

near the poverty line.

Second, protect livelihoods and firm-level resilience,
especially for MSMEs, informal workers, women in

insecure employment, and exposed local economies.

Third, reduce structural exposure to external shocks
through more resilient energy, food, and employment
systems, building on the adaptive responses already

underway.

Fourth, deepen regional cooperation to strengthen
collective resilience across cross-border energy, trade,

food, and labour mobility systems.

The broader message is clear: this is no longer only an
external market shock. It is a test of whether countries
in Asia and the Pacific can protect human development

gains in a far more volatile and uncertain environment.



1. INTRODUCTION

The military escalation in the Middle East that began late
February 2026 has sent shockwaves through in global
energy markets, trade routes, and financial systems,
with acute implications for Asia and the Pacific — a
region deeply exposed, through its dependence on
imported energy, integration into global supply chains,
and the vulnerability of its poorest households, to rising
living costs. This report, prepared as of 9 April 2026,
provides a rapid assessment of how these pressures
are transmitting across the region, what they mean for
development progress, and where policy attention is
most urgently needed. Given the pace at which the
situation continues to evolve, the analysis and findings
presented here are naturally subject to revision as new

information emerges.

11 FROM ESCALATION TO
CEASEFIRE

On 28 February 2026, a military escalation in the
Middle East began following coordinated strikes across
multiple locations in Iran. This triggered subsequent
retaliatory actions across the region, with reported
impacts extending beyond military sites to include
energy infrastructure and risks to commercial shipping.
As the situation has unfolded, concerns have intensified
over the security of maritime routes in the Persian Gulf,
particularly the Strait of Hormuz, a critical global energy
corridor. The escalation poses a serious risk to regional
and global stability, with cascading implications for

energy markets, trade flows, and economic activity.

The Strait of Hormuz, through which approximately
one-fifth of global oil supply normally transits,’ has

experienced severe disruption in the immediate

aftermath of the escalation. Available reporting indicates
that tanker traffic through the Strait fell to a near-halt in
the first days of the crisis, reflecting heightened security
risks and the withdrawal and rerouting of vessels.2 While
flows have shown some signs of a partial recovery,
maritime traffic remains significantly constrained and

subject to ongoing volatility.

On 7 April, a two-week ceasefire, brokered by Pakistan
and partners, came into effect, providing an initial
framework for de-escalation, alongside commitments
related to maritime access and planned follow-on
discussions. The ceasefire represents an interim
measure, and its implementation and durability will
depend on continued engagement among the parties.
Until a durable solution is reached, recent disruptions
continue to have near-term global repercussions,
including pressures on energy supply, elevated transport
and insurance costs, and heightened volatility across

commodities and financial markets.

1.2 TRANSMISSION CHANNELS

The initial global market response was a sharp repricing
of energy and transport risk. Qil prices rose by over
25-30 percent in the early phase of the escalation,
frequently breaching the US$100 per barrel threshold
amid concerns over prolonged supply disruptions.®
Continued volatility reflects the outsized uncertainty
around the duration and geographical scope of the crisis
and its implications for human development. Higher oil
prices combined with increased shipping and logistics
costs are expected to transmit inflationary pressures
globally. These effects are particularly pronounced for

fuel-importing economies in Asia and the Pacific, where

1. Reuters: Why might President Trump find it hard to reopen the Strait of Hormuz? | Reuters

2. Reuters: Iran war: See how tanker traffic collapsed in the Strait of Hormuz | Reuters

3. Federal Reserve Bank of St Louis: Crude Oil Prices: Brent - Europe (DCOILBRENTEU) | FRED | St. Louis Fed;



https://www.reuters.com/business/energy/what-are-challenges-securing-shipping-through-strait-hormuz-2026-03-10/?utm_source=chatgpt.com
https://www.reuters.com/world/middle-east/iran-war-see-how-tanker-traffic-collapsed-strait-hormuz-2026-03-06/?utm_source=chatgpt.com
https://fred.stlouisfed.org/series/DCOILBRENTEU

energy price increases feed rapidly into transport,

electricity generation, and food costs.

The implications for Asia and the Pacific extend beyond
energy markets into wider trade, supply chain, and
macroeconomic pressures. Disruptions to maritime
transport routes and heightened geopolitical risk are
expected to increase trade costs, delay shipments, and
raise prices for a broad range of intermediate inputs
and final goods. For economies in the region, many of
which are deeply integrated into global supply chains
and remain fiscally constrained, these pressures have
the potential to complicate recovery trajectories and
narrow the space for policy responses. Governments
may be required to navigate difficult trade-offs between
managing inflation, sustaining social protection, and

preserving fiscal and external stability.

From a human development perspective, the impacts
of these shocks are likely to be uneven and may
disproportionately affect vulnerable groups. Most
fundamentally, the loss of human life and livelihoods in
Iran and the wider region represents a significant setback
to human development that extends beyond economic
metrics, with far-reaching implications for families,
communities, and societies. Rising living costs reduce
real incomes, particularly for low-income and vulnerable
households that spend a larger share of theirincome on
food, energy, and essential goods. In contexts where
social protection systems are limited or fiscal buffers
are constrained, these pressures may translate quickly
into increased poverty and vulnerability. Additional
transmission channels, including potential disruptions
to remittance flows, labour market adjustments, and
exchange rate pressures, may further weaken household
resilience across parts of the Asia-Pacific region.

1.3 UNCERTAINTY

The primary analytical challenge in assessing the
socioeconomic impacts of the current military escalation
relates to the uncertainty surrounding the duration and

evolution of the crisis. Even with the 7 April ceasefire

in place, the magnitude, distributional consequences,
and policy implications of the shock differ fundamentally
depending on whether disruptions prove short-lived or

persist over a longer period.

In the near term, a brief disruption to energy supply and
trade routes would primarily manifest as an exogenous
price shock, which many economies in Asia and the
Pacific could absorb, albeit with varying levels of strain,

within existing policy frameworks.

However, as the duration of the disruption extends,
the nature of the challenge evolves. Governments
may face increasingly complex trade-offs between
containing inflation and preserving fiscal space, including
decisions related to subsidy policies, public expenditure
reprioritization, and monetary tightening. Over a longer
horizon, sustained disruptions could trigger more
structural adjustments, such as shifts in trade patterns,
labour markets, and energy supply systems, with lasting
implications for growth, poverty reduction, and human

development.

The distinction between short and prolonged disruption
is particularly consequential for household welfare.
Short-term shocks may temporarily erode purchasing
power, while more prolonged disruptions risk deepening
poverty, reversing development gains, and amplifying
existing vulnerabilities. These risks are especially
pronounced in economies with high reliance on imported
energy, remittances, or external trade, where household

resilience and policy buffers may already be constrained.

1.4 APPROACH AND SCOPE OF
THIS REPORT

This assessment combines UNDP country-level evidence
with a modelling exercise to capture both regional
variation and broader aggregate risks. It draws on
data, rapid analyses, and qualitative inputs from 22
UNDP country offices covering 36 countries across
Asia and the Pacific. These inputs are complemented

by quantitative analysis using a CGE model and external



analytical sources, providing a regionally grounded
view of exposure, transmission channels, and policy
responses. In the modelling exercise, all results are
reported as percentage deviations from a no-military-

escalation baseline scenario for 2026.

Given the uncertainty surrounding the conflict, the
study pursues a scenario-based approach rather than
a forecasting exercise. It distinguishes between short-
term and extended disruption pathways and focuses on
ranges of plausible impacts rather than point estimates.
This approach allows for a structured assessment of
risks while recognizing that outcomes depend on how
the crisis evolves. An important limitation follows from
this uncertainty: estimates should be interpreted as
indicative ranges under specific assumptions, rather than
as forecasts. The emphasis is therefore on identifying
key transmission mechanisms, exposure patterns, and

policy implications across the region.



2. TRANSMISSION CHANNELS

At this stage, the impact of the military escalation in the
Middle East is being felt across Asia and the Pacific,
with the costs of intermediate and final goods rising
and localized shortages beginning to emerge. Some
vulnerable economies are reportedly facing acute supply
constraints in critical sectors such as fuel.* The first-round
effects are rising fuel and freight costs. If conflict-induced
disruption persists, second-round effects are likely to
appear through food prices, fiscal pressure, remittance

volatility, and weaker tourism receipts.

Across the region, the evidence points to a clear
hierarchy of transmission channels, with energy at the
center. This is followed by trade and supply chains,
then food and fertilizer, while remittances and tourism
are more concentrated but potentially severe where
exposure is high (Figure 1). The following sections
examine these channels in detail, while country-level
and broader socioeconomic impacts are explored

subsequently.

Figure 1: Preliminary findings on transmission channels across Asia and the Pacific

Energy prices

Trade & supply chains

Food & fertilizer prices

Remittances / migration

Tourism / visitor arrivals

5 10

15 20 25 30 35

Number of countries with high impact (UNDP assessment)

Source: UNDP Asia-Pacific regional assessments

4. “Nepal rations cooking gas in panic over shortage”, https://energynews.oedigital.com/oil-gas/2026/03/12/nepal-rations-cooking-gas-in-panic-over-shortage;

“Myanmar Junta Imposes Twice-Weekly Refill Limit as Fuel Pumps Run Dry” https://www.irrawaddy.com/news/burma/myanmar-junta-imposes-twice-weekly-

refill-limit-as-fuel-pumps-run-dry.html


https://energynews.oedigital.com/oil-gas/2026/03/12/nepal-rations-cooking-gas-in-panic-over-shortage
https://energynews.oedigital.com/oil-gas/2026/03/12/nepal-rations-cooking-gas-in-panic-over-shortage

2.1 ENERGY PRICES

Energy is the dominant transmission channel, with
UNDP country-level analysis indicating high vulnerability
to oil-price shocks in 33 out of 36 countries. This is
consistent with the region’s structural exposure. The
Strait of Hormuz accounts for roughly one-fifth of global
oil and petroleum product consumption, with the vast
majority of these flows destined for Asia. In 2024, an
estimated 84 percent of crude and condensate and
83 percent of LNG transiting the Strait were destined
for Asian markets.®

This regional exposure is amplified by the continued
importance of oil in Asia-Pacific’s energy mix and by
the strong macroeconomic pass-through from energy
prices. As Figure 2 shows, oil accounts for a substantial
share of primary energy consumption across many

economies, including Singapore, Sri Lanka, Thailand,

the Republic of Korea, and the Philippines, helping to
explain the wide transmission of oil-price shocks across
the region.

The macroeconomic pass-through is well established:
the International Monetary Fund's (IMF) current rule of
thumb is that a 10 percent increase in energy prices
sustained for about a year raises global inflation by 40
basis points and reduces output by 0.1-0.2 percent.®
In the first days of the conflict, Brent briefly rose above
US$119 per barrel, while European gas prices increased
by more than 60 percent from the start of the escalation.”

Beneath this broad picture, vulnerability differs sharply
depending on import dependence, reserve buffers, and
supply flexibility. Among the region’s larger importers,
India meets over 90 percent of its oil needs through
imports, sourcing more than 40 percent of crude imports
and 90 percent of LPG imports from the Middle East.®

In the Philippines, 98 percent of crude oil imports come

Figure 2: Asia-Pacific oil share of primary energy consumption (2024, %)®
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Source: Energy Institute - Statistical Review of World Energy (2025) retrieved from Our World in Data

5. EIA, “Amid regional conflict, the Strait of Hormuz remains critical oil chokepoint”. https:.//www.eia.gov/todayinenergy/detail.php?id=65504

6. Reuters, “IMF says prolonged increase in energy prices could boost inflation, lower growth” https.//www.reuters.com/world/imf-says-prolonged-increase-

energy-prices-could-boost-inflation-lower-growth-2026-03-19/

7. Reuters, "EU leaders hunt for quick fixes to energy price spike amid Iran war” https.//www.reuters.com/sustainability/boards-policy-regulation/eu-leaders-

hunt-quick-fixes-energy-price-spike-amid-iran-war-2026-03-19/

8 Details in estimating the indicator “Share of primary energy consumption that comes from oil using the substitution method” can be found in link below:
https://www.energyinst.org/__data/assets/pdf_file/0003/1055541/Methodology.pdf

9. Ministry of Petroleum & Natural Gas, “Inter-Ministerial Briefing” https.//www.pib.gov.in/PressReleasePage.aspx?PRID=2238525&reg=3&lang=1
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https://www.eia.gov/todayinenergy/detail.php?id=65504
https://www.reuters.com/world/imf-says-prolonged-increase-energy-prices-could-boost-inflation-lower-growth-2026-03-19/
https://www.reuters.com/sustainability/boards-policy-regulation/eu-leaders-hunt-quick-fixes-energy-price-spike-amid-iran-war-2026-03-19
https://undp-my.sharepoint.com/personal/devika_iyer_undp_org/Documents/Documents/UNDP/IG/BKK/Regional/Corporate/Iran War/Regional study/Inter-Ministerial Briefing

from the Middle East, alongside 97 percent of liquid
petroleum products and 91 percent of LPG from Asian
refineries dependent on Gulf-sourced crude, according
to the Department of Energy.” Thailand sources about

60 percent of its oil imports from the Middle East."

Vulnerability is even sharper where buffers are limited.
None of the 10 Pacific Island Countries (PIC)? appear on

the EIA petroleum production list, meaning commercial

2.2 TRADE AND SUPPLY CHAIN
DISRUPTION

Trade and supply chain disruption is the second major
transmission channel, with UNDP country-level analysis
indicating significant impacts in 25 out of 36 countries
through freight surcharges, war-risk insurance premia,
route diversions, and delayed delivery of intermediate
and consumer goods.

etroleum needs are met entirely through imports® and
P v e > These pressures are already visible in shipping and air

. el
SiEiREle resenes are miee, (i Nerpel, ey clperiel) freight markets. War-risk premiums for vessels transiting

percent of total storage capacity is currently filled as of the Persian Gulf have in some cases risen by more

March 2026. While full storage could meet demand for than 1000 percent, with hull-war cover moving from

13 days of petrol and diesel, existing stock was sufficient around 0.25 percent to as much as 3 percent of vessel

for a maximum of 10 days, with 10 days of aviation fuel value.” Route diversions are extending delivery times as

and no LPG stock.® The speed of domestic pass-through well: The UN Conference on Trade and Development

is already visible: Lao PDR reported that diesel prices (UNCTAD) benchmark Asia—Europe example shows that

rose by almost 50 percent within a week.™ rerouting from Suez around the Cape of Good Hope

can lengthen a voyage from roughly 31to 41 days.”® Air

UNDP’s country-level analysis confirms that where freight has also tightened sharply, with rates up by as

buffers are shallow, the energy shock extends well much as 70 percent on some corridors since the start

beyond the import bill and quickly feeds into inflation, of the conflict.®

logistics, and household welfare.
At the country level, these frictions are producing

differentiated impacts. India’s assessment shows that
West Asian markets account for 14.0 percent of exports
and 20.9 percent of imports,?° with roughly US$48 billion
in non-oil exports exposed,? particularly in basmati rice,

tea, gems and jewelry, and apparel.?2 23 Bangladesh

10.https://www.pna.gov.ph/articles/1270229

11. Country office report based on the Bank of Thailand, https://www.bangkokpost.com/business/general/3208964/bank-of-thailand-middle-east-war-will-dent-
thai-gdp

12. Fiji MCO covers the following 10 countries: Micronesia, Fiji, Kiribati, Marshall Islands, Nauru, Palau, Solomon Islands, Tonga, Tuvalu, Vanuatu

13.U.S. Energy Information Administration (EIA). “Crude Oil including Lease Condensate Monthly.” eia.gov/international/data/world/petroleum-and-other-liquids/

monthly-petroleum-and-other-liquids-production; Jayaraman, T. K., & Lau, E. (2011). Oil price and economic growth in small Pacific Island countries. Modern
Economy, 2(2), 152-161. https.//www.scirp.org/pdf/ME20110200012_66678614.pdf

14. For instance, Fiji holds up to 45 days of fuel as government monitors conflict. https.//www.fbcnews.com.fj/news/fiji-holds-up-to-45-days-of-fuel-as-government-
monitors-conflict/

15. https.7/www.newbusinessage.com/news/47633/us-iran-war-raises-concerns-over-nepals-energy-security-amid-limited-oil-storage-capacity

16. The Laotian Times, “Fuel Supply Under Control as Prices Begin to Drop, Lao Government Says’, https://laotiantimes.com/2026/03/12/fuel-supply-under-
control-as-prices-begin-to-drop-lao-government-says/

17. Reuters, “Maritime insurance premiums surge as lran conflict widens’, https.//www.reuters.com/world/middle-east/maritime-insurance-premiums-surge-iran-
conflict-widens-2026-03-06/

18.UNCTAD, 2024 Review of maritime transport, https.//unctad.org/system/files/official-document/rmt2024ch2_en.pdf

19. Reuters, “Air freight rates soar as Middle East conflict blocks trade routes’, https.//www.reuters.com/world/middle-east/air-freight-rates-soar-middle-east-
conflict-blocks-trade-routes-2026-03-13

20.Ministry of Commerce & Industry, India’s FY2024/25 merchandise export and import totals, https://www.pib.gov.in/PressReleasePage.aspx?PRID=2122016

21. The New Indian Express, “India's energy and diaspora stakes rise amid widening West Asia crisis”;

22.“Why the Middle East Matters So Much to India.” https.//exportexpertsglobal.com/israel-iran-conflict-what-it-means-for-indian-exporters-and-how-to-respond-
strategically/

23.Fast Khabar, “India’s tea exports to UAE, Iran and Iraq face risk amid Strait of Hormuz disruptions.” https:/fastkhabar.co.in/indias-tea-exports-to-uae-iran-
and-irag-face-risk-amid-strait-of-hormuz-disruptions/



https://undp-my.sharepoint.com/personal/devika_iyer_undp_org/Documents/Documents/UNDP/IG/BKK/Regional/Corporate/Iran War/Regional study/eia.gov/international/data/world/petroleum-and-other-liquids/monthly-petroleum-and-other-liquids-production
https://www.fbcnews.com.fj/news/fiji-holds-up-to-45-days-of-fuel-as-government-monitors-conflict/
https://laotiantimes.com/2026/03/12/fuel-supply-under-control-as-prices-begin-to-drop-lao-government-says
https://www.reuters.com/world/middle-east/maritime-insurance-premiums-surge-iran-conflict-widens-2026-03-06/
https://unctad.org/system/files/official-document/rmt2024ch2_en.pdf
https://www.reuters.com/world/middle-east/air-freight-rates-soar-middle-east-conflict-blocks-trade-routes-2026-03-13
https://www.pib.gov.in/PressReleasePage.aspx?PRID=2122016&utm_source=chatgpt.com&reg=3&lang=2
https://www.newindianexpress.com/world/2026/Feb/28/indias-energy-and-diaspora-stakes-rise-amid-widening-west-asia-crisis
https://exportexpertsglobal.com/israel-iran-conflict-what-it-means-for-indian-exporters-and-how-to-respond-strategically/
https://fastkhabar.co.in/indias-tea-exports-to-uae-iran-and-iraq-face-risk-amid-strait-of-hormuz-disruptions/

reports significant disruption: as Gulf carriers cancelled
flights, shipments from Bangladesh and India were
stranded; more than half of Bangladesh’s air cargo
normally transits through Gulf hubs.?* In Sri Lanka, tea
export losses are estimated at around US$10—15 million
per week.?®

For Pacific Small Island Developing States (SIDS),
the trade channel is magnified by structural shipping
disadvantage: UNCTAD documents that SIDS maritime
connectivity has declined by 9 percent over the past
decade, leaving them ten times less connected than
non-SIDS economies.?® In such settings, higher freight
and insurance costs are transmitted quickly into the
landed cost of essentials, with little scope for absorption.

The trade shock thus extends well beyond slower shipping
times; in economies that are highly import-dependent
and only weakly integrated into global logistics networks,
it can rapidly translate into broader pressures on the

cost of living and on the reliability of essential supplies.

2.3 FOOD SECURITY AND
FERTILIZER

Food security and fertilizer form a slower but deeper
transmission channel, with 22 of 36 countries assessed

identifying food and fertilizer price increases as a high risk.

The regional mechanism is straightforward: fertilizer
production is energy-intensive, and the Middle East is
a major hub for global fertilizer production and exports.

Countries such as Iran, Qatar, Saudi Arabia, and Oman

are among the world’s leading exporters of nitrogen
fertilizers, including urea and ammonia. The Asia-Pacific
region accounts for roughly 30—35 percent of global
urea exports and around 20—-30 percent of ammonia
exports, while up to 30 percent of internationally traded
fertilizers normally transit the Strait of Hormuz.?” As the

conflict escalated, fertilizer markets reacted sharply.?®

This matters because the shock is hitting ahead of
key planting cycles and can feed, with a lag, into both
lower yields and higher food prices. Despite increased
domestic production of fertilizers, the region remains
a net importer, highlighting its continued dependence
on external supply and vulnerability to global price
shocks.?® In some countries, fertilizer market disruption
also has a fiscal dimension as governments cushion

farmers through subsidized prices.

UNDP’s country-level evidence confirms that the food
channelis especially acute where import dependence is
high, and retail pass-through is fast. West Asian countries
supply over 45 percent of India’s fertilizer imports,*° while
85 percent of the country’s domestic urea production
depends on imported regasified liquefied natural gas
(RLNG).*" For Pacific Island Countries, the channel is
amplified further: PIC reports that food accounts for
roughly 30-50 percent of household spending® and that
higher fuel and freight costs typically feed into domestic
fuel prices within a few months and into retail food
prices with an additional lag.® Fiji’s official Consumer
Price Index (CPI) data underscore this exposure: food
carries a 31 percent weight in the household basket.®*

24.Reuters, “Fast fashion garments pile up in South Asia as Middle East conflict grounds planes’, https://www.reuters.com/world/middle-east/fast-fashion-
garments-pile-up-south-asia-middle-east-conflict-grounds-planes-2026-03-06

25.Daily FT, “Ceylon tea losing up to $15 m a week due to Mideast crisis”, https://www.ft.Ik/top-story/Ceylon-tea-losing-up-to-15-m-a-week-due-to-Mideast-
crisis/26-789247

26.UNCTAD, “Suez and Panama Canal disruptions threaten global trade and development’, https.//unctad.org/news/suez-and-panama-canal-disruptions-
threaten-global-trade-and-development

27.FAO, “Global Agrifood Implications of the 2026 Conflict in The Middle East.” https.//openknowledge.fao.org/server/api/core/bitstreams/laafb5d8-39d1-481a-
b1f8-25facaec3051/content

28.Reuters reports that Middle East urea export prices rose from just under US$500 before the war to above US$700 per tonne by mid-March. https://www.
reuters.com/business/energy/how-does-iran-war-affect-fertiliser-supplies-prices-food-security-2026-03-17

29.FAOSTAT analytical Brief 47: Inorganic fertilizers 1990-2020 (2022)
30.Care Edge Ratings, Tensions Across Strait of Hormuz Reignite Concerns Over India’s Energy Achilles Heel

31.ICRA, Prolonged conflict risks disruption of energy supplies and shipping routes, impacting outlook for India’s macros and multiple sectors

32.FAO, ‘An Overview of Food Security and Nutrition in The Pacific 2022/2024", https.//openknowledge.fao.org/server/api/core/bitstreams/6650eb63-1b4c-
408f-ae32-c39ce4be668f/content

33.FCCC / Islands Business (March 2026). https:/islandsbusiness.com/news-break/brace-for-impact-fijis-consumer-watchdog-warns-of-fuel-price-hik
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https://openknowledge.fao.org/server/api/core/bitstreams/4e3d141d-4659-49d9-8e85-6dc36a72c53a/content#:~:text=Agricultural%20use%20of%20inorganic%20fertilizers%20in%20Asia%20almost%20doubled%20since,to%205.2%20Mt%20in%202020.
https://www.careratings.com/uploads/newsfiles/1773296374_West Asia War and Impact on India.pdf
https://www.icra.in/Research/ViewResearchReport/prolonged-conflict-risks-disruption-of-energy-supplies-and-shipping-routes-impacting-outlook-for-india-s-macros-and-multiple-sectors/6819
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In Samoa, 61 percent of household food consumption
comes from imports.®

Regional Bureau for Asia and the Pacific

deepens vulnerability and reinforces inequalities across
agrifood systems, even as national safety nets and

community-level resilience mechanisms help cushion
This is the point at which an energy and logistics shock ] )
- the most immediate effects.3®
becomes a human development shock: once fertilizer,

freight, and food prices rise together, the burden

2.4 REMITTANCES AND MIGRANT
WORKERS

falls fastest on households already spending a large
share of income on food. While sex-disaggregated
data remain limited, evidence consistently shows that

women and girls are disproportionately affected. In Remittances and migrant labour are a narrower channel

low-income households, they are more likely to absorb region-wide, but highly consequential in economies with

shocks through reduced consumption, withdrawal strong Gulf labour-market ties (Figure 3). The economic

from livelihoods, and negative coping strategies. This stakes are immense: with total remittance inflows from

Figure 3: Remittance inflows by origin (% of GDP)
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Source: Estimation based on World Bank WDI and country-specific sources for Middle East or Gulf proportions: Bangladesh
(46.5%~50% from Gulf/GCC): Bangladesh Bank and the International Organization for Migration (IOM) Displacement Tracking
Matrix; Bhutan (8% Gulf-related): Royal Monetary Authority of Bhutan (RMA) Annual Report data; India (37.9% ~38% from Gulf/
GCCQC): Reserve Bank of India (RBI) 6th Round of India’s Remittances Survey; Nepal (41% from Middle East): Nepal Rastra Bank
(NRB) official reporting; Pakistan (55% from Middle East): State Bank of Pakistan (SBP) and the Pakistan Institute of Development
Economics (PIDE); Philippines (18% from Middle East): Bangko Sentral ng Pilipinas (BSP) official OFW cash remittance tracking; Sri
Lanka (40% from Gulf/GCC): Central Bank of Sri Lanka (CBSL) Quarterly Bulletin of Workers' Remittances and Labour Migration.

Note: Middle East Share (light bule segment) is a calculated estimate, derived by multiplying the World Bank's total remittance
GDP percentage (2024 or latest data available) by the known proportion of a country's remittance inflows originating from
the Gulf/Middle East.

34.Fiji Consumer Price Index — February 2026, https.//www.statsfiji.gov.fi/consumer-price-index-february-2026
35.World Food Programme, “Cost of the Diet Analysis in Samoa, August 2025, https.//www.wip.org/publications/cost-diet-analysis-samoa-august-2025

36.UN Women, “Brief: Gender-Responsive Action for Women's Food Security and Nutrition in Asia and the Pacific’, https.//asiapacific.unwomen.org/en/digital-
library/publications/2026/01/gender-responsive-action-for-womens-food-security-and-nutrition
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https://www.shankariasparliament.com/current-affairs/rbis-6th-remittances-survey
https://english.ratopati.com/story/51532/middle-east-tensions-could-have-a-multifaceted-impact-on-nepals-economy
https://english.ratopati.com/story/51532/middle-east-tensions-could-have-a-multifaceted-impact-on-nepals-economy
https://www.arabnews.com/node/2636246/pakistan
https://www.arabnews.com/node/2636246/pakistan
https://www.bsp.gov.ph/statistics/external/Table 11.pdf
https://www.cbsl.gov.lk/sites/default/files/cbslweb_documents/statistics/workers_remittances_and_labour_migration_bulletin_2025_q4_e.pdf

the Middle East and Gulf to the Asia-Pacific region
estimated at nearly US$100 billion in 20243’ Country
reporting points to the sharpest risks in South Asia
and the Philippines, where employment in Gulf labour
markets sustains both household incomes and foreign

exchange inflows.

For several countries, the scale of direct exposure
to Gulf labour markets and remittance flows is both
substantial and consequential. India has the largest
absolute exposure: the Ministry of External Affairs reports
9.37 million Indians residing in Gulf Cooperation Council
(GCC) countries as of October 2024,3 sending about
38-40 percent of India’s inward remittances.®® Nepal’s
exposure is deeper relative to the size of its economy:
remittances account for about 26 percent of GDP,*
41 percent of inflows come from 15 Middle Eastern
countries,”and 77.3 percent of migrants with renewed
entry are headed to the Middle East.*? In Pakistan,
Arab countries together accounted for more than half
of workers’ remittance inflows.* In the Philippines, the
central bank data indicate cash remittances from the
Middle East totaled about US$6.48 billion in 2024,
equivalent to roughly 18 percent of overall remittance
flows.** Sri Lanka is also highly exposed: 80.2 percent
of migrant-worker departures in 2025 were to the
Middle East.*®

Exposure, however, varies significantly across
remittance- dependent economies. Samoa, for example,

is highly remittance dependent overall, with remittances

accounting for more than 24 percent of GDP, but its
main host economies are Australia, New Zealand, and
the United States rather than the Gulf, making the
transmission channel more indirect.*

Beyond balance-of-payments effects, disruption to Gulf
labour markets can translate rapidly into employment
shocks for migrant workers and income shocks for their
families. Where remittances finance daily consumption,
education, and health care, disruption to Gulf employment
quickly erodes household welfare. A sudden loss of
income directly threatens food security and can pull
children out of school, leaving migrant families, who often
lack local safety nets, vulnerable to immediate poverty.
Countries with high dependence on Gulf remittances
may therefore experience simultaneous macroeconomic
pressures and localized social impacts concentrated

among remittance-receiving households.

2.5 TOURISM

Tourism is a more selective transmission channel,
yet it can have pronounced impacts in economies
with high dependence on travel-related revenues.
Disruptions typically occur through flight cancellations,
longer rerouting requirements, higher airfares, and
weakening traveler confidence. Current assessments
indicate that these effects are concentrated among
destinations whose connectivity relies heavily on
Gulf-and Europe-linked air traffic, rather than affecting

the region uniformly.

37 Estimation based on 2024 GDP (current US$) data from World Bank, WDI. https.//data.worldbank.org/indicator/NY.GDPMKTP.CD
38.Ministry of External Affairs, Government of India, https.//www.mea.gov.in/rajya-sabha.htm?dtl%2F38746%2FQUESTION_NO_1996_EXPATRIATES_IN_GCC_

COUNTRIES=

39.Reserve Bank of India (RBI). RBI's 6th Remittances Survey. https://www.shankariasparliament.com/current-affairs/rbis-6th-remittances-survey

40.World Bank, Personal remittances, received (% of GDP) — Nepal, 2024

41.According to Nepal Rastra Bank (the central bank) Executive Director Kharel. “Middle East Tensions Pose Multifaceted Risks to Fragile Nepali Economy”
https.//english.ratopati.com/story/51532/middle-east-tensions-could-have-a-multifaceted-impact-on-nepals-economy

42.“Outmigration trend in Nepal: Absentee population, destination and reasons’, https.//sapkotac.blogspot.com/2024/01/outmigration-trend-in-nepal-absentee.html

43.Recent data from the State Bank of Pakistan (SBF) for the current fiscal year (FY26), “Remittances steady, but war risks loom (Dawn)”, https://www.dawn.com/
news/1980726

44.Bangko Sentral ng Pilipinas, Overseas Filipino Cash Remittances, https.//www.bsp.gov.ph/statistics/external/Table%2011.pdf

45.Central Bank of Sri Lanka, Quarterly Bulletin of Workers' Remittances and Labour Migration, https://www.cbsl.gov.lk/sites/default/files/cbslweb_documents/
statistics/workers_remittances_and_labour_migration_bulletin_2025_qg4_e.pdf

46.Central Bank of Samoa (CBS), Visitor Earnings & Remittances Report December 2025, https.//cbs.gov.ws/media/Visitor-Earnings-and-Remittances-
December-2025.pdf
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Early signals from the most exposed destinations are
already concerning. In the Maldives, Ministry of Tourism
data show 34,908 tourist arrivals between 1and 7 March
2026, down 23.4 percent year-on-year.*’ In Sri Lanka,
tourist arrivals fell from an average of about 9,976
a day in February to 5,956 a day during 1-8 March
2026, a drop of roughly 40 percent.®® In Thailand, total
international arrivals were down 4.4 percent year-on-
year in early March, with arrivals from the Middle East

down 55 percent and from Europe down 14 percent.*®

In economies where visitor arrivals are a major source of
jobs, income, and foreign exchange, these disruptions
extend well beyond logistics. Higher airfares and weaker
travel confidence can quickly spill over into household

livelihoods and public revenues.

2.6 FISCAL PRESSURE AND
SUBSIDY STRAIN

Fiscal pressures are a critical channel through which
initial shocks translate into medium-term development
setbacks. While governments can provide short-term
relief to households through fuel subsidies, tax relief,
and cash transfers, these interventions place increasing
strain on already limited fiscal space. Over time, rising
support measures risk crowding out development

spending. The pressures are most acute where public

debt is already elevated, fiscal deficits are large, or

foreign exchange buffers are limited.

These strains are already becoming visible. In Indonesia,
the fiscal deficit could widen to 3.6 percent of GDP if oil
remains around US$90-92 per barrel, above the legal
3 percent ceiling.®° In Malaysia, every US$10 per barrel
increase in oil prices is estimated to add about RM3.5
billion (vUS$876 million) to subsidy costs,” and prolonged
volatility threatens the 3.5 percent fiscal deficit target
for 2026 by increasing the monthly subsidy bill, already
estimated at RM 3.2 billion (vUS$801 million),>? potentially
necessitating reallocations away from development
expenditure. In Thailand, the Oil Fuel Fund was already
more than 12 billion baht (vUS$365 million) in deficit.> In
the Philippines, fuel-excise suspension is already under

discussion as a buffer against rising prices.>

In more vulnerable economies, fiscal and external
buffers are thinner. Fiji has indicated that an increase in
oil prices from US$60 to US$100 could reduce foreign
reserves by about US$500 million.>® In the Maldives,
each month of reduced tourist arrivals and weaker
economic activity could cut revenues by US$85-100
million,%® raising the debt-to-GDP ratio by about 1.2
percentage points and widening the budget deficit by
about 21 percent,® against an already high public debt
level of about 135.9 percent of GDP®*® and a projected
deficit of 7.1 percent of GDP.%°

47Data released by the Ministry of Tourism, “Tourist Arrivals Drop 23% in Early March as Middle East Conflict Weigh on Travel”, https.//corporatemaldives.com/
tourist-arrivals-drop-23-in-early-march-as-middle-east-conflict-weigh-on-travel

48.Sril Lanka Tourism Development Authority, Weekly Report, February and March. https.//www.sltda.gov.lk/storage/common_media/Weekly_Report_1st_
to_28th_February_2026.pdf; https.//www.sltda.gov.lk/storage/common_media/Weekly_Report_1st_to_8th_March_2026.pdf

49.Thailand Public Relations Department (PRD), https://thailand.prd.go.th/en/content/category/detail/id/2078/iid/485475

50.Reuters, “Indonesia will keep budget deficit below 3% of GDP as Middle East conflict lifts oil prices, minister says”, https.//www.reuters.com/world/asia-pacific/
indonesia-will-keep-budget-deficit-below-3-gdp-middle-east-conflict-lifts-oil-2026-03-03/?utm.com

51.Bernama, “Oil Prices Stabilise, Malaysia Inflation Remains Modest’, https.//www.bernama.com/en/news.php?id=2530679

52.CAN, “Fuel subsidy bill rises over 4-fold to US$813 million monthly as Malaysia absorbs soaring price: Minister”, https://www.channelnewsasia.com/asia/
malaysia-soaring-fuel-costs-subsidy-bill-middle-east-iran-war-ron95-ron97-5991601

53.Reuters, “Thailand seeks Russian crude, to hike domestic diesel prices’, https.//www.reuters.com/business/energy/thailand-seeks-crude-oil-russia-says-
domestic-diesel-prices-rise-2026-03-17

54.Reuters, “Philippines' lower house gives president power to suspend fuel tax collection’, https.//www.reuters.com/business/energy/philippines-lower-house-
gives-president-power-suspend-fuel-tax-collection-2026-03-16

55.Projection was made by the Governor of the Reserve Bank of Fiji (RBF), The Fiji Times, “RBF keeps forex stable’, https://www.fijitimes.com.fj/rbf-keeps-forex-
stable/

56.Government estimation, Maldives Independent, “Half a gas cylinder, double the diesel price: the oil shock hits Maldives’, https.//maldivesindependent.com/
economy/half-a-gas-cylinder-double-the-diesel-price-the-oil-shock-hits-maldives-d022

57Estimation based on the size of the Maldivian economy, with US$768 billion GDP and US$570 million (MVR 8.8 billion) national debt projected in 2026.
58.IMF, General Government Gross Debt (% of GDP), https.//www.imf.org/external/datamapper/GGXWDG_NGDP@WEO/OEMDC/ADVEC/WEOWORLD
59 Ministry of Finance and Planning, https.//www.finance.gov.mv/National-Budget
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Figure 4: Gross debt to GDP ratio (%, 2026 or latest data available)
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Southeast Asia Philippines | IIIEIGz<gEEE 5°
Indonesia |IEGz<GE 4
Viet Nam | 32

Cambodia |GGz 2°
Timor-Leste | 15

Brunei Darussalam | 2

Pacific

Source: IMF, General Government Gross Debt (% of GDP)

The fiscal challenge ultimately extends beyond the offs between stabilizing prices, supporting households,
widening of deficits; it reflects a compression of overall and sustaining investments in health, education,
policy space. As financing conditions tighten and buffers infrastructure, and social protection.

diminish, governments face increasingly binding trade-
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3. IMPACT ANALYSIS

The military escalation affects human development
across the region through multiple interconnected
channels: income losses, rising poverty, worsening food
insecurity, pressure on health and education systems,
and disruptions to employment and livelihoods. While
the sharpest impacts are concentrated in Iran, simulation

results and country evidence suggest that spillovers

Box: Conflict Scenarios Used in the Analysis

are also contributing to the erosion of development
gains elsewhere in the region. The following sections
examine these impacts in turn, beginning with the output
losses that underpin the income dimension of human
development, before turning to the broader Human
Development Index (HDI), poverty, food security, health

and education, employment, and gender equality.

The analysis is based on Global Trade Analysis Project (GTAP)-derived growth projections for 2026 under

three conflict scenarios.

« Scenario 1 assumes a short-lived disruption lasting 28 days, with immediate adjustment back to pre-

military escalation conditions once the conflict ends.

« Scenario 2 applies the same initial shock but assumes a 4-month adjustment period before full recovery.

« Scenario 3 extends the adjustment period to 8 months, capturing more persistent effects on trade,

production, and expectations.

Across all three scenarios, the initial shock structure is the same: a temporary 50 percent decline in

productivity across sectors in conflict-affected economies during the conflict period, a complete halt in oil

and gas production, and a tenfold increase in export trade costs. For details on scenario calibration, see

the Appendix.

3.1 INCOME LOSSES

Economic growth remains foundational to human
development, shaping income generation, employment,
and the fiscal capacity of governments to finance health,
education, and social protection systems. Shocks to
GDP therefore transmit directly and indirectly into human
development outcomes, influencing both immediate

welfare and longer-term development trajectories.

Simulation estimates show that output losses remain

moderate in relative terms but substantial in absolute
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magnitude, reflecting the region’s economic scale.
Total losses range from approximately US$97 billion to
US$299 billion across scenarios, equivalent to about
0.3 to 0.8 percent of regional GDP.

Impacts are uneven across subregions: South Asia
accounts for the largest losses in both absolute and
relative terms, reaching over US$183 billion and up to
around 3.6 percent of GDP in more severe scenarios,
reflecting higher exposure and more limited buffers. East
Asia experiences sizeable absolute losses exceeding

US$108 billion but with relatively modest proportional



declines of up to around 0.4 percent, while Southeast
Asia records smaller losses both in absolute and relative

terms.

By income group, upper-middle-income economies
account for the bulk of total losses, while lower-middle-
income countries experience comparatively similar
percentage declines relative to GDP. While the regional
growth slowdown appears contained in percentage
terms, the scale of losses is significant and may weigh

on fiscal space, investment, and recovery trajectories.

3.2 HUMAN DEVELOPMENT INDEX

The Human Development Index (HDI) captures three
dimensions of human development: income, health, and
education. The output losses described above feed
directly into the income component. The health and
education components, which respond to conflict through
distinct channels, including damage to infrastructure,
rising input costs, disruptions to service delivery, and
household-level coping strategies, are examined in detail
in Section 3.5. This section presents the aggregate HDI
impact, combining the income dimension with estimated

effects on health and education.

Recent trends provide important context. Post-Covid-19
HDI trends in Asia and the Pacific suggest an uneven
but improving trajectory. East Asia and the Pacific rose
steadily from 0.747 in 2019 to 0.775 in 2023, while
South Asia declined from 0.641in 2019 to 0.632 in 2021
before recovering to 0.672 in 2023.5° These gains,
however, remain vulnerable to reversal from conflict-

related spillovers.

The UNDP simulation estimates the impact of the
conflict on the HDI for countries across the region.?' The
simulation translates GDP shocks into changes in the
income component of the HDI, with additional adjustment
to the health and education components for countries

directly affected by large-scale destruction. Results are

expressed as years of human development progress lost

relative to historical trends over the 2013—-2023 period.

In the aggregate, human development losses remain
moderate across Asia and the Pacific under short-
duration shocks but increase progressively across
scenarios and vary considerably across subregions
and income groups. Losses are most pronounced in
South Asia, reflecting higher exposure to income and
price shocks and more limited policy buffers, while
East and Southeast Asia experience comparatively

smaller setbacks.

By income group, upper-middle-income countries within
this region register the largest declines in terms of
lost progress, despite relatively stronger economic
fundamentals, whereas the region’s lower-middle-
income countries experience more modest but still
meaningful setbacks. Overall, while losses remain
contained in the near term, they are equivalent to
several weeks to months of foregone progress and
are expected to compound under more prolonged

disruptions.

For Iran, the losses are far more severe, even under
a short-duration scenario: UNDP simulations indicate
that Iran's HDI could decline by an amount equivalent
to roughly one to one and half years lost of human
development progress, underscoring the scale of
the shock relative to recent gains, and more severe

scenarios suggest even larger setbacks (Figure b).

Beyond Iran, simulation results at the country level point
to relatively small but widespread effects across major
economies. India is projected to experience a loss of
approximately 0.03-0.12 years of HDI progress, followed
by Nepal at around 0.02—-0.09 years and Viet Nam at
0.02-0.07 years, while for China, the estimated effects
on HDI remain limited in magnitude, ranging roughly
0.01-0.05 years. Pakistan also experiences losses in
the range of 0.01-0.04 years and Thailand up to 0.02-

60.UNDP. Human Development Report. (2020, 2021-22, 2023-24, 2025). https://hdr.undp.org/reports-and-publications
61. Three scenarios are simulated to reflect a gradual escalation in the economic impacts of conflict. For details on scenario calibration, see the Appendix.



0.07 years. Other countries, including Bangladesh, the
Philippines, Sri Lanka, Cambodia, and Lao PDR, show
similarly modest losses of roughly 0.01-0.05 years,

indicating limited short-term impacts.

These variations reflect underlying structural differences:
economies such as China and Viet Nam benefit from

more diversified production structures and stronger

buffers, while countries with higher exposure to external
demand, remittance flows, or imported inputs, such as
Nepal and Pakistan, face more pronounced risks of
cumulative human development losses if shocks persist.
As with all countries in the analysis, impacts could widen

under prolonged or more severe global disruptions.

Figure 5: Estimated years of HDI progress lost (28-day conflict, scenario 1 with immediate

adjustment)
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Note: Three conflict scenarios are modelled in the analysis: Scenario 1 assumes a 28-day disruption with immediate return to
pre-military escalation conditions; Scenario 2 assumes the same initial shock followed by a 4-month adjustment period, and
Scenario 3 extends the adjustment period to 8-months, capturing more persistent effects.
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3.3 POVERTY

Simulation results suggest that poverty impacts across measured using the World Bank’s international poverty
lines, defined in 2021 PPP terms, with thresholds of

US$4.20 per day for lower-middle-income countries and

the region remain modest in relative terms but increase
significantly across scenarios and are unevenly distributed

across subregions and income groups. Here poverty is US$8.30 per day for upper-middle-income countries,

Table 1: Estimated Poverty Impact (28-day conflict, most severe scenario with 8-month adjustment)

Estimated

pop living

in poverty
(post-crisis)

Estimated
pop living
in poverty
(pre-crisis)

International Estimated
Population | poverty line | Poverty rate | poverty rate
(million) ($/day 2021 (%) post-crisis
PPP) (%)

Estimated
pop pushed
into poverty

Country

Upper-middle-income countries (UMIC)

China 1,414 83 215 216 304,010,000 622,735 304,632,735
Indonesia 287 83 68.3 68.3 196,021,000 76,537 196,097,537
Iran 92 83 36.0 415 33,120,000 5,089,515 38,209,515
Thailand 71 83 9.9 9.9 7,029,000 15,888 7,044,888
Malaysia 35 83 29 2.9 1,015,000 -321 1,014,679
Lower-middle-income countries (LMIC)

India 1,471 4.2 23.9 24.2 351,569,000 2,464,698 354,033,698
Pakistan 258 4.2 447 449 115,326,000 421,964 115,747,964
Bangladesh 178 4.2 20.5 20.5 36,490,000 32,328 36,522,328
Philippines 119 4.2 16.9 17.0 20,111,000 35,221 20,146,221
Viet Nam 101 4.2 4.2 4.2 4,242,000 7,567 4,249,567
Nepal 31 4.2 9.1 9.2 2,821,000 9,507 2,830,507
Sri Lanka 22 4.2 1.5 1.5 2,530,000 2,951 2,532,951
Cambodia 18 4.2 323 324 5,717,100 7,315 5,724,415
Lao PDR 8 4.2 35.0 351 2,765,000 3,961 2,768,961

Source: UNDP poverty impact simulation

Note: The simulation results for the other scenarios are presented in the Annex. Poverty lines are based on World Bank
international poverty lines (2021 PPP): $4.20/day (LMIC) and $8.30/day (UMIC).

Note 2: Three conflict scenarios are modelled in the analysis: Scenario 1 assumes a 28-day disruption with immediate return
to pre-military escalation conditions, Scenario 2 assumes the same initial shock followed by a 4-month adjustment period; and
Scenario 3 extends the adjustment period to 8-months, capturing more persistent effects.
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representing the minimum income required to meet

basic needs in economies at different income levels.

The number of people pushed into poverty rises from
approximately 1.9 million to nearly 8.8 million across
scenarios, with South Asia accounting for the largest
share, ranging from about 1.7 million to over 8.0 million,
reflecting both the subregion’s population size and
its higher exposure to income and price shocks. East
Asia and Southeast Asia experience comparatively
smaller increases, with impacts ranging from around
100,000 to over 600,000 and 30,000 to around 150,000,
respectively, while effects in the Pacific are limited in both

absolute and relative terms.

By income group, upper-middle-income countries account
for the majority of new poor, rising from around 1.4 million
to nearly 5.8 million, driven by population scale effects,
whereas lower-middle-income countries experience
smaller but still significant increases, from roughly 0.5
million to 3.0 million, reflecting greater vulnerability to
shocks. Overall, while poverty rate changes remain
limited, the absolute number of people affected rises
sharply across scenarios, underscoring the importance
of population scale and structural exposure in shaping

regional outcomes.

The simulation-based impacts are concentrated in a
few large and highly exposed economies. Iran records
the largest increase, from about 1.2 million to over 5.0
million, followed by India, where poverty is expected to
rise from around 400,000 to 2.5 million, and Pakistan,
from about 73,000 to over 420,000. China is estimated to
experience a more moderate increase in the number of
people atrisk of falling into poverty, from around 115,000
to over 620,000, reflecting small proportional changes
applied to a very large population base. Under the most
severe scenario, the estimated increase remains limited
relative to population size, underscoring country’ stronger
buffers to manage shocks. While Indonesia and Thailand
are estimated to show limited impacts, and Malaysia

remains broadly unchanged. Smaller economies, including
Bangladesh, the Philippines, Viet Nam, Nepal, Sri Lanka,
Cambodia, and Lao PDR, record nominal increases.

Overall, the results highlight a consistent regional pattern:
poverty rate increases remain small, but population scale
and exposure to shocks drive significant absolute impacts,
particularly in larger and more vulnerable economies.
These findings underscore the importance of timely policy
responses to protect household welfare and prevent
temporary shocks from translating into lasting setbacks
to poverty reduction and human development.

3.4 FOOD SECURITY

Food security is one of the fastest and most direct
channels through which the shock affects household
welfare. The impacts arise through two reinforcing
mechanisms: higher transport and logistics costs that
increase retail food prices, and disruptions in fertilizer
and other agricultural input supply that threaten domestic
agricultural production. The Food and Agriculture
Organization (FAO) also cautions that fertilizer shortages
and higher energy costs could tighten grain supplies
and trigger cross-commodity price contagion, further
raising food prices in low-income, import-dependent
countries.®? These risks are particularly acute in countries
that depend heavily on imported food, fuel, fertilizer, and
other agricultural inputs. In some parts of South Asia,
including Bangladesh, India, Pakistan, and Sri Lanka,
they may be further compounded by export linkages to
Gulf markets, which can shrink farm incomes, constrain
access to key inputs, and disrupt production.®®

Atthe regional level, food security impacts are expected
to be uneven but largely driven by indirect transmission
channels, with important differences across country
groups and subregions. Lower-income and lower-
middle-income countries face the greatest vulnerabilities,
reflecting higher dependence on imported food, fuel,
and agricultural inputs, as well as limited fiscal capacity
to buffer shocks. Upper-middle-income countries are

62.FAO (2026). Global Agrifood Implications of the 2026 Conflict in the Middle East. https://openknowledge.fao.org/items/67a1fe95-98f2-4f23-8be7-

99491bfd8343

63.FAO (2026). Global Agrifood Implications of the 2026 Conflict in the Middle East.



better able to absorb short-term disruptions but remain
exposed to rising input and logistics costs, which may

gradually transmit into domestic food prices.

Sub-regionally, South Asia appears particularly exposed
due to its combination of large populations, high food
expenditure shares, and sensitive to remittance and
energy price shocks, while Pacific Island Countries
face acute risks linked to import dependence and
supply chain fragility. East and Southeast Asia, while
comparatively more resilient, remain exposed through
production systems, fertilizer use, and trade linkages,
suggesting that food security pressures may intensify
over time, even where immediate price effects are

contained.

UNDP country-level analysis highlights how these food
security risks are transmitting across different contexts in
the region. In Iran, food security risks are likely to rise as
the conflict compounds already high food price inflation
and declining purchasing power. Food inflation had
reached about 57.9 percent year-on-year in September
2025, and disruptions to food imports and maritime trade
could further tighten domestic supply.®* These pressures
are especially significant for vulnerable households,
which spend around 45 percent of total consumption
on food.®®> While the Government has introduced a
scheme providing approximately $6.8 per person per
month for essential food items, alongside an existing
cash transfer of around $2-3 per person per month, the
level of support remains modest relative to prevailing
food price inflation and may be insufficient to offset

rising costs.®®

In Pakistan, food inflation is projected to rise by up
to 5 percentage points under a prolonged conflict
scenario, driven by higher freight costs, rising fertilizer
prices, and supply chain disruptions.®” In Myanmar, food
inflation, already at around 25 percent,®® could rise to
35 percent, with particularly severe effects on nutrition
beyond staple crops.®® In Samoa, food security risks
are heightened by significant reliance on imported
foods, as only 37 percent of the top 30 food items by
expenditure are locally produced,’ and more than 40
percent of households are unable to afford a nutritious
diet.”" In Papua New Guinea, almost half of children
under five are stunted, and rising imported food prices

risk worsening already critical nutrition outcomes.”?

For several countries, including India, Pakistan,
Bangladesh, Nepal, and the Philippines, food security
pressures could also be compounded by remittance
losses, as reduced Gulf economic activity weakens

household incomes and purchasing power.”

Input-related vulnerabilities are especially significant
where planting cycles and existing subsidy systems
leave little room to absorb further shocks. In India, the
timing is especially sensitive: any prolonged disruption
would coincide with the preparations for the Kharif (the
monsoon cropping season), which begins in June. Urea
stocks stood at 6.114 million tons, providing a near-term
buffer but not fully insulating the sector if disruptions
persist into the planting season.” In Indonesia, where
fertilizer subsidies remain a central part of agricultural
policy, higher global fertilizer prices would either raise

fiscal costs or, if passed through, increase production

64.World Food Programme. https.//dataviz.vam.wip.org/the-middle-east-and-northern-africa/iran-(islamic-republic-of)/economic/inflation
65.World Bank, Iran Poverty Diagnostic, 2023 https.//openknowledge.worldbank.org/entities/publication/al84a627-677f-4d33-b032-244e394aff70
66.UNDP (2026). Military Escalation in the Middle East: Economic and Human Development Impacts in the Islamic Republic of Iran.

67.FCDO-UNDP National Governance programme.

68.International Monetary Fund (IMF), World Economic Outlook: Navigating Global Divergences (Washington, DC: IMF, October 2025). https://www.imf.org/en/

publications/weo/issues/2025/10/14/world-economic-outlook-october-2025
69.UNDP estimation.

7OWFP (2025). Cost of the diet analysis in Samoa. https.//mafgov.ws/wp-content/uploads/2025/09/Cost-of-Diet-Analysis-in-Samoa-2025.pdf

71.1bid.

72.UNICEF (2024). UNICEF Papua New Guinea. Annual Report 2024. https.//www.unicef.org/png/what-we-do/nutrition

73.FAO (2026). Global Agrifood Implications of the 2026 Conflict in the Middle East.

74.Government of India. Ministry of Chemicals and Fertilizers. https://www.pib.gov.in/PressReleasePage.aspx?PRID=2242656&reg=3&lang=2



costs for rice,”® with likely knock-on effects on food
affordability. The military escalation in the Middle East
has also disrupted logistics for sulphur shipments, a key
input for phosphate fertilizers widely used in agriculture.
Rising sulphur prices and supply concerns, together
with efforts to secure alternative supplies, could further

increase fertilizer costs for rice-based farming systems.”®

3.5 EDUCATION AND HEALTH

These two dimensions of the HDI, which together with
income constitute the composite index discussed in
Section 3.2, are affected through distinct channels.
Education impacts are largely indirect for most of

the region, while health pressures arise from both

supply-chain disruption and, in Iran, direct damage to

infrastructure and services.

At this stage, education impacts for most countries in the
region are expected to mainly occur through household
income stress and rising living costs that may increase
the risk of school dropout in some contexts. In Iran,
however, education is being affected more directly,
with damage to school infrastructure, safety risks, and
temporary closures in affected areas. The UN Office
for the Coordination of Humanitarian Affairs (OCHA)
reported that over 760 schools had been damaged or
destroyed, while over 240 children had been killed
and many more injured.”” Iran’s children can expect
about 11.29 years of schooling, but this corresponds

to only 8.06 learning-adjusted years,’”® pointing to a

Figure 6: Gap Between Years of Schooling and Learning Outcomes in Iran

Gap with Expected Years of School

B Learing-Adjusted Years of School

Expected Years

10.71 10.64 10.82 11.29
of School
3.23 271 2.68 3.23
'
2010 2015 2020 2025

Source: World Bank Human Capital Data Portal”® &

75.0ECD (2025). Indonesia: Agricultural Policy Monitoring and Evaluation. https.//www.oecd.org/en/publications/agricultural-policy-monitoring-and-

evaluation-2025_a80ac398-en/full-report/indonesia_1bOc1bfb.htm/

76.Bloomberg, ‘“Asian Traders Seek Sulfur Options as Hormuz Halt Cuts Supply,” 3 March 2026. https://www.bloomberg.com/news/articles/2026-03-03/asian-

traders-seek-sulfur-options-as-hormuz-halt-cuts-supply

77.0CHA/ReliefWeb, Islamic Republic of Iran: Humanitarian Update No. 02, 3 April 2026. https://reliefweb.int/report/iran-islamic-republic/islamic-republic-iran-

humanitarian-update-no-02-3-april-2026

78 World Bank. Human Capital Data Portal. https://humancapital.worldbank.org/en/indicator/HD_HCIP_LAYS?geos=IRN&comparisonBy=SEX
79.https://humancapital.worldbank.org/en/indicator/HD_HCIP_LAYS?geos=IRN&comparisonBy=SEX
80.https://humancapital.worldbank.org/en/indicator/HD_HCIP_EYRS?geos=IRN&comparisonBy=SEX
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pre-existing gap between time spent in school and
actual learning outcomes that conflict is likely to widen
further (Figure 6).

Health impacts arise through multiple channels,
including direct pressure on health systems, supply-
chain disruption, constraints on access to care, and
shifts toward coal use as the escalation squeezes

global LNG supplies.

In Iran, rising casualties, attacks on health care facilities,
and disruptions to essential services are increasing
pressure on hospitals and health workers, while hospital
evacuations, and broader transport and access disruptions
are affecting the delivery of health services.® Over 300
medical, health, and emergency centers have been
damaged, with over 20 medical personnel killed.®?
Airstrikes on infrastructure, including a desalination plant
and fuel depots, have also disrupted basic services and

created additional public health and environmental risks.&

Although Iran has a relatively developed health care
system and has demonstrated resilience in responding
to previous shocks, physician density of around 1.8 per
1,000 people® may nonetheless constrain its ability to
absorb sudden increases in demand for emergency and
trauma care during conflict. Out-of-pocket payments,
which account for roughly 43 percent of total health
expenditure,®® could also increase financial pressure on
households as medical needs rise and delivery is disrupted.
These developments are particularly concerning, both in
terms of human rights and their potential to undermine

current and future human capital formation.

In other parts of the region, health-system pressures are
driven primarily by rising input costs and supply-chain
constraints. In India, raw material costs for medical
devices are expected to rise by around 50 percent
due to disruptions around the Strait of Hormuz,®®while
wholesale prices of medicine have already risen by
10-15 percent.®” In Indonesia, where 85 percent of
pharmaceutical raw materials are imported from India
and China,® higher global energy and transport costs
could further increase the price of pharmaceuticals and
medical supplies. In the Maldives, all hospitals providing
tertiary care are in the capital; fuel-dependent inter-island
transport could become infrequent, affecting healthcare

access for approximately 200 inhabited islands.

The shock is also influencing energy choices in several
countries. With LNG prices rising, some economies
including India, Thailand, the Philippines, and Viet
Nam, have increased reliance on coal-fired power,
while Indonesia has prioritized domestic coal use over
exports.® These shifts carry public health implications,
as higher coal consumption is associated with increased
air pollution, contributing to elevated risks of respiratory

and cardiovascular disease.

3.6 EMPLOYMENT AND
LIVELIHOODS

The military escalation is affecting employment and
livelihoods across the Asia-Pacific region through
disruptions to economic activity, mobility, trade, and

supply chains. These impacts are particularly acute in

81.World Health Organization (WHQO), “Conflict deepens health crisis across Middle East, WHO says,” 11 March 2026.
Reuters, “WHO says six hospitals evacuated in Iran, system holding up,” 16 March 2026.
OCHA/ReliefWeb, Islamic Republic of Iran: Humanitarian Update No. 01, 17 March 2026.
82.Red Crescent Society of the Islamic Republic of Iran. 31 March 2026. https.//wanaen.com/irans-red-crescent-says-over-113000-civilian-units-damaged-in-war

83.UN Office for the Coordination of Humanitarian Affairs (OCHA), Islamic Republic of Iran: Humanitarian Update No. 01, 17 March 2026. https.//reliefweb.int/
report/iran-islamic-republic/islamic-republic-iran-humanitarian-update-no-01-17-march-2026

84.https://data.worldbank.org/indicator/SH.MED.PHYS.ZS?locations=IR
85.https.//data.worldbank.org/indicator/SH.XPD.OOPC.CH.ZS?locations=IR

86.HealthWorld / The Economic Times, “Hormuz Tensions Push Device Costs Up 50%, Shortage Fears Rise,” March 19, 2026. https.//health.economictimes.
indiatimes.com/news/medical-devices/hormuz-tensions-push-device-costs-up-50-shortage-fears-rise/1296 75949

87ABP Live, “Iran War Hits India’s Medicine Supply Chain; Pharma Body Flags Risk Of Shortage,” updated 18 March 2026. https.//news.abplive.com/news/world/
iran-war-hits-india-s-medicine-supply-chain-pharma-body-flags-risk-of-shortage-1831868

88.VOI Economy, “Indonesia Still Imports Pharmaceutical Raw Materials, Mostly from India and China,” 15 November 2025. https://voi.id/en/economy/533899

89.Associated Press, “Middle East wars force some Asian countries to turn to coal as energy supplies become uncertain,” 23 March 2026.



Figure 7. Informal employment in Asia and the Pacific, percent of total employment, population

aged 15+ (latest available data)
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Source: ILO, ILOSTAT Data Explorer; World Bank, Iran Economic Monitor (Spring 2022).

Note: Data sources by year: 2023: Brunei Darussalam, India, Indonesia, Mongolia, Tonga, Viet Nam,; 2022: Bangladesh, Iran,
Lao PDR, Samoa, SriLanka, Tuvalu; 2021: Afghanistan, Marshall Islands, Nauru, Pakistan, Timor-Leste; 2020: Kiribati, Myanmar;
2019: Cambodia, Cook Islands, Maldives, Rep. of Korea, Vanuatu; 2018: Thailand; 2017: Nepal; 2016: Fiji

contexts with large informal economies (see Figure 7),
where workers often depend on daily earnings, have
limited savings, and lack access to social protection
systems. In such contexts, even short-term increases in
transport costs, reduced demand, or mobility constraints
can translate rapidly into income losses and heightened

livelihood insecurity.

The implied employmentimpacts are likely to be significant.
Labour market impacts are generally more immediate
for low-skilled workers, who are often concentrated in
more vulnerable and less secure jobs, although workers
in higher-skilled occupations may also be increasingly

affected as the shock deepens. Preliminary estimates

90.Statistical Center of Iran (2021).
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suggest that, atthe median, a 1 percentage point decline
in GDP growth is associated with roughly a 2 percentage
point increase in unemployment among workers in
lower-skilled occupations, and around a 1.5 percentage
point increase in higher skilled roles, underscoring
the asymmetric labour market effects of the shock
and the greater vulnerability of workers in less secure
employment. The gender dimensions of these impacts,
including the disproportionate effects on women in

informal work, are discussed in Section 3.7.

In Iran, where informal workers account for about 39
percent of the working population,®® many depend on

small enterprises, self-employment, and local markets



that are highly sensitive to disruptions in mobility and
demand. Livelihood pressures have been compounded
by large-scale displacement, with initial estimates
suggesting that about 3.2 million people were displaced
as of 12 March 2026.%

Construction, agriculture, and the informal sector have
also been strained by damage to productive assets,
with more than 22,400 commercial units reportedly
damaged by 31 March.*? Telecommunications disruptions
have severely affected Iran’s digital commerce market,
which supports the livelihoods of an estimated 2.5
million people directly and 10 million people indirectly,
including many women-led home based enterprises.
Disruptions to the Shetab interbank network have
further constrained income flows for millions of workers
and businesses, adding pressure on households and

micro-entrepreneurs.®

Iran also hosts around 1.65 million refugees and others
in need of international protection, the majority of whom
are Afghans, and whose livelihoods are particularly
vulnerable to economic and mobility disruptions.®*
Since 28 February 2026, about 24,600 people have
returned to Afghanistan, placing additional pressure on
already fragile communities and services there.®® This
is unfolding against the backdrop of one of the largest
return movements in recent decades: since October
2023, more than 5.4 million Afghans—over 10 percent
of the country’s population—have returned, including
more than 2.9 million in 2025.°® These large-scale
returns are intensifying pressure on communities where
jobs, housing, and basic services are already scarce.

In Nepal, employment vulnerability is closely tied to
overseas labour migration, with around 80 percent of
migrant workers going to Gulf countries and Malaysia.*”
If the disruption persists, constraints on labour mobility
could affect employment prospects and household

income for many migrant-dependent families.

In India, employment risks are likely to be especially
pronounced in MSME-intensive sectors that rely on
imported energy and inputs or are exposed to Gulf-linked
trade. This is particularly significant in a labour market
where about 90 percent of employment is informal.®®
Small firms in hospitality, food processing, construction
materials, steel-based manufacturing, and gems and
diamonds may face higher input costs, supply shortages,
and delayed or cancelled orders, with knock-on effects
on jobs, hours worked, and business continuity. These
pressures could translate into reduced working hours,
job losses, and business interruptions, especially for
informal and migrant workers and MSMEs operating
with limited financial buffers, and constrained access

to credit.

In Indonesia, employment risks are likely to be
concentrated in agriculture, trade, manufacturing, and
transport and logistics, where higher fuel, fertilizer,
and imported input costs could reduce earnings and
disrupt activity. The government may also face higher
fiscal pressure from fertilizer subsidies. These risks
are amplified by high informality, with 59.4 percent of
workers informally employed,®® and by the central role

of MSMEs, which employ 119 million workers and may
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face tighter margins and weaker business continuity,

especially at the micro-enterprise level.°®

3.7 GENDER DIMENSIONS

The gendered nature of the current shock is critical
to recognize, as economy-wide disruptions are not
gender-neutral. As seen during COVID-19 and other
global crises, such shocks interact with pre-existing
gender inequalities in labour markets, unpaid care
responsibilities, access to productive assets, and social
protection systems. Across Asia and the Pacific region,
these structural gaps shape how households, particularly
women and girls, experience rising prices, declining

incomes, and tightening fiscal conditions.

Women in the region remain disproportionately
concentrated in informal and lower-paid employment,
micro and small enterprises, and certain migrant labour
flows linked to the Middle East. In 2023, 66 percent
of workers in Asia and the Pacific were in informal
employment, while the regional jobs gap was 9.4
percent for women compared with 6.9 percent for
men. Informality not only reduces earnings stability but

also limits access to formal protection during shocks.

As fuel, freight, and input costs rise, women-owned
informal businesses, especially in retail, services,
home-based production, and food systems, are among
the first to experience reduced margins, lower demand,
and business closures. UNDP’s 17 country assessments
identified women in informal work as among the groups
most at risk from the impacts of the crisis, especially in
South Asia and the Pacific, where this vulnerability is
compounded by unequal care burdens, concentration
in insecure employment, and more limited access to

social protection and stable incomes.

Women migrant workers face additional risks. The Arab
States hosted over 24 million documented migrant
workers, including 4.2 million women, many of them
in domestic work, care work, hospitality, and other
services where legal protection tends to be limited.'?
Employment disruptions or changes in labour demand
in Gulf countries can therefore have direct implications
for women migrants’ incomes, safety, and remittance
flows, with downstream impacts on their families and

communities in Asia and the Pacific.

Unpaid care work remains another critical transmission
channel. Across Asia and the Pacific, women spend 4.1
times more time on unpaid care work than men.”® As
living costs rise and household budgets tighten, women
often absorb the adjustment through more unpaid labour,
reductions in paid work, and greater responsibility for
managing food supplies, transport, and care needs.
This exacerbates time poverty, constrains labour force
participation, and heightens vulnerabilities for women

in lower-income households.

Recent UN Women analysis also stresses that women
and girls in Asia and the Pacific are disproportionately
vulnerable to food insecurity and undernourishment
because unequal power relations and discriminatory
institutions limit their ability to produce, purchase, and
access food.®* When fertilizer, transport, and food
prices rise simultaneously, women often reduce their
own consumption to protect children and other family

members, increasing health and nutrition risks.

Taken together, these dynamics indicate that the shocks
arising from the Middle East escalation risk widening
existing gender gaps in income, food security, time

use, mobility, and resilience across Asia and the Pacific.
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4. GOVERNMENT RESPONSES

Many governments across the region have acted rapidly
to manage the immediate effects of the escalation,
prioritizing short-term stabilization measures to contain
disruptions and limit impacts on households and firms.
Policy actions have largely focused on emergency
supply management, fiscal cushioning, and financial
measures designed to maintain market stability and
support essential services. The following sections
review these responses before turning to the structural
constraints that may limit their effectiveness if the crisis

persists.

4.1 SUPPLY STABILIZATION AND
DEMAND MANAGEMENT

Governments across the region are taking a range
of steps to stabilize energy supply, ease pressure on
households and domestic markets, and manage the

uncertainty arising from fuel and energy price volatility.

On the supply side, Viet Nam activated Resolution
36/NQ-CP, which introduced urgent measures to
safeguard national energy security and enable more
flexible fuel price management amid the conflict.'°® India
has implemented measures to protect household access
to key fuels by reducing gas supplies to some industrial
users, directing refiners to maximize LPG production
for household supply, and arranging crude and LNG

imports from alternative sources.'®®

Countries are also introducing short-term demand-
management measures to reduce pressure on fuel use
and improve resilience. Thailand has introduced work-
from-home arrangements for civil servants, suspended
overseas travel, recommended that air-conditioning
systems in government and private sector offices
be adjusted to 26-27°C, and shifted from B5 to B7
biodiesel.”” Pakistan announced a four-day workweek
for public offices, a 50 percent work-from-home
policy for government staff, and fuel-allowance cuts,
alongside restrictions on official vehicle use to reduce
consumption.’®® Myanmar has managed fuel shortages
through administrative rationing and demand-control
measures, including odd-even driving rules and fuel
quotas.’® The Philippines introduced a temporary four-
day workweek in some government offices and directed
agencies to reduce electricity and fuel consumption by
10 to 20 percent."

4.2 FISCAL CUSHIONING AND
PRICE STABILIZATION

Across the region, governments have primarily relied on
fiscal instruments, such as fuel subsidies, tax adjustments,
and price-stabilization mechanisms to mitigate the
immediate impact of rising energy costs. The Philippines
has sought emergency powers to suspend fuel excise
taxes and accelerated a PHP 2.5 billion fuel subsidy

for public transport drivers.™ Thailand has drawn on its
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Oil Fuel Fund to help cushion domestic diesel prices
and manage volatility.™ Lao PDR has reduced the fuel
excise tax on gasoline from 25 percent to 15 percent

and on diesel from 10 percent to zero.™

4.3 MONETARY AND FINANCIAL
RESPONSES

Monetary and financial responses have so far been
measured and varied across countries. Pakistan’s central
bank has maintained its policy rate at 10.5 percent,
citing oil-related inflation risks amid the conflict.™ India’s
Reserve Bank has intervened in foreign exchange
markets to support the rupee amid conflict-related oil
and market pressures, with foreign exchange reserves
standing at about USD 716.8 billion."™ Indonesia’s central
bank held its policy rate at 4.75 percent while intervening

in foreign exchange markets to support the rupiah."®

4.4 EARLY ADAPTIVE RESPONSES

Alongside immediate stabilization measures, the crisis
is prompting some early adaptive responses that could
strengthen resilience if sustained. These include steps
toward fuel diversification and substitution: Indonesia
is moving ahead with B50 biodiesel, a 50:50 blend
of palm oil-based biodiesel and conventional diesel
intended to reduce reliance on imported oil products;"”

Bangladesh has allowed duty-free imports of electric

buses for schools, with incentives for participating
institutions;"™ and India is working to plug leaks in its
LPG distribution chain and strengthen infrastructure to
expedite a shift toward piped gas, aiming to reduce

LPG imports and spending on subsidies.

4.5 EMERGING REGIONAL
COOPERATION

Regional coordination is beginning to take shape, with
the Association of Southeast Asian Nations (ASEAN)
providing the most advanced example to date. At the
Special ASEAN Foreign Ministers’ Meeting on the
Situation in the Middle East in March 2026, ministers
discussed the use of existing ASEAN mechanisms to
address the effects of the crisis on livelihoods, supply

chains, commodity prices, and energy prices.'?°

Proposed measures included activation of the ASEAN
Petroleum Security Agreement in the short term, while
longer-term measures focus on accelerating the shift to
renewable and alternative energy sources, leveraging
the ASEAN Power Grid to strengthen regional energy
connectivity, and enhancing cooperation in trade,
finance, and transportation through stronger connectivity

and lower trade barriers.
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4.6 STRUCTURAL CONSTRAINTS

The policy measures described above remain
necessarily focused on short-term stabilization through
supply management, demand reduction, and temporary
price cushioning to help stabilize markets and protect
vulnerable households. These responses have been

important, but their sustainability is uncertain.

If the shock persists, fiscal pressures from fuel subsidies
and tax relief are likely to intensify, and while some
efforts to diversify trade and energy sources are
underway, these shifts remain partial and cannot fully
offset dependence on Gulf supply in the near term. At
the same time, social protection systems in many parts
of Asia and the Pacific also face longstanding constraints
in coverage, targeting, and fiscal space, limiting the
speed and scale at which shock-responsive support

can be expanded.”

Under a prolonged scenario, these structural limitations
would become increasingly pronounced: access to
formal emergency financing remains limited, and deeper
energy diversification, while essential, cannot advance
rapidly enough to fully mitigate immediate disruptions.
The question for many governments will be whether
current measures can be sustained and adapted if the

crisis deepens.
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5. POLICY INVESTMENTS AND
PROGRAMME IMPLICATIONS

The analysis presented in this report shows that the crisis
is transmitted through interconnected macroeconomic,
social, and structural channels, with impacts varying
widely across countries. The findings of this assessment
point to four priority areas for policy action to mitigate
the human development impacts of the crisis. These
cut across the main transmission channels identified
above: energy and food price shocks, disruptions
to employment and livelihoods, and heightened
pressures on vulnerable households, and underscore
the importance of responses that not only address
immediate impacts but also build resilience for future

shocks.

The experience of COVID-19 offers important lessons
for shaping effective policy approaches in the current
context. During the pandemic, it became clear that
crisis management cannot rely solely on short-term
stabilization; it must also protect household welfare,
sustain jobs, support informal workers and MSMEs,
and preserve trust in public institutions. UNDP analysis
consistently showed how countries that combined
emergency measures with scalable social protection,
targeted support for small firms and vulnerable workers,
and digital delivery systems were able to respond faster,
reach more people, and prevent deeper and longer-

lasting human development losses.'*?

These insights remain highly relevant today. While Asia
and the Pacific is not experiencing a systemic crisis, the
region’s exposure to rising living costs, volatile energy

markets, fragile food systems, and fluctuating remittance

flows means that the same structural vulnerabilities that
amplified COVID-19 impacts could magnify current and
future external shocks. Policies that protect people,
sustain essential systems, and strengthen institutional
and economic resilience are central to mitigating human
development losses and enhancing preparedness for

what comes next.

5.1 STRENGTHEN SHOCK-
RESPONSIVE SOCIAL PROTECTION

Across much of Asia and the Pacific region, the
immediate human development effects of the crisis
are being transmitted first and most strongly through
higher food and fuel prices, declining purchasing
power, and increased pressure on health and education
spending. This highlights the importance of targeted
and scalable social protection systems, including cash
transfers, targeted subsidies, and real-time poverty and
vulnerability monitoring, that can respond quickly when

conditions deteriorate.

UNDP’s regional synthesis on social protection found
that emergency cash transfers and food assistance
helped mitigate immediate hardship, but many systems
struggled to scale because registries, delivery platforms,
and governance arrangements were not designed for
rapid expansion or sustained support. Informal workers,
migrants, women in precarious work, and households
near the poverty line were often left out.”® Where these

constraints persist, temporary subsidies for a basic

122. UNDP (2020a). COVID-19 and Human Development: Assessing the Crisis, Envisioning the Recovery. New York: United Nations Development Programme
Human Development Report Office; UNDP (2021a). Update on UNDP’s Socio-Economic Response Beyond Recovery. New York: United Nations
Development Programme. Available at https://www.undp.org/sites/g/files/zskgke326/files/UNDP%20COVID-19%20Socio-Economic%20Response%20-%20

EB%20Annual%20session%202021_0.pdf

123. United Nations Development Programme (UNDP). 2023. UNDP Asia-Pacific Regional Synthesis of Support to Social Protection. UNDP Regional Bureau for

Asia and the Pacific, Bangkok.



‘lifeline’ level of electricity or cooking gas consumption
can serve as a practical interim option to buffer energy
pass-through effects, while helping to avoid the fiscal
and distributional risks associated with broad-based

subsidies.

In this context, UNDP has a continued role, in alignment
with nationally led priorities, in helping governments
strengthen adaptive social protection systems that
can anticipate, absorb, and adapt to recurrent shocks.
This includes support to strengthen social registries,
digital delivery systems, early warning and vulnerability
monitoring, and the governance arrangements needed

to trigger timely scale-up.

Particular attention is needed for groups that are often
missed by conventional systems, including informal
workers, migrants, women in informal employment,
and households just above the poverty line that remain
highly vulnerable to price shocks. Attention to gender-
differentiated impacts remains essential. Women face
higher exposure to income losses, weaker access to
formal protection, and increased unpaid care burdens
when prices rise or services are disrupted. Ensuring
that systems identify and reach these groups is vital
for protecting household capabilities and preventing

long-term setbacks.

UNDP can add value by helping governments connect
short-term measures with broader resilience and
development objectives. This includes linking cash
and subsidy responses to livelihoods recovery, local
service delivery, and fiscal and institutional reforms that
improve the sustainability of social protection over time.
This also means avoiding blanket energy subsidies
where possible, as these tend to be regressive, fiscally
costly, and difficult to unwind once introduced. Shock-
responsive social protection thus becomes not only a
crisis tool but a pillar of inclusive development, helping
safeguard human development gains in a more uncertain

regional environment.
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5.2 PROTECT LIVELIHOODS AND
FIRM-LEVEL RESILIENCE

The assessment indicates that employment impacts
are likely to be concentrated in informal and MSME-
intensive sectors, especially where firms face higher
input costs, supply shortages, and weaker demand.
Given that these sectors provide most jobs across the
region, especially for women, youth, and low-income
households, supporting their resilience is central to

preventing longer-term human development losses.

MSMEs, self-employed workers, and informal enterprises
often operate with thin financial buffers and are highly
sensitive to increases in fuel, transport, and input prices.
Temporary shocks can quickly translate into lost income,
reduced working hours, or business closures. Gender-
differentiated impacts require particular attention,
especially where women are concentrated in informal
work, face more limited access to finance and social
protection, and are more exposed to income losses

during periods of crisis.

UNDP is well positioned to support national efforts
through integrated work on local economic recovery,
MSME resilience, and labour market support. Priority areas
include business continuity support for vulnerable MSMEs;
improved access to finance, including concessional
credit and guarantee mechanisms; livelihood recovery
programmes for workers facing temporary income
loss; skills development and employability initiatives
to support mobility within labour markets; targeted
support for women-owned enterprises and women in
informal work; and area-based interventions in sectors
and locations facing heightened exposure to energy

or trade disruptions.

From a human development perspective, the goal
is not only to preserve firms and jobs but to protect
people’s ability to secure incomes, invest in health and
education, and avoid distress-based coping strategies.
Because MSMEs and informal economic actors form

the backbone of employment and local economies,



measures that help enterprises remain operational
and retain workers play an essential role in maintaining

household well-being and social stability.

UNDP’s comparative advantage lies in its ability to
bridge short-term economic stabilization with longer-
term inclusion and resilience. This includes supporting
governments and local institutions to design integrated
responses that combine MSME support, local economic
recovery, employment measures, and area-based
interventions in the most exposed sectors and territories,
while advancing policy solutions that better recognise
the realities of informality and create pathways towards

more productive, secure, and inclusive livelihoods.

5.3 REDUCE STRUCTURAL
EXPOSURE TO EXTERNAL SHOCKS

The assessment shows that reliance on imported fuel,
fertilizer, food, and overseas labour markets can quickly
translate into human development setbacks when
global conditions shift, supply routes are disrupted, or
external demand weakens. While immediate stabilization
efforts remain important, the findings underscore the
need for longer-term strategies that reduce structural
exposure and strengthen resilience across the region,
while building on the emerging adaptive responses
already underway, including fuel substitution, cleaner
transport measures, and infrastructure upgrades that

reduce reliance on imported fuels.

From a human development perspective, reducing
vulnerability requires moving beyond episodic crisis
responses toward systemic investments that expand
domestic capabilities, diversify risks, and provide more
stable pathways for livelihoods and essential services.
Key areas include: diversifying energy and input sources,
including renewable generation, storage, and alternative
supply pathways; strengthening food systems, through
improved domestic production, resilient agricultural
inputs, and secure fertilizer supply chains; reducing
over-reliance on external labour markets by expanding

productive and quality employment opportunities at
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home; investing in resilient infrastructure, logistics, and
service delivery systems that can continue to function
during external disruptions; and integrating risk-informed
development planning, ensuring that economic, social,

and environmental policies account for future shocks.

The experience of this shock, like earlier ones, confirms
that countries repeatedly exposed to volatility face
slower human development progress, especially where
shocks interact with constraints in fiscal space, labour
markets, and essential systems. Building domestic
resilience is therefore not only an economic imperative,

but a human development priority.

UNDP can support this agenda through policy advisory
services that help governments connect immediate crisis
response with longer-term structural transformation,
including in adaptive social protection, employment
and migration linkages, migration and development,
energy diversification and transition, and risk-informed

and resilience-oriented development planning.

The crisis reinforces the need to address the structural
drivers of vulnerability that leave countries repeatedly
exposed to external shocks. Reducing such exposure
requires more than emergency adjustment measures;
it calls for forward-looking strategies that strengthen
domestic resilience, diversify sources of risk, and expand
the capacity of economies and societies to withstand
future disruptions. This includes efforts to improve
energy security, reduce dependence on critical imported
inputs, strengthen food systems, and create more robust
domestic employment opportunities, particularly for

groups and regions most exposed to external volatility.

By helping countries connect immediate responses
with long-term transformation, UNDP can support a
shift from reactive crisis management toward structural
resilience building, protecting development gains,
reducing persistent vulnerabilities, and enabling more
stable and inclusive human development trajectories
in an increasingly uncertain global environment. In

this way, UNDP can help countries move beyond



reactive crisis management toward strategies that build
resilience, reduce persistent vulnerabilities, and protect
development progress in an increasingly uncertain

external environment.

5.4 REGIONAL COOPERATION

Given the cross-border nature of energy markets,
trade routes, food systems, financial flows, and labour
mobility, regional cooperation is an essential enabler
of human development resilience. Priorities include
joint approaches to energy and food security, including
diversified supply and stock management; coordinated
measures to keep remittance channels, logistics corridors,
and migration systems functioning; shared early-warning
systems and information exchange; digital infrastructure
and connectivity; collective efforts to mobilize regional
and international financing for vulnerable economies;
and collaboration on digital infrastructure and social
protection interoperability. Regional cooperation reduces
volatility, lowers adjustment costs, and helps ensure
that smaller or more vulnerable economies are not
disproportionately affected by external shocks. From
a human development perspective, it expands the
policy space available to governments and strengthens

collective resilience across the region.
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APPENDIX 1: UNDP ANALYTICAL
FRAMEWORK AND ASSUMPTIONS

11 THE GTAP 12 GLOBAL
DATABASE

The Global Trade Analysis Project (GTAP) 12 database is
a comprehensive and internally consistent representation
of the global economy at a given point in time. It
integrates detailed information on production structures,
consumption patterns, bilateral trade flows, taxes, tariffs,
and international transport margins across a large set
of countries and economic sectors. By ensuring that
global flows are fully reconciled, for example, every
export from one economy is mirrored as an import in
another, the database provides a robust foundation
for international economic analysis. GTAP 12 is widely
used by governments, international organizations, and
research institutions to examine the potential impacts
of trade agreements, fiscal reforms, climate policies,
geopolitical shocks, and other global developments.
As a static dataset, GTAP does not generate forecasts;
rather, it serves as the baseline structure upon which
economic models build simulations of alternative policy

scenarios.

1.2 THE MIRAGE GLOBAL
COMPUTABLE GENERAL
EQUILIBRIUM (CGE) MODEL™*

The MIRAGE model is a dynamic, multi-country, multi-
sector computable general equilibrium (CGE) model
used to assess the economic effects of policy changes
and external shocks. Built on the GTAP database, it
captures how households, firms, and governments
respond to changes in prices, incomes, and global
market conditions. The model covers key channels
such as trade, investment, labour markets, migration,

and technology.

Atthe country level, MIRAGE represents households, firms,
and governments within a consistent macroeconomic
framework. Households allocate income across consumption,
savings, and taxes, while firms combine labour, capital, land,
natural resources, and intermediate inputs to produce
goods and services. The model allows substitution across
domestic and imported goods and across production inputs,
making it possible to trace how shocks affect prices, output,

employment, and competitiveness across sectors.

MIRAGE is recursive and dynamic, solving the economy
year by year against a Business-as-Usual (BaU) baseline. It
includes labour market frictions, unemployment, migration,
remittances, and transport margins, allowing it to capture
both domestic adjustment and cross-border spillovers.
This makes the model particularly useful for assessing
how conflict-related shocks transmit through trade costs,

labour markets, and external linkages over time.

1.3 MODELLING THE IMPACTS OF
THE MILITARY ESCALATION IN THE
MIDDLE EAST

Within this framework, the conflict is modelled through

three main transmission channels:

First, the trade channel. We introduce an increase in
trade costs affecting the set of countries directly exposed
to the conflict. This is captured through higher trade
margins. The shock is calibrated to reflect a four-week
disruption (28 days) and is annualized proportionally
(DUR/365), thereby reflecting disruptions in transport,

insurance, border procedures, and regional trade flows.

Second, the productivity channel. Total Factor
Productivity (TFP) is temporarily reduced in the affected

countries during the first simulation period. The decline
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is moderate across most sectors but significantly
larger in the extraction sector, reflecting operational
disruptions, reduced efficiency, energy market volatility,
and uncertainty. The magnitude of the shock is scaled
to the 28-day duration of the conflict, capturing short-
term efficiency losses rather than permanent structural

damage.

Third, the capital destruction channel. We incorporate
a direct reduction in the capital stock in the most severely
affected countries, specifically, a 5 percent decline in Iran
and a 1percent decline in Israel. This represents physical
damage to infrastructure and productive assets, lower
capacity utilization, and delayed or cancelled investment

decisions resulting from heightened uncertainty.
The analysis relies on three macro scenarios for 2026:

« Scenario 1 (direct shock, 28 days, immediate
adjustment to pre-war conditions once conflict is
over). a 50 percenttemporary decline in productivity
across sectors in conflict-affected economies during
the conflict period; a complete halt in oil and gas
production; a tenfold increase in export trade costs;
and an immediate return to pre-military escalation

conditions once the conflict ends.

« Scenario 2 (4-month adjustment): identical shock
structure, but with a four-month adjustment period

before full recovery.

« Scenario 3 (8-month adjustment): identical shock
structure, with an eight-month adjustment period
before full recovery, capturing more persistent

disruptions to production, trade, and expectations.

1.4 HUMAN DEVELOPMENT
ESTIMATIONS

The impact of the conflict on human development was
estimated by translating the simulated GDP shocks
into changes in the income component of the Human
Development Index (HDI) for all countries in the analysis.

The HDI combines three dimensions—health, education,
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and income—measured respectively by life expectancy
at birth (LE), years of schooling, and gross national
income (GNI) per capita. Each dimension is first converted
into a normalized index, and the three indices are then
aggregated using a geometric mean to obtain the HDI.
The income dimension is calculated from GNI per capita
(PPP) using a logarithmic transformation, reflecting the
diminishing marginal contribution of income to human

development.

In this analysis, the GDP shocks generated by the CGE
simulations were assumed to translate proportionally into
changes in GNI per capita, which is the income variable
used in the HDI. Given the short-term nature of the
shock and the absence of large demographic changes
over the simulation horizon, the percentage change in
GDP was therefore applied directly to GNI per capita.
The resulting changes in GNI per capita were used to
recompute the income index for each country under
the conflict scenarios. The updated income index was
then combined with the baseline health and education

indices to estimate the resulting change in HDI.

For countries directly affected by large-scale destruction—
Israel, Iran, and Lebanon—additional impacts were
incorporated beyond the income channel to capture
the direct effects of conflict on human development
outcomes. In these cases, supplementary shocks were
applied to expected years of schooling (EYS) and life
expectancy (LE). The assumed reduction in EYS reflects
school closures, displacement, learning disruptions, and
an increased risk of delayed progression or dropout. A
larger decline was assumed for Lebanon, where conflict
is more likely to translate into permanent educational
disruption given the fragility of the education system
and the economic pressures on households. A smaller
decline was assumed for Iran, reflecting more localized
disruptions. No sustained decline in EYS was assumed
for Israel in the baseline, given the education system’s
greater capacity to maintain continuity through remote

learning, temporary relocation, or rapid reopening.



Life expectancy was also adjusted in directly affected
countries to reflect both direct and indirect mortality
associated with conflict. Direct mortality captures deaths
caused by violence, while indirect mortality reflects
additional deaths linked to healthcare disruption,
reduced access to medicines and treatment, and
pressure on health systems. For Lebanon and lIran,
indirect mortality was assumed as a proportion of direct
deaths to reflect these broader health impacts, while for
Israel a smaller indirect effect was assumed given greater
health system resilience. These mortality estimates
were then translated into reductions in life expectancy

relative to baseline levels.

To facilitate interpretation, the estimated HDI impacts
were also expressed in terms of years of human
development progress lost or delayed. This was done by
comparing the simulated percentage decline in HDI with
the average annual HDI growth rate of the corresponding
human development group—very high, high, medium,
or low human development—based on recent historical
trends. The resulting metric indicates how many years
of progress, at the typical pace of improvement for
countries at a similar level of development, would be
required to recover the loss associated with the conflict.
In this sense, the estimates capture the extent to which
the conflict would slow down or reverse expected

human development progress.

1.5 POVERTY ESTIMATION

To estimate the impact of the simulated GDP shocks on
poverty, the analysis applies country-specific poverty—

growth elasticities that capture the empirical relationship

between changes in economic activity and poverty
outcomes. The poverty—growth elasticity measures
the percentage change in the poverty rate associated
with a one percent change in GDP per capita. For
each country, the simulated GDP shock derived from
the CGE scenarios, defined as the difference between
the scenario GDP growth rate and the no-war baseline,
was multiplied by the corresponding elasticity and a
scenario-specific pass-through factor to estimate the

change in the poverty headcount ratio.
Step 1: Elasticity Estimation

Rather than assigning a single elasticity value by income
group, this analysis estimates country-specific elasticities
using a calibrated formula grounded in the poverty—
growth—inequality triangle framework (Bourguignon,
2003; Ravallion, 1997; Lopez and Servén, 2006).

Step 2: Pass-Through Factors

The poverty—growth elasticities documented in the
empirical literature are estimated from multi-year growth
spells and reflect the long-run, permanent relationship
between income and poverty. The GDP shocks
modelled here are transitory war-related disruptions
rather than permanent shifts in productive capacity.
Households partially smooth consumption in response to
temporary income shocks through savings, remittances,
and informal risk-sharing mechanisms, meaning the
immediate poverty response is attenuated relative to

a permanent income change.

To account for this, a scenario-specific pass-through
factor is applied to each elasticity before computing

the poverty impact:

Immediate adjustment 0.35
4-month adjustment 0.45
8-month adjustment 0.55

Short-run shock; household buffers largely intact

Buffers depleting; transmission strengthening

Prolonged shock; buffers largely exhausted; approaching
permanent-shock transmission



The estimated proportional change in poverty was then
applied to the most recent available poverty rate for each
country to derive the updated poverty headcount ratio
under each scenario. Baseline poverty rates were drawn
primarily from the World Bank’s Poverty and Inequality
Platform (PIP), which compiles internationally comparable
poverty estimates based on national household surveys.
For most lower- and middle-income countries, poverty
rates correspond to the international poverty line of
$3.65 per person per day (2021 PPP), which is the World
Bank’s recommended threshold for lower-middle-income
economies. For countries where recent household
survey data are not available, poverty estimates were
complemented with recent assessments from World

Bank and UN reports.

Finally, the number of people pushed into poverty was
calculated by applying the estimated change in the
poverty rate to each country’s projected population
in 2025. This approach provides an approximate
estimate of the immediate poverty impacts on per day
(2021 PPP), which is the World Bank’s recommended
threshold for lower-middle-income economies. For
countries where recent household survey data are not
available, poverty estimates were complemented with
recent assessments from World Bank and UN reports.
Finally, the number of people pushed into poverty was
calculated by applying the estimated change in the
poverty rate to each country’s projected population in
2025. This approach provides an approximate estimate
of the immediate poverty impacts associated with the
simulated economic shocks while remaining consistent
with empirical growth—poverty relationships documented

in the development literature.

1.6 INTERPRETATION AND
LIMITATIONS OF THE CGE
SIMULATION RESULTS

The CGE results should be read as changes relative
to a no-war Business-as-Usual (BaU) baseline, not as

forecasts of actual GDP growth. The BaU baseline was

built using the IMF’'s World Economic Outlook Database
(April 2025), based on real growth rates and expressed
in constant 2015 US dollars. In practice, IMF projected
growth rates were applied to the latest available World
Bank GDP data to construct the expected no-war
growth path. A reported GDP effect of, for example,
-10.4 therefore means output is estimated to be 10.4
percentage points below the no-war baseline under
the given scenario, reflecting the modelled effects of
higher trade costs, temporary productivity losses, and,

in the most affected countries, capital destruction.

The downstream HDI results should also be interpreted
cautiously. In this exercise, simulated GDP changes are
used as a proxy for changes in GNI per capita and thus
for the income dimension of HDI. Because HDI data
are only available up to 2023, the HDI components
were first projected to 2026 using recent average
annual growth rates, and the conflict shocks were
then applied to estimate deviations from that baseline.
For Iran, additional shocks were applied to education
and health dimensions to reflect more direct conflict
impacts. Even so, these estimates mainly capture
the short-term measurable effects of income shocks,
while broader human development consequences may
emerge only over time. These results should therefore
be read with caution. CGE models rely on stylized
assumptions, including representative households and
firms, equilibrium conditions, and sectoral aggregation,
and may not fully capture short-run disruption, localized
shortages, financial stress, or uneven effects across
places and groups. In addition, the country coverage
of the GTAP 12 database means that the estimates do
not represent the full region, but only the economies
included in the simulation. The findings are therefore best
understood as scenario-based estimates of direction
and relative magnitude under stated assumptions, rather

than as precise forecasts.
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APPENDIX 2: ESTIMATED POVERTY
IMPACT

Table 2: Estimated Population Pushed into Poverty (28-day conflict, Scenario 1 and 2)

Estimated pop pushed into poverty

Country
Scenario 1: Scenario 2:
Immediate adjustment 4-month adjustment

China 14,703 268,162
Indonesia 19,475 37,561
Iran 1,249,537 2,470,089
Thailand 2,577 6,627
Malaysia -51 -109

Lower-middle-income countries (LMIC)

India 401,828 1,016,615
Pakistan 73,236 180,473
Bangladesh 6,858 15,869
Philippines 5,308 14,408
Viet Nam 1,313 3,152
Nepal 1,553 3,994
Sri Lanka 505 1,207
Cambodia 1,330 3,135
Lao PDR 658 1,691

Note: Three conflict scenarios are modelled in the analysis: Scenario 1 assumes a 28-day disruption with immediate return to
pre-military escalation conditions; Scenario 2 assumes the same initial shock followed by a 4-month adjustment period; and
Scenario 3 extends the adjustment period to 8-months, capturing more persistent effects.
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