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Beyond the Barrel: 
Middle East Conflict Spillovers to ASEAN 

The 2026 Middle East conflict has disrupted global energy supply in ways that differ from past crises, 

particularly due to damage to multiple key energy infrastructure facilities. As a result, energy prices are 

likely to remain elevated for an extended period, even if the intensity of the conflict subsides.

ASEAN economies are directly exposed to these risks due to their reliance on imported energy and 

production inputs transported through the Strait of Hormuz. The impact therefore extends beyond oil 

prices to include liquefied natural gas (LNG), food costs, and other critical inputs. When considering 

vulnerabilities related to import dependence and external stability, the Philippines, Lao PDR, and Cambodia 

are among the most exposed economies, while Thailand, Indonesia, and Vietnam face relatively lower —

but still notable — risks. 

Many countries have adopted subsidy measures to limit the pass-through of higher energy prices to 

consumers, but these policies are increasingly weighing on fiscal stability. Diversifying import sources and 

implementing targeted support measures are therefore crucial to preserve fiscal space in a potentially 

more prolonged crisis environment.
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Since late February 2026, military conflict involving the United States, Israel, and Iran has caused a 

significant disruption to global energy supply, particularly affecting shipments through the Strait of 

Hormuz, where Iran has intermittently obstructed and closed shipping routes. The strait represents a 

critical strategic chokepoint for the transportation of crude oil, petroleum products, liquefied natural gas 

(LNG), and other key commodities to global markets.

While supply-driven energy price spikes are typically short-lived once geopolitical tensions subside, the 

current crisis may differ from past episodes. Military attacks by both sides have damaged key energy 

infrastructure across several key locations, potentially delaying supply recovery compared with previous 

conflicts1/. As a result, energy prices are likely to remain elevated for an extended period. According to 

the International Energy Agency (IEA)’s March 2026 Oil Market report, disruptions to the Strait of Hormuz 

have removed approximately 8% of total daily global oil supply from the market. Meanwhile, infrastructure 

damage could interrupt part of Qatar’s LNG production capacity for as long as 3–5 years, with limited scope 

for short-term replacement from alternative sources (QatarEnergy, cited in Reuters, 2026).

Given that most ASEAN economies rely heavily on imports of energy and other critical inputs from the 

Middle East, the region is particularly vulnerable to delays or disruptions in shipments passing through 

the Strait of Hormuz. The conflict has therefore raised concerns about the risk of stagflation in net 

energy-importing economies, characterized by slowing growth alongside persistently elevated inflation.

Against this backdrop, this article focuses on three key areas of analysis: 1) transmission channels of the 

Middle East conflict affecting ASEAN economies; 2) the vulnerability of ASEAN countries to disruptions in 

energy and food imports, as well as external stability risks; and 3) policy responses related to energy price 

controls and the potential implications for fiscal stability.

1/ Tightness in energy supply reflects 1) concentrated spare production capacity in the Persian Gulf that cannot be exported if the Strait of Hormuz is closed; 
2) refining disruptions due to infrastructure damage; and 3) limited substitutability of alternative shipping routes (Kpler, 2026).
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In general, conflicts in the Middle East tend to affect small open economies through three primary 
transmission channels: 1) supply-side pressures, particularly through higher costs of energy, food, and 
other key production inputs; 2) demand-side pressures, transmitted via trade, investment, and tourism; 
and 3) financial market pressures, reflected in tighter financial conditions and declining asset prices 
(Figure 1).

Source: IMF, BOT and Krungsri Research 
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Figure 1:

Transmission Channels of the Middle East Conflict to the Economy
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In the short term, the most significant effects are likely to arise from supply-side pressures due to: 1) 
disruptions to the transportation of energy and production inputs, including crude oil, LNG, and other 
essential intermediate goods; and 2) delays in maritime shipping and logistics systems, which have led to 
a rapid increase in freight rates and marine insurance costs. These constraints are expected to translate 
into higher inflationary pressures in net energy-importing economies and could also disrupt supply chains 
more broadly in the event of feedstock shortages.

In addition, short-term spillovers may also materialize through tighter financial conditions, as 
heightened uncertainty tends to lead to declines in risk asset prices and capital outflows from certain 
economies. At the same time, rising inflation risks may compel central banks to maintain a tighter 
monetary policy stance than implied by underlying economic fundamentals. Such conditions could 
dampen private consumption through the wealth effect, as well as through higher financing costs.
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On the demand side, the short-term impact on trade and investment is expected to remain limited, as 
ASEAN exports to the Middle East account for less than 4% of total exports (Figure 2). However, the 
tourism sector has already begun to show signs of impact. Heightened security concerns, together with 
airspace closures and the shutdown of several airports in the Middle East, are causing some travelers from 
Europe and the U.S. to postpone travel to Asia.

If the conflict becomes prolonged and extends to other strategic maritime chokepoints, such as the Bab 
el-Mandeb Strait, the risk of broader global supply chain disruptions would rise substantially, further 
weighing on investor confidence and intensifying demand-side pressures.

Figure 2:

Share of Exports to the Middle East

Source: IMF, CEIC, Krungsri Research
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Figure 3:

Net Imports (-) or Net Exports (+) of Food and Energy Products

 Vulnerability to Commodity Imports

Although this article primarily focuses on energy, other key commodities, particularly food, must also 
be considered in the ASEAN context, as several economies in the region are net food importers and rely 
heavily on energy as a critical production input. Even food-producing economies depend on imported 
intermediate inputs, such as fertilizers sourced largely from the Middle East. Moreover, the share of food 
in inflation baskets across ASEAN economies is significantly higher than in advanced economies2/. 
As a result, the region is particularly vulnerable to disruptions in both energy and food imports amid 
tightening supply conditions. Vulnerabilities can be classified based on each country’s net import or 
net export position in key commodities, reflecting the degree of import dependence of each country
(Figure 3).

2/ The share of food in inflation baskets in the U.S. and the European Union is approximately 13–14%, whereas in ASEAN economies the share is significantly higher, at around 30–40%.

3/ Although Lao PDR and Cambodia are net exporters of primary food products (mainly agricultural raw materials), their domestic capacity for food processing and production of 
processed food remains limited. As a result, both economies continue to rely on imports of processed food products, leaving them exposed to food security risks, particularly under 
conditions of tight global supply. In the case of Lao PDR, currency depreciation would further increase import costs.

 Highly vulnerable economies are those that are net importers of both energy and food (energy 
and food deficit), including the Philippines, Lao PDR, and Cambodia. The Philippines relies heavily on 
oil imports from the Middle East, alongside relatively high dependence on food imports. In addition, 
the share of food and energy in its inflation basket is the highest among regional peers (49% in 
Figure 4). Meanwhile, Lao PDR is particularly vulnerable given its landlocked geography, which 
necessitates full reliance on imported oil, as well as its status as a net importer of processed food 
products3/.

Source: WITS, WB, CEIC, Krungsri Research
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Figure 4:

Share of Food and Energy in Inflation Baskets

 Moderately vulnerable economies are those that are net importers of either energy or food 
(energy or food deficit), including Thailand, Indonesia, and Vietnam. Within this group, Thailand 
exhibits the highest vulnerability due to its heavy reliance on imported oil and natural gas, 
combined with a relatively large weight of energy and food in its inflation basket. Although 
Thailand is a net food exporter, it remains dependent on imported key inputs such as fertilizers from 
the Middle East4/. Indonesia faces somewhat lower vulnerability despite being a major exporter of 
several commodities, as it remains a net oil importer and exhibits sensitivity to fluctuations in energy 
and food prices, as reflected in the relatively high share of food and energy in its inflation basket. 
Vietnam’s primary vulnerability lies in energy dependence, particularly its heavy reliance on crude 
oil imports from Kuwait (more than 80% of total imports). Rapid industrial expansion has also driven 
strong growth in energy demand, while strategic petroleum reserves remain limited, covering less 
than one month of consumption5/.

4/ See also Middle East Tensions: Implications for Thailand’s Economy and Industries

5/ Vietnam Asks Japan, South Korea For Help Accessing Crude Oil Supplies, The Diplomat (March 17, 2026)

 Vulnerability to External Stability

Beyond vulnerabilities arising from commodity imports, global financial market conditions may also 
affect ASEAN economies through external stability risks, particularly via exchange rate volatility that 
could increase the burden of foreign-currency-denominated debt. Countries with higher vulnerability are 
typically those that rely heavily on external financing and maintain relatively high levels of external debt.

 Economies reliant on external financing, such as Indonesia and the Philippines, face structural 
vulnerabilities associated with twin deficits — current account deficits alongside fiscal deficits —
and therefore require sustained capital inflows. Heightened geopolitical risks tend to trigger capital 
outflows from higher-risk emerging markets, exerting depreciation pressure and greater exchange 
rate volatility relative to regional peers. 

Source: CEIC, Krungsri Research
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Table 1:

Remittance Inflows from the Gulf Economies

 Economies with elevated external debt burdens, such as Lao PDR, are particularly exposed to 
exchange rate fluctuations, as currency depreciation increases the local-currency value of foreign 
debt obligations.

 In addition, the Philippines faces further exposure through reliance on remittance inflows, 
particularly from the Gulf Cooperation Council (GCC) economies6/. While remittances from GCC 
countries account for approximately 1.6% of the Philippines’ GDP, they represent a meaningful share 
of total remittance inflows, which amount to around 8% of GDP. Remittances from the GCC account 
for roughly 18% of total remittance receipts, making them an important source of external income 
that could be adversely affected should economic conditions in Gulf economies weaken significantly 
(Table 1).

 Ranking ASEAN Economies by Vulnerability

Considering vulnerabilities related to commodity imports (energy and food) alongside external stability 
risks (Table 2), the economies facing the highest overall exposure are Lao PDR and the Philippines. The 
Philippines exhibits elevated vulnerability due to its strong reliance on both energy and food imports, 
combined with dependence on external financing. Meanwhile, Lao PDR faces similar constraints but with 
more severe structural vulnerabilities, including heavy dependence on imported energy and a high 
external debt burden.

For Cambodia, although import-related vulnerabilities are broadly comparable to the above group, 
external stability risks are more moderate. Despite persistent current account deficits, external financing 
is largely supported by concessional loans. In addition, exchange rate volatility remains relatively low due 
to a crawl-like exchange rate management framework.

The next tier of vulnerability includes Thailand, Indonesia, and Vietnam. Thailand’s exposure primarily 
stems from its reliance on energy imports, but this risk is partly mitigated by relatively strong external 
stability. Indonesia, despite being a major exporter of several commodities, remains a net oil importer and 
continues to rely on foreign capital inflows. For Vietnam, the key vulnerability lies in its heavy reliance on 
crude oil imports from the Middle East, combined with strong expansion in urbanization and industrial 
activity.

6/ The Gulf States, or the Gulf Cooperation Council (GCC), refer to the six member countries: Saudi Arabia, the United Arab Emirates, Kuwait, Qatar, Bahrain, and Oman,
which are part of the broader Middle East region. Remittance inflows received by Filipino workers are sourced primarily from GCC economies.

Source: Capital Economics, WB, IIRE Manila, Krungsri Research

Country
Remittance inflows from the Gulf 

(% of GDP, 2025 est.)

Philippines 1.6

Cambodia 1.0

Indonesia 0.5

Vietnam 0.3
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Table 2:

ASEAN Vulnerabilities Across Energy Imports, Food Imports, and External Stability Dimensions

Source: Fuel reserve data were compiled from Minister of Mines and Energy (Cambodia); PCO/PIA (Philippines); Pertamina (Indonesia); Department of Energy Business (Thailand), Asia 

Media Center (Vietnam, cited in the Diplomat), all retrieved in March 2026. For Lao PDR, no official national reserve data; mandatory private stocks ~10 days for distributors, per MOIC 

Decree. Fuel import data were obtained from the World Bank (WITS), U.S. EIA (Indonesia Country Analysis), DOE Philippines via the Philippine Information Agency, Statista, and Thailand’s Energy 

Policy and Planning Office.
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Amid the rapid increase in global oil prices, ASEAN economies have adopted a range of policy measures to 
mitigate the impact, including reductions in excise taxes, price subsidies, anti-hoarding measures, and 
adjustments to public sector working days (Table 3).

Table 3:

Energy Price Policy Measures in the ASEAN Region (as of March 2026) 

Policy Categories / 

Policy Approaches
Thailand Vietnam Indonesia Malaysia Philippines Cambodia Lao PDR Myanmar

1. Fiscal and Price Measures

Use of stabilization funds or 

subsidies (price caps) ✓ ✓ ✓ ✓ ✓

Subsidies or tax reductions 

(excise tax / import duties) ✓ ✓ ✓

2. Oil Supply Management Measures

Stockpiling and 

procurement strategies 

(source diversification / 

inventory drawdowns)

✓ ✓ ✓ ✓

Monitoring and 

enforcement measures 

(anti-hoarding / anti-

speculation controls)

✓ ✓ ✓ ✓ ✓

3. Demand-side Management Measures

Such as WFH, odd-even 

driving schemes, and limits 

on fuel purchases  
✓ ✓ ✓ ✓

4. Other Measures

Administered price controls ✓ ✓

Change in oil prices (March 1–23, %)

Gasoline price 29.3 31.8 0 28.7 54.2 52.8 32.9 55.4

Diesel price 36 45.9 0 57.9 81.6 78.7 72.4 76.9

Source: ThaiPublica, Nikkei Asia, Thairath, EPPO, Global Petrol Prices, and Krungsri Research

Note: Fuel prices for Thailand are calculated for the period March 1–31, 2026, where gasoline refers to ULG 95 and diesel refers to B7.
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Policy approaches to energy price management can be classified into three main categories:

 Group 1: Economies implementing direct price subsidies such as Indonesia and Malaysia. Indonesia 
maintains fixed retail fuel prices, with the government compensating for the price differential, 
resulting in elevated fiscal risks. Malaysia, meanwhile, adopts a targeted subsidy approach, which 
helps partially contain fiscal costs but still entails some budgetary burden.

 Group 2: Economies utilizing stabilization funds to mitigate price volatility such as Thailand and 
Vietnam. These countries utilize oil stabilization funds to smooth price volatility and partially limit 
the pass-through of global energy prices. While this approach provides greater flexibility, it may still 
pose fiscal risks if global oil prices remain elevated for a prolonged period.

 Group 3: Economies adopting targeted support alongside tax measures, such as the Philippines, 
Cambodia, and Lao PDR. These policies emphasize tax reductions or targeted assistance for affected 
groups. Most recently, Vietnam (March 2026) has introduced temporary reductions and exemptions 
on certain energy-related taxes and fees, including parts of excise taxes, with measures in effect until 
April 15, 2026.

Overall, most ASEAN economies have attempted to slow the pass-through of rising global energy prices to 
domestic consumers, reflecting a trade-off between protecting household purchasing power and 
maintaining fiscal sustainability.

As shown in Table 4, Indonesia faces the highest fiscal risk due to extensive energy price subsidies 
alongside relatively limited fiscal space. Thailand and Vietnam rely on stabilization funds, resulting in 
moderate fiscal exposure but with increasing risks if high energy prices persist. The Philippines, Cambodia, 
and Lao PDR rely more heavily on market-based pricing mechanisms and tax measures, leading to lower 
fiscal subsidy burdens but greater pass-through of energy prices to consumers.

12

Table 4:

Fiscal Burden From Energy Price Policies by Country

Source: Krungsri Research

Cambodia Lao PDR Vietnam Philippines Indonesia Thailand

Policy model
Targeted support

and tax measures

Targeted support

and tax measures

Stabilization fund and 

(temporary) tax 

measures

Targeted support

and tax measures
Direct subsidy Stabilization fund

Fiscal space Limited Limited Moderate
Limited with fiscal 

consolidation goals 

Low with legal cap

on fiscal deficit 
Limited

Fiscal burden 

on subsidy
Moderate Moderate Moderate-High Moderate High Moderate-High



Beyond the Barrel: 
Middle East Conflict Spillovers to ASEAN 

The current Middle East conflict has disrupted global energy supply through intermittent closures of 

the Strait of Hormuz, attacks on key energy infrastructure across the region, and most recently, the 

March 19, 2026 attack on LNG infrastructure in Qatar — the world’s second-largest LNG exporter. 

These developments suggest that the current supply shock is more complex than previous 

episodes, characterized by simultaneous disruptions across multiple segments of the energy 

supply chain. For ASEAN, the impact of this crisis extends beyond oil and gas prices to other 

production inputs that rely on imports from the Middle East, thereby affecting the cost of living, 

production costs, and broader economic activity.

Comparisons with the 1990–1991 Gulf War (Iraq–Kuwait), which represents one of the closest 

historical parallels, reveal both similarities and important differences. In terms of similarities, oil 

prices in 1990 surged from around USD 15 to USD 40 per barrel within a few months, a pattern 

comparable to recent price dynamics. However, the current Middle East conflict differs from the 

Gulf War in at least three key dimensions, as follows:

 First, energy risks are no longer limited to crude oil. In 1990, LNG had not yet emerged as a 

major global commodity, particularly in Asia (IEA, 2019; Enerdata, 2020). At present, 

however, risks extend to both oil and LNG, which are closely linked to fertilizer and food 

supply chains (Quitzow et al., 2025; FAO, 2025), causing broader spillovers to ASEAN 

economies beyond oil prices alone.

 Second, widespread damage to energy infrastructure across multiple strategic locations 

may prolong supply recovery relative to past crises. Persistently tight supply conditions 

could therefore keep energy prices elevated for an extended period, even if geopolitical 

tensions begin to ease.

 Third, many economies face constraints in deploying fiscal policy, as elevated public debt 

accumulated during the COVID-19 crisis has reduced fiscal buffers compared with the past, 

limiting the scope to maintain energy subsidy measures over the longer term.

Lessons from past crises highlight three key insights: 1) heavy reliance on concentrated energy 

supply sources increases vulnerability to external shocks; 2) prolonged energy price controls 

create fiscal burdens and distort market mechanisms; and 3) economies with stronger external 

stability, as well as greater energy and food security, are better positioned to withstand volatility.

In the current context, ASEAN economies should accelerate the diversification of energy import 

sources and design targeted, time-bound support measures to contain long-term fiscal burdens 

while preserving fiscal space. Priority should be given to initiatives that enhance economic 

efficiency amid an increasingly complex global environment, where crises may become more 

prolonged than in the past.

Krungsri Research View

13
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