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Economic Implication of the Iran-Israel Conflict on Pakistan: Trade, Energy,
and Remittance Perspectives (2023-2026)

Abstract:

This paper examines how the Iran-Israel conflict, and the Middle East tension in general, have
affected the Pakistani economy in terms of trade, energy, and remittance. Being an energy-import
dependent and export-oriented economy with a large diaspora in Gulf countries, Pakistan is
prone to global oil price shocks, oil disruptions along important energy routes such as the Strait
of Hormuz and possible drops in remittance inflows. Pakistan saw a potential resolution of an
impact on retail fuel prices of about 20 percent in 2023-2026, with an increment of petrol and
diesel of 55 per Pak rupee, which has increased inflation and aggravated the trade deficit. This
paper illustrates the spread of global political events in domestic economic forces using
international trade theory, macroeconomic shock theory and remittance development theory. In
order to reduce the risk in the short run and increase resilience in the long-term, it is
recommended to diversify the trade, establish energy security measures, formal remittance
protection, and implement sound fiscal and monetary policies. The paper highlights the
economic fragility of Pakistan to external shocks and outlines feasible measures to help it
maintain a growth and stability in the current geopolitical instability.

Keywords: Pakistan economy, Iran conflict, oil price shock, trade disruption,
remittances, macroeconomic stability, energy security.

1. Introduction:

The war between Iran and Israel has aggravated geopolitical instability in the Middle East which
is a region that is central in the energy supply in the world and the routes of international trade.
The growing tensions have brought an instability in world oil markets, a break in maritime
transportation and the world financial systems have become uncertain. Emerging economies that
consume energy a lot that is imported are more prone to such external shocks. Pakistan is very
vulnerable, as it is structurally dependent on imported oil, inflows of remittances by the Gulf
nations, and the current macroeconomic problems. Pakistan is a country that imports a large part
of'its crude oil and petroleum products and this makes its economy vulnerable to changes in
global oil prices. Any rise in oil prices will directly inflate the import bill of Pakistan and
increase the trade deficit. Increased oil prices in the world market are also sources of domestic
inflation as they make transportation, electricity and production expenses higher.




Inflationary pressures decrease purchasing power and can necessitate stricter monetary policy
which can slow down economic growth. Strait of Hormuz is a very important route through
which the oil shipments of the world are sent and instability in this region would lead to high
freight and insurance costs in the imports of energy in countries such as Pakistan. When the
foreign exchange reserves are low and the price of energy increases, the balance of payment of
Pakistan becomes weaker. Remittances in the Middle East countries are a great source of foreign
exchange earnings in Pakistan. Millions of Pakistani employees work in the Gulf Cooperation
Council (GCC) countries, and remittances are vulnerable to unrest in the region. The extended
conflict is likely to slow down the economic activity of the Gulf economies, which could have an
impact on the employment of Pakistani workers abroad. A drop in the inflows of remittances
would contribute to decreasing the exchange rate stability in Pakistan and household
consumption. The increasing geopolitical risk also increases the cost of shipping and insurance
that will have an impact on the competitiveness of Pakistan exports. Export industries like textile
and agriculture are likely to incur increased production and transport expenses. Combination of
pressure posed by increased imports and limited exports may also intensify the current account
deficit. The Iran-Israel war is thus a form of external economic shock passed to the economy via
the energy prices, trade, and remittance. These transmission mechanisms are necessary in
assessing the economic vulnerability of Pakistan. The research objective is to determine the
economic effect of the Iranian-Israeli conflict on Pakistan, its effects on inflation, trade balance,
remittances, and macroeconomic stability.

The government of Pakistan has increased fuel prices at the retail level by about 20% due to
higher international oil costs linked to the continuing Iran conflict. The government of Pakistan
has announced a large increase in fuel prices A Rs 55 per litre increase has been implemented in
petrol and high-speed diesel. The amended rate needs to come into effect 7 March 2026. The
government cited the surging international oil prices and the conflicts in the region as some of
the major causes of this huge increment.

Other Pakistani authorities have warned of the instability in the Middle East and how disruption
of the Strait of Hormuz would force the world oil prices to an even greater level that might even
cross the per-barrel levels.

This situation may push up Pakistan's import cost, fuel domestic inflation, and undermine
economic stability, prompting senior officials to advocate contingency measures and energy
saving strategies.

According to the Planning Commission, the increasing instability in Middle East is itself a direct
challenge to the synthesized 41.2 billion in remittances of the current fiscal year. It is estimated
that there are about 4.5 to 5 million Pakistani citizens working in the gulf and any political
conflict in the region poses a threat to the employment and saving of the expatriate workers. A
disruption in the Gulf countries may expand the national current-account deficit considerably
since the countries provide almost half of the total foreign exchange inflows in Pakistan. Besides,




the rising inflation in the Gulf is already reducing the additional income that employees will
afford to remitt to their families. The government is, therefore, emphasizing on the contingency
planning in the short term to save these lifelines of finance.

1.1 Problem Statement:

Increase in the Iran-Israel conflict has caused some unpredictability in the world energy markets
and regional economies. Already struggling with inflationary pressures, fiscal deficits, external
debt liabilities and balance-of-payments constraints, increasing oil prices, interrupted trade flows
and possible volatility in remittance inflows can further plunge the already weak economy of
Pakistan.

Although there are apparent economic connections between the unstable situation in Middle East
and the macroeconomic performance of Pakistan, little studies have been conducted to identify
some of the detailed transmission channels through which the conflict between Iran and Israel
can transmit to the Pakistan economy. Thus, systematic academic examination is necessary to
know the depth and character of these economic implications.

1.2 Research Objectives:

The primary aim of this paper is to discuss the economic consequences of the Iran conflict to
Pakistan. The specific objectives are:

e To examine how an increase in world oil prices has affected the trade balance and
inflation in Pakistan.

e To establish the possible impacts of regional instability on remittance inflows.

e To estimate how geopolitical tensions impacted on the exchange rate and balance of
payments of Pakistan.

¢ To investigate more macroeconomic risks that may occur over long term conflict.




1.3 Research Questions:

This paper tries to address the following research questions:
1. How do the effects of Iran Israel conflict on the world oil prices look like?
2. What are the impacts of oil price volatility on the import bill and trade deficit of Pakistan?

3. How will the effects of lack of regional stability have on the remittance inflow into the Gulf
countries?

4. What are the macroeconomic impacts of the conflict in Pakistan, in general?

1.4 Significance of the Study

The research is important due to a number of reasons. To begin with, it adds to the literature
regarding geopolitical shocks and their economic impacts to the developing economies. Second,
it gives policy-makers an insight of the transmission channels of how the outside conflicts are
impacting the Pakistan economy. Third, it addresses the issue of utilizing economic resilience,
energy source diversification, and planning as the means of mitigating external risks.

This is because it is important to understand these economic implications to be able to design
effective fiscal, monetary and trade policies that would be able to protect the economic stability
of Pakistan amidst uncertainty in the global arena.

1.5 Scope of the Study

This study is specifically aimed at economic impacts of Iran-Israel conflict to Pakistan. It looks
at the most important macroeconomic variables, which include the oil prices, balance of trade,
remittances, inflation, exchange rate changes, and balance of payments. The paper fails to
examine the political or military aspect of the conflict with the exception that they affect
economic results directly.

2. Literature Review:

Economic literature identifies that external shocks, most particularly those as a result of world oil
price instability, as well as geopolitical instability play an important macroeconomic impact on
the developing economies. These are usually passed across channels in the form of inflationary
pressures, exchange rate changes, output changes and external balance changes.




A significant research area is looking at the effect of an oil price change on macroeconomic
variables. Based on a vector autoregression model, oil prices inflation in Pakistan causes
improvements in economic output but results in growth declines in the medium and long term, in
addition to increased inflation and exchange rate adjustments. Their discussion elaborates on the
sensitivity of economies that rely on oil imports to developments in world crude prices especially
when external volatility is experienced.

The literature also takes into consideration the external price shock transmission into domestic
price structures in addition to aggregate effects. Malik, K. Z., Ajmal, H., & Zahid, M.U. (2017).
give granular evidence that global shocks such as oil price movements, have dissimilar impacts
on retail and wholesale price indices in Pakistan, indicating the high degree of pass-through of
international energy expenses to the home inflationary condition.

Effects that oil price volatility and geopolitical risk have on the finances have also been
discussed. On top of the impact on the energy prices, the remittances are very crucial in
stabilizing the external accounts of the developing nations. In the Lahore Journal of Economics,
a study by Taugqir and Majeed (2024) identifies that financial development enhances the positive
effect of remittances on output volatility which indicates that the remittance-based economies
with deeper financial systems are in a better position to absorb the external shocks relayed
through the remittance earnings.

In another remittance research by World Bank. (2026), it is discovered that, remittance inflows in
Pakistan have asymmetrical economic growth effects - long-term growth is enhanced and also
short-term shocks are insulated. Their results reiterate the fact that remittances are a major
stabilizing factor to the macroeconomic framework of Pakistan.

Other studies have reported extended association between oil shock and macroeconomic
variables in the nation. The article by Allah (2024) demonstrates that rises in crude oil prices
contribute to the depreciation of the exchange rate in Pakistan through an ARDL model, and the
model additionally connects the volatility of the energy prices to the external balance pressures.

Though this literature shows the individual impact of changes in the oil prices, the financial
market risk as well as the remittances to the Pakistani economy there has been a gap in literature
that combines channels simultaneously in terms of geopolitical conflict and persistent external
shocks. The bulk of the existing literature focuses on the effects of oil prices or remittance effects
but does not consider how geopolitical instabilities over a longer period of time, including the
Iran-Israel conflict, can have a simultaneous effect on costs in trade, inflationary pressures,
exchange rate behavior and remittance inflows.

This gap explains the necessity to conduct a thorough analysis that encompasses various
transmission channels of external shocks, which is carried out in the present research. This study
aims at giving a round picture of the effect of protracted geopolitical tensions on the




macroeconomic performance of Pakistan by synthesizing information on studies of oil price
impact, financial market risk studies, as well as remittance-macro relationships.

3. Theoretical Framework

3.1 International Trade Theory:

According to the international trade theory countries enjoy comparative advantage and cost
competitiveness. When global trade routes are disrupted like in the case of the Middle East due
to the geopolitical tensions, the cost of transporting goods, shipments, and performance of
exports may be negatively affected. To Pakistan, which depends largely on the Gulf trade routes
both in its imports and exports, the disruptions pose a threat to competitiveness in trade,
expansion of trade deficits and susceptibility to external shocks.

3.2 Macroeconomic Shock Theory:

Macroeconomic shock theory is a theory that describes transmission of sudden external price
shocks in the domestic economy especially that of essential imported goods such as crude oil. An
increase in global oil prices will raise production cost, add to the effect of inflation and put
pressure on fiscal and monetary policy. In the context of Pakistan, high bills of imports because
of the hike in oil prices have direct impact on the balance of payments, exchange rates, and the
general performance of the macroeconomic stability.

The theory of remittance and development is another descriptive theory that attempts to explain
why immigrants choose to send back home remittances, and how these remittances affect the
development of their home countries. Remittance and Development Theory is another
descriptive theory, which seeks to answer the question as to why immigrants send back home
remittances and the impact of the remittances to the development of their countries of origin.

The remittances play an important role in the stabilization of the developing economies as they
supply the foreign exchange, sustain household spending, and cushion against an external shock.
Shocks to remittance flows, which may be caused by regional conflicts to the Gulf economies,




may undermine foreign reserves, decrease domestic expenditure, and increase macroeconomic
instability. By applying the theory of remittance and development, it is possible to realize how
the Middle East shocks might indirectly affect the economic stability and social wellbeing of
Pakistan.

3.3 Integrative Framework:

This paper uses a combination of these three schools of thought- trade, macroeconomic shocks
and remittance dynamics to offer a holistic perspective on the effect of Iran- Israel conflict on the
economy of Pakistan. The framework can be used to relate geopolitical trends around the world
with the local economic results, which provides an insight into both short-term effects (fuel
prices, inflation) and long-term ones (balance of payment, remittance volatility, and trade
competitiveness).

4. Existing Situation Analysis (Theory-Based)

These are the pressures that are encountered by the trade sector and external sectors.

The geopolitical instability in the Middle East has put a big strain in the trade and external sector
of Pakistan. There have been regional tensions especially in the Strait of Hormuz which have
increased the cost of shipping, insurance cover, and logistical risks to maritime trade routes
which have been pivotal to imports and exports in Pakistan. The Planning Commission has come
out clearly to indicate that intensifying conflict would raise Pakistan import bill and burden the
balance of payment, considering that Pakistan has the dependence of imported energy and trade
connections with Gulf states. (Dawn)

In addition to the effect of direct trade pressures, rising transportation and freight charges
undermine export competitiveness and raise production costs among export industries including
the textile and agricultural sectors, which is in line with the impacts of the breakage to
comparative advantage in the context of the international trade theory.




The price of energy and fuel costs pass through to the consumer due to inflation and prices of
other goods and services. The price of fuel and energy depends on inflation and the price of the
other goods and services.

The price of domestic energy is increased sharply in Pakistan due to the global reaction of the
crude oil prices on the current conflict. The government put in place an increase on the price of
petrol and high-speed diesel of Rs 55 per litre, which comes into effect on 7 March 2026 and
forms part of an overall increase in fuel price of an estimated 20 per cent. According to the
officials, this change was made based on increased oil prices in the world market which were
linked to increased tension and disruptions in the Middle East in terms of supply.

Such upsurges in energy prices have a number of macroeconomic implications:

e Inflation: This increases fuel prices, which are passed on to transportation, production
and consumer prices.

e Balance of Payments: The price of refined and crude petroleum increases the trade
deficit.

e Monetary Policy: The State Bank of Pakistan maintained its policy rate at 10.5 percent
in the face of uncertainty because of the oil price changes and inflation threat. (Reuters)

These changes are rather consistent with the theory of macroeconomic shock which is used to
describe transmission processes of external price shocks to the domestic economy in the form of
inflationary pressure and fiscal stress.

4.1 Remittance Flows

Foreign exchange through remittance received by the Pakistani expatriates in the Middle East
especially is a necessity and it assists in balancing the current account. The analysts and media
coverage have pointed out that the long-term geopolitical tensions in the Gulf have the potential
of undermining economic activity in the host countries potentially reducing the inflows and
remittances to Pakistan. Remittances are particularly important since it is one of the greatest
foreign exchange sources usually surpassing export revenues. (Arab News)




In the event remittances fall as a result of economic slowdowns/labor market upheavals in the
Gulf economies, the external stability of Pakistan may be further undermined, which is in line
with the remittance and development theory that highlights the role of remittances in mitigating
external shocks.

The government in response to this threat has taken some measures, along with broader
economic responses.

The government has also implemented various austerity and energy saving measures to lessen
the effects of energy supply and external sector pressures such as the cut in the fuel allowances
of government departments, the reduction of workweeks and even temporary closing of schools
as a method of conserving fuel. These measures will be aimed at reducing instant financial and
energy pressure in the face of unstable global oil prices. (Reuters)

Simultaneously, the Pakistan Navy initiated the process of a maritime security operation to
safeguard the important sea routes and energy supply routes in the face of growing tensions in
the world energy markets due to the strategic importance of free movement of trade and energy
flows in ensuring national economic stability. (Reuters)

5. Policy implication and recommendations:

The assessment of the vulnerability of Pakistan to trade, energy and remittances reveals that it is
necessary to adopt a multi-pronged policy response to reduce the impact of the Iran-Israel and
other Middle East conflict on the economy. According to the existing circumstances and
theoretical background, the following recommendations are to be offered:

5.1 Trade Diversification:

The dependence of the Pakistani economy on Middle East trade routes and energy imports poses
the economy to geopolitical shocks that have the potential of derailing imports and exports.
Diversification of trade relations with countries outside the Gulf regions to other regions like
East Asia, Africa, and Europe can help curb the over-reliance on one region hence increasing
resilience to crises arising in the region. Coming up with alternative transport corridors and
logistical hubs will guarantee that the country will not be affected by global hitches as its vital
imports and exports flow through. Also, specific incentives to areas that have been most




influenced by the volatility of the shipping costs; textiles, agriculture and manufacturing will also
contribute to remaining competitive. Facilitation of trade reforms such as simplified customs
procedures and better port services can also lower the transaction costs and assist the growth that
is export oriented as per the international trade theory.

5.2 Energy security and price stabilization:

One of the most pressing and serious threats to the macroeconomic stability of Pakistan is the
energy price volatility. Creating strategic petroleum reserves and having adequate fuel stocks can
cushion the economy in the short term in cases of disruption in supply and the world oil price
exonerations. Long-term contracts with suppliers will diversify the importation sources and will
eliminate susceptibility to price shocks that might be associated with single-source suppliers. At
the same time, expediting investments into renewable energy projects, i.e. solar, wind, hydro
power, offers long term alternatives to imported oil, which will reduce the vulnerability to
fluctuations on the global market gradually. To greatly supplement them, country-wide efforts to
promote energy efficiency in the public and the private sector, and active pricing mechanisms to
cushion low-income families, can remunerate domestic inflationary pressures, which directly
respond to the weaknesses cited in the macroeconomic shock theory.

5.3 Remittance Safeguards:

Remittances form a big component on the external stability of Pakistan and contribute to
domestic consumption of the household; thus, their maintenance is of utmost importance in times
of geopolitical instability. By empowering the formal banking systems and electronic transfer
systems, the inflows are guaranteed to be safe and transpire on time despite local interruptions.
Financial literacy of expatriates makes people use official channels as opposed to informal
networks which can be easily disrupted. Through diplomatic relations between the Gulf countries
and Pakistan, the employees of Pakistan have a chance of defending their rights to employment
thereby helping avert abrupt decreases in remittance. Also, by developing incentives to get the
diaspora to invest in productive sectors, including small businesses and infrastructure, it can turn
remittances into a means of economic sustainability in the long term in line with the theory of
remittance and development.

Fiscal and monetary preparedness is a type of preparedness that involves expenditures on
personnel and technology that facilitate the company's response to a disaster.




5.4 Fiscal and Monetary Preparedness:

This kind of preparedness refers to spending on people and technology to allow the company to
respond in the event of a disaster.

To preserve macroeconomic stability during external shocks, it is necessary to have proactive
fiscal and monetary policies. With close attention to the inflationary pressures as well as the
exchange rate fluctuations, the central bank will make a proper reaction to the external energy
price fluctuations without triggering growth. The desired outcomes in the expenditures on fuel
imports and energy costs are mitigated by fiscal prudence, such as selective subsidies and
effective government expenditure. Creation of short- and medium-term contingency plans of
external shocks like sudden oil price increase or remittance reduction will support the
government to respond in time. The partnership with the stakeholders, especially the business
sector, in the supply chain and trade logistics may contribute to improving the system of early
warnings, so that the economy may be able to absorb any shocks without being severely
impacted, which keeps the growth and financial stability intact.

6. Conclusion:

The current Iran-Israel conflict and tensions in the Middle East have posed a serious economic
blow on Pakistan, especially on the trade, energy, and remittance conduits. Rise of oil prices in
the world and disruption of major sea routes like the Strait of Hormuz have been the direct cause
of domestic fuel price increase of about 20 percent, including an increment of petrol and high-
speed diesel to Rs 55 per litre. Such shocks pass through the economy elevating the costs of
production, inflation, and fiscal pressures and revealing them to vulnerabilities in their external
accounts and balance of payments. Instability in the Gulf economies also threatens remittance
inflows, which is a very important source of foreign exchange as well as household consumption,
increasing macroeconomic uncertainty. This discussion is based on the theory of international
trade, macroeconomic shock theory, and remittance development theory to explain how events
occurring in the external geopolitical sphere are transmitted into the internal economic issues and
that require a holistic policy response. The recommendations such as trade diversification,
energy security, protection of remittances, and sound fiscal and monetary planning will provide
action plans to reduce the short-term risks with the aim of improving the long-term economic
resilience of Pakistan. In general, theory-based and multi-sectoral, proactive approaches should
be used to maintain the growth, stabilize the economy and minimize the susceptibility to current
and future geopolitical crises.
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