


Disturbing Parallels
The hope is that the deprivation of income will compel Iran to accept terms provided by the
US, which for the most part include a cessation of the enrichment programs, a surrendering
of the enriched uranium, an opening of the Strait of Hormuz, and a cessation of arming
Iranian allies in the region. While this assumption is probably the most likely outcome, there
is another view, and that is the case of Japan in the early 1940s.
 
With Japan’s attacks on China and Manchuria, the United States curtailed shipments of
petroleum to Japan, thereby placing the country in a highly vulnerable position. The country
was given the choice of withdrawing from both areas or losing access to petroleum. Feeling
cornered, Japan chose the option of attacking the US, hoping to secure petroleum from the
Dutch West Indies. Since the Philippines and other US bases were on its supply lines, the
thought was to hit the US hard and hope for some kind of palatable resolution.
 

Current Parallels
Perhaps similar logic is at play currently in Iran. Iran has little hope of beating its foes in a
conventional battle, but perhaps it can inflict sufficient pain to extract a more palatable
peace. Perhaps the current thinking is that one major shocking blow will sufficiently alter
public perceptions that the US and Israel would be willing to settle for far more favorable
terms.



A few factors worth considering are:

the US appears stymied by the 60-day undeclared war constraint,  
drone swarms and hypersonic missiles are difficult to counter,
China appears to be providing arms shipments to Iran,
Iran does not appear close to capitulation,
dirty bombs remain a concern, and
constrained energy shipments to Europe are likely to favor Russia and hurt Ukraine.

Disrupting the Parallels
Conversely, the factor in the current equation which did not exist six months ago is that if the
negotiations fail, both the US and Israel are likely to impose significant costs on Iran in the
form of destroying bridges, power generation facilities, and other dual-use infrastructure.
While there is little doubt that Iran can strike back, the response to such strikes is likely to be
swift and painful.
 

Staying Focused
Typically, the best way to predict another’s actions is to use their value system and match
the potential action with the framework of their values. In the case of the IRGC, who now
basically control Iran, they are presumably maintaining their power, although apparently the
dysfunctional dynamic is that any leader appearing to be willing to negotiate is attacked by
the hardliners. Ironically, the same dynamic took place in Japan in the 1930s whereby any
faction of the government which appeared to be conciliatory to the West was either removed
or assassinated by the increasingly militaristic government.

Conclusion
We remain hopeful that a solution will be ironed out but are watchful for other possibilities.
Perhaps, that is the best approach for sophisticated institutional investors and risk
managers.
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Spain’s economic outlook for 2025 and 2026 remains cautiously optimistic, with real GDP
growth projected at 2.4% in 2025 and moderating to 1.9% in 2026, according to the OECD.
This expansion will be primarily driven by   strong domestic demand, underpinned by a
resilient labor market, rising real incomes, and easing inflationary pressures that support



















Credit Quality Driver: Taxes Growth:
KINGDOM OF SPAIN has grown its taxes of 7.7% per annum in the last fiscal year which is
more than the average for its peers. We expect tax revenues will grow approximately 7.7%
per annum over the next couple of years and 6.9% per annum for the next couple of years
thereafter.

Credit Quality Driver: Total Revenue Growth:
KINGDOM OF SPAIN's total revenue growth has been more than its peers and we assumed
no growth in total revenue over the next two years.





ANNUAL INCOME STATEMENTS
Below is the KINGDOM OF SPAIN’s annual income statements with the projected years
based on the assumptions listed in the preceding section.









and fitness for any particular purpose or non-infringement of any of such information. In no
event shall Egan-Jones or its directors, officers, employees, independent contractors,
agents, representatives, or Suppliers (collectively, Egan-Jones Representatives) be liable (1)
for any inaccuracy, delay, loss of data, interruption in service, error. (negligent or otherwise)
or other circumstance or contingency within or outside the control of Egan-Jones or any
Egan-Jones Representative, in connection with or related to obtaining, collecting, compiling,
analyzing, interpreting, communicating, publishing or delivering any such information.
Ratings and other opinions issued by Egan-Jones are, and must be construed solely as,
statements of opinion and not statements of fact as to credit worthiness or recommendations
to purchase, sell or hold any securities. A report providing an Egan-Jones rating is neither a
prospectus nor a substitute for the information assembled, verified and presented to
investors by the issuer and its agents in connection with the sale of the securities. Egan-
Jones is not responsible for the content or operation of third-party websites accessed
through hypertext or other computer links and Egan-Jones shall have no liability to any
person or entity for the use of such third-party websites. This publication may not be
reproduced, retransmitted or distributed in any form without the prior written consent of
Egan-Jones. Egan-Jones ratings are subject to disclaimers.
Egan-Jones is not an NRSRO (as defined by the SEC) for sovereign/municipal issuers
and structured finance/ABS issuers.

Comments on the Difference between the Model and Assigned Rating
In this case, there has been little change in the recent results and therefore we have used
our best judgement in making adjustments which are reflected in the results for the projected
ratings. We have assigned a rating of "BBB+" whereas the ratio-implied rating for the most
recent period is "A"; the median rating for the peers is significantly higher than the issuer's
rating.

Changes in Indicative Ratios
We have not made any adjustment in the indicative ratios at this time.

SEC Rule 17g-7(a) Disclosure
Below are the disclosures as required by Paragraph (a) of Rule 17g-7:

1. The symbol in the rating scale used to denote the credit rating categories and
notches within categories and the identity of the obligor, security, or money
market instrument as required by Paragraph (a)(1)(ii)(A) of Rule 17g-7:
For the issuer KINGDOM OF SPAIN with the ticker of 1841z SM we have assigned the
senior unsecured rating of BBB+. There are three notches in our rating categories
(e.g., A-, A, and A+) other than those deep into speculative grade; for CC, C, and D
there are no notches.



2. The version of the procedure or methodology used to determine the credit rating
as required by Paragraph (a)(1)(ii)(B) of Rule 17g-7:
We are using the methodology version #16 available via egan-jones.com under the tab
at the bottom of the page "Methodologies".

3. The main assumptions and principles used in constructing the procedures and
methodologies used to determine the credit rating as required by Paragraph (a)
(1)(ii)(C) of Rule 17g-7:
The credit rating assigned reflects our judgement regarding the future credit quality of
the issuer. Regarding the specific assumptions used, please refer to page 3 of this
Rating Analysis Report.

4. The potential limitations of the credit rating as required by Paragraph (a)(1)(ii)(D)
of Rule 17g-7:
Our rating pertains solely to our view of current and prospective credit quality. Our
rating does not address pricing, liquidity, or other risks associated with holding
investments in the issuer.

5. Information on the uncertainty of the credit rating as required by Paragraph (a)
(1)(ii)(E) of Rule 17g-7:
Our rating is dependent on numerous factors including the reliability, accuracy, and
quality of the data used in determining the credit rating. The data is sourced from
publicly available 10Q and 10K statements, quarterly reports, 8K filings, earnings
reports, and other similar sources. In some cases, the information is limited because of
issues such as short operating histories, the lack of reported data, a delay in reporting
data, restatements, inaccurate accounting, and other issues. Such shortcomings are
not always readily apparent. EJR aims to identify such shortcomings and make
adjustments using its best judgement.

6. Whether and to what extent third-party due diligence services have been used in
taking the rating action as required by Paragraph (a)(1)(ii)(F) of Rule 17g-7:
EJR does not utilize third-party due diligence services.

7. How servicer or remittance reports were used, and with what frequency, to
conduct surveillance of the credit rating as required by Paragraph (a)(1)(ii)(G) of
Rule 17g-7:
Servicer or remittance reports normally pertain to structured finance issuers; this report
does not pertain to a structured finance issuer (EJR is not an NRSRO for structured
finance or sovereigns/ municipal issuers). Regarding surveillance, the minimum time



period for corporation issuers is normally one year.

8. A description of the data that were relied upon for the purpose of determining
the credit rating as required by Paragraph (a)(1)(ii)(H) of Rule 17g-7:
EJR uses 10Q and 10K statements, quarterly reports, 8K filings, earnings reports,
governmental filings and other similar sources for ratings on publicly traded issuers. In
the case of private issuers, EJR relies on information provided mainly by issuers.

9. A statement containing an overall assessment of the quality of information
available and considered in the credit rating as required by Paragraph (a)(1)(ii)(I)
of Rule 17g-7:
The information is generally high quality and readily available.

10. Information relating to conflicts of interest as required by Paragraph (a)(1)(ii)(J)
of Rule 17g-7:
This rating is unsolicited.

11. An explanation or measure of the potential volatility of the credit rating as
required by Paragraph (a)(1)(ii)(K) of Rule 17g-7:
Our rating aims to assess the probability of the payment of obligations in full and on
time. Factors which affect such probability, and in turn our rating, include changes in
the operating performance of the issuer, changes in capital structure, and merger and
acquisition events.

12. Information on the content of the credit rating as required by Paragraph (a)(1)(ii)
(L) of Rule 17g-7:
Regarding the historical performance of the credit rating, our rating transition matrix is
available in our Form NRSRO, exhibit 1. The expected probability of default and the
expected loss in the event of default is listed on the first page of this report.

13. Information on the sensitivity of the credit rating to assumptions as required by
Paragraph (a)(1)(ii)(M) of Rule 17g-7:
Below is a summary of the impact of the 5 assumptions which independently would
have the greatest impact on our "ratio-implied rating":





1. No part of the credit rating was influenced by any other business activities,
2. The credit rating was based solely upon the merits of the obligor, security, or money

market instrument being rated, and
3. The credit rating was an independent evaluation of the credit risk of the obligor,

security, or money market instrument.

Sovereign Rating Methodology (Non-NRSRO)
Scope and Limitations:  
Sovereign Issuer Credit Quality Ratings (CQR) are a forward-looking assessment of a
sovereign's capacity and willingness to honor its existing and future obligations in full and on
time. Sovereigns are assigned two CQRs: a Local-Currency CQR, which reflects the
likelihood of default on debt issued and payable in the currency of the sovereign, and a
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1. Lost control of the Strait of Hormuz4 with increased threats to the Bab el-
Mandeb Strait5

2. Destruction of American bases in the region

3. Damage to regional American alliances

The key question for investors is what the possible outcomes and their
probabilities are. On one end of the spectrum is an open strait with no tolls in the
near future. On the other is a supply shock throughout the region and a catalyst
for global depression. This installment aims to provide our view and to judge
how each scenario affects portfolios.

II. A Few Givens
Before the outcomes, the assumptions.

• An indiscriminate campaign is unworkable. Iran holds the coercive
leverage. If America (possibly joined by Israel) launches an indiscriminate air
campaign, targeting energy, water, and oil infrastructure, allied assets in the
region are likely to be struck and this could precipitate massive economic
fallout. Vulnerabilities include gas pipelines, refining facilities, water
desalination, and the Suez Canal.5

• The buffers are draining. The Strategic Petroleum Reserve entered the war
near 415 million barrels and stood at 307.7 million in the week ending July
24, the lowest in more than forty-three years and under half of stated
capacity.6 The Government Accountability Office reported in May that over a
quarter of the remaining inventory could not be drawn at all because of
equipment outages.

• The American public is not supportive. 28 percent of Americans say the
war is worth fighting. The Iraq war drew roughly 70 percent support in its
early months and Afghanistan close to 90 percent. Gasoline has moved from
about $3 a gallon before February 28 to just over $4.7









Long tail with
eventual de
facto
settlement

STRONG Some low-level strikes occur
occasionally without a full
campaign. Iran converts transit
into a revenue stream it did not
hold before the war, and the
arrangement becomes cheaper
for Washington to tolerate than to
reverse. Shipping ends up
funding the militia network the
campaign was meant to defund.
Iran's nuclear efforts are partially
curtailed but they retain a nuclear
hedging strategy, much like
Japan, Germany, and South
Korea.

A step up in war-risk
insurance. Constructive
for the energy complex.

Cut losses MODERATE A withdrawal occurs under
domestic political pressure and
strikes cease altogether. Gulf
states and Israel increasingly turn
to China to wield influence over
Iran and guarantee security.

Watch Gulf sovereign
spreads and cross-
border allocation flows
ahead of watching
crude. Dollar-reserve
behavior is the slow tell.

Durable
agreement

MODERATE Sanctions relief and a
reconstruction program return
Iranian barrels to a market where
OPEC+ discipline is already
strained. The terms are likely to
be less favorable to the United
States than the Memorandum of
Understanding as pressure for
economic fallout has increased.

The disinflationary case
and the sharpest
reversal risk for anyone
carrying the war
premium.

Indiscriminate
air campaign &
economic
fallout

LOW America seeks to escape the
current conundrum by striking
valuable Iranian assets, aimed at
toppling the regime, or weakening
it sufficiently to agree to more
favorable terms. This could
include a tactical nuclear strike on
the deep underground enrichment
complex at Pickaxe Mountain, to
destroy material that conventional

Counterattacks that shut
down Middle Eastern oil
exports for the medium
term would have
massive global
economic implications.



munitions cannot reach. This
would gamble that an Iranian
response would not gravely
threaten the economies and
regimes of other Middle Eastern
sovereigns.

Strategic
nuclear
exchange

REMOTE America would use a strategic
nuclear weapon to destroy
population centers. Breaking a
taboo held since 1945 opens the
door to adversaries using them as
well.

It likely would have the
immediate effect of
ending the war at the
long-term cost of
breaking the nuclear
taboo. Markets might
rear at the immediate
ugliness though would
realize the end of the
war was good for
business.

V. The Macro Read
Of course, the market is still working out the probability of each of these
scenarios.



Source: Kalshi, a CFTC-regulated US event exchange; contract FEDHIKE-26DEC31, daily closing
prices to August 6, 2026. A contract price in cents reads as the market-implied chance of the event.











deterrence: John J. Mearsheimer, Conventional Deterrence (Cornell University Press, 1983) · Wikipedia

4. Roughly 13 million barrels a day of pre-war Hormuz transit, about one fifth of world oil consumption; the
IRGC closure of March 2, 2026; and the characterization of the disruption as the largest in the history of
the oil market: World Bank Commodity Markets Outlook · International Energy Agency Oil Market Report

5. The Houthi declaration of a naval blockade of Saudi Arabian ports effective July 20, 2026; Yanbu loadings
rising from about 763,000 barrels a day pre-crisis to roughly 3.8 million as the principal workaround to
Hormuz; Bab el-Mandeb carrying about one tenth of seaborne oil trade and roughly a quarter of container
trade; vessels holding in the Red Sea and switching off transponders; and the SUMED part-discharge
constraint on laden VLCCs transiting Suez: Al Jazeera · Al Jazeera on Suez · Lloyd's List Intelligence

6. Strategic Petroleum Reserve levels (about 415 million barrels entering the war, 350 million at June 5, 326
million at end-June, 307.7 million in the week ending July 24, the lowest in more than forty-three years and
under half of stated capacity of just over 700 million); the GAO finding that more than a quarter of
inventory was unavailable for drawdown; the March 11 IEA-coordinated release of 400 million barrels
across 32 countries; and the EIA projection of an OECD inventory trough in December at the lowest level
since 2003: CNBC · EPRINC · Turner, Mason & Company · EIA weekly data

7. Support at 33 percent against 62 percent opposed (Reuters/Ipsos, July 24-26, 1,246 respondents, margin
of error 3 points); 28 percent calling the war worth fighting (Washington Post/Ipsos); early-war support of
roughly 70 percent for Iraq and close to 90 percent for Afghanistan (Gallup historical polling); 69 percent
saying the goals have not been clearly explained, including four in ten Republicans; and gasoline
averaging just over $4 a gallon against about $3 before February 28: Military Times · The Hill · Silver
Bulletin polling average

8. The August 1, 2026 cancellation of planned strikes citing progress in talks and Saudi diplomatic pressure;
the CENTCOM plan against Iranian energy infrastructure and the reported Israeli position that an
operation was worth running only if it damaged economic and regime targets; and the resumption of
negotiations on August 3: CNN live coverage · Al Jazeera live coverage

9. Headline CPI of 2.4 percent in January, 3.3 percent in March, 3.8 percent in April, 4.2 percent in May and
3.5 percent in June 2026; the June monthly decline of 0.4 percent, the largest since April 2020; energy up
15.7 percent and gasoline up 26.7 percent year on year; core CPI easing from 2.9 to 2.6 percent; the
federal funds target range of 3.50 to 3.75 percent with three members preferring an increase; and the shift
in market expectations from cuts toward one or two increases: CNBC · CBS News · Quartz · US Bank
Asset Management Group

10. Brent price scenarios conditional on the duration of the closure, including an average above $100 for 2026
on a further month of restricted transit and $120 in the third quarter on a longer disruption, against a World
Bank base case of $86 for 2026 falling to $70 in 2027: Goldman Sachs via OilPrice.com · World Bank
Commodity Markets Outlook · Trading Economics price history

11. US regional posture of 40,000 to 50,000 personnel across at least nineteen sites in roughly ten countries;
at least eleven bases struck during the 2026 war with several left barely usable and the Al Udeid air
operations center rendered inoperable; and Gulf states expending the majority of their Patriot interceptors
within the first month: Council on Foreign Relations · Middle East Institute · Breaking Defense · Wikipedia

Additional Sources

• Global oil supply losses of 12.8 million barrels a day since February, Gulf output 14.4 million barrels a day
below pre-war levels, and cumulative Gulf supply losses exceeding one billion barrels: International
Energy Agency Oil Market Report

• The Islamabad Talks of April 11-12, 2026, twenty-one hours across three rounds, agreement on most
ceasefire points with Hormuz and the nuclear program unresolved, and no memorandum issued:
Wikipedia

• The June 17, 2026 Islamabad Memorandum of Understanding signed by Presidents Trump and
Pezeshkian: fourteen points, lifted naval blockade, transit at no charge, supervised down-blending of near-
weapons-grade uranium, a sixty-day negotiating window, sanctions waivers, released assets, a
reconstruction plan reported at $300 billion, and the American regional military presence placed within
scope; OFAC General License X authorizing Iranian energy transactions through August 21, 2026; and
the Iran-Oman negotiations on a joint mechanism to govern the strait: CNN · Al Jazeera · WilmerHale ·



Council on Foreign Relations

• Exhibits 1 and 2 - Gallup historical polling; Washington Post/Ipsos via Reuters; US Energy Information
Administration Weekly Petroleum Status Report; Department of Energy Office of Petroleum Reserves;
EPRINC; Turner, Mason & Company

• Exhibit 3 - Egan-Jones assessment of stated aims and observed conduct

• Exhibits 5 and 6 - Kalshi, a CFTC-regulated US event exchange; contract series KXFEDHIKE (FEDHIKE-
26DEC31) and KXFEDDECISION (September, October and December 2026 meetings), daily closing
prices from the Kalshi public market data API: Kalshi

• Exhibit 7 - US Bureau of Labor Statistics, via CNBC and CBS News reporting on the June 2026 release;
February not plotted
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doubt that air defenses can counter drones, the rub is in the cost and quantity.
Scores of relatively inexpensive, increasingly sophisticated drones are proving to
be extremely difficult to counter, and the cost of even a few drones getting
through is massive.

Hence, Russia has lost scores of ships, planes, air defense systems, tanks, and
a panoply of other materials which heretofore would have been unimaginable.
The irony of course is that the massive land mass of Russia, which was a
logistical nightmare for Napoleon and Hitler, is now problematic for Russia
because of the difficulty in providing air defenses to the vast land mass.

Iran
Despite the best efforts of Israel and the United States, Iran continues to be
capable of (i) closing the Strait of Hormuz and (ii) possibly making advances in
garnering nuclear weapons. The rub here is that highly capable drones and low-
grade missiles are relatively easy to procure, relatively inexpensive, and easy to
hide. Furthermore, the slow-moving, massive oil tankers attempting to navigate
the Strait of Hormuz present easy targets. On the nuclear material front, while
little information is available, it would not be a significant stretch to assume that
Iran might be able to obtain some material from its nuclear-capable allies China,
Russia, and North Korea.

Regarding the strategy of bombing infrastructure in an attempt to soften the
IRGC’s resolve, such an approach did not work well for Germany in bombing
London during World War II. I guess one could argue that it worked in the case
of Japan, but in contrast to the current situation, the US had the ability to use
ground troops if needed.

Possible Outcomes
For Ukraine, it is becoming apparent that Russia’s current approach is not
working. Furthermore, the pain is now being incurred by the average citizen as a
result of attacks by Ukraine on power systems and petroleum facilities. While
one always fears the usage of nuclear weapons, perhaps the most likely
outcome is a ceasefire and Putin’s refocusing on other matters.

In the case of Iran, it appears Iran will maintain an ability to enforce a blockage.
Ironically, most other countries along Middle East waterways have a similar
capability. Perhaps the best outcome is for the US to recognize the difficulty of
its current path and recognize its limitations.
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shut for eight years.6 Although Egyptian leaders have made no claims they
would seek to shut the Canal today (canal revenue in peacetime is equivalent to
10%-15% of Egyptian government revenue), the chokepoint could be vulnerable
to drone attacks. Remember that a single ship blocked the canal for six days in
2021.7 Given that drones can be hidden in box trucks and moved quickly it's not
inconceivable to see a rolling crisis in this chokepoint as there has been one in
the Strait of Hormuz.

An alternative would be to pipe oil northward directly up to the Mediterranean.
However, this requires transit of oil across countries with potentially unstable
regimes. Looking at a map, the most obvious egress would be Israel, though this
is unlikely to be politically palatable. This is not to mention that the oil pipeline
itself would be vulnerable to attack. Recall the destruction of Nord Stream 2
pipeline in 2022.8,9

There still is plenty of room left on the conventional escalation ladder.10 Those
watching the recent American surge to the Persian Gulf region and reported
Iranian attacks on domestic American water purification facilities should be wary
of prior failed negotiations.

III. Water Vulnerability
Desalination supplies a significant portion of the drinking water in Gulf countries.





90 percent of its cereals, and more than 70 percent of that tonnage arrives
through Hormuz.12,13

AREA DEGREE OF
CONCENTRATION

WHERE IT HAS ALREADY
BEEN TESTED

Crude exports One pipeline to one Red Sea
port; Yanbu handled 92% of
Saudi seaborne crude in June
2026

Bab el-Mandeb crossings down
56% in the week after the July
20 embargo; west-coast
loadings at zero

Drinking water Desalination supplies 70% to
99% of drinking water across
the six GCC states

Eleven Gulf energy and
desalination sites publicized as
targets in March; Bahrain
reports plant damage

Water storage About two days of normal
demand in the UAE; less in
Bahrain, Kuwait, and Qatar

Untested at national scale

Food 85% of food and 90% of cereals
imported; more than 70%
transits Hormuz

Rerouted grain flows and
stepped-up strategic wheat
tenders through early 2026

Sources: CSIS; Anadolu Agency; The Conversation; World Economic Forum; Chatham House via

Arab News; The National.14,15

IV. Relative Population
Although artificial intelligence is changing the story, it still seems likely that
population size will continue to be relevant for regional powers for the
foreseeable future. Further, it will be important for that population to stay to
support the nation under pressure.

At 35.3 million Saudi Arabia is roughly a third the size of Egypt and about 40
percent the size of Iran or Turkey, and 44.4 percent of that total holds a foreign
passport.16,17

Impact: A workforce that is 44 percent foreign is mobile in a crisis. Construction
timelines and general economic support can dwindle quickly.





Prince approved the operation.19 Typically governments that are highly confident
in their stability do not need to take such drastic action. Further, there is the
concern of Jihadism.

VI. The Nuclear Question
In November 2025 Washington and Riyadh signed a joint declaration completing
negotiations on civil nuclear cooperation.20 In July 2026 President Trump
approved a thirty-year Section 123 agreement, now before Congress, that opens
a path to uranium enrichment inside the kingdom. Prior nuclear deals with Saudi
Arabia were challenged due to concerns over nuclear proliferation and the
nation's governance.21

VII. Israel's Challenges
Unfortunately, Israel has vulnerabilities as well. The attacks in southern Israel in
October 2023 were a manifestation of their vulnerability and unfortunately the
underlying hostility hasn't been resolved. Challenges listed below.

• Israel faces decreasing support from the United States from both sides of the
political aisle.

• Israel's highly educated population may tire of lack of security and leave the
country for perceived greener pastures, particularly during times of great
crisis.

• Israel faces hostility from neighbors including Iran, Turkey, Houthis,
Hezbollah, and Hamas. There appears to be no clear solution to this.

• The strife with Palestinians is unlikely to subside despite promises to disarm.
The population of Gaza is over 2 million people. Although estimates claim
that the population has dropped by as much as 10% since 2023, it is likely
that the population will rebound in the coming years.22 The ill will
accumulated since October 2023 is unlikely to dissipate.

• The political winds in the region regularly shift. Egypt has had a peace treaty
with Israel since 1979 but recall the 2011 uprising and the Muslim
Brotherhood government that followed, which could have destabilized that
peace.

VIII. The Key Point: I Know You Know









Economics. fred.stlouisfed.org (Saudi Arabia)  fred.stlouisfed.org (Egypt)  fred.stlouisfed.org (Iran)
 fred.stlouisfed.org (Israel)  tradingeconomics.com

17. Saudi nationals at 55.6 percent of the population, exceeding 19.6 million, with non-Saudi residents at
approximately 15.7 million in 2024: Saudi General Authority for Statistics, Population Estimates
Publication 2024. stats.gov.sa

18. The anti-corruption sweep beginning November 4, 2017, with 381 individuals summoned for questioning
and settlements of SAR 400 billion, about $106.7 billion, in real estate, commercial entities, cash and other
assets: Al Jazeera. aljazeera.com

19. The assessment that Crown Prince Muhammad bin Salman approved an operation in Istanbul to capture
or kill Jamal Khashoggi on October 2, 2018: Office of the Director of National Intelligence, declassified
February 2021. archive.dni.gov

20. The November 2025 Joint Declaration on the Completion of Negotiations on Civil Nuclear Energy
Cooperation, signed during Crown Prince Mohammed bin Salman's visit to the United States, and the
subsequent draft agreement presented for congressional review: Congressional Research Service.
congress.gov

21. President Trump's July 2026 approval of a thirty-year Section 123 agreement with Saudi Arabia, the
reported “black box” enrichment provision, the ten-year bar on independent Saudi enrichment, US firms
constructing and controlling the facility, and congressional review: Atlantic Council. atlanticcouncil.org

22. Palestinians in the State of Palestine at 5.56 million at the end of 2025, Gaza at 2.13 million following a
decline of approximately 254,000 (10.6 percent), and 64 percent of the population under thirty: Palestinian
Central Bureau of Statistics. pcbs.gov.ps

A D D I T I O N A L  S O U R C E S  C O N S U L T E D

• Fifteen of the nineteen September 11 hijackers being Saudi nationals, alongside the finding of no evidence
that the Saudi government as an institution or senior Saudi officials individually funded al-Qaeda: NPR.
npr.org

• The UAE's 2009 civil nuclear pact with Washington forgoing uranium enrichment and reprocessing, the
so-called gold standard: Reuters, via AOL. aol.com

• Ahmed al-Sharaa, formerly Abu Mohammad al-Julani, founder of the Nusra Front and emir of Hayat Tahrir
al-Sham, serving as president of Syria: Encyclopaedia Britannica. britannica.com

• Al-Sharaa describing work toward a security agreement with Israel amid repeated Israeli incursions and
strikes in southern Syria: Al Jazeera. aljazeera.com

• Exhibit 1 - Map reproduced from AFP via Arab News, restyled in Egan-Jones colours; positions, labels and
routes unchanged.

• Exhibit 2 - UAE Government portal; Saudi Water Authority; Nama Water Services; Kahramaa and QEWC;
Kuwait Ministry of Electricity and Water; Bahrain Electricity and Water Authority; Israel Water Authority.

• Exhibit 3 - Totals: World Bank, 2024. Splits: national statistical offices, UNHCR, IOM, and Turkey's
Presidency of Migration Management.

• Concentration table - CSIS; Anadolu Agency; The Conversation; World Economic Forum; Chatham House
via Arab News; The National.

Accurate as of August 6, 2026.
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Saudi Arabia has the largest proven crude oil reserves in the Middle East.
Unfortunately, Saudi Arabia and Iran have been at each other’s throats for years.
The potential shift has come in the form of a signed US civil nuclear cooperation
agreement, which Washington has made conditional on Saudi Arabia joining the
Abraham Accords. (Joining the Abraham Accords essentially means establishing
formal diplomatic relations with Israel.3) Riyadh has not agreed to join, and
continues to tie normalization to progress on Palestinian statehood. Connected to
any such recognition would be an opening of the Strait of Hormuz and a tempering
of the hostilities. Possibly, Iran will receive compensation for passage through the
Strait.

III. Leverage
Supposedly, the leverage Saudi Arabia is using with Iran is that the Strait of
Hormuz could be circumvented by enhancing the East-West Pipelines (see below).
If Saudi Arabia expands such pipelines, it could avoid shipping through the Strait.
Another item is that while Iran probably has the easiest route for blocking the Strait
of Hormuz, other bordering countries such as the UAE and Qatar could respond in
a similar manner. Note that pipelines and supporting infrastructure are likely to
remain vulnerable to Iranian strikes though the alternative route might deprive Iran
of Hormuz toll revenue in the long run.



Exhibit 1. Saudi Arabia's Hormuz-Bypass Pipeline System

IV. The Cynic’s View
While all this sounds terrific, the Middle East appears to always be at war, and it
takes little for fragile egos to turn to arms, particularly when it has been
demonstrated that it takes little to close the Strait.

V. Another View
Despite some deep-seated prejudices, everyone has to be concerned about
feeding their families and there is little doubt that the war has made that task
increasingly difficult. It is likely that peace serves a greater need than war and
hopefully, a peaceful path can be found.







• Exhibit 1, proposed expansion: preliminary discussions on expanding East-West Pipeline capacity by 1 to
2 million barrels a day, and UAE bypass expansion to Fujairah: Reuters, reported by Pipeline & Gas
Journal (July 2026).
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House Price Survey
 

Evercore ISI House Price Survey Steady +
Quarterly Inventory & Financing Question Results
House price momentum held steady this week, with the survey index unchanged at
+2.9% and a clear split emerging between suburban/rural markets (trending higher)
and urban areas (showing some moderation). Market color on inventory, contract
failures, and financing adds further nuance to the outlook. 

Regional Divergence: Suburban (+3.5%) and rural (+1.7%) markets continue to
show resilience, while urban (+1.8%) readings have cooled a bit, suggesting demand
is shifting away from city centers for now. 
Inventory Constraints: Inventory remains a stubborn headwind-65% of agents now
say supply is "lower than normal," the highest reading in several quarters, and up
sharply from last summer's 44%. 
Demand Sensitivity to Rates: Agents consistently flag that demand should improve
meaningfully if mortgage rates slip to the 5-5.5% range, reinforcing the market's rate
sensitivity. 
Contract Failures: The share of contracts failing to close is still elevated at 34%, but
off the peak of 60% seen last fall, hinting at some stabilization beneath the surface. 
Market Balance: Seller leverage is building-32% see new home sales as a sellers'
market (vs. 13% in Jan), and 41% say the same for existing homes (vs. 22% three
months ago). Investment/vacation properties are also starting to tilt toward sellers. 
Financing Environment: Mortgage availability is still "better than normal" for both
FHA and non-FHA loans, even as conditions have tightened slightly since early 2026.

Additional Key takes:

Waiving Contingencies: 24% of agents are seeing more buyers waive
contingencies-up from 16% last check, signaling a competitive environment despite
higher rates and low inventory.

Inventory Outlook: More agents now report "too low" inventory, with little sign of
relief in the near term as new listings remain sluggish.

Financing Access: While not as easy as earlier this year, mortgage access is still
"better than normal," which is helping support transaction activity even as rates
remain a hurdle.

Buyer vs. Seller Power: The pendulum has swung toward sellers across most
segments, especially for new and existing homes, as inventory tightness and resilient
demand outweigh affordability concerns for now.

 

James Walsh
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Political Analysis
 

Congress Isn’t Thrilled About the Administration’s
Approach to Semiconductor Export Controls—But
Doesn’t Agree on What to Do About It
Plenty of bipartisan noise in DC around tightening semiconductor export controls on
China, but consensus is nowhere in sight-so don't expect any big legislative moves in
the near term. The new MATCH Act is the latest shot across the bow, but the real
action (and risk) likely comes with this fall's NDAA debate, which could keep headline
risk swirling for anyone with exposure to the export control story. Key swing factors:
how the White House manages the slow-moving chip revenue-sharing framework
with China, and the broader political dance between the Administration and Congress
as Beijing trade tensions simmer. 

Legislative Uncertainty, Persistent Headline Risk: No clear path for any of the
current bills, but the steady drip of proposals keeps pressure on chip and SME-
exposed names. NDAA this fall is the next big watchpoint for possible surprises. 
Administration's Balancing Act: White House is still prioritizing flexibility-trying to
keep trade channels open with China, especially ahead of upcoming Trump-Xi
meetings. Revenue-sharing on chip sales is a creative workaround, but
implementation is crawling and the Administration's ability to hold off Congress is not
a given. 
Allied Supplier Tensions: MATCH Act, if it gains traction, would put the burden on
foreign SME suppliers (Netherlands, Japan), risking diplomatic fallout and potential
commercial blowback if allies see it as protectionist. 
Industry Pushback, Technical Hurdles: Chip Security Act and GAIN AI Act face
stiff resistance-concerns about technical feasibility (location verification in chips),
cybersecurity, and compliance enforcement. Both would need meaningful revisions to
get anywhere. 

Additional Key takes:

Revenue vs. Security Tradeoff: Some in the Administration see export controls
as a double-edged sword-risking lost revenue and spurring Chinese self-sufficiency,
which could ultimately hurt U.S. innovation longer-term.

Rare Earths Leverage: China's ability to weaponize rare earths remains a real
vulnerability for the U.S.-a dynamic that helped shelve some more aggressive chip
restrictions last year and will likely keep policymakers cautious.

Procedural Bills Have Slightly Better Odds: AI OVERWATCH Act has a cleaner
path, focused on oversight rather than direct restrictions, while MATCH Act's focus
on foreign suppliers could make it more palatable to U.S. industry (but riskier
diplomatically).









drove the ceasefire. Israel's buy-in was grudging at best, preferring continued
pressure, while the U.S. viewed a truce as the least-bad route out of a dangerous
escalation spiral. 
Iran's Strategic Position: Regime stability reinforced and leverage increased-
especially via the Strait of Hormuz. Control here has become Iran's ace, with
hundreds of vessels stalled and Tehran seeking economic concessions or tolls for
passage-an unprecedented demand that Washington finds unacceptable, but may be
forced to consider limited sanctions relief or multilateral solutions. 
Negotiation Gaps & Peace Plan: Iran's 10-point plan is a non-starter for the U.S.-
maximalist asks include recognition of its nuclear program, end to inspections, and
regional sway. Only narrow, interim progress seems likely; wide divides will persist. 
Regime Hardening: Decision-making is now concentrated among the Supreme
Leader and IRGC, with a shift toward younger, more loyal cadres. The regime is less
willing to compromise and prepared to weather leadership losses. 
U.S. Diplomatic Bind: Washington faces a tough menu: escalate, walk away, or
accept a difficult compromise. Any return to conflict would be costly, giving Tehran
confidence to drag out talks. 
Negotiation Teams: J.D. Vance, once a skeptic, now leads the U.S. side-possibly to
reassure domestic critics. Iran's team is stacked with hardliners, signaling a tough
negotiating environment ahead. 
Lebanon Wildcard: Heavy Israeli strikes in Lebanon threaten to blow up talks. Iran
could walk if attacks persist; confusion lingers over whether Lebanon is technically
covered by the ceasefire. U.S. likely to lean on Israel to hit pause before negotiations
restart. 
Gulf States' Anxiety: Saudi, UAE, Qatar, and others feel exposed-economically
wounded and worried by Iran's resurgence. Confidence in U.S. leadership is shaky,
and these states want a bigger seat at the security table going forward. 
Transatlantic Tensions & Opportunity: Crisis risks deepening rifts with Europe, but
could also be a catalyst for rebuilding alliances and shoring up NATO-potentially
turning adversity into a strategic win by countering Russian and Chinese ambitions. 

Additional Key takes:

Iran's leverage in the Strait of Hormuz: Unbroken control has become a critical
bargaining chip, with global shipping and energy flows hanging in the balance.

Negotiation outlook: Expect slow, incremental movement at best; wide gaps
between Iranian and U.S. positions remain entrenched.

Gulf state recalibration: Economic and security anxieties are prompting these
countries to demand a greater role in any new regional architecture.

European/U.S. alliance dynamics: Potential for renewed transatlantic
cooperation if managed carefully, but risks of deeper divisions if mishandled.

Iranian regime's internal resilience: Leadership is more insulated and prepared
for attrition, with younger loyalists waiting in the wings.
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