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Inflation is the primary economic risk associated with
the Iran strikes. The origins of the pressure and the
resulting vulnerabilities differ markedly across regions.
Before the strikes, inflation was on a global down-trend,
with the notable exception of the United States.
Trade-tariff effects were becoming increasingly visible,
although the overall impact on prices was smaller than
initially anticipated. Higher tariffs produced a delayed
inflationary response because many firms were
reluctant to pass cost increases on to consumers. U.S.
inflation has fallen from its 2022 peak but remains stuck
above 3 %. The main vulnerabilities stem from reliance
on external energy supplies. The United States enjoys
the advantage of being a net energy exporter and faces
no export constraints. By contrast, the euro-area and
most Asian economies are highly exposed: they generate
little domestic energy and, in several cases, import oil
and gas from the Middle East via the Strait of Hormuz.

CHART 1: GLOBAL INFLATION TRENDS
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Consequently, the key questions are: how likely is a
sustained rise in inflation, and what will be its impact
on overall economic activity?
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What are the risks of Stagflation?

Stagflation is a scenario of low growth combined
with high inflation. In the 1970s and 1980s when
stagflation was prevalent, central banks were not
even independent of sovereign governments.
Currently, for countries with independent central
banks that pursue explicit inflation targets, this
outcome is relatively unlikely.

Consider the European Central Bank (ECB), which
did not even exist prior to 1998, it has a clear 2%
inflation target. If policymakers detect a persistent
risk of inflation rising above that level, they will
raise the policy rate to dampen demand and bring
price growth back down. The trade-off would be a
slowdown in activity—potentially a recession—and
a temporary uptick in  unemployment.
Consequently, a stagflation episode is very unlikely
for the euro-area and for other jurisdictions that
adhere to an explicit inflation target, such as the
United Kingdom.

In the United States the situation differs. The
Federal Reserve operates under a dual mandate:
price stability and maximum employment. The
relative weight given to each objective can shift
over time, making it more plausible for inflation to
stay above 2 % for an extended period. . The Federal
Reserve only formally adopted its 2% inflation
(PCE) target in 2012. A further source of
uncertainty is the potential erosion of central-bank
independence; while this risk is modest in the near
term, it could become more material later. Bottom
line: Stagflation remains a low-probability scenario
for most advanced economies, but the risk is higher
for the United States than for regions with strict,
single-objective inflation targeting.

CHART 2: PUBLIC DEBT AS A % OF GDP
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What are dynamics around public debt?

The public debt and deficits surged sharply during
the Covid period. As can be seen in chart 2, only a
handful of countries have managed to bring debt
down in the last few years, and they are the
exception rather than the rule. As a rule of thumb,
debt tends to remain stable when economic growth
exceeds the government's borrowing cost, and no
new primary deficits are generated. For simplicity,
the borrowing cost is often represented by the
current yield to maturity of a 10-year government
bond. A more precise measure would calculate a
weighted coupon on all outstanding bonds. This
lowers the effective borrowing cost because a large
share of existing debt was issued when rates and
coupons were historically low. Using this more
precise measure, almost all countries have a
positive value (see chart 4). Several Southern
European economies are currently running a budget
surplus (see chart 3). For many other jurisdictions,
the key challenge remains to narrow the primary
deficit toward zero.

CHART 3: PUBLIC DEFICIT AS A % OF GDP

Primary Budget* as % of GDP
Forecast (OECD 2026)

Greece -
Portugal -
Italy A
Ireland -
Spain -
Germany A
Netherlands -
United Kingdom -
France -
USA -
Belgium A

“Excluding interes!

Source: LSEG Datastream, 30/06/2026

CHART 4: GOLDEN RULE
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DISCLAIMER

This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société
Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in France as a bank with the French Autorité de
Controle Prudentiel et de résolution (ACPR) and regulated by
the French Autorité des Marchés Financiers (AMF). As
marketing material, it has not been prepared in accordance
with legal and regulatory requirements aimed at ensuring the
independence of investment research and is not subject to any
prohibition on dealing ahead of its dissemination. It has not
been submitted to the AMF or any other market authority.

This document is confidential and intended solely for the use
of BNP Paribas SA, or their affiliates (“BNP Paribas”) and the
persons to whom this document has been delivered. It may not
be distributed, published, reproduced or disclosed by any
recipient to any other person, nor may it be quoted or referred
to in any document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation
or sale. It is not, and under no circumstances is it to be
construed as, a prospectus.

Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in
the preparation of this document, BNP Paribas does not make
any representation or warranty, express or implied, as to its
accuracy or completeness and does not accept responsibility
for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or
projected success, profitability, return, performance, result,
effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to
past performance; past performance is no guarantee for future
performance.

The information contained in this document has been drafted
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without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully
understand the features of the transaction and, in the absence
of any provision to the contrary, be financially able to bear a
loss of their investment and willing to accept such risk.
Investors should always keep in mind that the value of
investments and any income from them may go down as well
as up and that past performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation concerning the
product, and in particular the one which describes in details
the rights and obligations of investors as well as the risks
inherent to an investment in the product. Save as otherwise
expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing; they
are not to be relied upon as authoritative or taken in
substitution for the exercise of judgment by anyone, and are
subject to change without notice. Neither BNP Paribas nor any
BNP Paribas Group entity accepts any liability whatsoever for
any consequences that may arise from the use of information,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information upon specific request. BNP Paribas, their
employees or administrators may hold positions in these
products or have dealings with their issuers.

By accepting this document, you agree to be bound by the
foregoing limitations.
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