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As	US-Iranian	tensions	rumble	on,	Franklin	Templeton	Emerging	Markets	Equity’s	Manraj	Sekhon,	Bassel	Khatoun
and	Salah	Shamma	weigh	in	on	the	potential	market	impact.

The	US	assassination	of	Qassem	Suleimani,	commander	of	the	QUDS	Force	in	Iran’s	Revolutionary	Guard	Corps
(IRGC),	is	the	boldest	US	action	against	any	senior	Iranian	political	leader	since	the	founding	of	the	Islamic
Republic.	General	Suleimani	was	a	senior	official	of	the	Islamic	Republic	of	Iran,	and	openly	targeting	him	was	a
serious	and	credible	shift	in	the	rules	of	engagement	in	the	region.	Suleimani’s	killing	raised	a	number	of	serious
questions	as	he	represented	the	military,	and	Iran	saw	this	as	an	action	that	required	some	form	of	retaliation.

It	is	important	to	note	that	US	President	Donald	Trump’s	administration	took	the	unusual	step	of	officially
designating	the	Islamic	Revolutionary	Guard	Corps	(IRGC)	as	a	terrorist	group	even	though	it	is	an	arm	of	the
Iranian	state	(and	thus	not	a	non-state	actor),	unlike	most	of	the	entities	on	the	US	list	of	terrorist	organizations.
Suleimani	had	been	the	architect	of	many	of	Iran’s	most	contentious	foreign	policy	issues.	The	QUDS	Force
provides	training,	weapons,	organizational	guidance	and	other	support	to	a	range	of	pro-Iran	groups.

The	US	attack	comes	on	the	back	of	more	recent	military	and	terrorist	events	in	the	region.	Tensions	between
both	countries	have	been	increasing	since	the	recent	oil	tanker	attacks	to	the	drone	attacks	on	Aramco	oil
installations,	and	the	violent	escalations	against	US	interests	in	Iraq.	The	US	administration	has	clearly	signaled
the	objective	of	targeting	Suleimani	was	to	forestall	further	attacks	and	to	push	back	with	clear	red	lines	against
a	wave	of	Iranian	regional	pressure	seen	over	the	past	year	in	Iraq,	Syria	and	the	Gulf.	We	believe	the	recent
action	represents	a	change	in	US	policy	aimed	at	introducing	a	credible	military	deterrence	strategy	in	the	region.

In	retaliation,	Iran	has	launched	missile	strikes	against	two	Iraqi	military	bases	housing	US	forces.	US	and	Iraqi
sources	have	said	there	were	no	known	casualties	as	a	result	of	the	strikes,	although	there	are	investigations
underway	in	regard	to	a	commercial	plane	that	may	have	been	shot	down	amid	the	strikes.	Iranian	foreign
minister	Javad	Zarif	was	quick	to	announce	that	his	country	“concluded	proportionate	measures	in	self-defense.”

We	continue	to	believe	there	is	a	low	probability	of	seeing	further	escalation	in	tensions	that	could	lead	to	an	all-
out	direct	confrontation	between	the	two	countries.	Iran	is	likely	to	continue	with	its	low-intensity	warfare,
especially	as	its	economy	remains	under	pressure	from	choking	economic	sanctions,	most	likely	using	proxy
assets	to	target	the	United	States	or	its	interests	in	Iraq,	Lebanon	or	the	Strait	of	Hormuz.



It	is	worth	noting	that	other	global	powers—notably	France,	Britain	and	Germany,	key	signatories	of	the	2015
Joint	Comprehensive	Plan	of	Action	nuclear	deal—have	expressed	positions	that	are	supportive	of	near-term	de-
escalation	of	current	tensions.	This	opens	the	door	to	a	possible	diplomatic	breakthrough	that	could	alter	the
current	impasse.

Both	China	and	Russia	also	appear	likely	to	strongly	dissuade	Iran	from	taking	more	significant	action.	Both
countries’	growing	influence	in	the	region,	and	also	Iran’s	increasing	political	and	economic	reliance	on	them,
means	that	this	is	likely	to	provide	a	key	deterrent	for	Iran.

In	terms	of	positioning,	we	continue	to	operate	in	an	elevated	risk	environment	similar	to	what	we’ve	seen	over
the	past	couple	of	years—granted,	tail	event	risk	looks	heightened.	However,	we	currently	don’t	expect
significant	risk	escalation	that	could	derail	the	global	growth	outlook.	We	expect	the	market	to	digest	the	recent
developments	and	the	overall	risk	profile	to	normalize	in	the	coming	months.

Short	of	any	event	that	threatens	to	block	the	Strait	of	Hormuz,	we	expect	the	usual	oil	market	dynamics	to
prevail.	Additional	supply	in	2020	continues	to	be	balanced	by	OPEC+	members.	We	think	oil	prices	could	be
range-bound,	hovering	between	US$60-$70	for	2020.1

While	the	US	and	Iran	have	signaled	an	interest	in	avoiding	military	escalation,	we	believe	this	issue	will	likely
continue	to	dog	the	region	for	some	time.

Important	Legal	Information
This	material	reflects	the	analysis	and	opinions	of	the	author(s)	as	of	the	date	of	publication,	and	may	differ	from
the	opinions	of	other	portfolio	managers,	investment	teams	or	platforms	at	Franklin	Templeton	Investments.	It	is
intended	to	be	of	general	interest	only	and	should	not	be	construed	as	individual	investment	advice	or	a
recommendation	or	solicitation	to	buy,	sell	or	hold	any	security	or	to	adopt	any	investment	strategy.	It	does	not
constitute	legal	or	tax	advice.

The	views	expressed	are	those	of	the	investment	manager(s)	and	the	comments,	opinions	and	analyses	may
change	without	notice.	The	information	provided	in	this	material	is	not	intended	as	a	complete	analysis	of	every
material	fact	regarding	any	country,	region,	market,	industry,	security	or	strategy.	Statements	of	fact	are	from
sources	considered	reliable,	but	no	representation	or	warranty	is	made	as	to	their	completeness	or	accuracy.

Data	from	third	party	sources	may	have	been	used	in	the	preparation	of	this	material	and	Franklin	Templeton
Investments	(“FTI”)	has	not	independently	verified,	validated	or	audited	such	data.	FTI	accepts	no	liability
whatsoever	for	any	loss	arising	from	use	of	this	information	and	reliance	upon	the	comments	opinions	and
analyses	in	the	material	is	at	the	sole	discretion	of	the	user.
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What	Are	the	Risks?
All	investments	involve	risks,	including	possible	loss	of	principal.	The	value	of	investments	can	go	down	as	well	as
up,	and	investors	may	not	get	back	the	full	amount	invested.	Bond	prices	generally	move	in	the	opposite
direction	of	interest	rates.	Thus,	as	the	prices	of	bonds	adjust	to	a	rise	in	interest	rates,	the	share	price	may
decline.	Investments	in	foreign	securities	involve	special	risks	including	currency	fluctuations,	economic
instability	and	political	developments.	Investments	in	emerging	market	countries	involve	heightened	risks	related
to	the	same	factors,	in	addition	to	those	associated	with	these	markets’	smaller	size,	lesser	liquidity	and	lack	of
established	legal,	political,	business	and	social	frameworks	to	support	securities	markets.	Such	investments	could
experience	significant	price	volatility	in	any	given	year.	High	yields	reflect	the	higher	credit	risk	associated	with
these	lower-rated	securities	and,	in	some	cases,	the	lower	market	prices	for	these	instruments.	Interest	rate
movements	may	affect	the	share	price	and	yield.	Stock	prices	fluctuate,	sometimes	rapidly	and	dramatically,	due
to	factors	affecting	individual	companies,	particular	industries	or	sectors,	or	general	market	conditions.
Treasuries,	if	held	to	maturity,	offer	a	fixed	rate	of	return	and	fixed	principal	value;	their	interest	payments	and
principal	are	guaranteed.
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1.	There	is	no	assurance	that	any	estimate,	forecast	or	projection	will	be	realized.
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