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Letter from the Editor is our biweekly weekend read,
which looks at the big picture, one question at a time.

Time is a powerful weapon. The war in Iran is increasingly shaped
by how long each party involved can endure its costs. The US
sought a quick victory, while Iran is prepared for a war of attrition
and is using the Strait of Hormuz as leverage. Europe has limited
tolerance; Russia would benefit from a prolonged conflict and
China — dependent on oil passing through Hormuz— ultimately
holds the key. Beijing prefers a contained conflict that strains US
resources without threatening its own energy security, and its
leverage over Tehran means it will likely determine when Iran
backs down. Based on China’s oil-reserve usage, Beijing might
tolerate the conflict, or at least disruptions around Hormuz, until
June.

Hello from The Investment Institute!
"Wars begin when you will, but they do not end when you please".

Niccold Machiavelli’s warning in his Florentine Histories (1532) remains one of the most enduring truths
about armed conflict — and one that US President Donald Trump appears not to have fully absorbed. In the
midst of the Hormuz crisis, he insisted the war would end “when | feel it, feel it in my bones,” and a week
earlier: “Any time | want it to end, it will end.”

Even if Trump declared mission accomplished in Iran, he should consider former Secretary of Defence Jim
Mattis’s warning that: “No war is over until the enemy says it’s over.” And the Iranian regime, especially if it
believed collapse is near, would have every incentive to inflict maximum pain before going down.

Beyond missiles, drones and mines, the most powerful weapon in this conflict is time. The US aimed for a
rapid, decisive strike to topple the Khamenei regime. Iran’s strategy is to prolong the conflict and to win by
attrition. This brings me to the question for today’s Letter — and one at the forefront of investors’ mind:
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How long could the war in Iran (or disruption at Hormuz) last?

Predicting the duration of war is impossible but understanding what makes this conflict different would help.
Both the Iran and the Ukraine wars have triggered major energy shocks. In Ukraine, the world found a
workaround: sanctioned Russian oil continued to flow at discounts, and essential Russian gas still reached
Europe. This softened the blow from the conflict that could thus continue in a sort of stalemate.

The Strait of Hormuz is different. It is a non-bypassable bottleneck. Strategic reserves and pipelines can only
offset losses marginally and temporarily. Either the strait reopens or the missing oil and LNG do not det
replaced. There is no workaround. This makes a long war unlikely — but not necessarily short. The conflict
could extend well into summer. Ultimately, it may be China, not Trump or Tehran, that decides when it ends.

The time factor

Wars often begin under the illusion that they will be short. Optimism bias induces leaders to overestimate their own
strength, underestimate their adversaries and overlook critical information.

Buoyed by the quick operation in Venezuela, Trump expected something similar in Iran, assuming Khamenei’s death
would lead to the regime’s collapse. He spoke of sustaining operations for “four to five weeks,” describing the conflict
as a “short-term excursion” that would be “over pretty quickly.”

But postponing his meeting with President Xi Jinping to monitor war developments — and scrambling for Western
and Chinese support to stabilise Hormuz — shows that the war will not be ending as quickly as he hoped for. Media
reports suggest that the US administration discounted intelligence assessments that Tehran would weaponize the
Strait of Hormuz. And Iran is not Venezuela: it is a far larger and more sophisticated state, with deeper bureaucracy,
a bigger population and a millenary national identity that does not bend easily.

Overconfidence regarding short wars seems to be a recurring pattern in the US. In 1950, General Douglas MacArthur
predicted victory in Korea by Christmas; the war lasted three more years. Secretary of Defence Donald Rumsfeld
promised a short Irag campaign in 2003; it turned into a seven-year occupation. Afghanistan became the longest war
in US history despite repeated expectations of rapid stabilisation.

For Trump, the difficult decision is whether to end the war quickly and live with a wounded and hostile regime or to
keep going until the regime collapses — which could result in a very long war. There is increasing pressure, not just
from Israel but also from other Middle Eastern countries, to bring down the Ayatollahs.

But even if Trump pulls back, Iran may not. Unless its new leadership

is internationally recognised, which is unlikely, Tehran has every

incentive to keep fighting. Its strategy seeks to impose maximum

economic, political and strategic costs on the US, especially through

its leverage over the Strait of Hormuz. Iran is also exploiting the For Tehran, time is not a
conflict’s asymmetric cost structure: cheap Shahed-136 drones constraint but a weapon
costing around USD 20,000 each are forcing the US to respond with

Patriot missile interceptors worth millions.

This reflects Iran’s “decentralised mosaic defence” doctrine, which

is designed to treat time as a deliberate instrument of endurance and leverage. This strategy divides military authority
between provincial Revolutionary Guard Corps units, Basij forces and proxy networks across the Middle East, allowing
autonomous operations to persist even after severe leadership losses or strikes on central infrastructure. Thus, losing
the most senior leaders of the country has no impact. For each loss, at least three or four potential replacements are
already identified. By design, this fragmentation prevents quick enemy victories, shifting the conflict towards
prolonged attrition. In short, Iran’s military is optimised for a long war, not a quick one. Iran’s foreign minister, Abbas
Araghchi, recently tweeted: “Decentralized Mosaic Defense enables us to decide when —and how — war will end”.
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Broadening the picture

Given the global nature of the crisis, the time dimension of the war must be considered beyond the narrow frame of
Iran and the US. Europe could help shorten the conflict by sending naval vessels to escort tankers through the Strait
of Hormuz, but so far no European leader appears willing to join the US effort. Ultimately, even a heavily armed vessel
would be vulnerable to attacks by Iran.

For European economies, the longder the war lasts, the higher the costs. OECD countries import roughly 4 mb/d of oil
through the Strait of Hormuz, and even if their 1.2bn barrels of strategic reserves (the IEA just decided to release
400mn barrels) were used to fully replace the missing volumes — a major logistical challenge — they could cover
about nine months of lost supply. Their vulnerability lies mare in higher oil prices than in physical supply shortages
—and it is certainly much greater on the gas front.

Russia and China — both traditionally close to Tehran and both providing overt military and intelligence support
during this conflict — are the other two key actors with an interest in prolonging the war, so long as they can avoid
being drawn into it. A longer conflict weakens the US and diverts Washington’s attention away from Ukraine in
Russia’s case, and from the Indo-Pacific in China’s case.

But their interests diverde. Russia, as a major oil exporter, benefits from an open-ended conflict that keeps oil prices
high and eases the pressure of energy sanctions. China, by contrast, is a large oil importer and therefore prefers a
conflict that remains limited in scope but still puts a strain on the US military, without jeopardizing its own energy
security. This also explains why, despite its dependence on crude passing through Hormuz, Beijing has remained on
the sidelines — neither pressing Tehran to de-escalate nor accepting Trump’s invitation to escort tankers in the Gulf.

This position is sustainable for China only as long as it can offset reduced Middle Eastern supplies with its own oil
reserves. Once those reserves fall below a certain threshold, Beijing will likely use its diplomatic leverage over Tehran
— given that Iran relies on China for virtually all imported goods except oil — to push firmly towards de-escalation.

China holds about 850mn barrels in above-ground commercial inventories and around 410mn barrels in strategic
stockpiles. Bloomberg reported that Beijing has authorized withdrawals only from commercial reserves. Since China
imports roughly 5.5 mb/d through the Strait of Hormuz, commercial stocks alone could replace this flow for around
five months.

In practice, Beijing is unlikely to run reserves down to critical levels. A realistic tolerance window is closer to three
months, after which China would likely exert strong pressure on Tehran to de-escalate.

What are markets expecting?

The US wants a quick win; NATO allies want a fast resolution without getting involved in the conflict; Tehran (without
formal recognition of its leadership) and Moscow prefer a prolonged war. But the player with the most influence on
its duration is China.

If Beijing’s tolerance threshold is around three months, the conflict might continue in some form until June before
meaningful de-escalation can begin. Historical patterns are supporting this view: data from the Correlates of War
project suggest that most interstate wars over the past two centuries have lasted fewer than four to five months.

In many respects, this aligns with prevailing market expectations.
e Prediction markets: Polymarket assigns a roughly 55% probability to the conflict ending by the end of June.

e Oil prices: The options market is pricing a slightly higher probability. When looking at spot Brent prices,
using a fair-value anchor of USD 65/bbl for Brent, a spot price of USD 105/bbl implies a geopolitical
premium of about USD 40/bbl. Applying the rule of thumb that every 1mb/d of lost supply adds roughly
USD 8/bbl to Brent prices corresponds to a disruption equivalent to around 5mb/d. Since roughly 15mb/d
of crude transit through Hormuz, markets are pricing a disruption lasting around three and a half months —
pointing to an end-June timeframe.

However, within this window, the conflict’s intensity could increase significantly, through a US dround invasion,
attacks on Kharg Island or Iranian strikes on other countries. Asian emerging markets would likely feel the economic
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shock most acutely, given their dependence on oil and gas flowing through the Strait of Hormuz. Also, it is possible
that China will limit itself to reopening the strait during this timeframe instead of facilitating a full resolution of the
conflict — from which it could continue to benefit.

The war could also end sooner than this analysis suggests. A sudden collapse of the Iranian regime would
dramatically alter the outlook, albeit the risk of ensuing civil conflict would be high. Conversely, the conflict could
drag on for longer. If Beijing fails to persuade Tehran to stand down, the geopolitical situation could deteriorate
sharply, especially if China begins to feel the pressure to secure access to critical energy supplies. This could lead to
coordinated efforts with the US to reopen the Strait of Hormuz, or parallel unilateral actions by multiple powers to
dain access to vital oil supply, which would pave the way for further tension and escalation.

In short, absent a sudden political shock, limitations regarding China’s strategic reserves make a June de-escalation
scenario the most probable.

The key takeaway for investors would be that an exact end-date to the conflict cannot be predicted, but it is important
to understand the constraints shaping the distribution of outcomes. If China’s reserve buffers define a natural
tolerance window of roughly three months, then a gradual easing of disruption risks in early summer would be the
central scenario — but not a duarantee. Markets will continue to trade a wide range of tail risks: from sharper
escalation if flows remained impaired to faster-than-expected normalisation if diplomatic pressure accelerated.

Enjoy your weekend!

Edo

Edoardo Campanella
Director and Chief Editor of The Investment Institute (UniCredit, Milan)
edoardo.campanella@unicredit.eu

UniCredit S.p.A.
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charde for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future
results.

2. Ifthe investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate
strongly according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can underdo significant price fluctuations following any downdrading of creditworthiness. In
the event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation
of the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.
8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this
document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imagdes, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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