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The situation in Israel/Palestine will continue to concern the Arab world – and therefore the oil market – even if a cease-fire is arranged in the near future.

Saudi Arabia and other Arab oil producers have no intention of using the “oil weapon” in the Middle East crisis.  They fully realize the risks to the world economy (and their own) that would result from very high oil prices.

The main concern for the oil market is that Saudi Arabia and other Arab oil producers will come under pressure to use the “oil weapon” if the situation deteriorates and if the US is seen as taking Israel’s side.  This pressure will also come if the religion factor plays an increasing role in the conflict .

Saddam may try to take advantage of the situation by posing himself as champion of the Palestinians.  Chances of an Iraqi oil export disruption could rise if the violence escalates.

On the ground, there are good reasons to believe that the violence will continue despite diplomatic efforts to contain it.  The biggest danger is that the leaders will lose control if radical elements (on both sides) take matters into their own hands and cause further bloodshed.
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