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Despite the notable drop in Brent crude oil prices to around $85 per barrel—following a recent spike
amid initial Strait of Hormuz disruptions—the continuation of the US/Israel-Iran war could still exert
upward pressure on energy costs if hostilities persist, potentially trimming global GDP growth by 0.3-
0.5% in 2026 while fueling modest inflation in energy-reliant economies. The anticipated US-led re-
opening of the Strait of Hormuz will alleviate supply constraints, restoring up to 20% of global oil transit
and stabilizing markets, yet prolonged conflict risks renewed volatility, supply chain strains, and reduced
investor confidence. Prolonged conflict will lead to prolonged volatility in commodity prices, supply chain
disruptions, and diminished investment in volatile regions, underscoring the urgency of diversified
energy sources and robust contingency planning.
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Source: LSEG Eikon | Reuters, Oct. 9, 2023 | By Vineet Sachdev

e Even with the Strait's re-opening, extended conflict may hinder global recovery by elevating
shipping insurance and rerouting costs, potentially slowing growth in Asia and Europe where oil
import dependencies amplify vulnerabilities to price swings. Historical precedents suggest limited
long-term GDP impacts if disruptions are brief, but emerging markets remain at risk from
persistent high energy costs.



e Central banks anticipate that a 10% sustained rise in energy prices could boost inflation by 40
basis points and curb GDP growth by 0.1-0.2%, though today's price relief and Strait re-opening
prospects may allow for more accommodative policies if the war doesn't escalate further.

Ship traffic in the Straits of Hormuz on 10 March 2026
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Regional and Sectoral Economic Vulnerabilities

Beyond immediate energy shocks, a drawn-out war would exacerbate regional instability in the Middle
East, straining GCC economies by halting non-oil activities such as tourism and aviation, while
cascading effects on global trade could widen deficits in Asia and Europe, heighten shipping costs, and
provoke broader recessions if combined with other disruptions.

e Higher oil prices from prolonged conflict would inflate transportation, electricity, and food costs,
widening trade deficits in major importers like India and China, and complicating monetary
policies in the US and Europe by necessitating sustained high interest rates that slow growth.

e OilSupply disruptions are leading to delays in energy exports and imports that threaten food
security in the Gulf and inflate global commodity prices. Aviation hubs in Dubai and Abu Dhabi



have suspended operations, disrupting tourism—a key economic driver for GCC states—and
potentially reducing non-oil activity sharply.

e European growth faces risks from energy volatility, ranging from modest slowdowns to severe
downturns if Hormuz disruptions persist, with import-dependent economies seeing higher
inflation and supply-chain issues amplified by potential Houthi attacks in the Red Sea.

Conclusion

Assessments indicate that continuation of the US-Israel-lran war would likely entrench high energy costs
and trade disruptions, heightening global recession risks through inflation and reduced growth,
particularly if the Strait of Hormuz remains impeded, underscoring the imperative for swift resolution and
enhanced energy resilience.
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