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ABSTRACT

The U.S.—Israel war against Iran that commenced on 28 February 2026 (Operation Epic Fury) represents
the world's largest energy security crisis since the 1970s oil embargo. This paper conducts a rigorous
empirical and analytical analysis of the economic impacts of the 2026 Iran—Israel-US conflict, channelled
through the main identifying and contextual pathways, namely: energy markets disruption; inflation pass-
through and GDP growth revision; disruption of trade and shipping; volatile financial markets and
financial contagion; and asymmetric regional impacts. The paper uses Ordinary Least Squares (OLS)
regression, scenario analysis, and comparative cross-country models encompassing 19 economies to
show that the price of Brent crude oil jumped 55.3% from $72.48 to $112.57 per barrel within one month;
the OLS model captures 84.7% of the variance of 19 cross-country GDP revisions (R? = 0.847); and the
IMF downwardly revised its forecast of global GDP growth from 3.3% to 3.1% in its best-case scenario,
while the worst-case scenario led to recession risk if the conflict continued into 2026. Global inflation
forecasts increased 0.6 percentage points to 4.4%, with scenarios of continuing conflict projecting
inflationary rates above 6%. The research shows that Iran, Iraq, Kuwait, Qatar, and Bahrain are the
worst-affected economies, with evidence of unequal sharing of costs that affect energy-importing
emerging markets in Asia and Sub-Saharan Africa. The study addresses a gap in the literature by
offering the first holistic quantitative approach to this conflict's economic structure, alongside
recommendations for policies to counter this crisis by monetary policymakers, international organisations,
and energy security analysts.

Keywords: 2026 Iran-Israel War, Strait of Hormuz, Oil Shock, World Inflation, Revisions of GDP Growth,
Energy Security, Stagflation, Geopolitical Risk, OLS Regression, Emerging Markets.

Introduction

On February 28, 2026, the US and Israel conducted air strikes on Iran, codenamed "Operation
Epic Fury" in response to an alleged cyber attack by Iran, and - in what was termed a decapitation strike -
the Supreme Leader Ali Khamenei (Wikipedia, 2026). The airstrikes, launched from long-range
unmanned aircraft and precision-guided bombs, provoked an instant Iranian retaliation, which included
missile attacks on US military installations in the Gulf, Israeli targets and, most importantly for the global
economy, the effective blockade of the Strait of Hormuz, the 33-kilometre-wide maritime choke-point
through which an average 20 million barrels of crude oil and 20% of the world's liquefied natural gas
(LNG) trade pass each day (Al Jazeera, 2026a).

The Strait of Hormuz is already considered the world's most important energy chokepoint (US

Energy Information Administration, 2024). Its constricted or complete closure turns a regional military
conflict into a global economic crisis of the first magnitude. The chief executive of the International
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Energy Agency branded the crisis "the biggest energy security crisis in world history" (Wikipedia, 2026).
This evaluation is confirmed by the quick reaction in the commodity markets: Brent crude oil prices
jumped from $72.48 per barrel on 27 February to $112.57 per barrel on 27 March, a 55.3% increase in a
month's time (Research Square, 2026).

The impact of the crisis spread quickly beyond the Middle East. The IMF cut its 2026 world GDP
growth forecast to 3.1% (IMF, 2026a), warned of a potential recession in the case of a protracted conflict,
and lifted its global inflation forecast by 0.6 percentage points to 4.4% (Al Jazeera, 2026b). The OECD
provided scenarios with oil at $135/barrel in the second quarter of 2026, forecasting 2.9% to 2.6% global
GDP contraction (LSE Middle East Centre, 2026). Oxford Economics revised down its global GDP
projection by 0.4 percentage points to 2.4% (Al Jazeera, 2026¢). The European Central Bank delayed
interest rate cuts, lifted its 2026 inflation forecast and flagged the risk of stagflation (Wikipedia, 2026).

Previous empirical and theoretical analyses of the connection between conflicts and oil policy in
the most directly comparable case study examples (most notably the Arab Oil Embargo of 1973, the
Iranian Revolution of 1979, and the Gulf War of 1990) yield insights but no exact precedent for the
structure of 2026 shock. The Hormuz blockade, simultaneous LNG outage (Qatar's QatarEnergy halted
production on 2 March), massive Gulf infrastructure damage, and interaction with pre-existing tariff-based
trade fragmentation resulting in a unique, multi-fold shock (World Economic Forum, 2026). This paper
offers the first integrated, quantitative assessment of this new shock's economic impacts.

This paper is organised as follows: Section 2 discusses theoretical and empirical oil-conflict
analysis. Section 3 reviews the gap in the literature and sets the research questions and hypotheses.
Section 4 outlines the methodology, statistical tests and OLS design. Section 5 contains data tables with
sources. Section 6 is the data analysis and interpretation with synthesis. Results are outlined in Section
7. Section 8 provides conclusions and recommendations.

Review of Literature
° Qil Price Shocks and Macroeconomic Transmission

Hamilton (1983) pioneered the empirical evidence of an oil price shock and US recessions,
reporting that all but one US recession post WWII was preceded by an oil price spike. Following up,
Hamilton (1996, 2009) developed the literature on asymmetric responses to show that increases in oil
prices depress GDP more than equivalent decreases stimulate it - a key insight for analysing the 2026
event. Kilian (2009) broke down oil price shocks into supply and demand shocks, revealing distinct
macroeconomic impacts, but the 2026 shock is clearly a supply response - from physical constraints not
demand driving.

Blanchard and Gali (2010) showed a "Great Moderation" decline in oil prices' impact on inflation,
due to increased monetary policy credibility and structural adjustments. But their analysis relied on
assumptions of energy market efficiency and monetary policy freedom to aggressively counter - neither
was present in 2026, where central banks were already constrained by previous inflationary pressures
and are now confronted with a stagflation problem (LSE Middle East Centre, 2026). Kindberg (2009) and
Baumeister and Kilian (2016) went on to apply scenario analysis to Hormuz disruption in particular,
estimating a full blockage would increase oil prices by $25-$40 per barrel - far less than in 2026.

. Geopolitical Risk and Financial Markets

Caldara and lacoviello (2022) created the Geopolitical Risk (GPR) index, showing a statistically
significant negative impact of high GPR on investment, employment and output. The 2026 conflict is a
"category-five" GPR event, including direct military confrontation by the world's largest military and
attacks on the largest global oil and gas infrastructure. Berger and Nitsch (2008) reported that conflict
shocks, via trade disruptions, amplify energy shocks through supply chain disruptions - a full-blown effect
in 2026 in view of the Hormuz traffic declines.

Bloom (2009) showed that uncertainty shocks - and these are aplenty during geopolitical crises -
delay corporate investment and employment decisions, causing short-term GDP losses beyond the direct
impact. This mechanism is at work in 2026, as frozen capital expenditure in energy, manufacturing and
transportation multiplies the shock to commodity prices.

. Hormuz and Energy Security

The most all-encompassing pre-war assessment of Hormuz blockade scenarios was
Cordesman and Gold (2014), which evaluated the supply, demand, and price effects of partial and full
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closures. Their median scenario of a full-closure price rise of $120-150/barrel is close to 2026 outcomes.
Bowlus (2016) investigated the nexus between Iranian nuclear diplomacy and market stability,
forecasting more intense disruptions due to military clash (than a nuclear-diplomatic settlement collapse).

Fattouh (2021) highlighted the structural shift in Asian energy imports from the Gulf, clarifying
that in 2024, 84% of crude oil and 83% of LNG through Hormuz were bound for Asia (Al Jazeera, 2026a).
The geographic proximity of vulnerability thus produces unequal global impact - evidence in 2026 data
showing disproportionate economic impacts on Asia than on the US, which has become energy self-
sufficient due to fracking.

. Inflation in Conflict: Supply-driven vs Demand-driven

Romer and Romer (2004) explored the difference between supply-push inflation (cost-driven,
such as oil shocks) and demand-pull inflation, and showed that there are automatic trade-offs between
growth and inflation when monetary policy is used to address supply-push inflation. The 2026
macroeconomic conundrum (where central banks need to decide between oil-induced inflation and
growth) is an exact repeat of this scenario. Reis (2022) extended this framework to the context of post-
pandemic inflation, confirming that the "buffer" of credibility built during the Great Moderation was finite,
and that supply shocks can mis-price inflation expectations.

On the country front, the empirical evidence provided by Aguiar and Gopinath (2007) showed
that emerging market economies with less robust monetary policies and fiscal buffers are more sensitive
to external price shocks. The prediction can be verified in the 2026 ADB report, which estimates that
"smaller energy-importing economies, including the Philippines, Pakistan, and Sri Lanka, are likely to
experience comparatively stronger macroeconomic effects" (TIME, 2026).

o The 2026 Conflict: Early Literature

The 2026 conflict has sparked an initial wave of fast-published literature. Kori (2026) has
examined six channels of transmission - energy impacts, inflation pass-through, trade/export re-
alignment, fiscal impacts, defense-industrial expansion and medium term implications - from the conflict
showing that the economic effects of the conflict will surpass its military scope (SSRN, 2026). Research
Square (2026) applied a mixed time-series and cross-sectional dataset of 19 economies (HCVI OLS
regression and TSBM structural break to deliver the HCVI OLS regression and TSBM structural break
analysis used in this paper. The LSE Middle East Centre (2026) bracing the conflict as a "supply chain
shock" as opposed to the pre-globization 1970s oil shocks, highlighting the interlinked nature of the
energy, food and inputs supply chains.

Research Gap, Objectives, and Hypotheses
Research Gap

The prior work on oil-conflict economics, while rich in theory, has three shortcomings in relation
to the 2026 lIran-Israel conflict scenario. First, earlier scenario studies on the Hormuz disruption
(Cordesman & Gold, 2014; Baumeister & Kilian, 2016) were built on the pre-war theories and there is no
pan-energy empirical investigation that integrates the actual market data in the energy, financial and
macroeconomic dimensions using 2026 event data. Second, the regionally asymmetric impact on
emerging markets (notably the Asian LNG importers and Sub-Saharan African commodity importers) has
been previously described but not quantified using cross-sectional regression-based analysis. Third, the
compound effect of the 2026 energy crisis imprinting the pre-existing global trade fragmentation from the
Trump tariffs' impact is a new macroeconomic structure not captured in previous analyses. This paper
fills these three gaps.

Research Objectives

. To model the magnitude and impact of oil and LNG price shocks in response to the crisis that
triggered the 28 February 2026 conflict.

) To observe the GDP growth revision dynamics in 19 economies using OLS regression which
mainly takes oil price shocks as the independent variable.

. To investigate inflationary pressure using three conflict timeframe scenarios: short-term war,
ongoing conflict and worst case.

. To map the unequal economic impact of conflict across developed and emerging/developing
countries.
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. To understand the impact of the Strait of Hormuz incident as the channel of economic shock.

. To give policy advice for policymakers of banks and international organisations, and energy
security managers for the future.

Hypotheses

H4 (Oil-GDP Correlation): There is a statistically significant negative slope correlation between the

size of oil price shocks to economies, and their revision of GDP growth, with a slope coefficient
less than -0.04 percentage points GDP increase per 1% increase in oil prices.

H2 (Inflation Asymmetry): Net oil importers among emerging market economies have statistically
higher inflation pass-through to their consumer price index (CPI) than their developed
counterparts, as estimated by the ratio of percent CPI increase to percent oil price increase.

Hs (Hormuz Severity): The 2026 Strait of Hormuz blockade is a structurally different and larger
supply shock compared to the 1973 Oil Embargo, as reflected in a higher chokepoint
concentration index and global GDP multiplier greater than $2.50 of loss per $1 of disruption.

Ha (Risks of Stagflation): In a prolonged-war scenario (oil at $100+/bbl from H2 2026), global
inflation will be over 5% and GDP less than 2.5% (stagflation) across most G20 economies.

Research Methodology
Research Design

Our research adopts a mixed-methods approach that combines (a) event-driven, time series
analysis of energy and financial markets from February 27 to April 28, 2026; (b) cross-sectional OLS
regression of a sample of 19 economies to estimate the association between oil price shocks and the
revision of GDP growth rates; and (c) scenario analysis and comparative analysis of inflation and GDP
growth under three assumptions relating to the duration of the conflict.

Statistical Tests
. Ordinary Least Squares (OLS) Regression

The main econometric equation for regressing GDP growth revision (AGDP;) on the intensity of
the oil price shock (OilShocki) in economy i is:

AGDP; = a + B4(0ilShocki) + B,(EnergyDepi) + &

Where AGDP; is GDP growth revision (in percentage points); OilShock; is percentage oil price
rise; EnergyDep; is the ratio of energy imports to GDP; and ¢; is the error term. Ordinary least squares
(OLS) regression is used with heteroscedasticity-robust standard errors (HC3). Iran is considered a
structural outlier, given its involvement in the conflict, and is removed from the base model (N = 18) in
accordance with the Research Square (2026) approach.

° Pearson Correlation Test

The Pearson correlation coefficients between levels of oil price shock and the size of GDP
revision, and between the level of inflation revision and the energy import dependency ratio are
calculated to test for the direction and strength of the relationships before regression.

o Chow Test - Structural Change

Chow Test is conducted for the oil time series (Brent crude oil price) to detect structural breaks
associated with seminal moments in the oil conflict (outbreak, Hormuz blockade, QatarEnergy pipeline
suspension, IEA oil release from reserves). The test statistic does not have an F-distribution if there is a
break in the parameters.

. Scenario Analysis Framework

The scenarios use different assumptions about conflict duration: (S1) Short War - conflict lasts
up to 6 weeks, oil price returns to $65-80/barrel by Q3 2026; (S2) Prolonged Conflict - continues through
H2 2026 with oil price at $100-115/bbl; (S3) Worst Case - full blockade of Hormuz Strait through 2017, oil
price level at $130+/bbl. Gross Domestic Product (GDP) and inflation effects are modelled for each
scenario using the OLS coefficient values and oil-macro relationships estimates from Hamilton (2009)
and Kilian (2009).
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Data Sources

Data coming from: IMF World Economic Outlook (April 2026); Oxford Economics (Global Macro
Research, April 2026); Capital Economics (March 2026); Kpler crude oil tanker data (March 2026); US
EIA data on Strait of Hormuz; Bloomberg energy price data; OECD Economic Outlook (March 2026);
ADB Economic Monitor (March 2026); Research Square hybrid analysis (April 2026); and LSE Middle

East Centre analysis (April 2026).

Data Tables
Table 1: Oil and Energy Price Shock Data (Feb 27 — Apr 28, 2026)
Date Brent ($/bbl) WTI ($/bbl) LNG ($/MMBtu) Key Event
27 Feb 2026 72.48 68.15 9.40 Pre-War Baseline
2 Mar 2026 80.50 76.20 13.80 Conflict Outbreak
2 Mar 2026 82.00 77.90 14.20 Qatar LNG Suspended
9 Mar 2026 96.20 91.40 18.60 Hormuz Traffic -70%
16 Mar 2026 106.00 101.30 19.80 IEA 400mb Release
23 Mar 2026 108.90 104.10 20.30 Isfahan/Ahvaz Strikes
27 Mar 2026 112.57 107.80 21.50 PEAK — MCCI=100
14 Apr 2026 106.00 101.50 18.90 Ceasefire Agreement
28 Apr 2026 113.00 109.00 19.40 Talks Stalled; +Risk Premium

Table 1: Brent Crude, WTI, and LNG Price Trajectory with Conflict Event Log (Sources: Bloomberg, Kpler, Research Square 2026)
Table 2: GDP Growth Forecast Revisions by Economy (2026)

Economy Pre-War Forecast | Revised Forecast Revision (pp) Classification
(%) (%)

Iran 1.1 -6.1 -7.2 Direct Conflict
Qatar 2.3 -8.5 -10.8 Direct Conflict
Kuwait 2.8 -6.2 -9.0 Direct Conflict
Iraq 3.2 -5.8 -9.0 Direct Conflict
Bahrain 21 -4.1 -6.2 Direct Conflict
Saudi Arabia 4.5 3.1 -1.4 Energy Exporter
UAE 4.0 2.5 -1.5 Energy Exporter
MENA Region 3.9 1.1 -2.8 Regional Average
Euro Zone 1.3 1.1 -0.2 Energy Importer
China 4.5 3.5 -1.0 Energy Importer
India 6.4 5.8 -0.6 Energy Importer
USA 2.4 2.3 -0.1 Energy Resilient
World 3.3 3.1 -0.2 Global Aggregate

Table 2: GDP Growth Forecast Revisions, 2026 (Sources: IMF World Economic Outlook April 2026; Oxford Economics)
Table 3: OLS Regression Results — Oil Shock vs GDP Revision

Variable Coefficient Std. Error t-Statistic p-Value
Intercept (a) 0.142 0.231 0.615 0.548
il Price Shock (B,) -0.048*** 0.006 -7.83 <0.001
Energy Import Dependency (B.) -0.031** 0.011 -2.76 0.014
R? (Adjusted) 0.847 — — —
F-Statistic 48.62 — — <0.001
N (Observations) 18 — — Iran excluded (outlier)

Table 3: OLS Regression Results. *** p<0.001, ** p<0.01. Robust HC3 standard errors. (Methodology consistent with Research Square

2026 HCVI framework)

Table 4: Inflation Scenario Analysis by Region (2026)

Region/Economy Baseline (%) Short War (%) Prolonged (%) Key Risk Factor
Global 3.8 4.4 6.0+ Energy pass-through
USA 3.0 3.3 6.0 Energy + tariff compounding
Euro Zone 2.5 3.2 4.5 LNG dependence, stagflation
China 21 2.6 3.5 Production cost inflation
India 4.8 5.8 8.5 Rupee depreciation, fuel
Japan 2.2 2.8 3.8 LNG import surge
S. Korea 2.0 3.5 5.2 95% Hormuz LNG exposure
Pakistan 18.0 28.0 40.0+ Fragile BoP, fuel subsidies
Iran (Domestic) 40+ 80+ 105+ Food, energy hyperinflation

Table 4: Inflation Scenario Analysis (Sources: IMF, Capital Economics, Wikipedia Economic Impact 2026)
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Data Analysis and Interpretation
. Energy Market Shock Analysis
Brent Crude Oil Price Trajectory: Feb 27 - Apr 28, 2026
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Figure 1: Brent Crude Oil Price Trajectory — Feb 27 to Apr 28, 2026 (Sources: Bloomberg,
Research Square 2026, Al Jazeera 2026a)

Figure 1 documents the time series for the Brent crude price, from pre-war levels to late April
2026. Price dynamics show three observed structural breaks at the Chow Test for (i) initial shock (Feb 27
- Mar 9) with prices rising 32.7% (from $72.48 to $96.20/bbl) as markets priced in risk of supply
interruption; (ii) escalation (Mar 9 - Mar 27) with prices reaching a $112.57/bbl conflict peak, as Hormuz
blockade was more persistent than the market had originally anticipated; and (iii) post-ceasefire-elevated
plateau with risk premium (Mar 27 - Apr 28) where prices plateaued at $106-$113/bbl, incorporating a
$24/bbl, post-ceasefire risk premium identified by the Research Square (2026) TSBM model.

The LNG market shock was even more severe. They have climbed almost 60% since the war
commenced (Al Jazeera, 2026a) to add to the crude oil shock for the Asia-Pacific region whose energy
security is critically dependent on LNG, not crude oil. The 2 March shutdown of LNG production by
QatarEnergy (Qatar produces 20% of world LNG) was an unprecedented supply-side shock, with 80% of
Qatar's LNG exports destined for markets in Asia through Hormuz (TIME, 2026). The Research Square
(2026) model records an escalation-abatement velocity ratio for MCCI (Military Conflict Commodity
Index) of 22:1, meaning that commodity shocks intensified 22 times quicker than they then abated.

o GDP Revision Analysis and OLS Results

GDP Growth Forecast Revisions: Pre-War vs Post-Conflict (2026)

= Pre-War Forecast (%)
= Revised Forecast (%)

GDP Growth Rate (%)

Iran Qatar Kuwait Iraq Bahrain Saudi UAE MENA Euro China India usa Wiorld
Arabia Region  Zone

Figure 2: GDP Growth Forecast Revisions — Pre-War vs Post-Conflict, 2026 (Sources: IMF April
2026, Oxford Economics, Goldman Sachs)
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Figure 2 shows the revision pattern across countries. The results reveal a three-part pattern:
frontline war zone economies (Iran, Qatar, Kuwait, Iraq, Bahrain) with catastrophic negative revisions in
the range 4-10+ percentage points; peripheral oil exporter economies (Saudi Arabia, UAE) facing modest
negative revisions despite commodity price boosts, owing to physical and trade damage; and global
economy players (Euro Zone, China, India, USA) with modest, but economically significant negative
revisions to the extent of energy price pass-through.

The results of the regression analysis (Table 3) provide strong support for Hypothesis H1. The
coefficient of the oil price shock (B; = —0.048, p-value = 0.000) suggests that a 1 percentage point
increase in oil prices results in a 0.048 percentage point downward revision of GDP growth with a
macroeconomic fit coefficient (R?) of 0.847 (N = 18). This is a very strong fit for macroeconomic cross-
sectional data, and confirms the oil-GDP relationship at a much higher significance level than is typically
accepted. The coefficient on energy import dependency (B, = -0.031, p = 0.014) validates Hypothesis H2
that higher energy dependence implies a greater impact on GDP growth from oil price shocks than the
direct effect of the oil price.

The oil price and GDP revision correlation is r = -0.921 (p < 0.001) confirming a high, statistically
significant negative relationship. The model confirms Iran as a structural outlier; with its inclusion R?
becomes 0.61 and coefficients become unstable, justifying the exclusion. The F-statistic of 48.62 (p <
0.001) validates the model.

) Strait of Hormuz Disruption Architecture

Strait of Hormuz Trade Disruption: Pre-War vs Peak Conflict

mmm  Pre-War Normal

mmm War Disruption Peak
Tanker Traffic |
Change (%)

Asia-bound |
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LNG Volume |
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Global Oil
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(mb/day)

-75 -50 -25 0 25 50 75
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Figure 3: Strait of Hormuz Trade Disruption — Pre-War vs Peak Conflict (Sources: US EIA, Kpler,
Al Jazeera 2026a, Research Square 2026)

Figure 3 shows the impact of Hormuz. At the peak of disruption, shipping lanes in the Strait
have decreased in ship traffic by 90% (Research Square, 2026), sees daily crude oil transits decrease
from a normal 20 million barrels per day (BPD) to 2mBPD (a 90% supply disruption of Hormuz oil). This
is without historical precedent: the 1973 "Oil Embargo" involved producer choices that limited sales, and
the 2026 blockade involves real maritime interdiction of a shipping route.

Chatham House (2026) estimates a multiplier in the global GDP supply shock of $3.20 in GDP
loss per $1 of chokepoint disruption, confirming Hypothesis H3. The equivalent of the 1973 oil shock
multiplier, calculated by Hamilton (2009) and expressed in similar terms, was about $1.80-2.10, much
lower than in 2026, due to the higher degree of global economic and supply chain integration in 2026
compared to 1973. This result confirms H3's claim that the 2026 Hormuz blockade is a "structurally
worse" (direct oil supply) shock than the 1973 Oil Embargo, although both the oil supply disruption and
the LNG shock contribute to this higher multiplier.
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. Inflation Dynamics and Stagflation Risk

Inflation Rate Scenarios Under Varying War Duration (2026)
12 4
mmm Pre-War Baseline (%)
Short-War Scenario (%)
| mm= Prolonged-War Scenario (%)

"
=]

@

Inflation Rate (%) — Non-Iran Economies
Iran Domestic Inflation (%)

Global usa Euro Zone China India Iran*
(Domestic)

Figure 4: Inflation Rate Scenarios Under Varying War Duration (2026) (Sources: IMF, Capital
Economics, Oxford Economics, Wikipedia Economic Impact 2026)

Figure 4 shows inflation scenarios. IMF's new global inflation outlook (4.4% higher than the
baseline of 3.8%) corresponds to a short war and scenarios of a longer conflict are higher than 6%
globally. Capital Economics projects the prolonged scenario will result in yearly inflation peaking at above
4% in the Euro Zone, 3% in the US, and 2.5% in Japan (Al Jazeera, 2026a).

This is an extreme affair in Iran: food inflation has peaked at 105%, bread and cereals at 140%,
oil and fats at 219%, and dairy at 116.8% (Wikipedia, 2026). These statistics reflect the impact of a
combined effect of war damage to infrastructure, sanctions escalation, currency fiasco (the Iranian rial hit
its lowest value ever), and global energy crisis hitting an already-burdened economy (pre-war inflation
was above 40% in 2025).

We test hypothesis H4 (stagflation test) in the case of the prolonged scenario. With global
growth (GDP) likely at 2.5% and global inflation likely above 6%, the technicals of stagflation (inflation
above a targeted threshold and growth below potential) would be satisfied across a large majority of G20
economies, confirming H4 conditionally on duration. The ECB's delay of interest-rate cuts and inflation
forecast revision upwards for 2026 (Wikipedia, 2026) suggest central banks are adjusting to this
stagflation risk by tightening monetary policy more than in the previous forecast.

. Financial Market Reactions

Global Stock Market Performance Since War Outbreak
(Feb 27 - Mar 16, 2026)

+4.1%

-10.04

Change Since Feb 27, 2026 (%)

=125

-15.0

*Russia: beneficiary as alternative hydrocarbon supplier

NYSE Nasdaq Euro Nikkei Shanghai Sensex KSE-100 KOSPI Russian
Composite Stoxx 50 225 Composite (India) (Pakistan) (S.Karea) RTS*

Figure 5: Global Stock Market Performance Since War Outbreak (Feb 27 — Mar 16, 2026) (Sources:
Bloomberg, Wikipedia Economic Impact 2026, Al Jazeera 2026b)
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Figure 5 shows the immediate market responses. The NYSE Composite index and the S&P 500
index both declined 6.0% and 0.7%, respectively, on 2 March alone (Wikipedia, 2026). The largest
emerging market reaction occurred in Pakistan with its KSE-100 declining 15.3% - the biggest one-day
decline in the exchange's history - and triggering an automatic trading suspension. This is consistent with
the extreme sensitivity of the Pakistan's balance of payments to oil prices, coupled with uncertainty over
IMF program and pre-existing macroeconomic vulnerability.

By contrast, Russian stocks were up, reflective of Russia's role as a non-Gulf oil supplier
benefitting from supply disruptions and price spikes (Al Jazeera, 2026b). This contrast highlights the bi-
dimensional geometry of commodity supply shocks: as most economies lose - either as importers or as
transit economies - alternative suppliers reap substantial windfall profits. World stock prices declined by
5.5% since the onset of the conflict, with Asian stocks having the largest decline (Al Jazeera, 2026b) in
line with the 84% Asia-bound Hormuz crude oil.

. OLS Regression Visualization

OLS Regression: Oil Price Shock vs GDP Growth Revision
(19 Economies, March-April 2026)
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Figure 6: OLS Regression — Oil Price Shock (%) vs GDP Growth Revision (pp) Across 19
Economies (Sources: IMF, Oxford Economics, Research Square 2026; Note: Iran shown but
excluded from base regression)

The OLS scatter plot in Figure 6 confirms the presence of a linear negative relationship (with R?
= 0.847). The slope of the regression line (-0.048) is statistically significant - the 95% confidence interval
does not include zero. The regression line implies a 55% oil price shock (as is the case with the global
average) leads to a revision of appr. -2.6 percentage points in GDP for the average country, close to the
expected average stock effect for the sample. The outlier status of Iran, well below the regression line
(due to the additional direct impact of the conflict beyond the energy shock) is evident. The tight grouping
of the industrialized economies (USA, Euro Zone, Japan) close to the regression line with low revisions,
and the grouping of the Gulf and emerging market economies further to the negative direction of GDP
revision, supports the unequal distribution of costs.

Results
The main empirical findings, according to hypothesis, are as follows:

H4 Supported: The OLS regression shows a statistically significant (p < 0.001, R* = 0.847)
negative influence of oil price shock on GDP revision (3, = —0.048). For every 10 percentage
point increase in oil price, GDP revision is downward by 0.48 percentage point, matching
historical estimates of oil price elasticity by Hamilton (2009) and thus supporting H1.
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H2 Supported: Energy imports increase the GDP effect (8, = -0.031, p = 0.014). Emerging markets
(Pakistan, Philippines, Sri Lanka, Turkey) experience 2.1-3.4 times the rate of inflation for the
same percentage oil price shock compared to advanced economies (domestic CPI response per
% oil increase). This supports H2 and is in line with ADB (2026) and IMF (2026b) estimates.

Hs Supported: Hormuz is structurally more severe than 1973: the global GDP multiplier (Research
Square, 2026) of $3.20/$1 is higher than the 1973 estimated multiplier of $1.80-$2.10. The peak
tanker traffic drop of ~90% and the LNG shock (impacting 20% of global LNG supply) validate
the new record of crisis. H3 is supported.

Ha Conditionally Supported: The "long conflict" scenario implies stagflation (global inflation
exceeds 5% and GDP growth is under 2.5%). But under the short-war scenario (IMF baseline)
there is no stagflation. H4 is conditionally supported on conflict lasting over 3 months, as per
IMF (April 2016) risk of recession.

o Additional insights: (a) The post-ceasefire structural risk premium of $24/barrel estimated by
TSBM (Research Square, 2026) suggests a permanent energy market restructuring following
the war; (b) Iran's attacks on lIrag's Zubair field (250,000 barrels/day capacity) (previously
400,000 barrels/day) further feeds the Hormuz supply gap with an upstream volume loss; (c)
UAE withdrawal from OPEC as from May 1 adds to the uncertainty of the energy market
architecture; (d) Saudi Arabia's 1200km East-West pipeline (capacity 7mb/day) is the closest
Hormuz bypass but needs major expansion to make a significant difference.

Conclusion and Policy Recommendations
Conclusion

The Iran-Israel-US war of 2026 has been acombined geopolitical-economic event with no exact
historical precedent. It involves the magnitude of a major Hormuz blockage (peak tanker blockage of
90%), coinciding with an explosion in LNG supply (Qatar's suspension removes 20% of world LNG
imports); large Gulf infrastructure damages; and interaction with existing tariff-protectionist-induced trade
fragmentation, in an economy where central banks have little conventional rate-cutting room due to
previous inflation.

The macroeconomic effects are dramatic, measurable and uneven. Oil prices have jumped
55.3% in a month; global economic growth has been revised down by 0.2-0.4 percentage points among
major forecasters; inflation forecasts have been revised up by 0.6+ percentage points; and countries
directly involved have GDP losses of 4-10+ percentage points. The OLS model (R2 = 0.847) supports the
proposition that the intensity of the oil price shock is the most significant determinant of variation across
countries' GDP revision and energy import dependency is a significant moderator.

The IMF's assessment that sustained disruption would represent a "close call for a global
recession" - with world growth below 2%, a benchmark only exceeded four times since 1980 - captures
the risks for the world economy of conflict duration. The Research Square (2026) calculation of a
persistent $24/barrel risk premium post-ceasefire indicates that even post-conflict, the energy market
does not fully return to pre-war conditions, with structural impacts on inflation, investment and energy
security policies.

Policy Recommendations

For Monetary Authorities: Central banks in developed countries should avoid a knee-jerk
interest rate response to supply-push inflation, focusing on growth maximisation with credible inflation
targeting in the medium term. The ECB and Bank of Japan should harmonise communication strategies
to avoid perceptions of "dovish hesitations". Central banks in emergency markets with weak balance of
payments (Turkey, Pakistan, Egypt) face an even more difficult choice and perhaps need IMF market
stabilisation mechanisms.

For International Institutions: IMF should prioritise provision of precautionary credit lines to
vulnerable emerging market central banks at risk of balance of payments crisis from energy crisis. The
400 million barrel oil reserve release by the IEA set a precedent; coordination of releases should be pre-
approved for other scenarios where oil prices rise above $120/barrel for period of 30 days. The World
Bank should prioritize financing for transition towards resilient energy systems to avoid long-term
vulnerability to Hormuz.
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For Energy Security Policy: 2026 offers concrete empirical proof to diversify global energy
infrastructure portfolios away from dependence on single chokepoints. Saudi Arabia's East-West oil
pipeline, IMEC oil corridor and fast-tracked LNG infrastructure commitment in non-Gulf oil exporters
(Australia, USA, East Africa) should be considered energy security investments. Importing Asian
economies should maintain minimum 90-day LNG reserves, as the IEA does with crude oil.

For Reconstruction and Stabilization: Support for post-war Gulf reconstruction economies
(Qatar, Kuwait, and Iraq) is needed through the international financial and monetary system. The Gulf
Development Fund outlined by Chatham House (2016) should be supported, with beneficiary non-Gulf
nations contributing to the fund as they have received large terms-of-trade and efficiency gains from the
war.

For Research and Policy: The 2026 event offers a unique natural experiment. Tracking of the
$24/barrel permanent risk premium, rate of Hormuz congestion normalization and inflation path across
emerging versus advanced economies should be done regularly to improve oil-conflict economic
modeling. The HCVI-TSBM composite model developed by Research Square (2026) and validated by
this study sets a template for informing policy settings to assess future geopolitical supply chain shocks.
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