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Ten days into the war with Iran, the global oil market is 
entering a phase where logistics rather than geology 
determines supply. As tanker traffic through the Strait 
of Hormuz grinds toward paralysis, Gulf producers 
are approaching the operational limits of their export 
systems. Within days the region will begin shutting in 
large volumes of production. By the time the conflict 
reaches its second week, as much as ten million barrels 
per day of Gulf oil output will be forced offline as 
storage facilities fill and cargo movements stall.
At the same time the market will effectively lose 
access to another four million barrels per day of spare 
capacity concentrated in Saudi Arabia and the United 
Arab Emirates. That capacity normally functions 
as the oil system’s emergency stabilizer, providing 
additional supply during disruptions. Spare capacity 
only stabilizes markets if those barrels can reach 
international buyers. When export routes become 
constrained the additional supply becomes stranded 
alongside the production already being curtailed.
Taken together the shutdown of existing output and 
the loss of accessible spare capacity removes roughly 
fourteen million barrels per day from the functioning 
oil system. The adjustment is not the result of damage 
to oil fields or refineries. It is the direct consequence of 
the breakdown in the logistics chain that connects Gulf 
producers to global markets.
Only days before the conflict erupted the oil market 
appeared comfortably supplied. West Texas 
Intermediate was trading near sixty seven dollars 
per barrel. United States production stood near 
record levels at roughly thirteen point seven million 
barrels per day. Venezuelan exports had recovered to 
around eight hundred thousand barrels per day. The 
International Energy Agency projected that global 
supply could exceed demand by as much as three 
point seven million barrels per day by 2026.
OPEC Plus had also begun cautiously returning supply 

to the market. The group raised production modestly 
in late 2025 and approved additional incremental 
increases in early 2026 as part of a longer term plan 
to restore around two point two million barrels per day 
of voluntary production cuts introduced during the 
previous market downturn.
On paper the system appeared balanced. The war 
changed that equation within days.

The Strait That Moves the World
The Strait of Hormuz remains the most important 
shipping corridor in the global energy system. Roughly 
one fifth of the world’s oil trade passes through the 
narrow waterway each day, linking the major producers 
of the Gulf to markets across Asia, Europe and beyond.
When hostilities began between United States and 
Israeli forces and Iran, maritime insurers and tanker 
operators reassessed the risks of operating in the 
region. War risk insurance coverage became difficult 
to obtain and many tanker owners suspended voyages 
through the Strait. Vessel movements through the 
corridor dropped sharply while ships began anchoring 
outside the Gulf waiting for clarity on security 
conditions.
The result was immediate. Oil prices surged as traders 
began pricing the logistical disruption to global flows. 
West Texas Intermediate climbed from sixty seven 
dollars per barrel to more than one hundred dollars 
within days and briefly traded above one hundred and 
eleven dollars.
The rally reflected a simple reality. Oil supply is not 
determined solely by how much crude can be pumped 
from the ground. It depends equally on the ability to 
move that crude through tankers, pipelines, storage 
terminals and export facilities.
When that system slows or stops, the consequences 
ripple quickly through global markets.

As tanker traffic through the Strait of Hormuz collapses and storage tanks across the Gulf fill 
rapidly, oil producers are preparing to shut in up to ten million barrels per day of production 
while four million barrels per day of spare capacity becomes stranded.

Evidence of those effects has already begun to appear.
Iraq’s southern oil production has reportedly fallen 
sharply as exports slowed and storage tanks filled. 
Kuwait has announced precautionary cuts to 
production and refining activity. Tanker operators 
have left vessels anchored outside the Gulf waiting for 
insurance coverage and security conditions that have 
yet to return.
The oil market has moved beyond financial volatility 
into the early stages of physical supply disruption.

Storage Limits and Production Shut Ins
Oil producers do not immediately shut wells when 
exports are disrupted. Instead they continue pumping 
crude while redirecting barrels into storage facilities. 
That process allows producers to maintain output 
while waiting for shipping routes to reopen.
However storage capacity is finite. Once tanks 
approach their operational limits production must be 
reduced.
That moment is now approaching across the Gulf.
Iraq has already begun adjusting output as export 
constraints tighten. Kuwait faces similar challenges 
because nearly all of its crude exports depend on 
tanker traffic through the Strait of Hormuz.
Other producers possess partial alternatives but the 
relief is limited. Saudi Arabia can redirect some crude 
through its East West pipeline to the Red Sea. The 
United Arab Emirates operates the Habshan Fujairah 
pipeline that bypasses the Strait and allows exports to 
load directly from the Gulf of Oman.
Even combined these routes handle only a portion of 
normal export volumes. Around twenty million barrels 
per day of oil and petroleum liquids typically move 
through the Strait of Hormuz. Pipeline alternatives can 
accommodate only a fraction of that flow.
ADNOC confirmed this week that its operations 
continue despite the regional developments and that 
established contingency protocols have been activated 
to protect personnel and infrastructure. The company 
continues to use export capacity that bypasses the 
Strait and relies on international storage facilities to 
maintain supply where possible.
At the same time ADNOC acknowledged that the 
disruption to shipping is forcing cargo movements 
to be managed on a transaction by transaction basis. 
Sales and trading teams are engaging directly with 
customers where shipment schedules may be affected 
while offshore production levels are being carefully 
adjusted to manage storage capacity and preserve 
operational flexibility.
These operational measures reflect the broader 
logistical constraint now facing the entire region.

Oil that cannot leave the Gulf cannot continue to be 
produced at normal levels.
As storage facilities approach capacity production 
must align with the physical limits of the export system 
rather than the capacity of oil reservoirs.

Week Two of the War
The sequence of events that follows this logistical 
breakdown is predictable.
Once shipping slowed through the Strait of Hormuz the 
countdown began on available storage capacity across 
the Gulf. The region’s oil system now operates on the 
timeline dictated by storage tanks rather than production 
potential.
By the time the war enters its second week Gulf producers 
will begin shutting in large volumes of output.
The scale of those shut ins will approach ten million 
barrels per day of existing production.
At the same time roughly four million barrels per day 
of spare capacity concentrated in Saudi Arabia and the 
United Arab Emirates will remain inaccessible because 
those additional barrels cannot reach global markets 
through the same constrained shipping routes.
Energy officials in the region have already warned about 
the potential price consequences. Qatar’s energy minister 
Saad Al Kaabi has stated that oil prices could reach 
one hundred and fifty dollars per barrel if tanker traffic 
through the Strait of Hormuz does not resume.
The disruption is also spreading into global gas markets. 
Qatar halted liquefied natural gas production earlier in 
the conflict after security threats forced the suspension 
of operations. The affected facilities represent roughly 
twenty percent of global LNG supply.
Even if hostilities were to end immediately restoring 
normal cargo flows across the Gulf could take weeks or 
months.
The global energy system therefore enters a new stage 
of the conflict.
The first stage produced financial volatility and sharp 
price movements. The next stage brings the physical 
consequences of disrupted logistics.
When tankers stop sailing, pipelines reach capacity and 
storage tanks fill, production must adjust.
Ten days into the war the process has already begun.
Within days the global oil market will confront the reality 
of ten million barrels per day of Gulf oil production shut 
in and four million barrels per day of spare capacity 
stranded.
Fourteen million barrels per day removed from the oil 
system not because the resources disappeared, but 
because the world’s most important energy corridor 
stopped moving them.  



March 2nd - 6th, 2026

Daily Energy Markets
INDUSTRY SURVEY

Do you expect the Strait of Hormuz to re-open to normal oil & 
gas Tanker flows before US/Israel War with Iran ends? 

Answer:
Yes

No

China’s decision to stop exporting Diesel & Gasoline is an 
inflection point in Iran war crisis that will send Brent crude 
marching onto $90 and beyond? 

Answer:
Agree

Disagree

22%

78%

Trump’s commitment to re-open 
Straits of Hormuz is a game 
changer for oil markets? 

Answer:
Agree

Disagree

65%

35%

What will be the price of Brent crude oil at end of March if Trump is 
right when he said yesterday that US war on Iran would last 4+ weeks? 

Answer:
closer to $120 approx
closer to $100 approx
closer to $80 approx
closer to $60 approx

45%

14%

2%

39%

Oil prices only popped up 10% today because geopolitical risk 
premium had already pumped up crude by 20% through Jan & Feb?

Answer:
Agree

Disagree 70%

30%

31%

69%

Source: GI Research Polled 100+ Energy Industry Executives March 2nd - 6th, 2026
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The Next Big Challenge to Global Energy 
Markets could be the Bantustanization of Iran – 
Mirroring what happened in Iraq and Libya?
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It would be  a mistake to use an old pair of geostrategic 
glasses to assess what could unfold with Iran’s energy 
industry and to the flows of global oil and gas through 
the Strait of Hormuz as a routine war premium, a 
temporary spike in crude oil prices that will fade with 
calmer headlines. It would be a costly misreading of the 
moment.
Yes, oil prices have already surged close to 10% today 
after the outbreak of U.S.–Israeli strikes on Iran on 
Saturday, pushing gains to nearly 30% year-to-date. Yes, 
OPEC+ has responded by accelerating output increases, 
lifting April production targets in an effort to reassure 
markets. But these are short-term stabilizers aimed at 
managing flow risk.
The deeper and far more consequential issue is this: the 
greater challenge to global energy markets is the potential 
bantustanization of Iran. We could see a fragmentation 
of the state into geographically and ethnically defined 
power centers, much like what unfolded in Iraq after 
the 2003 overthrow of Saddam Hussein and in Libya 
following the 2011 fall of Muammar Qaddafi.
In both Iraq and Libya, regime collapse did not immediately 
eliminate oil production capacity. What it did instead was 
fracture centralized authority. Competing regional actors, 
militias, sectarian blocs and foreign backers carved out 
spheres of influence. Oil infrastructure became leverage. 
Production swung violently. Contracts were contested. 
National governance weakened. In Iraq, external 
influence and internal fragmentation kept Baghdad’s 
control uneven and unbalanced for years. In Libya, rival 
governments fought for ports and terminals, turning oil 
into a bargaining chip in a fractured political landscape.

That is the precedent energy markets need to now 
consider in Iran.
Systemic Fragility: When a War Premium Becomes 
Structural Stress
The immediate shock of this conflict has exposed 
something markets were reluctant to confront: how thin 
global energy buffers have become.
The Strait of Hormuz is not simply another transit 
corridor. Roughly one-fifth of global crude and a 
substantial share of LNG flows pass through that narrow 
passage. It is the artery connecting Gulf production 
to Asia, Europe and beyond. Even before any formal 
closure, tanker hesitations, navigation warnings, missile 
incidents near shipping lanes, and changes in war-risk 
insurance calculations have slowed flows.
In modern energy markets, psychology precedes 
physics. A declared closure is not required to trigger 
disruption. When tanker owners pause, insurers rewrite 
risk policies overnight, and LNG carriers reconsider 
transit, markets shift from trading barrels to trading 
fear.
This stress will not be evenly distributed. Asia, which 
receives the overwhelming majority of Hormuz crude 
flows, will feel it first and hardest. Around 80% or more 
of the crude moving through the Strait ultimately heads 
to Asian markets. Europe, though somewhat diversified 
since the Russian gas crisis, remains exposed on LNG, 
especially given thinner storage levels compared with 
last year.
The global energy system today operates on just-in-
time logistics disguised as abundance. Spare capacity 

If regions across Iran retreat into separate geographic and ethnic power centers, 
the risk to oil markets could go far beyond a war premium!

exists largely on paper. Storage buffers are thinner 
than policymakers admit. LNG rerouting options are 
geographically constrained. For Qatari and Emirati 
LNG, there is no meaningful alternative to Hormuz.
The first phase of this crisis is about chokepoints and 
price spikes.
The second phase, perhaps the more dangerous one for 
longterm ramifications, is about political geography.

Internal Fault Lines: Geography of Oil and the Risk 
of Fragmentation
Iran’s hydrocarbon geography is highly concentrated. 
Most oil production lies in the south, and roughly 40–
45% of total output is located in Khuzestan province. 
Khuzestan has a significant Arab population, though 
it is deeply integrated into the broader Iranian state. 
Historically, separatist sentiment surfaced during the 
Iran–Iraq war, but today there are no powerful or capable 
movements able to detach the province under current 
conditions. The probability of outright separation remains 
low for now.
The second major hydrocarbon concentration lies along 
the Persian Gulf coastline, particularly in Bushehr and 
Hormozgan provinces. These provinces contain most 
offshore oil and the bulk of Iran’s vast gas reserves. There 
is little to no significant separatist momentum in these 
regions. In gas, fragmentation risk is extremely low. In oil, 
it is limited but not zero.
More politically sensitive regions lie elsewhere. Kurdish 
areas along the western border have long-standing cross-
border cultural and historical ties spanning Iraq, Turkey 
and Syria. Baluchistan in the southeast carries peripheral 
instability risk. Yet critically, neither region contains the 
bulk of Iran’s oil reserves.
Which makes the risk more subtle.
The danger is not necessarily immediate secession of 
oil-rich territory. It is the erosion of centralized authority 
over production, export terminals and revenue flows. If 
prolonged conflict weakens governance in Tehran without 
producing a stable successor authority, oil infrastructure 
could become politically leveraged. Even without formal 
breakup, rival regional actors could assert influence over 
assets. Pipelines could be interrupted intermittently. 
Export terminals could become bargaining chips.
That is how fragmentation destabilizes energy systems, 
not through formal borders, but through contested 
control.

Regional Meddling: The Iraq Parallel Revisited
Iran does not exist in isolation. It borders Iraq, Turkey, 
Azerbaijan, Armenia, Turkmenistan, Afghanistan and 
Pakistan, while facing the Gulf states across a narrow 

maritime corridor. Ethnic and cultural linkages extend 
across nearly every one of those borders.
Azeris in northwestern Iran share language and identity 
ties with Azerbaijan. Kurds straddle Iran, Iraq and Turkey. 
Baluch populations span Iran and Pakistan. Arabs in 
Khuzestan connect culturally to communities across the 
Gulf.
In a scenario where central authority weakens, 
neighboring states will not remain passive observers.
The post-2003 experience in Iraq is instructive. External 
actors backed competing sectarian and ethnic factions. 
The result was not outright disintegration but prolonged 
fragility. Baghdad’s authority remained formally intact, 
yet governance was persistently compromised by 
regional interference and internal fragmentation. Oil 
revenues were entangled in political disputes between 
federal and regional authorities. Infrastructure decisions 
became politicized.
Libya’s experience after 2011 went further. Rival 
governments claimed legitimacy. Oil terminals changed 
hands repeatedly. Production collapsed and rebounded 
in cycles, driven not by geology but by power struggles.
If Iran were to experience a similar pattern, not necessarily 
formal breakup, but de facto bantustanization, 
neighboring states could seek influence over regions 
aligned with their strategic interests. Proxy relationships 
could emerge. Energy infrastructure could become 
entangled in geopolitical competition.
This is the structural challenge markets are only 
beginning to price.

From Price Shock to Structural Risk
The initial 10+% jump in oil prices reflects immediate 
supply anxiety. The 30% year-to-date rally reflects not 
only a rising geopolitical supply risk premium, but also a 
possible structural question on whether Iran will remain 
a unified, centrally managed hydrocarbon state, or will 
it gradually evolve into a politically fragmented system 
where regional and external actors contest influence 
over energy assets.
Markets can absorb airstrikes. Markets can absorb 
temporary shipping disruptions. What they struggle to 
absorb is prolonged structural fragmentation of a major 
oil producer sitting astride the most critical energy 
chokepoint on the planet. If Iran’s political geography 
begins to resemble Iraq after 2003 or Libya after 
2011, fragmented, externally influenced, and internally 
contested, the risk premium embedded in crude prices 
will not fade.
It will become permanent.
And that is the next big challenge now facing the global 
energy markets to price in. 









If Republicans were to lose control of Congress, the 
administration’s freedom of action on foreign policy, 
particularly military operations, could narrow significantly. 
Under the U.S. Constitution, Congress holds the authority 
to declare war, not the president. While modern presidents 
frequently initiate military operations without formal 
declarations of war, sustained campaigns typically depend 
on congressional political backing, funding approvals and 
legal authorization.

A Congress controlled by political opponents could 
therefore impose far stronger constraints on military 
escalation through oversight hearings, budgetary 
restrictions or legislative efforts designed to limit the 
scope of the conflict. Acting now allows Trump to pursue 
major strategic objectives before the domestic political 
environment in Washington potentially tightens after the 
midterm elections.

For Israel, that timing is critical. Trump’s presidency has 
already delivered some of the most consequential pro-
Israel decisions by a U.S. administration in decades. During 
his first term he recognized Jerusalem as Israel’s capital and 
relocated the U.S. embassy there, reshaping the diplomatic 
landscape around the Israeli–Palestinian conflict.

In his second term the stakes have escalated from 
symbolism to strategy. Weakening Iran aligns directly with 
Israel’s long-standing objective of dismantling the country 
that remains its most formidable regional rival.

Over the past four decades several Arab powers that 
once posed existential military threats to Israel have either 
reconciled with Israel or been dramatically weakened. 
Egypt signed peace with Israel in 1979, Iraq’s military power 
collapsed following the Gulf Wars, and Syria has been 
severely diminished by more than a decade of civil war. 
With those traditional rivals sidelined, Iran looks like the 
only regional power capable of acting as a counterweight 
to Israeli dominance, particularly through its missile 
capabilities, nuclear ambitions and network of proxy forces 
across Lebanon, Iraq, Syria and Yemen.

From Israel’s perspective the present moment represents 
a rare strategic alignment. Trump’s White House has 
historically taken a far more confrontational stance toward 
Iran than previous administrations, creating a window 
for decisive action. But that alignment may not last 
indefinitely. If the political balance in Washington shifts 
after the midterm elections, Israel could find itself facing 
a far more constrained American administration. For 
Israeli policymakers the logic is therefore straightforward: 
act while Trump still dominates Washington’s political 
landscape, rather than risk losing the strategic opportunity 
if the domestic balance of power in the United States 
changes.

100 FOOT VIEW: Trump Future Proofing Gulf’s Rise 
for his Wall Street & Silicon Valley Backers

At ground level, the logic behind Trump’s “why now” is also 
tied to the economic transformation taking place across 
the Gulf. The region is no longer positioning itself simply 
as a hydrocarbon exporter but increasingly as a global 
platform for finance, technology and next-generation 
digital infrastructure.

Wall Street and Silicon Valley are investing heavily in 
the Gulf seeking to tap into rapid AI development, 
massive sovereign wealth capital and expanding digital 
infrastructure. Major financial institutions including 
BlackRock, KKR, Millennium, Point72 and Chris Rokos’ 
hedge fund are expanding their regional presence, 
opening offices in Abu Dhabi and Dubai to position 
themselves closer to sovereign wealth funds that 
collectively manage more than $3 trillion in capital.

At the same time the Gulf is emerging as a major global 
hub for artificial intelligence. Technology leaders including 
OpenAI, Nvidia, Microsoft and Google are partnering 
with regional players to build massive data centers and 
AI infrastructure across the UAE and Saudi Arabia. Abu 
Dhabi’s technology investment platform MGX alone plans 
to deploy up to $10 billion per year into AI and advanced 
technologies, while Microsoft has invested $1.5 billion 
in the UAE-based AI firm G42 and Saudi Arabia has 
announced a $10 billion partnership with Google Cloud 
aimed at creating a global AI hub in the Kingdom.

Together these investments are laying the foundations for 
what investors increasingly describe as “Silicon Dunes”, a 
Gulf-based ecosystem combining Western technology, 
Middle Eastern sovereign capital, and global talent to 
build the next generation of computing infrastructure.

For this transformation to fully blossom, however, 
Trump’s backers need him to reduce the geopolitical risk 
premium that has historically hung over Gulf markets. 
Missile exchanges, proxy conflicts and threats to shipping 
lanes have disrupted the region for decades since the 
founding of the Islamic revolution in 1979, and they are 
incompatible with Silicon Valley and Wall Street’s vision 
of the Gulf as a platform for global finance, AI Data farms 
and infrastructure for 21st century frontier technology.

From this perspective, the Trump administration sees 
weakening, or even removing, Iran’s revolutionary regime 
as a way to eliminate one of the region’s largest sources 
of instability, at a moment when the Gulf is cementing its 
position as a neutral high-tech hub linking Western capital, 
Middle Eastern sovereign wealth, and global technology 
development. In investor terms, the calculation is 
straightforward: the faster geopolitical volatility declines, 
the faster the Gulf’s emerging ecosystem of finance, AI, 
and digital infrastructure can scale.

The Strategic Convergence

Seen together, the three layers point to a broader 
explanation for why Trump may have chosen to act now. 
At 10,000 feet, escalation strengthens U.S. leverage 
in its strategic rivalry with China ahead of high-stakes 
negotiations. At 5,000 feet, it aligns with Israel’s 
objective of weakening its most powerful regional rival 
while Trump’s political dominance in Washington remains 
intact. At one hundred feet, it supports a longer-term 
vision of stabilizing the Gulf so it can emerge as a major 
hub for finance, artificial intelligence and next-generation 
technology. In this sense, Trump’s confrontation with 
Iran may not simply be about the immediate military 
campaign. It may reflect a moment where global strategy, 
regional security and economic transformation converge, 
making this the moment Washington chose to act. 

Five days into the U.S. strikes on Iran, the central question 
dominating diplomacy, energy markets and investors alike 
remains simple: WHY NOW? The answer has been difficult 
to pin down partly because the Trump administration itself 
has offered shifting explanations. The campaign was initially 
framed as an effort to destroy Iran’s nuclear programme, 
yet in the days since the rationale has broadened through 
a mixture of White House remarks, social media posts and 
improvised interviews that have left Washington’s ultimate 
objectives deliberately ambiguous.

This ambiguity has forced analysts to look beyond the 
administration’s official messaging in search of the deeper 
strategic logic behind the timing of the conflict, so here is 
my take on the WHY and the NOW -- when viewed through 
a wider geopolitical lens, the decision to act now begins to 
make more sense when understood across three different 
levels of the Trump administration’s thinking: 10,000 foot 
view, the global U.S.–China strategic competition; 5,000 
foot view, delivering for Israel while Trump still dominates 
Washington; and 100 foot view, future-proofing the Gulf’s 
rise as the next major platform for global capital and 
technology.

10,000 FOOT VIEW: Trump Building Energy Leverage 
Over China Ahead of Xi Summit

At the highest strategic level, “why now” may be closely 
tied to President Donald Trump’s approaching summit with 
Chinese President Xi Jinping in Beijing. Trump recently 
suggested the war could end within roughly four weeks, 
a timeline that would bring the conflict to a close just days 
before the planned meeting between the two leaders. 
The summit is expected to focus heavily on trade, but 
the underlying contest is much broader: the balance of 
economic and strategic power between the United States 
and China.

In that rivalry Beijing holds one of the most powerful 
structural advantages in the global economy: dominance 
over rare earth minerals and the supply chains that process 
them. These materials underpin everything from advanced 
electronics and artificial intelligence hardware to modern 

weapons systems. China’s near-monopoly in processing 
rare earths gives it enormous leverage over the industries 
that will define the coming decades.

Trump’s counter-move may be to reinforce America’s 
leverage in another foundational pillar of the global 
economy: energy. Iran has become an important supplier 
of discounted crude to China’s refining sector, helping 
sustain Beijing’s energy security under Western sanctions. 
By escalating pressure on Iran ahead of the Beijing summit, 
Washington raises the perceived vulnerability of China’s 
energy supply chain and signals that the United States and 
its allies still retain enormous influence over the global oil 
system.

This dynamic is amplified by China’s own strategic posture. 
Despite its growing military capabilities, Beijing has shown 
little willingness to project military power into the Middle 
East or act as a security guarantor in unstable regions. 
Its primary strategic focus remains in Asia, particularly 
around Taiwan and the South China Sea. Once U.S. and 
Israeli hard power is in motion in the Gulf, China’s ability to 
shape events becomes limited to diplomatic protests and 
economic hedging rather than meaningful deterrence.

Seen from this perspective, the timing of the Iran campaign 
may not simply be about the Middle East itself. It may also 
be about arriving in Beijing with leverage. If China enters 
negotiations holding the critical minerals card, Trump may 
be attempting to remind Xi that the United States and its 
allies still hold the oil card.

5,000 FOOT VIEW: Trump Delivering Israel’s Wishlist 
while He’s Still King of Washington

At the regional level, the timing of the confrontation with Iran 
can also be understood through the lens of Washington’s 
political calendar. For President Donald Trump, the window 
to pursue bold foreign policy moves may be narrower 
than it appears. Recent polling shows Trump’s disapproval 
rating reaching a new high during his second term, leaving 
the president significantly underwater nationally and 
raising concerns among Republican strategists that the 
administration could face a difficult midterm election cycle.

WHY NOW?
for Trump Attack on Iran

Built on Three Levels of Strategic Logic

ENERGY MARKETS BRIEFING NOTE









For half a century, the Strait of Hormuz has been 
treated as a permanent fixture of global trade. 
It is a narrow but dependable artery through 
which roughly one fifth of the world’s oil and 
gas exports pass each day. The assumption 
embedded in energy markets, shipping logistics 
and geopolitical strategy has always been that 
even during crises the Strait ultimately stays open 
and traffic flows as normal.

That assumption may now be obsolete. The 
current conflict suggests a far more consequential 
possibility. The Strait of Hormuz may never again 
function as the free flowing corridor it once was. 
Instead it may begin to resemble another Middle 
Eastern chokepoint that has quietly entered 
a prolonged phase of disruption, the Bab al 
Mandeb.

For nearly three years the Bab al Mandeb has 
operated in a semi disrupted state. Ships still 
pass through it but the corridor has become 
unpredictable. Insurance premiums have surged, 
naval escorts have multiplied and many vessels 
now choose to reroute thousands of miles 
around Africa rather than risk the passage. The 
waterway has not formally closed, yet neither has 
it returned to normal. The Strait of Hormuz may 
now be entering a similar grey zone reality where 
traffic continues intermittently but the era of free 
flowing global commerce through the corridor 
has ended.

Insurance Markets Rather Than Navies Are  
Closing the Strait
Contrary to popular perception, the disruption to 
shipping through Hormuz has not been caused 
primarily by naval blockades or physical barriers 
to navigation. Instead the immediate shutdown 

of tanker traffic has been triggered by the far less 
visible but enormously powerful mechanisms of 
marine insurance.

Within hours of the conflict escalating, reinsurers 
in the Lloyd’s market withdrew war risk coverage 
for vessels transiting the Strait. Protection and 
indemnity clubs followed by cancelling extensions 
on existing policies, leaving many shipowners 
without coverage for voyages through the region. 
Without those policies in place tanker operators 
cannot legally or financially risk sailing through 
the waterway. The result was immediate. Vessels 
began diverting, pausing voyages or exiting the 
Gulf as quickly as possible, and transits through 
the Strait plunged sharply.

This episode illustrates a critical but often 
overlooked reality about global trade. Maritime 
insurance markets quietly govern the functioning 
of the world’s shipping lanes. When insurers 
withdraw coverage ships simply stop moving 
regardless of whether naval forces are present 
or whether the sea lane itself remains physically 
open.

In this environment even military escorts may not 
be enough to restore traffic. Governments may 
deploy naval protection and declare the Strait 
secure, but insurers and shipowners must still 
weigh the risks of missile strikes, drone attacks 
or mines. Until insurance coverage returns 
at manageable prices the Strait can remain 
commercially closed even if governments insist it 
is operational.

The Stakes Extend Far Beyond Oil and Gas
While global attention has understandably 
focused on the implications for oil and gas 

The Strait of Hormuz May Never Reopen
the Way the World Once Knew It?

markets, the disruption to shipping through 
Hormuz carries consequences that extend far 
beyond energy. One of the most immediate 
emerging risks is the potential impact on fertiliser 
supply and global food prices.

A significant share of the world’s ammonia and 
nitrogen shipments, which are key inputs used to 
manufacture synthetic fertilisers, moves through 
the Strait of Hormuz. Estimates suggest that 
between a quarter and a third of global trade 
in these fertiliser inputs depends on this narrow 
corridor. Modern agriculture relies heavily on 
synthetic nitrogen fertilisers which underpin 
roughly half of global food production. If fertiliser 
supplies become constrained or prices surge 
the effects ripple directly through global food 
systems.

Supply pressures have already begun to appear. 
A drone attack forced the shutdown of Qatar’s 
largest fertiliser facility, tightening supply in 
global markets that were already vulnerable to 
shipping disruption. Prices have reacted quickly. 
Egyptian urea, one of the key global benchmarks 
for fertiliser markets, has jumped more than 25 
percent within days. At the same time the Middle 
East supplies roughly 45 percent of global sulphur 
trade, another critical ingredient used in fertiliser 
production. Any disruption to these flows risks 
pushing fertiliser prices higher and raising costs 
for farmers worldwide.

The implications extend into food inflation. Higher 
fertiliser prices increase the cost of growing staple 
crops such as wheat, rice and potatoes while also 
raising the price of animal feed used in meat and 
dairy production. Logistics costs amplify these 
pressures further. Fuel remains one of the largest 
expenses in global shipping and transport which 
means rising energy prices quickly translate into 
higher costs across supply chains. In this sense 
Hormuz is not simply an energy chokepoint but 
a pressure point for the broader global economy.

A New Era of Strategic Chokepoint Risk
The longer shipping disruption persists the 
more likely the Strait of Hormuz is to settle into 
a prolonged state of partial instability similar to 
the Bab al Mandeb. Iran does not need to impose 
a permanent blockade to achieve this outcome. 

Sporadic attacks on vessels, credible threats 
against shipping or energy infrastructure and 
continued geopolitical tension can maintain 
enough uncertainty to keep insurers cautious 
and shipowners reluctant.

At the same time the physical alternatives to the 
Strait remain limited. Saudi Arabia can redirect 
some crude exports through its East West 
pipeline to the Red Sea and the United Arab 
Emirates can export certain volumes through 
Fujairah outside the Strait. Iraq maintains limited 
pipeline capacity through Turkey. Yet together 
these routes can only replace a fraction of the 
oil normally shipped through Hormuz. For 
countries such as Kuwait, Qatar and Bahrain the 
Strait remains effectively the only export route 
available.

If tanker traffic remains restricted for an 
extended period storage capacity across the Gulf 
could eventually fill forcing producers to reduce 
output. Such production cuts would tighten 
global energy markets and add further pressure 
to prices.

Even if military tensions ease the reopening of 
the Strait is unlikely to be immediate. Marine 
insurers will need to renegotiate war risk 
policies voyage by voyage. Some insurers may 
refuse to quote coverage entirely while others 
may demand extremely high premiums before 
agreeing to cover shipments through the region. 
The reopening process will therefore likely unfold 
gradually beginning with a handful of vessels 
testing the route under naval protection before 
confidence slowly rebuilds.

For decades the Strait of Hormuz symbolised the 
resilience of global energy trade. Despite wars, 
sanctions and periodic crises ships continued to 
pass through the corridor and markets assumed 
that stability would ultimately prevail. The events 
unfolding today suggest that this assumption 
may no longer hold.

The Strait will almost certainly reopen at some 
point, but it may never again operate as the stable 
and predictable highway of global commerce that 
the world once relied upon. Instead, like the Bab 
al Mandeb, it may become a strategic chokepoint 
where ships still pass but where instability has 
become a permanent feature of the global 
economy. 
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