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Abstract 

Since early 2024, the global economy has navigated a fragile disinflationary path. However, 

the escalation of regional conflict in the Middle East—culminating in the military actions of 

late February 2026—has reintroduced significant supply-side shocks to the energy market. 

Brent crude, which had stabilized near $70/bbl in late 2025, surged to $94/bbl by March 

2026, threatening to derail the "soft landing" projected by major central banks. This paper 

reviews the mechanisms of energy-cost pass-through, the disruption of critical chokepoints 

like the Strait of Hormuz, and the resulting divergence in global monetary policies.  Study 

concludes that the short-term inflationary pressure remains a dominant risk in this oil crisis. 

Future stability depends on the de-escalation of maritime chokepoints and the continued 

resilience of global supply chains. 
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INTRODUCTION 

The relationship between Middle Eastern geopolitical stability and global inflation is a 

well-documented phenomenon of the 20th and 21st centuries. While the "Green Transition" 

was expected to dampen the global economy’s sensitivity to oil, the 2026 crisis underscores 

a persistent dependency. Energy remains a "foundational" commodity; its price spikes 

permeate through transportation, manufacturing, and agricultural sectors, manifesting as 

cost-push inflation. 
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DISCUSSION 

Geopolitical Triggers and Supply Chokepoints 

The current crisis was catalyzed by military escalations involving major regional 

powers in February 2026. The primary concern for markets is the Strait of Hormuz, through 

which approximately 20% of global oil and 21% of liquefied natural gas (LNG) flow (EIA, 

2026). 

 Supply Scarcity: Current estimates suggest a potential disruption of up to 2.0 

million barrels per day (mb/d) if the Strait of Hormuz remains contested (World 

Bank, 2024). 

 Risk Premium: Traders have added a "war-risk premium" of $10–$15 per barrel, 

reflecting not just current shortages but the fear of sustained infrastructure damage 

(J.P. Morgan, 2026). 

 

The Mechanism of Energy-Driven Inflation 

Energy price shocks affect the Consumer Price Index (CPI) through two primary 

channels: 

 Direct Impact: Immediate increases in retail gasoline and heating oil prices. As of 

February 2026, U.S. gasoline prices rose 1.6% in a single month (BLS, 2026).  

 Indirect Impact (Second-Round Effects): Rising freight and logistics costs. 

Rerouting ships around the Cape of Good Hope to avoid the Red Sea adds 

approximately 10–14 days to transit times, increasing fuel consumption and 

insurance premiums (UNCTAD, 2024). 

 

Central Bank Dilemma and Policy Divergence 

The 2026 oil spike has created a "policy trap" for central banks. Before the crisis, 

both the Federal Reserve and the European Central Bank (ECB) were signaling multiple 

rate cuts for mid-2026. 

 The "Hold" Stance: With headline inflation rebounding due to energy, central banks 

are now forced to maintain higher interest rates to prevent inflation expectations from 

becoming unanchored (Economics Observatory, 2026). 

 Global Divergence: While the U.S. remains resilient, import-dependent regions like 

Europe and emerging Asian markets face a "stagflationary" threat—higher prices 

coupled with slowing growth. 
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Visualizing the Impact 

The following chart illustrates the strong correlation between the recent Brent Crude 

price spike and the flattening of the global disinflationary curve. 

 

 

Figure 1: Middle East Oil Crisis and Inflation 

Source: Author’s computation 

 

CONCLUSION 

This paper reviews and discusses the mechanisms of energy-cost pass-through, the 

disruption of critical chokepoints like the Strait of Hormuz, and the resulting divergence in 

global monetary policies. 

The 2026 Middle East oil crisis serves as a stark reminder that the global economy's 

transition to renewable energy is still in a vulnerable "hybrid" phase. The surge to $94/bbl 

has effectively "taxed" global consumption and forced central banks to postpone the end of 

the high-interest-rate era. While an "oil glut" from non-OPEC+ producers (like the U.S. and 

Brazil) may offer long-term relief, the short-term inflationary pressure remains a dominant 

risk. Future stability depends on the de-escalation of maritime chokepoints and the 

continued resilience of global supply chains. 
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