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The Iran conflict: immediate shock, lasting consequences

By Angelo Katsoras

Both sides appear to have strong incentives to accept a ceasefire, as the costs of continued warfare and blockades become increasingly
difficult to sustain. In the United States, rising inflation, especially in energy prices, is creating political pressure ahead of the November
midterm elections, not to mention that missile stockpiles are fast being depleted. In Iran, pressure is no doubt building to de-escalate
to avoid a deeper economic crisis.

However, the wide gap between the parties on major issues — including nuclear enrichment, Lebanon, sanctions, and freedom of
passage through the Strait of Hormuz — highlights the fragility of any truce.

That said, pressure from the United States and its allies, as well as major Asian economies such as China and India, could still
result in a more durable ceasefire and the gradual reopening of the Strait of Hormuz. Many of these countries rely heavily on this
shipping route for imports that are vital to global manufacturing supply chains, including crude oil, liquefied natural gas, liquefied
petroleum gas, fertiliser, helium, sulphur and aluminum. China, in particular, has significant influence, having played a central role
in supporting Iran in recent years by purchasing the vast majority of its oil exports. However, the risk remains that even a limited
outbreak of hostilities could close the strait again.

Even in the best-case scenario, where the ceasefire holds and the strait remains open, heightened security fears and high insurance
rates could depress shipping traffic through this waterway for a long period of time. The Red Sea is a useful point of comparison:
although Houthi attacks have subsided for now, many vessels continue to avoid the route, instead taking the longer journey around the
Horn of Africa. During the first week of 2026, Suez Canal transits were still around 60% lower than during the same week in 2023."

Consequently, the United States will probably need to maintain a substantial military presence in the region to protect shipping
through the Strait of Hormuz and support its Gulf allies.

Gulf States

The Gulf states have drawn important lessons from this conflict:

= After spending tens of billions of dollars on expensive weapons systems, they realise that they need more cost-effective ways to
counter drones and missiles. This is likely to result in increased funding for lower-cost defensive interception systems. Ukrainian
companies, in particular, will benefit thanks to their growing expertise in this area.

= Large sums of capital from sovereign wealth funds will likely be redirected toward rebuilding infrastructure and strengthening domestic
resilience, potentially diverting investment away from international markets. Since 2001, the six members of the Gulf Cooperation
Council have invested more than $430 billion, with roughly 75% of that total directed to foreign markets.2

The threat of sustained Iranian interference in the Strait of Hormuz is prompting the Gulf States to draw up plans to expand their
pipeline capacity in order to bypass this chokepoint. Indeed, the current conflict has highlighted the strategic importance of Saudi
Arabia’s 1,200 km East-West pipeline. Built in the 1980s amid fears that the Iran-Iraq war would close the strait, it can transport seven
million barrels of oil per day to the Red Sea port of Yanbu. 2 Without this pipeline, the Kingdom's production drop from 10.1 million
barrels per day in February to 7.8 million in March would have been much worse.* However, the pipeline, Red Sea port and ships
remain vulnerable to drone and missile attacks from both Iran and the Houthis.

“Suez traffic still 60% down 100 days after last Houthi attack,” Splash247.com, January 8, 2026
“War will drain the Gulf's $6trn treasure chest,” The Economist, April 15, 2026

“Gulf states consider new pipelines to avoid Strait of Hormuz,” Financial Times, April 2, 2026
“Middle East oil production plunges due to Iran war, OPEC data shows,” CNBC, April 13, 2026
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“Gulf states consider new pipelines to avoid Strait of Hormuz,” Financial Times, April 2, 2026

Lasting consequences on supply chains

For decades, the focus of supply chain design was efficiency. Companies reduced costs by concentrating production in an ever-
decreasing number of locations. In the semiconductor industry, for instance, the number of companies capable of producing state-
of-the-art chips plummeted from over 25 in 2000 to merely three today.5 The most advanced chip-making equipment is supplied by
a single Dutch company, ASML, while the refining and processing of rare earths remains overwhelmingly concentrated in China.

The conflict in Iran has reinforced trends that were already being accelerated by great-power rivalry, protectionism and the war in
Ukraine. These include reshoring and regionalisation of supply chains, a greater emphasis on backup infrastructure, and the
strategic stockpiling of essential goods such as oil and gas, critical minerals, and medicines. It is also likely to intensify concerns
about geopolitical flashpoints near key maritime supply chain chokepoints and the risks they pose to global trade and supply chains.
This matters because about 85% of the world’s exports by volume are still carried by ships.® While these measures may improve
supply security, they also significantly increase costs.

5 “Chipmaking is being redesigned. Effects will be far-reaching,” The Economist, January 23, 2021
6 “Hormuz is not the only weak spot for global trade,” The Economist, March 26, 2026
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It is also important to note that repairing the damage to infrastructure in the Gulf region will take time. For example, Al Taweelah,
an aluminum smelter in the United Arab Emirates, produced nearly 10% of the global supply until recently. However, an Iranian
strike forced the plant to shut down, and the metal has since solidified in the smelting pots. The owners estimate that it could take
up to a year to restart production.”

Conclusion

The latest events in the Strait of Hormuz highlight how war and protectionism are reshaping global trade and investment. As a result,
regionalisation, diversification, stockpiling and redundancy are becoming defining features of supply chains. This shift prioritises
security and resilience over efficiency, increasing costs and adding political complexity for firms.

This shift is granting governments a greater say in capital allocation, as efficiency and comparative advantage are becoming less
important than national security concerns. In this higher-cost environment, investors will need to consider the pricing power of
companies. If this power is limited, then the next factor to consider is their ability to secure subsidies or obtain tariff protection.

However, these developments are unfolding at a time when many Western countries are already heavily in debt and struggling to
rebuild their defence capabilities without provoking political backlash by cutting social programs. Consequently, higher defence
spending, industrial policy and reshoring are likely to increase the cost of capital and widen the term premium on government debt.

7 “The third Gulf war will scar energy markets for a long time yet,” The Economist, April 8, 2026
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