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The Crisis: Hormuz Closes, Markets Brace

March 2026 — Iran closure of the Strait Triggered Largest Energy Disruption in Recorded History

~20 mb/d
Pre-War Strait Flow

15–20% of global consumption

2.7 mb/d
Average Flow (Mar–May)

Strait blockade nearly total

1.3 Bn bbl
Cumulative Supply Lost
Largest disruption in history

Market Reaction vs. Expectations

Analysts warned: $150–$200 per barrel.
Reality: Monthly average peaked at ~$120 in April (daily highs $126–$144). 



The Spike Was Milder than Expected

More than 40% below the inflation-adjusted 2008 peak — seven factors explain why



Factor 1: The World Was Well-Stocked

Strong pre-war buffers — high inventories and a global surplus
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Global Inventory Buffers (Approx., Early 2026) Key Facts

• World (excluding China) entered crisis w/ 7–10 
billion barrels of crude and product inventory

• Pre-war market showed a surplus of ~3.7 mb/d 
for 2026

• Observed inventories reached ~8.2 billion 
barrels

• China had aggressively pre-built stocks, then 
slashed crude imports 40% (~4.6 mb/d) Feb–
May

• China's strategic reserves estimated at 1.2–1.4 
billion barrels

• Buffers bought critical time and prevented 
immediate shortages



Factor 2: Demand Destruction / Broader Economic Drag

Significant demand destruction and broader economic drag
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Global Oil Demand Impact (mb/d) What Drove Demand Down

• Price sensitivity (elasticity –0.05 to –0.15; a 
doubling of prices could reduce demand 3–
10%

• IEA data: global demand dropped nearly 5 
mb/d year-on-year in Q2 2026

• Full-year 2026 demand now forecast to fall 
1.1 mb/d — first drop since 2020

• Pre-War forecast was +0.85 mb/d growth

• Government measures shielded consumers 
but also reduced fuel availability

• A slowing pre-war global economy amplified 
the effect

• Demand destruction alone offset a 
meaningful share of lost supply



Factor 3: Producers Rerouted Fast

Rapid supply-side adaptations and rerouting🇸🇦  Saudi Arabia

Ramped East-West pipeline to Yanbu (Red Sea): boosting exports 
from ~2 mb/d to 5+ mb/d — bypassing the Strait entirely.

🇦🇪  UAE

Activated Habshan–Fujairah pipeline (~1.8 mb/d capacity), drew on 
large coastal storage, and increased Omani coast transits.

🇺🇸  United States — Record Exports

U.S. crude + product exports hit a record 13.1 mb/d in May — up 
~25% year-on-year. American energy became the world's emergency 
supply.

🌍  Others Boosted Exports, Refiners Adapted

Brazil, Kazakhstan, and others boosted exports. U.S., European, and 
Nigerian refiners ramped jet fuel and diesel. European jet fuel yields 
hit record highs.



Factor 4: U.S. Shale Revolution / North American 
Production
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Key Milestones

• 1973: U.S. share 19%, North America 
26%

• 2007: U.S. hits all-time low of 8% — 
peak OPEC leverage

• Shale revolution (fracking + horizontal 
drilling) reverses the decline

• 2024: U.S. up to 21% — higher than 
the 1970s

• North America: 29% of global supply 
— nearly 1-in-3 barrels

• Integrated North American platform is 
a strategic security asset



Factor 5: Massive Inventory Drawdowns / Emergency 
Stock Releases
IEA and commercial drawdowns provided a bridge
• IEA member countries launched largest emergency release in history:

• 400 million barrels total
• Ramped to 2.5 mb/d by May
• EIA projects OECD stocks below 2.3 Bn bbl by Dec 2026 — lowest since 2003

• High prices incentivized record commercial stock draws:
• Global inventories fell at an average rate of 3.8 mb/d since start of conflict

• Inventories fell rapidly — but there was enough cushion

• Emergency releases bought time for supply-side response to kick in



Factor 6: China

Beijing's import cuts were the single biggest market relief valve

China's Role

~40%
Drop in Chinese crude imports vs. 2025 average

• 6.7 mb/d — China's May import level, ~4 mb/d below normal

• Equivalent to eliminating Germany + France's combined oil consumption 
from world demand

• Imports hit a 10-year low in May 2026

Bottom line: China's import cuts were the single biggest demand-side relief valve of the entire crisis.



Factor 7: Market Psychology

Political signaling and ceasefire optimism helped keep a ceiling on prices

Market Psychology

• President Trump repeatedly assured markets the conflict was near its end and oil flows would resume

• Ceasefire optimism grew through May — prices fell before the physical market reopened

• U.S.–Iran agreement signed mid-June; traders priced in resolution early

• Political signaling reduced speculative panic buying

• Markets priced the resilience of the global system — not just the disruption

• ”A ceasefire is when you’re shooting in a more moderate manner.” - DJT

Bottom line: Political credibility mattered as much as physical supply. Markets priced resolution before it arrived.



Where We Stand: Price Outlook & Inventory

War premium unwound, surplus narrative takes hold — with key risks remaining

Prices — Near Term

• Brent ~$72–74 today — war premium 
nearly fully unwound

• Goldman: Q4 Brent at $80; Gulf 
exports back to pre-war levels by end 
of July

• JPMorgan: Q3 $86, Q4 $80, exit 2026 
at $78; Morgan Stanley: Q3 $90, Q4 
$80

• EIA's June STEO ($105 forecast) 
already stale given pace of Hormuz 
reopening

Prices — Mid Term

• JPMorgan 2027 avg: $64; Goldman: 
$75 — both pricing structural surplus

• 7 countries adding supply in 2027: 
Venezuela, Iran, Brazil, Guyana, 
Argentina, Canada, U.S.

• OPEC+ expected to cut in early 2027 
to prevent excessive inventory builds

Inventories

• EIA projects OECD stocks below 2.3 Bn 
bbl by Dec 2026 — lowest since 2003 
(assumes slower Hormuz recovery)

• Global demand forecast to fall 1.1 mb/d 
in 2026 — from +1.2 mb/d in Feb 
forecast

• Stock draw likely shallower than EIA 
projected — oversupply builds by Q4 
2026

Bottom Line: Market has done a 180  — scarcity narrative to surplus. Wildcard: if the Iran deal breaks, prices could snap back toward $90–100.



Takeaways: What This Crisis Revealed

Lessons for American and allied energy security policy

01 Oil Still Fuels the World

IEA institutions spent years promoting energy transition. When 
crisis hit, they authorized the largest emergency petroleum 
release in history. The physical world runs on oil.

02 North American Production Is a Strategic Asset

U.S. exports hit 13.1 mb/d — a record. The shale revolution gave 
allies an emergency supplier. The integrated North American 
platform is not just economic; it's a security architecture.

03 OPEC's Grip Is Weakening

The UAE exited OPEC effective May 1, 2026 — citing long-term 
market fundamentals. North American production complicates 
OPEC membership. The cartel's influence is diminishing.

04 Inventory Policy Matters Enormously

Countries with strategic reserves had options. Countries without 
them did not. The IEA's 400 Mb release was decisive. China was a 
game changer. Reserve policy is front-line security policy (as long 
as we don’t use it to solve political problems).


