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Oil markets wrong on Iran?

Despite the biggest oil supply disruption in history,

markets remain slow to react

ILLUSTRATION: BINAY SINHA

There is one great mystery in the Iran conflict: The
behaviourofthe oil markets. Thisissaid to be the lar-
gest disruption in the history of oil markets. Yet the
markets have been pricing oil at levels well below
what analysts believe the fundamentals warrant.
Either the analysts are fools. Or the markets have
been hopelessly myopic. We should know in the
weeks ahead.

After the Iran conflicterupted in late February, oil
prices stayed well below $100 in the initial days.
Experts concluded that the conflict
would not last more than four to six
weeks. Thedisruption to the world econ-
omy would not be considerable.

The notion that the disruption in oil
supplies would cease immediately if the
conflict stopped within four weeks or so
was absurd. As The Economist (April 30)
points out, production at oil wells cannot
beswitchedoninatrice — it takesseveral
weeks for production toreturntonormal.
Tankers that have switched to other
routes have to return to the Persian Gulf,
again a time-consuming process.
Refineries that were out of action for want
of crude oil supplies have to be restarted.
The disruption in oil supplies was bound
tostretch well beyond any cessation of the conflict.

The oil markets — and the experts who relied on
them — were proved wrong. The conflict did notend
in four to six weeks. It has stretched to over 10 weeks
and isstill on. The worry is whether the oil marketsare
reflecting the Iran situation adequately even now.
Analystsdo not think so.
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The oil markets’ big failure was not anticipating
Iran’s ability and willingness to close the Strait of
Hormuz. They seem to have assumed that because this
had not happened in the past, it would not happen
now. Iran’s leaders had issued very explicit warnings
about how the country would retaliate toan American
attack. Thesewarningswere not takenseriously by the
United States administration or the oil markets.

The Economist estimates that the closure of the
Strait of Hormuz has taken out supply equivalent to
10 per cent of global consumption over
thelast two months. Oil prices have been
slow to react to a shortfall of this magni-
tude. In the past, smaller shortfalls in
supply had caused much larger increases
in oil prices.

It took nearly three weeks from the
outbreak of the conflict for oil prices
(Brentcrude) to touch $100 per barrel. At
the time of writing, it is $112 per barrel.
Thisis the price of athree-month futures
contract for July 2026. Thereafter, the
market sees the oil price dropping to
$104, $99 and $95 in August, September
and October respectively.

What do the oil markets know that
analystsdon’t? The current oil prices are
difficult to square with the supply-demand balancein
theoil market. Stillless do they square with the status
ofthe conflict between Iran and the US-Israel alliance.
Analysts believe that President Donald Trump’s
upbeat messagingon the course of the conflict — “we
are close to a resolution”, “it will end soon”, and such
like — has had much greater effect on the oil markets

than is warranted. If the analysts are right, the world
economy could soon be in serious trouble.

Even at levels the oil prices have seen thus far, the
impact on the world economy will be significant. The
International Monetary Fund’s World Economic Out-
look (April 2026) assumes an average petroleum spot
price of $82 per barrel for 2026, in what it calls its “ref-
erence” forecast. In this scenario, global growth falls
to 3.1 per cent in 2026, from 3.4 per cent in 2024. That
is 0.2 percentage points below the IMF ‘s January fore-
cast before the Iran conflict broke out. This fall does
not capture the full magnitude of the impact of the
Iran conflict. But for the Iran conflict, the IMF
reckons, global growth would have been 3.4 per cent
or the same aslast year.

How realisticis the assumption ofan average price
of $82 perbarrel of oil for2026 as mattersstand today?
In the first four months of this year, Brent crude has
averaged $87. Most analysts believe that if the Strait of
Hormuz remains closed for another four weeks, oil
prices will shoot up to well above $125, perhaps even
touch $150 per barrel.

If that happens, the prospects for the world econ-
omy are truly dire. If oil prices average $100 per barrel,
the IMF estimates global growth to drop sharply to 2.5
per cent. Ataprice of $110 per barrel, growth willdrop
to 2 per cent, which is close to global recession.

Despite the conflict, US growth in the reference
forecast would be 2.3 per centin 2026, higher than the
2.1 per cent in 2025. While the world languishes, the
US remains relatively unaffected. This may explainits
appetite for the conflict in the first place. But it’s not
as if the US has not been impacted by the Iran war.
Before the war broke out, US growth in 2026 was pro-
jected at upwards of 2.5 per cent.

There is an important fact that has got obscured
in the revised growth forecasts consequent to the
Iran war. The war has impacted the world economy
in away in which Trump tariffs had not. Economists
had warned of the folly of US tariffs and the grave
consequences that would follow. They have ended
up looking foolish.

Three points are worth highlighting. First, world
economic growth was unscathed by the Trump tariffs
in2025and it was poised toremain unscathed in 2026.
Secondly, US growth in 2026, following the tariffs, is
projected tobe higher than in 2025.

Most dramatically, world trade growth grew by a
phenomenal5.1 percent in 2025, up from 3.7 percentin
2024. Expansion in technology-related exports offset
slower growth in other categories. China reoriented its
expotrts from the US to Asia and Europe and recorded
anew high in goods trade surplus of $1.2 trillion.

President Trump’s instincts about tariffs have
been proved right — they benefitted the US economy
without harming the world economy. What a pity his
instincts have let him down on Iran.
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The Gult’s broken compass points to India

For decades, the Gulf followed a simple formula: Buy
American security, selloil toall, and keep optionsopen
elsewhere. It delivered immense prosperity, butalsoa
contradiction now exposed by the West Asia crisis:
Outsourcingsecurity to a superpower whose interests
never fully matched its own. The alternatives it
courted, China, Ttirkiye, or Iran, had structural limita-
tions. The result is a Gulf dependent on America,
threatened by Iran, wary of Israel, courted by China,
and still seeking a dependable partner.

After the United Kingdom’s withdrawal in the late
1960s created asecurity vacuum, the United States (US)
becamethe Gulfmonarchies’ chief protector. That role
deepened after the Iranian Revolution, the Iran-Iraq
War, and Iraq’s invasion of Kuwait. But as US focus
shifted to the Indo-Pacific, Gulf states hedged against
unreliability. Economic prosperity and
global links made dependence on one
patron increasingly unacceptable.

The old model of outsourced security
began giving way to search for strategic
autonomy. Saudi outreach to Iran, the
UAE’s ties with China, and the indepen-
dent diplomacy of Oman and Qatar
reflected this shift. Saudi Arabia refused
to align with Israel after October 2025,
casting doubt on the Abraham Accords.
Saudi Arabia and the UAE also diverged
over Yemen, each seeking to pursue its
ownstrategic interests.

However, the 2023 Beijing-brokered Saudi-Iran rap-
prochement, builton the belief thateconomic interde-
pendence could soften political hostility, failed
decisively. Despite rising trade, renewed diplomatic
ties, and efforts to avoid Gulf escalation, Iran struck
Saudi. Even Qatar and Oman, the region’s most com-
mitted mediators, were hit by Iranian missiles.

The current crisis has made it clear that the US
security relationship is contingent on Washington’s
domestic politics and shifting global priorities. The US’
useofforceinthe regionisonitsown terms, foritsown
objectives, and on itsown timeline and not to Gulf pref-
erences. Worse, it is the Gulf that must bear the conse-
quences of any American action.

China’s primary interest in West Asia is energy
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flows and market access, not regional security. China
is the world’s largest LNG importer, with Qatar and
the UAE supplying about 30 per cent of its LNG
imports. ButIran is also China’s largest regional trad-
ing partner, and the 2021 Comprehensive Strategic
Partnership made Iran part of the Belt and Road Initi-
ative (BRI). Thosedeeptiesdivide China’sinterestsin
any Gulfcrisis.

Tiirkiye’s divided support makes it unreliable. It
seeks influence across the Arab world, retains links
with Muslim Brotherhood networks, invokes Otto-
man nostalgia, and pursuesassertive ambitions in the
Eastern Mediterranean and West Asia.

Against a backdrop of broken alliances and mis-

aligned interests, India’s relationship with West Asia
is fundamentally different. It rests on five millennia
of civilisational continuity. Indus Valley
merchants and the dhow routes linking
Kozhikode and Muscat predate every
modern state in the region. Many
amongIndia’s 170 million-plus Muslims
retain deep social and familial ties with
the Gulf. Over 9.5 million Indians,
including 3.5 million in the UAE, live
and work in West Asia. For millions of
Indian Muslim families, the Hejaz is a
lifelong ambition. Bollywood com-
mands vast Gulf audiences. Indian cui-
sineisubiquitous from Dubai to Muscat.
Indian languages are heard in Gulf
souks as naturally as Arabic. The Gulf Cooperation
Council (GCC)isIndia’s largest regional trading bloc,
accounting for 15.4 per cent of India’s trade in FY25.
West Asia supplies over 60 per cent of India’s crude
imports, while 80 per cent of India’s external trade
passes through the region. The 2022 India-UAE
Comprehensive Economic Partnership Agreement,
concluded in just 88 days, underlines both shared
interests and historic trust. The 2023 India-Middle
East-Europe Economic Corridor envisions a trade
spine linking India through the Gulfto Europe, rein-
forcing historical trade links.

India has, however, been slow to add a security
dimension toits relationship. Even thoughjoint mili-
tary exercises are conducted, India does not have an

operational security relationship as it has with Sri
Lanka, the Maldives, the Philippines or Mauritius.

The current crisis raises the question whether
India and the Gulf should consciously elevate their
relationship toastrategic one. India has noterritorial
ambitions in the region. It does not have a history of
using the region asa proxy battlefield foritsown con-
tests with rivals. India’sdeep civilisational and demo-
graphic ties create genuine mutual interest in
stability. It has a growing economic presence. And
above all, India has the diplomatic credibility to
maintain relationships with all parties, the Gulf
states, Iran, Israel, and the global powers. India is the
only significant power thatall parties trust, or atleast
donotdistrust.

India does not have to be the region’s security
guarantor. Possibly something more durable: A
deeper India-Gulfstrategic partnership, where India
has a stake in Gulf security and the Gulf in India’s
economic rise. The framework for this could include
an India-Gulf security and maritime compact
focused on naval coordination, maritime domain
awareness, anti-drone defence, cybersecurity, and
protection of sea lanes in the region. It could also
encompass an India-Gulfdefence industrial partner-
ship through joint ventures in drones, missile sys-
tems, cyber and artificial intelligence surveillance,
secure communications, and maintenance hubs,
combining Gulf capital with India’s growing defence
innovation ecosystem. Indian startups could be
scaled with government backing, while systems such
as the BrahMos missile could strengthen Gulfsecur-
ity. An energy-to-technology corridor could cover
strategic petroleum reserves, LNG, green hydrogen,
semiconductors, and critical minerals. The acceler-
ated implementation of the India-Middle East-
Europe Economic Corridor could be supported
through ports, logistics zones and rail links. Finally,
India’s Unified Payments Interface could be inte-
grated with Gulf financial networks.

The Gulf’s broken security compass, if read hon-
estly, points towards India.

The author ischairman, UPSC, and former
defence secretary. The views are personal
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