
 

Let’s Get “Strait” To The Point 
The U.S.–Israeli conflict with Iran has now entered its seventh day with no resolution 
in sight, and the economic fallout seems to be accelerating. The most significant 
development to date has been the effective closure of the Strait of Hormuz, 
accounting for 20% of the world’s daily oil supply and 25% of LNG transits. Tanker 
traffic has all but halted, driving Brent crude close to $85 per barrel. Retail gasoline 
prices have jumped more than 40 cents in just one week. At the same time, the 
February BLS employment report surprised to the downside, indicating that the U.S. 
economy shed 92k jobs (vs expectations of a 60k gain), with private-sector payrolls 
posting their worst reading since the pandemic. Together, these developments 
represent have the making of a perfect stagflation storm, an acute supply-side 
disruption arriving alongside clear evidence of labor market deterioration – a 
situation we and most investors had hoped to avoid. 

The Strait of Hormuz closure is igniting a rapidly expanding supply disruption, setting 
the stage for significant supply-push inflation. Iraq has suspended oil operations, and 
Kuwait, Qatar, and Bahrain face reaching storage limits within weeks due to a lack of 
alternative export routes. Should this persist, it would be the most severe oil supply 
interruption since 1973. Despite U.S. pledges of Navy escorts and insurance, traders 
anticipate a multi-week delay before substantial flows resume. However, the 
economic fallout of the 1973 oil embargo is unlikely to be fully replicated, as the U.S. 
is now a net oil exporter. But adding to concern is the cost of natural gas in Europe 
which has almost doubled since the conflict began. Europe is entering Spring with 
very low gas reserves and now faces a difficult period trying to refill them. This could 
cause a pickup in inflation, potentially forcing the European Central Bank to take a 
tougher stance by raising interest rates.  

Back here at home, the Federal Reserve and its incoming Chairman face an 
increasingly uncomfortable position. While a loss of 92,000 jobs would normally 
trigger/support rate cuts, surging oil prices, persistent wage growth, and rising 
energy costs are driving inflation higher, precisely as labor is showing signs of 
material weakness. As a result, cutting rates to boost employment risks adds to 
energy-driven inflation, yet holding steady or raising rates could trigger a recession. 
This morning, bond market illustrated this tug-of-war, with 10-year Treasury yields 
falling sharply lower, reversing earlier inflation-driven climbs. Although long-term 
inflation expectations remain steady for now, signaling the Fed's credibility is intact, 
this stability is fragile and could quickly erode if the Strait of Hormuz disruption 
continues. 

This upcoming week underscores the Federal Reserve's grave predicament: a 
potential reopening of the Strait of Hormuz (generational energy shock) is crucial for 
inflation and growth, yet the economy simultaneously wrestles with job losses (the 
fastest since the pandemic). This dangerous confluence raises the risk of a policy 
misstep, forcing policymakers to weigh emergency rate cuts against sticky inflation. 
Until clarity emerges on Hormuz extreme volatility across rates, equities, and energy 
markets will dominate, as data will either confirm or relieve current anxieties. 

We’d love to hear your thoughts.  
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