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Executive Summary

Global markets have entered a “multi-shock” regime: geopolitical risk has abruptly repriced energy, while the global macro backdrop remains
defined by disinflation that is incomplete, policy rates that are still restrictive in real terms for parts of the world, and pockets of financial-
system fragility outside traditional banks. The most acute near-term transmission channel is an oil-and-shipping shock centered on the Strait
of Hormuz, with markets reacting to disruption risks rather than only realized shortages.

The historical analogy that fits best is not “a repeat of 2008” in structure, but a rhyme: a large commodity move exposes leverage, liquidity
mismatches, and confidence-sensitive funding models—this time more in private credit and market-based finance, and less in subprime
mortgage securitization. IMF analysis has repeatedly flagged the potential for non-bank finance to amplify shocks; BIS work has similarly
highlighted fragilities in credit intermediation and funding under stress.

Oil is the pivotal macro variable because it can (i) push headline inflation up quickly, (ii) squeeze real incomes, and (iii) complicate monetary
policy reaction functions at precisely the wrong time—when many economies are trying to secure “soft landings”. Empirically, research finds
meaningful oil-to-inflation pass-through (the scale varies across episodes and economies), while central banks remain sensitive to second-
round effects and inflation expectations.

Baseline global growth expectations entering 2026 were resilient but uneven—with the IMF projecting 3.3% global growth in 2026 and 3.2%
in 2027 (January 2026 WEO Update). That baseline assumed a broadly supportive mix of technology investment and easing (or stabilizing)
financial conditions; a sustained energy shock is one of the clearest ways to break it.

Bottom line: The central scenario is slower growth, stickier inflation, and higher tail-risk pricing. The key question for markets is whether
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policymakers can prevent an oil-driven inflation pulse from hardening into a broader credit event—especially in less transparent corners of

private markets.



THE EDGE

ESEEREE Global Markets at a Crossroads: Oil Shock and the Risk of Financial Crisis

Oil Market Dynamics and the Energy Shock

Oil’s macro impact is not only about the level of prices; it is about
speed, uncertainty, and chokepoints. The current episode has been
characterized by escalating conflict risk and disruption fears
around the Strait of Hormuz—one of the world’s most
strategically important maritime corridors for crude and petroleum
products. Reporting in early March 2026 described severe
disruption to flows and rapidly rising prices, with market narratives
increasingly focused on worst-case supply scenarios.

Global Brent Qil Price Trend (2005-2026)
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Llustration: Annnal-average Brent pricing shows three important lessons for
2026: the 2008 spike was extreme; the 2022 energy shock was also sharp;
and the 2024—2025 average level was materially lower before the current
escalation—1leaving room for a sudden repricing if supply anxiety dominates.

Policy coordination has returned. In response to the shock, the
International Energy Agency (IEA) initiated an emergency release
reported at roughly 400 million barrels, described as the largest
ever coordinated drawdown, with the explicit aim of stabilizing
markets amid disruption risk.

OPEC+ policy has simultaneously been a key moving part. On 1
March 2026, OPEC announced that eight participating countries
would proceed with a planned, gradual unwinding of voluntary
production adjustments (with a monthly increment indicated for
April 20206), while emphasizing that changes could be paused or
reversed depending on market conditions.

Oil-shock mechanics: physical constraints meet “risk premium”
A useful way to interpret this episode is: even if barrels exist
globally, getting the right barrels to the right places at the right time
can fail when shipping routes are threatened. That converts
“inventory comfort” into “delivery anxiety”, which is precisely the
pattern that drives nonlinear price moves.

Historically, oil crises also reveal a key behavioral feature:
uncertainty and precautionary stockpiling can amplify price swings
beyond what contemporaneous supply losses would imply—an
effect frequently discussed in retrospectives of the 1970s.
Reporting in March 2026 explicitly invoked these historical
parallels (noting the 1973—74 quadrupling and the late-1970s
surge), underscoring how quickly price expectations can reset
during Middle East shocks.
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To visualize the “classic” oil-shock pattern (sharp rise, persistence,
slow normalization), the chart below uses a proxy series: US
imported crude acquisition costs (monthly data aggregated to
annual averages), which captures the dramatic jump around 1979—

81.
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Note: the underlying public table excerpt used here begins in 1974, so the
plotted window starts there.
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Timeline of key events shaping the 2024—2026 energy narrative

Date Key Energy & Macro Event

2024 Brent crude averages around $80 per batrel, while markets
debate whether central banks will begin cutting interest rates
amid persistent inflation.

January The IMF signals resilient global growth entering 2026, but

2025 warns that risks remain tilted to the downside.

June 2025 | Regional tensions involving Iran escalate, increasing
geopolitical risk premiums in global oil markets.

January The Federal Reserve maintains its policy rate, while the IMF

2026 releases its World Economic Outlook Update with
projections for 2026—2027.

Feb 5, 2026 | ECB Governing Council holds key interest rates
unchanged (deposit facility 2.0%), reaffirming a meeting-by-
meeting approach to policy decisions.

March 1, OPEC+ confirms a gradual adjustment plan, signaling a

2026 phased production increase beginning in April.

March 9, Brent crude briefly spikes above $100 per barrel intraday,

2026 driven by fears of supply disruptions linked to geopolitical
tensions.

March 11, | The International Energy Agency coordinates the largest-

2026 ever emergency oil release (~400 million barrels) to stabilize
global markets.

Event references include the IME WEQO Update (Jan 2026), the Fed’s
January 2026 statement, OPEC’s March 2026 commmunication, the ECB’s
Feb 2026 decision, and contemporaneous reporting on the March 2026 price
spike and IEA release.
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Global Inflation and Monetary Policy

The central macro risk is re-acceleration of headline inflation (and,
more dangerously, second-round effects) at a time when
disinflation progress is still uneven. In its January 2026 update, the
IMF projected global headline inflation declining from ~4.1%
(2025) to ~3.8% (2026) and ~3.4% (2027)—a benign path that
presumes the absence of a sustained commodity shock.

Global Inflation vs Policy Interest Rates
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Pass-through: why oil still matters even in service-heavy economies

Oil is a “general-purpose” input: it affects transport,
petrochemicals, fertilizers, and indirectly food supply chains. The

pass-through into CPI differs by country structure,
taxes/subsidies, exchange rates, and wage-setting institutions. IMF
research has found that oil price shocks can generate meaningful
near-term inflation effects (with magnitude depending on
specification and episode), reinforcing why policymakers focus on
the risk of de-anchoring expectations.

In US-focused work, Federal Reserve analysis has also highlighted
that oil-price shocks can add materially to headline consumer
inflation (again depending on the episode and modelling
approach), even if central banks “look through” part of the initial
move.

Central bank reaction functions: the Fed, ECB, and BoE as of eatly
March 2026

Federal Reserve: The Federal Open Market Committee’s January
2026 statement maintained the federal funds target range
unchanged, reflecting the Fed’s view that monetary policy
remained sufficiently restrictive while policymakers assessed
incoming data on inflation, labor markets, and economic activity.
The Fed emphasized that future adjustments would depend on
continued progress toward its inflation objective and the broader
balance of risks to growth and financial stability.

European Central Bank: The ECB Governing Council kept policy
rates unchanged at its February 2026 meeting, maintaining
the deposit facility rate at 2.0%. Policymakers reiterated a data-
dependent and meeting-by-meeting approach, noting that inflation
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in the euro area was moving toward the 2% target but that the
outlook remained uncertain. In the context of a potential energy
shock, the ECB faces a difficult policy trade-off: while energy price
increases are typically treated as supply shocks, persistent oil price
rises risk feeding into broader inflation dynamics and expectations.

Bank of England: At its February 2026 meeting, the Bank of
England held the Bank Rate at 3.75%, reflecting continued caution
as policymakers balanced moderating inflation against signs of
weakening economic activity. The UK outlook remains particularly
sensitive to energy and food prices, meaning a sustained oil shock
could complicate the disinflation process and delay potential
monetary easing.

Financial Market Vulnerabilities

The question markets are now asking is: which balance sheets
break first if oil stays higher for longer and growth slows?

Private credit and “hidden leverage”

One of the most consistent warnings from regulators and macro
institutions is that credit intermediation has migrated: more
lending now occurs via funds and non-bank structures whose
stability depends on valuations, covenant packages, and funding
durability. The IMF has assessed that rapid growth in private credit
can create vulnerabilities—particularly where leverage meets
illiquidity and opacity.

BIS research and policy work has similarly emphasised how
market-based finance and non-bank leverage can amplify stress—

especially when collateral values fall and margin calls transmit
shocks.

Banks: stronger than 2008, but not immune to confidence shocks

Comparisons to 2008 often overlook a major structural change:
banks today operate under materially upgraded global regulatory
frameworks (Basel III capital, leverage, and liquidity standards).
The Financial Stability Board continues to emphasise that full,
consistent Basel I1I implementation supportts resilience.

Basel Committee monitoring reports document capital and
liquidity metrics across large banks, reflecting the post-crisis pivot
toward thicker buffers and liquidity coverage requirements (while
acknowledging cross-jurisdiction complexity).

That said, 2026’s energy shock can still stress banks indirectly
through (i) recession-linked credit losses, (i) market volatility, and
(iii) exposures to leveraged borrowers (including via private-credit
relationships and warehouse lines).

Valuations and volatility: the confidence channel

When oil becomes the dominant macro narrative, risk assets often
shift from “growth and rates” to “inflation and disruption”. This
can tighten financial conditions quickly—even before a recession
is visible in hard data—because it raises equity risk premia and
credit spreads and can unsettle safe-haven correlations.
Contemporary reporting in March 2026 highlighted volatility and
the repricing of rate-cut expectations as oil spiked.
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Echoes of the 2008 Financial Crisis
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“Echoes of 20087 is best treated as a stress-testing lens, not a literal forecast. The analogy holds in market psychology (fast repricing,
correlation spikes, liquidity preference) but diverges in root cause.

A prominent storyline picked up by financial media is that some strategists see uncomfortable similarities in the combination of rising energy
risk and fragile confidence. For example, reporting citing Bank of America’s Michael Hartnett framed the moment as one where policy
mistakes and market complacency could matter, invoking 2008 as a cautionary comparator.

Comparison table: 2008 vs today (what rhymes, what differs)

Dimension | 2008 crisis pattern 2026 shock pattern (to date) Why it matters
Primary Housing/structured  credit | Geopolitical/energy shock with inflation and risk- | Determines whether the core
trigger losses and banking-system | premium repricing risk is solvency (2008) or
solvency fears stagflationary squeeze (2020)
QOil Brent annual average | Brent averaged ~$69/bbl in 2025, while March 2026 | Higher-for-longer oil challenges
backdrop ~$97/bbl in 2008 saw sharp spot spikes above $100 amid disruption | disinflation and margins
fears
Policy Rapid easing once systemic | Policy rates still restrictive entering 2026: Fed holding | If oil shocks revive inflation,
regime distress became clear rates, ECB maintaining ~2% deposit facility, and | central banks may delay or slow
central banks emphasizing data-dependent decisions | easing,  tightening  financial
amid inflation uncertainty conditions
Financial Bank-centric leverage and | Greater role for private credit/non-bank finance; | Stress may appear first in
plumbing securitised credit regulators warn about opacity and liquidity mismatch | funds/markets  rather  than
major banks
Bank Basel II-era buffers proved | Basel III implementation and monitoring have | Reduces probability of a 2008-
resilience inadequate increased focus on capital and liquidity style banking collapse, not the
probability of recession
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Parallels with the 1970s

The 1970s analogy is about stagflation risk: an adverse supply shock raises prices while depressing output. In March 2026 reporting,
commentators explicitly recalled the 197374 and 1979-80 oil shocks, noting how quickly oil prices can multiply under Middle East disruption
and how uncertainty can magnify the move.

Why a full rerun is less likely

but not impossible

Three structural differences reduce (but do not eliminate) 1970s-style persistence:

Energy intensity has declined over decades: economies produce more output per unit of energy than in earlier eras, dampening the GDP hit
from a given oil shock. One proxy is the World Bank’s “GDP per unit of energy use” indicator, which reflects long-run improvements in
energy productivity.

Expectations and institutions differ: central bank mandates and frameworks are more focused on inflation control than in parts of the 1970s,
and long-run inflation expectations are generally better anchored (though anchoring is tested during repeated shocks). The IMF’s current
baseline still expects global inflation to trend down through 2027—again, conditional on shocks not persisting.

Nevertheless, the political economy channel can recreate 1970s features: if energy prices drive cost-of-living stress, the probability of
wage/price conflict and fiscal “accommodation” rises.

Comparison table: 1970s vs today (stagflation risk lens)

Dimension 1970s oil-shock world Today’s world Implication

Shock type Repeated Middle East supply | Strait-of-Hormuz disruption risk + | Similar vulnerability to chokepoints
shocks and embargo dynamics broader geopolitical uncertainty

Energy Much higher Lower energy intensity over time; higher | Output hit per $10 oil increase is

intensity GDP per unit of energy use smaller (on average)

Inflation Less credible/less anchored Stronger mandates; IMF  baseline | Persistence risk is political/second-

regime disinflation continues (if shocks fade) round, not automatic

Policy Often “stop-go” High debt and tighter financial | Risk of policy error if inflation and

constraints conditions constrain policy choices growth deteriorate together
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Global Economic Outlook

Entering 2026 and prior to current severe geopolitical tensions, the
IMF  projected steady global growth with sizable regional
divergence. The January 2026 WEO Update projected 3.3% for
wortld output in 2026 and 3.2% in 2027.

Key points from the IMI’s earlier projection set: The US was
projected at 2.4% growth in 2026 (with 2.0% in 2027), while the
euro area was projected around 1.3% in 2026. China was projected
to decelerate (e.g., 4.5% in 2026, 4.0% in 2027), while India
remained the major outperformer (~6.4% in 2026-27 after a
stronger 2025 estimate). Emerging market and developing
economies (EMDEs) were projected around the low 4% range,
highlighting that global growth resilience relies heavily on EM
performance.

Oil shock ovetrlay:

A sustained energy shock mechanically redistributes income from
importers to exporters, but it tends to be globally contractionary
because it raises uncertainty and risk premia, compresses consumer
purchasing power in large importing blocs, and tightens financial
conditions. The IMF has explicitly highlighted geopolitical
escalation as a downside risk to its baseline.

The scenario set below is designed for public communication:
transparent assumptions, directional implications, and decision-
useful signposts.

Baseline scenario: “volatile but contained”

Oil: elevated volatility, but partial stabilisation as emergency
measures (strategic releases) and adaptive shipping/logistics
mitigate worst-case shortages.

Inflation: temporary re-acceleration in headline prints; core
disinflation slows but does not reverse. IMF baseline disinflation
broadly holds.

Rates: cautious easing continues where inflation credibility allows;
ECB’s March 2026 cut is consistent with this path.

Markets: wider credit spreads and higher equity volatility, but no
systemic freeze.

Risk scenario: “stagflation scare”

Oil: prolonged disruption risk keeps a large geopolitical risk
premium embedded; repeated price spikes affect expectations.
Inflation: oil pass-through generates renewed public inflation
anxiety; second-round effects become a policy concern.

Rates: central banks slow or pause cuts; tighter financial conditions
deepen the growth hit.
Finance: stress concentrates in leveraged borrowers and less liquid
credit structures; IMF and BIS-identified vulnerabilities in non-
bank finance become more binding.

Severe scenario: “disruption + credit event”

Oil: large and persistent physical disruption; emergency stock
releases insufficient to restore confidence quickly.

Inflation and activity: sharp squeeze on consumption; recession in
key importers; policy credibility tested.
Finance: a liquidity event in private credit or leveraged strategies
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triggers forced selling; cross-asset correlations converge; bank
tightening amplifies the downturn even if banks remain solvent.
Post-2008 reforms help, but they cannot fully prevent market-
based stress.

Early warning indicators to watch

A practical public dashboard should track: (i) oil price level and
implied volatility, (i) shipping insurance/freight indicators and
rerouting evidence, (iii) inflation expectations measures, (iv) credit
spreads and funding stress proxies, and (v) signs of
gating/withdrawal pressure in less liquid credit vehicles (where
transparency is limited). The logic is consistent with IMF and BIS
work on how market-based finance transmits shocks.
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QOur Services: The Edge offers a wide range of consultancy

services to meet the diverse needs of businesses and projects

within both the prvate and public sectors in the following

areas:

Economic Consultancy: Microeconomic Studies,
Macroeconomic and Economic Sector Studies, Banking

Credit Program  Consultancy, and Investment
Consultancy (excluding financial secunties).
Commercial Projects Consultancy: Feasibility

Studies, Consultations for Companies Engaged in Real
Estate, and Consultations for Privatization Projects and
B.O.T. Projects.

Banking and Business Information Consultancy:
Reviewing the Structure of Existing Banking Facilities,
Financing Arrangements, and Banking Facilities
Restructuring and Settlements.

Management Consultancy: Corporate Restructunng,
Digital Transformation Consultancy, Strategic Planning
Consultancy for Companies, Management Consultancy

Program, and Organization of Conferences and
Workshops.

ESG (Environmental, Social, and Governance)
Consultancy

Public Relations Consultancy: Public Relations, and
Coordination between Foreign & Local Companies.
Marketing Consultancy

For more details on our services, visit our website:

The Edge for Economic Consultancy
“Expert Consultancy. Sustaimnable Results.”

Economic Reports: At The Edge for Economic
Consultancy, we deliver strategic economic intelligence to
help businesses, investors, and decision-makers stay ahead
of the curve. Explore our comprehensive economic
repoits, weekly economic newsletters, and Sector & Special
Reports coverning Kuwait, the GCC, and global markets.
To access and download our reports and newsletters, visit
our website:

Contact Us: Our Customer Service Team looks forward
to assisting you!

Hours of Operation: 9:00 to 17:00, Sun.-Thurs.
Phone/WhatsApp: 00965-22286370

Email:

LinkedIn:

Address: Al-Qibla, Block 14, Hamad Al-Sager Street,
Tower 15 (Yacoub Tower), Office C11, Kuwait City, State
of Kuwait.

For more details, visit our website:
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