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Abstract

The contemporary global economy is increasingly shaped by the intersection of geopolitical tensions and monetary policy,
creating complex challenges for macroeconomic stability. This study examines the interplay between the U.S.—Iran conflict and
the Federal Reserve’s policy responses, with a focus on energy markets, inflation, and global financial spillovers. Using
secondary data from international financial institutions—including the IMF, World Bank, and IEA—and an event-based
analytical framework, the research investigates the transmission of war-induced energy shocks and their amplification through
U.S. monetary policy. Empirical evidence indicates that oil price surges, driven by geopolitical uncertainty, have significantly
elevated inflation across both advanced and emerging economies, disproportionately affecting low-income households and oil-
importing countries. Concurrently, Federal Reserve interest rate adjustments generate global spillover effects, influencing capital
flows, exchange rates, and financial market volatility, particularly in emerging and developing economies. The study highlights
the compounding nature of these shocks, showing how monetary policy trade-offs are intensified in the presence of geopolitical
risk and supply-side constraints. Findings underscore the critical role of global financial integration in propagating instability
and demonstrate the asymmetric vulnerability of emerging markets to exogenous shocks. The paper concludes with policy
implications for managing the dual challenge of inflation containment and growth support, emphasizing the need for coordinated
macroeconomic strategies and robust risk mitigation frameworks. By integrating geopolitical risk and monetary policy analysis,
the study contributes to the literature on the political economy of global macro-financial stability in an era of heightened
uncertainty.
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1. Introduction

The contemporary global economy is increasingly influ- interaction is the U.S. Federal Reserve, whose policy deci-
enced by the complex interplay between monetary policy and sions extend far beyond domestic borders, shaping global fi-
geopolitical tensions, generating dynamics that challenge con- nancial stability, capital flows, and macroeconomic outcomes.

ventional economic management frameworks. Central to this In recent years, heightened tensions arising from the U.S.—Iran
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conflict have introduced significant uncertainty into the inter-
national economic system, amplifying volatility in energy
markets and complicating monetary policy implementation.
Geopolitical conflicts have historically exerted profound ef-
fects on economic systems, particularly through disruptions in
critical resource supply chains. The Middle East, as a major
hub of global oil production and transit, remains strategically
significant in this regard. Escalations involving Iran have
heightened concerns over potential disruptions to the Strait of
Hormuz, a vital corridor through which a substantial share of
global oil exports passes [29]. Such disruptions typically trig-
ger sharp increases in oil prices, transmitting inflationary pres-
sures across both advanced and emerging economies (Hamil-
ton, 2011). This underscores the continued relevance of en-
ergy shocks as a primary driver of global macroeconomic in-
stability.

The transmission of geopolitical shocks occurs through
three interconnected channels: commodity prices, financial
markets, and expectations. Rising oil prices elevate produc-
tion and transportation costs, generating cost-push inflation.
Simultaneously, uncertainty arising from geopolitical tensions
increases volatility in financial markets, as investors reassess
risk and shift portfolios toward safe-haven assets [10]. Expec-
tations regarding future economic conditions are also destabi-
lised, influencing consumption, investment, and policy deci-
sions. These mechanisms collectively magnify the economic
consequences of geopolitical conflicts, limiting the effective-
ness of conventional monetary and fiscal interventions.
Within this context, the Federal Reserve faces a critical policy
dilemma. Its dual mandate of price stability and maximum
employment becomes increasingly difficult to achieve amid
supply-side shocks induced by geopolitical events. Rising oil
prices push inflation above target levels, necessitating tighter
monetary policy through interest rate hikes. However, such
tightening risks suppressing economic growth and raising un-
employment, particularly in an already fragile global economy
[18]. Conversely, maintaining accommodative policy to sup-
port growth may entrench inflationary pressures, undermining
long-term stability. These trade-offs are particularly pro-
nounced during periods of stagflation, where inflation and
economic stagnation coexist.

The global implications of Federal Reserve decisions fur-
ther complicate the scenario. As the issuer of the world’s pri-
mary reserve currency, U.S. policy changes influence interna-
tional liquidity, capital flows, and exchange rates, often pro-
ducing disproportionate effects on emerging and developing
economies [41]. Increases in U.S. interest rates can trigger
capital flight from these economies, leading to currency de-
preciation, rising debt servicing costs, and heightened finan-
cial vulnerability. Geopolitical crises intensify these effects,
creating feedback loops between monetary policy and global
instability. Recent developments suggest that the interplay be-
tween U.S.—Iran tensions and Federal Reserve policy has in-
tensified global uncertainty. Oil price volatility and persistent
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inflationary pressures, coupled with heightened financial mar-
ket sensitivity, underscore the importance of integrating geo-
political risk into macroeconomic analysis [16]. Despite ex-
tensive research on monetary policy and geopolitical risk, few
empirical studies examine their combined impact in contem-
porary conflicts. This paper addresses this gap by analysing
how war-induced shocks influence U.S. monetary policy and
propagate instability globally, with a particular focus on
emerging markets. The study’s objectives are to: (i) evaluate
the impact of geopolitical conflict on energy markets and in-
flation, (ii) examine the Federal Reserve’s policy responses,
and (iii) assess global spillover effects. By doing so, it con-
tributes to understanding the political economy of monetary
policy under heightened geopolitical uncertainty, offering in-
sights essential for policymakers, scholars, and international
institutions navigating the modern global economic environ-
ment.

2. Monetary Policy Transmission Under
Geopolitical Risk

Monetary policy transmission under geopolitical risk refers
to the process through which central bank policy decisions—
particularly those of the U.S. Federal Reserve—are shaped
and amplified by international political tensions, especially
conflicts that disrupt global commodity and financial markets.
In an increasingly interconnected global economy, geopoliti-
cal events such as the U.S.—Iran conflict introduce additional
layers of uncertainty that influence inflation dynamics, capital
flows, and exchange rate movements, thereby altering the ef-
fectiveness and reach of monetary policy [16, 41]. Akey trans-
mission channel is the energy market. Geopolitical tensions in
the Middle East, particularly around Iran and the Strait of Hor-
muz, create significant uncertainty in global oil supply chains.
Even the anticipation of conflict can elevate oil price volatility
due to heightened risk premiums. Given that oil is a core input
in production, transportation, and agriculture, price increases
rapidly translate into cost-push inflation across both advanced
and developing economies (Hamilton, 2011; Kilian, 2008).
This inflationary effect is often amplified in oil-importing
countries, where energy dependency is high and policy buffers
are limited (Baffes et al., 2015; Cashin ef al., 2014).

These inflationary pressures place central banks, particu-
larly the U.S. Federal Reserve, in a difficult policy position.
The Fed typically responds to rising inflation by tightening
monetary policy through interest rate increases. However,
when inflation is driven by external supply shocks rather than
domestic demand, the effectiveness of such measures is con-
strained. Interest rate hikes may reduce aggregate demand but
cannot directly resolve supply-side disruptions in energy mar-
kets. Instead, they risk slowing output growth and increasing
unemployment, highlighting the classic trade-off between
price stability and economic growth (Taylor, 1993; Mishkin,
2007). Global financial spillovers represent another major
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transmission channel. As the issuer of the world’s dominant
reserve currency, U.S. monetary policy strongly influences
global liquidity and capital allocation. When the Federal Re-
serve raises interest rates, global investors reallocate capital
toward U.S. assets, triggering capital outflows from emerging
markets. This leads to currency depreciation, rising debt ser-
vicing costs, and financial instability in developing economies
(Bruno & Shin, 2015; Forbes & Warnock, 2012; Rey, 2015).
Conversely, accommodative policy conditions can encourage
excessive capital inflows, increasing the risk of asset bubbles
and financial imbalances.

Geopolitical risk further intensifies these spillovers by in-
creasing global uncertainty and risk aversion. Financial mar-
kets respond by shifting toward safe-haven assets such as U.S.
Treasury securities and gold, while equity and bond markets
experience heightened volatility (Bekaert et al., 2014; Baur &
Lucey, 2010). Consequently, monetary policy transmission
becomes nonlinear and more volatile under conditions of ge-
opolitical stress. Overall, monetary policy transmission under
geopolitical risk underscores the deep interdependence of
global financial systems, where geopolitical shocks, energy
markets, and central bank decisions interact to shape macroe-
conomic stability across both advanced and emerging econo-
mies (Caldara & lacoviello, 2018; IMF, 2024).

2.1. Energy Shock Transmission

Energy shock transmission remains one of the most power-
ful channels through which geopolitical conflicts in the Mid-
dle East affect global economic stability. Because the region
contains a substantial proportion of the world’s proven crude
oil reserves and remains central to global petroleum exports,
disruptions originating there frequently generate conse-
quences far beyond regional borders [14, 22, 28]. Historically,
wars, sanctions regimes, political unrest, and strategic rival-
ries in the Middle East have interrupted oil production, dam-
aged transport infrastructure, and raised uncertainty in inter-
national commodity markets. These disturbances have repeat-
edly triggered abrupt increases in global oil prices, weakened
output growth, and intensified inflationary pressures across
both advanced and developing economies [7, 9, 26, 32].

The present tensions surrounding the U.S.—Iran conflict re-
inforce this historical pattern. Even in the absence of full-scale
supply collapse, markets often react strongly to the anticipa-
tion of future disruption. Investors, refiners, shipping firms,
and commodity traders incorporate geopolitical risk into ex-
pectations, thereby increasing futures prices and spot market
volatility [5, 16, 41, 46]. This demonstrates that energy shocks
are not driven solely by physical shortages; expectations, un-
certainty, and precautionary behaviour are equally significant
transmission mechanisms. When firms expect conflict escala-
tion, they may increase inventories, delay investment, or seek
alternative suppliers, each of which can magnify price move-
ments.

Iran occupies a strategically critical position because of its

proximity to the Strait of Hormuz, one of the most important
maritime chokepoints in the global energy system. Roughly
one-fifth of daily global oil consumption passes through this
narrow waterway, linking Gulf producers with world markets
[20, 35, 49]. Any threat to navigation—whether military con-
frontation, sanctions enforcement, tanker seizures, or insur-
ance restrictions—can immediately disrupt global supply
chains and raise transportation costs [2, 4, 39]. Because oil
markets are globally integrated, even localized disruptions in
the Gulf can rapidly affect prices in Europe, Asia, Africa, and
the Americas.

Empirical evidence suggests that geopolitical tensions can
constrain effective global oil supply through both direct and
indirect channels. Direct effects include lower production,
damaged facilities, export restrictions, or logistical interrup-
tions. Indirect effects include precautionary production cuts,
delayed shipping schedules, higher freight insurance premi-
ums, and speculative hoarding [3, 29, 43]. In some episodes,
these combined effects have influenced volumes equivalent to
a meaningful share of global consumption. This helps explain
why prices can rise sharply even when headline production
losses appear moderate.

Once oil prices rise, the shock is transmitted across the
broader economy through cost-push inflation. Energy is a uni-
versal production input used in transportation, electricity gen-
eration, manufacturing, petrochemicals, agriculture, and ser-
vices. Higher crude prices therefore increase fuel costs, ship-
ping charges, industrial input prices, and utility expenses [9,
11, 27, 36, 38]. Firms facing higher operating costs frequently
pass part of these increases on to consumers through higher
final prices. As a result, inflation spreads beyond the energy
sector into food, housing, consumer goods, and services.

Transportation, manufacturing, and agriculture are particu-
larly sensitive to energy price fluctuations. Airlines, logistics
companies, road transport operators, and shipping lines expe-
rience immediate fuel cost increases. Manufacturers face more
expensive raw material movement and power costs, while
farmers encounter higher fertilizer, irrigation, storage, and
transport expenses [1, 26, 40]. These cost increases reduce
household purchasing power, suppress real incomes, weaken
consumer demand, and slow economic growth. In lower-in-
come economies, where households spend a larger share of
income on food and transport, the welfare effects are espe-
cially severe.

Energy shocks also shape inflation expectations, which are
central to monetary policy outcomes. If households and firms
believe high oil prices will persist, workers may demand
higher wages while businesses pre-emptively raise prices to
protect margins. Such responses risk creating a wage—price
spiral that extends inflation beyond the original supply shock
[9, 18, 31, 37]. Central banks then face the difficult task of
restoring price stability without triggering recession. The Fed-
eral Reserve and other monetary authorities must decide
whether inflation is temporary or persistent, while also con-
sidering labour market conditions and financial stability risks
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[12,37,47].

Financial markets respond swiftly to energy shocks. Rising
oil prices often increase risk premia, encourage volatility clus-
tering, and trigger portfolio reallocation toward safe-haven as-
sets such as gold and U.S. Treasury securities [8, 10, 13, 16,
19, 23, 42, 45]. Equity markets frequently react negatively be-
cause higher energy costs compress expected corporate profits
and weaken growth prospects. At the same time, commodity-
exporting countries may benefit temporarily through stronger
export revenues, improved fiscal receipts, and currency appre-
ciation [24, 44]. Nevertheless, these gains are often unstable
because commodity booms driven by conflict are accompa-
nied by elevated uncertainty and volatile price swings.

Geopolitical risk indicators are strongly correlated with oil
price volatility, illustrating that uncertainty itself can become
an independent source of macroeconomic instability even
when no major supply interruption occurs [6, 30, 31]. In other
words, expectations of conflict can be economically damaging
even before physical shortages emerge. This feature makes
policy responses particularly challenging, since governments
and central banks must respond not only to realised shocks but
also to market sentiment.

Oil-importing economies, especially in the developing
world, are among the most vulnerable. Higher oil prices
worsen trade balances, increase import bills, widen fiscal def-
icits, and intensify inflation, often with limited policy space to
respond [17, 43, 44]. Countries with weak currencies may ex-
perience additional imported inflation. In contrast, oil export-
ers can gain from higher revenues, though these benefits are
often offset by market instability and overdependence on vol-
atile commodity earnings [3, 48]. Nonlinear effects further
complicate transmission. Oil shocks during economic expan-
sions tend to amplify inflationary pressures, whereas shocks
during recessions deepen output contraction and unemploy-
ment [26, 34, 40]. Thus, timing matters as much as magnitude.

Energy shock transmission is therefore a multifaceted pro-
cess through which Middle East geopolitical conflicts propa-
gate economic instability globally. The U.S.—Iran tensions il-
lustrate how supply constraints, strategic chokepoints, price
volatility, inflation expectations, and financial market reac-
tions combine to challenge domestic and international eco-
nomic management. These dynamics underscore the need for
coordinated policy responses involving energy diversification,
strategic reserves, credible monetary policy, and international
cooperation to strengthen resilience against future shocks [4,
28, 29, 41, 46, 49].

2.2, Inflation and Monetary Policy

The relationship between energy prices and inflation is a
central concern in macroeconomic management, especially
during periods of geopolitical instability such as the U.S.—Iran
conflict. Rising oil prices—frequently triggered by supply dis-
ruptions or conflict in key producer regions—translate di-
rectly into higher production and transportation costs, fuelling
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inflationary pressures across both advanced and developing
economies [11, 26, 32]. This phenomenon, often described as
cost-push inflation, arises because energy is an essential input
in manufacturing, logistics, agriculture, and services [4, 7, 17,
38]. Empirical research consistently shows that even moderate
increases in global oil prices can materially affect consumer
price indices (CPI). A 10% rise in oil prices is associated with
statistically significant increases in headline inflation across a
broad set of countries, particularly where energy import de-
pendency is high [27]. The degree of pass-through varies by
country, depending on energy intensity, exchange rate regimes,
subsidies, and fiscal policy buffers [4, 17, 25, 30]. Oil-import-
ing economies typically transmit global energy price increases
more fully into domestic inflation than energy exporters.

A critical aspect of this transmission is its disproportionate
impact on low-income households, who spend a larger share
of income on energy and food. In developing economies, en-
ergy costs, transportation, and food prices rise concurrently
during oil shocks, eroding real incomes and purchasing power
[29, 30]. This regressive inflation burden deepens socioeco-
nomic inequality and, in some cases, contributes to social un-
rest [12]. Countries with weak social safety nets face espe-
cially severe welfare implications, as rising prices outpace
wage growth. Beyond direct pricing effects, oil price shocks
influence inflation expectations, which are central to monetary
policy effectiveness. Anticipated energy cost increases can be-
come embedded in firms’ pricing strategies and workers’ wage
demands, potentially leading to a wage—price spiral [18]. Cen-
tral banks place high importance on anchored inflation expec-
tations, as unanchored expectations can destabilise macroeco-
nomic outcomes [37].

Against this backdrop, the Federal Reserve faces a complex
policy dilemma. Its dual mandate—price stability and maxi-
mum employment—becomes increasingly difficult to achieve
when inflation is driven by exogenous supply shocks rather
than domestic demand pressures [18, 37, 47]. Conventional
monetary tools, such as raising interest rates to reduce aggre-
gate demand, can help moderate inflation but also risk sup-
pressing growth and increasing unemployment. This chal-
lenge is especially pronounced in periods resembling stagfla-
tion, where high inflation coexists with sluggish economic
growth [26]. In these scenarios, raising interest rates does little
to address the underlying supply constraints—such as reduced
oil availability—but still imposes contractionary effects on
broader economic activity [5, 25, 33].

The global role of the Federal Reserve further amplifies
these dynamics. As the issuer of the world’s dominant reserve
currency, U.S. monetary policy influences global liquidity, ex-
change rates, and capital flows. Tightening by the Fed often
attracts international capital, leading to U.S. dollar apprecia-
tion and capital outflows from emerging markets, which can
worsen inflation in those economies by raising the cost of im-
ported goods. Higher global interest rates also raise borrowing
costs for governments and firms, particularly where external
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debt is denominated in foreign currencies, contributing to fis-
cal strain and reduced investment [44]. In extreme cases, these
compounded pressures can culminate in financial crises, as
seen in historical episodes where monetary tightening coin-
cided with external shocks.

Recent empirical evidence suggests that global supply
chains, financial integration, and technological change have
further altered inflation transmission mechanisms, making
modern inflation responses more complex. Nevertheless, en-
ergy prices remain a key driver of inflation dynamics, partic-
ularly during geopolitical upheavals. Understanding this
nexus is essential for policymakers seeking to balance infla-
tion control with economic resilience in an interconnected
global economy.

2.3. Global Financial Spillovers

The global influence of U.S. monetary policy represents
one of the most potent transmission mechanisms in the inter-
national financial system, largely because the United States
issues the world’s primary reserve currency, the U.S. dollar
[24]. Changes in the Federal Reserve’s policy stance, espe-
cially during periods of heightened geopolitical uncertainty
such as the U.S.—Iran conflict, generate significant spillover
effects that extend well beyond domestic borders, shaping
capital flows, exchange rates, and global financial conditions
[24, 30].

One of the primary channels through which these spillovers
occur is international capital flows. When the Federal Reserve
tightens monetary policy by raising interest rates, U.S. finan-
cial assets become more attractive because they offer higher
returns and are perceived as safer, leading to capital inflows
into the United States and corresponding outflows from
emerging and developing economies [15]. Such capital rever-
sals can be destabilising, reducing investment, elevating bor-
rowing costs, and widening sovereign risk premia in recipient
countries [44]. Conversely, when U.S. policy becomes accom-
modative, either through lower interest rates or quantitative
easing, global liquidity expands, encouraging short-term cap-
ital flows into higher-yielding emerging markets. While this
can stimulate growth and investment in the short run [29], it
may also lead to overextension of credit, asset price bubbles,
and excessive risk-taking, raising the likelihood of future fi-
nancial instability [15].

Exchange rate dynamics form another critical spillover
mechanism. Differential interest rate movements influence
currency valuations, with higher U.S. rates typically driving
U.S. dollar appreciation. For emerging markets with substan-
tial U.S. dollar-denominated debt, currency depreciation in-
creases the local cost of debt servicing and external obliga-
tions. Depreciation also amplifies inflationary pressures
through the import price pass-through effect, where the cost
of imported goods, including essential commodities like en-
ergy and food, rises in local currency terms. Such dynamics
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complicate policy decisions for central banks in these econo-
mies, which may be forced to raise domestic interest rates
even when growth is weak.

Global financial conditions—defined by the ease of access
to credit and the cost of financing—are also heavily influ-
enced by U.S. monetary policy. Large global banks that oper-
ate extensively in U.S. dollars adjust cross-border lending in
response to interest rate changes and regulatory conditions.
Tightening by the Federal Reserve often leads to reduced dol-
lar lending abroad, which tightens financing conditions in
emerging markets and can dampen investment and economic
activity [15]. Furthermore, global markets often exhibit a high
degree of synchronisation, referred to as the global financial
cycle, in which asset prices, credit growth, and capital flows
co-move in response to U.S. monetary policy and global risk
sentiment. In periods of tightening, risk aversion typically in-
creases, equity markets decline, and credit spreads widen
globally [10]. These effects are magnified during episodes of
geopolitical stress, such as the U.S.—Iran conflict, as uncer-
tainty raises risk premia and leads to volatile capital realloca-
tions [13, 16].

Emerging and developing economies are particularly vul-
nerable to these spillovers because of structural factors such
as shallow financial markets, limited macroeconomic policy
credibility, and high exposure to external shocks [44]. Coun-
tries with large current account deficits or high external debt
are especially at risk, as sudden reversals in capital flows can
trigger currency crises, balance of payments difficulties, and
severe downturns [44]. Empirical research further suggests
that economies with flexible exchange rate regimes and strong
fundamentals are more resilient to external shocks, while
those with weak institutions suffer more pronounced disrup-
tions [29].

In the context of heightened geopolitical tensions, even
marginal changes in U.S. monetary policy can trigger outsized
global responses, making it imperative for policymakers to
understand and monitor spillover dynamics to promote resili-
ence and stability in an interconnected global economy.

3. Methodology

This study adopts a qualitative—empirical hybrid research
design to examine the interaction between the U.S.—Iran con-
flict, energy market disruptions, and monetary policy re-
sponses. The approach integrates secondary data analysis with
event-based evaluation to provide both descriptive and analyt-
ical insights into the evolving global economic dynamics. Sec-
ondary data are sourced from reputable international financial
and policy institutions, including the International Monetary
Fund (IMF), Council on Foreign Relations (CFR), and
Deloitte reports. These sources provide consistent and compa-
rable datasets on macroeconomic indicators such as inflation
rates, oil prices, interest rates, and capital flows.

In addition, the study employs an event-based analytical
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framework, focusing on key milestones in the U.S.—Iran con-
flict to assess their immediate and lagged economic impacts.
This allows for the identification of causal linkages between
geopolitical developments and market responses. Macroeco-
nomic indicators—including global oil prices, inflation trends,
and U.S. Federal Funds Rate movements—are systematically
analysed to capture the transmission of shocks across econo-

Furthermore, policy statements and communications from
Federal Reserve officials are incorporated to understand the
rationale behind monetary policy decisions. A thematic and
comparative analytical framework is applied to evaluate eco-
nomic conditions before and during the conflict, enabling a
structured assessment of changes in global financial stability
and policy responses.

mies.

Institution

International Monetary
Fund (IMF)

International Monetary
Fund (IMF)

Council on Foreign Rela-
tions (CFR)

Deloitte Insights

World Bank

U.S. Energy Information
Administration (EIA)

Organisation for Eco-
nomic Co-operation and
Development (OECD)

Bank for International
Settlements (BIS)

Federal Reserve (FRED
Database)

Bloomberg / Refinitiv
(Secondary compiled da-
tasets)

Table 1. Secondary Data Sources and Variables.

Data Source / Report

World Economic Outlook
(WEO); International
Financial Statistics (IFS)

Global Financial Stability
Report (GFSR)

Geoeconomic and Energy
Security Reports

Global Economic Out-
look; Energy Industry
Outlook

World Development Indi-
cators (WDI); Commodity
Markets Outlook

International Energy Sta-
tistics

Economic Outlook; Statis-
tics Database

Global Liquidity Indica-
tors; Banking Statistics

Economic Data Series

Market Data Platforms

Key Variables Ex- Relevance to Study Frequency /
tracted Coverage
. Provi i
Inflation rates, GDP LoV ides macroeconomic Quarterly /
. indicators to assess global

growth, interest rates, .. o . Annual (Global
economic instability and policy

balance of payments coverage)
responses

Capital flows, financial ~ Analyses global financial condi- .

SO . . Biannual
market volatility, risk tions and spillover effects of (Global)
premiums monetary policy
Oil supply disruptions, o . o

. S ffi h litical L
geopolitical risk indi- Offers insights into geopolitica Periodic /

cators, energy transit
data

Oil prices, inflation
trends, sectoral im-
pacts, policy analysis

Energy prices, trade
balances, poverty indi-
cators

Global oil production,
consumption, supply
disruptions

Interest rates, eco-
nomic growth, fiscal
indicators

Cross-border lending,
global liquidity, credit
conditions

U.S. interest rates, in-
flation, financial condi-
tions indices

Oil prices, exchange
rates, stock indices

tensions and their economic im-
plications

Provides private-sector perspec-

Event-based

. . terly / An-
tive on economic shocks and pol- S}iﬁr ey
icy impacts
Useful f.or analysmg impact on Monthly / An-
developing economies and low-
. nual
income households
Critical for measuring energy Monthly
shock transmission
Comparative data for advanced
. Quarterly
economies
Measures financial spillovers and
.. Quarterly
global monetary transmission
Core data for analysing monetary ~ Monthly / Real-
policy stance time
High-frequency financial market Daily

indicators

Source: Author’s compilation from IMF (2024), World Bank (2024), IEA (2024), Federal Reserve (FRED), BIS, and IIF databases.

Table 1 presents an organised overview of the secondary
data sources and key variables employed in the study. The ta-
ble maps each variable—such as oil prices, inflation rates,
GDP growth, interest rates, capital flows, and exchange
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rates—to its corresponding data source. For example, oil
prices are obtained from the International Energy Agency
(IEA) and IMF commodity price statistics, while macroeco-
nomic indicators like inflation and GDP growth are drawn
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from the IMF World Economic Outlook and World Bank

Global Economic Prospects (WBGEP). U.S. monetary policy

data, particularly the Federal Funds Rate, are sourced from the

Federal Reserve Economic Data (FRED), and financial flows
to emerging markets are captured using Institute of Interna-
tional Finance (I1F) and BIS datasets.

Table 2. Sample Secondary Dataset (Global Macroeconomic and Energy Indicators).

Year Oil Price Global Inflation US Interest
(US$/barrel) (%) Rate (%)
2018 71.1 3.6 225
2019 643 3.5 1.75
2020 417 32 0.25
2021 70.9 4.7 0.25
2022 99.8 8.2 2.50
2023 84.6 6.9 5.25
2024* 102.3 7.5 5.50

Capital Flows to EMs USD Index Global GDP
(USS bn) (DXY) Growth (%)
285 95.7 3.6
310 96.4 2.8
120 93.4 -3.1
355 94.1 6.0
180 105.2 32
95 103.5 2.7
70 106.8 24

Source: Author’s compilation based on IMF (2024), World Bank (2024), IEA (2024), Federal Reserve (FRED), and IIF data.

Table 2 presents global macroeconomic and energy indica-
tors from 2018 to 2024, highlighting trends in oil prices, infla-
tion, U.S. interest rates, capital flows to emerging markets, the
U.S. dollar index, and global GDP growth. The data show a
clear correlation between rising oil prices and higher global
inflation, particularly evident in 2022 and 2024 when prices
exceeded $99 and $102 per barrel, coinciding with inflation
rates above 7%. U.S. interest rate increases during 2022—2024
were accompanied by declining capital flows to emerging

markets, reflecting investor preference for higher returns in
the U.S. and heightened financial stress in vulnerable econo-
mies. The U.S. dollar index strengthened during these years,
further exacerbating currency pressures for EMs. Global GDP
growth fluctuated in response to these shocks, with contrac-
tion in 2020 during the pandemic and slower growth in 2022—
2024 despite recovery. Overall, the table illustrates the trans-
mission of energy and monetary shocks into global macroeco-
nomic and financial conditions.

Table 3. Energy Shock and Inflation Transmission (Cross-Country Sample).

Country Oil Import Dependency (%) Inflation Rate (%) Exchange Rate Depreciation (%) Food Inflation (%)
Nigeria 65 28.5 352 32.1

India 85 6.7 8.4 9.3

Brazil 45 52 6.1 7.8

South Africa 60 7.1 10.5 11.2

Germany 70 6.3 4.2 8.0

United States 20 4.9 — 5.6

Source: Author’s compilation based on IMF (2024), World Bank (2024), IEA (2024), and national central bank data.

Table 3 presents cross-country data on energy shock trans-
mission, highlighting the relationship between oil import de-
pendency, overall inflation, exchange rate depreciation, and
food inflation during the U.S.—Iran conflict. The data indicate
a clear pattern in which higher oil import dependency corre-
lates with greater macroeconomic vulnerability. For instance,

Nigeria, with an oil import dependency of 65%, experienced
the highest inflation rate at 28.5%, a severe currency depreci-
ation of 35.2%, and elevated food inflation of 32.1%. India,
with the highest oil import reliance at 85%, also saw signifi-
cant inflationary pressures and exchange rate depreciation,
though to a lesser degree than Nigeria, reflecting differences
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in economic resilience and policy buffers. In contrast, devel-
oped economies such as Germany and the United States, with
more diversified energy sources and lower dependency, expe-
rienced moderate inflation and relatively stable exchange rates.
Brazil and South Africa, with intermediate dependency levels,
display corresponding intermediate effects, with inflation
rates between 5-7% and moderate currency depreciation. The
table underscores the asymmetric impact of global energy

shocks, demonstrating that oil-importing emerging economies
bear disproportionate costs through both general price in-
creases and heightened food inflation, which directly affects
low-income households. These findings support the study’s
argument that geopolitical conflicts in energy-rich regions
generate systemic global repercussions, with vulnerability
strongly mediated by energy dependency and economic struc-
ture.

Table 4. Financial Spillover Indicators.

Year US Rate Change EM Currency Index Change
(%) (%)

2020  -1.50 +3.2

2021  0.00 +1.5

2022 +2.25 -12.4

2023 +2.75 -8.9

2024*  +0.25 -10.7

Stock Market Volatility (VIX Capital Outflows

Avg) (USS$ bn)
312 -150
19.8 +120
25.6 2220
223 -180
28.5 -250

Source: Author’s compilation based on IMF (2024), BIS (2024), Federal Reserve (FRED), CBOE (VIX data), and IIF capital flow statistics.

Table 4 presents key financial spillover indicators, illustrat-
ing the interaction between U.S. interest rate changes and
global market responses, particularly in emerging markets
(EM). The data show that rising U.S. rates are associated with
currency depreciation, increased stock market volatility, and
significant capital outflows from EMs. For example, in 2022,
a2.25% increase in U.S. rates coincided with a 12.4% decline
in the EM currency index, a VIX average of 25.6, and capital
outflows of $220 billion, reflecting heightened financial stress.

Conversely, periods of stable or reduced U.S. rates, such as
2021 and 2020, saw moderate or positive currency movements
and lower volatility, with some capital inflows. The 2024 data
suggest that even small rate adjustments, when combined with
ongoing geopolitical uncertainty, can trigger disproportionate
volatility and outflows, highlighting the sensitivity of emerg-
ing markets to U.S. monetary policy. Overall, the table under-
scores the systemic spillover effects of advanced-economy
policy decisions on global financial stability.

Table 5. Key Macroeconomic Indicators (2018—2024).

Year Brent Oil Price Global Inflation U.S. Federal
(US$/barrel) (%) Funds Rate (%)
2018 71.1 3.6 2.25
2019 64.3 3.5 1.75
2020 41.7 32 0.25
2021 70.9 4.7 0.25
2022 99.8 8.2 2.50
2023 84.6 6.9 5.25
2024* 102.3 7.5 5.50

Source: Author’s Compilation from Secondary Data

Table 5 presents key macroeconomic indicators from 2018
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Notes / War Context

Stable geopolitical conditions, pre-pandemic

Oil market mild volatility; trade tensions affect growth
COVID-19 pandemic; oil demand collapse; monetary easing
Economic recovery; supply chain disruptions begin
Post-pandemic inflation spikes; energy crisis in Europe

Fed rate hikes tighten financial conditions

U.S.—Iran war escalation; energy supply shock, inflationary pres-
sure

to 2024, highlighting Brent oil prices, global inflation, and the
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U.S. Federal Funds Rate alongside major geopolitical and eco-
nomic events. The data show that oil price fluctuations closely
track both supply-demand dynamics and geopolitical risk.
Prices were relatively stable from 2018 to 2019, declined
sharply in 2020 due to the COVID-19 pandemic and collaps-
ing demand, and rebounded in 2021 as global economic re-
covery and supply chain disruptions emerged. A sharp in-
crease in 2022 coincides with post-pandemic energy shortages
and inflationary pressures, while 2023-2024 reflects the com-
bined effects of Federal Reserve rate hikes and the U.S.—Iran
war escalation, which triggered a global energy supply shock.
Rising oil prices during this period correspond to elevated
global inflation, demonstrating the cost-push effect of energy
shocks. Concurrently, the Fed’s tightening of monetary policy
amplified financial pressures worldwide, particularly on
emerging markets. Overall, the table illustrates how geopolit-
ical and monetary factors jointly influence global inflation and
financial stability.

4. Empirical Analysis

4.1. War-induced Energy Shock and Inflation

The U.S.—Iran conflict has generated one of the most sig-
nificant disruptions in global energy markets in recent decades.
According to the International Energy Agency and U.S. En-
ergy Information Administration, the war and associated sanc-
tions have affected nearly 30% of global oil flows, primarily
due to the closure of the Strait of Hormuz, military attacks on
refineries and ports, and precautionary reductions in Gulf oil
production [20, 28]. Such disruptions have led to immediate
and substantial volatility in global crude oil markets. Oil
prices have surged dramatically, with Brent crude exceeding
$100 per barrel and the West Texas Intermediate (WTI)
benchmark reaching above $95 per barrel. This escalation is
well beyond the pre-conflict averages of $84 per barrel in
2023, representing a 20-25% increase in a matter of months
[29, 30]. The surge reflects both actual supply constraints and
heightened geopolitical risk premiums, as market participants
price in the possibility of prolonged conflict and further esca-
lation.

The impact of rising oil prices on global inflation is imme-
diate and pervasive. Energy is a critical input across sectors,
including manufacturing, transportation, and food production
[26, 32]. Consequently, the oil shock translates directly into
higher production and transportation costs, feeding into con-
sumer prices worldwide. Using secondary data from the IMF,
World Bank, and OECD, preliminary estimates indicate that
global inflation may increase by 1.5-2.0 percentage points in
major economies if oil prices remain above $100 per barrel
over a sustained period [29, 30, 49]. This inflationary effect is
particularly pronounced in oil-importing emerging economies,
where energy constitutes a significant share of both consump-
tion and production costs [3, 17]. For instance, countries like
India, Nigeria, and South Africa face sharp increases in both

50

transportation and food prices, disproportionately affecting
low-income households that spend a larger portion of income
on energy-related goods [29, 30]. In these economies, con-
sumer price indices show preliminary year-on-year inflation
rates rising above 7-8%, up from pre-war levels of 5-6%, re-
flecting both direct and indirect effects of the energy shock.

The United States and other advanced economies also ex-
perience inflationary pressures, although the magnitude is
somewhat mitigated by lower energy import dependence and
diversified supply chains. However, higher oil prices still con-
tribute to cost-push inflation, adding to existing inflationary
pressures following the post-pandemic recovery and supply
chain constraints [7, 11]. Inthe U.S., core inflation is projected
to remain above 4.5%, sustaining pressure on the Federal Re-
serve to maintain a tight monetary stance.

Transmission mechanisms of the energy shock include:

1) Direct pass-through to consumer prices, particularly fuel,

electricity, and transportation costs.

2) Indirect impact on production costs, affecting goods and
services that rely on energy inputs.

3) Expectations-driven inflation, where firms adjust prices
in anticipation of sustained high energy costs, potentially
creating a wage—price spiral (Clarida et al., 2000;
Gurkaynak et al., 2005).

Financial markets also react swiftly to the energy shock.
Rising oil prices have led to increased volatility in equity,
bond, and commodity markets, reflecting heightened risk
aversion (Bekaert et al., 2014; Diebold & Yilmaz, 2012).
Safe-haven assets, including U.S. Treasury securities and gold,
have experienced increased demand, illustrating how geopo-
litical shocks in the energy sector propagate through global
financial markets.

Financial markets also react swiftly to the energy shock.
Rising oil prices have led to increased volatility in equity,
bond, and commodity markets, reflecting heightened risk
aversion [10, 19]. Safe-haven assets, including U.S. Treasury
securities and gold, have experienced increased demand, illus-
trating how geopolitical shocks in the energy sector propagate
through global financial markets [8, 42].

Finally, policy responses to the energy shock are con-
strained by the war’s unpredictable trajectory. Central banks,
particularly the Federal Reserve, face a trade-off between con-
taining inflation and sustaining economic growth. Tightening
monetary policy in response to cost-push inflation could slow
growth and exacerbate financial market stress, while accom-
modating inflation could weaken policy credibility and fuel
persistent price increases [37, 47]. The U.S.—Iran war-induced
energy shock has created a highly inflationary environment,
with broad global implications. The combination of supply
disruption, geopolitical risk premiums, and financial market
reactions underscores the systemic nature of energy shocks in
a globally interconnected economy. This empirical evidence
illustrates the dual challenges faced by policymakers: manag-
ing domestic inflation pressures while mitigating spillovers
that could destabilize global markets.
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4.2. Financial Market Volatility

The U.S.—Iran conflict has significantly intensified global
financial market volatility, reflecting heightened uncertainty,
elevated risk premia, and shifts in investor behaviour. As ten-
sions escalated, financial markets responded with rapid adjust-
ments in asset valuations, capital flows, and risk perceptions,
underscoring the strong linkage between geopolitical shocks
and global financial stability [10, 19]. Investors reassessed the
risk profile of global assets, leading to a sharp increase in risk
premia across equity, bond, and commodity markets. This was
particularly evident in emerging economies, where sovereign
spreads widened and borrowing costs increased substantially,
reflecting both domestic vulnerabilities and global repricing
of risk [16].

Equity and bond markets exhibited pronounced volatility
during key conflict events. Major global indices experienced
sudden declines, while bond markets showed a divergence in
behaviour: yields on U.S. Treasury securities declined due to
safe-haven demand, whereas yields on emerging market debt
rose sharply amid increased default risk. Market volatility in-
dicators also surged, signalling heightened expectations of fu-
ture price fluctuations and uncertainty. At the same time, in-
vestors engaged in a flight-to-quality, reallocating capital
from riskier assets to safer alternatives such as U.S. Treasuries,
gold, and stable currencies.

Financial markets have continuously repriced risk in re-
sponse to evolving conflict dynamics, with asset prices adjust-
ing rapidly to new information regarding geopolitical devel-
opments, energy supply disruptions, and monetary policy re-
sponses. This process has led to volatility clustering, where
periods of relative stability are interrupted by sharp market
swings. Overall, the conflict highlights the fragility of global
financial systems, demonstrating how geopolitical uncertainty,
energy market disruptions, and monetary policy interactions
combine to amplify instability, particularly in emerging mar-
kets.

4.3. Global Spillover Effects

The U.S.—Iran conflict has not only disrupted energy mar-
kets and heightened financial volatility, but has also generated
significant spillover effects across the wider global economy.
These spillovers operate primarily through the international
role of the United States and the policy responses of the Fed-
eral Reserve (Fed). Because the United States issues the
world’s dominant reserve currency and hosts the deepest fi-
nancial markets, changes in U.S. monetary policy during geo-
political crises are rapidly transmitted across borders, influ-
encing capital flows, exchange rates, sovereign borrowing
costs, and macroeconomic stability in emerging and develop-
ing economies [24, 30, 44].

Periods of geopolitical conflict often raise oil prices and do-
mestic inflationary pressures in the United States. In response,
the Federal Reserve may maintain a restrictive monetary
stance or tighten further to preserve price stability. While such
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decisions are aimed at domestic objectives, they create pow-
erful external effects because global investors continuously
compare returns across markets. Higher U.S. interest rates in-
crease the attractiveness of dollar-denominated assets, partic-
ularly U.S. Treasury securities, corporate bonds, and money
market instruments. This encourages global portfolio reallo-
cation toward the United States and away from riskier juris-
dictions [15, 24]. As a result, countries with weaker funda-
mentals or greater political and fiscal vulnerabilities experi-
ence capital withdrawal, tighter liquidity conditions, and ris-
ing financial stress.

4.3.1. Capital Flight and Financial Volatility

The Federal Reserve’s decision to maintain high interest
rates in response to rising domestic inflation has amplified
global instability. Elevated U.S. rates attract international cap-
ital seeking higher returns, resulting in capital outflows from
emerging markets [15, 24]. During episodes of intensified
conflict and market uncertainty, investors typically reduce ex-
posure to assets perceived as risky and increase holdings of
safer, more liquid instruments. This “flight to quality” can
trigger abrupt capital reversals in developing economies, es-
pecially where external financing plays a large role in domes-
tic investment.

For example, in the immediate aftermath of heightened ge-
opolitical tensions, emerging market economies such as India,
Nigeria, and Brazil reportedly experienced substantial portfo-
lio outflows and reduced investor appetite [30]. Sudden with-
drawals of capital reduce banking system liquidity, weaken
stock markets, depress bond prices, and increase sovereign
borrowing costs. Domestic firms also face more expensive fi-
nancing conditions, reducing investment, employment crea-
tion, and growth prospects. In extreme cases, capital outflows
can create self-reinforcing crises, where falling asset prices
generate further investor panic and additional withdrawals
[44].

Financial volatility also rises through global contagion
channels. Investors often treat emerging markets as a broad
asset class rather than differentiating sharply across countries.
Consequently, stress in one region can trigger selling pressure
elsewhere. Volatility indices, sovereign spreads, and credit de-
fault swap premiums often rise simultaneously during periods
of geopolitical stress, demonstrating the interconnectedness of
modern capital markets [10, 16, 19, 21].

4.3.2. Currency Depreciation and Exchange Rate
Pressure

Capital flight contributes directly to currency depreciation
in developing economies. Countries with large external debt
burdens, current account deficits, or limited reserve buffers
face acute pressure as demand for their currencies falls while
demand for the U.S. dollar rises [44]. Because global trade and
finance remain heavily dollarised, periods of uncertainty typ-
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ically strengthen the dollar as investors seek safety and liquid-
ity.

[lustratively, several emerging market currencies weak-
ened sharply relative to pre-conflict levels, with the Nigerian
naira, Indian rupee, and Brazilian real all facing downward
pressure. Currency depreciation raises the domestic cost of
imported goods, fuels inflationary pressures, and worsens liv-
ing standards, particularly in economies dependent on im-
ported fuel, food, machinery, or pharmaceuticals. Where en-
ergy imports are substantial, a weaker exchange rate magnifies
the domestic impact of rising global oil prices, creating a dou-
ble inflationary shock.

Exchange rate depreciation also worsens external debt bur-
dens. Governments and firms that borrowed in U.S. dollars
must repay obligations in a stronger foreign currency, increas-
ing debt servicing costs in local currency terms. This phenom-
enon can erode corporate balance sheets, weaken banks ex-
posed to foreign currency borrowers, and intensify sovereign
debt risks [15, 44]. Central banks may attempt to defend cur-
rencies by raising domestic interest rates or using foreign ex-
change reserves, but both strategies carry costs. Higher rates
slow domestic growth, while reserve depletion reduces future
crisis buffers.

Beyond direct economic costs, prolonged currency weak-
ness can damage confidence in macroeconomic management.
Households may shift savings into foreign currency assets,
firms may postpone investment decisions, and inflation expec-
tations may become less anchored. Such developments com-
plicate policy coordination and can prolong economic insta-
bility.

Overall, the global spillover effects of the U.S.—Iran conflict
illustrate how geopolitical tensions can interact with U.S.
monetary policy to transmit shocks far beyond the original
theatre of conflict. Through capital flight, financial volatility,
currency depreciation, and tighter financing conditions,
emerging and developing economies bear a disproportionate
share of adjustment costs. These dynamics highlight the im-
portance of stronger macroeconomic buffers, credible policy
institutions, diversified export structures, and international fi-
nancial cooperation to enhance resilience in an increasingly
interconnected global economy [15, 24, 30, 44].

4.3.3. Debt Stress and Sovereign Vulnerability

Higher interest rates in the United States significantly in-
crease global borrowing costs, particularly for developing
economies with substantial exposure to U.S. dollar-denomi-
nated debt. As the Federal Reserve tightens monetary policy
in response to inflationary pressures, global liquidity condi-
tions become more restrictive, leading to higher yields on U.S.
Treasury securities and a corresponding rise in international
financing costs [15, 24, 44]. This tightening effect is transmit-
ted through global financial markets via capital mobility and
risk repricing, resulting in widening sovereign spreads for
emerging and developing economies [10, 16, 19]. Countries
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that rely heavily on external borrowing are therefore dispro-
portionately affected, as even marginal increases in U.S. inter-
est rates translate into significantly higher debt servicing obli-
gations.

A key transmission channel is the global risk premium
mechanism. When geopolitical tensions and monetary tight-
ening coincide, investors demand higher compensation for
holding risky assets, particularly in emerging markets [13, 16,
30]. This leads to capital flight, currency depreciation, and in-
creased volatility in sovereign bond markets [15, 16, 24]. Em-
pirical evidence shows that sudden stops in capital inflows of-
ten coincide with sharp increases in global uncertainty and in-
terest rate shocks, creating liquidity shortages in vulnerable
economies [24, 44]. As spreads widen, refinancing existing
debt becomes more expensive, forcing governments to allo-
cate a larger share of fiscal revenue to interest payments rather
than productive investment.

Countries with already high debt-to-GDP ratios face a dual
macroeconomic challenge: sustaining public expenditure
while managing rising inflation driven by energy and food
price shocks [17, 29, 44]. In such contexts, fiscal space be-
comes severely constrained. Governments are often forced to
choose between austerity measures and continued borrowing
at higher costs, both of which carry significant economic and
political risks [30, 44]. Rising debt servicing costs reduce fis-
cal flexibility, limiting the ability of governments to respond
to shocks such as energy crises, natural disasters, or social in-
stability.

Currency depreciation further compounds debt vulnerabil-
ity. As capital flows reverse and investor confidence declines,
domestic currencies weaken against the U.S. dollar, increasing
the local currency value of external debt obligations [24, 44].
This effect is particularly severe in economies with large for-
eign currency exposure, where depreciation can trigger a self-
reinforcing cycle of debt distress, inflation, and further capital
outflows [15, 16]. The “original sin” problem—where devel-
oping countries borrow in foreign currencies—amplifies this
vulnerability and limits monetary policy autonomy [15, 25].

Inflationary pressures from energy and food shocks further
worsen debt sustainability. Rising oil prices increase transpor-
tation, electricity, and production costs, feeding into broader
inflation dynamics [26, 32]. At the same time, food price in-
flation disproportionately affects low-income populations, in-
creasing social welfare pressures and forcing governments to
expand subsidies or social protection programs [29, 30]. These
fiscal responses, while necessary for political stability, further
strain already limited government budgets and increase bor-
rowing needs.

The interaction between monetary tightening and geopolit-
ical shocks also increases the likelihood of sovereign debt cri-
ses. Historical evidence suggests that periods of high global
interest rates combined with commodity price shocks often
precede debt distress episodes in emerging markets [24, 44].
Countries with weak institutional frameworks, limited foreign
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exchange reserves, and high short-term debt exposure are es-
pecially vulnerable [29, 44]. In such cases, rollover risk be-
comes a major concern, as governments struggle to refinance
maturing obligations under unfavorable market conditions.

Multilateral institutions often become central actors in mit-
igating these crises. The International Monetary Fund fre-
quently provides emergency financing and structural adjust-
ment programs to stabilize affected economies [30]. However,
IMF assistance typically comes with conditionalities that re-
quire fiscal consolidation, exchange rate adjustments, and
structural reforms. While these measures aim to restore mac-
roeconomic stability, they can also generate short-term con-
tractionary effects, including reduced public spending and
slower growth [30, 44].

Debt sustainability analysis frameworks highlight that vul-
nerability is not only determined by debt levels but also by
growth prospects, export earnings, and interest rate differen-
tials [44]. In the current environment, weak global growth
combined with high borrowing costs reduces the ability of
many developing countries to stabilize debt-to-GDP ratios. At
the same time, commodity-dependent economies face addi-
tional volatility in export revenues, further weakening their
fiscal position [44, 48].

Debt stress and sovereign vulnerability are the result of an
interconnected set of global forces, including U.S. monetary
tightening, geopolitical instability, commodity price shocks,
and structural weaknesses in emerging economies. The con-
vergence of these factors amplifies financial fragility and in-
creases the probability of debt crises, particularly in countries
with limited policy buffers. Strengthening fiscal resilience, di-
versifying export structures, and improving debt management
frameworks are therefore essential for reducing exposure to
future global financial shocks [15, 16, 24, 30, 44].

4.3.4. Amplification of Food and Energy Price
Shocks

The International Monetary Fund [30] highlights that
poorer nations are particularly vulnerable to compounded
shocks resulting from the war and Fed monetary policy. These
economies experience not only higher energy import costs but
also rising food prices, as fertilizers and transportation costs
increase. Countries in Sub-Saharan Africa, South Asia, and
parts of Latin America are disproportionately affected, with
food price inflation exceeding 15% in some cases, signifi-
cantly affecting low-income households and potentially exac-
erbating social and political tensions.

4.3.5. Systemic Implications

The combined effects of capital flight, currency deprecia-
tion, and debt stress illustrate the systemic nature of global
spillovers. The U.S. Federal Reserve’s domestic policy ac-
tions, though designed to stabilize the U.S. economy, create
externalities that ripple through financial markets and macro-

economic systems worldwide [2, 29]. Emerging and develop-
ing economies face difficult trade-offs: raising domestic inter-
est rates to stabilize currencies may further depress growth,
while keeping rates low exposes them to capital flight and in-
flation pressures. The U.S.—Iran conflict, coupled with U.S.
monetary policy responses, has generated significant global
spillover effects. Emerging and developing economies are
particularly at risk due to their reliance on external financing,
vulnerability to currency depreciation, and sensitivity to en-
ergy and food price shocks. These dynamics underscore the
interconnectedness of global financial systems and highlight
the need for coordinated policy responses, including liquidity
support, exchange rate management, and international finan-
cial assistance, to mitigate the compounded risks.

5. Discussion

The empirical findings of this study indicate that the current
global economic dilemma—reflected in energy shocks, rising
inflation, financial volatility, and mounting debt stress—is not
simply a direct outcome of the U.S.—Iran conflict. Rather, it
arises from the interaction between geopolitical disruptions
and constrained monetary policy, particularly the responses of
the U.S. Federal Reserve. By integrating evidence from en-
ergy markets, financial systems, and cross-border spillovers,
the analysis underscores the systemic nature of contemporary
economic shocks within an increasingly interconnected global
economy.

A key insight is the intensification of policy trade-offs faced
by central banks during persistent supply-side shocks. The
Federal Reserve is compelled to balance inflation control with
growth objectives, yet rising oil prices and cost-push inflation
necessitate tighter monetary policy to anchor expectations. At
the same time, higher interest rates risk dampening domestic
economic activity and triggering adverse global spillovers, in-
cluding capital outflows, exchange rate depreciation, and
heightened debt burdens in emerging markets. This dynamic
illustrates the limitations of traditional inflation-targeting
frameworks, which are more suited to demand-driven infla-
tion than to externally induced supply shocks.

The findings further reveal that geopolitical risk plays a di-
rect and influential role in shaping monetary outcomes. The
U.S.—Iran conflict led to rapid adjustments in oil prices, ele-
vated risk premia, and increased financial market volatility, all
of which influenced monetary policy decisions and global fi-
nancial conditions. This highlights a critical gap in conven-
tional macroeconomic models, which often understate the role
of exogenous geopolitical shocks in driving economic fluctu-
ations. In practice, policymakers are required to respond to ex-
ternal uncertainties that fall outside standard economic param-
eters, thereby increasing unpredictability in both domestic and
global markets.

Moreover, the analysis demonstrates that the burden of
these combined shocks is distributed unevenly across coun-
tries. Emerging and developing economies, particularly those
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with high energy import dependence and limited fiscal capac-
ity, experience more severe inflationary pressures, currency
instability, and debt servicing challenges. In contrast, ad-
vanced economies are relatively better positioned to absorb
such shocks due to stronger institutional frameworks and di-
versified energy sources.

Overall, the discussion highlights that the global economic
dilemma is deeply interconnected, shaped by the convergence
of geopolitical conflict, energy market disruptions, and mon-
etary policy constraints. Addressing these challenges requires
a more integrated analytical approach that incorporates geo-
political risk into macroeconomic policy design and empha-
sizes coordinated international responses to mitigate asym-
metric global impacts.

6. Conclusion

This study has explored the intricate relationship between
the U.S.—Iran conflict, energy market disruptions, monetary
policy responses, and global economic stability. The findings
demonstrate that the prevailing global economic dilemma is
not merely a direct consequence of geopolitical tensions, but
rather the result of a compounded interaction between war-
induced supply shocks and the policy constraints faced by the
U.S. Federal Reserve. By examining oil price movements, in-
flation dynamics, financial market volatility, and cross-border
spillovers, the study reveals the structural fragility of an in-
creasingly interconnected global economy.

Empirical evidence shows that energy shocks associated
with the conflict significantly elevated global inflation, as dis-
ruptions to oil supply pushed prices above $100 per barrel and
intensified cost-push pressures across economies. These ef-
fects were widespread but uneven, with low-income house-
holds and oil-importing countries experiencing the greatest
burden. Financial markets also displayed heightened sensitiv-
ity to geopolitical risk, destabilised by increased volatility and
a pronounced shift toward safe-haven assets, reflecting con-
tinuous repricing of uncertainty. At the same time, the Federal
Reserve’s monetary tightening, aimed at controlling domestic
inflation, generated substantial global spillovers, including
capital outflows, currency depreciation, and rising debt stress
in emerging and developing economies.

The study further highlights that such conditions intensify
policy trade-offs, as central banks struggle to balance inflation
control with economic growth under persistent external
shocks. In this context, traditional macroeconomic frame-
works appear insufficient to fully capture the influence of ge-
opolitical risks on monetary outcomes. Overall, the findings
underscore that global economic instability arises from the in-
tersection of energy shocks and financial linkages, with
emerging economies remaining disproportionately exposed to
external vulnerabilities compared to their advanced counter-
parts.
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7. Policy Implications

The findings of this study carry significant policy implica-
tions for central banks, governments, and international insti-
tutions in managing the combined effects of geopolitical con-
flict and monetary policy shocks. The interaction between en-
ergy price volatility and U.S. monetary tightening underscores
the need for more coordinated and forward-looking policy
frameworks. Central banks, particularly in advanced econo-
mies, should incorporate geopolitical risk indicators into their
policy models to better anticipate inflationary pressures aris-
ing from supply-side disruptions. Clear communication strat-
egies and gradual policy adjustments are essential to reduce
uncertainty and destabilized abrupt capital flow reversals that
destabilized emerging markets.

For developing and emerging economies, strengthening
macroeconomic resilience is critical. This includes building
adequate foreign exchange reserves, diversifying export struc-
tures, and reducing excessive dependence on imported energy.
Investment in renewable energy and alternative energy
sources can mitigate exposure to external shocks, while tar-
geted fiscal policies—such as subsidies for essential goods—
can help cushion the impact of inflation on vulnerable popu-
lations. Additionally, improving financial regulation and
deepening domestic capital markets can reduce reliance on
volatile external financing.

At the global level, multilateral institutions such as the IMF
and World Bank must play a more proactive role in providing
liquidity support, debt relief, and policy guidance to vulnera-
ble economies facing compounded shocks. Enhanced interna-
tional policy coordination is necessary to stabilize energy mar-
kets and prevent excessive financial volatility. Overall, ad-
dressing the global dilemma requires an integrated approach
that combines monetary discipline, energy security strategies,
and international cooperation to promote sustainable and in-
clusive economic stability.
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