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Let’s review the history of U.S.-Iranian conflict in the Strait of Hormuz.

Before Iraqi dictator Saddam Hussein was ousted by the Western alliance at the turn of the century, he was aided by 
the U.S. military when warring with Iran in the 1980s. During that era, Iran planted mines in the Strait. A U.S. naval ship 
ran into one in 1988.

That was no isolated incident. The same year included Operation Praying Mantis, a one-day confrontation in which 
Iranian forces were dominated by the U.S. Navy. In the annals of modern-day Mideast conflict, that “taking out” of 
several Iranian vessels has been largely forgotten. But as investors, we shouldn’t forget that the Persian Gulf had 
several other scares before the 1990–1991 Gulf War.

In 1987, the year before Praying Mantis, 37 American seamen were killed by the Iraqi air force. In the summer of 1988, 
the U.S., on edge from frequent engagement at the time, made a serious blunder. When a commercial airliner didn’t 
respond to radio communications, the U.S. concluded it was the Iranian military and shot it down, killing 290 civilians.

We suspect only Americans over maybe 40 years old may recall that incident. Consider that an American, aged 47 and 
managing money for 25 years, was only 15 or 16 years old when all this was happening. Their memory of these events 
may be hazy, if they recall them at all.

But they are not forgotten in Tehran.

This is what we find fascinating about the Strait of Hormuz and its potential to influence the price of oil. When thinking 
about critical, memorable years for oil, either boom or crash, 1987 and 1988 do not typically come to mind. “Big” years 
for oil usually include the 1973 oil crisis and the repeat shock in 1979, when Iranian oil production went haywire as 
power transitioned to the ayatollah. A�er that, if we are talking about collective memory, even the historically minded 
among us gravitate to the Gulf War oil shock when considering the 1980–2000 geopolitical window.

But why 1973, 1979 and 1990–1991? Because all three coincided with—or caused—tough economic periods in oil-
consuming nations – the U.S., Germany, Japan, and others – that dominated the global economy. Not so with some of 
the incidents of the late 1980s, which we discuss in greater depth later. In the meantime, let’s look at more recent years.

WHY WOULD AN OIL BULL NEED HORMUZ WHEN THERE’S THE “COMMODITIES 
SUPERCYCLE?”

It was a half generation a�er the Gulf War before oil started heading northward again. Brent Crude bottomed at $9.64 
in December 1998 at less than a quarter of its October 1990 peak of around $40. From that low to the peak in 2008 
($146.08) it multiplied 15-fold.

Though Hormuz is always on some radars, we don’t think it was as front and center in the market’s list of concerns 
during this century’s early years because the U.S. military was engaged elsewhere—primarily in Iraq and Afghanistan. 
Hormuz was relatively quiet in terms of threatening rhetoric from the Iranian state in the earlier years of President 
Mahmoud Ahmadinejad (who served from 2005–2013). In those days, many believed Ahmadinejad represented 
moderation and a shi� in Iran’s posture toward the West, though later we learned that was not the case.
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Perhaps more importantly, there was little reason for Shiite Iran to provoke George W. Bush, whose e�orts to topple 
Hussein served Tehran’s interests.

Remember, Iraq’s straight-line borders were drawn by the British and French a�er World War I; Hussein was a Sunni 
dictator in a Shia-majority country beset with intertribal disputes. Iran’s logical play was to let the U.S. fight and 
overthrow their arch enemy. Hormuz wasn’t going to get put on the table against that setup.

Besides, in the first decade of this century, who needed the threat of a Hormuz closure to make oil prices rise? The 
commodity had two broad themes to ride, and both were based on sound reasoning.

The first was the so-called commodities supercycle, in which the bull case for oil and everything else that came out of 
the ground was predicated on rising demand from rapidly growing emerging markets, namely China.

We can criticize the argument in retrospect, as Brent Crude has flirted with sub-$30 levels on a few occasions in 
recent years. But at the time, bulls were looking at charts showing Chinese auto adoption rates rising exponentially, 
calculating that the world was on a trajectory for an upward demand shock.

The other theme was on the supply side.  Doomsayers were shouting from the roo�ops about scientifically respected 
“peak oil” theories. The big one, posited mid-century by M. King Hubbert, claimed that the days of gushing, easy-to-
extract oil had long since passed.  A 25-year chart of U.S. oil production was the embodiment of Hubbert’s Peak: 1985 
production of 9 million barrels per day was followed by a waterfall decline into the 5 to 6 million barrel per day range 
by 2002–2005. 

Anyone looking at that chart in the pre-shale days would have been hard-pressed to argue against peak oil. 

The evidence was everywhere. Think about the panicky Mexican government wondering what was going to happen 
to its revenues when the supergiant Cantarell field’s production rolled over, which started happening in that same 
2002–2005 window. Elsewhere, conjecture swirled daily as to whether Saudi Arabia was fudging the numbers to 
disguise what many thought was imminent peak production there too.

So we didn’t hear about Hormuz much during the commodities supercycle, because the bulls didn’t need a military 
conflict to make their case.

But just because eyes weren’t on Hormuz for much of the last generation doesn’t mean its geostrategic importance 
ever went away. Why has history largely forgotten the 1987–1988 Persian Gulf conflicts? Because the American middle 
class, which populates the country that most dominates global media, didn’t register pain at the gas station in those 
years. There was no story because there were no willing readers. The reason? Oil prices collapsed right before those 
events, so its reactionary rise in response to military conflict didn’t raise many eyebrows.

There are a handful of reasons why oil sank through the first half of the 1980s.  First, the U.S. dollar index, which was 
under 100 in 1981, found itself north of 160 at one point in 1985.  Dollar strength is no friend of commodities markets.

Also, profound structural changes occurred in the markets at the time. Until the late 1970s, almost 90% of the world’s 
crude oil was sold under long-term contracts at prices set by the major oil companies. OPEC produced just under half 
of the world’s crude oil, allowing the oil cartel to dictate the price and quantity of oil sold. Prices fluctuated when 
these long-term contracts were revised, but otherwise, they were not particularly responsive to the news cycle.
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But still, the actual volume of news flowing from Hormuz was calm until April. Last year, financial media was 
littered with coverage of the economic malaise in Venezuela, Argentina and Turkey, because each nation taps 
international capital in size. But Iran flies under the radar, with little international ownership of Iranian bonds 
or equity ventures. Yet the pain has been palpable; the IMF calculates Iranian GDP contracted 3.9% in 2018, with 
hyperinflation to boot.

The catalyst for an acceleration of Iran’s economic woes was when the Trump administration ripped up the 
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Meanwhile, the global shipping industry is rotating from high-sulfur bunker fuel to low-sulfur varieties, a demand 
shock that sends diesel prices higher, aggravating French drivers who thought they got a message to Emmanuel 
Macron that they don’t want to pay more for fuel.

The yellow vest movement, which the press currently thinks is on the wane, comes back with the snap of a finger 
and with a vengeance. Though the euro relative to the pound may be a large question mark because of great 
Brexit unknowns, we are hard-pressed to see how the euro can hold up relative to the greenback in the event that 
this is a gilets jaunes summer.

IGNORE RISKS IN THE STRAIT AT YOUR PERIL

Should we see disruption to oil flowing through the Strait of Hormuz, the world’s most important oil transit 
chokepoint, it will likely drive oil prices higher in conditions that are already tight. Gold could also keep rising on 
the back of higher geopolitical risks, but it is hard to isolate the impact on gold from issues in the Strait amid the 
market’s focus on trade and a dovish Fed. Rising fuel prices could aggravate already fragile politics in Europe, an 
unappreciated portent that we think could trouble euro bulls.


