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Executive Summary

The ongoing escalation in the Middle East, encompassing the 2023-2024 Red Sea/Houthi crisis
and the 2026 US-Israel-Iran conflict with disruptions to the Strait of Hormuz presents a mixed
but predominantly challenging impact on Nigeria’s economic traction. Higher global oil prices
(Brent crude exceeding $100-120/bbl against Nigeria’s 2026 budget benchmark of $64.85/bbl)
offer short-term fiscal windfalls and foreign exchange inflows. This potentially deepens revenue
traction in the oil sector. However, these gains are offset by surging domestic fuel and logistics
costs, reignited inflation (projected +2.9-5.2 percentage points), supply-chain delays from
rerouted shipping around the Cape of Good Hope, and secondary pressures on non-oil sectors.
With this development, Nigeria’s fragile post-reform recovery (GDP growth of ~3.9% in 2025,
projected 4.3—4.5% pre-shock) risks losing vital traction if the situation persists.

Outcome-Based Assessment
Positive Traction (Revenue and FX Deepening):
Oil export revenues could rise by 8&2.3-30 trillion annually under varying conflict durations,

bolstering reserves (already at $50.45bn in Feb 2026) and supporting naira stability. Dangote
Refinery expansion offers partial insulation by increasing domestic refined output.

Negative Traction (Cost and Growth Slowing): Fuel prices have spiked (up 11-35% in early
weeks), driving transport and manufacturing costs higher. Rerouting adds 10+ days and elevates
freight rates, inflating import costs for food, fertilizers, and pharmaceuticals. Inflation
moderation (to ~15% by early 2026) faces reversal; broader GDP growth may slow by 0.5-1% if
prolonged.



Net Outcome: Short-term windfall deepens fiscal traction but worsens consumer and non-oil
momentum. Without targeted policy, the war slows overall economic traction by amplifying
structural vulnerabilities (refining gaps, import dependence).

Key outcome-focused Recommendations are summarized below:

Fiscal Discipline: Ring-fence oil windfalls into a stabilization fund; target 30-40% savings for
infrastructure and diversification (target: non-oil GDP share +5% by 2028).

Monetary and FX Buffers: CBN to maintain tight policy while using reserves to smooth fuel
subsidies selectively; accelerate Dangote crude allocation to cut import bills.

Trade and Logistics Resilience: Leverage Cape rerouting opportunities for Nigerian ports (e.g.,
Lagos, Onne) as bunkering hubs; fast-track AfCFTA-aligned regional trade pacts with Kenya and
East Africa to offset Red Sea losses.

Private Sector Support: NACCIMA, LCCI, ACCI, NiKCCIMA-led incentives for local refining,
fertilizer production, and pharma localization to blunt import shocks.

Monitoring Framework: Quarterly NiKCCIMA-MPC joint dashboard tracking oil price
pass-through, freight indices, and inflation.

Expected outcome: Contain inflation spike to <3pp and sustain 4%+ GDP growth.

In conclusion, the Middle East war is not uniformly slowing Nigeria’s traction. It is rather
deepening oil-sector momentum while eroding broader gains. Proactive, outcome-based
policies can convert volatility into sustained diversification. NiKCCIMA stands ready to partner
with government and private stakeholders for implementation.



Is the War in the Middle East Slowing Down or Worsening Nigeria’s Economic Traction?

Abstract

This paper examines whether the Middle East conflicts—specifically the 2023-2024 Red Sea
crisis triggered by Houthi attacks and the 2026 escalation involving US-Israel-Iran hostilities
disrupting the Strait of Hormuz—are slowing or worsening Nigeria’s economic traction. Drawing
on recent data and empirical literature, it finds a dual effect: short-term oil revenue windfalls
deepen fiscal traction, while higher domestic energy costs, freight disruptions, and inflationary
pressures worsen non-oil growth and household welfare. Using a mixed-methods analysis of
GDP, inflation, trade, and oil price dynamics (2023-2026), the study concludes that prolonged
conflict risks net deceleration unless offset by disciplined policy. Recommendations emphasize
fiscal buffers, supply-chain resilience, and diversification. The paper adopts an accessible
academic tone suitable for public and private sector audiences. (Word count: approx. 3,000
including references.)

1. Introduction

Nigeria’s economy, Africa’s largest by nominal GDP, has shown tentative traction since the
2023-2025 reforms under President Tinubu: disinflation (from peaks above 30% to ~15% by
early 2026), naira stabilization, and GDP growth rising to 3.9% in 2025 from 3.4% in 2024.f03dd7
Yet, as an oil exporter reliant on imported refined products and vulnerable to global shipping
routes, Nigeria remains exposed to geopolitical shocks. The Middle East war—evolving from the
October 2023 Israel-Hamas conflict and Red Sea disruptions to the 2026 Iran escalation closing
key chokepoints—raises a critical question: Is it slowing Nigeria’s economic momentum or,
counterintuitively, deepening it through commodity windfalls?

This paper argues the impact is mixed but tilts negative over the medium term. Qil price spikes
provide revenue upside, yet pass-through costs, supply-chain delays, and global uncertainty
erode broader traction. The analysis is grounded in recent (2023-2026) data from the National
Bureau of Statistics, CBN, IMF/World Bank proxies, and empirical studies on Red Sea and
Hormuz disruptions. It contributes to policy discourse by offering actionable insights for
public-private collaboration, framed through NiKCCIMA'’s bilateral Nigeria-Kenya lens (noting
Kenya'’s parallel exposure via East African trade routes).4fc7a0

2. Literature Review

Recent scholarship highlights the asymmetric transmission of Middle East shocks to
commodity-dependent African economies. Liu (2025) analyzes the 2024 Israel-Iran escalation’s
reverberations across East Africa, documenting how limited conflicts amplify global energy and
shipping volatility, with disproportionate effects on import-reliant nations.abf3b5 Similarly, Yap
(2024) quantifies Red Sea crisis impacts on container port calls, showing a 41% drop in Suez



transits and rerouting that increased Asia-Africa freight costs by 20-30%, disproportionately
affecting West African importers like Nigeria.c93a07

Empirical work on Houthi attacks (Etkes & Feldman, 2024) demonstrates rerouting added 10-14
days to voyages, with limited global trade volume loss but significant localized cost
inflation—mirroring Nigeria’s experience with fuel and fertilizer imports.6068be UNCTAD (2024)
rapid assessments confirm East and West African ports faced congestion and higher insurance
premiums, though some (e.g., South African hubs) gained bunkering traffic; Nigeria’s Lagos and
Onne ports saw mixed outcomes.133437

Nigeria-specific studies underscore the paradox. Policy briefs from PwC (2026) and NESG (2026)
note that while crude prices above $100/bbl could yield 820bn+ daily windfalls, domestic fuel
price transmission (up 11-65% in early shocks) and refining gaps exacerbate
inflation.1926cefa5b62 Research on geopolitical risk (e.g., Solaja, 2026) frames this as “energy
geopolitics from Hormuz to Lagos,” where exporters like Nigeria face revenue gains offset by
import cost shocks and currency volatility.6b7fc4 Broader African analyses (e.g., Oxford
Economics, 2026) model prolonged Hormuz closure as shaving 0.5—1.2pp off regional GDP via
energy and trade channels.90a556

Gaps remain: Few peer-reviewed studies isolate Nigeria post-2026 Iran escalation, but the
literature consensus supports a short-term fiscal boost with medium-term inflationary
drag—consistent with historical oil shock patterns (e.g., 1970s OPEC crises).

3. Methodology and Data Analysis

This paper employs a qualitative-quantitative mixed approach. Quantitative elements draw on
time-series data (2023—Q1 2026) for: (i) Brent crude vs. Nigerian bonny light prices; (ii) NBS/CBN
GDP, inflation, and reserves; (iii) freight indices (Baltic Dry, Shanghai Containerized); and (iv)
trade volume proxies from UNCTAD/ITF. Qualitative synthesis incorporates stakeholder reports
and recent empirical papers. No primary econometric modeling is performed here, but findings
align with scenario analyses in cited works (e.g., Oxford Economics “Prolonged Iran War”
scenario).

Key Empirical Findings

Oil Revenue Deepening: Brent averaged $102—120/bbl in March 2026, generating potential
excess revenue of ~$20bn annually. Reserves hit $50.45bn; naira support materialized via FX
inflows.98a0c7 Production constraints and crude-backed loans limit full capture, but Dangote
Refinery (ramping to export jet fuel/diesel) mitigates some downside.73elfc

Inflation and Cost Worsening: Fuel prices rose sharply (Nigeria-specific spikes of 11-35%),
transmitting to transport (key CPl component) and manufacturing. Headline inflation risks
reversing 11-month disinflation trend; models project +2.9-5.2pp.17f312b070be



Trade and Shipping Slowing: Red Sea rerouting (ongoing since 2023, intensified 2026) increased
costs for Asia-Europe-Africa legs. Nigeria’s imports (refined products, food, pharma) face delays
and premiums; exports (crude) less affected but global demand volatility rises. East African
parallels (Kenya/Tanzania: 10-15% trade via Suez) underscore regional vulnerability.41285e

Growth Trajectory: Pre-shock 2026 GDP projections (4.3—4.5%) face downward pressure.
Non-oil sectors (services, ICT) resilient but squeezed by higher operating costs; overall traction
slows if conflict persists beyond Q2 2026.6770b9

4. Discussion: Slowing or Worsening?

The war deepens oil-sector traction by providing fiscal space for reforms and reserves
buildup—echoing 2022 Russia-Ukraine windfalls. However, it worsens broader economic
traction through: (1) cost-push inflation eroding real incomes and consumption; (2) supply-chain
friction delaying diversification (e.g., AfCFTA gains); and (3) global recession risks (Oxford
Economics: world GDP -1.2pp in adverse scenario) reducing demand for Nigerian exports.af552e

For public sector: Opportunity to save windfalls and accelerate non-oil revenue (tax reforms).
For private sector: Incentives for localization (fertilizer, refining, pharma) blunt shocks, as noted
in BMI (2026) on drug supply risks.5e6173 NiKCCIMA'’s Nigeria-Kenya focus highlights bilateral
opportunities: joint logistics hubs or intra-African trade to bypass disrupted routes.

Limitations: Data lags and conflict fluidity; future research should model Nigeria-specific CGE
scenarios.

5. Conclusion and Policy Implications

The Middle East war is not a uniform drag—it deepens select traction (oil revenues, FX) while
worsening holistic momentum (inflation, costs, growth). Net effect risks slowing Nigeria’s
post-reform trajectory unless harnessed strategically.

Recommendations

Public: Establish sovereign stabilization fund; prioritize Dangote crude swaps; enhance CBN FX
intervention transparency.

Private: Invest in port infrastructure for Cape routing; pursue regional value chains with
Kenya/East Africa.

NiKCCIMA Role: Facilitate public-private dialogues, capacity-building on risk hedging, and
advocacy for resilient trade corridors.

By converting volatility into disciplined diversification, Nigeria can emerge with stronger, more
inclusive traction.
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