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Editor’s Note

Hormuz: Geopolitical
Advantage or Development

Trap?

What unfolded in Iran and across the
Middle East between June 2025 and June
2026 brought some of the most funda-
mental questions of development back
into focus. From regional tensions and
volatility in energy markets to renewed
international attention on the Strait of
Hormuz, these developments revived an
enduring question: does geopolitical ad-
vantage necessarily translate into devel-
opment?

Access to open waters, a strategic po-
sition along major trade routes, vast
energy resources, and oversight of one
of the world’s most critical commercial
chokepoints are advantages that many
countries can only aspire to possess. Yet
the question remains: why have such ad-
vantages not consistently produced de-
velopment?

As the Strait of Hormuz once again be-
comes a focal point for global media, en-
ergy markets, and geopolitical analysis,

the question takes on renewed signifi-
cance. The world looks to Hormuz to dis-
cuss oil, energy security, and global trade.
We look to Hormuz as a lens through
which to examine a broader issue: the
question of Iran’s development.

This note does not seek to establish the
strategic importance of Hormuz. That
importance is already well understood.
Our concern lies elsewhere. Why does
a country located at one of the world’s
most strategically significant crossroads
continue to grapple with development?
Do geographical advantages naturally
generate prosperity, or is there a deeper
gap between possessing an advantage
and transforming it into sustained devel-
opment?

From this perspective, Hormuz is more
than a waterway; it is a test of governance.
A test of whether geopolitical advantage
can be converted into developmental ad-
vantage. Has this position expanded pro-
ductive capabilities, encouraged trade,

Editor in Chief
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attracted investment, and strengthened
economic resilience? Or has it deepened
dependence on geopolitical variables be-
yond a country’s control?

In this issue, from the ideas of Douglas
North and Edmund Phelps to an examina-
tion of Martin Wolf’s analysis and an ex-
clusive interview with Niklas Elmehed, we
approach a common question from differ-
ent perspectives: how can opportunity be
transformed into development?
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Douglass North:

Institutions and the Fate of Nations

Few economists of the twentieth century transformed our
understanding of economic development, governance, and his-
torical change as profoundly as Douglass C. North (1920-2015).
Awarded the Nobel Memorial Prize in Economic Sciences in 1993,
North advanced a deceptively simple yet far-reaching proposi-
tion: differences in national prosperity cannot be explained solely
by natural resources, capital, labor, or technology. The decisive
factor is the quality of institutions.

By institutions, North did not mean government agencies or for-
mal organizations. Rather, he defined them as the “rules of the
game” —the formal laws, property-rights regimes, contractual ar-
rangements, informal norms, traditions, and enforcement mech-
anisms that shape human interaction. In his view, successful soci-
eties are those capable of creating a predictable environment for
economic activity—one in which trust, legal certainty, and long-
term planning can flourish.

North is widely regarded as one of the principal architects of New
Institutional Economics. Many place him alongside Ronald Coase
and Oliver Williamson as a founding figure of this intellectual
tradition. Coase introduced the concept of transaction costs, ex-
plaining why markets do not always function efficiently on their
own. Williamson extended this analysis to firms, contracts, and
organizational governance structures. North took the argument
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further, demonstrating that the same logic applies at the level of
nations, political systems, and even civilizations.

At the heart of his work lay a fundamental question: Why do
some countries remain prosperous, innovative, and stable for
centuries, while others—despite abundant natural resources—
become trapped in cycles of poverty, corruption, and instability?

North’s answer was institutional quality. Investors commit capital
when property rights are secure. Entrepreneurs innovate when
the rules of the game are stable and predictable. Societies pros-
per when transaction costs, uncertainty, and political risks are
reduced.

The Nobel Committee recognized North for having “renewed
research in economic history by applying economic theory and
quantitative methods in order to explain economic and institu-
tional change.” Yet his influence extended far beyond academia.
He reminded policymakers that sustainable economic develop-
ment is not achieved through financial injections or administra-
tive directives alone. Rather, it emerges from institutions that
make trust, competition, investment, and cooperation possible.

North’s influence did not end with his own scholarship. Many of
the most prominent thinkers in contemporary development eco-
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nomics have drawn inspiration from his work. In their influential
book Why Nations Fail, Daron Acemoglu and James A. Robinson
argued that differences in national development are rooted in
the distinction between inclusive and extractive institutions—
an idea deeply indebted to North’s intellectual legacy. Similarly,
Francis Fukuyama, in his analyses of state capacity, social trust,
and governance, has explored themes remarkably close to those
North articulated decades earlier.

One of North’s most enduring contributions is the concept of
path dependence. Societies, he argued, are constrained by their
historical choices. Institutions created in the past continue to
shape future outcomes, even when they have become inefficient
or obsolete. Consequently, institutional reform is rarely quick
or straightforward; it is a gradual, complex, and often protract-
ed process that cannot be accomplished merely by changing a
handful of laws or regulations.

Viewed through a Northian lens, crises such as tensions in the
Strait of Hormuz cannot be understood solely in terms of oil pric-
es, trade flows, or shipping routes. North would likely have posed
a different set of questions:

Which countries and organizations possess the institutional ca-
pacity to manage crises effectively?

Which institutions are capable of containing instability?

Which governance structures can preserve market confidence
under conditions of stress?

For North, the difference between a country that successful-
ly navigates a geopolitical shock and one that becomes over-
whelmed by it often lies not in the size of its energy reserves
or financial resources, but in the quality of its institutions. The
Strait of Hormuz, therefore, is not merely a test for global energy
markets; it is a test of the institutional resilience of governments,
corporations, and international organizations.

For senior executives, institutional leaders, and policymakers,
North’s most important lesson may be this: the long-term per-
formance of any system ultimately derives from the quality of its
rules. Markets, organizations, and states succeed when individ-
uals can trust the future, anticipate the behavior of others, and
make decisions within a stable and predictable framework.

Perhaps Douglass North’s intellectual legacy can be distilled into
a single proposition:

Economic development is, before all else, an institutional chal-
lenge. Nations prosper not primarily because of the resources
they possess, but because of the quality of the rules under which
they operate.

Key Thinkers

Douglass C. North (1920-2015)

American economist and Nobel Laureate in Economics (1993); a
founding figure of New Institutional Economics and a pioneering
scholar of institutions and economic development.

Ronald Coase (1910-2013)

Nobel Laureate in Economics (1991); founder of transaction cost
economics and one of the principal intellectual influences on
New Institutional Economics.

Oliver E. Williamson (1932-2020)
Nobel Laureate in Economics (2009); developed transaction cost
theory in relation to firms, contracts, and governance structures.

Daron Acemoglu (1967-)

Turkish-American economist and Nobel Laureate in Economics
(2024); one of the leading contemporary scholars of institutions,
political economy, and development; co-author of Why Nations
Fail.

James A. Robinson (1960-)

Political scientist and long-time collaborator of Acemoglu; a lead-
ing scholar of political institutions, governance, and economic
development.

Francis Fukuyama (1952-)

American political scientist and public intellectual known for his
work on social trust, state capacity, governance, and political or-
der.

John Joseph Wallis (1948-)
American economic historian and co-author, with North and We-
ingast, of Violence and Social Orders.

Barry R. Weingast (1952-)

American economist and political scientist at Stanford University;
a leading theorist of political economy, institutions, and gover-
nance.
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Edmund Phelps (1933-2026)

Ideas and Economics

Few economists left a deeper mark on
modern economic thought than Edmund
Phelps. Awarded the Nobel Memorial
Prize in Economic Sciences in 2006, he
was not merely a theorist of inflation
and employment, but a thinker whose
work transformed the intellectual foun-
dations of macroeconomics and, later in
life, evolved into a broader reflection on
innovation, human flourishing, and the
meaning of economic progress.

Phelps is best remembered for demon-
strating that economies are shaped not
only by present conditions, but also by
expectations about the future. In a series
of seminal contributions during the late
1960s, he challenged the prevailing ortho-
doxy of his time by arguing that inflation
and employment could not be under-
stood independently of the expectations
held by workers, firms, and investors.

His insight was both elegant and revo-
lutionary. When people come to expect
higher inflation, workers seek higher
wages to preserve their purchasing pow-
er, while businesses raise prices in an-
ticipation of rising costs. The result is a
self-reinforcing wage-price spiral capable
of generating persistent inflationary pres-
sures. Expectations, Phelps showed, are
not passive reflections of reality; they are
among the forces that actively shape it.

This insight fundamentally transformed
the practice of central banking. Phelps
argued that monetary authorities cannot
permanently maintain unemployment
below its long-run equilibrium level. Ef-
forts to do so through expansionary
monetary policies may yield temporary
gains, but they ultimately lead to higher
inflation rather than lasting increases in
employment. In time, these ideas be-
came one of the intellectual cornerstones
of modern inflation-targeting frameworks
and profoundly influenced monetary poli-
cy across the world.

»
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Yet reducing Phelps to a macroecono-
mist alone would overlook the breadth of
his intellectual ambition.

In the later decades of his career, he
became increasingly preoccupied with a
deeper question: what enables societies
not merely to grow richer, but to flourish?
He rejected the notion that development
could be measured solely through GDP
growth, rising incomes, or capital accu-
mulation. Prosperity, in his view, was not
merely an economic outcome; it was a
human experience.

A successful society, Phelps argued, is
one that enables individuals to innovate,
create, explore, and participate in shaping
their own future. Economic vitality de-
pends not only on investment-and tech-
nology but also on imagination, initiative,
and the willingness to embrace challenge
and discovery.

These ideas found their fullest expres-
sion in his influential book Mass Flourish-
ing. There, Phelps advanced a powerful
argument: the true wellspring of econom-
ic dynamism lies in a culture that values
creativity, experimentation, indepen-
dence of mind, and the pursuit of new
possibilities. Enduring prosperity emerges
not simply from institutions, capital, or
technological progress, but from millions
of individuals empowered to contribute

ideas, solve problems, and expand the
boundaries of what is possible.

What distinguished Phelps from many
of his contemporaries was his determi-
nation to situate economics within its
broader social, cultural, and philosophi-
cal context. Just as inflation expectations
influence economic outcomes, people’s
expectations about the future shape their
willingness to take risks, innovate, build
enterprises, and participate in economic
life. Societies that retain confidence in the
future are more likely to generate the cre-
ativity and dynamism upon which long-
term prosperity depends.

His intellectual legacy extends far be-
yond the technical debates of macroeco-
nomics. Phelps reminded economists that
behind every statistic lies a human aspira-
tion, and behind every successful econo-
my stands a culture capable of nurturing
hope, creativity, and enterprise.

Perhaps his enduring
contribution can be distilled into
a single insight:

Economics, in the end, is not merely
about markets, money, or interest rates.
It is about expectations, aspirations, and
the uniquely human capacity to imag-
ine—and build—a better future.
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Hormuz: An Open Case!

A Commentary on Martin Wolf

—

Martin Wolf is one of the most in-
fluential global economic analysts
of the past three decades. As the
Chief Economics Commentator
at the Financial Times, he writes
extensively on macroeconomics,

development, and the interna-
tional economic order. In recent
years, his work has become a key
reference for analyzing economic
crises, globalization, and the future
of the global economy.

Martin Wolf, “The Energy Crisis May Just Be Starting”, Financial Times, May 2026.

While financial markets have thus far responded with relative
composure to disruptions in the Strait of Hormuz, a growing
number of analysts warn that the most consequential effects
may yet be unfolding. The issue extends far beyond higher oil
prices. At stake is the stability of supply chains for a range of crit-
ical commodities whose disruption could reverberate across the
global economy.

In the early stages of the crisis, many countries were able to cush-
ion the immediate impact of reduced Gulf exports by drawing on
strategic reserves and accumulated inventories. Yet such buffers
are not inexhaustible. As stockpiles diminish, looming supply
constraints may evolve from a matter of market psychology into
a tangible economic reality.

The strategic significance of the Strait of Hormuz extends well
beyond crude oil. A substantial share of global exports of lique-
fied natural gas, jet fuel, diesel, petrochemical feedstocks and
key inputs used in fertilizer production passes through this stra-
tegic maritime chokepoint. A sustained disruption of Gulf exports
would therefore reverberate far beyond energy markets, affect-
ing transportation networks, agricultural production, semicon-
ductor manufacturing and global trade flows.

Compounding the challenge is the fact that not all crude grades
and refined products are readily interchangeable. Many refin-
eries are specifically configured to process particular types of
crude. As a result, the loss of certain supply streams cannot easily
be compensated for by increased production elsewhere. Prod-
uct-specific shortages may emerge even if global supply appears
sufficient in headline figures.

Meanwhile, the world’s spare production buffer remains remark-
ably thin, with much of it concentrated in the Gulf itself. Expand-
ing alternative export routes, increasing refining capacity or de-
veloping new logistics corridors would require substantial capital
investment and years of implementation. In the short term, few
viable substitutes exist.

Despite these structural constraints, investors continue to wa-
ger on the assumption that geopolitical tensions will eventually
give way to a negotiated settlement, a durable ceasefire and the
reopening of critical shipping routes. Such an outcome remains
possible. Yet history offers ample evidence that markets are often
poor judges of geopolitical risk, particularly when conflicts evolve
in unpredictable ways.

Should the disruption persist, the consequences could extend
well beyond the energy sector. Higher commodity prices could
reignite inflationary pressures, prompting tighter monetary poli-
cy and higher borrowing costs. In turn, these forces could weigh
heavily on investment, consumer spending and global economic
growth.

Rather than marking the climax of the crisis, current develop-
ments may signal the opening chapter of a far broader period of
disruption in global energy markets and supply chains. Ultimate-
ly, the scale of the economic fallout will depend not only on how
long the crisis endures, but also on how deeply policymakers,
businesses and investors have underestimated the fragility of an
increasingly interconnected global economy.

June 2026 | No.21 |

7



8

SUUJ Dﬂ Sowda Economic Magazine <

Fa

Niklas Elmehed:
The Nobel Portraitist

Exclusive Interview Niklas Elmehed:
The Artist Behind the Nobel Portraits

The name Niklas ElImehed may be unfamiliar to many readers, yet his work
has been seen by millions around the world for more than two decades.
Through his portraits of Nobel Prize laureates, the Swedish artist and illus-
trator has become one of the key figures behind the visual identity of the
Nobel Prize.

Published alongside the announcement of each year's laureates, EIme-
hed's portraits often provide the public's first visual encounter with the scien-
tists, economists, writers, and thinkers whose ideas and achievements have
helped shape the course of modern science, economics, and intellectual life.
Today, his work forms part of the visual memory of the Nobel institution and
the broader global narrative of knowledge, discovery, and innovation.

In this exclusive interview, SOWDA speaks with Niklas ElImehed about the
relationship between art and ideas, the challenges of portraying Nobel lau-
reates, and the role of visual imagery in inspiring public curiosity about sci-
ence, economics, and the defining ideas of our time.

SOWDA: How do you transform the intricate contributions of Nobel Laure-
ates in Economic Sciences into simple yet striking visual elements?

Niklas EImehed: When | paint Nobel Laureates, | do.not differentiate be-
tween them in terms of artistic treatment. All portraits.are created using
the same visual language of colour, form, and brushwork. The artistic con-
cept behind every portrait is Breaking News, Celebration, and Recognition. It
should feel immediate, celebratory, and instantly clear that the person por-
trayed is a Nobel Laureate.

No.21 | June 2026

Rather than illustrating theories, | focus on cap-
turing the characteristic facial features and pres-
ence of each individual.

SOWDA: Which portrait of an Economics Laure-
ate has presented the greatest challenge or inspira-
tion for you, and why?

Niklas Elmehed: All three 2025 laureates had
very strong and distinctive faces, which made them
equally inspiring to paint.

Each portrait came with its own challenges and
rewards, and their expressive features translated
well into my visual style. It was genuinely enjoyable
to work with such characterful faces.

SOWDA: What is your view on the role of art in
enhancing public understanding of economic con-
cepts, and how might this shape your future Nobel
portraits?

Niklas EImehed: | see it as an honourable task to
use these portraits to help spread awareness of the
Nobel Prizes and, in doing so, increase public inter-
est and knowledge—including in Economics.

| always strive to refine and improve my craft, and
| hope that over time people will be able to see a
clear progression in my portraits. If these images
spark curiosity and encourage more people to en-
gage with the laureates and their work, then they
have fulfilled an important purpose.

SOWDA extends its sincere thanks to Niklas Elme-
hed for sharing his time and insights in this conver-
sation.

At a time when ideas exert an ever-greater influ-
ence on the course of societies, Elmehed's portraits
remind us that behind every theory, discovery, and
scientific achievement stands a human being whose
work has expanded the boundaries of knowledge
and opened new horizons for the world.

All photos by Niklas Elmehed
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