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Oil prices settling higher than pre-war; but growth risks lower

Despite the sharp fall in crude prices today, the 12-month average forward price is up
US$15/bbl, implying 0.5% of global GDP extra transfer from consumers to oil producers.
As they cannot spend windfall gains quickly, this can be a drag on growth. 2" order effects
like on confidence, and Keynesian multipliers (layoffs) amplify the impact. While fiscal
interventions globally provide a cushion, that does not happen in the US. There, oil price
shocks have historically been closely linked to recessions. But we expect a weaker
transmission this time: lower oil intensity, a smaller and shorter shock, and improved
monetary policy credibility limit 2" order effects. The ceasefire further lowers the odds.

Exhibit 1: Oil shocks usually heralded a recession. This time should be different.

Date Event Supply cut (net Price change Business
global) cycle peak
Nov-73 OPEC embargo 7% 51% Nov-73
Nov-78 Iran revolution 4% 57% Jan-80
Oct-80 ran-lraqwar 4% 45% Jul-81
Aug-90 Gulf War | 6% 93% Jul-90
Venezuela and
Dec-02 Gulf War ll 2% 28% None

Source: Hamilton (2011), Axis Bank Research

Oil shocks strongly correlated with US recessions and memories of stagflation
The ceasefire signals an end of the escalation-cycle, but supply-chains may take time to
normalize (see report for non-energy trade). Despite the sharp fall in crude oil prices today,
the 12-month forward average price is up US$15/bbl vs. Jan-2026. The annual market-size
is thus up US$0.6tn, 0.5% of global GDP. Hamilton’s seminal 1983 paper showed that all but
one of eleven post-WW2 US recessions till then were preceded by arise in price of crude. In
2011 he showed that all but one of the 12 major oil price episodes till 2011 were
accompanied by U.S. recessions (Fig 1, 9) except the 2003 Venezuelan crisis.

Not just a correlation, causal mechanisms do exist, nature of shock matters

Oil demand being highly inelastic in the short run, a price spike forces cutbacks on other
goods and services. As oil-producer windfall gains are unlikely to get spent quickly, this
transfer (0.5% of global GDP as seen above) from consumers to producers gets stranded.
Government fiscal measures attempt to cushion the impact, which spreads the pain over a
longer period. In the US, where this does not happen, the impact equals energy’s share of
consumption (~4%, Fig 5) multiplied by the price rise. This is before possible second-order
effects due to other purchase preferences (e.g., for autos, Fig 8) and confidence, and
Keynesian multipliers (like layoffs reducing income) that propagate the shock thereafter.

The nature of modern economies has made oil shocks less costly

Both the magnitude and duration of the price shock are currently well below the two
episodes in the 1970s (Fig 2-3). Further, oil intensity (share of oil in both consumption and
production, Fig 4-5) has declined meaningfully, mechanically reducing the pass-through
from oil prices to inflation and output. The US economy is thus only about a third to half as
sensitive to the price of oil as the economy of the 1970s had been. Last, improved monetary
policy credibility should help anchor inflation expectations when energy prices rise (Fig 7).
These factors reduce the potency of second-order effects discussed above.
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Exhibit 2 - Crude oil price shocks in 1970s were larger
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Exhibit 3 - Duration of the shock matters as well
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Source: World Bank, Axis Bank Research

Exhibit 4 - Moreover, in terms of energy shocks, US may be
about a third to half as sensitive vs. 1970s

Source: World Bank, Axis Bank Research

Exhibit 5 - The share of energy in the US economy is smaller
as well
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Exhibit 6 -12-month forward strip at USD76/bbl (+16 vs. Jan)

Source: FRED, Axis Bank Research

Exhibit 7 - Inflation expectations remain well anchored

——WTI Crude Oil 12 Month Futures Strip (USD per bbl)

—— Backwardation measure (12-month future strip), RHS
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Source: Bloomberg, Axis Bank Research

Source: Federal reserve bank of Cleveland, Axis Bank Research
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Exhibit 8 - US: Real GDP growth (SAAR) and contribution of autos to overall GDP

Period GDP growth rate Contribution of autos
1Q1974-1Q 1975 -2.5% -0.5%
2Q1979-2Q 1980 -0.4% -0.8%
2Q1981-2Q 1982 -1.5% -0.2%
3Q1990-3Q 1991 -0.1% -0.3%
4Q2007-4Q 2008 -0.7% -0.7%

Source: Historical Oil Shocks, James D. Hamilton (NBER Working Paper 16790)

Exhibit 9 - Summary of significant postwar events

Gasoline shortages

Price increase

Price controls

Key factors

Business cycle peak

Nov 47- Dec 47 Nov 47-Jan 48 no (threatened) strong demand, supply Nov-48
(37%) constraints
May-52 Jun 53 (10%) yes strike, controls lifted Jul-53
Nov 56-Dec 56 Jan57-Feb 57 Yes Suez Crisis Aug-57
(Europe) (9%) (Europe)
none none no --- Apr-60
none Feb 69 (7%) no strike, strong demand, Dec-69
Nov 70 (8%) supply constraints
Jun-73 Apr73-Sep 73 yes strong demand, supply Nov-73
(16%) constraints, OAPEC
Dec 73-Mar 74 Nov 73-Feb-74 embargo
(51%)
May 79-Jul 79 May 79-Jan 80 yes Iranian revolution Jan-80
(57%)
none Nov 80-Feb 81 yes Iran-lraqg War, Jul-81
(45%) controls lifted
none Aug 90-Oct 90 no GulfWarl Jul-90
(93%)
none Dec 99-Nov 00 no strong demand Mar-01
(38%)
none Nov 02-Mar 03 no Venezuela unrest, none
(28%) GulfWar Il
none Feb07-Jun 08 no strong demand, Dec-07
(145%) stagnant supply

Source: Historical Oil Shocks, James D. Hamilton (NBER Working Paper 16790)
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Exhibit 10 - Polymarket betting odds were poor predictors
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Exhibit 11 - Crude oil prices path not worse vs. 1%t Gulf war
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Source: Polymarket, Axis Bank Research

Exhibit 12 - European gas prices at elevated levels for longer

Source: Bloomberg, Axis Bank Research

Exhibit 13 - US 10Y yields reaction similar to past wars
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Source: Bloomberg, Axis Bank Research

Exhibit 14 - Yields had jumped everywhere, now recovering

Source: Bloomberg, Axis Bank Research

Exhibit 15 - Most major currencies had depreciated vs. USD
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Disclaimer: The report and information contained herein is of confidential nature and meant only for the selected recipient and should
not be altered in any way, transmitted to, copied, or distributed, in any manner and form, to any other person or to the media or
reproduced in any form, without prior written approval of Axis Bank. The material in this document/report is based on facts, figures and
information that are obtained from publicly available media or other sources believed to be reliable and hence considered true, correct,
reliable and accurate but Axis Bank does not guarantee or represent (expressly or impliedly) that the same are true, correct, reliable
and accurate, not misleading or as to its genuineness, fitness for the purpose intended and it should not be relied upon as such. Artificial
Intelligence tools may have been used (i) during the information gathering stage for compiling or collating data from (a) publicly available
sources, (b) databases to which Axis Bank subscribes, and (c) internally generated research data; and/or (ii) for compiling summaries of
this report. The opinion expressed (including estimates, facts, figures and forecasts) is given as of the date of this document is subject
to change without providing any prior notice of intimation. Axis Bank shall have the rights to make any kind of changes and alterations
to this report/ information as may be required from time to time. However, Axis Bank is under no compulsion to maintain or keep the
data/information updated. This report/document does not mean an offer or solicitation for dealing (purchase or sale) of any financial
instrument or as an official confirmation of any transaction. Axis Bank or any of its affiliates/ group companies shall not be answerable
or responsible in any way for any kind of loss or damage that may arise to any person due to any kind of error in the information
contained in this document or otherwise. This document is provided for assistance only and should not be construed as the sole
document to be relied upon for taking any kind of investment decision. The recipient is himself/herself fully responsible for the risks of
any use made of this information. Each recipient of this document should make his/her own research, analysis and investigation as
he/she deems fit and reliable to come at an independent evaluation of an investment in the securities of companies mentioned in this
document (including the merits, demerits and risks involved), and should further take opinion of own consultants, advisors to determine
the advantages and risks of such investment. The investment discussed or views expressed herein may not suit the requirements for all
investors. Axis Bank and its group companies, affiliates, directors, and employees may: (a) from time to time, have long or short positions
in, and deal (buy and/or sell the securities) thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction
involving such securities and earn commission/brokerage or other compensation or act as advisor or lender/borrower to such company
(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. The
applicable Statutory Rules and Regulations may not allow the distribution of this document in certain jurisdictions, and persons who
are in possession of this document, should inform themselves about and follow, any such restrictions. This report is not meant, directed
or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction, where such distribution, publication, availability or use would not be in conformation to the law, regulation or which
would require Axis Bank and affiliates/ group companies to obtain any registration or licensing requirements within such jurisdiction.
Neither Axis Bank nor any of its affiliates, group companies, directors, employees, agents or representatives shall be held responsible,
liable for any kind of consequential damages whether direct, indirect, special or consequential including but not limited to lost revenue,
lost profits, notional losses that may arise from or in connection with the use of the information. Prospective investors and others are
cautioned and should be alert that any forward-looking statements are not predictions and may be subject to change without providing
any notice. Past performance should not be considered as a reference to future performance. The disclosures of interest statements if
any included in this document are provided only to enhance the transparency and should not be construed as confirmation of the views
expressed in the report. The views expressed in this report reflect the personal views of the author of the report and do not reflect the
views of Axis Bank or any of its associate and group companies about the subject company or companies and its or their securities.

Disclaimer for Singapore clients: This document is published by Axis Bank Limited, India (“Axis Bank”) and is distributed in Singapore
by Axis Bank. This document is not a research analysis or report concerning any investment product. This document does not provide
or purports to provide individually tailored investment advice, commentary or opinion. The contents in this document have been
prepared and are intended for general distribution strictly to accredited investor, expert investor or institutional investor. A recipient
of this document shall not provide or circulate this document to any other person. The contents in this document do not take into
account the specific investment objectives, financial situation, or particular needs of any particular person. The instruments and
product types mentioned in this document may not be suitable for all investors. You should independently evaluate particular
investments or product types and seek independent advice from a financial adviser regarding the suitability of such instruments or
product types, taking into account your specific investment objectives, financial situation and particular needs, before making a
commitment on any instruments or product types. This is because the appropriateness of a particular instrument or product type will
depend on your individual circumstances and investment objectives, financial situation and particular needs. The instruments and
product types mentioned in this document may not be suitable for all investors, and certain investors may not be eligible to purchase
or participate in some or all of them.

Disclaimer for DIFC clients: Axis Bank Limited (DIFC branch) is duly licensed and regulated in the Dubai International Financial Centre
by the Dubai Financial Services Authority (“DFSA”). This document is intended for use only by Professional Clients (as defined in the
Rule 2.3 of the Conduct of Business Module of the DFSA Rulebook) who satisfy the regulatory criteria set out in the DFSA Rules, and
should not be relied upon, acted upon or distributed to any other person(s) other than the intended recipients.
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