
 
 
 

 
For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and 
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or 
expected returns will be achieved. The projection is not based on simulated past performance. 
 
FLASH NOTE 

 
 

 

 
 

 
 

 

 
 

 

 

SUMMARY 

• Almost all post-WWII recessions in the US have been preceded by, or ac-
companied by, a sharp rise in oil prices (and monetary tightening). We expect the 
recent rise in oil prices, if sustained, will lower GDP growth and raise headline 
inflation. However, the impact of higher oil should be much more contained than 
in the 1970s/80s as the US economy is less energy dependent and inflation 
expectations remain remarkably well anchored.  

• In the US, a 10% rise in the oil price is typically estimated to subtract 0.15% from 
GDP growth via lower consumption, offset only slightly by higher corporate 
capex. In the euro area, depending on the model used, the impact on real GDP is 
slightly larger—0.16-0.24% of GDP after three years, with some differences across 
countries. 

• US headline inflation should rise by 30-40bps in the next six months given a 
sustained 10% increase in oil prices. However, we do not expect higher energy 
prices to raise core inflation materially and thus derail the recent disinflation 
trend. In the euro area, a 10% rise in oil prices is estimated to increase the price 
level by 0.16% directly and by around 0.20% indirectly over a period of up to three 
years.  

• Given the laundry list of risks already looming for the US economy, the negative 
growth impact of an oil shock should reinforce the Federal Reserve’s prudent 
stance towards further tightening and we expect the FOMC to refrain from more 
rate hikes. But given above-target inflation, risks of a stronger pass-through to 
core inflation and of un-anchoring inflation expectations suggest the Fed will 
continue to guide towards holding rates elevated for quite some time.   
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BRENT PRICE EXPECTED TO FLUCTUATE AROUND CURRENT LEVEL  

Global oil demand still appears resilient thanks to relatively stable consumption in 
advanced economies and strong momentum in emerging economies outside Asia. 
At the same time, China’s faltering recovery has filtered down into oil demand and 
is weighing on oil consumption in the rest of emerging Asia. However, economic 
data out of China has become more encouraging lately and could help put a floor 
under Asian oil consumption in the months to come. Oil consumption in emerging 
economies elsewhere has compensated for the recent weakness in Asia, while in ad-
vanced economies consumption has generally moved sideways. While weakening 
growth in advanced economies in addition to a strong US dollar could dampen oil 
consumption well into 2024, we expect global oil demand expanding by around 1.5 
million barrels per day (mbd) next year. 

On the supply side, with US production likely to lose momentum (due to declining 
shale oil productivity), OPEC should remain in the driving seat. Saudi Arabia is 
likely to continue to support prices by voluntarily scaling back production as it sees 
fit. 

In this context, the oil market has flipped into deficit since June (-0.6mbd in August) 
and is likely to remain so in the months to come (Chart 1). Moreover, oil inventories 
are uncomfortably low, increasing the risk of higher price volatility. The situation in 
the US is particularly critical as commercial and strategic crude oil inventories com-
bined are at their lowest level since the 1980s. 

Chart 1: Global oil supply-demand balance 

 
Source: PWM, US Energy Information Administration, as 
of 05.10.2023 

 Chart 2: Brent oil price per barrel forecast 

 
Source: PWM, Bloomberg Finance L.P., as of 05.10.2023 

Resilient demand, constrained supply and low inventories have combined to pro-
duce a significant oil price rally until the end of September (Chart 2). These levels 
typically tend to dent demand. However, recent weakness should prove to be 
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temporary. We expect oil prices fluctuating in the USD85-USD100 range in the 
months to come. Furthermore, some important oil projects in the non-OPEC+ 
world are expected to gain momentum by the end of next year. As a result, the 
global market is expected to be less undersupplied. 

US: STAGFLATION-ISH SHOCK BUT MUCH MORE CONTAINED THAN IN THE 1970S/80S   

Almost all post-WWII recessions in the US have been preceded by, or accompa-
nied by, a sharp rise in oil prices (and monetary tightening). Higher oil prices 
lead to an increase in production costs and inflation, reducing real purchasing 
power as consumers and producers with inelastic short-term demand have to pay 
more for energy products. 

Gas prices in the US have risen to almost USD4/gallon, matching the highest level of 
the past 20 years outside the pandemic (when prices surged to USD5/gallon last 
summer). And the government will be less effective in mitigating price increases 
as oil reserves dwindled to their lowest level since 1983. 

Higher gas prices will likely lead to lower household consumption, offset only par-
tially by higher energy capex. For households, an increase in gas prices is similar to a 
tax hike, and would force consumers to reduce their spending on discretionary 
goods and services in response to higher bills at the pump.  

But the drag on consumption should be less severe than in the past. For one, 
spending on energy accounts for a much smaller share of income than in the 1980s 
and the 2000s. Additionally, the recent increase in oil prices is still limited.  

Higher gas prices would also lead to higher capex in the energy sector, offsetting 
the negative impact on the overall economy stemming from the hit to personal con-
sumption. The offset is likely to be small as energy capex as a share of US GDP has 
fallen significantly since the shale boom and bust, and companies in the industry 
have become much more disciplined and cautious when it comes to new investment 
projects. 

A recent Fed study estimates a 10% rise in oil price subtracts 0.15 percentage points 
from GDP growth via lower consumption, offset only slightly by higher capex. 

Chart 3: Almost all post-WWII recessions in the US have been preceded by, or ac-
companied by, a sharp rise in oil prices  

 
Source: Pictet Wealth Management, BEA, NBER, EIA, as of 05.10.2023  
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Chart 4: Gas prices have risen to previous (ex-pan-
demic) highs 

 
Source: Pictet Wealth Management, AAA, as of 05.10.2023 

 Chart 5: … against a backdrop of a sharp decline in 
the US’s strategic oil reserves  

 
Source: Pictet Wealth Management, EIA, as of 05.10.2023 

Chart 6: Oil consumption is a much lower share of 
US spending than in the past 

 
Source: Pictet Wealth Management, BEA, as of 05.10.2023 

Chart 7: Oil capex has fallen significantly since the 
shale oil boom and bust 

 
Source: Pictet Wealth Management, BEA, as of 05.10.2023 

Higher gasoline prices will have a direct impact on headline inflation, as energy 
goods make up 2.5% of headline personal consumer expenditures (PCE) and 3.7% of 
the headline consumer price index (CPI) in the US. A 10% increase in gas prices 
would translate to an increase of roughly 30-40bps in headline inflation in the next 
six months.  

Higher energy costs could raise core inflation—directly through higher airfares (part 
of services inflation) and indirectly (if firms decide to pass on higher energy costs to 
consumers). The degree of the pass-through hinges critically on how inflation expec-
tations respond to higher fuel prices. We do not expect higher energy prices to 
raise core inflation (headline ex food and energy) materially and thus derail the 

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24

gasoline prices ($/gallon)



MACRO UPDATE PICTET WEALTH MANAGEMENT 

 
For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and 
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or 
expected returns will be achieved. The projection is not based on simulated past performance. 
 
5 OF 10 FLASH NOTE  

recent trend toward disinflation. We continue to expect core PCE inflation to 
slow from 3.9% to 2.7% next year.  

In fact, the pass-through from oil to core inflation has fallen significantly in re-
cent decades. Unlike in the 1970s, long-term inflation expectations in the US have 
remained remarkably well anchored in the face of fluctuating commodity prices 
(short-run inflation expectations are more volatile and do respond to price shocks).  

However, during the pandemic, the increase in oil prices coincided with a sharp in-
crease in core inflation, as goods demand rose strongly, and supply chain issues dis-
rupted inventories. This raises the risk that the pass-through could be stronger in 
an environment of sustained inflationary pressures. 

The standard monetary policy response to a supply-driven oil price increase is to 
look through what could be a “transitory” shock and assess its impact on inflation 
expectations. Given the laundry list of risks already looming over the US economy 
(including the auto sector strike, the resumption of student loan repayments, a po-
tential government shutdown, and now sharply rising interest rates), we expect the 
negative impact on growth to reinforce the Fed’s prudence regarding further 
rate hikes. In short, we continue to expect the Fed is done with hikes this cycle. 

But given inflation is still above target, risks of a stronger pass-through to core infla-
tion and of un-anchoring inflation expectations suggest the Fed will continue to 
guide towards holding rates elevated for quite some time.   

Chart 8: 1970-1985 saw a close correlation between 
core CPI and energy prices… 

 
Source: Pictet Wealth Management, BLS, as of 05.10.2023 

Chart 9: ...but outside the pandemic the correlation 
has been looser since 

 
Source: Pictet Wealth Management, BLS, as of 05.10.2023 
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Chart 10: Long-run inflation expectations have remained remarkably well anchored 
in the face of extreme changes in commodity prices  

 
Source: Pictet Wealth Management, University of Michigan, EIA, as of 05.10.2023 

EURO AREA: A FURTHER HEADWIND  

Recent business surveys continue to point to lacklustre momentum in the euro area, 
with tentative signs of bottoming in the manufacturing sector matched by deterio-
ration in services. Employment growth is also showing signs of slowing. We con-
tinue to believe that stagnation in H2 is more likely than a recession across the euro 
area as a whole, and we are sticking with our GDP growth forecast of 0.5% for 2023. 
However, the recent rise in oil prices has increased downside risks. The pass-
through of higher oil prices is difficult to estimate and a lot depends on whether the 
price rise is temporary as well as the degree of the price shock. 

Consumer demand for energy products tends to be more inelastic and therefore 
more difficult to substitute than other products. An ECB paper estimates that “a 
10% increase in oil prices reduces real GDP in the euro area by about 0.24% after 
three years, assuming no monetary or fiscal reaction”. Across euro area countries, 
“the impact of a 10% increase in oil prices ranges from close to zero to -0.4% of real 
GDP”. The divergence is due to several structural factors such as consumption pat-
terns, the degree of a country’s dependence on oil imports and the energy intensity 
of production. A more recent study undertaken by the Fed estimates that the im-
pact of a 10% oil price increase would be a 0.16% hit to real GDP in the euro area.   

An increase in oil prices will also have some impact on inflation and we need to dis-
tinguish between direct, indirect and second round effects. Direct effects refer to the 
impact of a change in oil prices on headline consumer price indexes (with liquid 
fuels typically accounting for half of the energy component). Albeit more difficult to 
determine, there are also some indirect effects stemming from higher energy input 
costs for a range of goods and services. ‘Second-round’ effects relate to the impact of 
oil prices on wages and inflation expectations. 

https://www.ecb.europa.eu/pub/pdf/other/art1_mb201008en_pp75-92en.pdf
https://www.ijcb.org/journal/ijcb20q1a1.pdf
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According to ECB models, the direct effect on the price level of a 10% oil price in-
crease after three years is estimated at 0.16%1 and “the cumulative indirect first and 
second-round effects on the price level of a 10% oil price increase after three years is 
estimated at 0.20%”. The ECB models also suggest that “indirect first- and second-
round effects have declined since the mid-1980s owing to changes in wage and price-
setting behaviour and changes in the structural features of economic activity”.  

Recent oil price increases will probably keep the ECB hawkish. The ECB’s recent 
staff projections were based on technical assumptions of an average oil price of 
USD81.8 per barrel in 2024 and USD77.9 in 2025. Oil prices higher than these as-
sumptions could push the ECB’s headline inflation forecasts up and potentially de-
lay achievement of its 2% target. However, at this stage, we continue to expect the 
ECB to stay on hold for some time.   
 

 

 

 

 
 

 
1 In its paper, the ECB has estimated the impact of a 10% increase in crude oil prices using different models. We have quoted only the 
numbers related to the structural VARs models with a sample period between 1980 and 2009.    

https://www.ecb.europa.eu/pub/pdf/other/art1_mb201008en_pp75-92en.pdf
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invest.   
BPCAL/Pictet HK Branch has 
not taken any steps to ensure 
that the Investments referred 
to in this document are suita-
ble for any particular investor, 
and accepts no fiduciary du-
ties to any investor in this re-
gard, except as required by 
applicable laws and regula-
tions. Furthermore, 
BPCAL/Pictet HK Branch 
makes no representations and 
gives no advice concerning the 
appropriate accounting treat-
ment or possible tax conse-
quences of any Investment. 
Any investor interested in buy-
ing or making any Investment 
should conduct its own inves-
tigation and analysis of the In-
vestment and consult with its 
own professional adviser(s) as 
to any Investment including 
the risks involved. 
This document is not to be re-
lied upon in substitution for 
the exercise of independent 
judgment. The value and in-
come of any Investment men-
tioned in this document may 
fall as well rise. The market 
value may be affected by, 
amongst other things, changes 
in economic, financial, 

political factors, time to ma-
turity, market conditions and 
volatility, and the credit qual-
ity of any issuer or reference 
issuer. Furthermore, foreign 
currency rates of exchange 
may have a positive or adverse 
effect on the value, price or in-
come of any Investment men-
tioned in this document.  Ac-
cordingly, investors must be 
willing and able to assume all 
risks and may receive back 
less than originally invested.  
Past performance should not 
be taken as an indication or 
guarantee of future perfor-
mance and no representation 
or warranty, expressed or im-
plied, is made by BPCAL/Pic-
tet HK Branch regarding future 
performance. 
This document does not con-
stitute the investment policy 
of BPCAL/Pictet HK Branch, 
or an investment recommen-
dation, and merely contains 
the different assumptions, 
views and analytical methods 
of the analysts who prepared 
them. Furthermore, the infor-
mation, opinions and esti-
mates expressed herein reflect 
a judgment at its original date 
of publication and are subject 
to change without notice and 
without any obligation on 
BPCAL/Pictet HK Branch to 
update any of them.  
BPCAL/Pictet HK Branch may 
have issued or distributed 
other reports or documents 
that are inconsistent with, and 
reach different conclusions 
from, the information pre-
sented in this document. 
While the information and 
opinions presented herein are 
from sources believed to be 
reliable, BPCAL/Pictet HK 
Branch is not able to, and do 
not make any representation 
or warranty as to its accuracy 
or completeness. Accordingly, 
BPCAL/Pictet HK Branch ac-
cepts no liability for loss aris-
ing from the use of or reliance 
on this document presented 
for information purposes only. 
BPCAL/Pictet HK Branch re-
serves the right to act upon or 
use any of the information in 
this document at any time, in-
cluding before its publication 
herein.  
BPCAL/Pictet HK Branch and 
its affiliates (or employees 
thereof) may or may not have 
long or short positions in, and 
buy or sell, or otherwise have 
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interest in, any of the Invest-
ments mentioned herein, and 
may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this docu-
ment. BPCAL/Pictet HK 
Branch and their affiliates (or 
employees thereof) may act 
inconsistently with the infor-
mation and/or opinions pre-
sented in this document. 
The information used to pre-
pare this document and/or 
any part of such information, 
may have been provided or 
circulated to employees 
and/or one or more clients of 
BPCAL/Pictet HK Branch be-
fore this document was re-
ceived by you and such infor-
mation may have been acted 
upon by such recipients or by 
BPCAL/Pictet HK Branch. 
This document is provided 
solely for the information of 
the intended recipient only 
and should not be repro-
duced, published, circulated 
or disclosed in whole or in 
part to any other person with-
out the prior written consent 
of BPCAL/Pictet HK Branch.   
 
Singapore 
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not accred-
ited investors, expert investors 
or institutional investors as 
defined in section 4A of the 
Securities and Futures Act 
2001 (“SFA”) or any person or 
entity who is a citizen or resi-
dent of or located in any local-
ity, state, country or other ju-
risdiction where such distribu-
tion, publication, availability 
or use would be contrary to 
law or regulation or would 
subject BPCAL and any of its 
affiliates or related corpora-
tions to any prospectus or reg-
istration requirements. 
BPCAL is a wholesale bank 
regulated by the  Monetary 
Authority of Singapore 
(“MAS”) under the Banking 
Act 1970 of Singapore, an ex-
empt financial adviser under 
the Financial Advisers Act 
2001 of Singapore (“FAA”) and 
an exempt capital markets li-
cence holder under the SFA. 
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.  

 
Hong Kong  
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not “profes-
sional investors” within the 
meaning of the Securities and 
Futures Ordinance (Chapter 
571 of the Laws of Hong 
Kong) and any rules made 
thereunder (the “SFO”) or any 
person or entity who is a citi-
zen or resident of or located in 
any locality, state, country or 
other jurisdiction where such 
distribution, publication, 
availability or use would be 
contrary to law or regulation 
or would subject Pictet HK 
Branch and any of its affiliates 
or related corporations to any 
prospectus or registration re-
quirements. If you do not want 
Pictet HK Branch to use your 
personal information for mar-
keting purposes, you can re-
quest Pictet HK Branch to 
stop doing so without incur-
ring any charge to you.  
In distributing an investment 
product as agent for a third 
party service provider, Pictet 
HK Branch distributes the 
product for the third party ser-
vice provider and the product 
is a product of the third party 
service provider but not Pictet 
HK Branch. In respect of an el-
igible dispute (as defined in 
the Terms of Reference for the 
Financial Dispute Resolution 
Centre in relation to the Fi-
nancial Dispute Resolution 
Scheme) arising between Pic-
tet HK Branch and you out of 
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution 
Scheme process with you; 
however any dispute over the 
contractual terms of the prod-
uct should be resolved directly 
between the third party ser-
vice provider and you. 
 
Banque Pictet & Cie SA is a 
limited liability company in-
corporated in Switzerland. It is 
an authorized institution 
within the meaning of the 
Banking Ordinance and a reg-
istered institution (CE No.: 
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on 
securities) and Type 9 (asset 

management) regulated activi-
ties. The registered address of 
Pictet HK Branch is 9/F., 
Chater House, 8 Connaught 
Road Central, Hong Kong. 
 
Warning: The contents of this 
document have not been re-
viewed by any regulatory au-
thority in Hong Kong.  You are 
advised to exercise caution in 
relation to the offer.  If you are 
in any doubt about any of the 
contents of this document, 
you should obtain independ-
ent professional advice. 
Please contact Pictet HK 
Branch in Hong Kong in re-
spect of any matters arising 
from, or in connection with 
this document. 
 


