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From mild turbulence to full-blown energy shock — the Strait decides.

Disclaimer: This report is for informational purposes only and does not constitute investment advice. Market
conditions may change rapidly, and investors should conduct their own due diligence before making investment
decisions. Past performance is not indicative of future results.
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1. Executive Summary

This report frames the economic impact of a sustained closure of the Strait of Hormuz through three distinct oil price
scenarios. The analysis is grounded exclusively in citable statistical sources and peer-reviewed econometric
research.

1.1 Key Empirical Anchors:

This
[ ]

LNG Congestion Study (2024): A 1% increase in LNG carrier port congestion generates approximately

a 0.1% increase in energy inflation, establishing a direct statistical link between shipping logistics and price
pressure.

State-Dependent Oil Supply Shocks (2025): The macroeconomic impact of oil supply news shocks is
significantly greater during periods of high inflation and following negative shocks, with state-dependent
monetary policy transmission creating more severe policy trade-offs.

Time-Varying Pass-Through (2025): Households have become less sensitive to changes in both inflation and
crude oil prices when forming inflation expectations since 2000, with diminished transmission effects.

DBS Regional Analysis (2026): Quantified GDP and CPI impacts for Taiwan, Japan, and South Korea under
oil price scenarios, incorporating energy import dependence and industrial structure.

Atlas Institute Synthesis (2026): Comprehensive analysis of the 2026 Hormuz crisis, documenting ~20 million
b/d oil and ~20% of global LNG trade disruption, with Asian markets receiving 80-85% of Strait flows.

analysis provides:

Quantification of oil and LNG supply gaps under each scenario, derived from real-time crisis data.

Empirically derived translation of supply gaps into pump prices and headline CPI for the US, Taiwan, Japan,
and South Korea, based on peer-reviewed elasticities.

Projection of resultant inflation shocks onto policy rate trajectories, equity market valuations, and the US Dollar
Index.

2. Scenario Definitions and Probabilities

Oil Price

Scenario Outcome Probability Narrative Summary
. Disruption is brief; strategic stockpile releases effective;
il(’)l:vl gg:)b:lglg;:bsbrllear 20% LNG stress contained. Oil at $60~80 manageable for global
economy.
. Multi-week supply tightness; partial offset from reserves;
&?{f g;sz%s/gg\lvard 50% significant LNG stress materializes. UBS places severe-
outcome band at $100~120/bbl.
At or Exceeds Prolonged closure; VLCC timing cliff fully materializes;
GS High $150/bbl 30% severe and sustained LNG/power shock. Extreme scenarios
cited at $150 or higher/bbl.
3. Supply Gap Mechanics

3.1 Baseline Energy Market Mechanics

Disrupted Flow: Approximately 20 million barrels per day (b/d) of crude, condensate, and petroleum
products transit the Strait, representing ~20-25% of global seaborne oil trade.

LNG Volume: Approximately 20% of global LNG trade passes through the Strait, primarily from Qatar's
North Field.

Current Status (March 2026): Tanker traffic has collapsed by 70-90%. Insurers have withdrawn war-risk
coverage, with maritime insurance costs spiking by 50% and major carriers suspending transits.

Regional Distribution: 80-85% of oil and LNG passing through the Strait is destined for Asian markets
(China, India, Japan, South Korea).
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e US SPR Maximum Technical Draw: ~4.4 million b/d.
e JEA Coordinated Release: 400 million barrels total.

3.2 The VLCC Timing CIliff
e A cohort of Very Large Crude Carriers (VLCCs), laden prior to closure, successfully departed and will return
over 3—4 weeks.
e The critical "cliff" occurs when these vessels return to find terminals blocked and storage full, creating a
secondary supply reduction.

3.3 Regional Energy Exposure

Economy

Taiwan

Japan

South
Korea

India

China

Thermal power ~85% of generation; net fuel

Fossil fuels 87% of total energy use; 1.6

~1.7 million b/d through Strait; strategic

~2.6 million b/d from Gulf; 53% of imported

Middle East Oil Middle East LNG -y
Key Characteristics

Dependence Dependence
~70° ~20N°

70% 30% (Qatar) imports ~4% of GDP
_9%0 L

95% Significant million b/d through Strait
g0 L

68% Significant reserves ~200 days
~30% Limited oil from Middle East
~50% Limited

World's largest oil importer; >11 million b/d
imports, half from Middle East

4. Statistical Framework for Inflation Projections

4.1 Peer-Reviewed Econometric Sources

Source

LNG Congestion
Study (2024)

State-Dependent
Oil Supply Shocks
(2025)

Time-Varying
Pass-Through
(2025)

DBS Regional
Analysis (2026)

Empirical Finding

1% port congestion shock — 0.1% increase in energy
inflation (SVAR model, 3254 voyages, Jan 2018-Dec
2022)

Effects significantly greater in high-inflation regimes and
following negative shocks; state-dependent monetary
policy transmission

Households less sensitive to oil price changes since 2000;
diminished transmission to inflation expectations

Taiwan: oil $80— +0.4pp CPI, -0.3pp GDP; o0il $100—
+1.3pp CPL, -0.9pp GDP. Japan: 10% oil T — +0.2-0.4pp
CPI, -0.1-0.3pp GDP. Korea: 10% oil T — +0.3-0.5pp
CPI, -0.2-0.4pp GDP

Copyright 2026 HedgeSPA Pte. Ltd. All Rights Reserved.

Application

LNG-specific shock
amplification

Regime-specific
calibration; justification
for non-linear impacts

Conservative baseline
calibration; lower-bound
estimates

Regional CPI/GDP
elasticities



Source Empirical Finding Application

Atlas Institute /
UBP Analysis

Oil at $100 knocks 50 basis points off economic
growth and spikes inflation by 2 percentage points (UBP
estimate)

Cross-validation for
US/global impacts

4.2 Derivation Methodology

US Impacts: Calibrated using UBP estimate (o0il $100 — +2.0pp CPI) and time-varying pass-through literature
suggesting diminished but non-zero transmission. Scaled linearly with oil price movements.
Taiwan/Japan/Korea Impacts: Based directly on DBS regression-derived elasticities: 10% oil price increase
— 0.2-0.5pp CPI increase depending on economy.

LNG Amplification: Applied LNG congestion elasticity (0.1) to scenario-specific congestion assumptions,
with congestion levels estimated from current traffic reductions (70-87%).

State Dependency: High-inflation regimes amplify impacts per threshold SVAR evidence; applied to GS High
scenario.

5. CPI Impact: Regression-Based Estimates

5.1 Oil Price Scenarios and Pass-Through

Scenario Oil Price Level Oil Price Move (Brent) Assumed LNG Congestion
JPM Low $60~80/bbl +$5 (from $75) Minimal (traffic resumes)

UBS Mid $100~120/bbl +$45 Moderate (50-70% traffic)
GS High $150+/bbl +$75-$125+ Severe (prolonged closure)

5.2 Summary Impact Table (1-3 Month Horizon)

Scenario US Headline Taiwan Headline Japan Headline Korea Headline
CPI (pp) CPI (pp) CPI (pp) CPI (pp)
g;ﬁﬁfv +0.15-0.25 +0.4 +0.2-0.4 +0.3-0.5
g‘fﬁoﬁgo) +0.7-0.9 +1.3 +0.6-1.0 +0.9-1.3
gislgig)h +1.6-2.0 +2.0-2.5 +1.0-1.6 +1.5-2.0

Note: US estimates derived from UBP $100—+2.0pp baseline, scaled with time-varying pass-through adjustments.
Asian estimates extrapolated from DBS 10% elasticities.

5.3 Statistical Interpretation

US Impacts: UBP analysis indicates oil at $100 adds 2.0pp to CPI and reduces growth by 50bps. At $150,
applying state-dependent amplification yields 1.6-2.0pp range.

Taiwan Impacts: DBS estimates: $80 oil — +0.4pp CPI; $100 oil — +1.3pp CPI. Extrapolating to $150 using
DBS methodology yields +2.0-2.5pp, consistent with Taiwan's high energy intensity (net fuel imports 4% of
GDP).
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e Japan Impacts: 10% oil price increase — +0.2—0.4pp CPIL. At $150 (100% increase from $75), linear
extrapolation yields +2.0—4.0pp, but time-varying pass-through literature suggests diminished transmission,
justifying 1.0—1.6pp range.

o Korea Impacts: 10% oil price increase — +0.3—0.5pp CPIL. At $150, linear extrapolation yields +3.0-5.0pp,
but strategic reserves (~200 days) and diversified supply mitigate extreme impacts, yielding 1.5-2.0pp.

e LNG Congestion Amplification: LNG congestion elasticity (0.1) applies to energy inflation component. At
70-87% traffic reduction, energy inflation adds 7-8.7pp to energy component, translating to 0.7-0.9pp headline
impact in high-LNG-dependent economies.

6. Scenario Narratives

6.1 JPM Low Prediction Scenario ($60~80/bbl, 20% Probability)

e  Qil: Disruption contained; effective IEA/SPR intervention.

o  LNG: Brief stress; congestion minimal; no sustained train shutdowns.

e  CPI Impact: US +0.15-0.25pp; Taiwan +0.4pp; Japan +0.2—0.4pp; Korea +0.3-0.5pp.
e  Growth Impact: Manageable; oil at $80 not a major drag.

6.2 UBS Mid Prediction Scenario ($100~120/bbl, 50% Probability)

e  Oil: Multi-week deficit; Brent stabilizes around $100~120/bbl.

e LNG: Significant congestion (50-70% traffic reduction); LNG congestion elasticity activates.
e  CPI Impact: US +0.7-0.9pp; Taiwan +1.3pp; Japan +0.6—1.0pp; Korea +0.9-1.3pp.

e  Growth Impact: Oil at $100 reduces global growth by 50bps; $120 implies greater drag.

6.3 GS High Prediction Scenario ($150+/bbl, 30% Probability)

e  Qil: Structural shortfall; Brent at or exceeds $150/bbl; 20 million b/d removed from supply.

e LNG: Prolonged closure; severe congestion; LNG congestion effects fully materialize; European LNG supply
from Qatar severed.

e  CPI Impact: US +1.6-2.0pp; Taiwan +2.0-2.5pp; Japan +1.0—-1.6pp; Korea +1.5-2.0pp with state-dependent
amplification.

e  Growth Impact: Significant global recession risk; Iraq's Deputy PM cited $200—300/bbl scenario.

7. Six-Month Macro Translation

7.1 Policy Rate Outlook

Scenario US Fed Funds Japan (BoJ) Korea (BoK) Taiwan (CBC)
JPM Low Unchanged No change No change No change
UBS Mid +25 to +50 bps Mild tightening bias +25 bps +12.5 bps

GS High +75 to +100 bps Forced normalization +50-75 bps +25-50 bps

e State-dependent monetary policy transmission implies central banks face more severe trade-offs in high-
inflation regimes.
e Bank of Korea faces stagflation trade-off: 10% oil 1 — inflation +0.3—0.5pp, growth -0.2—0.4pp.

7.2 Equity Market Performance

Scenario US (S&P 500) Japan (TOPIX) Korea (KOSPI) Taiwan (TAIEX)
JPM Low 0% to +2% -2% to 0% -3% to -1% 2% to +1%
UBS Mid -8% to -12% -8% to -12% -12% to -15% -10% to -15%
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Scenario US (S&P 500) Japan (TOPIX) Korea (KOSPI) Taiwan (TAIEX)

GS High -15% to -20% -15% to -20% -20% to -25% -18% to -25%

Note: Current market declines as of March 9, 2026: KOSPI -5.95%, Nikkei -5.2%. Projections assume additional
downside if conflict prolongs.

7.3 Foreign Exchange: US Dollar Index (DXY)

Scenario DXY Direction Narrative

JPM Low 0% to +1% Mild risk-off; limited rate divergence

UBS Mid +2% to +4% Higher US yields; moderate risk aversion

GS High +5% to +8% Flight-to-safety; aggressive Fed tightening; Asia risk premium widens

Note: DXY currently at 99.31, +2.6% from a month ago. A higher DXY means a stronger USD.

8. Key Signals for Scenario Re-weighting

e Toward JPM Low: Rapid de-escalation; effective IEA/SPR intervention; normal loading resumes; congestion
falls below statistical thresholds.

e Toward UBS Mid: Partial SPR draw; some LNG curtailments with restarts within weeks; congestion enters
range where 0.1% elasticity becomes meaningful.

e Toward GS High: Closure extends beyond four weeks; multiple LNG trains shut indefinitely; visible power
stress in Asia; European LNG supply from Qatar severed; congestion effects compound with oil shock.

9. Conclusion

e  The JPM Low Prediction Scenario ($60~80/bbl, 20% probability) requires rapid normalization with
contained impacts consistent with low-end pass-through estimates.

e The UBS Mid Prediction Scenario ($100~120/bbl, 50% probability) remains the central case. It entails oil
and LNG shocks resulting in empirically-derived CPI pressure: US +0.7—0.9pp, Taiwan +1.3pp, Japan +0.6—
1.0pp, Korea +0.9—1.3pp.

e The GS High Prediction Scenario ($150+/bbl, 30% probability) represents tail-risk where regression-based
estimates suggest severe outcomes: US CPI +1.6-2.0pp, Taiwan +2.0-2.5pp. This would drive aggressive rate
responses, deep equity drawdowns, and sharp USD rally, with statistically documented transmission
mechanisms fully activated.

Appendix. Sources for Statistical Estimates

e  BusinessDay NG / UBP Analysis: Oil at $100, +2.0pp CPI, -50bps growth
https://businessday.ng/energy/article/oil-at-100-sparks-inflation-growth-trade-off-ubp/

e ScienceDirect / Journal of Macroeconomics: Time-varying oil price pass-through to inflation expectations
https://www.sciencedirect.com/science/article/pii/S0164070425000123

e  MDPI Commodities: LNG port congestion elasticity https://www.mdpi.com/2813-2432/4/1/2

e DBS Bank: Taiwan oil price scenario analysis https://www.dbs.com.sg/treasures/insights/articles/taiwan-oil-
price-scenario-analysis-mar-2026

e DBS Bank: Japan and Korea oil price sensitivity https://www.dbs.com.sg/treasures/insights/articles/japan-
korea-oil-sensitivity-mar-2026

e  Atlas Institute for International Affairs: Comprehensive Hormuz crisis analysis
https://www.atlasinstitute.org/hormuz-crisis-economic-impact-march-2026

e ScienceDirect / Energy Economics: State-dependent oil supply news shocks
https://www.sciencedirect.com/science/article/pii/S0140988325000897

e The Chosun Daily: Asian market performance, March 2026
https://www.chosun.com/economy/markets/2026/03/09/asian-markets-plunge-hormuz/
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