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Economic and market
implications for oil prices

What can higher oil prices mean for the
economy and markets?

Geopolitical risks often cause periodic market
volatility, but over time they have generally had
limited long-term market implications. Qil is often at
the epic-center of heightened geopolitical risk,
particularly when tensions originate in the Middle
East.

From an economic perspective, higher oil prices
may present headwinds across much of the
economy, although the magnitude of impact has
diminished over time. Higher oil prices can increase
costs for consumers, particularly for lower-income
households where a greater share of spending is
allocated to fuel. That said, we believe the
economy’s dependence on oil has declined
significantly over the years due to technological
innovation and energy-transition trends.

Another consideration is that higher oil prices may
contribute to inflationary pressures, which could
increase the likelihood of a tighter monetary policy
stance. The disinflation observed in recent years
has been partly supported by lower energy prices,
and sustained increases in oil and gas prices could
slow further disinflation to some extent. Overall, the
direct economic implications appear relatively
contained, though increased geopolitical uncertainty
may weigh on sentiment. Notably, consumer
sentiment is already relatively subdued, while
market sentiment has remained comparatively
strong, as reflected in valuations and equity market
leadership.

Market implications of geopolitical-driven oil price
moves have historically tended to be short-lived. A
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Recent geopolitical tensions involving Iran have renewed focus on oil prices and their
potential economic and market effects. Paul Kalogirou, Head of Client Portfolio

Management, Asia & Global Multi-Asset Solutions, shares latest views on it.

review of historical correlations suggests certain
asset classes have tended to perform differently
during periods of rising oil prices. Unsurprisingly,
the energy sector has shown the highest correlation
to oil prices. Broader energy exposure is often more
prevalent in value-oriented segments of the market
relative to growth-oriented segments. Industrials
have historically been the second most correlated
sector, reflecting their role in supplying equipment
to the energy industry, as well as exposure to
aerospace and defence, which may perform
relatively better during periods of geopolitical
tension.

From a factor perspective, higher oil prices have
tended to support income-oriented segments, which
often carry higher exposure to energy-related
businesses. Certain value-oriented equity
segments, including mid- and small-capitalisation
stocks, have also historically shown sensitivity to
rising oil prices. Some of these dynamics may
already be reflected in market pricing, given recent
style and sector performance.

Currency responses are less clear-cut. The U.S.
dollar has shown a modest positive correlation with
oil prices in recent years, reflecting the U.S.’s
increased role as an energy producer. Historically,
this relationship was negative, as higher oil prices
tended to benefit energy-importing regions more
than the U.S.

We would not typically expect to adjust broader
asset allocation views solely in response to
geopolitical events. While markets may experience
short-term reactions as investors attempt to price in
heightened uncertainty, these moves have often
proven temporary and may be less relevant for
longer-term investors.
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5-year monthly correlation with the Bloomberg WTI Oil Index
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Source: Bloomberg, Crude Oil Futures, Manulife Investment Management, 315 January 2026.
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Important Information

Manulife Investment Management is the global wealth and asset
management segment of Manulife Financial Corporation. The
information and/or analysis contained in this material have been
compiled or arrived at from sources believed to be reliable but
Manulife Investment Management does not make any
representation as to their accuracy, correctness, usefulness or
completeness and does not accept liability for any loss arising
from the use hereof or the information and/or analysis contained
herein. Neither Manulife Investment Management or its affiliates,
nor any of their directors, officers or employees shall assume any
liability or responsibility for any direct or indirect loss or damage
or any other consequence of any person acting or not acting in
reliance on the information contained herein.

This material was prepared solely for educational and
informational purposes and does not constitute a
recommendation, professional advice, an offer, solicitation or an
invitation by or on behalf of Manulife Investment Management to
any person to buy or sell any security. Nothing in this material
constitutes investment, legal, accounting or tax advice, or a
representation that any investment or strategy is suitable or
appropriate to your individual circumstances, or otherwise
constitutes a personal recommendation to you. The economic
trend analysis expressed in this material does not indicate any
future investment performance result. This material was
produced by and the opinions expressed are those of Manulife
Investment Management as of the date of this publication, and
are subject to change based on market and other conditions.
Past performance is not an indication of future results.
Investment involves risk, including the loss of principal. In
considering any investment, if you are in doubt on the action to
be taken, you should consult professional advisers.

Proprietary Information — Please note that this material must not
be wholly or partially reproduced, distributed, circulated,
disseminated, published or disclosed, in any form and for any
purpose, to any third party without prior approval from Manulife
Investment Management.
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their respective jurisdictions.
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Investment Management (Japan) Limited. Taiwan: Manulife
Investment Management (Taiwan) Co., Ltd. (Investment is not
protected by deposit insurance, insurance guaranty fund or other
protection mechanism in Taiwan. For the disputes resulted from
the investment, you may file a complaint to the Securities
Investment Trust & Consulting Association of the R.O.C. or
Financial Ombudsman Institution. License No. 110 Jin-Guan-
Cheng-Tou-Xin-001 "Independently operated by Manulife
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