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Oil market risks in the spotlight

Oil prices have risen due to
increased tensions in the 
Middle East; however, prices 
are still within the range 
occupied in 2019 and the 
latest move should have 
limited impact on global 
growth

Looking ahead, fears of a 
further escalation in US-Iran 
tensions are likely to keep 
prices supported, although 
global oil market dynamics 
can act as a buffer to any 
potential short-term supply 
disruptions

Our views

Recent events in the 
Middle East highlight that 
we are living in an “age of 
uncertainty”. However, 
barring a further major 
escalation in tensions, we 
think the potential 
negative shock to the 
global economy and risk 
assets is likely to be 
limited. Overall, we think 
a pro-risk investment 
strategy continues to 
make sense

Oil prices rise on increased tensions in the Middle East
On the back of heightened US-Iran tensions, Brent crude prices have risen by around 3% since 2 
January to just above USD68/bbl, having also breached the USD70/bbl mark for the first time 
since May 2019. Meanwhile, perceived safe-haven assets have rallied, with gold prices edging up 
to levels last seen in early 2013. Nevertheless, oil prices remain within the USD55-75 range 
occupied during 2019 (Figure 1), while equity markets have proven fairly resilient (the MSCI World 
Index is broadly flat year-to-date in US dollar terms).
An increase in oil prices of this magnitude is unlikely to have a material impact on global economic 
growth, although some economies are more affected than others. For example, a number of 
developed markets (DMs) are significant net importers of oil, and therefore are likely to be hit by 
higher import costs (Figure 2). 
For emerging markets (EMs) the picture is 
more nuanced. Those most exposed to 
rising oil prices include China, India, and 
South Korea. On the other hand, the likes 
of Saudi Arabia, Russia, Mexico and
Nigeria are major net oil exporters.
Higher oil prices will also contribute to an 
increase in y/y energy price inflation in the 
coming months. If the Brent price remains 
around current levels in January, this will 
represent c.15% y/y increase; in October, 
the Brent price was falling at a 25% y/y 
pace. The contribution from the oil price to 
headline inflation rates is thus set to switch 
from negative (a modest drag on inflation) 
to positive (a modest boost to inflation).

What next?
Looking ahead, fears of a further escalation 
in tensions are likely to keep prices 
supported. Iran has the capacity to disrupt 
oil facilities in the Middle East as well as 
shipping routes (the Straits of Hormuz is a 
chokepoint for regional exports). A broader 
regional conflict that pulls in other major oil 
producers (namely Iraq) is also a risk. 
However, global oil market dynamics can 
act as a buffer to any potential short-term 
supply disruptions: the US, Saudi Arabia 
and China have large strategic reserves, 
while the US shale industry has reduced 
US dependency on imported oil (Figure 3). 
There is also some spare capacity among 
OPEC producers to cover disruptions. 
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Figures 1-3: Brent crude price, and oil self-sufficiency

Source: US Energy Information Administration (EIA), Macrobond. 
The oil self-sufficiency index is oil production less consumption, 
divided by consumption. A figure of -1 implies a country is 
entirely dependent on imported oil. Data as at 8 January 2020.
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Market Considerations
Recent events in the Middle East highlight that we are living in an “age of uncertainty”. Indeed, in our 2020 outlook we advocated an overweight 
position in commodities (mainly oil and gold) as a hedge against sudden increases in geopolitical risk. 
However, barring a further major escalation in tensions between the US and Iran, we think the upside risk to higher oil prices and, therefore the 
potential negative shock to economies and risk assets is likely to be limited. In particular, global policymakers remain sensitive to downside 
economic news and, as shown in 2019, are likely to be willing to support growth and market sentiment if needed. Overall, we think a pro-risk 
investment strategy continues to make sense but we are monitoring events closely.
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Important information:

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for 
any purpose. All non-authorized reproduction or use of this document will be the responsibility of the user and may lead to legal 
proceedings. The material contained in this document is for general information purposes only and does not constitute advice or a 
recommendation to buy or sell investments. Some of the statements contained in this document may be considered forward looking 
statements which provide current expectations or forecasts of future events. Such forward looking statements are not guarantees of 
future performance or events and involve risks and uncertainties. Actual results may differ materially from those described in such 
forward-looking statements as a result of various factors. We do not undertake any obligation to update the forward-looking 
statements contained herein, or to update the reasons why actual results could differ from those projected in the forward-looking 
statements. This document has no contractual value and is not by any means intended as a solicitation, nor a recommendation for 
the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions 
expressed herein are those of HSBC Global Asset Management Global Investment Strategy Unit and HSBC Securities (USA) Inc. 
at the time of preparation, and are subject to change at any time. These views may not necessarily indicate current portfolios’ 
composition. Individual portfolios managed by HSBC Global Asset Management primarily reflect individual clients’ objectives, risk 
preferences, time horizon, and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. Past performance contained in this document is not a reliable indicator of future performance while any 
forecasts, projections and simulations contained herein should not be relied upon as an indication of future results. Where overseas 
investments are held the rate of currency exchange may cause the value of such investments to go down as well as up. 
Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in some 
established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, accordingly,
have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative 
currency values and other protectionist measures imposed or negotiated by the countries with which they trade. These economies 
also have been and may continue to be affected adversely by economic conditions in the countries in which they trade. Mutual fund 
investments are subject to market risks, read all related documents carefully. Please consider the investment objectives, risks, 
charges and expenses carefully before investing. The prospectus, which contains this and other information, can be 
obtained by calling an HSBC Securities (USA) Inc. Financial Advisor or call 888-525-5757. Read it carefully before you 
invest.

Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member 
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: OE67746. 
HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are provided by 
unaffiliated third parties and offered through HSBC Insurance Agency (USA) Inc., a wholly owned subsidiary of HSBC Bank USA, 
N.A. Products and services may vary by state and are not available in all states. California license #: OD36843. Investments, 
Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any of its affiliates; Not FDIC 
insured or insured by any federal government agency of the United States; Not guaranteed by the bank or any of its 
affiliates; and subject to investment risk, including possible loss of principal invested. 

All decisions regarding the tax implications of your investment(s) should be made in consultation with your independent 
tax advisor.
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