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Better when cheaper 

A sustained period of $100+ oil prices will soon slow global GDP growth. J.P. 

Morgan Chase Bank economists estimate that a 10% rise in the price of oil damps 

growth by about 0.25% of a percentage point per year. Spot prices are up 15% 

this month and futures over 20% since December. What is particularly worrisome 

about these increases is that they occurred when prices were already high, near 

$90 per barrel. At the onset of each of the Gulf Wars, in contrast, oil prices were 

around $30. The chart below shows the real price of oil from 1970 and annual 

GDP. The periods of either very elevated prices or sharp increases clearly 

correspond with years of poor growth (blue bars).  

Much now depends on how long the turmoil in the region lasts. The run up in 

prices in 2008 as the credit crisis was unfolding lasted for five months. You can 

see 

The revolution shaking north Africa and the Middle East may affect 

far more people than the region’s citizens. The rapidly climbing 

price of oil will create both winners and losers across the world. 

We examine the impact to date on equity and bond markets and 

consider what the future may hold. 

Dan Morris 

Vice President 
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Exhibit 1: Oil prices and growth 

Blue bars indicate periods of below average growth. Real oil price based on WTI Cushing spot. Future 

contract is generic 1st „CO‟ future. Latest data 28 February 2011.  Source: World Bank, ICE, Bloomberg, 

J.P. Morgan Asset Management.   

Sustained high oil prices will 

drag on global GDP growth at 

a time when recoveries are 

weak in many countries. 
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see in Exhibit 1 how future prices are, unusually, much higher than spot prices. 

This is because supply hasn‟t yet been terribly affected and much of the concern 

is anticipatory rather than realised. While the change of leadership in Egypt may 

yet impact shipments through the Suez Canal, Libya is the only country where 

supply has actually fallen. Though an important supplier to Europe, Libya‟s daily 

production of 1.6m barrels is small relative to global supply. Saudi Arabia has 

already clearly signalled its willingness to make up the shortfall. The country‟s 

excess capacity of approximately 4m barrels per day will be significantly reduced, 

however, and if Libyan production is stopped there is little cushion left to make up 

another loss of oil supply elsewhere. 

Energy dependency 

Not all countries will be hurt equally by the increase in oil prices. It depends partly 

on how much energy a country consumes to produce a fixed amount of GDP. 

Much has been made of the improved energy efficiency of developed economies, 

that they are less vulnerable today than they were during the initial oil crises in the 

1970s. This is certainly true. The UK required 47% less energy in 2007 per $1,000 

of GDP than it did in 1980. (Interestingly, only eight out of 45 countries have 

become less efficient over this time, two of which are Greece and Portugal.) But 

energy intensity today will still matter for the relative performance of different 

countries. Exhibit 2 shows the 10 countries that use the greatest amount of 

energy compared to their domestic production, with the numbers on the far right 

giving the return of their equity markets compared to the MSCI AC World index 

since 18 February, when prices began their most recent dramatic rise.  

Two things are notable. First is that all but two of the countries shown are 

emerging markets. Though growth rates are certainly higher for emerging than for 
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Exhibit 2: Energy use in GDP production 

Kilogram of oil equivalent per $1,000 GDP (constant 2005 PPP). *Relative equity market return to MSCI 

AC World since 18 Feb 2011. Latest data 2007. Source:  World Bank, J.P. Morgan Asset Management. 

Libya is the first significant 

supplying country to be 

affected by the crisis but the 

gap should be filled by Saudi 

Arabia. 
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Countries have become more 

efficient in their use of oil over 

the years, but emerging 

markets are still intensive 

users. 
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developed economies currently, emerging markets are going to feel the burden of 

higher oil prices more keenly. Secondly, oil producers will clearly benefit from 

higher oil prices, regardless of the energy intensity of their domestic output. In the 

list above, Russia, Canada, Malaysia, and Thailand all produce more oil than they 

consume, and indeed their equity markets have generally performed better than 

the other countries listed. 

Paying the bill 

Another way to view which countries may benefit from higher oil prices and which 

may suffer is to look at how much a country exports and imports relative to its 

GDP. In the following table, we show the top (non-Middle Eastern) countries with 

substantial export and import percentages. Again, the equity markets of those 

countries with high export-to-GDP ratios have performed better than those who 

must import most of the oil they consume.  

 

 

*Return relative to MSCI AC World since 18 Feb 2011. Last data 27 February 2011. Source: CIA, J.P. 

Morgan Asset Management.   

Countries that have to import 

most of the oil they use may 

soon face painfully high bills. 

Rank Country Exports / GDP Relative Return* 

1 Norway 15.6% 3.1% 

2 Russia 12.8% 5.4% 

3 Colombia 3.5% 5.2% 

4 Malaysia 3.0% -0.4% 

5 Singapore 2.9% -0.2% 

6 Mexico 2.3% 0.2% 

7 Canada 1.8% 1.5% 

8 Denmark 0.9% 2.3% 

1 South Korea -7.6% -0.6% 

2 Philippines -5.6% -1.3% 

3 India -4.8% -0.8% 

4 Taiwan -4.7% -0.7% 

5 Chile -4.7% 0.5% 

6 Belgium -4.3% 0.1% 

7 Hong Kong -3.8% -0.1% 

8 South Africa -3.7% -2.1% 

Exhibit 3: Oil exports relative to GDP 



An (oil) spot of bother 

February 2011 

4 

Exhibit 4: Flows to emerging market equity funds 

3MMA = three month moving average. Latest data 23 February 2011. Source:  EPFR, J.P. Morgan Asset 

Management. 

Investors were already 

nervous about emerging 

markets prior to the latest 

crisis. Fund flows reflect rising 

worry. 

Fund flows 

Given the vulnerability of emerging markets to high oil prices, already existing 

worries about inflation, and the recent increase in risk aversion, it is not surprising 

that flows to dedicated emerging market equity funds have turned negative.  

Foreign investment can make up a significant percentage of the demand for 

emerging market equities, so if portfolio managers are required to sell some of 

their holdings to meet these redemptions it will be a further burden on local stock 

markets. So far, however, the MSCI Emerging Market Index has held up 

reasonably well.  

 

 

Mixed bonds 

Yields on core developed market sovereign debt have fallen just as sharply as the 

oil price has risen as investors react to the potentially weaker outlook for growth 

and seek safety in traditional haven assets. Yields for US Treasuries in particular 

have contracted, reaching 3.4% on the ten-year bond from 3.7% less than a 

month ago. Oil price rises could conceivably feed into the eurozone sovereign 

debt crisis if slower growth makes the repayment plans for the peripheral 

countries even more challenging. 

Normally, a higher oil price correlates with declining emerging bond index spreads 

as many oil producing countries are represented in the index and the increase in 

revenue directly aids government finances. This time, however, spreads have 

remained roughly flat because the country risk for the Middle East region has 

increased at the same time (see exhibit 5 on following page). The only oil 

producing countries that have seen a marked decline in spreads over the last 

month have been Russia and Ecuador. 
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Core sovereign bond yields 

have fallen as investors seek 
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Emerging market bond index 
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decline when oil prices rise; 

increased Middle East 

regional risk is mitigating this. 
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Exhibit 5: Emerging market bond spreads and oil prices 

EMBI = J.P. Morgan Emerging Markets Bond Index +. Latest data 27 February 2011. Source: ICE, J.P. 

Morgan Asset Management.   
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While the probability is still 

low for a significant slowdown 

in global growth due to high 

oil prices, the risk is real. 

Conclusion 

The recent surge in oil prices could pose significant problems for global growth 

and global equity markets if sustained. Inflation was already a concern for 

emerging markets and their economies are more energy intensive than developed 

economies. The equity and bond markets for oil exporters should naturally benefit 

from the higher revenue, though this will likely be concentrated in those countries 

outside of the Middle East region. Typical safe haven assets such as US 

Treasuries and the Swiss franc will rally as investors nervously await the outcome 

of current events. Everything depends on how widely the crisis spreads and how 

quickly the “new world order” is established. 
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