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Impact of elevated global oil prices

Snapshot Summary...

Growth resilience during past oil price shocks was largely cyclical, not
structural. We have seen episodes of Malaysia’s strong GDP performance
during periods of high global oil prices, reflecting favourable business-
cycle conditions.

The inflationary impact of high global oil prices is heavily influenced by
government intervention, where fuel subsidies and price controls
significantly shield pass-through effects to consumers. As such,
Malaysia’s inflation volatility is much lower than that of its regional peers.
As Malaysia no longer holds the net oil exporter status, more evidently in
the post-pandemic era. If fiscal space tightens, future oil price increases
could have a more meaningful drag on growth amid rising inflation.
Malaysia’s labour market impacts are likely to remain limited.

Introduction

#WhatWeThink

31 March 2026

Macroeconomic Variables

Real GDP

(y/y%) 5.2 45
Inflation (y/y%) 1.8 14 1.8
Unemployment

Rate (%, 3.3 3.0 29
average)

IR (b 300 275 275
period-end)

*Forecast by AmBank Economics
Sources: Department of Statistics Malaysia (DOSM), Bank
Negara Malaysia (BNM), AmBank Economics

e Clobal oil prices, once again, took centre stage following the US-Israel-Iran war. It took about a week to

respond strongly to the war; alas, Brent crude futures hit USD100.46 per barrel on 12 March, marking a 9.2%
spike on that day. While the world grapples with the inflationary impact of high global oil prices, all eyes are
on Malaysia, which has shown resilience in navigating such shocks in the past.

The present circumstances are distinct, not only because of Malaysia’s fiscal position and status as a net oil
importer, but, perhaps more importantly, because the global oil market today is heavily hampered by supply
disruptions amid the closure of the Strait of Hormuz.

The objective of this research note is only to ascertain the impact of elevated global oil prices on Malaysia’'s
macroeconomic imperatives, excluding the supply disruption. The latter is unprecedented, with no credible
historical records for us to fall back on. As such, the paper is intended to examine the price effects only.

This research note delves into historical accounts of the impact on GDP, inflation, and the labour market.
Overall, we opine that Malaysia has historically fared relatively well during periods of elevated global oil prices,
which were largely driven by context-dependent rather than structural factors. However, as Malaysia has
become a net oil-importing economy since 2014, and consecutively post-pandemic, the weakening fiscal
buffer from oil revenues is making the economy more exposed to the cyclicality of global oil prices.

While we expect the government to moderate inflation pass-through and labour market impact during the
current environment, higher global oil prices present a downside risk to growth with an upside risk to inflation,
which departs from past records of a broadly neutral or supportive shock in the past.
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Exhibit 1: GDP growth vs. Brent

150 e Brent, USD per barrel 20.0
e GDP yly% - RHS
135 15.0
120
10.0
105 /
90 N\~ f Voo Lot - A= - ——— y— e~ 5.0
long-term average : /
. 0,
75 GDP growth: 4.7% | 0.0
60 / Oil prices sustained
above USD100 per Russia-Ukraine conflict ~ -5-0
45 barrel between 2011- broke out, straining
mid 2014, GDP growth global supply chains, -10.0
30 Pre-GFC sustained above long- but did not halt GDP
term average most of rebound from economic 450
15 the time reopening following
0 pandemic lockdowns 20.0
C O - NMO TR D ON DD DO N N®T LI O~ ®©®®EO O s N®S SR
S 8883888888888 8SsSSsSsSssSsococsoo0o558383839g98 8 8
AN AN AN &N AN AN AN AN &N AN AN AN N &N AN AN AN &N &N AN &N &N &N &N N &N N &N &N N N &N N N N
00 g0ggo0o000C0c0g0ggo0go00ggogg0cg0g0g0gC0cgogggogoo0cggaggogogogag
- < M N «~ F MO N v < O N v~ F O N «~ F O N «~ < MO N v~ MO N < O N - < oo

Sources: DOSM, AmBank Economics

GDP

Historical data showed Malaysia’s economy has generally held up well during
past episodes of elevated global crude oil prices. During these periods, GDP
growth averaged 5.8%, outperforming most regional peers (see Exhibit 2).
However, this resilience should be interpreted in light of prevailing economic
conditions and settings, and may not fully reflect a structural ability to absorb oil
price shocks.

These episodes often coincided with the economy operating close to, or at, the
peak of the business cycle, when underlying demand was already strong.
Private consumption and investment expanded by an average of 7.7% and
8.8%, respectively. The 2007-08 oil price shock, for instance, was followed by a
sharp downturn during the Global Financial Crisis (GFC), which explains the
marked decline in growth in the subsequent year (y+1) illustrated in Exhibit 1.

Malaysia’s earlier position as a net oil exporter also provided an additional
buffer. Elevated crude oil prices boosted fiscal revenues, enabling the
government to extend fiscal support, while stronger activity in the oil and gas
sector generated broader economic spillovers. At the same time, fiscal policy
appeared to have prioritised growth stabilisation, with fiscal support deployed to
cushion the impact of external shocks.

Notably, in level terms, national output during the 2022-24 oil shock - stemming
from the Russian-Ukrainian conflict - tracked slightly below its long-term trend
(see Exhibit 3). While this period overlapped with the gradual reopening of the
economy following pandemic lockdowns, the adverse impact remained present,
albeit modest. This suggests that fiscal support and Malaysia’s status as an oil
producer provided a meaningful cushion.

AmBank Economics 2



AmBank Group

Exhibit 2: GDP growth among ASEAN-5 nations, %

However, as Malaysia has been a net oil importer in most years since 2014 (10
out of 12 years), the transmission of oil price shocks has become more mixed.
A reduced contribution from oil-related revenues will likely weaken this natural
buffer. Future oil price shocks may have a more pronounced impact on growth
if fiscal space becomes more constrained.

Exhibit 3: GDP growth in different periods, index.
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Inflation

While Malaysia’s inflation has tended to rise above its long-term average during
episodes of elevated global oil prices, the magnitude of the increase depends on
the extent of government interventions, particularly through subsidies and price
controls, which limit the cost pass-through to consumers.

Historical experience illustrates this clearly (see Exhibit 4). During the 2007-08 oil
price crisis, when the government reduced fuel subsidies to ease fiscal pressures,
inflation peaked at 8.5%. In contrast, in episodes where subsidies were largely
maintained and price controls were actively implemented (2010-14, 2022),
inflation peaked at 3.5% and 4.2%, respectively. Both the level and volatility of
inflation have generally been lower than those of its regional peers.

Although the immediate impact may be limited, movements in the producer price
index (PPI) will eventually feed into consumer price inflation. This is because PPI
captures changes in manufacturers’ production costs, which are gradually
transmitted along the supply chain to consumers. (see Exhibit 7).

To assess the extent of this pass-through, we use an impulse response function
(IRF) to examine how shocks to PPI affect current and future Consumer Price
Index (CPI) values. The outcome indicates that PPl does exert a short-term
impact on CPI (see Exhibit 8, top-right chart). In particular, a one-standard-
deviation shock to the PPl would increase CPI within three months, then gradually
decline in the subsequent months.

In short, higher oil prices present upside risks to our 2026 inflation forecast of
1.8%. However, we expect the impact to be contained, given continued
government fuel price subsidies and a stronger ringgit.
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Exhibit 4: Consumer price inflation vs Brent
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Exhibit 7: PPl and CPI causality test

Exhibit 8: IRF - PPI CPI interaction
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Labour Market

Sources: DOSM, Eviews, AmBank Economics

Past data showed that Malaysia’s unemployment rate is not affected much, as it
lingers around 3%, which headlines suggest indicates the labour market is
stabilising. However, we notice that the employment rate dropped during these
periods, perhaps as the labour force shrank faster than the number of jobs lost.
Labour force drop could be due to people who might be (a) stop or give up
searching for new jobs, (b) retire, (c) continue studying, among others.

As we break down the employment rate to analyse how each industry performed
during the challenging periods, we noticed that, in post-COVID Malaysia, higher
oil prices coincided with stronger manufacturing employment, which benefited
directly from reopening and exports. This is because the economy was
transitioning from suppression to expansion, allowing demand recovery to
outweigh the energy cost effect following the Russia-Ukraine war. Meanwhile,
agriculture and construction faced structural and cost constraints, which muted
employment growth. Also, Malaysia’s direct oil and gas employment remains
small, given that it is a capital-intensive industry.

That said, higher oil prices could push unemployment higher. Still, historical
evidence suggests the impact was modest, as the unemployment rate remained
below 4% throughout most periods, except during the COVID-19 pandemic. In
other words, this may reflect labour market flexibility, supportive macroeconomic
policies, or sectoral buffers that mitigated the transmission of oil price shocks.
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Exhibit 9: Unemployment rate and employment growth vs Brent
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Exhibit 10: Employment by sectors vs Brent
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DISCLOSURE AND DISCLAIMER
This report is prepared for information purposes only, and it is issued by AmBank (M) Berhad (“AmBank”) without regard to your individual financial
circumstances and objectives. Nothing in this report shall constitute an offer to sell, warranty, representation, recommendation, legal, accounting or tax
advice, solicitation, or expression of views to influence any one to buy or sell any real estate, securities, stocks, foreign exchange, futures, investment, or
other products. AmBank recommends that you evaluate a particular investment or strategy based on your individual circumstances and objectives and/or
seek financial, legal, or other advice on the appropriateness of the particular investment or strategy.

The information in this report was obtained or derived from sources that AmBank believes are reliable and correct at the time of issue. While all reasonable
care has been taken to ensure that the stated facts are accurate and the views are fair and reasonable, AmBank has not independently verified the information
and does not warrant or represent that it is accurate, adequate, complete, or up-to-date, and it should not be relied upon as such. All information included in
this report constitute AmBank's views as of this date and are subject to change without notice. Notwithstanding that, AmBank has no obligation to update its
opinion or information in this report. Facts and views presented in this report may not reflect the views of or information known to other business units of
AmBank's affiliates and/or related corporations (collectively, “AmBank Group”).

This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or republished for any purpose without
AmBank’s prior written consent. AmBank, AmBank Group and its respective directors, officers, employees, and agents (“Relevant Person”) accept no liability
whatsoever for any direct, indirect, or consequential losses, loss of profits and/or damages arising from the use or reliance of this report and/or further
communications given in relation to this report. Any such responsibility is hereby expressly disclaimed.

AmBank is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The Relevant Person may provide services to
any company and affiliates of such companies in or related to the securities or products and/or may trade or otherwise effect transactions for their own
account or the accounts of their customers which may give rise to real or potential conflicts of interest.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should have regard to the laws of
the jurisdiction in which you are located.

If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to form part of this disclosure and
disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer will not be affected.
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