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FX Focus 

Oil shock and AXJ FX: Framing the impact 
of escalation 

 

• The Israel/US strikes on Iran have triggered a joint oil and risk shock, 
lifting Brent, strengthening the USD and weighing on sentiment, 
with dispersion rather than uniform weakness seen across AXJ FX. 
 

• Historical episodes show that the duration and scale of oil 
production losses can determine whether FX moves are tactical and 
reversible or more longer lasting. 

 

• Our oil- and risk-beta framework suggests KRW and PHP can be 
more exposed if disruption proves prolonged, but de-escalation 
could see sharp reversals. 

 
Oil shock hits AXJ FX 
 
The recent Israel and US strikes on Iran have reintroduced a geopolitical 
risk premium into energy markets, with markets focused on potential 
disruption to oil supply flows through the Strait of Hormuz. Brent crude 
oil rose sharply in the immediate aftermath, repricing both supply risk 
and shipping constraints. At the same time, the USD firmed while Asian 
currencies had weakened. Volatility has risen noticeably across 
emerging market FX with EMFX vol catching up sharply to G7 FX vol, 
underscoring how oil shocks tend to disproportionately affect net oil 
importing FX. The initial reaction reflects two overlapping forces: a 
higher oil price acting as a terms-of-trade shock for net oil importer FX, 
and a broader risk-off impulse favouring USD liquidity. 
 
Oil shocks disproportionately affecting net oil importer FX 

 
Source: Bloomberg, OCBC Group Research 
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Duration of oil supply disruption can affect AXJ impact 
 
One of the key considerations is the duration factor. Markets may be 
able to absorb a short-lived spike in oil prices, particularly if physical 
flows remain intact. What tends to generate more durable FX repricing 
is sustained disruption that translates into tangible production losses.  
 
Historical supply shocks illustrate this clearly. Episodes such as the early 
phases of Russia-Ukraine war in 2022 initially saw about 3.5mbpd of 
peak supply loss (but later revised to 1 – 1.5mbpd) while 2019 attack 
on Saudi infrastructure saw peak supply loss at 5.7mbpd. The current 
episode in Iran is the worry of closure of Straits of Hormuz, which could 
potentially see supply loss of up to 20%. This has yet to happen at time 
of writing (5 Mar).  
 
The fear of tighter global oil supply can keep oil prices elevated in the 
interim and when oil price spikes are prolonged, they tend to be 
inflationary and growth-negative, reinforcing USD strength and 
weighing on AXJ FX. 
 
Peak production loss in past geopolitical oil shock episodes since 2000  

 
Source: Various sources including EIA, IEA, Energy.gov, AP, OCBC Group 
Research estimates 

 
Lessons from past geopolitical oil shocks 
 
Looking across past geopolitical events, three patterns stand out. First, 
oil typically spikes immediately on headline escalation, but the 
persistence of that rally varies considerably depending on whether 
production losses materialise. Saudi Abqaiq 2019 and twelve-day war 
in 2025 saw sharp spikes within days but fully retraced about 2-3 weeks 
later as output was quickly restored. Iraq war in 2003 saw brent eased 
after invasion because prices were already elevated from pre-invasion 
risk premium. Libya 2011 saw brent spike and stay elevated because 
loss in output lasted for months while oil market then was already tight. 
Russia-Ukraine war that started in 2022 saw double price spike 
(geopolitical risk premium persisted amid sanctions, re-routing delays, 
etc.) before prices eased off after several months later. 
 

Start Episodes Peak supply loss (mbpd)

Feb-2026 US/Israel-Iran war up to 20 est

Jun-2025 Twelve-day war 1.6

Feb-2022 Russian-Ukraine war 1 - 1.5

Sep-2019 Saudi Abqaiq/Khurais attack 5.7

Feb-2011 Arab spring and Libya civil war 1.5

Mar-2003 US invasion of Iraq 2.3

Dec-2002 Venezuela strike 3
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Oil price spikes can fade if production loss is brief 

 
Source: Bloomberg, OCBC Group Research 

 
Third, Asia FX performance is dispersed rather than uniform. Currencies 
with high external energy dependence or strong risk sensitivity tend to 
underperform more, while relatively defensive currencies show greater 
resilience. Historical evidence suggests that FX weakness in oil-
importing economies has tended to persist when oil price spikes are 
sustained and coincide with broader risk-off conditions, rather than 
when oil price moves prove short-lived. 
 
AXJ FX moves (% vs USD) in past geopolitical-led oil shock episodes 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Bloomberg, OCBC Group Research 
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Quantifying AXJ sensitivities to oil and risk sentiment 
 
To move beyond anecdote, we estimate FX sensitivities to oil prices and 
risk sentiment using OLS regressions. Oil sensitivity is estimated by 
regressing daily log changes in FX-USD pairs on Brent crude prices, 
while controlling for global equity performance (MSCI equities) and 
broad USD movements (DXY). Risk sensitivity is estimated by regressing 
daily log changes in FX-USD on VIX as a proxy for global risk sentiment. 
The sample uses daily data from March 2023 to March 2026 capturing 
recent market dynamics and volatility regimes. This framework allows 
us to isolate two distinct transmission channels: (1) a terms-of-trade 
channel through oil prices, and a (2) sentiment channel through equity 
volatility. For ease of interpretation, the estimated coefficients are 
scaled to reflect the FX response to a 10% change in Brent prices and a 
20% change in the VIX. 
 

 
Note: The scatter highlights relative sensitivities and directional tendencies 
across currencies. It should not be interpreted as a mechanical relationship, 
where a given oil move implies a fixed FX response. Actual FX outcomes will 
also depend on broader USD dynamics, risk sentiment and policy reactions. 
Source: Bloomberg, OCBC Group Research estimates 

 
The regression results show that amongst AXJs, KRW and PHP exhibited 
greater negative oil and risk beta, suggesting they tend to weaken more 
when oil prices rise and when global volatility increases. This 
combination reflects the dual pressures faced by many oil-importing 
economies during geopolitical shocks which saw higher energy import 
costs alongside deteriorating risk sentiment.  
 

INR and IDR also displayed negative oil sensitivities, indicating that 
higher crude prices can weigh on these currencies through the import 
bill channel, though their sensitivity to risk sentiment appears 
somewhat more moderate in comparison. 
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For MYR, the picture is somewhat nuanced. While the regression shows 
                   , M       ’                      mm       x       
means that higher oil prices can potentially also support the broader 
commodity complex and improve terms of trade. This can provide 
some offset to MYR during periods of oil-driven market stress, even 
though the currency may still soften in broader risk-off environments 
given its exposure to global sentiment and portfolio flows. 
 
TWD and THB displayed relatively stronger sensitivity to global risk 
sentiment compared              .  WD’                            
highlights its sensitivity to global equity cycles and portfolio flows. In 
episodes where global equities correct sharply, TWD 
underperformance can exceed what oil fundamentals alone would 
imply. THB also displayed high sensitivity to risk sentiment, suggesting 
that THB can potentially weaken more noticeably when VIX rises. This 
m                 HB’   x                     ourism demand. 
 
SGD exhibits comparatively modest oil sensitivity but slightly more 
negative beta to risk sentiment. While SGD may not be as directly 
affected by oil price swings, its currency can still respond to broader 
shifts in risk sentiment and the USD. For SGD, the transmission from oil 
prices tends to operate less through the external balance channel and 
more through inflation and monetary policy expectations. Energy 
                          m                        ’                   , 
both directly through fuel and utilities costs and indirectly through 
transportation, logistics and broader supply chains. 
 
This relationship is highlighted in MAS’  Special Feature in the October 
2022 Macroeconomic Review1 and BIS paper2 found that increases in 
global energy and agricultural prices accounted for more than two-
thirds of MAS Core Inflation pressures in mid-2022, underscoring the 
                     m                                  ’            
dynamics. 
 
Past policy episodes illustrate how shifts in global energy prices can 
influence monetary policy for Singapore. In January 2015, when global 
oil prices collapsed (about 60% in 2H 2014) and weakened the inflation 
outlook, MAS took an unexpected off-cycle decision to reduce the slope 
of the S$NEER policy band, effectively easing policy. Conversely, during 
the 2021–2022 tightening cycle, MAS tightened policy multiple times 
as inflation surged amid rising global commodity prices, supply chain 
disruptions and strong domestic demand. 
 
 
 

 
1 Monetary Authority of Singapore (MAS) (2022): "Effects of higher global input costs on prices in Singapore", Macroeconomic Review 
2 BIS Papers No. 142 (2023): Inflation and labour markets 
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Looking further back, MAS also tightened policy during 2010–2011 as 
inflation accelerated amid strong economic growth, rising domestic 
costs and higher global commodity prices, including oil (brent surged to 
>$120/bbl in 2011). 
 
Today, global oil markets appear less structurally tight, although the 
risk of sustained price increases cannot be ruled out if geopolitical 
tensions lead to supply disruptions. At this stage, it may still be early to 
                 m                        ’                   . H      , 
a more persistent rise in energy prices could eventually influence 
inflation expectations and, by extension, the monetary policy stance 
may even see adjustments via the S$NEER policy band (not base case 
for now but not ruling out the risk).  
 
     m         x           GD’                                            
appeared relatively contained, as oil price shocks tend to influence the 
currency primarily through inflation expectations and potential MAS 
policy adjustments, rather than through the direct terms-of-trade 
channel seen in many regional peers. 
 
 
CNH displayed a slightly different profile compared with many regional 
peers. The regression shows a small positive sensitivity to oil prices, 
suggesting the currency can even see modest benefit when crude rises, 
potentially reflecting spillovers from the broader commodity complex 
         ’                 .           m    m ,  NH       x          
negative sensitivity to global risk sentiment, indicating that the 
currency tends to weaken when volatility rises. Overall, the magnitude 
of both sensitivities appears relatively modest compared with other 
Asia FX. This likely reflects the more managed nature of the exchange 
rate regime, where policy guidance can dampen volatility.  
 
While RMB may therefore move less sharply during global shocks, its 
direction still plays an important signalling role for the region. RMB 
stability can partially mitigate against broader AXJ stress, while RMB 
weakness can amplify it. There were initially some suspicion that 
policymakers maybe sending signals of moderating the pace of RMB 
appreciation after PBOC's decision to cut risk reserve ratio for forward 
FX sales to zero (27 Feb 2026). However, the subsequent fixing this 
week shows a slight pick-up in setting a stronger RMB fix instead. 30d 
rolling average change in the USDCNY fix rose to -33pips (vs. -27 pips a 
month ago). Continued trend in maintaining a strong fix should bring in 
relative stability in RMB, and that should help to partially mitigate 
against AXJ softness. 
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Slight pick-up in setting a stronger CNY fix in recent sessions 

 
Source: Bloomberg, OCBC Group Research 

 
AXJ FX remains differentiated 
 
Overall, the results suggest that the impact of an oil-driven geopolitical 
shock on Asia FX is likely to be heterogeneous rather than uniform. 
Currencies such as KRW, PHP can be more exposed to twin oil and 
sentiment shocks, TWD and THB may be more driven by shifts in risk 
sentiment while RMB, SGD may display more balanced responses to oil 
and risk shocks. 
 
The dominant transmission channel whether through oil prices and 
shifts in sentiment will likely determine the degree of performance 
dispersion across AXJ FX.  
 
A contained shock that sees minimal oil supply shock and risk sentiment 
stabilising would likely result in two-way FX trade and partial 
retracement of initial losses. By contrast, prolonged disruption leading 
to material production losses would reinforce the dual oil-and-risk 
shock dynamic, leaving AXJs with negative oil and negative risk betas 
more exposed. 
 
Conclusion 
 
Developments remain fluid and the outlook for AXJ FX will largely 
depend on how the geopolitical situation evolves. A key consideration 
is the duration and scale of potential oil supply disruption. If tensions 
in the Middle East ease and risks to shipping routes and production 
remain contained, the oil risk premium could unwind relatively quickly. 
In such a scenario, some of the recent weakness in higher-beta Asian 
currencies could reverse as risk sentiment stabilises. 
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Conversely, a deeper escalation that materially disrupts oil production 
or shipping flows through the Strait of Hormuz could keep crude prices 
elevated for longer. A sustained supply shock would reinforce pressure 
on net energy-importing Asian economies through growth, inflation 
and sentiment channels, weighing on regional currencies. 
 
Beyond geopolitics, the global monetary policy backdrop remains 
another important driver. A stronger USD environment could add 
further pressure on regional currencies, particularly if US rates remain 
higher for longer. On the other hand, clearer signs of Fed easing or 
stabilisation in global financial conditions could help anchor sentiment 
across AXJ FX. 
 
At the same time, policymakers across the region have moved quickly 
to reassure markets. Authorities from Korea to Indonesia have signalled 
readiness to stabilise FX markets through communication and liquidity 
measures. Some central banks including the RBI           ’   B       
indicated leaning against excessive currency volatility, while Korean 
policymakers have highlighted a KRW100tn market stabilisation 
programme aimed at supporting financial markets and easing liquidity 
stress if needed. Such proactive steps can help offset some of the near-
term pressures on AXJ FX. This morning, BSP Governor Remolona told 
Bloomberg TV (6 Mar) that oil prices at $100 per barrel may cause 
inflation rate to rise and breach BSP’s “tolerance range” of up to 4%. He 
added that oil prices, at 10% higher than before, remain manageable 
but if oil prices rise 50%, “then that’s going to be something we have to 
deal with more strongly”. 
 
 
Overall, FX moves in geopolitical episodes are rarely linear. An earlier-
than-expected de-escalation could see oil prices retrace and allow 
some of the recent FX weakness to reverse. Ultimately, the severity and 
persistence of the conflict and whether it translates into sustained 
physical supply disruption will remain one of the key determinants for 
AXJ FX. 
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This report is solely for information purposes and general circulation only and may not be published, circulated, reproduced or distributed in whole or in part to any other 

person without our prior written consent. This report should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities/instruments 

mentioned herein or to participate in any particular trading or investment strategy. Any forecast on the economy, stock market, bond market and economic trends of 

the markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained herein has been 

compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in this report is not untrue or misleading 

at the time of publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it without first 

independently verifying its contents. The securities/instruments mentioned in this report may not be suitable for investment by all investors. Any opinion or estimate 

contained in this report is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 

objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever 

is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or estimate. This 

report may cover a wide range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on personal investing or 

financial planning. Accordingly, it should not be relied on or treated as a substitute for specific advice concerning individual situations. Please seek advice from a 

financial adviser regarding the suitability of any investment product taking into account your specific investment objectives, financial situation or particular needs before 

you make a commitment to purchase the investment product. In the event that you choose not to seek advice from a financial adviser, you should consider whether 

the investment product mentioned herein is suitable for you. Oversea-Chinese Banking Corporation Limited (“OCBC Bank”), Bank of Singapore Limited (“BOS”), OCBC 

Investment Research Private Limited (“OIR”), OCBC Securities Private Limited (“OSPL”) and their respective related companies, their respective directors and/or 

employees (collectively “Related Persons”) may or might have in the future, interests in the investment products or the issue rs mentioned herein. Such interests include 

effecting transactions in such investment products, and providing broking, investment banking and other financial or securities related services to such issuers as well as 

other parties generally. OCBC Bank and its Related Persons may also be related to, and receive fees from, providers of such investment products. There may be conflicts 

of interest between OCBC Bank, BOS, OIR, OSPL or other members of the OCBC Group and any of the persons or entities mentioned in this report of which OCBC Bank 

and its analyst(s) are not aware due to OCBC Bank’s Chinese Wall arrangement. This report is intended for your sole use and information . By accepting this report, you 

agree that you shall not share, communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained 

herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, 

subsidiary entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance o r similar. In particular, you agree not 

to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the Markets in Financial Instruments 

Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as 

implemented in any jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by you or any Relevant Entity with any law, rule, 

regulation, guidance or similar (including, without limitation, MiFID II, as implemented in any jurisdiction). 

 

The information provided herein may contain projections or other forward looking statements regarding future events or future performance of countries, assets, markets 

or companies. Actual events or results may differ materially. Past performance figures are not necessarily indicative of future or likely performance. 

 

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the message enclosing the report (or responsible for 

delivery of the message to such person), you may not copy or deliver the message and/or report to anyone. Opinions, conclusions and other information in this 
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