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Executive Overview

Oil-driven inflation resurgence is delaying Fed
easing, driving Treasury yields higher, tightening
financial conditions, and introducing measurable
downside risks to U.S. GDP growth trajectory.

The latest macroeconomic developments indicate a synchronized tightening
across financial conditions, inflation dynamics, labor markets, and monetary
policy. The Federal Reserve’s March 18, 2026 decision to hold rates at 3.50%-
3.75%, coupled with projections of only one rate cut in 2026, confirms a

sustained higher-for-longer policy stance driven by persistent infiation risks.

This is reinforced by February PPl data, which rose 0.7% month-over-month,
signalling renewed upstream price pressures, particularly from energy and
services. Simultaneously, the labor market remains structurally tight, with
JOLTS job openings rising to 6.9 million, indicating continued wage pressures
and demand resilience.

The most significant macro shock has been the surge in oil prices above $100
per barrel, triggering a sharp selloff in U.S. Treasuries and pushing the 10-
year yield toward 4.3%. This has tightened financial conditions, increased
mortgage rates above 6.2%, and introduced measurable downside risks to
U.S. GDP, estimated at 0.25%-0.5%.

Collectively, these developments signal a shift from disinflation expectations
toward renewed inflation risks, delaying monetary easing and reinforcing a
restrictive macroeconomic environment.
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Fed Holds Policy Firm

March 18 decision holds rates at 3.75%, reinforcing higher-for-longer

amid inflation persistence.

The Federal Reserve, in its March 18,
2026 FOMC decision, maintained the
federal funds target range at 3.50%-
3.75%, marking a continued pause
following prior cycles. The updated
Summary of Economic Projections
signals a median policy rate
expectation of 3.6% for end-2026,
implying only one 25 bps cut over the
year, compared to earlier expectations
of a more accommodative easing path.

Core PCE inflation is projected at 2.8%
for 2026, remaining above the Fed’s 2%
target, while real GDP growth is
forecast at 1.8%, indicating controlled
but resilient economic activity. The
unemployment rate projection stands
at 41%, reflecting a still-tight labor
market.

The Fed explicitly highlighted “elevated
inflation risks” and external
uncertainties, including energy price
volatility, as constraints on policy
easing. Financial conditions have
tightened, with Treasury yields and
mortgage rates adjusting upward post-
announcement.

This reinforces a restrictive monetary
policy regime, where rate cuts are
contingent on sustained disinfiation
rather than forward guidance shifts.
The policy stance underscores the
Fed'’s prioritization of inflation control
over growth acceleration in the current
macroeconomic environment.

Figure 1: Federal Funds Target Range-Upper Limit
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Producer Prices Accelerate Again

February PPl rose 0.7% MoM, signalling upstream inflation pressures
re-emerging across goods and energy.

The U.S. Producer Price Index (PPI) for February 2026 increased 0.7% month-over-
month, up from 0.5% in January, marking a sequential acceleration in upstream price
pressures as reported by the Bureau of Labor Statistics on March 14, 2026. On a year-
over-year basis, final demand PPl stands at 2.1%, reflecting renewed inflationary
momentum after prior moderation.

The monthly increase was primarily driven by a 1.2% rise in goods prices, with energy
components contributing significantly amid rising crude benchmarks. Core PPl excluding
food and energy also advanced 0.3% MoM, indicating broad-based cost pressures
beyond volatile categories. Services inflation remained firm, rising 0.6% MoM,
particularly in transportation and warehousing costs, reinforcing supply chain-linked
pricing pressures.

Figure 2: Producer Price Index
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The data signals a potential pass-through effect into CPI over subsequent months,
complicating the disinflation trajectory. Importantly, rising input costs coincide with
elevated oil prices, amplifying margin pressures across manufacturing and industrial
sectors. This PPI print aligns with the Fed’s cautious stance, reinforcing expectations
that inflation normalization remains incomplete and sensitive to commodity price
volatility.
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Labor Demand Reaccelerates

Sharply

January JOLTS openings rose to 6.9 million, indicating persistent labor

market tightness and wage pressures.

The Job Openings and Labor Turnover
Survey, released March 2026, reported
6.9 million job openings for January, up
from 6.5 million in December 2025,
marking a significant reacceleration in
labor demand. The job openings rate
increased to 4.1%, while the hires rate
remained stable at 3.7%, indicating
steady employment absorption
capacity.

Notably, the quits rate held at 2.2%,
reflecting continued worker confidence
in labor market conditions. The ratio of
job openings to unemployed persons
remains elevated at approximately 1.3x,
well above pre-pandemic averages near
1.0x, highlighting persistent labor
supply-demand imbalance.

Figure 3: U.S. JOLTS Job Openings
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Sectoral gains were concentrated in
professional services, healthcare, and
construction, indicating continued
strength in both cyclical and structural
employment segments. This rebound in
job openings challenges the narrative
of labor market cooling and suggests
ongoing wage pressures, particularly in
services-driven sectors.

The data reinforces the Fed’s concern
that labor market tightness may sustain
inflation above target levels.
Consequently, labor market continues
to maintaining upward pressure on real
wages and consumption while
complicating the broader disinfiation
process.
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Oil Shock Reshapes Markets

Oil above $100 drives yields to ~4.3%, with GDP impact estimated at
negative 0.25%-0.5%.

Global oil prices surged above $100 per barrel in March 2026, driven by geopolitical
disruptions linked to the Iran conflict and supply risks in the Strait of Hormuz. This
represents an increase of over 40% within a two-week period, significantly altering
global inflation expectations. The macroeconomic transmission has been immediate:
U.S. Treasury yields rose sharply, with the 10-year yield reaching ~4.28%-4.30%, while
short-duration yields approached 3.8%, reflecting a broad bond market selloff.

Rising oil prices have increased inflation expectations, leading to repricing of the Federal
Reserve’s policy path and a delay in expected rate cuts. The U.S. government is
evaluating Strategic Petroleum Reserve releases to stabilize supply, highlighting policy
sensitivity to energy-driven inflation.

Figure 4: Crude Oil Price
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Economically, sustained oil prices above S100 per barrel are estimated to reduce U.S.
GDP by approximately 0.25% to 0.5%, primarily through reduced consumer purchasing
power and higher input costs. Concurrently, higher yields have driven mortgage rates
above 6.2%, tightening financial conditions and slowing housing demand. The oil shock
thus represents a multi-channel macro disruption, simultaneously impacting infiation,
monetary policy, bond markets, and real economic growth.
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analytics, enabling clients to enhance
decision precision and operational
efficiency. Our team focuses on
delivering measurable outcomes
through insight-driven strategies,
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theses, improve capital allocation, and
unlock long-term value across dynamic
global markets.
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