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Crude Language: Investor discretion is advised

By Ethan Currie & Taylor Schleich (with contributions from NBC’s Daniel Semenijuk)

Crude prices have soared andremainlofty, which has brought sovereign
bond yields decisively higher. Recast central bank pricing—in Canada
and abroad—is entirely consistent with this move as inflation expectations
are pointed higher, but mostly in the near-to-intermediate term. Longer-
term inflation swaps are better behaved, in contrastto how they reacted
in 2022. We expect policymakers to siftthroughthe energy noise in what
will be a busy week for rate-setting (BoC, Fed, BoE, ECB, BoJ all on tap).
While the RBA’s second consecutive hike was aided by this shock, we
expect other central banks not already pursuing tighter policy to caution
against the need for immediate restraint, while conceding the rise in
inflationary pressures and broader uncertainty. However, there’s still
justification for the renewed OIS tightening bias, in our view.

Zooming out, the war in the Middle East has effectively shut down the
Strait of Hormuz, supressing ~20MMb/d of crude and refined products.

While G7 reserves can offer a partial offset, inventory builds have been
muted in recentyears, andthe capacity to drawis limited inthe neartem,
and unable to bridge the supply gap. Geopolitical risk premia in crude are
likely to persist, evidenced in partby a futures strip pointed higher overall
(and flatter in more recent sessions).

The persistence of this supply shock will need to carefully be assessed
by central bankers, but the near-term impact will not go unnoticed. In
Canada, the highest pump price in two years could contribute upwards of
60 bps to March’s CPI print (to ~2.4%). We don’texpectheadline inflation
to cap there, either, as base effects from last year’s carbon tax removal
will also provide a boost in April. If recent economic data were the sole
driver, it’s likely that additional rate relief at the Bank would be priced.
Instead, broader volatility and inflation risks will provide a counterbalance
to softer indicators, keeping the BoC on the sidelines for 2026.

Did you know? NBC has a dedicated Commodity Strategy team! For best-in-class analysis, interested investors are encouraged to reach out to their sales representative for further information.

Chart 1: Crude price has soared on Middle East conflict...
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Chart 2: ...dragging up global interest rates with it
Change in 10Y and 2Y government bond yields since 27-Feb-2026
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Unlike Middle East episodes lastyearwhich caused crude to spike, this rally hasn't beenhanded back. Instead, WTI/ Brent have settled near multi-year highs for consecutive sessions. While rates
have managed to make back some ground, they remain elevated since the conflict began—with net oil importing nations hit particularly hard.

Chart 3: Strait of Hormuz activity has grinded to a halt
Transit trade volumes through the Strait of Hormuz

Chart 4: Markets expect stickier WTI as strip flattens
WTI oil futures contract pricing on select dates
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Tanker activity in the Strait of Hormuz has fallen offa cliff, suppressing ~20MM barrels/day of crude and related products. While we concedethat crude futures aren’t necessarily an indication of the
future spot level, flattening out the curve signals market anxiety about the stickiness of this price action. Indeed, even with G7 reserve intervention, global supply will remain under pressure.
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Chart 5: Central bank pricing has been sharply recast... Chart 6: ...as CPIl expectations up, but anchored long-term
Change in OIS-implied 1Y ahead central bank policy rates, since 27-Feb-2026 ~ USD inflation swap zero coupon 2Y and 10Y
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As energy prices trended lowerin 2025, central banks were largely spared from inflationary pressure here. This price shock has, unsurprisingly, pushed policy rate expectations higher as inflation is
set to run warmer globally. While market measures of expected inflation have risen in the near term, longer-dated inflation swaps (5Y+) remain wel anchored, unlike during previous crude shocks.

Chart 7: In Canada, evolution on Bank pricing no different Chart 8: Canadians to face highest pump prices since 2024
OIS-implied BoC policy rate path: Latest, pre-Iran conflict & Dec-2025 Canada regular gasoline average retail pump price (including tax)
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BoC repricing of late is second only to netenergy importers. If it weren'’tfor sharply higher prices at the pump, OlSwould likely be pricingin additiona rate relief—a better reflection of recentinflation
and employment data. If loftier gasoline prices are sustained, and price pressures spill to core inflation, it will become increasingly difficult for the Bank to look through this.

Chart 9: Energy will contribute big to March’s CPI print... Chart 10: ...but peak inflation to come later due to tax impact
Estimated contribution to Canadian March CPI from average gasoline prices Canadian headline CPI inflation and NBC forecast
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|f Canadian gasoline prices remain at current levels for the remainder of March, this could contribute up to 60bps to the monthly CPl advance (C9, middle bar). And whilethat's significant, we dont
expect the peak of this shock to be reflected in the March print. Combined with higher energy costs, the roll-off of last April’'s base effect (via theremoval of the carbon tax) suggests that the BoC
may be contending with headlineinflation near 3% yetagain. Assuming some moderationin the cost per barrel, we'dexpect the Bank toremain patiently on the sidelines for the remainder of 2026.
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