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We're staring down the fourth major economic shock since 2019 - COVID, the war in Ukraine, sweeping new
U.S. tariffs, and now the war in Iran.

For good reason, the past few weeks have brought back memories of the inflation surge in early 2022, which
was exacerbated by the surge in oil prices due to the war in Ukraine. However, as important as the similari-
ties are to 2022, it’s also important to take stock of what is different.

A Commodity Shock

With the Strait of Hormuz closure effectively shutting off 20% of the world’s oil supply, oil prices have surged
again, with Brent crude up 50% since military strikes began on Feb. 27th. WTI prices are up roughly 59% (at
the time of writing).

Chart 1 shows U.S. energy price indexes. While oil has nearly retraced its post-pandemic highs, U.S. natural
gas prices remain well below 2022 levels.

That said, risks are to the upside as this year’s oil disruption could be more prolonged and substantial than
2022. The region around the Persian Gulf is responsible for nearly 28% of global production, a far greater
share of energy production than Russia in 2021 (~11%).

The risk is that oil prices stay higher for longer (see our outlook for details) as ramp up and repair timelines
for key oil infrastructure delay the return of product to market, keeping supply constrained.

Chart 1: Oil Prices Jump, But Nat Gas Gains Are
Relatively Subdued
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* For Canada and the U.S., the good news is that
the economy is in a considerably different posi-
tion than it was in 2022.
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Chart 5: Labour Market Is Significantly Looser

Job Opening Rate, %
February 2022

Canada

e United States

2015 2017 2019 2021 2023 2025

Source: U.S. Bureau of Labor Statistics, StatCan, TD Economics.

Chart 6: Input Prices Growth Hooks Higher in March
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Chart 7: Supply Chains Are Starting Off In Much
Better Shape
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This was indicative of margin pressure accumu-
lating for firms. At that time, robust labour de-
mand and ample consumer savings meant that
firms could pass on higher costs to consumers
with less fear about losing market share.

The demand side of the equation is also differ-
ent. By 2022, successive waves of fiscal stimu-
lus and lockdown measures had left households
with large savings that were deployed as restric-
tions were lifted. That is no longer the case.

The labour market is also not as tight as it was
back then. By late 2021 and early 2022 the labour
market was drum tight, with high levels of job
switching and strong wage growth (Chart 5). De-
mand was outstripping supply for many goods.
As a result, order backlogs were also plentiful,
with businesses and consumer waiting for prod-
ucts. These circumstances created fertile condi-
tions for firms to be able to pass on additional
costs without fear of losing market share.

That said, we're starting to see the effects of
higher oil prices on supply chains. Flash PMI
data for March are available for the U.S. and
the euro area (Chart 6). Input prices (that had
already started rising faster to end 2025) nota-
bly accelerated in March. The effect (unsurpris-
ingly) was most pronounced in Europe, where
exposure to Brent crude and LNG prices is high.

Supply chains were starting March 2026 on
much better footing than 2022. Order back-
logs were in much better shape than in 2022,
and manufacturer supplier delivery times are
elongating only marginally (Chart 7). However,
the notable deterioration in European supplier
delivery timelines through the first few weeks of
March is certainly worth monitoring and could
be a sign of things to come. But things would
need to get a lot worse to match the same ef-
fects from 2021-2022.
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What Does This Look Like for Inflation

The initial shock to energy prices is playing out right now at the pump. Airfares (critically exposed to jet fuel
prices) are expected to respond quickly as well. Whether flows through the Strait of Hormuz resume shortly,
or if the disruption worsens will determine how far the prices pressures spread to other goods and services.

Although the North American economy is not in the place of large excess demand as it was to start 2022, the
U.S. economy is performing better than Canada, suggesting less slack and more upside potential for inflation.

Inflation in the U.S. was running above the Federal Reserve’s target even before the war. Core CPl inflation is
cruising at 3.0% on a three-month annualized basis, and core PCE at 3.7%. On a six-month basis the figures
are 2.3% and 3.1%, respectively. Core PCE inflation is the Fed’s preferred metric.

In Canada, measures of inflation breadth suggest price pressures are significantly lower now than in late
2021 (Chart 8). The average of the Bank of Canada’s measures of core inflation (trim and median) is run-
ning 1.0% and 1.7% on a three- and six-month annualized basis. Together with a softer labour backdrop, and
downbeat economic sentiment, it suggests that there is less scope for broader price gains than in 2022.

The supply-demand balance between the two countries is notably different. Downbeat demand in Canada,
and some upside to CAD from higher energy prices, are expected to provide some insulation from more
persistent core inflation.

Of course, higher inflation risks remain ever-present. U.S. officials reportedly informed G-7 countries that the
conflict could last another two to four weeks. This would further exacerbate the oil shortage and pressure
prices higher. As we highlighted in our recent forecast, the higher path for energy prices would seep into the
rest of the economy, pushing core prices higher and resulting in demand destruction.

The wild card in all of this is whether inflation expectations remain in check. Even during the run-up in
2022, central bank credibility remained intact. Thus far, there is little evidence yet to expect a different
outcome in 2026.

Chart 8: Inflation Breadth Continues to Shrink
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