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US Daily: Lower Oil Prices Won't Offset Much of the Effects of Tariffs
on Inflation, Inflation Expectations, and Growth (Rindels)

Oil prices have fallen by $20 since mid-January, reflecting OPEC supply
increases and expectations for softer demand on the back of the weaker growth
outlook, and our commodities strategists expect prices to decline further over
the rest of 2025 and 2026. We assess the impact of lower oil prices and their
scope for dampening the effects of tariffs on inflation, inflation expectations, and
GDP growth.

Lower oil prices will weigh on consumer energy prices, which will slow headline
inflation and offset a small share of the inflationary impact of tariffs. The
contribution of energy prices to yearoveryear headline PCE inflation has already
fallen from roughly 0.05pp in January to -0.2pp in March, and under our energy
strategists’ forecasts, we expect it to remain at about -0.2pp over the rest of
2025.

Consumer inflation expectations tend to be very sensitive to changes in gasoline
prices. However, tariff anxieties have recently driven a large surge in consumer
inflation expectations despite the modest offsetting downward pressure from
the decline in gasoline prices so far, and we expect that the further decline in
gasoline prices that our energy strategists forecast would offset only a bit more
of it.

Lower gasoline prices will offset some of the tax-like hit to real disposable
income growth from tariffs, which will in turn boost consumption growth.
However, lower oil prices will also weigh on energy capex. While energy capex
has become less sensitive to changes in oil prices than during the shale boom
last cycle, the net effect of the consumption boost and the capex drag will still
likely be only a modest boost to GDP growth.
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Lower Qil Prices Won't Offset Much of the Effects of Tariffs on Inflation,
Inflation Expectations, and Growth

Qil prices have fallen by $20 since mid-January, reflecting expectations for softer
demand on the back of the weaker growth outlook and supply increases from both
OPEC and non-OPEC ex-US shale projects, and our commodities strategists expect
prices to decline further over the rest of 2025 and 2026." We assess the impact of lower
oil prices and their scope for dampening the effects of tariffs on inflation, inflation
expectations, and GDP growth.

Lower oil prices will weigh on consumer energy prices, which will slow headline
inflation and offset some of the inflationary impact of tariffs. As shown in the left panel
of Exhibit 1, after combining the decline in oil prices that has already happened with our
energy strategists’ latest forecasts, we expect yearoveryear PCE energy inflation to
average roughly -3.5% over the rest of 2025.

The right panel of Exhibit 1 shows that the contribution of energy prices to
year-overyear headline PCE inflation has already fallen from roughly 0.05pp in January to
-0.2pp in March, and under our energy strategists’ forecasts, we expect it to remain
about -0.2pp over the rest of 2025. But this drag is much smaller than the boost from
tariffs, and we therefore expect yearoveryear headline PCE inflation to rise from 2.3%
currently to 3.3% in December 2025 and 2.7% in December 2026.

Although core prices exclude energy components, lower oil prices still spill over to
several non-energy categories. Our |atest update of our commodity passthrough model
suggests that the impact of commodity prices on year-overyear core PCE inflation
would range between -0.05pp to -0.10pp through the end of this year if oil prices
remained around current levels. Accounting for our strategists’ forecast of further
declines in oil prices, we would expect the impulse on core inflation to fall by another
0.03-0.05pp (corresponding to a rule of thumb of a roughly 4bp drag on core PCE per
10% decline in oil prices).

T Our commodity strategists expect Brent/WT] oil prices to decline to $60/56 for the remainder of 2025 and
$56/52 in 2026.
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Exhibit 1: Lower Qil Prices Will Weigh on Consumer Energy Prices, Though This Will Only Offset a Small Share of the Inflationary Impact of

Tariffs
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*Incorporates our commodities strategists' latest retail gasoline price forecasts.

Source: Goldman Sachs Global Investment Research, Bureau of Economic Analysis

Consumer inflation expectations tend to be very sensitive to changes in gasoline prices,
which have declined modestly in recent weeks. However, tariff anxieties have recently
driven a large surge in consumer inflation expectations despite the modest offsetting
downward pressure from the decline in gasoline prices so far, and we expect that the
further decline in gasoline prices that our energy strategists expect would offset only a
bit more of it.

We use simple regressions to estimate the sensitivity of short-term inflation
expectations to changes in retail gasoline prices. The results suggest that the recent
decline in gasoline prices could have weighed on short-term expectations by about
0.1pp on average, and that the size of the drag could grow to roughly 0.3pp on average
this year if gasoline prices follow our strategists’ forecast.

Exhibit 2: Lower Gasoline Prices Could Offset Some of the Rise in Short-Term Inflation Expectations from Tariffs
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*Based on our commodities strategists' retail gasoline price forecasts.

Source: Goldman Sachs Global Investment Research, Energy Information Administration, University of Michigan, Federal Reserve, The Conference Board
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growth and consumption growth from tariffs. Assuming prices decline in line with our
strategists’ forecasts, our oil consumption model suggests that the oil impulse on
consumption growth would average roughly +0.1pp over the next year. We expect real
consumption growth of +1.2% on a Q4/Q4 basis in 2025 and +1.9% Q4/Q4 in 2026.

Exhibit 3: Lower Gasoline Prices Will Offset Only a Small Part of the Tax-Like Hit to Real Disposable
Income Growth from Tariffs
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Source: Goldman Sachs Global Investment Research, Bureau of Economic Analysis

While lower oil prices will boost real disposable income and real consumer spending,
they will also weigh on energy capital expenditures from lower oil prices. As we
discussed previously, the recent shift toward publicly traded producers and heightened
focus on investor returns has led to reduced sensitivity of energy capex to oil prices (left
panel of Exhibit 4), and we estimate that a $10/barrel decline weighs on GDP growth
over the next year via energy capex by 0.05pp today vs. 0.15pp a decade ago.

We estimate that the oil impulse to capex growth will be a roughly 0.05pp drag on
average over the rest of 2025, reflecting our energy equity analysts’ expectations for a
small decline in capex this year driven by the recent oil price volatility and a slower pace
of final investment decisions. While both effects are small, we estimate that the net
impulse from lower oil prices via consumption and capex will be a roughly 0.1pp boost
to GDP growth over the rest of 2025 (right panel of Exhibit 4).
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Exhibit 4: Energy Capex Has Become Less Sensitive to Changes in Qil Prices, but the Modest Hit from Lower Prices Will Offset a Bit of the
GDP Boost via Consumption
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Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at
https://www.theocc.com/about/publications/characterrisks.jsp and https://www.fiadocumentation.org/fia/regulatory—disclosures/fia—uniform—
futures—and—options—on—futures—risk—disclosures—booklet—pdf—version—2018. Transaction costs may be significant in option strategies
calling for multiple purchase and sales of options such as spreads. Supporting documentation will be supplied upon request.

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by Goldman Sachs Global
Investment Research may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g.,
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our

research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related
services) that may be available to you, please contact your GS representative or go to https://research.gs.com.

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY
10282.

© 2025 Goldman Sachs.

You are permitted to store, display, analyze, modify, reformat, and print the information made available to you via this service only for your own use.
You may not resell or reverse engineer this information to calculate or develop any index for disclosure and/or marketing or create any other derivative
works or commercial product(s), data or offering(s) without the express written consent of Goldman Sachs. You are not permitted to publish, transmit,
or otherwise reproduce this information, in whole or in part, in any format to any third party without the express written consent of Goldman Sachs.
This foregoing restriction includes, without limitation, using, extracting, downloading or retrieving this information, in whole or in part, to train or
finetune a machine learning or artificial intelligence system, or to provide or reproduce this information, in whole or in part, as a prompt or input to any
such system.
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