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Why Oil is a Binary Risk 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 

 
“To be a Jedi is to face the truth and choose. Give off light or darkness, Padawan”– Master Yoda 

 

Binary Risk: Oil is by and large turning out to be a binary risk. That’s to say; 

 

a) Either elevated and “sticky” oil prices due to exceptional supply-side uncertainty imposed by the 

war in Ukraine results in more profound and prolonged inflation that compels far more 

aggressive Fed tightening (and consequent risks) on one hand. 

 

b) Or on the other, sharp plunge in Oil prices amid recession fears (induced by brutal Fed tightening) 

exacerbates the downturn, ultimately forcing the hawkish Fed to suspend tightening, if not make 

a violent, bearish swerve; potentially too late to avert a hard-landing. 

 

Dog or Tail?: To this end, determining whether Oil is the “dog” or the “tail” is critical to discern at a time 

when the Fed has “unconditionally” committed to fight inflation; and is consequently undertaking 

tightening (rate hikes and QT) with unprecedented ferocity, thereby risking an inadvertent recession.  

 

Specifically, the question of interest is whether oil is the “dog” wagging the inflation “tail”, consequently is 

setting Fed up for an aggressive tightening path, or the “tail” wagged sharply lower by recession fear dog, 

which inevitably accompanies the Fed’s Volcker-esque response to inflation shocks. 
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Sticky Oil & Inflation: For now, it appears that Oil is the dog given perceptibly, if not significantly, 

“stickier” Oil prices (vis-à-vis industrial metals) on the way down amid recession fears (See Chart above). 

This “stickiness” arguably reflects war, and attendant uncertainty, premium.  

 

Fact is, despite recent price declines in response to recession risks, taking directional cues from other 

commodities, oil prices are unequivocally and unusually elevated (up ~42% YTD as well as since the Sep 

FOMC); consistent with inflation risk risks that feed into vehemently hawkish Fed response.  

 

Tipping Tendencies on a Narrow Path: Crucially, “tipping tendencies” in Oil, whereby sticky Oil prices 

suddenly collapse with short notice renders Oil a binary risk; liable to lurching from one extreme to 

another.  

 

Admittedly, there may be an argument for adjustments in Oil feeding back to inflation and policy response 

that helps achieve a highly desirable “soft-landing”. But neither historical precedent (See Chart below) nor 

the “reflexive” nature of oil dynamics, exaggerated in a pro-cyclical manner by financial 

channels/contagion risks, provide favourable odds for such an ideal outcome.  

 

Instead, tipping tendencies are consistent with binary risks in Oil that simultaneously feed off and into 

a narrowing path for a soft-landing. Echoes of Master Yoda’s allusions to the Jedi’s choice between two 

extremes resonate with Oil’s binary risks.    
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Important Information 
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independent research department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed 
to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of 
investment research.  
 
Disclaimer 
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relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.  
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information, data or any computations based thereon are accurate or complete. This publication provides general background information 
only. It is information in summary form and does not purport to be complete. This publication has been prepared for information purposes 
only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other advice of any kind and all recipients 
of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability 
of any security, commodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy 
herein described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into 
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within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US, 
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or service or serve as a recommendation to take or refrain from taking any particular course of action or participate in any trading or other 
strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets, businesses 
or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a 
disclosure document under applicable laws, rules, regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its 
affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any contract or 
commitment whatsoever.  Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this 
publication or its contents or for any errors or omissions herein. 
Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions 
contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any 
securities mentioned herein or derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of 
those securities or financial instruments. 
 
All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts, 
projections or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future 
results. Opinions stated in this publication are subject to change without notice. Future results may materially vary from such opinions, 
forecasts, projections or forward-looking statements. The information contained in this publication may not be current due to, among other 
things, changes in the financial markets or economic environment. Mizuho has no obligation to update any information contained in this 
publication. Past performance is not indicative of future performance.  
 
This is a strictly privileged and confidential publication. This publication contains information addressed only to a specific individual and is not 
intended for distribution to, or use by, any person other than the named addressee or any person or entity in any jurisdiction or country where 
such distribution or use would be contrary to law or regulation. Save with Mizuho’s prior written consent, you may not disclose, divulge, 
reproduce or furnish any information contained herein to any other party. Please notify the sender immediately if you have mistakenly 
received this publication. 
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