
Bianco Research L.L.C. 

An Arbor Research & Trading Company 
Independent · Objective · Original 

 

Volume 13, No. 140  1731 North Marcey, Chicago IL 60614 www.biancoresearch.com 

Market Facts 

Revisiting The Federal Reserve And Crude Oil After The Collapse 
By Howard L. Simons (847) 304-1511 

October 31, 2008 
 

 

We concluded a July Market Facts on the relationship 
between crude oil prices and monetary policy: 

If there is a connection between monetary policy 
and crude oil, it may come on the income elasticity 
side: Monetary stimulus led to increased consumer 
demand in the U.S. and elsewhere, which was 
satisfied by Chinese and other producers who 
demanded more energy in the process.  Otherwise, 
the argument can be dismissed out of hand. 

This same conclusion was reaffirmed in our most 
recent Commentary. 

We noted in that same July Market Facts that crude oil 
prices had risen 50% and the dollar index had fallen 
5.2% since a previous observation.  As crude oil prices 
have declined close to 55% since mid-July and the 
dollar index has risen 17.6% over the same period, we 
should revisit the question of whether higher crude oil 
prices are attributable to monetary policy. 

This asymmetric gearing suggests those who had 
equated crude oil price strength with dollar 
weakness were guilty of small-sample 
misinterpretation. 

The long-term comparison between crude oil 
expressed in either current or constant 1983 prices 
(thin and hatched red lines, respectively, both charts) 
and the dollar is statistically unstable over time.  Of 
course, traders always have a decision whether to be 
profitable in their execution or to be correct in their 
analysis, and there is no doubt trading crude oil and 
the dollar/euro exchange rate as if they were linked 
causally was profitable after August 2007. 

The same observation applies to a map against the 
forward rate ratio between three-month LIBOR and 
ten-year Treasuries (thick blue line, right-hand chart).  
The action in the yield curve since 2001 has included 
two violent steepenings, an equally pronounced 
flattening and now a sudden steepening.  A casual 
observer might conclude monetary policy is being 
made and re-made on a daily basis, perhaps hourly. 

The break in crude oil prices in July occurred six 
weeks after the June flattening of the yield curve.  The 
yield curve began to re-steepen three weeks ago; if all 
we need to trade crude oil successfully is this yield 
curve, we should look for higher crude oil prices by 
Thanksgiving. 

Are Crude Oil And The Dollar Related?
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Are Crude Oil And The Yield Curve Related?

0

10

20

30

40

50

60

70

80

90

100

110

120

130

140

150

M
ay

-8
3

M
ar

-8
4

D
ec

-8
4

O
ct

-8
5

A
ug

-8
6

M
ay

-8
7

M
ar

-8
8

Ja
n-

89
O

ct
-8

9
A

ug
-9

0
Ju

n-
91

M
ar

-9
2

Ja
n-

93
N

ov
-9

3
A

ug
-9

4
Ju

n-
95

A
pr

-9
6

Ja
n-

97
N

ov
-9

7
A

ug
-9

8
Ju

n-
99

A
pr

-0
0

Ja
n-

01
N

ov
-0

1
S

ep
-0

2
Ju

n-
03

A
pr

-0
4

Fe
b-

05
N

ov
-0

5
S

ep
-0

6
Ju

l-0
7

A
pr

-0
8

W
es

t T
ex

as
 In

te
rm

ed
ia

te
, $

 / 
B

ar
re

l (
Th

in
 R

ed
 L

in
e)

0.990

0.992

0.994

0.996

0.998

1.000

1.002

1.004

1.006

1.008

1.010

1.012

1.014

1.016

1.018

1.020

Fo
rw

ar
d 

R
at

e 
R

at
io

, 3
M

-1
0Y

 (T
hi

ck
 B

lu
e 

Li
ne

)

WTI
$Current And $1983

(Left Scale)
Forward Rate Ratio, 3M-10Y

(Right Scale)

 
Conclusion 

Even though crude oil prices may have exhibited some 
modest correlation to both the dollar index and to the 
yield curve since July, the simplest explanation is all 
three measures were affected by the global financial 
crisis far more than they affected each other.  The 

crisis led to a drop in industrial demand, to a closure of 
dollar carry trades and to abrupt changes in monetary 
policy simultaneously and has led to coincidental 
correlation. 
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