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Oil Is a Hundred Dollars and Nobody Cares
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Oil is a hundred and two dollars. I keep writing that down to see if it looks less strange the next

time. It was fifty-six in the first week of January.

The ten-year Treasury closed today at 5.00%, the highest print of the year, long bonds are sitting on
their 2026 low like they’ve been told to wait there, the Fed has cut rates 70 basis points in twelve
months anyway, gold went up a thousand dollars and came all the way back, and the S&P 500, two
per cent off its August high, has moved more than two per cent in a day exactly four times this year.

Four. Last year it managed fourteen.

That last number is the one I can’t leave alone. An oil shock, a bond selloff, a commodity unwind
and a central bank cutting into a hundred-dollar barrel, all in the same year, and the equity index
has treated the lot as weather. So this letter is in three parts: how the market looks to us right now,
what actually happened to get here, and what we think is coming, with the honest caveat that the

third part is the one everybody gets wrong.

How it looks from here

We keep a reading of how shaky the market environment is, built from the handful of things that
have actually forecast rough water over the years and kept doing it after we stopped looking.
Tonight it says normal. Middle of the range, fifth decile out of ten. The VIXis 17, the curve of
volatility is sloping the calm way rather than the scared way, the index has realised under 9%
annualised over the past month, and six of nine sectors are above their 200-day averages. In that
part of the range, historically, the next month has run about 14% volatility and the chance of a 10%

fall inside three months has been about one in nine.

Credit is the thing that stands out, and not in the direction you'd expect. The gap between the best
and worst investment-grade corporate borrowers is at the 0.2nd percentile of its history. High-yield
spreads are 2.7%. Lenders are not worried about anything at all, which is either a very good sign or

the kind of sign that reads well in hindsight for about eighteen months and then very badly for one.

A note on what that reading is and isn’t, because it matters for how we use it. It forecasts how much
the market will move, and it has been decent at that. It does not forecast which direction, and

nothing we’ve tested does. High readings in our history came just after falls and were followed,



more often than not, by above-average returns. Calm is not safety and fear is not a sell signal. It’s a

weather report, and I'd like to see the person who trades the weather report.

What actually happened

The year started with everything that had a story going up at once. Gold made its high in the last
week of January at $5,318, silver ran up 64% in four weeks, bitcoin topped near $97,000 in mid-
January, and the index made a high on the 27th. Then the stories stopped. By the end of March the
S&P was down nine per cent from that January high, oil had begun a spring shock that took crude
to $113 by the first week of April, and the VIX closed above 30 for the only two days all year. Two

weeks later the index was back at its high. It is up 20% from the March low now.

Gold spent the first half giving back a quarter of its value, bottomed in mid-July at $3,986, and is
flat on the year. If you bought the January headlines you are down a fifth, if you bought the July
despair you are doing fine, and if you did nothing you had a loud exhausting year and nothing to
show for it, which is most people, and I have some sympathy, I've been most people. Silver has given
back its entire January run and then some. Bitcoin lost forty per cent into the end of June and has
gained 35% since, and it too is down on the year. Crude did the opposite of all of them: a January
low, the spring shock, a correction that fooled a lot of people into thinking that was that, and then a
second leg since June worth another 47%. Energy stocks are up 46% this year. The index is up 12.

Homebuilders and consumer discretionary are both down about seven.

That gap, I think, is most of the answer to why the index has been so calm. Oil and rates have been
felt as a rotation rather than a repricing. Money has moved enormously underneath the index
without moving the index much, and rotations suppress index volatility, right up until they stop
and then they very much don’t.

The backdrop, and the politics under it

The yield curve is the most famous recession call that hasn’t happened yet. The spread between the
ten-year Treasury and the three-month bill turned negative in October 2022, stayed there, on and
off, for the better part of three years, and has been back above zero since last October. In the seven
times since the 1960s that the curve re-steepened after an inversion, a recession began within a year
three times and within two years four times, and the chance of a 20% fall in stocks inside twelve
months more than doubled. The usual lag has come and gone. Unemployment is 4.1%, the Sahm
rule, which only ever tells you a recession has already started, is nowhere near triggering, and I'm
not ready to throw the curve out either. Both can be true for a while. It’s the “for a while” that pays

for things.



Inflation is rising again, measured the way we measure it, which is the twelve-month change against
its own three-year average: 3.4% against 3.0%. With a hundred-dollar barrel that isn’t a shock. What
complicates it is that the last three months ran well below the last twelve, a gap in the softest five
per cent of readings since the 1960s, so the trend and the recent tape are arguing. And the Fed has
chosen a side in that argument, taking rates down to 3.63% while the bond market goes the other
way: real yields on inflation-protected Treasuries are 2.62%, higher than on 99% of days since those
bonds began trading. Money in real terms is about as expensive as it has been in two decades. Gold,
which is supposed to hate that, is flat on the year. Someone is wrong, and it may well be the

textbook.

Japan deserves a paragraph it rarely gets. The ten-year Japanese government bond yields 2.99%, the
highest since 1996, and the yen has gained a few per cent against the dollar in the past month. For
thirty years Japanese savings went abroad because they earned nothing at home, and a country that
now pays nearly three per cent on its own bonds has less reason to send them. A fast yen rally, like
the one behind the carry unwind in August 2024, tends to be a symptom of stress that is already
visible elsewhere rather than an early warning of it. What it can do is change who buys Treasuries

over years rather than weeks, which is a slower and bigger story than any single bad day in Tokyo.

And then the politics, which this year has mostly shown up as noise in the data and a bill in the
price. The tariff programme gave us the sharpest drop of 2025, the S&P down 18.6% between
February and April, and the index is up 12% this year anyway, which tells you the market priced the
announcements harder than it has priced the policy. The federal shutdown last autumn left an
actual hole in the record: there is no official consumer price index or unemployment rate for
October 2025, because the agency that collects them was shut, and every model that leans on those
numbers, ours included, had to be taught that a missing month is not a zero. It never made the front
page and it quietly broke a lot of spreadsheets. The fiscal side is the one [ watch most. Deficits don’t
move markets until they do, and a five per cent ten-year with real yields near a twenty-year high is

what it looks like when the bond market starts charging for them.

Valuation, briefly, because it’s the loudest thing in the room

By our estimate the cyclically adjusted price-earnings ratio is somewhere in the mid-forties. The
official series stopped updating in 2023, so that’s an extension and it could be high by a few turns.
Months when that ratio has been above 35 have been followed by an average twelve-month return
of about zero, and a negative year a little more than half the time. That is the worst base rate in
anything we track. On the other hand, the cyclical picture, with the trend up, the curve positive, real
rates positive and inflation rising, has historically been followed by a year up about 14%, with a

negative year about a quarter of the time. Valuation says the next twelve months are a coin flip; the



cycle says they’re ordinary. Valuation has a famously terrible sense of timing. It ran above 30 for

fifty-one months before the 2000 top, and this run is thirty-five months old.

Where the prices look wrong

If the ten-year at five per cent is telling the truth, the Fed is not, and one of them is going to have to
give. A central bank cutting into a hundred-dollar barrel while real yields sit at twenty-year highs
makes the front of the curve one of the better-paid places to wait in a long time, with three-month
bills near four per cent, and makes the long end look like it hasn’t finished charging for the deficit,
or for a Japan that can finally earn three per cent at home. I don’t think long duration is cheap yet. I
think it’s cheap the day somebody important stops buying it. And rate shocks are slow poison: they
take quarters, not weeks, to travel from the bond market into mortgages, refinancings and earnings,
which is why a five per cent ten-year can sit next to a record index for a while. That is a view about

the next twelve months, not the next twelve days.

Credit is the part I find hardest to square. Lenders are pricing the best and worst investment-grade
borrowers as if they were nearly the same company, high yield pays 2.7%, and the market trades at a
valuation it has only reached twice, while underneath it the parts of the economy that live on cheap
money and a confident consumer are already paying the bill. Homebuilders are down seven per cent
this year and twenty-one per cent from their high. Consumer discretionary is down seven. Airlines
lost sixteen per cent in the third quarter, which is what a hundred-dollar barrel does to a business
that burns jet fuel. And the speculative end of the market, the one that had its best months when
rates were falling, has quietly rolled over since June: recent IPOs down fourteen per cent in the
quarter, small growth companies down eight, high-beta stocks down nine, while the S&P added a
point. Those can’t all be right. Somewhere between a spread that says nothing can go wrong and a
consumer, a housing market and a class of cash-hungry companies that say plenty already has, there
is a lot of risk nobody is being paid to hold. Our research keeps telling us the weakest balance sheets
are the slowest to be repriced once the cost of money turns, that it takes months rather than days,

and that the market tends to notice all at once. A real yield of 2.6% is the cost of money turning.

Which brings me back to how calm the stock market is. Equity volatility at 17 is priced for a world
in which the Fed is in control of the story. The bond market, at five per cent and rising, is pricing a
world in which it isn’t. Both can’t be the right price for long, and history is fairly clear about which
market usually has to move: equity calm that sits on top of a moving bond market has been the least
reliable kind of calm there is, in 1994, in 2018, and again in 2022. Cheap insurance is only a
bargain if the thing it insures against is actually rare, and right now the ingredients for a bad day,
tight credit, high real rates, a stretched valuation and a consumer already feeling it, are sitting in

plain sight. I'd rather be selective about being paid to believe in the calm than generous with it.



Oil is the other half of the story. Tariffs and a hundred-dollar barrel are both, in their different ways,
policy that pushes prices up, and the market has rewarded the companies paid for that, energy up
forty-six per cent, while treating the index as if the inflation were someone else’s problem. That gap
is the market half-noticing. Energy spent a decade underinvesting while everyone argued about
whether it had a future, supply takes years to respond to a price, and a trade policy that taxes
imports does nothing to make a barrel cheaper. Commodity cycles are long, and they rarely end
because they feel extended; they end when supply finally catches up or demand finally breaks, and
neither looks close. The businesses on the other side of that barrel, the airlines, the shippers, the
consumer paying for it at the pump, are where the strain shows up first, and they’re already showing
it.

Which, more or less, is the point of the title. The best opportunities of the next year are unlikely to
be in whatever everyone is watching. They’re in the things the market has decided, for now, not to

care about. How any of it becomes positions stays in the building.

What we see ahead

What I’'m watching, in no particular order and with no particular confidence. Whether the equity
market’s calm survives a five per cent ten-year, a curve that has done everything a recession curve
does except produce the recession, and a Fed cutting into a hundred-dollar barrel; the last couple of
times long rates moved like this, the index found out late and all at once, and I see no reason it has
learned anything since. Whether crude keeps going into the winter or breaks the way gold did in
July; I hold no view on that and don’t need one. Whether the yen keeps strengthening while
Japanese yields climb, because that’s the slow leak in the Treasury market nobody is pricing. And
whether the third-quarter rollover in the speculative end of the market, the recent listings and the
small companies that need other people’s money to keep going, spreads to the rest of small caps,
which are still up sixteen per cent for the year and have the most to give back if five per cent on the

ten-year turns out to be the new floor rather than the ceiling.

If I had to pick one, it’s the first. Calm on top of a rate shock, with credit priced for perfection and
valuation at the high end of history, is, historically, the setup for the kind of day this firm exists for.
I don’t know when, and I’'m not sure anyone does, and the people who say they do are the ones I'd

be most careful around. But I'd rather be the one being paid to notice than the one paying not to.

The record

For the record, because that is the thing we actually keep. The strategy’s figures are set against the
S&P 500 with dividends reinvested. Everything before 14 September 2026 is modelled, as the note



says; the live record started that day and is published every evening, including the evenings on

which nothing happened.

RESEARCH S&P 500 (TOTAL
ANNUAL RETURNS DIFFERENCE

STRATEGY RETURN)
2022 0.9% -18.2% 19.1%
2023 43.0% 26.2% 16.8%
2024 20.5% 24.9% -4.4%
2025 69.8% 17.7% 52.1%
2026 YTD 46.8% 12.7% 34.1%
Annualised since January

36.7% 12.1% 24.6%

2022

(1) S&P 500 figures are the total return index. (2) Strategy figures are modelled: the strategy’s rules
applied day by day to recorded market prices, net of commissions, spreads, financing and borrowing
costs, with idle cash earning the Treasury bill rate, and each rule acting only on data available before it
acts. They are our best account of what the strategy would have done, not what it did. We plan on
considerably less. (3) Deepest fall from a prior high over the period: -11.9%, against -24.5% for the
index.

Two of those five years were kind to nearly everything we do at the same time and I don’t expect
that to repeat, and a record this short proves nothing anyway except that the work didn’t fail when

the index did, which is the whole claim, the only one.

The market is paying very little, richt now, for protection against a great many things it hasn’t
paymng very , I1g , IoTr p g g y g

noticed yet.

Long noticing. Short paying not to.

MHH
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