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TURNING OIL PRICE RISK 
INTO A SOURCE OF 
PROFIT AND COMPETITIVE 
EDGE 
 

 

Extreme price events are the greatest 
source of risk for oil-related businesses 
2020 saw unprecedented price shocks in 
many global markets. Such events are 
far and away the greatest source of 
risk facing oil related businesses. 

Extreme price events are 
unpredictable… 
Extreme price events have become more 
frequent, but their occurrence cannot be 
predicted using conventional methods of 
market analysis. In 2019, 1,000+ oil 
market professionals polled by Reuters 
predicted that oil price would average 
between $65 and $70/bbl through 2023. 
None had foreseen the 2020 collapse. 

… but they unfold as trends. 
Almost invariably, extreme price events 
unfold as trends that can span months or 
even years. Systematic trend following 
has proven to be the only viable 
method of navigating such storms 
reliably and effectively.  

I-System: a reliable trends auto-
pilot 
We’ve worked for over 20 years to create, 
refine and test the best possible solution to 
the problem of uncertainty. The result of 
our efforts is I-System, a dual neural 
network capable of deploying a variety of 
intelligent trading strategies in hundreds of 
global markets through guided machine 
learning. 

Probably the best model of its kind 
Over the years, I-System has proven 
effective and supremely reliable. Since 
2003 it has functioned continuously with 
zero code tinkering, algorithm alterations, 
interruptions or maintenance issues. Since 
the start of our track record in 2007 it 
has consistently outperformed the 
relevant strategy benchmarks, including 
world’s top ranked, ‘blue chip’ managed 
futures funds (audited by KPMG). 

 

With the deepening uncertainty in global political, social and economic conditions, commodity 
businesses urgently need a reliable solution to effectively navigate the unpredictable market 
fluctuations and turn their price risk to their advantage. I-System is that solution!
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The impact of price risk 
 

The responsible decisions in organized economic life are price 
decisions; others can be reduced to routine. 

Frank Knight, “Risk, Uncertainty and Profit” 

 
 
Extreme price events are far and away the greatest source of risk for commodity related 
businesses. This was clearly demonstrated in 2014/15 when commodity prices fell by over 50%: 

 

 

This was a disaster for miners and oil producers, wiping off nearly ten years’ worth of profits.1 

 

                                                
1 Morath, Eric. “U.S. Mining Losses Last Year Wipe Out Profits From Past Eight Years” The Wall St. Journal, 21 Mar 2016. 
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Extreme price events: in 2014/15, commodity prices collapsed by over 50%

This event caught most of the industry by surprise. However, it unfolded as a trend over a 20-month period.
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I-System and the 2020 oil price collapse 
 

 

 

What’s needed is a sound intellectual framework for making 
decisions and the ability to keep emotions from corroding that 
framework. 

Warren Buffett 

 

 

In April 2020, oil price had collapsed by nearly 70% from its January peaks. The event caught 
many industry players by surprise: RyanAir lost $325 million on their hedging; Hin Leong lost $3.8 
billion, ABN Amro bank $1.4 bn and in the U.S. 25 independent oil producers filed for bankruptcy.  

This was yet another important test of I-System’s ability to successfully navigate the unpredictable 
turbulence. It has passed the test admirably. 
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I-System and the extreme price events 
 

 

 

There are three avenues of opportunity: events, trends and 
conditions 

Sun Tzu, The Art of War 

 

 

In the oil market, extreme price events have been increasingly frequent in the recent years, but 
market experts have invariably failed to predict them. By contrast, I-System has successfully 
navigated these events, consistently and reliably capturing value from them.  

The following chart illustrates the performance of 12 I-System strategies included in our Major 
Markets portfolio since 2014, showing also a few notable forecasts by various market analysts over 
this time. 
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Managing price risk must be a priority 
 

 

The casualties and losses from extreme price events remind us that managing price risk could 
be the single most important activity determining the profitability for commodity-related 
firms. Indeed, 90% of CEOs and CFOs at such firms believe that managing price risk is the key to 
competitive advantage. Yet only 1/3rd of them have confidence in solutions they have in place. 2 

This is understandable: for most firms, managing price risk requires a very different set of skills 
from those needed to manage their core operations. Consequently, many firms find it difficult to 
develop an effective hedging process. All too often, they turn to their bankers for solutions, but 
experience has shown that such solutions tend to be very costly and largely ineffective.  

There is a better way, however: with the right methods and tools, firms can create a world-
class risk management process as an integral part of their business operation and turn 
oil price risk into a source of profit and competitive advantage. I-System SmartHedge 
provides such tools and methods.  

 

Before you call your banker: a word of caution! 

In a recent UK court case, high level executives at one of the largest European banks were 
shown to be plotting to “scare the shit” out of a corporate client in order to sell them derivative 
products. The sale of the said product, which they called “good hunting,” turned out highly 
profitable for the bank, but it had left the client with a multi-million pound loss.  

STRUCTURED HEDGES: EXPENSIVE AND (MOSTLY) INEFFECTIVE 

Hedgers are typically at a disadvantage to providers of structured products for hedging. In 
ordinary circumstances, when options prices conform to the Black-Scholes model, at least 30% 
of options expire worthless. But in conditions when volatility is high and hedging is actually 
most needed upwards of 90% of options expire worthless.  

“Options are a way in which to achieve scale, but remember that you have to cover the 
premium in order to make profits. While this is doable, there are lots of ‘Greeks’ that need to 
be factored into the price. … Banks and brokers have a habit of mispricing these Greeks in 
their favour, which by and large means that 90 percent of options expire out-of-the money or 
become profitless.” – Ben Robson, Currency Kings 

BANKS OFTEN DISREGARD THEIR FIDUCIARY DUTY TO CLIENTS 

Over the past 25 years we have observed again and again how major banks disregarded 
fiduciary duty towards their clients, prioritizing their own sales and profit targets. It is natural 
for firms to turn to their bankers for advice and assistance in managing price risk, but 
managers must remain realistic and judicious about buying risk management solutions from 
their bankers. While such solutions could be appropriate and effective in some circumstances, 
the principle to observe in these transactions is always, caveat emptor or, “buyer beware.”  

                                                
2 Tevelson, Paranikas, and Hemmige. “Key Challenges in Managing Commodity Risk.” BCG Perspectives, 11 April 2013. 
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Move gradually… but take action today! 
 

Firms seeking to master their commodity price risk can adopt a gradual approach in evaluating 
the solutions we propose, testing the process at first on a smaller portion of their risk 
exposure – say, 10% or 20% of their hedging needs – and build up with accumulating 
experience and know-how. As Milton Friedman proposed, planning contingencies and 
exploring new solutions is critical, so that, “if a crisis… does arise, alternatives will be available 
that have been carefully developed and fully explored.”  

With over 20 years’ experience of trading and managing risk in global financial and commodity 
markets, we can help your firm navigate the volatile market environment with 
confidence and peace of mind, turning your greatest source of risk to your greatest 
advantage. 

 

Three key ways we can help you tackle commodity price risk 

Taming uncertainty 
with daily I-System 
TrendCompass 
reports  

TrendCompass reports are based on a set of I-System 
trend following strategies. We can provide trend following 
strategies for long, short, and medium-term trends in over 
two hundred financial and commodities markets. 

Streamlining and 
documenting your 
hedging process 

We can help your firm formulate, document and implement 
a comprehensive, transparent hedging operation integrated 
as part of the firm’s core business process, addressing the 
five key aspects of effective risk-management: (1) setting 
objectives, (2) identifying resource requirements, (3) 
engaging senior leadership, (4) measuring performance, 
and (5) addressing incentives for success. 

Market access and 
hedge-book 
management 

In cooperation with our partner organizations, we can offer 
market access for hedgers and even take responsibility for 
the day-to-day management of a part of client firm’s hedge 
book in a fully transparent way. 

 

 

 
I-System SmartHedge is a service provided by 
Krainer Analytics 
Alex Krainer 
4b Boulevard De Belgique 
MC-98000 Monaco 
https://isystem-tf.com/ 
@: xela.reniark@gmail.com 
T: +33 678 63 90 57 


