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Equity Risks Are High Everywhere
Since late 2013, Unstable Expansion in global equity 

markets has left a very large gap between the mar-

ket peak last May and the Correction Level. Multi-

day risk levels have exploded in equity indices and 

individual stocks. Our Downturn Indicator marked the 

transition from boom to bust last July.

Omega Metrics Risk Technology
Our proprietary technology for market risk measure-

ment provides unprecedented accuracy as risk levels 

vary through the cycle. It also produces early warn-

ings of asset price bubbles and anti-bubbles. Our 

trend analysis identifies the transitions between mar-
ket expansions and contractions.

Together, these analyses have warned investors of the 

risks of severe loss they faced in their Deutsche Bank 

positions. For anyone who wished to maintain their 

investment, a hedging program informed by Omega 

Metrics technology would have made the difference 
between a major loss and a minor inconvenience.

Market Risk Measurement
Banks in general and European banks in particular 

did not share in the rapid appreciation seen in global 

equity markets since the recovery from the ‘Credit 

Crisis’ began in mid 2009. They have, however, par-

ticipated in the general explosion of risk which global 

markets have experienced in the past year.

In the summer of 2015, Deutsche Bank’s 5-day 99% 

VaR was 12%. Its Expected Shortfall (ES)–the aver-

age loss conditional on a VaR breach–was 19%.This 

was significantly higher than the STOXX® Europe 
600 Banks Index VaR (8%) and ES (11.5%).

Deutsche Bank Has the Same Risk Profile that 
Lehman Brothers Had in March 2008 
As bank woes continued to grow in 2007 and 2008, 

Lehman Brothers shares suffered large losses and risk 
levels soared. By the end of February 2008 they had 

lost 60% from their peak just a year earlier. Things got 

worse in March when, over 5 days, the share price 

dropped by 26%.

But, even before this loss, the downside tail of its 

5-day returns was so fat that the 5-day 99% VaR was 

20% and the ES was 29%. The average loss in ex-

cess of 26% that should have been expected was 

38%. In June and July 2008, Lehman Brothers had 

5-day losses of 33% and 41%.

By April 2016, Deutsche Bank shares had declined 

by more than 60% from their 2014 peak. By mid 

June, its 99% 5-day VaR was 19.4% and the ES was 

28.4%. In its worst 5 days after the UK referendum 

result, the bank dropped 21.5%. Our tail model said 

that a 5-day loss at least this large should have been 

expected at least twice a year. And the average loss 

in excess of 21.5% is now expected to be over 31%.

Early Warning of Asset Price Bubbles 
Omega Analysis’ risk measurement technology re-

veals predictable Risk Cycles which are leading indi-

cators of market booms and busts.

Unstable Expansions–unsustainable asset price in-

creases–emerge during market booms. They provide 

real-time Correction Levels that are predictions of the 

extent to which markets must fall in the subsequent 

downturn.
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Case Study: Deutsche Bank 2015-2016–A rerun of Lehman Brothers 2007-2008?

According to the IMF, Deutsche Bank is the world’s most systemically important bank. Its 

rapidly collapsing share price and protestations that it has no liquidity problems have at-

tracted comparisons to Lehman Brothers in 2008.

Deutsche Bank’s risk levels have exploded since our Downturn Indicator marked the begin-

ning of a contraction phase for global equity markets in July 2015. Its shareholders are now 

exposed to multi-day drawdowns that are just as large as those of Lehman Brothers in the 

spring of 2008.

Since July 2015, Deutsche Bank’s share price has plummeted by almost 65%. Omega Met-

rics Risk technology provided early warnings of the danger as well as a dynamic hedge that 

reduces the loss dramatically.
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Case Study: Deutsche Bank 2015-2016–A rerun of Lehman Brothers 2007-2008?

Early Warning of Asset Price Bubbles (cont.)
Deutsche Bank shares were in Unstable Expansion at 

the time of their post crisis peak in January 2014. At 

that time they were expected to fall by at least 15% 

to meet the Correction Level and they duly did so in 

the spring of 2014.

Their recovery in early 2015 was in another Unstable 

Expansion and at the time of their April 2015 peak the 

Correction Level indicated a decline of at least 24%. 

By November 2015, the price hit the Correction Level. 

It has continued to decline since then.

Trend Analysis
Omega Metrics Downturn Indicator is tuned to ob-

serve the transition from boom to bust in the ‘long 

wave’ cycles in equity markets. In July 2015, the 

Downturn Indicator signalled the end of the boom in 

global equities. This was followed in December 2015 

by the same signal for the STOXX® Europe 600 Bank 
Index.

Omega Metrics Dynamic Hedging
Given the multiple Risk Alert warnings on Deutsche 

Bank shares, investors who believe that the long term 

benefits outweigh the risks could have proceeded 
with a hedge constructed to control their downside 

exposure.

Given that the same alerts, with less severity, applied 

across the European Bank sector, a portfolio of short 

positions could have been adopted. To see what the 

effect of that approach would have been, we have 
simulated a pro forma short position in the iShares 

Euro STOXX Banks ETF.

The success of a hedge depends critically on the var-

ying size of the short position.

In the simulation the ratio of the 5-day 99% ES for 

Deutsche Bank to that of the Banks ETF has been 

used as the hedge ratio. The overall long-short po-

sition is then adjusted to comply with a Risk Target 

5-day 99% ES. Figure 1 shows the result. The per-

formance is only possible because of accurate risk 

measurement.

What Omega Metrics Risk Cycle Research 
Can Do for Investors.
The risk warnings of severe multi-day drawdowns, 

and the trend analysis indicating the transition from 

boom to bust would have alerted Deutsche Bank in-

vestors to the extreme level of risk they were facing. 

Those investors who believed that the prospective 

benefits were significant could have hedged their po-

sition to turn a loss of 65% since the end of July 2015 

into a loss of 11%.

Equity risks are high everywhere. Risk Cycle Research 

can help you evaluate and hedge your exposures.
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Figure 1. An investment in Deutsche Bank and in a pro forma hedged position long Deutsche Bank and short the 

iShares Euro STOXX Banks ETF. The size of the short position is determined by the relative 5-day 99% ES levels 
of Deutsche Bank and the Banks ETF. The long-short portfolio is then sized to meet a 5-Day 99% Risk Target. By 

the end of September 2016, 80% of the position was in cash. The cash component received a zero return in the 

simulation and no transaction costs were included.
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LEGAL NOTICE

Please read this notice carefully:

The contents of this document are for illustrative and informational purposes only. No information in this document should 

be considered a solicitation or offer to buy or sell any financial instrument or to offer any investment advice or opinion 
as to the suitability of any security in any jurisdiction. All information is subject to change and correction due to market 

conditions and other factors.This document has been created without any regard to the specific investment needs and 
objectives of any party in any jurisdiction. Specific instruments are mentioned in this document but this should not be 
construed in any way as a recommendation to invest in them or in funds or other instruments based on them. They are 

used for informational purposes only. Omega Analysis Limited does not provide investment advice. Investors need to 

seek advice regarding suitability of investing in any securities or investment strategies. Any decisions made on the basis 

of information contained herein are at your sole discretion and should be made with your independent investment advisor.


