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Deutsche Bank scares the market  

Deutsche Bank scared the market on Thursday when hedge funds began withdrawing money quickly from them on fears they 
were not sufficiently capitalised to meet its obligations to its creditors. 

The market wobbled on the news because it sounded horribly like the initial stages of the Lehman Brothers collapse in 2008, 
and the run on the banks that brought about the financial crisis.   

Much of the fear is probably overblown.  Banks have undergone huge reforms over the last eight years, cutting costs, cutting 
fat, streamlining their operations, cutting excess lending and attempting, without the greatest success it has to be admitted, to 
rebuild their reserves.  However, the Deutsche story will ripple across Europe and warn investors to be even more careful than 
they are now, about investing in European banks, and during 2016 it is the banks with the ‘private bank’ cache which share 
prices have been worst affected: Deutsche down 48%, Credit Suisse down 40%, Barclays down 33%, UBS down 30%. 

Such is the oh-so-recent memory of the financial crisis that the temporary nervousness over speak about another bank being in 
trouble is probably blown out of proportion.  There could well be further volatility until Deutsche satisfies the market that is 
not only well-capitalised but has the German government behind it, but it is undoubtedly the type of story that if it snowballs 
could create the systemic event the bears and the market doubters have been waiting for for at least the last year or two. 

September market performance across equities has been almost flat overall.  Stocks rallied after the Fed decided not to increase 
interest rates; once again the jaw-boning was successful in damping market complacency.  Lately, Janet Yellen has changed 
slightly her rhetoric, hinting the central bank is keeping watch on global financial stability, as much as on the health of the 
American economy, and for that reason one surmises, it is still unlikely interest rates will be raised this year. 

On a quarter basis, technology was the best performer, up 9%, compared with a 2-3% gain across many major base indices.  
(Year on year, September to September, Market Risk portfolios through McLaren Asset Management are up 7%, with risk 
profiles either side approximately 2% higher or lower.)  This year to date, Emerging Markets have brought good returns for 
investors, up 17%.  Gold is up 22%, gold miners up more than 100%, despite the stalling of precious metals during the much 
of the last quarter.  Bill Gross, former head of PIMCO and current manager of Janus funds, this month warned against further 
investment in stocks and bonds, instead advocating holding precious metals and ‘tangible assets’.   

In 2011 there was an entire narrative that U.S. Federal Government on-balance sheet liabilities, at $16 trillion, were 
unsustainable, and worse, the off-balance sheet liabilities of $55 trillion were similarly unsustainable (and those numbers 
didn’t include state and local debt or pension obligations or stressed individual corporate balance sheets), according to Rick 
Rule of Sprott Global.  Today, on-balance sheet liabilities are no longer $16 trillion; they are estimated at $19 trillion.  Off-
balance sheet liabilities, similarly, have moved from $55 trillion to $90 trillion. 

The perception of sustainability is partly explained by the ongoing strength of the US dollar, which was all too uncertain in 
2011. Mr Rule explains, “I would suggest to you that is not a consequence of the strength of the U.S. economy or our 
collective balance sheet, but rather the weakness of the competition.  I don’t think I have to recount the difficulties that 
emerging and frontier markets have faced, or the difficulties that Japan and Euro-zone face.” 
  
In terms of the macro case for gold, its market dominance has eroded.  In the 1980s, at the peak of that manic bull market, gold 
and gold related equities enjoyed an 8% market share of investable assets among U.S. savers and investors.  The median and 
mean converge over the last three decades at about 1.5%.  The current percentage is 0.33%, so will we see a reversion to the 
mean?  According to Mr Rule, “I’m not suggesting that it will immediately get back to 1.5%, but even if we got back to half of 
mean, that would double demand for gold and gold related equities in a market where the U.S. still counts for 24% of the 
world’s investable assets.” 

Favoured investment plays: 

Nil risk:                  USD cash (in preference to Euro cash) 
Cautious risk: AAA Corporate / Government bonds (short duration) 
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Balanced risk: Managed / Multi-asset funds  / Long-Short Absolute Return funds 
Market risk: UK, European equity 
Adventurous risk:       Japan, Asia, Germany, US equity, UK/European/US smaller company secto 
Speculative risk:         Timber, Water, Technology, China, India, Other EM, Gold and gold miners, Silver, Cocoa, Orange Juice, Sugar, Coffee 

Disclosure:   

Nicholas Chappell has the following personal investment exposure: Technology (US) 10%, US smaller cos 2%, (Other) US equity 8%, UK smaller cos 10%, (Other) UK equity 
4%, Iberia 1%, European Telecoms 1%, (Other) European equity 7%, India 1%, Japan 10%, China 5%, (Other) Asia 14%, Energy 3%, Pharmaceuticals 8%, Long-Short Hedge 
5%, Gold miners 11% 

Important information: This communication is for informational purposes only.  It is not intended as an offer or solicitation for the purchase or sale of any financial instrument or 
as an official confirmation of any transaction.  The price of shares and the income from them may fall as well as rise.  Past performance is no guarantee of future returns and investors 
may not get back the full amount invested, particularly in the early years.  Exchange rates may also cause the value of underlying overseas investments to go down or up. Investments 
in emerging markets and hedge funds can be more volatile and the risk to capital is greater.  All market prices, data and other information are not warranted as to completeness or 
accuracy and are subject to change without notice.  Some quoted analysis is a resume of data supplied to McLaren Asset Management by some of the world’s leading investment 
houses and although McLaren Asset Management has given its opinion as to how the data can be interpreted, investment should not be embarked upon without full analysis of the 
risks involved and a careful study of the sales prospectus, where applicable.  

________________________________________________________________________ 
McLaren Asset Management, S.L.  &  McLaren Wealth Management, EAFI, S.L.       Regus Business Centre,     Ricardo Soriano 72,      29601 Marbella,      (Malaga),      Spain

McLaren Asset Management is authorised and regulated in Spain by La Direccion General de Seguros as a Correduria de Seguros (clave J2464)
Registro Mercantil de Malaga, Tomo 3707, Libro 2618, Folio 72, Hoja MA74497.  CIF B92598614  Correduria de Seguros inscrita en el registro de  la DGSFP, Clave J2464.  Contratado seguro de responsabilidad 
civil según Ley
Authorised to operate under passport in the United Kingdom (Financial Conduct Authority registration 482741, Certificate in Discretionary Investment Management, Diploma in Financial Planning, complies with 
2013 Retail Distribution Review) and the Republic of Ireland
Member, The Personal Finance Society (UK)
Member, The Chartered Insurance Institute (UK)
Member, Federation of European Independent Financial Advisors

McLaren Wealth Management is authorised and regulated in Spain by La Comision Nacional del Mercardo de Valores as an Empresa de Asesoramiento Financiero Independiente (Independent Financial 
Advisor) 
Authorised to operate under passport in the United Kingdom (Financial Conduct Authority registration 736267)

                                                                                                                                                               October 1st 2016    


