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It’s not just Deutsche Bank and Commerzbank. Several major Eurozone Banks are
now in Unstable Contraction.
During the Financial Crisis of 2008-2009, most large European banks went into ‘Unstable
Contraction’ — indicative of anti-bubbles of panic selling. Now, with the Euro Stoxx® Banks
Index down 26% in the past year, some major Eurozone banks have entered this danger
zone again. Deutsche Bank1 and Commerzbank have now been joined by ING and UniCredit, among others.
Unstable Contractions: Anti-Bubble Indicators.
Just as Unstable Expansion—unsustainable asset
price increases—emerge during market booms, market busts can produce Unstable Contractions. These
are leading indicators of anti-bubbles of panic selling.
Like Unstable Expansions, our Unstable Contraction Indicators also come with a predicted Correction Level. To a short seller who constantly reinvests
his profits (compounding minus the daily return) the
Unstable Contraction looks like an expanding bubble
as the actual price falls. The Correction Level is the
share price that returns this position to its breakeven
value.
Unlike the case of Unstable Expansions which eventually correct as booms turn to busts, a share price in
Unstable Contraction doesn’t have to reach its Correction Level— the share price can go to zero. This
is exactly what happened to Lehman Brothers which
went into Unstable Contraction late in 2007.

Merging Anti Bubbles is a Bad Idea.
During the Financial Crisis of 2007-2009, most large
European and U.S. banks went into Unstable Contraction. Some, like Barclays, Goldman Sachs and
Morgan Stanley, survived by selling— they secured
additional capital. Others, like Commerzbank, suffered devastating losses after merging with another
bank that was also in Unstable Contraction.
From the point of view of a trader, an anti-bubble is
something to sell, just as a bubble is something to
buy, as long as he has an exit strategy.

Popolare had obtained regulatory approval from the
Banca d’Italia and the ECB we observed that both
banks were in Unstable Contraction. The merged
entity, Banco BPM, has dropped 52% from its 2017
peak and is now in Unstable Contraction. Over the
same period the Euro Stoxx® Banks Index, which
contains Banco BPM as well as Commerzbank and
Deutsche Bank, has lost ‘only’ 41%.

More Accidents Avoided—for Now.
As we pointed out prior to Deutsche Bank’s restructuring announcement1, abandoning the Commerzbank merger at least avoided the Financial Crisis era
mistake of combining two banks in Unstable Contraction. Buying shares in this ‘anti-bubble’ mode is
the same as being short a bubble — a recipe for large
losses.
In August 2008, Lehman Brothers had been in Unstable Contraction for months but its management
turned down the price offered by the Korean Development Bank. Now, Deutsche Bank, still in Unstable
Contraction and trading well below its Correction
Level, has also decided claimed that it won’t need to
raise capital.
Once Commerzbank and Deutsche Bank abandoned
their merger talks, UniCredit and ING both looked
into a takeover of Commerzbank3. By mid June it
was reported that ING had abandoned the takeover4
and days later the UniCredit plan was put ‘on ice for
now’5.
That’s just as well because the shares of all three
banks have been in Unstable Contraction for months
and are trading below their Correction Levels6.

In our October 20162 comment on the announcement
that a merger of Banca Popolare di Milano and Banco
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It Can Always Get Worse.
Christopher Fildes, who used to cover the City of London for the Evening Standard, frequently observed that
there’s no problem so bad it can’t be made worse by a politician.
When Commerzbank announced its takeover of Dresdner Bank at the end of August 2008, it was reported
that Dresdner management had turned down an offer of better terms (more money and fewer job cuts) from
the China Development Bank, on grounds that the Government was wary of foreign investors, especially in
strategic interests7. As of the close on Friday 2 August 2019, Commerzbank shareholders were down over
96% since that decision was announced.
After failing in its efforts to put Deutsche Bank and Commerzbank together, the German Government, which
has a 15.5% stake in Commerzbank was reportedly in talks with Dutch finance ministry about an ING linkup8.

A Repeat of the Mistakes of 2008?
We now have the technology that would have alerted management, regulators and politicians of the dangers
of encouraging floundering banks to cling to each other instead of the lifeguard in the 2008 crisis..
That technology is producing clear warning signals. Shareholders in Commerzbank, ING and UniCredit (and
any other bank touted as a ‘saviour’ for Commerzbank) should listen..
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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.
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