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August 2nd 2016  

Markets again on the back foot – Banking crisis knows no end – will get worse! – 
We may see central banks playing from back-field – UK situation - expect painful 
marking to market – US consumers hanging in there! – Getting very concerned 
about shadow banking and credit risk!  

Stock markets once again on the back foot – Europe held hostage by the 
banking sector  

Stock markets are once again on the back foot as Europe is held back by a renewed 
collapse in the banking sector, a falling oil price and concerns that central banks may 
prefer to hold their fire. We are once again seeing the “Great Illusion’ – as the epic 
French film put it – of the European convergence story come unstuck.  

Markets remain in the thrall of politics – irrational and unpredictable  

The European economy remains hostage to a broad range of political and economic 
risks – with the two closely intertwined.  

We continue to see a “primacy of politics” scenario where the UK secession, banking 
crisis and shift to demand policies are subject to sovereign decisions.  

Will the ECB bite the bullet or wait?  

Shall we be seeing more aggressive policies by the ECB? The ECB has disappointed 
once and may do so again. The slight uptick in Euro Zone producer price inflation may 
provide the pretext to once again wait for more data.  

We tend to view the single currency area’s central bank strategy as geared 
currently more to intervening to avoid major shocks – systemic risk – than to 
conventional cyclical management.   

Reaching an inflation target is not synonymous with economic recovery  

We see the need to distinguish between the achievement of an inflation target and 
economic recovery. The aim remains to limit deflationary pressures while adhering to 
traditional economic theory based on austerity and trade cycles. These theories – 
reminiscent of the 1930’s-have not worked before and there is no reason to expect 
them to work now.  

US consumer holding the fort – can this last?  

In the US data released today shows a consumer who is doggedly plowing along and 
is willing to dig into savings to finance purchases. For now – the “last redoubt” of the 
US economy is still holding the fort.  

Companies focusing on working capital management  

We view the chances of a sharp pick-up in US growth in the second half of 2016 as 
slight. Investment shall be constrained as political uncertainty and slowing global 
growth shift the focus from capacity or efficiency increases to the more mundane 
business of working capital management.  

We need to bear in mind that consumption is driven in part by short term 
“impulse” buying centered on short term considerations. Capital investment is 
the product of longer term planning!  
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 Focus on the UK  

And yet another domino falls!  

The UK continues to be in the spotlight with the construction sector contracting sharply – a reflection of the uncertainty 
generated by the decision to exit the EU. We expect that as the lack of clarity persists the stream of disappointing data 
shall turn into a flood and do not exclude a further collapse in property prices as liquidity hits the wall.   

UK situation not a “storm in a teacup”!  

We reiterate our view that despite the myriad attempts to paint the UK situation as a “storm in a teacup” – this could be 
the harbinger of considerable shifts and reductions in trade and financial flows. Asset revaluations shall shift from “store of 
value” to more conventional return metrics. Marking to market shall not be an entirely pleasant experience!  

The US banks are already – following a period of denial – starting to sound the alarm. The “big hitters” are 
warning of both an impact via “pass through” from UK exposure and global economic volatility.  

Focus on the banking sector  

European banking – appetizer of a very long meal!  

European banking shares continue to take it on the snout! There are two major drivers. The first is that the stress tests 
have not provided closure. As we have pointed out – this is not the conventional cyclical banking environment but a 
market in which systemic risk is present. 

Stress tests close resemblance to VAR – where is the “tail risk”?  

We see a close analogy with the VAR methodology employed with such disastrous effect in the run-up to the financial 
crisis. VAR was squarely focused on maximum loss under a “business as usual” scenario. VAR however failed to capture 
tail risk – which has become the major driver of crisis in the banking market.  

Shall the MPS bad loan valuation be the European Bear Stearns non traded asset benchmark?   

The MPS transaction – writing the bad loans to be transferred – to 33 per cent of their value - has sparked further turmoil. 
This level is now being used as the benchmark for the other banks – a tracing paper app indicating massive 
undercapitalization.  

Recovery estimates move in one direction – down!  

Basing ourselves on recent history – recovery estimates have been steadily marked down, with liquidity as opposed to 
textbook valuations forcing down “real” market values. We also see as likely that not all banks have followed the same 
rigor in reclassifying loans – creating a further potential dissonance. 

We need to assess not only distressed assets but also “stressed” credit. Has default been avoided through 
interest payment deferrals?   

What about credit exposures held by non-bank entities?  

A broader discussion must also encompass credit exposures held by non-bank entities – which do not come under the 
aegis of the EBA. What is the “pass-through” from alternative credit providers to the banking system? We do not see the 
banks as having de-risked but as having “shifted” the risk to the hedge and credit funds which they have financed.  



 

 

 

August 2, 2016 
Page 3 of 4 

 
Research Highlights 

Tigress Financial Partners LLC - Member of FINRA / MSRB / SIPC 
Research: (646) 780-8880    research@tigressfp.com       

500 Fifth Avenue New York, NY 10110   (212) 430-8700   www.tigressfinancialpartners.com 

Tigress Financial Partners 

Please refer to the last three pages of this report for important certification, disclosure and disclaimer Information. 
© 2016 Tigress Financial Partners LLC. No part of this report may be reproduced or redistributed in any form. 

Ignore the insurers at your own peril!  

What is the position in terms of liquidity and right valuation of the assets held by the insurers? We often hear that the 
insurers are centered on recurring cash flow and not on asset price fluctuations. One would do well to not ignore changes 
in negotiable – effective value.  
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About Jean: 

Jean Ergas is the Chief Economist for Tigress Financial Partners LLC (Member FINRA, MSRB,SIPC) based in New 
York City.  

He is an Adjunct Assistant Professor at New York University’s School of Professional Studies and an Adjunct Faculty 
member at Manhattanville College. In 2014 he received the award for teaching excellence from NYU School of 
Professional Studies. 

He is fluent in English, French, German, Italian, Spanish and Portuguese. He also has a certificate in Arabic – from 
NYU School of Professional Studies.  

His career has spanned the complete range of macro risk analysis - energy / commodities with ENI - Global Fortune 
500 17 - leading global natural resources group, capital markets with Swiss Bank Corporation (now UBS) and 
insurance / reinsurance with the A.M.Best Company. Jean contributes regularly to international media commenting on 
key macro-economic issues.  

Jean is a member of the American Institute of Certified Public Accountants and has an MBA and an Advanced 
Professional Certificate in Accounting from New York University's Stern School. He has also passed the FINRA Series 
7 examination.  
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Research Report Disclaimer 
This report is produced for informational purposes only and is not a solicitation to buy or sell any securities or services from any companies or issuers 
mentioned herein or to participate in any particular trading strategy or in any jurisdiction in which such an offer or solicitation would violate applicable 
laws or regulations. 

Tigress research is distributed in the United States by Tigress Financial Partners LLC a registered broker dealer with the Securities and Exchange 
Commission (SEC) and a member of the Financial Industry Regulatory Authority (FINRA) and in Brazil by Gradual Investmentos, Gradual CCTVM S/A, 
a financial institution authorized by the Central Bank of Brazil. 

The information contained herein has been obtained or derived from sources believed to be reliable but its accuracy and completeness is not 
guaranteed and should not be the sole basis of any investment decision but only to be used as a factor in the investment decision process.  

This report does not provide individually tailored investment advice and has been prepared without regard to the individual financial circumstances and 
investment objectives of any person(s) receiving it. The analysis and conclusions herein are not a complete analysis of every material fact respecting 
any company, industry, or security. The opinions expressed in this report reflect the judgment of the author(s) at this date and are subject to change 
without further notice. Tigress Financial Partners is under no obligation to provide updates to recipients of any previously issued reports or 
recommendations. 

The market value and expected income from any investment may vary because of changes in interest rates or foreign exchange rates, securities prices 
or market indexes, operational or financial conditions of the underlying companies or other factors. Past performance is not indicative of future 
performance. Estimates of future performance, research ratings and target prices are based on assumptions that may not be realized. Unless otherwise 
stated, the cover page provides the most recently available closing price on the primary exchange for the subject company's securities/instruments. 

Securities are offered through Tigress Financial Partners LLC a SEC Registered Broker Dealer and a member of FINRA / MSRB / SIPC which clears its 
securities transactions and provides custody of client accounts on a fully disclosed basis through Pershing LLC, a subsidiary of The Bank of New York 
Mellon. 

Securities in your account are protected up to $500,000 of which $250,000 can be for claims for cash awaiting reinvestment. Please note that SIPC does 
not protect against loss due to market fluctuation. For additional information please go to www.sipc.org. 

In addition to SIPC protection, Pershing provides Tigress Financial Partners LLC client accounts coverage in excess of SIPC limits from Lloyd’s of 
London, in conjunction with other insurance companies. The excess of SIPC coverage provides an aggregate loss limit of $1 billion for eligible securities 
over all client accounts and a per-client loss limit of $1.9 million for cash awaiting reinvestment within the aggregate loss limit of $1 billion. The excess of 
SIPC coverage does not protect against loss due to market fluctuation. For additional information please go to www.lloyds.com. 

Pershing’s excess of SIPC coverage is provided by Lloyd’s of London in conjunction with XL Specialty Insurance Co., Axis Specialty Europe Ltd., Great 
Lakes Reinsurance (UK) PLC and Ironshore Specialty Insurance Co. 

 

About Tigress Financial Partners LLC 
Tigress Financial Partners is a specialized financial services firm providing expertise and services in investment banking, investment research, asset 
management, corporate advisory and trade execution services. 

Tigress Financial Partners provides its services to corporate entities, institutional investors, high-net worth individual investors, public and private 
pensions, federal, state and municipal governments.  

Tigress Financial Partners LLC is a registered broker dealer with the Securities and Exchange Commission (SEC) and a member of the Financial 
Industry Regulatory Authority (FINRA), the Municipal Securities Rulemaking Board (MSRB) and the Securities Investor Protection Corporation (SIPC). 

Tigress Financial Partners LLC is a Woman-Owned Business Enterprise (WBE) and is nationally certified by WBENC, the Women’s Business Enterprise 
National Council.  

Tigress Financial Partners LLC is a wholly-owned subsidiary of Tigress Holdings LLC and Gradual Holding Financeira S.A. 

For further information please go to www.tigressfinancialpartners.com. 

No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means, electronic, mechanical, 
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All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service of their respective 
owners. 

© 2016 Tigress Financial Partners LLC. All Rights reserved. 

 

http://www.tigressfinancialpartners.com/

	Research Report Disclaimer
	About Tigress Financial Partners LLC

