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Inefficient Banking Systems Increase Fragility

Source: Algebris (UK) Limited, ECB, BoE, World Bank, OECD, BIS
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US 11.7 120.0 0.9 30.9 1.6 34% 94%

Netherlands 6.2 47.3 1.9 11.0 0.5 44% 328%

Finland 9.3 32.4 1.4 3.1 4.3 59% 305%

UK 6.8 28.0 1.1 25.1 0.6 70% 368%

Ireland 14.9 50.5 5.7 20.5 6.2 19% 391%

France 6.5 39.7 2.7 34.9 0.6 53% 440%

Spain 7.6 51.3 3.2 55.1 0.4 68% 235%

Germany 6.5 15.6 1.2 11.1 1.8 78% 264%

Italy 6.3 38.1 8.4 40.9 0.8 74% 218%

Portugal 7.0 45.1 9.4 36.0 1.4 65% 196%

Australia 6.9 84.0 0.9 28.2 0.5 50% 273%

Canada 5.3 88.6 0.4 20.0 0.3 42% 311%
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Historical Bank % Losses During the GFC, as % of Balance Sheet

Source: Algebris (UK) Limited, RBS Credit Strategy, Bloomberg, company filings
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Forward Guidance and Short Volatility: A Feedback Loop

Low Volatility and Asset Bubbles

Source: Algebris (UK) Limited
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Markets: The New Too-Big-To-Fail

Source: Algebris (UK) Limited, Bloomberg
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Equities used: SX5E, SX7E, SPX, EEM, FTSEMIB, UKX and BKX; Rates used: OE1, RX1, TY1; Credit used: Xover, CDX HY, Senior Fin and EM local sovereign.

Source: Algebris (UK) Limited, Bloomberg
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Cross-holdings and Systemic Risk Propagation
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The Passive Investing Feedback Loop

Markets: Increased Fragility

Source: Algebris (UK) Limited, GS Research
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ETF Selloff During the Covid-19 Crisis

Markets: Increased Fragility

Source: Algebris (UK) Limited, Bloomberg. Data as of 02.09.2020

Note: EMB US - iShares J.P. Morgan USD Emerging Markets Bond ETF (EM Hard ccy ); JNK US - SPDR Bloomberg Barclays High Yield Bond ETF (US HY); AT1 LN - Invesco AT1 Capital Bond UCITS ETF (AT1 ETF); IHYG LN - iShares EUR High Yield Corp Bond UCITS ETF 

(EUR HY); SEML IM - iShares JP Morgan EM Local Government Bond UCITS ETF (EM Local ccy)
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23 March 2020: The Federal Reserve established the

Secondary Market Corporate Credit Facility (SMCCF) to

support market liquidity by purchasing corp. bonds of US

IG firms and US-listed ETFs whose investment objective

is to provide broad exposure to the market for US corp.

bonds, appointing Blackrock as investment manager for

ETF purchases.
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Fragility is Common, Anti-Fragility is Rare
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