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Risk aversion returns on continued uncertainty and volatility likely to 
continue for near term

Equity markets appeared to be stabilising last week with the €750 billion Eurozone debt rescue 

package but the unexpected ban on short selling by the German authorities has resulted in another 

hit to investor confidence. 

One reason why the short selling announcement was received negatively by the market was  

because it was a unilateral move by Germany. This signaled to the market that Eurozone 

policymakers are not coordinated – something which the market is clearly looking for at the moment.  

The inclusion of 10 German financial stocks under the short selling ban also led to speculation that 

the German banks may suffer losses from their holdings of European peripheral sovereign debt. 

In the past few months, risk aversion has driven by policy uncertainty not just in Europe but also in 

China, where tightening on the property market has been more aggressive than expected. Markets 

are however now beginning to price a downturn in the real economy. Investor confidence has been 

extremely fragile after the shock of Lehman and the market has become swift in discounting “tail” 

risks. The development of events in the Eurozone is leading the market to draw parallels with what 

took place in the US in 2008 -  the rescue of Bear Sterns, the collapse of Lehman, the Troubled 

Asset Relief Program (TARP) rescue and the final spillover into the real economy. 

We do not believe we will see a repeat of what happened after Lehman. For one, we believe 

the policymakers have learnt the lessons of Lehman and are unlikely to make a similar policy 

error. Also, the global business cycle is at a different point compared to September 2008 when the 

Lehman episode occurred.  

Fear can however be self-fulfilling and there is a risk that business and consumer confidence is 

meaningfully affected if markets stay volatile, resulting in another pullback in spending and hiring. 

We have been sanguine about the recovery of the global economy and the concomitant recovery 

of corporate earnings but recognise that spillover risks are rising.

Summary
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German ban on short selling reignites uncertainty    

Equity markets appeared to be stabilising last week with the €750 billion rescue package announced 

for the peripheral Eurozone economies but the unexpected ban on short selling by the German 

authorities has resulted in another hit to investor confidence. 

The ban, announced on 18 May, restricts 

•	 Short selling of European government bonds listed on German domestic exchanges

•	 Naked credit default swaps (CDS) on European government bonds  

( i.e. trading the CDSs if you do not own the bonds)

•	 Short selling of 10 German financial stocks

The actual impact of the ban is likely to be limited as the restriction is only effective in Germany 

while the securities and CDS contracts are traded on other markets outside Germany. One  

reason why the short selling announcement was received negatively by the market was because 

it was a unilateral move by Germany. The other Eurozone members, including France, criticised 

Germany for not consulting them beforehand. This signaled to the market that Eurozone  

policymakers are not coordinated in their policy response – something which the market is clearly 

looking for at the moment.  

One possible reason why Germany did what it did was because six members of the Merkel coalition 

government had indicated that they would be voting against the rescue package (the voting takes 

place on 21 May) and Angela Merkel was attempting to win the support of the left. The strong 

disgruntlement of the German public over the bailing out of the peripheral economies is another risk 

for the market. 

The inclusion of 10 German financial stocks also led to speculation that the German banks may 

suffer losses from their holdings of Greece, Italy, Ireland, Spain and Portugal government bonds. 

This is also a concern of the market. While the rescue package takes care of the liquidity problem 

i.e. the governments of Greece, Italy, Ireland, Spain and Portugal will be able to roll over their debt 

over the next two years, it does not solve the solvency issue and some of the debt, in particular 

Greece’s, may eventually need to be restructured. German banks, together with French banks, have 

the largest exposure to the government bonds of the peripheral Eurozone countries. 

Spillover risks are rising but we do not expect another major economic downturn

In the past few months, risk aversion has driven by policy uncertainty not just in Europe but also in 

China, where tightening on the property market has been more aggressive than expected. Markets 

are however now beginning to price a downturn in the real economy. Leading cyclical indicators such 

as the price of copper and the Australian dollar have declined sharply over the recent weeks. Investor 

confidence has been extremely fragile after the shock of Lehman and the market has become swift 

in discounting “tail” risks, i.e. what is of low probability. The development of events in the Eurozone 

is leading the market to draw parallels with what took place in the US in 2008 - the rescue of Bear 

Sterns, the collapse of Lehman, the Troubled Asset Relief Program (TARP) rescue and the final 

drastic spillover into the real economy. 
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We do not believe we will see a repeat of what happened after Lehman. For one, we believe the 

policymakers have learnt the lessons of Lehman and are unlikely to make a similar policy error. Also, 

the global business cycle is at a different point compared to September 2008 when the Lehman 

episode occurred.  

Fear can however be self-fulfilling and there is a risk that business and consumer confidence is 

meaningfully affected if markets stay volatile, resulting in another pullback in spending and hiring. 

We have been sanguine about the recovery of the global economy and the concomitant recovery of 

corporate earnings but recognise that spillover risks are rising.
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Website uobam.com.sg
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Taiwan
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Thailand
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Important Notice & Disclaimers

This publication shall not be copied or disseminated, or relied upon by any person for whatever 

purpose. The information herein is given on a general basis without obligation and is strictly for 

information only. This publication is not an offer, solicitation, recommendation or advice to buy or 

sell any investment product, including any collective investment schemes or shares of companies 

mentioned within. Although every reasonable care has been taken to ensure the accuracy and 

objectivity of the information contained in this publication, UOB Asset Management Ltd and its 

employees shall not be held liable for any error, inaccuracy and/or omission, howsoever caused, 

or for any decision or action taken based on views expressed or information in this publication. The 

information contained in this publication, including any data, projections and underlying assumptions 

are based upon certain assumptions, management forecasts and analysis of information available 

and reflects prevailing conditions and our views as of the date of this publication, all of which 

are subject to change at any time without notice. UOB Asset Management Ltd (“UOBAM”) does 

not warrant the accuracy, adequacy, timeliness or completeness of the information herein for any 

particular purpose, and expressly disclaims liability for any error, inaccuracy or omission. Any 

opinion, projection and other forward-looking statement regarding future events or performance of, 

including but not limited to, countries, markets or companies is not necessarily indicative of, and 

may differ from actual events or results. Nothing in this publication constitutes accounting, legal, 

regulatory, tax or other advice. The information herein has no regard to the specific objectives, 

financial situation and particular needs of any specific person. You may wish to seek advice from 

a professional or an independent financial adviser about the issues discussed herein or 

before investing in any investment or insurance product. Should you choose not to seek 

such advice, you should consider carefully whether the investment or insurance product in 

question is suitable for you.

UOB Asset Management Ltd Co. Reg. No. 198600120Z


