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“Quantitative approach for asymmetric results”

Deutsche Bank: not enough homework to pass AQR tests

Figure 1: Deutsche Bank monthly chart

The above chart is the monthly of Deutsche Bank. I think it is interesting to have a look at some
European banks stocks as we are fast approaching October 26th, when the ECB will release the
results of the Asset Quality Review (AQR), a test as the name suggests, to evaluate the quality of
major european banks. It is well known, or at least it should, that one of the most troubled bank in
Europe is not Unicredit, as many would think, but the German champion: one of the main concern
is the amount of leverage that this bank still has, which is similar to a pre 2009 level. At the link a
bloomberg article (http://www.bloombergview.com/articles/2012-09-16/will-germans-pick-up-thetab-for-deutsche-bank-too-): it is true is from 2012 but nevertheless things haven’t changed.
In any event, even if you believe the bank is the best in the world, it is useful to look at the chart.
The very first thing that investors should notice is where the stock is today, trading around 24
euros. That threshold is the last line of defense before dropping to its 2009 low, or a quarter-of-acentury support, as you can see from my purple line. Not an improvement I would say.
So it is facing right now a critical moment of truth. Looking at the movement since its 2009 low, the
bank did a 2010 high which never came close later on. Actually the chart is very similar to the
FTSE MIB, the Italian index. Both have a high immediately after a major low. What that means is
that the high is just a pull back within an impulsive downward trend. In fact looking at time and
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price relations, highs should come at the of a trend, in an impulsive upward movement, not at the
beginning. To have a better idea of what I mean, just look at the chart of the american index SP500
and you will see clearly that right now it is at the top, after 5 years from the bottom. That’s a bullish
structure.
So from the 2010 high DB did lower highs giving signs of increase weakness, not strength. Being
again at 24 euros is very troublesome, especially with its index, Dax at all time highs, or close to it
now. No good at all, Why? Banks are pro cyclical, so in an economy that is expanding, markets go
up and banks go up too because they provide the blood to the system. In this case it is an anomaly
having the Dax at all time highs with its leading bank at multi year low. A scary divergency.
Let’s now draw some simple trendlines to the chart above and see what we can learn. See below.

Figure 2: Deutsche Bank monthly chart

Drawing trendlines from the 2010 is easy to note that any line is a bearish one, and there are
absolutely no sign of any type of trend inversion, at least long term. As said before the stock is
flirting with its last line of defense before moving very fast to its 2009 low. But that is just half way
through the target.
In fact the whole structure from 2007 and onwards is a five waves impulsive structure, with the
2009 low being low of wave 3, high of 2010 is top of wave 4 and now the stock is moving to the
end of this structure, which means a lower low of the one in 2009, precisely around 8 euros, as low
of wave 5.
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That is my master plan, which is saying already if DB is passing the AQR test or not.
What if I am wrong?
I have no privileged information on the status of AQR, but I can be wrong in my view on DB looking
at the charts. Fair enough.
The chart is bearish but a different path for the stock will be possible only if it starts to move far up
from this dangerous “Maginot line” of 24 euros and from then on, start doing higher lows.
To change outlook completely it needs to violate the January 2014 high of 40 euros, but
confirmations will arrive only at the violation of 2010 high of 55 euros.
I know those are very far targets, but in this chart are the two resistance that form a lid on the run
of this stock.
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Useful Links:
European Central Bank:
www.ecb.int
Bank for International Settlements:
www.bis.org
International Monetary Fund:
www.imf.org
Federal Reserve:
www.federalreserve.gov
US CFTC
www.cftc.gov
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