
 

 

 The S&P 500 index seems headed for 

a third day of losses as stocks in 

Europe plunge. 

 The CBOE Volatility Index, the VIX, 

has risen 31% this week alone. 

 The prospect of economic 

shutdowns in the Northern Hemisphere 

along with election uncertainty in the 

US suggest more downside.  

 Judging from history, however, 

central bank liquidity and low interest 

rates are likely to push average 

volatility down over time.  

 The FAB AAC remains slightly 

underweight in equities, and 

overweight in IG bonds and gold  

 

It is not completely unexpected, still global 

investors are not liking it. With the number 

of coronavirus infections rising as the cold 

weather advances in the North, Germany 

instituted curfews and more restrictions, 

and France is expected to announce a 

national lockdown today.  

While the US is still not seen taking the 

same path as France, if the Democrats 

take over the White House they could also 

opt for national restrictions in January, 

when the virus is still expected to be 

rampant and the president elected in next 

week’s polls takes office.  

These actions could slow down the global 

economic recovery just as it is picking up 

steam, particularly in the developed 

nations which were getting out of 

lockdowns. Stock markets have to price 

that in, and that is just what they are 

doing. As a result, volatility is rising, and 

could continue to do so for a few days. 

The S&P 500 is on track for its third daily 

loss today after logging its first negative 

week in four last week. Depending on how 

much the index drops during US hours, it 

could breach a key technical barrier and 

prompt a round of stop-loss trades, which 

may temporarily exacerbate the selling. 

These events are being reflected on the 

CBOE Volatility Index, the VIX, which has 

risen nearly 10 points so far this week to 

36.97 at writing. A couple of weeks ago 

that move upward may have been curbed 

by the unwinding of volatility hedges,  but 

these positions have been reduced 

sufficiently that they are unlikely to act as 

a significant curb to another leg up.  

Add to all this the uncertainty surrounding 

the outcome of the US election and the 

next few days promise to be bumpy for 

investors. However, that may not 

necessarily be so bad. In fact, a correction 

may allow for an entry point for longer-

term investors and for some profitable 

short-term volatility trades.  

Ultimately, the old market adage “don’t 

fight the Fed” still holds. The Federal 

Reserve is unlikely to let markets spiral 

downwards and could act if things start 

looking out of control. The ultralow interest 

rate environment and the liquidity pumped 

into the system by global central banks 

has also in the past translated into lower 

average volatility for stocks. 

Once the election results are clear, 

whenever that is, analysts expect the US 

Congress and the White House to reach 

an agreement on a new fiscal stimulus 

package. These things combined still point 

at future gains for risk assets such as 

stocks and high-yield bonds. It could take 

brave investors, however, to face the 

market moves in the next few days and 

deploy cash.  

Volatility could rise, but that does not have to be a bad thing 
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The cost of volatility hedges 

has been rising this week, 

together with the VIX index 
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Disclaimer: This report has been prepared and issued by Products & Services - Elite & Private Banking (“P&S-EPB”) of First Abu Dhabi Bank PJSC 
(“FAB”) outlining particular services provided by P&S-EPB. This report is for general informational purposes and does not constitute or form part of any offer 
or invitation to sell, or any solicitation of any offer to purchase or subscribe for, any shares in FAB or otherwise or a recommendation for a particular person 
to enter into any transaction or to adopt any strategy nor shall it or any part of it form the basis of or be relied on in connection with any contract therefore. 
Anyone proposing to rely on or use the information contained in this publication should independently verify and check the accuracy, completeness, reliabil-
ity and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts.  
This report is provided on a confidential basis for informational purposes only and is proprietary to P&S-EPB. This report may not be disclosed to any third 
party or used for any other purpose without the prior written consent of P&S-EPB. The manner of circulation and distribution may be restricted by law or 
regulation in certain countries, hence any unathorised use or disclosure of this document is prohibited.  
The information in this report reflects prevailing conditions and our views as of this date, which are accordingly subject to change. In preparing this report, 
we have relied upon and assumed, without independent verification, the accuracy and completeness of all the information available from public sources or 
which was otherwise reviewed by us. FAB PJSC makes no representation or warranty, expressed or implied, as to the accuracy, t imeliness or complete-
ness of the information in this report. FAB PJSC shall have no liability to the Customer or to third parties for the quality, accuracy, timeliness, continued 
availability or completeness of any data or calculations contained and/or referred to in this report nor for any special, direct, indirect, incidental or conse-
quential loss or damage which may be sustained because of the use of the information contained and/or referred to in this report or otherwise arising in 
connection with the information contained and/or referred to in this report, provided that this exclusion of liability shall not exclude or limit any liability under 
any law or regulation applicable to FAB PJSC that may not be excluded or restricted. 
Past performance is not a guarantee of future performance and should not be seen as an indication of future performance due to a variety of economic, 
market or other factors. The information contained in this report does not purport to contain all matters relevant to any particular investment or financial 
instrument and all statements as to future matters are not guaranteed to be accurate. Any projections of potential risk or return are illustrative and should 
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into account the objectives, financial situation or needs of particular person. Even when this presentation contains a kind of appraisal, it should be consid-
ered preliminary, suitable only for the purpose described herein and not be disclosed or otherwise used without the prior written consent of P&S-EPB. FAB 
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this report. This document does not purport to set out any advice, recommendation or representation on the suitability of any investment, transaction or 
product (as referred to in this document or otherwise), for potential purchasers. In receiving this report, the client is fully aware that there are risks associat-
ed with investment activities. Potential purchasers should determine for themselves the relevance of the information contained in this document and the 
decision to purchase any investment contained herein should be based on such investigation and analysis as they themselves deem necessary. Before 
entering into any transaction potential purchasers should obtain the investment offering materials, which include a description of the riks, fees and expenses 
and ensure that they fully understand the potential risks and rewards of that transaction (including, without limitation, all financial, legal, regulatory, tax and 
accounting consequences of entering into the transaction and an understanding as to how the transaction will perform under changing conditions) and that 
they independently determine that the transaction is appropriate for them given their objectives, experience, financial and operational resources and other 
relevant circumstances. Potential purchasers should consider consulting with such advisers and experts as they deem necessary to assist them in making 
these determinations.  
FAB is acting solely in the capacity of a potential arm’s-length contractual counterparty and not as a financial adviser or fiduciary in any transaction unless 
we have otherwise expressly agreed so to act in writing. FAB does not provide any accounting, tax, regulatory or legal advice. FAB is licensed by the Cen-
tral Bank of the UAE.  
London: FAB London Branch is Authorized by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Author ity and 
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from 
FAB London branch on request. Registered in England & Wales: Company No: FC009142: VAT No: GB245 3301 91.  
Paris: FAB Paris Branch is licensed by the French Prudential Control Authority as a credit institution. FAB Paris is registered in F rance under 
the company number: RCS Paris B 314 939 547.  
Switzerland: This publication is for informational purposes only and is not intended as an offer, or a solicitation of an offer, to buy or  sell any 
investment or other specific product. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted ba-
sis and/or may not be eligible for sale to all investors. This report is for distribution only under such circumstances as may be permitted by applicable law. 
All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no representation or war-
ranty, express or implied, is made as to its accuracy or completeness. All information and opinions as well as any prices indicated are currently as of the 
date of this report, and are subject to change without notice. The analysis contained herein is based on numerous assumptions. Different assumptions 
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of an investment. First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA expressly prohibit the distribution and transfer of this document to third 
parties for any reason. First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA will not be liable for any claims or lawsuits from any third parties 
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