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 As we step into the second half of 2017 the bears continue to hibernate despite a persistent drumbeat 
by market Cassandras outside the cave. US equity valuations hover well above long-term averages in 
expectation of fiscal expansion coupled with tax and regulatory relief, even as the new Administration’s 
pro-business platform remains stubbornly jammed in low gear. A plethora of distractions – some 
glaringly insignificant and others gravely important – act to impede progress 
 

 At the same time, corporate earnings have improved and systemically important banking institutions 
have passed stability tests. Quantitative Easing (QE) and low interest rates from the Fed, ECB and the 
Bank of Japan helped to spur recovery, but the resulting leverage created by easy credit may engender 
future troubles. Now comes the unwind as central banks begin to ponder a post-QE world 
 

 Market observers often must try to explain the inexplicable, and prognostications depend on myriad 
factors on an uneven and slippery floor of ever-changing data. In the 2016 book, Superforecasting: the 
Art and Science of Prediction, research shows that the best forecasters not only examine history but 
are especially adept at integrating new information and revising their views. They also pay attention to 
"return to mean," in which outlier results tend to return to average outcomes 
 

 In past crises like the Russian debt default (1998) and Great Recession (2008), brief periods of market 
panic saw all asset classes drop in value in a “flight to quality.” Now it's the logical opposite: all asset 
classes gaining in value simultaneously. The old equity/fixed income tradeoff seems to be suspended. 
Heightened leverage may explain, as cheap money allows margin purchases of stocks: client margin 
balances at NYSE dealers stand at 2.6% of total S&P 500 market cap, at the upper end of their 1.4% to 
2.9% range since 2000. This high leverage can accelerate and magnify the effects of a market 
downturn 
 

 The Bank for International Settlements (BIS) recently warned about high leverage as recessions since 
1990 have typically been preceded by a run-up in debt and housing prices. Its "early warning 
indicators" suggest potential trouble, particularly in China, Canada, Indonesia, Thailand and Mexico 
 

 We continue to favor equities in light of improving earnings, fiscal stimulus, Fed dovishness, and a 
strengthening international backdrop. In fixed income, we like shortening duration and accepting 
somewhat higher credit risk. Any of several brewing geopolitical storms could trigger an economic 
shock or affect economic recoveries in all the major economic zones 
 

 While the BIS warnings seem not to sound the loud sirens needed to awaken market bears, the high 
leverage it has identified unmistakably introduces uncertainty to the currently tepid global economic 
climate. A wide range of geopolitical risks remain, including a powder-keg of potential crises in East 
Asia, from North Korean nuclear saber rattling to China's South China Sea island building. The 
simultaneous high valuations on equities and low yields on bonds present a conundrum for any aspiring 
Superforecaster. It remains to be seen which asset class "returns to mean" first, and how fast 
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IMPORTANT RISK DISCLOSURE STATEMENT 
 
Bank Leumi USA is a subsidiary of Bank Leumi le-Israel, B.M., an Israeli bank founded in 1902.  In the U.S., banking products and services are 

provided through BLUSA, and brokerage products and services are provided by Leumi Investment Services Inc.  Leumi Investment Services Inc. is a 

member of FINRA ) and SIPC (www.sipc.org), and is a wholly-owned subsidiary of Bank Leumi USA. 

Non-deposit investment products offered through Bank Leumi USA and Leumi Investment Services Inc. are: 

                * Not insured by the FDIC or any other federal or government entity 

                * Not guaranteed by Bank Leumi USA, Bank Leumi le-Israel, B.M., or any other bank 

                * Subject to investment risks, including possible loss of the principal amount invested. 

 

All investors must carefully consider the risks, charges, fees, and expenses, review the prospectus or other offering information if applicable, and 

consider their personal financial situation and tolerance for risk before making any investment. If the information discussed in this communication 

concerns insurance, emerging markets, structured products, or other securities or securities-related product sold by or through Leumi Investment 

Services Inc. or Bank Leumi USA, please go to www.leumiusa.com/bank-disclosures for possible additional important disclosure information 

concerning the product or service. 
 Leumi Investment Services, Inc. is a securities broker-dealer registered with the US Securities and Exchange Commission and various state 

securities regulators in the United States.  Leumi Investment Services Inc. is not registered with, and does not intend to register with, regulatory 

authorities outside the United States. Leumi Investment Services Inc. does not offer any services to persons outside the United States that would 

require Leumi Investment Services Inc. to become a registered or licensed in any non-US jurisdiction. 

In accordance with applicable local law, Leumi Investment Services Inc.’s personnel may, from Leumi Investment Services Inc.’s office(s) in the 

United States, privately place certain securities with non-US persons.  This material is being provided to you in connection with securities referenced 

in this communication (the “Securities”). The Securities will be privately offered and restrictions may apply to subsequent transfers.  Any non-US 

investor who acquires the Securities does so under the investor’s own responsibility.  Without limiting the foregoing, Leumi Investment Services 

Inc. provides the following notices: 

Notice to residents of Mexico: 
The Securities may not be publicly offered or traded in Mexico unless the same are offered or traded pursuant to the provisions of Article 8 of the 

Mexican Securities Market Law (Ley del Mercado de Valores) and regulations issued thereunder.  The information contained herein is solely the 

responsibility of the issuer of the Securities and has not been reviewed or authorized by the Mexican National Banking and Securities Commission 

(Comisión Nacional Bancaria y de Valores). 

The Securities offered have not been and will not be registered with the Registro Nacional de Valores (National Registry of Securities) of the CNBV.  

Neither this nor any other offering material related to the offering of the Securities may be utilized in connection with any general offering to the 

public within the United Mexican States for the purpose of the sale of the Securities.  Any investor of Mexican nationality who acquires the Securities 

will do so under (his) (her) (its) own responsibility. 

Notice to residents of Brazil: 
The Securities have not been and will not be publicly issued, placed, distributed, offered or negotiated in the Brazilian capital markets and, as a 

result, have not been and will not be registered with the Brazilian Securities Commission (Comissão de Valores Mobiliários, the CVM). 

 Notice to residents of Panama: 
The Securities have not been and will not be registered with the Superintendency of Securities Market of the Republic of Panama under Decree-Law 

No. 1 of 8 of July of 1999, as amended by Law No. 67 of 1 of September of 2011 (the “Panamanian Securities Act”) and may not be offered or sold 

within Panama except in certain limited transactions exempt from the registration requirements of the Panamanian Securities Act.  The Securities do 

not benefit from the tax incentives provided by the Panamanian Securities Act and are not subject to regulation or supervision by the 

Superintendency. 

The Securities may be sold without registration to persons in Panama who qualify as Institutional Investors. The exemption from registration will only 

continue to be valid, and the offer will not be subject to registration before the Superintendency, if, within the first year following the purchase of the 

shares by Institutional Investors under this exemption, Institutional Investors only offer and/or sell the acquired shares (a) to other Institutional 

Investors, and (b) by means of a private offering.  If the aforementioned offer is made, within the first year following the purchase of the shares by 

Institutional Investors under this exemption, by means of a public offering, the shares will be subject to registration before the Superintendency. 

Notice to residents of Uruguay: 
This is a private offering.  The Securities have not been registered before the Central Bank of Uruguay. 

Confidentiality and Restriction on Further Distribution of Materials 
The materials that accompany these disclosures are provided to certain persons as part of a private offering of the Securities.  These and any other 

materials provided by Leumi Investment Services Inc. are confidential and are intended solely for the recipients to whom Leumi Investment Services 

Inc. provides them.  They may not be reproduced or distributed to other persons.  These materials may not be utilized in connection with any public 

offering of the Securities. 
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