
Bianco Research L.L.C. 

An Arbor Research & Trading Company 
Independent · Objective · Original 

 

Volume 13, No. 142  1731 North Marcey, Chicago IL 60614 www.biancoresearch.com 

Market Facts 

It Is All The Same Trade 
By James A. Bianco (847) 304-1511 

and Greg Blaha (847) 304-1511 
November 6, 2008 

 

 

 

 

Investors’ risk appetite has by 
definition diminished since the 
start of the credit crunch.  Few 
instruments outside of Treasury 
bonds and insured short-term 
deposits offer price protection and 
none offer protection against 
currency debasement. 

In addition to an absolute wealth 
loss, the credit crunch has, as all 
crises do, forced a confluence of 
returns and made diversification 
difficult if not impossible to 
achieve. 

This phenomenon is visible in the 
charts to the right.  Both top 
panels in red depict the S&P 500 
for purposes of comparison.  
Underneath are emerging market 
stocks and bonds, investment-
grade corporate bonds, the euro, 
the CRB, the Baltic Dry Freight 
index, the MOVE and the VIX. 
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Correlation to the S&P 500 = 94.57%

Investment Grade OAS0
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Correlation to the S&P 500 = 95.78%

The VIX0
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Correlation to the S&P 500 = 96.21%

The MOVE Index0
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Correlation to the S&P 500 = 85.36%

Emerging Market Spreads
(EMBI+ OAS)
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The Baltic Dry Index
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These markets and others trade more independently 
of each other in normal times. Their correlation moves 
toward 1.00 in a crisis, as illustrated below. 

We can rearrange the correlation data between these 
eight markets and the S&P 500 and display a rolling 
six-month correlation of the least correlated amongst 
the set to the S&P 500. 

Currently the market least correlated to the S&P 500 
of the eight in the sample is the MOVE at 85.36%.  
This is the highest reading in this analysis since our 
data began in 1998, and underscores the severity of 
the credit crunch. 

 

Does Everything Trade Like The S&P 500?
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This chart shows the least correlated market to the 
S&P 500 from a selection of eight markets.  The 
correlation is calculated on a rolling 6-month basis.  

The eight markets are: 
1.  Brazilian Stocks 
2.  Investment Grade Spreads
3.  Bond Market Volatiltiy
4.  Stock Market Volatiltiy
5.  Commodities (Reuters/Jeffries CRB Index)
6.  Freight Rates (Baltic Dry Index)
7.  The Euro
8.  Emerging Market Spreads

 
 

Conclusion 

The credit crisis and concomitant global 
macroeconomic slowdown overwhelm the market-
specific factors normally operative.  This phenomenon 
is compounded by market dynamics such as the 
forced liquidation of positions by investors of all 
stripes. 

The convergence of returns is such a powerful 
measure of crisis conditions we will be able to use its 
dissipation as an indicator of the credit crunch’s end. 
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