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To Hike or Not To Hike --- That is the Question
Fadi Nasser (SVP – Head of Treasury Sales)

As central bankers prepare to meet next week for the all-important Federal Open Market Committee (“FOMC”)
meeting on Thursday September 17th (in fact it will be a 2-day meeting with the rate announcement only
expected on Thursday evening, 9:00 pm Bahrain, followed by Fed Chairwoman Janet Yellen’s news conference
30 minutes later) and as Fed watchers debate the likelihood of the Federal Reserve voting to raise rates for the
first time in 9 years, opinions amongst the market elite with regards to the Fed’s most critical policy decision
remain quite divided …. and that just days before the final verdict is out!
Not only is there no consensus about whether the Fed will end its seven-year-old policy of zero interest rates,
but views on the fallout from such a move are wildly disparate too.
Whilst many prominent economists believe the Fed has every justification to proceed immediately with a
symbolic and small rate rise, and will therefore not hesitate to pull the trigger on rates as soon as next Thursday,
several smart guys in the room still lean in the other direction and speculate there will not be a US rate rise
anytime soon, but rather a return to quantitative easing!! Former U.S. Treasury Secretary Lawrence Summers
and reputable hedge-fund manager Ray Dalio (founder of Bridgewater Associates) are firmly in that camp, with
both recently predicting that the Federal Reserve might need to restart its bond-buying program to extinguish
the threat of deflation. This week, Citigroup chief economist Willem Buiter went a step further, warning that the
world risks toppling back into recession in the next two years if central banks do not accelerate their efforts to
pump cash into the economy (the logic goes that even after the Fed expanded its balance sheet by more than
US$ 3.5 trillion from the start of Quantitative Easing “QE” in 2009 to its end in October 2014, global disinflation
still persists).
Traders in the cash and future rate markets continue to scale back their expectations for a Fed move at the
September 16-17th policy meeting. As of this morning, prices in the interest rate futures and options market
suggest there is a one third chance of an increase, down from 50% almost a month back. Whether such benign
pricing proves to be a fatal error or a blessing for some of the big bond and money market traders (an outcome
that will only be known in a week time) is not the focus of this week’s economic update, as we restrict/dedicate
our market coverage to showing some of the influential beliefs (on the Fed’s next course of action) that made
the headlines in past days/weeks:
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Federal Reserve Vice Chairman Stanley Fischer: Fischer told Finance Ministers and central bankers at
the last G-20 meeting in Ankara that policy will remain very expansionary even after first rate hike.
However, Fischer suggested that he did not know what the outcome of the next Fed policy meeting will
be (who knows then?!?)
IMF head Christine Lagarde: The Fed must be certain that the job market and inflation are strong
enough to justify raising interest rates. "The Fed has not raised interest rates in such a long time, that it
should really do it for good, not give it a try and then have to come back" (sounds like a nursery teacher
addressing kindergarten students !?!)
Former US Treasury Secretary Lawrence Summers: The Fed should refrain from raising rates in
September. Financial markets have already done the work of tightening. Additionally, the data flow
suggests a slowing in the U.S. and global economies and reduced inflationary pressures.
Goldman Sachs: A Fed rate increase is less likely as US and global stocks drop, while wage and price
inflation continue to fall short of consensus expectations. GS baseline expectation is that the message
from the meeting, including the “leadership dots”, will remain broadly consistent with a lift-off in
December 2015, though Chair Yellen will need to make it clear in her press conference that financial
conditions would have to improve for the Committee to actually hike this year.
JPMorgan: As far as the Fed is concerned, while we think the outcome of the September FOMC meeting
is a very close call, we still believe the odds are tilted in favour of them raising the target range by 25 bps
coupled with fairly dovish dots (in reference to the so-called Fed dot plot, which indicates where
individual Fed officials see Fed Funds in the future (year-end 2015, 2016 & 2017).
Citibank: The US economy is healthy enough seven years after the financial crisis to withstand higher
rates.
BNP: Despite resiliency in the domestic economy, the Fed will likely be very cautious next week. We
expect no action on rates, a dovish set of economic and interest rate projections, and for the Chair to
use her press conference to keep expectations of a hike “later this year” alive.
Deutsche Bank: The Fed is on hold until markets make clear that they are ready to handle a change in
the Fed's posture. Most importantly the financial markets have to be discounting a reasonably high
probability of an interest rate hike to prevent any unpleasant surprises (Seriously?! Is this how monetary
policymakers have conditioned the financial markets over the years? Guess not many have learned
lessons from the 2007/08 market debacle L).
Barclays: Believe the Fed will not hike at the September FOMC meeting, given the recent tightening in
financial conditions and greater uncertainty about the inflation outlook.
Commerzbank: We reckon that the Fed will hesitate one more time, postponing the lift-off until
December 16th
Bank of Tokyo Mitsubishi: The US economy is on track for the Fed to start normalizing rates. “Rate hikes
are soon coming. Bet on it!”
Hedge Fund Manager Ray Dalio (Bridgewater Associates manages approximately US$ 150 billion in
assets under amangement!): A US rate increase will prove an epic blunder in the face of a vulnerable
global economy, and will prompt policy makers to abruptly reverse course and start printing money
again.

As to Ray Dalio and Larry Summer’s views, it remains a puzzle to me why more QE would be the answer to the
economy's “failure” thus far to respond to previous QE programs!! But when some of the “smartest” people in
finance continue arguing for yet more monetary stimulus, it takes some guts for us to continue strongly arguing
in favor of a rate hike, and for the Fed to start pushing up borrowing costs!
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Disclaimer
It is important that you only use this report if you are the intended recipient of this report and you have satisfied yourself that
you are eligible to receive such information. This report is provided to you because you are one of our esteemed customers and have
previously shown interest in receiving the type of information contained in this report.
The Treasury and Investment Management department of Gulf International Bank B.S.C. ("GIB") have compiled the information in this
report. GIB is incorporated in the Kingdom of Bahrain and is licensed by the Central Bank of Bahrain (the "CBB") as a conventional
wholesale bank. GIB's head office is located at Al-Dowali Building, P.O. Box 1017, 3 Palace Avenue, Manama, Kingdom of Bahrain.
This report is intended for the accredited investors, as defined in the Investment Business Code of Conduct published by the CBB.
This information has not been reviewed by the CBB or any other regulatory authority in any jurisdiction and neither CBB nor any
other regulatory takes any responsibility for the correctness or accuracy for the information contained in this report.
The information contained herein is not directed at or intended for use by any person resident or located in any jurisdiction where
(1) the distribution of such information is contrary to the laws of such jurisdiction or (2) such distribution is prohibited without
obtaining the necessary licenses or authorizations by the relevant branch, subsidiary or affiliate office of GIB and such licenses
or authorizations have not been obtained. The recipient of such information is responsible for ensuring that this information has
not been received by it in breach of laws and regulations of any jurisdiction.
This report contains publicly available information only, which has only been complied by GIB. The information provided herein is on
"as is" and "as available" basis and without representation or warranty of any kind. GIB hereby disclaims any representation or
warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability, fitness for any particular purpose or
non-infringement of any of such information.
In no event shall GIB or its subsidiaries, affiliates, shareholders or their
directors, officers, employees, independent contractors, agents and representatives (collectively, "GIB Representatives") be liable
(1) for any inaccuracy, delay, loss of data, interruption in service, error or omission or for any damages resulting there from, or
(2) for any direct, indirect, incidental, special, compensatory or consequential damages arising from any use of information or
arising from any error (negligent or otherwise) or other circumstance or contingency within or outside the control of GIB or any GIB
Representative, in connection with or related to obtaining, collecting, compiling, analyzing, interpreting, communicating,
publishing or delivering any such information. The information here is, and must be construed solely as, compilation of information
(unless expressly stated otherwise) and not statements of fact as to credit worthiness or recommendations or opinions of GIB.
This report does not provide individually tailored investment advice. Any materials contained herein have no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient. The document is provided for information
purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments.
GIB makes every effort to use reliable, comprehensive information, but we do not represent that it is accurate or complete.
No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the
materials, nor are they a complete statement of the securities, markets or developments referred to herein. Recipients should not
regard the materials as a substitute for the exercise of their own judgement. Any opinions are subject to change without notice and
may differ or be contrary to opinions expressed by other business areas or groups of GIB as a result of using different assumptions
and criteria. GIB is not under any obligation to update or keep current the information contained herein.
The value of, and income from, your investments may vary because of changes in interest rates or foreign exchange rates, securities
prices or market indexes, operational or financial conditions of companies or other factors. Past performance is not necessarily a
guide to future performance. Estimates of future performance are based on assumptions that may not be realised.
The information contained in this report is just for informational purposes.
Information does not constitute a solicitation, an
offer, or a recommendation to buy or sell any investment instruments, to effect any transactions, or to conclude any legal act of
any kind whatsoever. GIB does not intend to provide investment, legal or tax advice through this report and does not represent that
any securities or services discussed are suitable for any investor. When making a decision about your investments and business, you
should seek the advice of professional advisors.
The report may contain statements that constitute "forward looking statements".
While these forward looking statements may
represent GIB’s judgment and future expectations, a number of risks, uncertainties and other important factors could cause actual
developments and results to differ materially from GIB’s expectations. GIB is under no obligation to (and expressly disclaims any
such obligation to) update or alter its forward-looking statements whether as a result of new information, future events, or
otherwise. The historical information is provided for information purposes only. Performance figures are calculated before tax (if
any) and after deducting ongoing fees and expenses. The performance figures are historical and past performance is not necessarily
an indication of future results.
Certain amounts (including %ages) included in this document may have been subject to rounding
adjustments. Accordingly, figures may not be an exact arithmetic aggregation of the figures to which they relate. The values and
forecasts shown represent our current indicative valuations and forecasts of the relevant transactions, currencies, interest rates,
commodities or securities as at the date shown. Any value or forecast shown herein is not an indicative price quotation. We
expressly disclaim any responsibility for the accuracy of the values or forecasts shown, any errors or omissions in the report
With the exception of information regarding GIB and save as otherwise specifically indicated, the information set out in this report
is based on public information. We have, where possible, indicated the primary source of information. We strongly recommend the
recipients consult the primary source of information. Facts and views in this report have not been reviewed by, and may not reflect
information known to, professionals in other GIB business areas.
This Report, and the information contained herein (save to the extent that such information is publicly available) is confidential
and may not be disclosed by you to any other person outside of your organization without our consent.
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GIB retains all right, title and interest (including copyrights, trademarks, patents, as well as any other intellectual property or
other right) in all information and content (including all text, data, graphics and logos) in this document. All recipients must
not, without limitation, modify, copy, transmit, distribute, display, perform, reproduce, publish, license, frame, create derivative
works from, transfer or otherwise use in any other way for commercial or public purposes in whole or in part any information, text,
graphics, images from this document (excluding publicly available information) without the prior written permission of GIB.
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