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Are Central Bankers Still in Control as Bond Mania Continues Unabated?!? 

Fadi Nasser - Deputy Chief Investment & Treasury Officer  

 
The 2008 financial crisis was an “avoidable” disaster caused by widespread failures in government regulation, corporate 
mismanagement and reckless risk-taking by Wall Street, according to the conclusions of a federal inquiry at the time. The 
panel that investigated the crisis – the Financial Crisis Inquiry Commission - casts a wide net of blame, faulting two 
administrations, the Federal Reserve and other regulators for permitting a catastrophic blend: Careless mortgage lending, 
the excessive packaging and sale of loans to investors and risky bets on securities backed by those loans. “The greatest 
tragedy would be to accept the refrain that no one could have seen this coming and thus nothing could have been done,” 
the panel wrote in the report’s conclusions. “If we accept this notion, it will happen again.” And whilst it accuses several 
financial institutions of greed, ineptitude or both, some of its gravest conclusions concern government failings. As to the 
central bank’s responsibility, the majority report finds fault with two Fed Chairmen: Alan Greenspan, who led the central 
bank as the housing bubble expanded, and his successor, Ben S. Bernanke, who did not foresee the crisis but played a 
crucial role in the response; It criticizes Mr. Greenspan for advocating deregulation and cites a “pivotal failure to stem the 
flow of toxic mortgages” under his leadership as a “prime example” of negligence. “When the housing and mortgage 
markets cratered, the lack of transparency, the extraordinary debt loads, the short-term loans and the risky assets all 
came home to roost,” the report found. “What resulted was panic. We had reaped what we had sown!” 
 
Fast forward to 2019! A strong sense of Déjà Vu? Surely! …  Is the next financial crisis inevitable? Unfortunately, it seems 
so! 
 
Starting with the Trump-Xi meeting at last weekend G-20 gathering in Osaka, the US President confirmed that trade 
negotiations between the US and China were ‘back on track’ and signalled a positive shift on Huawei; Though he added 
he was “in no hurry” to finish a deal to end the more than year-long spat between the economic powers. Tweeting after a 
three-day visit to Japan, the US president said he wanted to ensure Washington secured a good trade deal with China 
and would not sacrifice that outcome for the sake of speed. “The quality of the transaction is far more important to me 
than speed,” Mr Trump said. “I am in no hurry, but things look very good!” Mr Trump and Chinese president Xi Jinping 
earlier agreed to resume trade talks after the US president pledged not to put more tariffs on Chinese goods while 
negotiations continue and China agreed to buy more US agricultural goods. Trump also softened his stance on Huawei, 
the Chinese telecoms company, noting that US companies could continue selling products to the Chinese telecom giant 
(after initial US concerns that the Shenzhen-based company could help China conduct electronic spying). After the initial 
relief “risk-on” rally that pushed equity prices and government bond yields higher as trading resumed on Monday, market 
investors came to a quick realization that the G-20 summit had not fully resolved the trade tensions dogging the global 
economy. Yes, some progress had been made at that meeting, in the form of a united front determined to foster economic 
growth, but many commentators were still downbeat. “Over the longer-term, translating a ceasefire into a durable trade 
peace is far from automatic,” Mohamed El-Erian, chief economic adviser to Allianz, noted. Erik Nielsen, chief economist 
of UniCredit, said the risk of an “abrupt downturn because of trade frictions” was now lower but the relief was still likely to 
be temporary! 
 
And then there was Christine Lagarde’s – head of the International Monetary Fund (IMF) – nomination to become Mario 
Draghi’s successor at the helm of the European Central Bank (ECB)! European and global bond traders cheered on the 
news, as they bet her choice would extend an era of ultra-loose monetary policy (alias central bank “manipulation”) in the 
Eurozone. Bond prices had been on a tear since late last year, as major central banks started switching to a more dovish 
stance and souring economic data raised fears of a coming recession. Outgoing ECB boss Mario Draghi is readying 
interest rate cuts and a revival of the bank’s bond-buying quantitative easing programme, whilst the US Federal Reserve 
is also set to trim rates this summer, most likely as early as late-July.  
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Ms Lagarde’s appointment, which has to be rubber-stamped by the European Parliament, is expected to bring more of 
the same accommodative monetary policy - rather than a shift to the hawkish stance of rival candidate Jens Weidmann, 
the Bundesbank president. “Going by her previous support of Draghi’s decisions to introduce innovative monetary policies, 
investors are making the safe assumption that she is in the dovish camp,” said Seema Shah, chief strategist at Principal 
Global Investors. As a result, European bond yields fell deeper into negative territory over the past 48 hours. The yield on 
Germany’s 10-year bond, which serves as a benchmark for the region, hit a record low of -0.42%, just a whisker inside 
the ECB’s deposit rate of -0.40%. France’s 10-year yield sank further below zero, touching -0.13% at one point. Two-year 
yields across the entire eurozone are now sub-zero (simply Surreal!) The yield on US 10-year Treasuries, already on a 
major downward path since last November, hit a fresh two-and-a-half-year low of 1.94% yesterday.  
 
Whilst financial markets continue discounting at least three quarter-point Fed interest-rate cuts by year-end - starting with 
a 25 or 50 bps cut at the July-end FOMC meeting – many observers (yours truly) argue that unprecedented monetary 
stimulus from global central banks has created a “fat and slow” world, dominated by large companies and plagued by a 
swarm of “zombie firms” - those that should be out of business but survive because of rock-bottom borrowing costs. Not 
to mention that they have also empowered a horde of zombie investors that continue grabbing stocks and bonds at inflated 
levels, with many buyers in past 48 hours all-too-eager to snap up subordinated Greek bank debt from Piraeus Bank SA 
– which tapped European capital markets for the first time since the 2008 financial crisis!                  
   
It is with such surreal background that traders now eagerly await this afternoon’s Non-Farm Payroll release*, forecasted 
to show stronger employment gains compared to the previous month numbers. Bloomberg consensus is for June payrolls 
to have risen by a healthy 160,000 (following a “weakfish” 75,000 jump in NFP for the month of May). It will also be worth 
keeping a close eye on the other important elements of the report, namely the unemployment rate (expected to remain 
unchanged at 3.6%), average hourly earnings (likely to rise by a healthy +0.3% mom & +3.2% yoy), the participation rate 
(expected unchanged at 62.8%) and average weekly hours (also expected unchanged at 34.4 hours). A strengthening of 
the labour market would dampen the chances of seeing a 50bps cut soon, whilst keeping alive a smaller rate cut later this 
month.  
 
*The US labour market came roaring back in June, undermining the recent dovish shift in Fed rhetoric. The 224K jobs created on the 

month leaves the trend pace of job gains at a level that is inconsistent with the Fed cutting rates. However, with wages rising a weaker-
than-expected 0.2% mom (3.1% yoy), markets remain convinced that rate cuts are coming as early as late July.  
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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. 

 

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. 


