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A Strong Sense of Deja-Vu! Could This Time Be Possibly Different?
Fadi Nasser - Deputy Chief Investment & Treasury Officer
Déjà Vu is a French term (translates literally to “already seen”) that describes that strange sensation you have already
experienced something, even when you believe deep inside that you never have! Experts generally agree this
phenomenon probably relates to memory in some way; If it only happens to you once in a while, then probably you don’t
need to worry; However, if it becomes somewhat of a regular experience, then most likely it is time to adopt stress-relieve
measures and get plenty of rest (in other words, refrain from closely following irrational financial markets!
)
Back in the 90s, former Federal Reserve Chairman Alan Greenspan, a prominent financial figure (or possibly the person
most responsible for the enormous economic damage caused to financial markets in recent history), stood as the
strongest advocate of innovative financial contracts (also labelled “financial weapons of mass destruction, carrying
dangers that are potentially lethal” by legendary investor Warren Buffet). For more than a decade, Dr Greenspan fiercely
objected whenever derivatives came under scrutiny in Congress or on Wall Street. “What we have found over the years
in the marketplace is that derivatives have been an extraordinarily useful vehicle to transfer risk from those who shouldn’t
be taking it to those who are willing to and are capable of doing so,” Greenspan told the Senate Banking Committee in
2003. “We think it would be a mistake to more deeply regulate the contracts,” he added. But other prominent economists
and investors hold a starkly different view on this matter and the role that Greenspan played in setting up regular market
unrests during his successive terms as Chair of the Board of Governors of the Federal Reserve. “Clearly, derivatives are
a centerpiece of various financial crisis, and Greenspan was the leading proponent of the deregulation of derivatives,”
according to Frank Partnoy, a law professor at the University of San Diego and an expert on financial regulation. Simply
put, Alan Greenspan had helped enable an ambitious American experiment in letting market forces run free, and the US
economy / taxpayers had always been left afterwards confronting the damaging consequences.
Then, there is Treasury Secretary Janet Yellen! Previously, Dr Yellen took office as Chair of the Board of Governors of
the Federal Reserve System in February 2014 for a four-year flawless term that ended in January 2018. Despite being
the first woman to lead the US central bank, she too was far from perfect; In a 2005 speech in San Francisco, Yellen
argued against deflating the housing bubble because "arguments against trying to deflate a bubble outweigh those in
favour of it" [Oops … Wrong!] and predicted that the housing bubble "could be large enough to feel like a good-sized
bump in the road, but the economy would likely be able to absorb the shock” [Oops.. Wrong Again!]. Still the best to come
is the following. From the New York Times - which captured a moment of a 2010 FCIC hearing - we get the following
count: Ms. Yellen told the Financial Crisis Inquiry Commission in 2010 that she and other San Francisco Fed officials
pressed Washington for new guidance, sharing the problems they were seeing. But Ms. Yellen did not raise those
concerns publicly, and she said that she had not explored the San Francisco Fed’s ability to act unilaterally, taking the
view that it had to do what Washington said. “For my own part,” Ms. Yellen said, “I did not see and did not appreciate what
the risks were with securitization, the credit ratings agencies, the shadow banking system, the SIV’s — I didn’t see any of
that coming until it happened ...I guess I thought that similar to the collapse of the stock market around the tech bubble,
that most likely the economy could withstand [the housing collapse] and the Fed could move to support the economy the
way it had after the tech bubble collapsed”. Her startled interviewers noted that almost none of the officials who testified
had offered a similar acknowledgment of an almost universal failure. Clearly central bankers’ complacency had shifted to
outright delusion!
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Fast forward to Wednesday 17th March 2021 - a date to remember!
Federal Reserve officials kept short-term borrowing costs and asset purchases unchanged at their March 17th FOMC
meeting (US o/n Fed funds rate still in a 0.00% -- 0.25% range & monthly bond purchases unchanged at $120 billion) and
continued to project near-zero interest rates at least through 2023 despite upgrading their US economic outlook
(employment, growth and inflation forecasts for the coming 3 years) and the mounting worries in financial markets. “The
strong bulk of the Committee (FOMC) is not showing a rate increase during the forecast period (i.e. till end 2023),” Powell
told a virtual press conference following the Fed decision, adding that the time to talk about reducing the central bank’s
asset purchases was “not yet.” Still, seven of 18 officials predicted higher rates by the end of 2023 compared with just
five at the December meeting, showing a slightly larger group who projects an earlier start than peers to the withdrawal
of ultra-easy monetary policy. Asked about the recent surge in yields, Powell noted that it was “important conditions
continue to remain accommodative” and that he would be personally concerned by “disorderly markets,” repeating a line
he had used earlier this month.
Massive fiscal support and widening vaccinations that has started helping many US states re-open have buoyed investor
expectations for inflation and higher interest rates, propelling long-term Treasury yields higher as the Federal Reserve
and federal government keep adding further stimulus (10-year US Treasury yields shortly breached 1.75% on the upside
and were last trading at 1.70%). Still, Chair Powell and his fed lieutenants don’t seem to bother with the emotional swings
over inflation risk that is obsessing investors. “The fundamental change in our framework is that we’re not going to act
pre-emptively based on forecasts for the most part and we’re going to wait to see actual data,” Powell said. “I think it will
take people time to adjust to that and to adjust to that new practice, and the only way we can really build the credibility of
that is by doing it.” In the choreography of tightening, the first step will be tapering the $120 billion of monthly asset
purchases which the Federal Open Market Committee has pegged to “substantial further progress” on employment and
inflation. Powell suggested that this will be a judgment, or in other words, a committee consensus that Powell himself is
in charge of forming, and “until we give you a signal, you can assume we are not there yet,” he said.
It appears that the Fed Chair is attempting something of a high-wire circus act as he pushes forward with his average
inflation targeting regime. Effectively, Jerome Powell is trying to simultaneously stimulate the economy and raise inflation
through unprecedented and extraordinary stimulative measures whilst keeping short-term interest rates (and to a lesser
extent longer-term yields, via the Fed’s bond purchases) artificially low. “They have masterfully navigated this meeting by
sounding somewhat optimistic on the economy, but staying dovish on the policy path,” Subadra Rajappa, interest rates
strategist at Société Générale noted. Yet, policymakers and various cheering economists appear to have quickly forgotten
the risks that brought about the 2008 financial crash. Central bankers may surely pretend they are able to calibrate this
delicate extraction (higher growth & inflation / low interest rates), but this must be seen as a white lie and a necessary
bluff to keep financial markets and traders reassured. The world economy has never been more sensitive to interest rate
rises and addicted to low yields! As a result, it will be much harder in the future to exit current policies without producing
a mini economic downturn or “God forbid” a major market meltdown, especially if equity and commodity markets continue
rallying from current elevated levels. The Fed caused the dotcom bubble in the 1990s; it later caused the pre-Lehman
subprime bubble. Whatever Mr. Powell professes, US central bankers (and their ECB, BOJ, BOE colleagues across the
globe) have already baked another crisis into the pie!
Ray Dalio, a renowned billionaire American hedge fund manager (Bridgewater Associates) and philanthropist, seems to
think the same. “The economics of investing in bonds (and most financial assets) has become stupid,” he said last Monday
in a post on LinkedIn. “Rather than get paid less than inflation, why not instead buy stuff – any stuff – that will equal
inflation or better?”. “There is just so much money injected into the markets and the economy that markets now behave
like a casino with people playing with funny money.”
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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.

3

