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Better Safe Than Sorry! Possibly with a Big Grain of Salt!
Fadi Nasser - Deputy Chief Investment & Treasury Officer
Individuals say “better safe than sorry” or “it’s better to be safe than sorry” to mean that it is good to be careful - even if it
may not seem necessary - to avoid future difficulties. In other words, it is always wiser to be cautious and wary than to be
hasty or impulsive with decisions one may later regret. This English expression, meaning exactly what it recommends,
has been around since the early 19th century when it was cited in Samuel Lover’s novel Rory O’More (1837).
Relying on the above rationale and following frequent suggestions that price pressures will prove temporary, Fed officials
somewhat reversed course last Wednesday and acknowledged they weren’t so sure any longer. “Is there a risk that
inflation will be higher than we think? Yes,” Chair Jerome Powell told a press conference. He spoke after financial markets
were taken by surprise when policy makers signalled that they expect higher benchmark interest rates as early as 2023.
“There is a lot of uncertainty,” Powell added.
Heading into the meeting, most economists had not entertained a hawkish scenario (the world hawkish, in the context of
Fed decisions, refers to a policymaker who is predominantly concerned with keeping inflation under control as well as one
supportive of early rate increases to ensure such outcome), as it felt so remote given the past year of non-stop easing,
as well as recent Fed assurances that monetary policy would remain extremely accommodative until the US economy
shows “substantial further progress” (currently portrayed by Fed officials as “uneven and far from complete”). After a twoday debate, the central banks’ policy committee (“FOMC”) decided to hold interest rates at near-zero and keep in place
the $120 billion a month bond-buying program. Still, officials signalled they expect rates to increase twice by the end of
2023, compared to previous expectations they would stay the same until 2024.
In addition, the FOMC’s latest Summary of Economic Projections (“SEP”, released quarterly) showed an improved
inflation/growth outlook for this year and next (for 2021, Fed officials expect the US economy to grow by 7.0%, up from
March’s estimate of 6.5%; Their projection for 2021 inflation was also upped from 2.4% to 3.4% during the same period!).
Fed Chair Powell, speaking at his post-Fed meeting press conference, said that Fed policymakers were “talking about
talking about” tapering and that there would be plenty of advance warning (I am guessing as plentiful as the 1.0% miss in
2021 inflation projections over the previous short 3-month period
). Analysts predict a signal in August, at the Fed’s
annual retreat in Jackson Hole, Wyoming, with the actual announcement later in the year. Powell also drew a clear line
between scaling back asset purchases and eventually raising interest rates, also known as “lift-off.” “Lift-off is well into the
future. We’re very far from maximum employment. It’s a consideration for the future. The discussion now is about the path
of asset purchases.” Lastly, the Fed chief played down the signal from the dot plot (a chart that effectively shows estimates
of what the federal funds rate should be, with members of the rate-setting Federal Open Market Committee each assigning
a dot for what they view as the midpoint of the rate’s appropriate range at the end of each of the next three years), urging
it be taken with a “BIG grain of salt!” (“huge” would have been an understatement if history is any guide
)
We had previously suggested that financial markets were turning messy and irrational. Bond yields had managed to come
down sharply from March-highs despite strong evidence that the recovery was picking up momentum. At the same time,
financial conditions had remained extremely easy, with equities/commodities on fire, volatility measures at multi-year lows
and credit spreads further tightening. Even junk bonds were starting to yield less than inflation! No one really knows what
conclusions Jerome Powell and his colleagues at the Federal Reserve came to about all this, but they evidently decided
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that it gave them a great opportunity to start the long and potentially treacherous retreat from the pandemic crisis measures
put in place more than a year ago.
The market’s reaction to the Fed’s “turnaround” can be summarized as follows:
-

-

-

-

US Rates Jump: 5-year yields were mostly impacted by the change in the Fed’s dot plot (10 bps jump in the 5year US swap rates, from 0.85% to 0.95%). Additionally, the US yield curved flattened drastically (5s30s spread
collapsed 20 bps, last at 121 bps – meaning that 30-year yields are now 10 bps lower than levels traded prior to
the FOMC announcement! Mostly to blame on aggressive unwinding of yield curve steepening bets).
USD Strengthens: One of the clearest impacts of the Fed’s latest message change is the value of the US Dollar.
It has been the best 48 hours in more than a year for the Bloomberg’s dollar index, which shows its performance
against a basket of 10 other currencies (DXY last at 92.10). After all, if the Fed is more prepared to tighten than
previously thought (are they really?), that should strengthen the currency!
Commodity Collapses: Gold prices were hammered on Wednesday and Thursday, plunging by almost 5% from
pre-FOMC levels at one point yesterday and precipitating a selloff across precious metals with palladium set for
its worst day in over a year (shedding 9%). Gold prices were negatively impacted by a surge in the USD, which
erodes bullion’s allure for those investors holding other currencies, as well as a jump in US short term yields that
raises the opportunity cost of holding non-yielding gold (versus negatively yield fiat currencies
). Oil, too, lost
a bit of its latest shine as a strengthening US dollar and worsening technical outlook prompted liquidation of large
bullish positions (Brent oil last at $72.50, after trading as high as $74.96 prior to Wednesday’s Fed announcement)
Equities Plunge: Stock prices have largely dropped over the past 48 hours (mostly Dow Jones components) as
investors struggle to interpret the new guidance from the Federal reserve (Is the Fed Put still in place or not?
Someone pls confirm urgently!!
). The Dow Jones Industrial Average Future index was last trading at 33,500
– roughly 3.5% lower compared to pre-FOMC levels.

What Happens Next?
According to John Authers, senior Bloomberg editor for markets, second thoughts are proverbially best. Another 48 hours
on from one of the more surprising Federal Reserve announcements in recent years (even if policy makers did not actually
do anything), the market is still working out what to make of it. The final reaction will be key to the long-term success of
the Fed’s latest policy announcement.
Many observers continue to characterize the outcome of the Federal Reserve’s meeting as a “hawkish surprise”. However,
as Mohamed Al-Erian (chief economic adviser at Allianz SE and president of Queens’ College- Cambridge) points out,
that is only the case if expectations were for a policy deliberation that was totally blind to what has been happening lately
on the ground. The Federal Reserve had so far failed to take actual policy actions (a positive for equities and commodities),
though it has at least now started to demonstrate that it is taking note of recent positive economic developments, whilst
holding on to its “transitory” characterization of inflation (a positive for Fed credibility, inflation break-evens and long end
of the bond market).
Most important, however, is that the Fed continues to unwisely delay the inflection point for the Fed’s ultra-loose policy
stance, relative to what is needed. By doing that, chances are higher that the US central bank will continue falling behind
the curve, compounding an unnecessary risk facing a recovery that needs to be strong, sustainable and not vulnerable to
unsettling financial market instability.
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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 assum ptions
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.
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