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When Benefits Outweigh the Risks?!?
Fadi Nasser - Deputy Chief Investment & Treasury Officer
A risk-benefit analysis is a technique generally employed to assess the costs and benefits of a given activity,
which usually involves risks. The risk assessment includes both the probabilities of various outcomes and the
consequences of such outcomes (expressed in various forms - dollar terms, death rate, career path, ...). Benefit
assessments in turn measures the benefits to the individual and society from that given activity. A proper,
unbiased, risk-benefit analysis allows decision makers to lay a stronger foundation for their decisions and help
them foresee the potential changes that could impact their plans. Nevertheless, the biggest challenge is the
process itself! It is not a simple one and surely requires quite a bit of groundwork followed by a thorough
analysis that fully factors the trends and nature of the environment we are operating in.
Take for instance the 2008 financial crisis/meltdown, which 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 – did cast 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
had written in the report’s conclusions. “If we accept this notion, it will happen again!”
Nowadays, US government and central bank officials (as well as most of their international counterparts,
excluding the Chinese and Canadians) continue stressing the need to go big with fiscal and monetary stimulus
to support economic recovery from the global pandemic, at least until there is “substantial further progress” in
meeting goals on growth, employment and inflation. “Now is not the time to be talking about exit. I think that is
another lesson of the global financial crisis, is be careful not to exit too early,” Fed Chair Powell had suggested
in his first comments for 2021. And yet, the sustained pumping of trillions of monetary / budgetary boosts as
well as the US central bank’s low-rate policies - at a time the world economy is on course for its fastest growth
in more than a half century – is in my opinion a reckless experiment that continues giving rise to excessive
risk-taking and multi asset bubbles in the markets (equities, commodities, fixed-income, cryptos, …)
After all, both Fed and government officials have taken a recession caused by a government-forced shutdown
and applied traditional demand-management tools to stimulate employment (effectively amounting to beating
a dead horse). As shutdowns eases, employment will recover as the early evidence already suggests
(astounding weekly initial claims figures and monthly payroll data lately). And whilst the US Federal Reserve’s
wild purchase of financial assets - the cause of the exploding money supply - is surely great for financial
markets in the short-term, its longer impact on inflation and social inequalities could prove devastating should
the Fed’s experiment reignites inflation. More worrisome are concerns that the authorities’ ultra-loose fiscal
and monetary policies for struggling families and businesses risk becoming a double-edged sword,
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encouraging behavior detrimental to economic recovery, and creating pressure for additional bailouts and
permanent citizens’ checks! (in other words, a Coronavirus crisis that paves the way for a global reset and a
universal basic income?
).

Is There Anyone Currently Weighing the Risks vs Benefits of These Expansive Policies?
For now, the general sense is that markets are too “seamlessly priced for perfection” - and that can surely
persist for many more weeks/months. Trying to define the exact trigger for a future market correction or
meltdown has always been a notoriously pointless game and a losing investing proposition (like the famous
economist John Maynard Keynes says, “markets can remain irrational longer than you can remain solvent”).
Does the Greensill scandal (involving former prime minister David Cameron’s personal lobbying to change
rules and allow emergency loans to the insolvent supply chain financing firm Greensill Capital) or the Archegos
blow-up hint at further setbacks - rooted in greed - that are set to floor markets soon? Or will President Biden’s
proposal to double the capital gains tax rate for wealthy individuals (to 39.6%) do the trick?
Until that happens, the traditional investment world – listed bonds and stocks – is looking tired and vulnerable;
The consequences of years of distortion as a result of insensitive pre-2008 mortgage lending practices and
hasty post 2008 regulation, subsequent tinkering with market mechanisms, and the malicious consequences
of addicting markets to low rates and flooding liquidity from QE, are becoming clear! Much of financial markets
today looks like a lottery: Which stocks or crypto currencies will soon double in value on the back of mispriced
money driving exaggerated hopes? Clearly when market rallies are driven by tweets, Reddit sites’ tips and
bored - stuck at home – inexperienced day traders, one is in serious trouble trying to explain the logic of asset
movements (Dogecoin, a cryptocurrency created as a joke, lately topped Ford and Kraft in market value after
rallying a remarkable 380% over 14 days! Hoo-ah!). In such case, the trick is always to ignore the noise and
instead focus on thorough costs-benefits strategies.
To end this weekly market update on a happier note, let me reproduce an amusing tweet that summarizes the
uncertain times we’re all currently living:
“10-years ago, I never imagined I’d see people smoking weed at a family gathering, and the family

gathering is the illegal part!” (

)
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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.
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