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One Messy Global Financial System!
Fadi Nasser (SVP – Head of Treasury Sales)

Financial assets’ movements in past days have suffered from summer doldrums, especially that news flows have
remained light and markets stayed quiet.
After all, money managers, brokers and traders are human beings (though very greedy species!), and on warm,
sunny summer days, many would rather plan their holidays to catch up with family and friends. That in turn means
less investment professionals likely to buy and sell stocks, bonds, currencies and commodities, which could dampen
volatility in the market place (though not a guaranteed outcome as reduced volumes could sometimes result in
greater volatility with transactions completed having a bigger impact on the price of financial instruments). For Wall
Street dealers, the summer doldrums extend throughout August and officially end after Labor Day (first Monday of
September), when hedge fund managers and mutual fund gurus head back to work.
With that said, I reproduce below 2 interesting Bloomberg readings that warn against overstretched fixed-income
and equity valuations (record low bond yields & very high equity valuations) and their extremely damaging impact
on insurers and pension managers:
1- Are Those Safe Heaven Assets Safe Anymore? (Suzanne Woolley – July 29th, 2016)
Michael Sonnenfeldt does not mince words: "There is no safety in safety," the founder of Tiger 21, a network
of "ultra-high-net-worth" investors, said. "All of the historical places you could get safe income from—dividendpaying stocks, bonds—they have all been bid up because of quantitative easing to the point where it is just trash."
Assets that include Treasury notes, high-quality dividend stocks, and low-volatility mutual funds have all seen
spooked investors rush into their supposedly safe embrace. Sonnenfeldt and others argue that has transformed
them. "When you overpay for what used to be safe assets," he said, "they now have a lot of risk in them."
Whether they are "trash" is debatable. But the concern that the prices of these assets may now be propped up more
by fear than by economic fundamentals is legitimate. The 10-year Treasury note for example is seen as a haven in a
world where negative interest rates on sovereign debt are becoming more common. Last August, the 10-year
Treasury yielded 2.2%. Since then, its popularity has driven its price up and sent its yield down to 1.5%. The current
dividend yield on the S&P 500 is 2.1%. "Historically people looked for debt to produce income and for the equity
market to produce gains," said Tiger 21's Sonnenfeldt. "Now people look to the stock market for dividends and to the
debt market for gains, because you won't get any income there."
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Still, that price may have farther to go. "If people get scared enough, they will rotate into Treasuries this time, too,"
said Sam Stovall, U.S. equity strategist for S&P Global Market Intelligence. But that would not be wise, he added.
"We may see a good year eight, and maybe a year nine, in this bull market," Stovall figures. "Bull markets don't end
when a lot of people are cautious. They end when everyone is fully invested and there is no money to propel it
further."

2- The Titanic Risks of the Retirement System? (Mohamed A. El-Erian – August 12th, 2016)
Imagine an entire enterprise set on course for disaster, driven by the owner’s arrogant pursuit of profit. The
members of the management team, from the CEO on down, know better but fail to resist or are ignored. The clients
remain totally unaware of the risks until far too late, with catastrophic results -- particularly for the poorest among
them. This is the story line of the excellent "Titanic," a musical now playing at the Charing Cross Theatre in London.
As I took in this powerful portrayal of the human failures that brought down a ship thought to be unsinkable, it
occurred to me that if we're not careful, the tragic story could also end up describing the fate of the global
retirement system.
With interest rates extremely low and the prices of stocks and bonds at historic highs, finding safe investments that
can help guarantee a comfortable retirement has become increasingly difficult. This has put the managers of
pension funds and other institutions that invest on behalf of future retirees in a difficult position, driving them to
take ever greater risks in hopes of meeting their performance objectives -- targets that are unlikely to be met absent
a major revamp of economic policies and corporate prospects. As a result, individuals are increasingly being exposed
to the threat of losses that cannot be recouped quickly. The degree of long-term financial security that can be
assured depends on three elements: future returns, correlations among different asset classes and volatility. The
outlook for all three is becoming more uncertain.
What returns can investors realistically expect? With the combination of central bank activism and less robust
economic prospects pushing bond yields into negative territory (most recently in the U.K.), fixed income markets no
longer generate any meaningful returns -- unless one takes on a lot more default risk by accumulating junk debt
issued by corporations and emerging-market governments. In the stock market, high-quality dividend-yielding
shares have reached unnerving valuations, leaving more volatile and risky options.
More sophisticated investors may be able to access investment vehicles that traffic in less crowded areas -- but
selecting the right manager is not easy, especially in a “zero sum” world in which one manager’s positive “alpha” is
another’s losses.
In principle, the right mix of investments can provide greater return for the same risk. But this works only if the
investments don’t move in sync -- and correlations among asset classes have lately become unstable and less
predictable. Sophisticated long-term investors realize that portfolio diversification, while still necessary, is no longer
sufficient for proper risk mitigation. Yet the next operational step is not easy, and it typically involves giving up some
potential return.
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Then there is volatility, which increases the chances that an investment will fall in value precisely when a future
retiree needs the money. In recent years, central banks have largely been willing and able to repress financial
volatility. Now, though, this is changing. Some, such as the Bank of Japan, appear less able while others, such as the
Federal Reserve, somewhat less willing.
The repercussions for investment managers depend on where they stand. Those who oversee severely underfunded
corporate or public defined-benefit pension plans are in a particularly tough bind: They must achieve high returns to
meet their targets, so they face the greatest pressure to take on risks that could be catastrophic if companies and
the economy don’t perform well enough to justify existing asset prices. Even better-funded pension plans that have
matched their assets to their liabilities will be challenged to maintain historical returns if they take on new entrants.
To avoid disaster, policy makers and investment managers should consider three fixes. First, be a lot more realistic
about the returns that can be achieved within traditional risk tolerance parameters. Second, put in place policies to
boost savings and income, so people -- particularly the most vulnerable -- will have more money available to put
aside for retirement. Third, be transparent with retirees about the risks that are being taken on their behalf, also
offering less risky options with explicitly lower expected returns.
Absent urgent change, the retirement system could end up following the example of the Titanic. Like the ship’s
passengers, many individuals would face the risk of devastating consequences. And like the second- and third-class
passengers who had a hard time getting on lifeboats, the middle- and low-income segments of the population would
be most at risk.
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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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