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The Relative Calm That Will Soon Give Way to a Market Storm!!
Fadi Nasser (SVP – Head of Treasury Sales)

The whole world is moving together and signs of a massive bubble that involves various asset classes are becoming
clearer by the day. Yet, given the driver is cash printed by central banks, indications it could pop appear negligible
for now and most traders still seem willing to bet on volatility staying lower for longer! That surely explains why
implied volatility in currencies and fixed-income markets has approached a fresh low for the year (not to mention
reduced volatility for gold and Chinese equity prices, with the latter falling to the lowest level in two years amid talks
that state-backed funds are oppressing market moves!).
Yet, a Credit Suisse gauge known as the cross-market contagion indicator - which tracks price relationships in
equities, credit, currencies and commodities - shows different markets are influencing each other more than at any
time since at least 2008. Historically, very high correlations are associated either with a panic or a bubble. Extreme
asset inflation tends to reach fever pitch partly because of what scholars call positive feedback, or where
exuberance and herd mentality feed further investment. Some of the biggest bubbles of the past century were
marked by this spillover to all asset classes. But once one market pops, volatility soars and inter-related bubbles
deflate simultaneously as well!
With hindsight, it is usually easy to spot the asset class that starts things: In 2008, it was real estate; in 2001, dotcom companies. This time, it is clearly excess cash! With all the central bank experiments in Japan, Europe and even
the U.S., there is just too much money lying around. Which poses a big dilemma: The dot-com bubble burst when it
became clear many tech startups would never break even. The U.S. housing market popped after home prices
detached so far from income it became obvious further rises were not sustainable. The question now is how can a
central-bank-led cash bubble burst when there is an ever flowing money hose?
I firmly belong to the minority camp that is betting the current market calm won’t last long! After all, many
uncertainties - relating to US Fed policy, Chinese growth prospects and doubtful loans, US & European politics, oil
prices, etc.. - will soon come up and rock the economic boat! That possibly explains why the tactical allocation team
at Norway’s largest bank – confronting massive central banks’ stimulus inflating stocks and bonds - has chosen to
open a bet on volatility for the first time. The specialized unit at DNB ASA is hedging its mixed funds by keeping
duration short and buying volatility index contracts for the first time, according to Torkild Varran, CEO of DNB Asset
Management, who oversees about 530 billion kroner ($64 billion). This cautionary message is also echoed by
DoubleLine Capital CIO’s Jeffrey Gundlach – who said during a webcast yesterday – that it is time for fixed-income
investors to prepare for rising interest rates and higher inflation by reducing the duration of their positions, moving
money into cash and protecting against volatility. “This is a big, big moment and interest rates have bottomed. They
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may not rise in the near term as I have talked about for years. But I think it is the beginning of something and you’re
supposed to be defensive.” (DoubleLine’s flagship Total Return Bond Fund has $ 61.7 billion AUM).
Moving to two important stories we have been tracking in the past 48 hours, and summarizing below:
- European Central Bank Monetary Policy Meeting: Traders were taken back yesterday by ECB President Mario
Draghi’s signals that the European Central Bank is in no rush to boost its asset purchases (“QE”) at a time of
mounting concern over e recovery in the Eurozone after the UK Brexit decision. About half of respondents to a
Bloomberg survey conducted last week foresaw action by the central bank at yesterday’s meeting, with almost all
the others predicting changes in October or December. As a result, bonds declined with stocks, while the euro
strengthened: Yields on Treasuries and German bunds due in 30 years climbed the most in more than a month.
Global equities halted a five-day advance, whilst the euro rose against all but one of its 16 major peers.
- Oil Prices Surge: West Texas Intermediate for October delivery rose yesterday $2.12, or 4.7%, to $47.62 a barrel on
the New York Mercantile Exchange. It was the biggest gain since April 6th, leaving prices at the highest close since
August 26th. Crude inventories fell 14.5 million barrels last week, according to the Energy Information Administration
(“EIA”). That was the biggest drop since January 1999. A 905,000-barrel gain was projected by analysts surveyed
by Bloomberg before the release. Tropical Storm Hermine moved into the Gulf of Mexico on August 28th, disrupting
shipping and output before moving northeast. Imports tumbled 1.85 million barrels. "The huge number is clearly a
result of storm activity in the Gulf," said Michael Lynch, president of Strategic Energy & Economic Research in
Winchester, Massachusetts.
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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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