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The central bankers’ Visible Hand
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  Dyer	
  

Through close monitoring of the financial system, the central banks and regulators have become the visible hand
behind the functioning of our Western economies, with all the systemic risks that such a concentration of decisionmaking power presents.
In his book "The Wealth of Nations", Adam Smith described, in
1776, the concept of "natural identity of interests" and the
superiority of the "obvious and simple system of natural liberty"
over "the mercantile system". He thereby established the bases of
neoliberalism and made famous the term "invisible hand".
Today, this hand has become more and more visible with evergreater intrusions by the central banks and regulation, with the
aim of monitoring the financial system from a central point.
However, it sets limitations on public-power intervention,
particularly in the field of financial regulation: and what if the State
and central banks were wrong?
In any case, an increasing number of voices are now being raised
to criticise the action of central banks. The questions recently put
to Mrs Yellen, Mr Draghi and especially Mr Carney are the most
tangibles of these instances. It is primarily a certain way of
practising monetary policy that is, in fact, less and less
understood.
The reality is that the nature of monetary policy has now
fundamentally changed and is practised with tools for which no
one is really managing the impacts. Even if the public in general
doesn't feel concerned by these debates amongst experts, it is
now really in this sense that this famous new monetary policy is in
the process of fundamentally changing its way of life: the recent
exchange-rate shifts in the pound and euro bear witness to this
fact. Likewise, the criticisms raised by the British parliament in
regard to the BOE and its governor have referred to the policy of
Quantitative Easing as responsible for an unprecedented
widening of inequalities in the United Kingdom. As for G10, we
could easily talk of a transformation of developed economies into
economies of annuitants, which would explain why growth still
remains very slow.
As Mrs Yellen highlighted a few years ago, the dilemma now for
the central banks is that there is no guarantee that the quest for
price stability and maximum employment is compatible with
protecting the security and solidity of financial institutions as
well as reducing systemic risks.
What we've learned from the crisis is that regulation, which
beforehand was essentially micro prudential, has since
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not only been strengthened, but has also been widely developed
on the macroprudential level: as proof, take the complexity with
which the 28 so-called systemically important financial institutions
in the world are specifically handled, institutions which alone
represent more than 50% of total bank assets in the United
States, increasing from 40% in 2007, a proportion which even
exceeds 75% in a number of other countries.
Paradoxically, the concentration has, in fact, rapidly accelerated
with the crisis as the case of America illustrates, while
governments have long had the power to decide if a company has
or has not become too large in economic terms (in an effort to
tackle monopolies and oligopolies).
A study conducted jointly by Ulrich Bindseil (European Central
Bank) and William Nelson (Federal Reserve Board) under the
auspices of the BIS has highlighted 5 proven interactions of
regulation with monetary policy:
1. Reduction in the supply of credit
2. Greater instability in the relative prices of financial assets
3. Loss of arbitrage activities (repo) restricting monetary policy
transmission considerably
4. Greater instability for bank reserves and interest rates
5. A strong increase in the role of central banks as financial
intermediaries
Yet now, whether in the United States or Europe, the noose is
closing ever tighter around the big banks, which are the suppliers
of credit and major facilitators of monetary policy.
Putting the regulatory changes into perspective shows that
regulation is being continually reinforced and is at the point of
passing an important milestone with the inclusion of new
dimensions of macroprudential or macroeconomic risks, and the
centralisation of a set of ever more detailed and significant data
(big data). The regulators and central banks would thereby
become the visible hands controlling, through the SIFIs, most of
the credit distribution in the economy, ending 150 years of liberal
economic practice, with the risk that if the regulator makes a
mistake with an instrument or diagnostic, it would almost certainly
result in a new economic and financial crisis.
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About Advisors & Partners:

Advisors & Partners LLP (A&P) is an independent company providing financial, advisory and business development services to institutional
investors, asset managers and financial institutions. The company's range of services caters for investors who want access to innovative
alternative investment solutions across financial & real assets with a focus on capital preservation and risk management. Other services include
manager research, sourcing and selection, managed account solutions, portfolio construction and deal sourcing on financial and real/tangible
assets. The firm provides asset managers with access to the investor community via the A&P dedicated distribution network.

For further information about Advisors & Partners and our services, please see our website at www.advisorsandpartners.co.uk

Disclaimer: This electronic communication (this Document) and its contents are intended for the recipient only and may contain confidential,
non-public and/or privileged information. If you have received this electronic communication in error, do not read, duplicate or distribute. Please
advise the sender immediately and delete it from your system (if permitted by law). This Document is only directed at Swiss qualified
investors, professional clients and eligible counterparties and the services or investments referred to in this Document are only
available to Swiss qualified investors, professional clients and eligible counterparties. Retail clients should not rely on the information
herein. Advisors & Partners makes no representation or warranty that the information contained herein is accurate, complete, fair or correct or
that any transaction is appropriate for any person and it should not be relied on as such. All information is subject to change without notice.
Nothing herein shall be construed as a recommendation or solicitation to purchase or sell any financial product or security or as an official
confirmation of any transaction. The information in the Document has been compiled and obtained from sources believed to be reliable, but A&P
does not represent or warrant that it is accurate and complete or that any transaction is appropriate for any person and it should not be relied on
as such. Any information concerning the performance track record of any financial product is given purely as a matter of information and without
legal liability, representations or warranties on the part of A&P. Any decision by an investor to offer to buy or otherwise deal in any of the
securities herein should be made only on the basis of the information contained in the relevant offering memorandum, prospectus, and/or
subscription document, as applicable, of the relevant financial product (the "Offering Documents"). The Document does not therefore include
sufficient information required to make an investment decision. This communication is for information purposes only. Any market or other views
expressed herein are those of the author and or the sender only as of the date indicated and not necessarily those of Advisors & Partners. Emails may not be secure or error free and information could be lost, destroyed, incomplete, delayed, altered, intercepted, corrupted or fail to be
delivered. Advisors & Partners makes no representation that this e-mail or any attachments are free of computer virus or other defects or
inherent risks and accepts no responsibility for any loss or damage or liability of any kind arising there from. Advisors & Partners reserves the
right to retain all messages. Advisors & Partners refers to Advisors & Partners LLP and its affiliates. Any financial product and/or any other
securities mentioned in the Document may not be eligible for sale in some states or countries.

THIS BRIEF STATEMENT DOES NOT DISCLOSE ALL OF THE RISKS OF AN INVESTMENT IN THE RELEVANT FINANCIAL PRODUCT.

Additional information for Swiss investors. This Document is only directed at Swiss qualified investors, and the services or investments
referred to in this Document are only available to Swiss qualified investors. Retail clients should not rely on the information herein.
This document may only be distributed in or from Switzerland only to qualified investors within the meaning of Art. 10 Para. 3, 3bis and 3ter
CISA. The representative of the Company in Switzerland (the “Representative in Switzerland”) is Société Générale, Paris, Zurich Branch,
Talacker 50, 8001 Zurich. The paying agent (“Paying Agent”) of the Company in Switzerland is Société Générale, Paris, Zurich Branch, Talacker
50, 8001 Zurich. The Prospectus or Memorandum, Key Investor Information Documents, Memorandum and Articles of Association as well as the
annual and semi-annual reports may be obtained free of charge from the Representative in Switzerland. In respect of the Shares/Units
distributed in Switzerland, the place of performance and jurisdiction is at the registered office of the Representative in Switzerland.

Advisors & Partners LLP is an appointed representative of Laven Advisors LLP, which is authorised and regulated by the Financial Conduct
Authority. Advisors & Partners LLP is incorporated in England and Wales (No. OC368708), with registered office address at 16 Old Bailey
London United Kingdom EC4M 7EG.
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