MONTHLY MACRO ANALYSIS
OCTOBER 2015
NO 5
“Clarify economic and financial news to better anticipate and control risks””
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The global economy’s renewed momentum requires simplification to protect diversity and restore the free-market
economy to its former glory
A few weeks ahead of the major COP21 climate conference, more
and more reasons are emerging to prompt an international meeting on
changes in the economic climate as well, as illustrated by the
significant surge in volatility. Chinese stock markets (SSE) have not
seen such strong volatility in 10 years. On the S&P index, it has
reached levels equal to those of the European sovereign debt crisis. 	
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Despite the rebound in United States GDP in the second quarter of
2015, a feeling of concern continues to spread through business
circles regarding the following question: has the global economy
entered a period of major stagnation equal to those it has known in
the past?
In particular, growth is supposed to help meet the extraordinary
challenge of public debt, present and future (the funding of social
systems in particular). If there is no growth, the likelihood of a new
financial crisis becomes much more significant.
Extensive academic works are currently devoted to this subject, and
two of them are worth a closer look here.
- The first and most provocative work focuses on the issue of
regulation. Many theorists, including central bankers, consider
certain forms of regulation to be among the major causes of reduced
growth potential. In a somewhat exaggerated analogy, we could
consider that regulation plays the same role as pollution in
transforming the economy, reducing diversity and increasing financial
“catastrophes”. Increased complexity and fading diversity would lead
to more and more phenomena that are statistically very unlikely, those
“tail-end results” that occur through the proliferation of highly
disruptive events.
Lastly, systematic government intervention would promote the
existence of economic bodies that should not survive under normal
biological conditions and whose presence should increase systemic
risks.
The origin of this phenomenon is due to the stranglehold of
“Governance” over “Government”. According to Michael Porter,
“Governance” includes all processes, rules and organisations
established to govern corporate management. As such, the referee	
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has most of the power today. The referee sets and enforces the rules.
However, as all that is not prohibited is authorised, the referee will
tend to lay down these rules in extreme detail, to the point of
making them incomprehensible.
- The second work concerns the ever stronger lure of the model of
monopoly in the world of today, a lure that is well illustrated by Peter
Thiel, former CEO of PayPal, who argues that this economic model is
the only one able to drive progress.
Several businesses have given in to the temptation, and several
governments have stood back and watched it happen, due to the
constraints of globalisation.
And yet, monopoly is also synonymous with rent collection, which
dominated economic history for centuries when growth and progress
hardly existed, but inequality stood at a record high.
During a recent speech at the UK Harvard Club dinner, the Governor
of the Bank of England, Marc Carney, listed the three great lies that
have clouded the interpretation of economic events since 2007:
- The first lie was pretending that this time, things were different
(C.M. Reinhart and K.S. Rogoff). However, just like before, it was an
uncontrolled accumulation of debt that led to the great recession, just
like it had led to the great depression.
- The second lie concerns the doctrine whereby markets always selfregulate and enable the correction of imbalances. In Mr Carney’s
opinion, however, markets strive first and foremost to anticipate what
the majority anticipates: as such, they are all the more likely to remain
imbalanced in the long term and to regularly suffer major liquidity
crises.
- Lastly, the third lie concerns the delusion that markets are ethical,
whereas, more often than not, collective behaviour has seemed to
sweep away personal integrity, as in the Libor and Forex scandals.
According to Mr Carney, the monetary authorities have greatly
increased the capital requirements of banking institutions and wiped
out, so to speak, the implicit subsidies in favours to “too-big-to-fail”
banks. Banks have increased considerably in size, however, and in
a way oligopolistic positions have become stronger.
The Governor of the Bank of England also described the many
initiatives taken to help the markets be less exposed to the liquidity
risk by improving the quality of the market infrastructures and by
ensuring the more widespread use of collateral.
Lastly, in terms of ethics, Mr Carney highlighted that the
condemnation of financial institutions and individual operators is a
major step towards the emergence of accountability for players.
This final point is probably the most important one: by putting ethics
back at the heart of the discussion, Mr Carney recognises the limits
of regulation and, in a way, the limits of governance. He restores
the “Government” – the authority – to its former glory, with the
common good as end goal.
It remains for the governments to exercise their responsibilities: not
establishing new rules, but simplifying and enforcing existing rules,
those that guarantee the conditions required for the proper
performance of the free-market economy. 	
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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
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