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Caught in the liquidity trap, and for lack of an alternative paper currency (a cryptocurrency?), the Federal Reserve
has no other choice but to bet on increased interest rates and – inevitably – a stronger dollar as a result.
The world doesn’t seem to be getting any less dangerous today and
the crisis affecting the BRICS in particular is worrying: it could be a
third and new component of the Great Recession that is so slow to
recover.
Currency fluctuations in these countries illustrate the magnitude of the
phenomenon: since mid-2011, the Real has declined by 60%, the
Rouble by 55%, the Rand by 50% and the Rupee by 32%. Only China
has been spared, with a currency that has even appreciated by 2%
versus the dollar over the last 4 years.
That is the reason often invoked by the central banks to continue or
even strengthen their accommodating policy within a context where
debt is no longer decreasing and remains at an uncomfortable level
overall, both in the public and financial sectors.
Paradoxically, debt has become “stable” through asset purchases
during the rounds of Quantitative Easing that offset the large (and
sometimes necessary) public deficits. In total, the central banks have
purchased $5,000 billion in assets over the last 5 years.
However, one central bank seems keen to distinguish itself from the
general attitude: the US Federal Reserve, whose last meeting
probably marks a significant turning point for the evolution of its
monetary policy.
The central bank of the United States is not usually concerned with
events abroad or the exchange rate of the dollar, which is still the US
Treasury’s exclusive preserve. However, for several months now, the
Fed has claimed to closely monitor developments and describes how
international economic and financial trends could keep downward
pressure on short-term inflation. And yet, for no particular reason, this
discourse has suddenly and completely vanished from the last
minutes of the FOMC and the committee members are currently
debating the opportunity to raise the target for the federal funds
rate at the next meeting to be held on 15 and 16 December 2015.
This change in direction is most likely related to the fact (proven
today) that the liquidity trap is a true deadlock. The famous Zero
Lower Bound which justified the implementation of Quantitative
Easing policies is no longer an acceptable situation, considering the
risks it creates for the economy in general. This policy has been
applied in the United States for more than 7 years. However, recent
works tend to show very clearly that QEs can lead to increased
volatility and risk, thereby having the opposite effect to that intended.

*	
  info@advisorsandpartners.co.uk	
  

The ZLB, and the QE implemented in response, can only be
temporary situations which must be discontinued one day, at the risk
of being exposed to new major crises (Bank of England – Andrew
Haldane).
The crisis affecting developing countries is another illustration of
excess cash that flows too quickly.
The liquidity trap phenomenon concerns primarily the differentiated
treatment of financial investments and cash. Negative interest rates
are a type of financial tax on investments which accordingly have
no equivalent in terms of paper currency. In order that the practice of
negative rates becomes effective, the central bank should be able to
“tax” the cash, for example by randomly invalidating banknotes by
serial number.
Alternatively, the central bank should replace paper currency by
digital currency, which could then also be subject to the application
of negative interest rates and “relax the ZLB constraint” (A. Haldane).
This new cryptocurrency, a type of national Bitcoin, would give the
central bank a wider scope of intervention. However, although the
“blockchain” technology seems likely to guarantee holders absolute
trust in its convertibility (in the same way as a dollar banknote), the
central bank’s digital currency has not yet seen the light of day.
Meanwhile, the Federal Reserve seems to have decided to raise its
interest rates to give its monetary policy some leeway. As such, it
would distance itself from the ZLB, which is really impeding the
normal functioning of the economy by radically changing the
behaviour of economic players and generating an environment that
might foster the onset of another crisis.
In so doing, the FED also accepts de facto a revaluation of the
dollar as a consequence of the margin squeeze between the
monetary policies on both sides of the Atlantic.
This revaluation could be all the more significant if, contrary to the
general perception, the dollar is not overvalued: it is merely
returning from a long period of undervaluation, sometimes excessively
so.
Accordingly, this attitude guarantees the protraction of the great
monetary divide, the virtual certainty that the dollar will continue to rise
and the re-establishment of the United States as a driver of the global
economy.
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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
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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
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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.
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Swiss Disclaimer

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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