




•There are no good choices. If the right thing is done and the deficits are cut, 

it means very hard choices:

• Can the Developed World  keep its commitments to two wars and its 

massive defense budget? Medicare and Social Security reform are not 

painless. Education? Research? The "stimulus"? 

•But cutting the deficit by hundreds of billions while raising taxes by even 

more than is already in the works, is not the formula for sustainable 

recovery.

•We are in a deflationary, deleveraging world. A far different world than in the 

past.

•The markets can remain irrational or complacent for a lot longer than most of 

us think. It could be years. Or not. 

•This is not a prescription for a return to normal growth. We are headed for a 

New Normal that is less than what the market currently believes. 

•Can we Muddle Through? We have no choice but to do so. 

•But it will not be fun. It will not be long-term 5% growth and unemployment 

going down significantly any time soon.

•Can we reverse the course? With a different attitude and leadership, maybe 

we can. But it won't happen next year, and it's unlikely in 2011.
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ZIRP- Cheers for Wall Street Misery for Main Street
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ZIRP- Are we borrowing from future generations to finance 
today’s consumption

The deficit will need to be financed or the future  pensions available will be far less hence 
effecting future consumption– Are we borrowing from future generations to finance today’s 
consumption
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Even After ZIRP The Velocity of Money Remains All Time Low
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ZIRP - Resulting in Misallocation Of  Capital

When interest rates are held lower than the "natural rate of interest," it becomes
more efficient for companies and investors to use money for financial transactions
such as buying other companies rather than for productive purposes such as
increasing capacity and competing for customers and sales.

Why take the risk of competition, which is fraught with problems, when it is so much
cheaper to simply borrow money and buy your competition?

There is a reason that so many industries have effectively ended up as duopolies since
the advent of low rates 12 years ago.

While ZIRP makes money for those who have access to capital and for those who can
sell their assets, it does not create new productive capacity and thus jobs, let alone
help to create more efficient markets and pricing.

Economic policy makers: trying to control a variable you can't measure (inflation) with
a tool you don't fully understand (money) in a complex system with hidden,
unobservable and non-linear interrelationships (the economy) is a guaranteed way to
ensure that most things which happen weren't supposed to happen.
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Quantitative  Easing  Correlation to S&P 500 Index
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Quantitative  Easing  Impact  on S&P 500 Index
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The big losers are the public and the big winners are the smart money. Again. 

I wonder what would happen if the Fed entrusted their $85 bn a month to the smart money? 
Think it would rush into Treasuries and MBS?
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You can see, the housing boom that was fostered by Alan Greenspan's low-interest-rate was 
born of rates around 6%. That level was low enough to generate the biggest US housing boom in 
history. Yet today's "recovery" in the housing market is being choked off by rates a shade above 
4%. 
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So is FED now in Interest Rate Trap : 

By purchasing a trillion dollars of Treasuries and MBS they  have managed to: 

• Save the banks that were too big to fail at the expense of tax payers ( Consumers )
• And  help generate interest of hedge funds in one of the major drivers of “recovery” housing.

But as the things seem to be now looking better (optically, at least), they need to cut back on the 
stimulus that has created the optimism. Their policy is leading to higher rates, which in turn are 
already starting to affect the nascent housing recovery.

So ... does the Fed cooperate and taper the taper in order to stifle the rate increase — or does it 
defect, continue to tighten, and watch the housing market tumble again? 

A difficult choice indeed 

(Bloomberg): If rates rise, the market value of government bonds in particular — and all bonds in 
general — could be hurt significantly. For example, if the federal funds rate rises to 3%, a longer-
term Treasury bond might lose as much as a third of its market value. 
For every 1% increase in interest rates, expect the 10-year U.S. Treasury bond to lose 8.96% in 
price. 
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Final Illusion
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Final Words
The views expressed in this presentation are purely of the
presenter and does not represent the views of either the

ACCA or Ministry of Finance.

Disclaimer : This is an informative Seminar and needs to be used as such.
The topic is dynamic and the Presenter shall not be held liable for any
business decision taken based on this session. Each Business & individual
makes their decision on specific circumstances and the business

environment at the time of decision making.






