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Wizard of Oz
world

T

he Wizard of Oz is a film
made in 1939 and widely
considered to be one of the
greatest films in cinema history.
It is a version of L. Frank
Baum’s 1900 children’s book
The Wonderful Wizard of Oz and
featured the then child star Judy
Garland as Dorothy Gale. The
wizard is one of the characters.
Unseen for most of the novel, he
is the ruler of the land of Oz and
highly venerated by his subjects.
Believing he is the only man
capable of solving their problems, Dorothy and her friends
travel to the Emerald City, the
capital of Oz, to meet him. Oz is
very reluctant to meet them, but
eventually each is granted an
audience, one by one.

In each of these occasions,
the Wizard appears in a different
form, once as a giant head, a
beautiful fairy, a ball of fire, and
as a horrible monster. When at
last he grants an audience to all
of them at once, he seems to be
a disembodied voice. Eventually,
it is revealed that Oz is actually
none of these things, but rather
an ordinary conman from Omaha,
Nebraska, who has been using
elaborate magic tricks and props
to make himself seem “great and
powerful”.
Last week we witnessed some
‘’Wizard of Oz’’ level moves in the
markets. The universe of negative-yielding bonds grew about
$1.2 trillion last week pushing
the total past $13 trillion for the
first time.
“Last year, the tally of negative-yielding paper was shrinking
towards $6 trillion, only for the
forces of financial repression to
come roaring back as the global
economy encountered turbulence.” -Financial Times. Greek 10
year bonds which once printed
44% yields are currently yielding
2.44%.
This violent financial repression climaxed last week and the
spillover effect is to be seen in
Gold which crossed $1,400 for
the first time since Sep 2013.

Bitcoin [which in my considered
opinion has never been about its
utility but all about its safe haven
non-correlated asset status was
last at 10,700 and has posted a
more than +195% return in 2019.
The yen which is +2.54% to
the dollar in 2019 was on a tear
last week. The S&P closed at
an all-time high up 17.8% and
has had its best start to a year
since 1997. Real estate mogul President Trump has been
brow-beating the Federal Reserve Chairman Powell, threatening
him with demotion. Last week
Powell whilst holding US interest
rates steady signalled the next
move would be lower. The market fearing arrival of the ‘’Wicked
Witch of the West’’ has front-run
Powell and has priced in 3 rate
cuts within 12 months.
If you were to look at the US
economy in isolation, you’d have
to say such a forecast is absurd.
The economy has some soft
spots but unemployment is at
multi-decade lows and consumer spending holding up. The US
two year note which is at around
1.75% is the financial instrument
which is the purest signal. We
are in ‘’nose-bleed’’ territory.
This is ‘’Voodoo Economics’’ and
just because we have not reached the point when the curtain

was lifted in the Wizard of Oz and
the Wizard revealed to be ‘’an
ordinary conman from Omaha
who has been using elaborate
magic tricks and props to make
himself seem “great and powerful”’’ should not lull us into a false
sense of security.
We might ask ourselves what
might the ‘’Wicked Witch of the
West’’ look like? Is it the spontaneous combustion of the once
mighty Deutsche Bank and a
multi trillion dollar derivative
blow up? Is it a war with Iran
that spikes crude oil and topples
the oil markets. A momentary
blink of eye flash move in any of
these markets would be deadly.
The tariff war will be having its
second truce dinner imminently.
The First was in December in
Buenos Aires while Huawei CFO
was being interdicted in Canada.
What will happen this time
is anybody’s guess. Trump has
been massaging US markets
ahead of his truce dinner but he
is gaming the markets and like
Obama once confessed, the US
President is like a train driver. He
can speed the train up or slow it
down but the Tracks have already been set. Therefore, I cannot
see any quick resolution around
the tariff war.
The US and its allies are upping

the ante in South China sea.
Hong Kong speaks to geopolitical
volatility on the Chinese periphery.
Trump stood down an Iranian
Strike when the Planes were
already in the Sky. Iran has been
pushed to the brink by Trump’s
coercive, sanction warfare and
with regime stability now on
a knife-edge, Iran feels it has
nothing to lose.
“Don’t forget the real business of war is buying and selling.
The murdering and violence are
self-policing, and can be entrusted to non-professionals. The
mass nature of wartime death is
useful in many ways. It serves as
spectacle, as diversion from the
real movements of the War.
It provides raw material to
be recorded into History, so
that children may be taught
History as sequences of violence, battle after battle, and
be more prepared for the adult
world. Best of all, mass death’s a
stimulous to just ordinary folks,
little fellows, to try grab a piece
of that Pie while they’re still here
to gobble it up. The true war is a
celebration of markets,” Thomas
Pynchon said.
Aly-Khan is a financial analyst

REPAYING LOANS

Forex reserves shrink 9.2% as
Eurobond 1 payments fall due
Though doubts abound on how Eurobond loan was spent, Ouko approved of it.
VICTOR AMADALA
@itsamadala

Foreign reserves at the Central Bank
of Kenya dropped by Sh930 million
as the country moved quickly to clear
the first phase of the inaugural Eurobond due today.
A weekly bulletin by CBK shows
usable foreign exchange reserves
dropped to $9.153 billion (Sh915
billion) from $10.083 billion (Sh1.08
trillion) last week, representing a 9.2
per cent drop.
Although CBK did not offer the
reason for the significant drop, experts are of the opinion that a huge
chunk of reserves were used to settle
the first tranche of the inaugural $2
billion (Sh200 billion) Eurobond
Kenya took five years ago, in June
2014.
CBK governor Patrick Njoroge had
in May, during the a post Monetary
Policy Committee press briefing
indicted that the government will
spend up to $800 million (Sh80 billion) to clear the first trench of the
first Eurobond due June 24.
“The first installment of the first
Eurobond of about $750 million
,which plus interest of about $80
million, will come to just about $800
million is due on June 24,’’ Njoroge
said.

The sovereign bond was split into
two phases - a $500 million (Sh51
billion), five-year bond at an interest rate of 5.875 per cent and a $1.5
billion (Sh153 billion), 10-year phase
with a yield of 6.875 per cent.
Assuming that the principal
amount of $750 million and an interest of $80 million was paid, the
total adds to around $830 million,
$85 million lower to the foreign reserves drop recorded last week.
Yesterday, financial and economic experts took to Twitter to scrutinize the sudden shrink in foreign
reserves that were strengthening in
the past three weeks.
“Eurobond repayment was $750
million. Was the remaining $180
million spent on interest repayments
or to defend the shilling?’’ Mombasa based financial risk management
expert Mihr Thakar tweeted.
Mohamed Wehliye, advisor to
Saudi Arabian Monetary Authority
wondered if the difference was for
interest repayments, adding that
another $300 million for Standard
Gauge Railway payments is needed
next month.
The monetary regulator, however, downplayed the significant
drop, insisting that the 5.8 months
of import cover meets the statutory
requirement of maintaining at least
four months of import cover.
“The CBK usable foreign exchange
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reserves remained adequate at 5.8
months of import cover. This meets
the statutory requirement of maintaining at least 4 months of import
cover, and the EAC region’s convergence criteria of 4.5 months,’’ CBK
said in the weekly bulletin.
Doubts still abound as to how
Eurobond loan was spent. Auditor
General Edward Ouko, who had earlier cast doubts on how the money
was spent, recently gave the process
a clean bill of health.

The country has so far floated
three sovereign bonds, with the
recent one being the Sh210 billion
Eurobond sold in last month.
The dual-tranche of seven-year
and 12-year tenors are priced at
seven per cent for the seven year
tenor and eight per cent for the 12year tenor.
Part of the amount raised will be
used to settle the Eurobond installment due today as the National
Treasury indicated it its prospectus.

ENLIST YOUR
TEAM IN SOLVING
AN INTRACTABLE
PROBLEM
If you and your team are facing
a chronic challenge, you might
be tempted to take control
and vehemently argue for the
solution you think will work,
or to offer ideas indirectly and
let your team take ownership
of the issue. Neither of these
extremes is optimal. Instead,
try an approach that combines
conviction and openness —
that way others can come
up with solutions that build
on your best thinking. With
your team, talk about the
persistence of the issue, what
solutions have failed, and why.
Explain that you want them
to choose the solution with
you. Make it clear that you are
looking for new ideas, not a
defense of failed solutions or
rehashed versions of what
you’ve already tried. Build a
set of measurable criteria with
which you can evaluate options.
Admit any biases you have for
particular solutions, and ask
the team to treat those ideas
no differently than their own.
Rate all ideas, including yours,
against the established criteria
— and most important, be
open about the assumptions
underlying your views.

