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May, being Mental Health Awareness Month, 
provides a perfect opportunity to assess 
the current state of the market and identify 
potential symptoms of its existing imbalances 
and disorders. To do this, we must first conduct 
health checks on the market structure, its key 
players, and their motives, enabling a better 
understanding of potential sources of distress. 
Then, we can explore available specialized 
treatment options.

Since the 1970s and the collapse of the Bretton 
Woods arrangements, which had governed 
the world's financial order for almost three 
decades, the over-the-counter (OTC) market 
emerged as a dominant force. Commercial 
financial institutions, such as commercial 
and investment banks, became its backbone, 
shaping the financial world's order for another 
four decades. At its core was LIBOR (London 
Interbank Offered Rate), a reference rate used 
globally to price the cost of capital flowing 
around the world from capital-rich countries 
like Japan or Belgium to those in need. 

It's fair to say that in the 1990s, the funding 
market remained relatively balanced, 
with major disruptions arising mainly from 
emerging markets. At that time, emerging 
market debt represented one of the few 
'non-traditional' financial investment sources 
offering potentially extraordinary high rates 
of return, attracting increasingly speculative 
inflows. These inflows were significant enough 
to compress risk surfaces and improve risk 
parameters, allowing even more inflows and 
larger exposures to be built. However, nothing 
can last forever, especially 'too good to be 
true' stories. Reality checks, such as assessing 
fundamentals versus valuations, led to sharp 
capital outflows and a series of 'local' crises.

Some of us remember the ‘journey’ from the 
Mexican crisis in 1995 through the Asian crisis 
in 1997, culminating in the Russian crisis in 1998. 
The 1998 crisis was by far the most serious, 
involving investors from all major financial 
centers, including the central bank of central 
banks, the FED, which orchestrated the rescue 
plan for one of the most esteemed financial 
institutions, Long-Term Capital Management 
Fund (LTCM). This single event is perhaps the 
most significant factor influencing investment 
philosophies in the years preceding the Global 
Financial Crisis (GFC), characterized by a 'buy 
now and worry later' mentality, assuming the 
Fed would handle any fallout.

Before delving into the role of central banks, 
let's first examine the repercussions of the GFC 
on the market. With the collapse of Lehman 
Brothers, one of the market’s largest investment 
banks, the interbank market ceased to function 
almost instantly and has yet to fully recover.  
This singular event severely disrupted the 
natural flow of capital, sending the market into 
a state of paralysis.

The only entities equipped with sufficient 
resources and credibility to restore order were 
the central banks. Among them, the Federal 
Reserve (Fed) stood out, taking decisive action 
by deploying numerous unconventional 
monetary tools to revive the market, albeit with 
limited success. Consequently, markets found 
themselves heavily reliant on central banks 
not only as providers of liquidity but later as 
absorbers of liquidity as well. 

Furthermore, on the regulatory front, central 
banks have sought to increase supervision. 
However, their credibility suffered a setback 
last year with the crisis among regional banks 
in the USA. One particularly unwelcome 
consequence of overregulation has been the 
unprecedented growth in areas subject to 
less restrictive regulatory rules, such as the 
private capital funding space. Market reports 
suggest that these investors are employing 
disproportionately high leveraged investment 
strategies, raising concerns about potential 
market instability when positions are forced to 
be liquidated.

When discussing market infrastructure, it is 
impossible not to mention the deteriorating 
secondary market liquidity. Since the GFC, key 
market makers have been reducing the size 
of liquidity pools, resulting in wider bid/offer 
spreads and, in many cases, the absence of 
one side of the price. Additionally, notable 
changes have occurred on the buy-side, with 
passive investment strategies experiencing 
rapid growth. The global Exchange-Traded 
Fund (ETF) industry is now valued at $10 trillion, 
underscoring its undeniable impact on the 
market.

To summarize, the GFC has opened a new 
chapter for the market, with central banks now 
directly supporting its key functions. Despite 
the launch of new products and solutions, the 
market structure has not changed much and 
still relies on the old OTC model supported 
by advanced high-tech solutions such as 
algorithm-based trading platforms. Valuations 
of OTC products have been affected by the 
above-mentioned factors. Probably excess 
liquidity induced by central banks over the 
years following the GFC is the one of the worst, 
leading to imbalances manifested by outbursts 
of volatility.

Going forward, it seems we must learn to 
live with the market's disorders while central 
banks’ interventions remain the only effective 
treatment. In the end, many are convinced that 
there is no effective cure, as those (i.e., central 
banks) who have been saving the market are 
also responsible for creating these disorders in 
the first place.
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
研富投資服務有限公司
9th Floor, Centre Mark II
305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest 
Investment Services Limited and/or 
Belvest related companies (collectively, 
and individually Belvest) solely to its 
clients, qualified prospective clients or 
institutional and professional investors. 
Unless stated otherwise, any opinions or 
views expressed in this communication do 
not represent those of Belvest. Opinions or 
views of any Belvest company expressed 
in this communication may differ from 
those of other departments or companies 
within Belvest, including any opinions or 
views expressed in any research issued by 
Belvest. Belvest may deal as Distributor or 
Agent, or have interests, in any financial 
product referred to in this email. Belvest 
has policies designed to negate conflicts of 
interest. Unless otherwise stated, this e-mail 
is solely for information purposes.

This message may contain confidential 
information. Any use, dissemination, 
distribution or reproduction of this 
information outside the original recipients 
of this message is strictly prohibited. If 
you receive this message by mistake, 
please notify the sender by reply email 
immediately.

Unless specifically stated, neither the 
information nor any opinion contained 
herein constitutes as an advertisement, an 
invitation, a solicitation, a recommendation 
or advise to buy or sell any products, 
services, securities, futures, options, other 
financial instruments or provide any 
investment advice or service by Belvest.

No representation or warranty is given as 
to the accuracy, likelihood of achievement 
or reasonableness of any figures, forecasts, 
prospects or return (if any) contained in the 
message. Such figures, forecasts, prospects 
or returns are by their nature subject to 
significant uncertainties and contingencies. 
The assumptions and parameters used 
by Belvest are not the only ones that 
might reasonably have been selected 
and therefor Belvest does not guarantee 
the sequence, accuracy, completeness 
or timeliness of the information provided 
herein. None of Belvest, its group members 
or any of their employees or directors shall 
be held liable, in any way, for any claims, 
mistakes, errors or otherwise arising out 
of or in connection with the content of this 
e-mail.

This e-mail and any accompanying 
attachments are not encrypted and cannot 
be guaranteed to be secure, complete or 
error-free as electronic communications 
may be intercepted, corrupted, lost, 
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore 
does not accept any liability for any 
interception, corruption, loss, destruction, 
incompleteness, viruses, errors, omissions 
or delays in relation to this electronic 
communication. If verification is required 
please request a hard-copy version. 
Electronic communication carried within 
the Belvest system may be monitored.
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