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The Next Financial
Crisis
For a moment, let us ponder the uncomfortable: what if the next financial
crisis is unlike recent ones?
We haven't the slightest idea when the
next crisis will occur, or what its catalyst or its magnitude could be. Nevertheless, we are convinced one will happen.
Almost a decade after the last crisis,
the world’s economy is still frail. Currently, anaemic economic growth, expensive markets, demographic headwinds, unfunded pensions, healthcare
costs, too much debt, geopolitical issues, etc. are just some areas of concern. Should a financial crisis occur
during the present environment, there
is not a lot room for manoeuvre.
Possibly, the single most troublesome
issue is the amount of global debt. The
world has never been richer or more
indebted. Staggering levels of existing
debt makes the entire financial system

more fragile. And excessive debt will
hamper any rescue attempt.
In 1987, 1998, 2001 and 2008, central bankers rode to the rescue by
providing liquidity and lowering interest rates. Today, central bank
flexibility is not what it was in prior
periods. Yields globally are near zero
and in many cases, negative. QE programmes by central banks are approaching limits as they buy up more
and more existing bonds, threatening
repo markets and the day to day
functioning of finance. With debt
bloated balance sheets and historically low interest rates, central bankers may not be able to ride to the rescue next time.
Governments carry too much debt so
more deficit spending may not be in
the cards either, at least not without
endangering the value of national
currencies. Lowering the value of a
currency could help exports in the

short term but will also encourage
other countries to follow suit,
unleashing a global currency war in a
race to devalue.
Households (especially Canadian
ones) hold record amounts of debt,
so the consumer is also constrained.
Current debt levels are serviceable at
current yields but if yields rise another two to three percentage points
that might no longer be the case.
The thorniest debt issue of all is in
the derivative space (options, swaps,
futures, etc.). Derivatives allow massive leverage and have a gross notional value of over $500 trillion,
according to the Bank for International Settlements. Increasingly sophisticated and opaque swap instruments make the world’s economy
vulnerable in a crisis. During a crisis,
it is not the net position of a swap
that is at risk but the gross notional
value. As demonstrated in the Long
Term Capital Management crisis
(1998) and the financial crisis of
2008 - 2009, swap counterparties can
go bankrupt. Risk in this space does
not grow in a linear fashion; because
of its scale and cascading interdependence, it grows exponentially.
The main priority for rich countries
should be developing a decent rate of
economic growth as that will help
make the debt situation relatively
smaller. But if growth does not soon
pick up significantly, the outcome of
a future crisis looks ominous. The
next financial crisis could be larger
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and impossible to contain without extraordinary measures.
What if the next financial crisis resembles Cyprus during the 2012 Euro sovereign debt crisis, as Jim Rickards postulates in his latest book, The Road to
Ruin?
In the Cypriot crisis, bank accounts
were frozen by regulators and ATMs
were taken offline. A mad scramble for
cash ensued. Cypriots could not access
their bank accounts for days, and then
were subject to maximum €100 daily
withdrawals. Unlike the financial crisis
in other countries where it was shareholders who bore the brunt of the market’s downturn, Cypriot bank depositors were “bailed in” to recapitalise
failed banks. Deposit amounts over
€100,000 were confiscated and rolled
into a “bad bank” or were converted
into shares of an insolvent Cypriot
bank. This form of “recapitalisation”
also reduced the rescue costs to the
German taxpayer.1
This was an unprecedented act where
the money in the bank did not belong
to the depositor - and it could be frozen
at any time. Rickards contends regulators have taken their cue from this
event and expanded it into other areas.
The Financial Stability Board, (FSB),
is a global regulator established by the
G20 countries and is not accountable to
the citizens of any member country. In
a 2014 report published by the FSB
says bank losses “should be absorbed
… by unsecured and uninsured creditors.” Creditor means you, the depositor.2
Under a 2014 American Securities and
Exchange Commission (SEC) rule,
money market funds can have their
redemption requests suspended. Of
course the SEC can also ‘temporarily’
close exchanges.3
Governments around the world are
pushing forward their agendas towards
a cashless society. There is a move-

ment afoot to ban some denominations
of cash bills (e.g. €500 note) and to
even ban altogether cash transactions
above a certain limit. Transactions will
only be possible using electronic
means - and thus more easily controlled. Consumers have been lulled
into a believing cash is readily available at ubiquitous ATMs. ATMs already have daily withdrawal limits, and
can be easily programmed to lower the
limit or, as in Cyprus, to turn off altogether.
As the next financial crisis begins, and
then worsens, harsh measures will be
undertaken. The state could very well
change the rules in a desperate attempt
to expropriate income and wealth from
you in order to preserve its own power.
The trick will be to do so in ways that
won't spark an immediate political insurrection. The rules will change without warning, so it will be too late to
react.
Today, it appears the regulators are in
fact planning to close banks, shut down
exchanges, and order asset managers
not to sell. The system will be in lockdown. As Rickards says, you might be
able to look at your bank account, brokerage statement or insurance policy but not touch it.
Consider what is easy to expropriate,
and what is more difficult.
Money held in centrally controlled institutions can be expropriated overnight. Expropriation takes many forms.
For example, pensions could be transferred into government bonds, to protect the account owners from “risky
investments”, as occurred in Argentina
in 2008. Or a new currency could be
issued that strips away 90% of the purchasing power of the old currency, as
in contemporary Venezuela and Zimbabwe.4
Property is difficult to expropriate as it
is the foundation of capitalism and de-

mocracy. A state confiscating private
property would spark civil uprisings.
As long as you can pay the taxes and
fees during a crisis, real property unencumbered by a mortgage is likely to
remain in your possession.
Intangible forms of capital, such as
your skills, experience and social
capital, cannot be confiscated.5
Gold and silver have been money for
five thousand years. Central banks
know gold is money; they just don’t
want you to know. Own some.
What else can you do ahead of the
next financial crisis? Buy a home safe
(your safety deposit box may not be
accessible) in which to store a few
months of living expenses worth of
cash. If cash is banned, you will have
to resort to using bullion. Bars of the
precious metals might be exorbitantly
priced to buy simple necessities, so
smaller denomination gold and silver
coins should suffice. And hope you
never have to open your safe.
Fortunately, as the world’s largest
economies are finally growing in a
synchronised manner, the likelihood
of a recession - let alone a catastrophic financial crisis - does not appear
imminent.
Does that mean the next financial crisis can’t occur? Something to ponder.
Sources:
1.

James Rickards, “The Road to Ruin”,
Penguin Random House, 2016

2.

Ibid

3.

Ibid

4.

Charles Hugh Smith, “Which Assets Are
Most Likely To Survive The "System
Reset"?, Of Two Minds Blog, 6 February
2017

5.

Ibid

6.

Chart page one, Grant Williams, “Things
that make you go hmmm”, January 2017

The information contained herein has been prepared from sources believed reliable but is not guaranteed by us as to its timeliness or accuracy. The views expressed in this commentary reflect those of TFP Investment Counsel Corp (TFP IC) as of the date of this commentary. These views are subject to change at any time and TFP IC disclaims any
responsibility to update such views. These views may not be relied upon for investment decisions and should not be considered a recommendation by TFP IC to purchase or sell
any security. This data is intended solely for our clients, is for information purposes only, and may not be publicly disclosed or distributed without our prior written consent.

