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• What’s going on with financial crises? 
• Why are we headed for another crisis? 
• Won’t central banks be able to save us again? 
• What does this all mean? 
• What are the solutions? 
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The financial crisis cycle and its  
increasing severity 

2015  ??? 
2008  Global Financial Crisis 
2001 Dotcom Bubble 
1994  Mexican Peso Crisis & Bond Crisis (Tequila Crisis) 
1987  Black Monday (Global Stock Crash) 
1980  2nd Oil Shock (Iranian Revolution / Iran-Iraq War) 
1973  1st Oil Shock (OPEC embargo) 
 

 

1997  Asian Financial Crisis 



Why are financial crises  
increasing in severity? 

 



1. Easy credit and subprime borrowers 
2. Too-big-to-fail banks 
3. Too much debt 
4. Complex derivatives 

What were the problems cited for causing the 
financial crisis and were they fixed? 



1. Easy credit and subprime borrowers 

“Emerging debt sales hit surprise record in 2013, outlook upbeat” 
Reuters, December 4, 2013 . 

 
“Warning signs flash for junk-bond investors” 

USA Today, May 18, 2014 . 
 

“Special Report: How the Fed fueled an explosion in subprime auto loans” 
Reuters, April 3, 2013 . 

 
“Auto loan delinquencies rise as subprime lending gains steam” 

Fortune, August 20, 2014 . 
 

“US Student Debt Reaches $1.1 Trillion, Surpasses Credit Card Debt And Auto Loans” 
International Business Times, May 13, 2014 . 

 
“The Next Big Bailout: Student Loans” 

Fox Business, June 3, 2014 . 



1. Easy credit and subprime borrowers 

Source: Datastream, Bank of Spain, Bank of Italy, Bank of Portugal, Natixis 



1. Easy credit and subprime borrowers 

Source: Federal Reserve Bank of St. Louis. 



1. Easy credit and subprime borrowers 

Source: Federal Reserve Bank of St. Louis. 



2. Too-big-to-fail banks 

Source: CNN Money, September 2013 

!!! 



Scandals and Fraud: 

1. Misleading investors in subprime debt 
2. Money laundering 
3. LIBOR scandal 
4. Forex scandal 
5. Gold manipulation scandal 

2. Too-big-to-fail banks 



3. Too much debt 

Source: Federal Reserve Bank of St. Louis. 

Global Financial Crisis 
2008 



3. Too much debt 
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Source: Bloomberg 



3. Too much debt 

Source: Federal Reserve Bank of St. Louis. 



3. Too much debt 

Source: Merk Investments LLC 



Definition: 
  

“A derivative, put simply, is a contract between 
two parties whose value is determined by 
changes in the value of an underlying asset. 
Those assets could be bonds, equities, 
commodities or currencies. The majority of 
contracts are traded over the counter, where 
details about pricing, risk measurement and 
collateral, if any, are not available to the public.” 

 
- New York Institute of Finance. 

 

4. Complex derivatives 



Derivatives are making the system 
more unstable 
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Source: Bank for International Settlements and the IMF 



Example: Deutsche Bank derivatives exposure 

Source: Deutsche Bank 2014 Annual Report 
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Example: Deutsche Bank derivatives exposure 

Source: Deutsche Bank 2014 Annual Report 



 € millions 

Example: Deutsche Bank derivatives exposure 

Source: Deutsche Bank 2014 Annual Report 



Amounts are in trillions of Euros 
 
Source: Deutsche Bank 2014 Annual Report 
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1. Easy credit and subprime borrowers (BIGGER) 
2. Too-big-to-fail banks (BIGGER) 
3. Too much debt (BIGGER) 
4. Complex derivatives (BIGGER) 

The problems of the 2008 financial crisis and 
how they are in 2015 



The world’s leading central banks have established zero 
interest rate and inflation targets with the stated 
objectives of: 
1. Stimulating trade and economic growth 
2. Reducing the cost of debt and the debt burden 
3. Discourage savings and encourage spending 
 
Stated inflation targets: 
• U.S. Federal Reserve (Fed): 2% 
• European Central Bank (ECB): Close to but below 2% 
• Bank of Japan (BOJ): 2% by April 2015 

 

Central Banks to the rescue? 



Central Banks to the rescue? 

Source:  Zerohedge 



Central Banks to the rescue? 

Source: Wall Street Journal 



Central Banks to the rescue? 



Central Banks to the rescue? 

Source: Wall Street Journal 



Central Banks to the rescue? 

Source: Federal Reserve Bank of St. Louis  
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U.S. Velocity of Money M2 



Central Banks to the rescue? 

Source: Federal Reserve Bank of St. Louis  

U.S. Federal Funds Rate 
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Central banks’ solutions: 
• Buy even more debt 
• Keep interest rates as low as possible 
• Punish depositors and savers 

 
Results: 
• Equity markets are hitting highs thanks to cheap debt 
• Bonds are going further into negative territory 
• GDP growth is stalling and starting to decline 
• Deflation is firmly setting in which should drive down 

commodities, such as oil, even further and accelerate debt 
defaults 

• Gap between rich and poor is accelerating 

Central Banks to the rescue? 



• Our financial system runs on a boom and bust cycle 
• Financial crises occur frequently and are becoming more severe 
• Governments and central banks are not solving the problem 
• The core of the problem is an ever increasing mountain of debt 

combined with a derivatives market nearing 1 quadrillion in size 
• The next financial crisis is just around the corner and will be more 

severe than the crisis of 2008 
• Do not expect governments or central banks to be able to save the 

system at that point 
• Expect large cases of debt default (both corporate and 

sovereign) along with falling asset prices across the board as 
deflation sets in (a phenomenon central banks said would never 
happen) 
 

What does this all mean? 



Is there any good news?! 



The sad truth is that it will take a crisis to fix the problems 
of the current system.  Expect the new financial system to: 
• Bring back ethics and moral standards into the 

financial system (principals of equality, shared risk, 
eliminate moral hazard) 

• Return to sound money principals (new gold standard 
or other constraints on reckless government) 

• Redefine money as a medium of exchange and not a 
commodity 

• Remove the casino from the financial system 
(derivatives) 

• Find solutions to a debt-based financial system (equity) 
 

What are the solutions? 



Questions or comments? 
You can reach me on tariq@failaka.com 

 

Available at: 
• Amazon.com 
• Barnesandnoble.com 
• Wiley.com 
 

mailto:tariq@failaka.com�
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