“U.S. dollars have value only to the extent that they are strictly limited in supply. But the U.S. government has a technology, called the printing press (or, today, its electronic equivalent), that allows it to produce as many U.S. dollars as it wishes at essentially no cost.”
Bernanke –Federal Reserve Chairman

Introduction
The Queen of England asked after the credit crunch ‘Why did nobody notice it?’ The answer was that some people did notice it, some voiced their concerns, some of those ignored the warnings and some acted. At Trafalgar Asset Managers we noticed it and thanks to many of the authors in this book acted and hence became part of a small group of successful investors in that period. This book will help me and hopefully you think through the coming crises.

The old trading floor joke used to be that an economist has predicted 14 of the last 2 crashes- making the subtle point that if you say something often enough you will eventually be right. In truth most economists never predict a recession as there is simply too much personal risk to the individual who makes such a call and is wrong. Many of the authors collected here were brave and shouted their concerns loudly. I thank them and urge you to follow their work as we work through the gathering storm.


What many of us have struggled to understand is why the central bankers with so many contacts at their disposal seem to be late to act and in this extended period between the beginning of the crisis and the actions by the government and its bankers often makes it harder to repair. Alan Greenspan’s often repeated line that it is better to clean up bubbles after they burst will not console the millions who lost life savings and are now out of work.


What could have been noticed? Let’s look at a simple chart like the one below watched by top economists. This is the change in the ECRI weekly leading indicator of United States growth. As you can see the US economy was slowing at a dramatic rate in the summer of 2007 as credit conditions tightened. 
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This period was just a few months after the market for mortgage securities had started to unravel which in itself was a huge red flag. As the credit market froze in Aug 2007 within another 3-4 months it took another leg lower to -10%, historically a near certain harbinger of a recession. Northern Rock was soon to be nationalised, Bear Stearns had to be saved by JP Morgan at close to zero value yet the European central bankers raised rates! I still wonder what indicators they were watching.

Many investors buy and then hope to find a good exit point to sell. Professional investors work out where they would sell and then decide where they should buy. The best professional investors work out where they will sell and try and calculate potential pathways that lead back from the exit point to work out the best level and the timing for entry.


Once the US housing market began to unravel in early 2007 the pathway was clearly toward large credit losses by banks and individuals. The pathway from credit losses is higher refinancing costs and wider credit spreads. Wider credit spreads lead to short term refinancing problems that lead to bankruptcies. These pathways always lead to a recession. 


The big problem now is that transferring the private sector debt to the country’s balance sheet is a pathway to either default or a large reduction in the value of the currency. Who will bail out the central banks?  

I ask the question- Has the increase in credit and hence leverage in the system caused by repeated bail outs by central banks actually made crises more likely to occur?

Crises are becoming more regular due to global imbalances and central bank policies

· 1997 Asian Crisis

· 1998 Russian collapse followed by hedge fund LTCM failing

· 1999 Dot com

· 2000 Dot com burst

· 2001 Sep 11 

· 2002-03 Recession [e.g. Enron, Worldcom bankruptcies]

· 2007 Sub Prime disaster and bank failures such as Northern Rock

· 2008 Bear Stearns/Lehman, General Motors, Commodity price crash Iceland/Ireland

· 2010 Hungarian and Greek Sovereign crises

Compared to the other decades in the last 50 years we really seem to either be very unlucky or is it that in those other decades we lived within our means and not on credit? If it is due to excess credit then should we not be prepared for further crises along the way?

So I created this book for three reasons. 
First of all, to help many charities and the good causes they support. All the profits from this book go to the Altana Charitable Trust which will distribute an equal share to each contributor’s choice of charity or non-profit organisation.

From a purely personal point I chose the charity the Batten Disease Family Association (BDFA) whose website is www.bdfa-uk.org.uk this is a small charity run primarily by parents and is focussed and excellent at providing relevant information for families, getting families involved, and funding research. My Goddaughter developed Battens disease at age 9, a debilitating and rare motor neurone disease that has sent her blind and eventually will put her in a wheelchair. You have to be mentally very tough to trade a performance based fund every day for many years as I have but this pales compared to having to cope with losing your sight. She has handled the loss better than almost any adult could. She has my admiration and at the very least I will try to help the charity raise monies to help counter the effects and support other families in the same predicament.
Secondly, to introduce these wise men to help you through the coming crises with some of their more helpful thoughts and ideas. I hope you will read and refer back to many of the chapters again and again. Many of you have access to these men and I urge you to listen and learn from them. The great thing about my work is that I learn something new every day. I thank all the authors for their selfless contribution.

Final reason was to try and improve the image of our industry. The financial industry and its participants have a bad reputation yet many participants sit on the boards of charities, donate time and money to worthy causes. 
Hedge funds did not create the crisis nor arguably did the banks yet political spin is used to cover up the great failings of government and its regulators. Not one politician or regulator has been deemed culpable. Not one has said ‘sorry, we need to do better’. The people however always understand in the end. The Queen of England has asked the question, I suspect she will never get an honest answer.
I hope you enjoy the book. Feel free to post feedback to www.altanabooks.com 
In addition to the authors I would like to thank Patrick Young for his expert advice and without him the whole project most likely would still just be floating around in my head. The two main trustees Sean Laird, probably the only man to make double digit returns buying volatility when volatility was already at 10 year highs in Oct 2008 and Neville Newman my long suffering accountant of many years who set up the trust at no cost. 
