
Preparing For Tomorrow Today: 
What’s Coming Next & Why
Asset Allocation

The Global Financial (GFC, 2007-2009) 
and incumbent Corona crises are very 
different beasts but they do share important 
parallels and these are worth illuminating 
whilst proactively preparing for tomorrow’s 
investment decisions today.

Today is the relative quiet between two 
storms.

Beyond the material fact that the crises 
have been triggered by two very different 
causes (one financial and the other a real-
world medical event), the effects have eerie 
parallels, which presciently prepare us for 
what’s likely coming next.

Similar to how the, ‘Great War’, escalated 
in importance and after the fact came to be 
known as, ‘World War One’ (WW1), the 2007 
to 2009 Global Financial Crisis, or GFC, 
began as something else entirely and it was 
initially referred to as the ‘Credit Crunch’.

[The Credit Crunch was a period 
beginning in April 2007, when a sharp rise 
in US, Californian sub-prime mortgages 
defaulted, triggering a credit crisis which 
then spread globally]

There was a time between the April 
2007 Credit Crunch and the now accepted 
escalation point beginning in October and 
November of the same year and this window 
of time is worth comparing to today for 
several important reasons.

For those who have read Michael Lewis’ 
biographical drama, “The Big Short”, later 
made into the US Blockbuster by Adam 
McKay, the initial blow of the April 2007 
Credit Crunch was not found in the step-
change from bull to bear market sentiments 
but in the ferocity and speed of the change 
and subsequent contagion.

It is not insignificant then that March 
2020’s, ‘Corona Crunch’, ratcheted-up the 
velocity levels even further, making it the 
fastest correction (retracement) in modern 
history. 

But the analogy does not end at 
comparisons of haste, April 2007’s Credit 
Crunch and March 2020’s Corona Crunch 
share three additional and uncommon 
similarities – in both instances there was 
also a simultaneous collapse (or spike, 
depending on perspective) in all three 
traditionally uncorrelated market risks: 
equity risk (equity risk premia), credit risk 

and liquidity risk.
These attributes (destructively) 

correlating not only reflect deeply 
distressed financial markets, they continue 
to communicate that there are malfunctions 
persisting deep within the plumbing of the 
global economy – “Cheating, On Cheating, 
On Cheating”.

But this is known and even known before 
the onset of COVID-19.

What is also known is that we will not 
find an economic bottom until the real-
world health challenges stabilise, as again, 
the Corona Crunch is a crisis stemming 
from a real-world trauma, and one yet far 
from resolved.

British author, Ernest Bramah expressed 
it the simplest, “Where the road bends 
abruptly, take short steps”.

Taking short near-term steps remains 
prudent and illuminating what transpired 
between April 2007 to October/November 
2007’s informative but there remain crucial 
differences between these two beasts.

Despite the Credit Crunch predominantly 
at fault of the Americans, when the global 
system shook, Flight-To-Safety in 2007 still 
meant a rush to the US Dollar, or Greenback, 
Treasuries as had recurred since the 
dismantling of the Bretton Woods system 
four decades earlier.

Those who moved fast between April and 
Christmas 2007 initially found refuge until 
the beast transformed again thanks to the 
aforementioned simultaneous collapse of 
equity, credit and liquidity risks, morphing 
the American beast into a European 
Medusa: 2011-2012 Grexit fears.

Fleeing the euro bloc, many moved their 
focus to the still glamorised, BRIC bloc, an 

acronym popularised by former Goldman 
Sachs Asset Management Chair, Jim O’Neill 
in 2001.

[BRIC: Brazil, Russia, India and China]
Initially attractive, the amassed interest 

in BRICs caused contagion in and of itself, 
simply because the vast majority of BRIC 
publicly traded debt was still priced in US 
Dollars, and this vicious feedback loop 
saw BRIC opportunities lose their lustre 
rapidly.

Today, April 2020, precisely thirteen 
years after the Credit Crunch began, the 
same inclinations are driving many to 
consider a rotation (a polite way of saying 
Flight-To-Safety) towards hard US Dollars 
themselves, US debt or similarly to the 
2011’s, 2012’s, BRIC equivalents, today 
dubbed, Emerging Markets, or EM’s.

In 2020 that would be a mistake.

Despite the effects of these two crises 
having eerie parallels, the causes of them 
remain inimitable and until an economic 
bottom is found only after the real-world 
health challenges stabilise, not only do we 
not know when the second storm will hit, we 
can’t today pre-empt the eye of that storm.

After all, when you think you may be one 
step ahead of the crowd, you’re a genius but 
when you believe you are two steps ahead, 
‘you’re a crackpot’.

The US Dollar in the era of Trumponics 
has wobbles and Emerging Markets, or 
EM, today remain structurally weak as 
a collective asset class; impulses of 2007 
belong where they began, in history and 
preparing today for tomorrow involves a 
sober reassessment of the risks surrounding 
all knowing that until the Novel Coronavirus 
trauma stabilises, deciding what to do more 
than two steps ahead is a fool’s errand.

The important lesson learnt from the 
April 2007 Credit Crunch was that sudden 
economic stops have lasting consequences, 
returning escalation points and likely more 
serious challenges ahead. 

Proactively preparing for tomorrow 
involves acceptance of this as much as it 
does specific portfolio repositioning.

This information contained herein has been prepared and issued Australian Standfirst Asset Management Pty Ltd ACN 612 265 219 as an AFS Representative 1276948 of Australian Standfirst Funds Management Ltd  
ACN 618 083 079 AFSL 510315 and is provided for educational purposes only and should not be taken as advice. This is not an offer to buy/sell financial products. We do not provide personal advice nor do we consider 
the needs, objectives or circumstances of any individual. Financial products are complex and all entail risk of loss. The price and value of investments referred to in this research and the income from them may fluctuate.  
Past performance is not indicative of future performance, future returns are not guaranteed and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain 
investments. Certain transactions, including those involving futures, options, and over-the-counter derivatives, give rise to substantial risk as they are highly leveraged, and are not suitable for all investors. Please ensure you obtain professional advice 
(including tax advice) to ensure trading or investing in any financial products is suitable for your circumstances, and ensure you obtain, read and understand any applicable offer document.

All intellectual property relating to the information provided vests with Australian Standfirst unless otherwise noted and the research is provided on an as is basis, without warranty (express or implied). All views shared are Australian Standfirst views 
and do not represent any other organisation or individual (unless cited accordingly). The information, opinions, estimates and forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update 
our research as appropriate and where possible. Whilst the research has been prepared with all reasonable care from sources, we believe to be reliable, no responsibility or liability shall be accepted by Australian Standfirst for any errors or omissions 
or misstatements howsoever caused. No guarantees or warranties regarding accuracy, completeness or fitness for purpose are provided by Australian Standfirst, and under no circumstances will any of Australian Standfirst, its officers, representatives, 
associates or agents be liable for any loss or damage, whether direct, incidental or consequential, caused by reliance on or use of the research.

Stirling Larkin, CIO

    Where the road bends 
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