Flight of Icarus
Many are familiar with the fable of the flight and fall of Icarus in Greek mythology. A foolish son ignored the wise words of his father, carried away by the freedom that his wax-bound wings afforded. The paternal lesson in moderation was twofold: don’t fly too high or the sun will melt the wax, don’t swoop too low or the sea will soak the feathers. Lessons abound for us financially as either extreme ends in crash and splash. 

Like the ill-fated Icarus the economy was elevated to levels it ought not to have been which were neither sustainable nor desirable. It is tempting to label the ascent of the Greenspan years as ‘good’ and the current times as ‘bad’. Such labelling is the curse of human nature, coupled with our in-built design flaw that extrapolates trends ad infinitum. Current dogma demands that growth must resume, no matter how much debt is dumped on future generations: this may well prove to be the most misplaced mantra of modern times. The high water mark of the economy in 2008 should be looked on as a layer of scum left behind after a disastrous flood; one that should induce loathing, not longing. Stock market analysts similarly failed to grasp that corporate earnings generated from cosmetic credit creation were a bubble in their own right. The delicious irony was that the very measure of value in the form of a P/E ratio was a falsehood. It was not like 1929 or 2000 where indices obviously overshot earnings but one where earnings pushed up equity prices from below. The denominator became the dark destroyer whose deflation dragged down equities; and will continue to do so for many months to come.
There is a corporate as well as government imperative to ‘do something’ but much like markets there are times when leaving them alone is the best option. We must allow asset prices to find their floor and establish a new equilibrium; the sooner the better. Attempting to stave off the inevitable will worsen the outcome in direct proportion to the time spent undergoing artificial stimulation. The wholesale dilution of our money will soon become clear when bond yields spike and currencies plummet relative to real assets such as gold and commodities. Sadly, Anglo-Saxon governments are being badly advised by apparatchiks of a failed financial system who believe that bailing out banks is pre-requisite for saving the economy. Like quack-doctors of old, financiers have come to believe their own bogus diagnosis that further debt creation is just the tonic. Applying more leeches is not the cure, but the cause of our economic anaemia. 
At the risk if repeating the ‘80’s slogan of ‘short, sharp shock’, this is exactly the remedy to form a new foundation and start again. It is human nature to resuscitate the familiar, even when it has broken beyond repair; the unfamiliar is always fearful. The current state of play is that governments wish to help, the people need assistance, but banks sit in the middle. The reason they have ceased to lend is that off-balance sheet liabilities are a monstrous black hole that suck in capital and atomise it. At last the truth has finally emerged; fractional banking mimics the parasitic cuckoo that gorges on the offerings of the hard-working hosts while stealing from their starving siblings.  This is not to say that banks should be eradicated as the majority of bankers are both decent and diligent. It will truly be a case of swords to ploughshares as the greatest conflict of interest is eradicated, in the form of share options combined with short-term contracts for senior staff.
We should never replicate the ‘go for growth’ approach of the past that took us too close to the sun. We should instead aim for stability – or cruising altitude – where yield and capital recycling replace capital growth. In the next article I will show that there are ways to get the wind under our wings once more but lateral thinking free of a pro-bank bias is required. The humility to acknowledge and admire the wisdom of our ancestors will be a necessary but enlightening pre-requisite.
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