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Author’s note 

The letters and professional correspondence dated January 2008, June 2008, November 2018 and May 

2020 were written by me without artificial-intelligence assistance. They are preserved as 

contemporaneous records of the information available to me, the risks I identified and the actions I 

recommended at the time. 

This letter differs in process, not in responsibility. ChatGPT assisted with research using current official 

sources, comparison of the present environment with my earlier work, testing of competing 

explanations, scenario organisation and editorial presentation. The judgments, scenario probabilities 

and conclusions are mine. 

This document is strategic commentary for professional discussion. It is not personalised investment 

advice, an offer, a solicitation or a promise of performance. Any investment decision requires 

independent legal, tax, regulatory, credit, technical and financial due diligence. 
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Executive summary 

The conclusion 

The next major financial break is unlikely to begin with a conventional bank run or an announced 

default by a major sovereign. The more probable first fracture is a disorderly repricing of long-

duration government debt, transmitted through leveraged non-bank institutions, carry trades and 

liquidity-sensitive funds. Public-credit spreads and private-market valuations would then adjust 

with a lag. Artificial-intelligence investment could cushion the process through genuine 

productivity gains, or intensify it if debt-funded capital expenditure outruns cash generation. 

The decisive change from the 1981–2020 regime is not that inflation must remain permanently 

high. It is that inflation, interest rates, trade routes, energy supplies and fiscal policy have become 

less reliably mean-reverting. Capital can no longer assume that every shock will produce lower 

yields, rising bond prices and immediate central-bank rescue without inflationary cost. 

The portfolio consequence is not a single dramatic trade. It is a change in architecture: 

1. Preserve liquidity and optionality. 

2. Maintain a strategic allocation to physical gold—generally within a 7–10% range for suitable 

portfolios—rather than treating it as a speculative all-or-nothing position. 

3. Prefer senior, well-documented and closely monitored asset-backed income to unsecured yield. 

4. Own productive assets and businesses that provide essential goods, possess licences or scarce 

operating positions, and can improve productivity. 

5. Demand control over collateral, cash, legal priority, concentration, monitoring and exits. 

6. Avoid structures whose apparent stability depends on stale valuations, continuous refinancing or 

correlations inferred from an unusually benign period. 

The transmission sequence 

7. Supply or fiscal pressure keeps inflation risk alive. Energy, defence, strategic autonomy, ageing 

and infrastructure requirements collide with already stretched public finances. 

8. The long end of sovereign curves absorbs the pressure. Term premia and refinancing costs rise 

even when central banks would prefer to ease. The fault line is the price and liquidity of 

supposedly risk-free collateral. 
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9. Non-bank leverage turns repricing into forced behaviour. Hedge funds, leveraged strategies, 

bond funds and cross-border investors face margin calls, redemptions or funding pressure. A yen-

funded or other carry unwind is an amplifier, not necessarily the original cause. 

10.Credit follows. Public spreads widen first; private-credit valuations, payment-in-kind interest and 

covenant negotiations reveal stress later. The lag can create a false impression that private assets 

are safer when they are merely priced less frequently. 

11.AI capital expenditure faces its cash-flow test. Productive investment survives. Projects 

dependent on abundant financing, optimistic utilisation assumptions or weak power economics 

are repriced or cancelled. 

12.Reserve and investment capital continue diversifying. This is more likely to take the form of 

gradual gold accumulation and broader use of local currencies than an imminent replacement of 

the dollar by a gold-backed BRICS currency. 

13.Productive assets regain strategic value. Food, aquaculture, energy, logistics, water, processing 

and critical-material value chains attract capital where economics, governance, security and 

delivery capability are demonstrable. 

Author’s scenario assessment — August 2026 

The following probabilities are judgmental estimates informed by the indicators in Appendix B. They are 

not date-specific forecasts, consensus estimates or recommendations. 

Scenario Probability Description Investment implication 

Controlled repricing 55% 

Growth slows but remains positive; 
inflation is irregular rather than 
unanchored; long yields and volatility 
remain structurally higher; periodic stress 
is contained. 

Liquidity, gold, shorter duration and secured 
productive-asset income would be favoured on a 
risk-adjusted basis over a simple long-duration 
portfolio. 

Liquidity and credit 
accident 25% 

A supply or fiscal shock pushes long yields 
higher, forces non-bank deleveraging and 
carry unwinds, and produces a delayed 
private-credit downturn. 

Capital protection, collateral control and liquidity 
dominate return maximisation. Distressed 
opportunities emerge after forced selling. 

Productivity 
validation 20% 

AI productivity broadens, energy 
constraints ease, inflation falls and 
revenues validate capital expenditure. 
Fiscal pressure remains, but nominal 
growth prevents disorder. 

Quality growth would perform better; productive 
assets would remain attractive where execution and 
cash generation are demonstrable, while gold could 
consolidate and broad crisis trades could 
disappoint. 
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What would make this near-term? 

The issue becomes more immediate when a cluster, rather than a single event, emerges: weak 

sovereign auctions, a sustained rise in term premia, supply-driven inflation reacceleration, deteriorating 

repo conditions, a sharp yen appreciation, widening public-credit spreads and fund redemptions. 

Appendix B sets out the indicators that would justify changing the scenario weights. 

The third letter 

Dear Partners and Colleagues, 

In January 2008, I wrote that the combination of a housing bust, a credit bust and recession required a 

defensive change in allocation. I recommended selected managed-futures strategies, cash and fixed 

income for optionality, and inverse exposure to financial, real-estate, technology and consumer-

dependent sectors. The letter did not name Lehman Brothers or forecast a precise date. Its value was 

that it connected an observable mechanism—leverage meeting volatility—to concrete action before the 

defining failures of that year. 

In June 2008, believing that the worst of the crisis had not yet unfolded, I requested a capital-

guaranteed, leveraged note for contemplated Fairfield Sentry exposure. The distributor replied that 

Sentry’s reported low volatility and low correlation meant a guarantee was unnecessary for most clients, 

while agreeing to have the requested structure priced. A contemporaneous BBVA note showed that 

100% principal protection at maturity was structurally feasible, subject to issuer solvency and final 

documentation. The episode reinforced a lesson that has remained central to my work: reported 

smoothness is not protection. Protection comes from enforceable structure, credible counterparties, 

liquidity and control. 

In November 2018, I wrote that the post-1981 period of falling inflation and interest rates was ending; 

that global integration could reverse; and that war or supply disruption could reward producers of 

essential commodities with market access. I recommended transactional commodity finance with 

control of goods, ownership of arable land and logistics, and physical gold of up to 10% of capital. The 

direction was correct, but the system took several years to reveal the full transition. That delay matters. 

A resilient system can extend a regime long after its foundations have weakened. 

The purpose of this third letter is not to declare an immediate Armageddon. It is to improve the 

discipline of the forecast: identify what is most likely to break first, explain how stress would travel, 

specify what evidence would prove the thesis wrong, and translate those observations into underwriting 

and portfolio discipline. 
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1. What the official evidence says 

Public-debt arithmetic has moved from background concern to market structure. The IMF estimates that 

global public debt rose to just under 94% of GDP in 2025 and could reach 100% by 2029. The OECD 

expects governments and companies to borrow approximately USD 29 trillion from markets in 2026, 

with about 78% of OECD government borrowing used to refinance existing obligations. In the United 

States, the Congressional Budget Office projects debt held by the public at 101% of GDP in 2026 and 

120% by 2036; net interest outlays are projected to rise from 3.3% to 4.6% of GDP over the same 

period.[1][2][3] 

This does not prove an imminent sovereign default. Many major sovereigns issue in their own 

currencies, retain taxation powers and have central banks. It does indicate something more relevant for 

portfolios: the price, maturity and ownership of government debt increasingly constrain policy. When 

inflation is above comfort, central banks cannot suppress yields without consequence. When yields rise, 

governments refinance at higher cost. When non-banks own or finance large positions in sovereign 

collateral, volatility can become self-reinforcing. 

The BIS describes a fiscal-financial stability nexus. The IMF and ECB identify elevated public debt, greater 

short-term issuance, leveraged non-bank intermediaries and weakening bond-market liquidity as 

amplification channels. The ECB reports that euro-area bond-fund cash buffers have declined materially 

and warns that outflows can force sales in relatively illiquid markets. The Bank of Japan is normalising 

rates and reducing its extraordinary role in the government-bond market while monitoring the ability of 

foreign non-bank shocks to affect Japanese markets.[4][5][6][7] 

This is why the first break is more likely to appear in market functioning than in a formal declaration of 

insolvency. 

2. The first transmission: sovereign duration 

The safest asset in a leveraged system can become a major source of volatility when three conditions 

coincide: 

14. Supply is very large. 

15. Duration has increased, or debt must be refinanced at materially higher rates. 

16. The asset is widely used as collateral by institutions that must react to price movements. 

A further energy or fiscal shock would first challenge the long end of government curves. Yields could 

rise even if growth weakened because the shock would worsen inflation, issuance or fiscal credibility. In 

that environment, bonds and equities can fall together. The traditional balanced portfolio loses part of 

the hedge on which it relied for four decades. 
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The trigger need not be dramatic. It could be a sequence of weak sovereign auctions, rising term premia, 

currency depreciation, a fiscal package without credible financing, or renewed supply disruption. Each 

event changes the return investors require from long-duration assets. Once collateral prices move far 

enough, the mechanism becomes mechanical: margin calls, reduced repo capacity, deleveraging and 

redemptions. 

My base case is not a permanent buyers’ strike against major government bonds. It is an era in which 

investors demand more compensation for duration and episodes of poor liquidity become more 

frequent. The distinction matters. It calls for duration discipline, not a theatrical declaration that all 

sovereign debt is worthless. 

3. The second transmission: non-banks and carry 

The post-2008 system made regulated banks safer in many respects while shifting more intermediation 

into asset managers, hedge funds, private funds, insurers and other non-bank institutions. The FSB 

estimates private-credit assets at USD 1.5–2.0 trillion and highlights bank links, borrower leverage, 

valuation opacity, concentration and liquidity features. The ECB and Bank of Japan separately emphasise 

the ability of foreign or leveraged non-banks to transmit shocks across markets.[6][8][9] 

The yen is a useful warning indicator. Japan has moved away from the near-zero-rate environment that 

supported long-lived funding trades. This does not mean every leveraged position is funded in yen, nor 

that a yen rally must cause a global crash. It means that a shift in one of the world’s cheapest and 

deepest funding currencies can remove leverage when long-duration collateral is already under 

pressure. 

The likely sequence is straightforward: 

17. Inflation or fiscal news raises long yields. 

18. Volatility increases and collateral haircuts become less generous. 

19. Leveraged relative-value and carry positions lose money. 

20. Investors buy back funding currencies and sell liquid assets. 

21. Redemptions spread the adjustment into credit and emerging markets. 

The original shock may be small compared with the gross positions it disturbs. That was a central feature 

of 2008 and remains relevant today. 

4. The third transmission: private credit’s delayed mark 

Private credit is not inherently defective. Properly structured direct lending can provide patient capital, 

tailored covenants and closer borrower engagement. Non-bank capital can solve real financing 
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problems, particularly where lenders understand assets, operating cycles, collateral and cash 

conversion. This is an area in which I have worked extensively across asset-backed, trade and private-

market finance. 

But private credit must not confuse infrequent valuation with low volatility. The FSB identifies borrowers 

that are generally more leveraged and of lower credit quality than comparable public-market borrowers, 

increasing use of payment-in-kind arrangements and significant data gaps. The ECB judges that private 

credit alone is unlikely to be systemically decisive in the euro area today, but warns that wider spillovers 

could create revaluation losses and that retail-oriented semi-liquid structures deserve attention.[6][8] 

The mechanism-first questions matter more than the label “private credit”: 

22. What precisely is the collateral, and who controls it? 

23. Is the lender first-ranking in law and perfected in practice? 

24. What debt, statutory claim or working-capital facility ranks ahead? 

25. How concentrated are the underlying customers, obligors and sectors? 

26. Who independently verifies receivables, inventory, biomass, production and cash? 

27. How often is the asset valued, and can that valuation be independently challenged? 

28. What happens following covenant breach, insolvency or fraud? 

29. Is liquidity promised to investors against assets that cannot be realised on the same timetable? 

My May 2020 correspondence concerning a receivables-finance opportunity asked these same 

questions: customer concentration, thin operating margins, monitoring, existing debt, legal priority and 

multiple exits. The current private-credit debate is, in substance, the same problem at larger scale. 

5. AI: productivity engine or duration amplifier? 

AI is not simply another technology bubble. It is already changing software, scientific discovery, logistics, 

finance and industrial design. The upside case is real: productivity gains could lift potential growth, 

improve debt arithmetic and justify a significant part of current investment. 

The financing mechanism, however, is changing. The OECD estimates that nine major AI-related 

companies may issue approximately USD 1.2 trillion of corporate bonds to fund capital expenditure 

between 2026 and 2030. The BIS describes an increasingly debt-financed AI investment surge while 

emphasising that productivity benefits remain uncertain and uneven. The ECB warns that concentrated 

exposures across equity and debt markets could create correlated losses if expectations shift, 

particularly as energy requirements raise costs and infrastructure needs.[2][10][11] 

AI is therefore unlikely to be the first break. It is a multiplier. 
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If productivity appears quickly, revenue and cash flow absorb the capital expenditure. The economy 

gains a new growth engine and the adverse scenario becomes less likely. If adoption is slower, 

competition compresses returns, or power and infrastructure costs exceed assumptions, debt-funded 

projects become long-duration claims whose valuations are highly sensitive to rates. 

The relevant distinction is not “AI versus no AI.” It is productive AI investment versus finance-dependent 

AI investment. The same distinction should govern every real-asset project: technical possibility is not 

bankability, and announced capital expenditure is not value creation. 

6. Gold: monetary diversification, not a slogan 

The 2018 recommendation to own physical gold was based on collateral value, monetary history and the 

approaching end of the disinflation regime. Official behaviour now supports the strategic, rather than 

merely speculative, case. The World Gold Council reports average central-bank accumulation of about 

1,000 tonnes annually over the last four years, approximately twice the average of the preceding 

decade. In its 2026 survey, 89% of responding central banks expected global official gold reserves to 

increase over the following twelve months and 45% expected their own reserves to rise.[12] 

The conclusion must nevertheless be disciplined. IMF COFER data show that the US dollar still 

represented 57.13% of allocated foreign-exchange reserves in the first quarter of 2026, slightly higher 

than in the preceding quarter. Gold’s rise relative to US Treasury holdings in 2025 was heavily influenced 

by valuation. Reserve diversification is occurring, but it is not evidence of an imminent disappearance of 

the dollar.[13] 

Similarly, greater local-currency financing by BRICS institutions and the New Development Bank is 

observable. An imminent gold-backed BRICS settlement system is not. Gold is more likely to gain 

through incremental reserve allocation, geopolitical hedging and declining confidence in the real return 

on sovereign liabilities than through a single replacement-currency event. 

For suitable private portfolios, I continue to view a 7–10% physical-gold allocation as a strategic range, 

calibrated to liquidity needs and overall risk. Gold has no cash flow and can be volatile. Its purpose is 

different: it is a liquid asset without another party’s promise at its centre. 

7. Commodities, trade routes and productive sovereignty 

The 2018 letter argued that producers of metals and food with market access would be rewarded in a 

fragmented world. The present evidence strengthens that thesis while adding an essential qualification: 

ownership of a commodity is not enough. Value depends on processing, logistics, energy, working 

capital, insurance, legal access and the ability to deliver. 
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By productive sovereignty, I mean resilient and economically viable production, processing and delivery 

capacity in essential value chains—whether domestic, allied or geographically diversified. It is not a call 

to pay any price for local production. It is a framework for identifying scarce operating positions that can 

continue to function when supply chains, shipping, energy or finance become constrained. 

The IEA reports that refining concentration across energy minerals reached new highs in 2025; dominant 

suppliers accounted for more than three-quarters of recent refined-supply growth. Export restrictions 

have converted theoretical concentration risk into an operating constraint. The WTO and UNCTAD show 

how disruption at the Strait of Hormuz has affected energy, transport, food and financing 

simultaneously. These are not separate markets. They are one physical system connected through 

shipping, fertiliser, power, insurance and credit.[14][15][16] 

The investable opportunity lies where scarce operating positions meet sound unit economics: 

30. Licensed and established production rather than speculative capacity. 

31. Processing and logistics that improve realised margins. 

32. Technology that raises survival, yield, energy efficiency or feed conversion. 

33. Resilient routes to market. 

34. Governance that aligns operating expertise and capital. 

35. Financing that survives delays and biological or commodity volatility. 

8. Why food and aquaculture belong in the productive-asset thesis 

Food is both an essential demand and a complex biological process. That combination creates durable 

value only for operators that control mortality, feed, health, genetics, energy, processing and market 

access. 

FAO’s 2026 assessment estimates that aquaculture produced 103 million tonnes of aquatic animals in 

2024, exceeded capture fisheries and supplied more than 59% of aquatic animal food. Capture 

production has remained broadly within a stable range since the late 1980s, so most incremental 

aquatic food must come from aquaculture. The European Commission has also identified growing 

investor interest in the blue economy alongside continuing scarcity of later-stage capital.[17][18] 

These facts do not make every fish farm or RAS proposal investable. They make operating evidence 

valuable. The winner is not necessarily the project with the largest announced capital expenditure. It is 

the business that delivers the most reliable survival, feed conversion, welfare, quality and cash flow per 

unit of biological and financial risk. 
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This is the connection to V5 Verde Equity. Our objective is not to use a macro narrative to excuse weak 

projects. It is to apply the same mechanism-first discipline to established aquaculture operators and 

carefully selected new production platforms: 

36. Productive assets, licenses and market access must already exist or be demonstrably obtainable. 

37. Management must have relevant operating experience. 

38. Governance and information rights must be contractual. 

39. Debt must have clear priority, collateral and monitoring. 

40. Equity must be aligned with measurable improvements in productivity and value. 

41. Processing, cold chain and value-added products must convert biological output into stronger 

realised margins. 

42. New technology must pass technical, energy, biological and commercial diligence before scale. 

In the next regime, capital should do more than finance growth. It should improve the resilience, 

productivity, governance and long-term value of the productive asset. 

9. What could prove this thesis wrong? 

A credible letter must identify its own failure conditions. The thesis would be weakened materially if 

several of the following occurred together over the next two years: 

43. Global inflation returned durably to target without repeated supply shocks. 

44. Long-term sovereign yields and term premia declined despite heavy issuance. 

45. Fiscal authorities produced credible medium-term stabilisation of debt and interest burdens. 

46. AI productivity broadened beyond a small group of firms and generated cash flows 

commensurate with capital expenditure. 

47. Private-credit borrower stress, payment-in-kind usage and fund-liquidity concerns declined. 

48. Central banks materially reduced gold allocations and restored a clear preference for sovereign 

bonds. 

49. Trade restrictions and refining concentration eased rather than intensified. 

50. The traditional negative correlation between high-quality bonds and equities re-established itself 

across stress periods. 

If these conditions emerged, the appropriate response would be to increase duration selectively, reduce 

defensive hedges and place greater weight on broad productivity growth. A forecast is useful only if it 

can change. 
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10. Practical allocation and underwriting discipline 

I do not recommend building a portfolio around one date or one catastrophe. I recommend building it 

so that it does not require a benign regime to survive. 

Objective Implementation principle Risk to avoid 

Liquidity and 

optionality 
Maintain deployable capital and match asset liquidity to 

liability terms. 
Forced selling, redemption mismatch and 

refinancing dependence. 

Duration discipline Use selective, shorter effective duration where valuation and 

income do not adequately compensate for rate volatility. 
Treating long-duration sovereign exposure 

as an automatic hedge. 

Physical gold Maintain a strategic, properly stored and documented 

allocation, generally 7–10% for suitable portfolios. 
Treating gold as a leveraged short-term 

macro forecast. 

Secured income 
Prefer senior claims, identifiable collateral, legal priority, 

cash-flow control, covenants, independent monitoring and 

realistic exits. 

Assuming “asset-backed” is itself a 

conclusion rather than the beginning of 

diligence. 

Productive 

ownership 

Focus on established or demonstrably bankable assets in 

food, aquaculture, logistics, energy efficiency, processing, 

water and essential infrastructure. 

Paying for theoretical scarcity or relying 

solely on multiple expansion. 

Selective technology Invest where technology improves a measurable operating 

bottleneck and where financing does not assume perfection. 
Finance-dependent growth with weak unit 

economics. 

Structure discipline Test valuation, liquidity, concentration, refinancing and 

correlation assumptions under stress. 
Hidden short-volatility structures 

disguised as smooth returns. 

 

Cash and short-duration instruments are valuable primarily because they preserve optionality during 

forced selling. 

Smooth reported returns, liquidity promises against illiquid assets and continuous refinancing can 

represent hidden short-volatility exposure. 

https://www.v5eq.com/


THE NEXT TRANSMISSION | 2026 REGIME LETTER 

 

SPYRIDON PAPADOPOULOS | V5EQ.COM 13 

Closing 

In 2008, the immediate danger was leverage built on the assumption that housing and credit volatility 

would remain contained. In 2018, the larger danger was treating globalisation, falling rates and 

inexpensive capital as permanent. In 2026, the central risk is the interaction of fiscal pressure, supply 

shocks, sovereign duration, non-bank leverage and concentrated capital expenditure. 

The system may remain elastic for longer than pessimists expect. That is not a reason to ignore the 

mechanism. It is a reason to avoid false precision, preserve liquidity and insist that every investment 

explain how value is created, how capital is protected and how an exit is achieved. 

The conclusion is constructive: capital will still create considerable wealth, but the advantage is moving 

from financial engineering without control toward disciplined ownership of productive capacity. The 

next regime will reward investors who can connect capital to essential assets while understanding the 

legal, operational and physical mechanisms underneath the return. 

Spyridon Papadopoulos 

Co-Founder | Chief Strategy Officer, V5 Verde Equity 

www.v5eq.com 

https://www.v5eq.com/
https://www.v5eq.com/


THE NEXT TRANSMISSION | 2026 REGIME LETTER 

 

SPYRIDON PAPADOPOULOS | V5EQ.COM 14 

Appendix A — Evidence matrix: the documented record 

Date Contemporaneous observation Action proposed What the record supports Important limitation 

27 Jan 2008 
Housing bust, credit bust, recession, 

exceptional volatility and leverage in 

derivatives. 

Selected CTA/managed futures; 

cash and fixed income; inverse 

exposure to financial, property, 

technology and consumer-

dependent sectors. 

A directional crisis warning with specific defensive 

allocations before the defining failures of 2008. 

It did not identify Lehman by name, specify 

a crash date or distinguish precisely among 

derivative categories. 

17 Jun 2008 “Most probably the worst hasn’t unfolded 

yet”; panic prevailing in markets. 

Capital-guaranteed, leveraged note 

for contemplated Fairfield Sentry 

exposure. 

A specific request for structural capital protection; 

Fairfield Greenwich replied that Sentry did not need 

a guarantee for most clients but agreed to price the 

requested structure. 

The supplied record does not establish 

execution of a Sentry-only note. Any 

guarantee would have depended on final 

terms, maturity and issuer solvency. 

10 Nov 2018 

End of post-1981 falling-rate/falling-inflation 

regime; globalisation could reverse; war and 

supply disruption could reward commodity 

producers with access. 

Transactional commodity finance 

with control of goods; arable land, 

silos and logistics; physical gold up 

to 10%; technology-enabled trade-

finance distribution. 

An early structural case for gold, commodities, food-

chain control and resilience before the post-2020 

inflation and fragmentation shocks. 

Timing was broad. The transition took 

several years, and the letter did not 

forecast specific later wars or price levels. 

7 May 2020 

Customer concentration, thin margins, 

monitoring gaps, debt burden, creditor priority 

and insolvency risk in a receivables-finance 

transaction. 

Exposure limits, ratings grid, 

stronger monitoring, more exits and 

verification of legal priority. 

A transaction-level example of the mechanism-first 

credit discipline used in this letter. 

It is evidence of concerns raised, not proof 

that every related entity or structure 

would fail for the same reasons. 

 

Methodological conclusion 

The common thread is not clairvoyance. It is distrust of attractive outputs when the mechanism underneath them is weak: low reported volatility without 

transparent custody, yield without seniority, diversification without liquidity, growth without productive cash flow, and models without operational control. 
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Appendix B — Forecast scorecard 

Review quarterly. A cluster of signals matters more than any single threshold. 

Channel Indicator Confirmation signal Disconfirmation signal Why it matters 

Fiscal pressure IMF global public debt/GDP; 

major-economy interest expense 

Debt path remains near or above 100% of GDP 

by 2029; interest expense continues rising faster 

than revenue 

Credible primary-balance adjustment stabilises 

debt and interest burden 
Determines sovereign issuance and policy 

flexibility 

Refinancing OECD sovereign gross borrowing 

and refinancing share 
Refinancing remains near 75–80% of gross 

borrowing while long rates stay elevated 
Refinancing share and average funding cost 

decline together 
Converts rate increases into realised fiscal 

cost 

Sovereign 

duration 
Long-end yields, term premium, 

auction tails and bid-to-cover 
Repeated weak auctions or a >75 bp six-month 

rise in term premium across major markets 
Stable auctions and falling term premia despite 

supply 
Most likely location of initial market-

functioning stress 

Inflation/supply 
Energy, freight, fertiliser and 

market-based inflation 

expectations 

Supply prices rise together and five-year 

inflation expectations become unanchored 
Energy and freight normalise while expectations 

remain anchored 
Restricts central-bank ability to rescue 

markets 

Market stress High-yield and investment-grade 

option-adjusted spreads 
HY spreads above roughly 600 bp or IG above 

200 bp with declining liquidity 
Spreads remain contained as sovereign volatility 

rises Shows transmission from rates into credit 

Non-bank 

leverage 

Hedge-fund leverage, repo 

conditions, fund cash buffers and 

redemptions 

Margin calls, forced selling or bond-fund cash 

buffers approaching 3% 
Leverage falls gradually and liquidity buffers 

rebuild 
Determines whether repricing becomes 

disorderly 

Private credit 
Non-accruals, payment-in-kind 

usage, covenant amendments and 

semi-liquid redemptions 

PIK and non-accruals rise together; gates or 

redemption pressure appear 
Cash interest coverage improves and PIK 

declines Reveals delayed credit marking 

Yen/carry 
BOJ rate path, JGB purchase 

reduction, yen volatility and cross-

currency funding 

BOJ normalisation coincides with a sharp yen 

rally and cross-asset deleveraging Gradual normalisation without funding stress Potential global amplifier, not necessarily the 

original trigger 

AI financing AI-related bond issuance, capex, 

free cash flow and utilisation 
Debt issuance accelerates while free-cash-flow 

conversion or utilisation disappoints Broad productivity and revenue validate capex Separates productive investment from 

duration speculation 

Gold/reserves 
Official net purchases; central-

bank survey intentions; COFER 

shares 

Official accumulation remains above the pre-

2022 norm and survey intentions stay positive 
Sustained official selling and renewed 

preference for sovereign reserves Tests gradual reserve-diversification thesis 

Trade/security Tariffs, export controls, refining Restrictions broaden and alternative Restrictions fall and diversified capacity scales Tests the productive-sovereignty premium 
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Channel Indicator Confirmation signal Disconfirmation signal Why it matters 

concentration and shipping 

disruption 
processing/logistics remain scarce economically 

Aquatic food 
Aquaculture output, biological 

productivity and later-stage 

capital formation 

Output grows while licensed, efficient operators 

command capital and margin advantage 
Supply growth outpaces demand and operating 

returns deteriorate 
Tests investability of the productive-food 

thesis 

 

Probability-update rule 

51. Raise the liquidity and credit accident probability when at least four of the sovereign-duration, inflation, non-bank, credit and carry indicators 

confirm simultaneously. 

52. Raise the productivity validation probability when AI cash flows broaden, inflation expectations remain anchored and sovereign term premia fall 

despite issuance. 

53. Retain the controlled repricing base case when vulnerabilities persist but liquidity, bank capital and policy responses prevent forced deleveraging 

from becoming systemic. 
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Appendix C — Investor brief 

The Next Transmission 

The investment regime is changing from one built on falling inflation, declining interest rates and dependable 

global integration to one shaped by fiscal pressure, supply shocks, strategic competition and greater volatility in 

sovereign-debt pricing. 

The principal risk is not necessarily an announced sovereign default. It is a repricing of long-duration government 

bonds that interacts with leveraged non-bank institutions, carry trades and liquidity-sensitive funds. Credit markets 

would then follow, with private-credit stress appearing later because assets are valued less frequently. 

AI is the principal two-sided variable. Genuine productivity gains could raise potential growth and validate large 

capital expenditure. If cash generation falls short while debt financing expands, AI infrastructure becomes another 

long-duration exposure vulnerable to rates and energy costs. 

Gold’s role is strategic rather than apocalyptic. Central banks have accumulated gold at a pace materially above 

the prior decade, yet the dollar remains dominant in allocated foreign-exchange reserves. The more likely 

development is gradual reserve diversification, not an overnight replacement of the dollar. 

The preferred architecture is: 

54. Liquidity for optionality. 

55.  A 7–10% strategic physical-gold allocation for suitable portfolios. 

56.  Selective shorter-duration exposure. 

57.  Senior, well-secured and closely monitored asset-backed income. 

58.  Productive ownership in essential sectors. 

59.  Technology investment supported by measurable unit economics. 

60.  Avoidance of structures dependent on stale marks, continuous refinancing or untested correlations. 

Productive assets matter because geopolitical fragmentation converts efficiency-only supply chains into resilience-

sensitive systems. Food, aquaculture, energy, logistics, water, processing and critical materials can attract strategic 

capital, but scarcity alone is insufficient. Investability requires sound operations, governance, market access and 

financing that survives delay. 

For aquaculture, the investment test is specific: licences, biomass, feed conversion, mortality, genetics, health, 

energy, processing yield, cold chain and realised selling price. FAO reports that aquaculture now supplies the 

majority of aquatic-animal food, while capture fisheries have broadly plateaued.[17] The opportunity lies in 

experienced operators and technologies that increase reliable output per unit of biological and financial risk. 

The discipline is simple: do not ask only what an asset is expected to return. Ask what creates the return, what 

protects the capital, who controls the cash and collateral, what can go wrong, and how the investment exits. 
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