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" Credit crunch consequences: Three years
after the crisis, what’s changed?

It was supposed to have been the day the world changed. The credit
crunch “officially” began on 9 August 2007, and there were plenty ready
to dance on the grave of capitalism and the free markets. But three years
on, for all the handwringing, the economic upheaval and the promises of
politicians, there is a whiff of business as usual in the air. The banks have
returned to substantial profit, City bonuses are moving back to dizzying
heights, international efforts for further co-operation have largely come un-
stuck, cranes are once more rising over the Square Mile and house prices
are moving north.

Many are beginning to question whether anything has really changed at
all; others maintain that things have simply got worse, that the old hegemo-
ny has been reinforced rather than loosened, widening the disparity be-
tween the wealthy and the rest.

Getting a mortgage has been put out of the reach of many people, sav-
ings are dwindling, high streets have become bleaker places and the expan-
sion of public sector debt, partly to keep the world from plunging into a de-
pression, means there will only be more painful austerity measures to

come, affecting everything from arts funding to welfare. Politically, the
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shift has been to the right, particularly in Britain.
“Of course the credit crunch is leading to lots of changes and we

”

haven’t seen all of them yet,” says Sir John Gieve, the former deputy gov-
ernor of the Bank of England. “But in two big respects, I don’t think it did
change the world. First, the speed of globalisation, the integration of the
global economy, including finance, is continuing, and second, it is contin-
uing around broadly a free-market model.

“There have been far fewer repercussions than there were after the
1930s,” he adds. “Then there was a real contest in the world about what
was the right model for a modemn society, and ihe crash convinced many
people that capitalism and free markets were not the right way forward, but
there has been no echo of that this time.

“Maybe India and China have slowed down on deregulating their fi-
nancial industries, but broadly speaking, the direction the world had been
moving in is continuing. It reflects an end of ideology. Capitalism is still
the only game in town.”

Alistair Milne, reader in banking and finance at Cass Business School
and the author of The Fall of the House of Credit, suggests there is still no
willingness to change. “It is a way of life that we all enjoy. We are still
locked into the mindset that rising house prices are a good thing. It will be
a good sign that we are moving to a more constructive way of thinking when
we don’t cheer every time house prices go up. ”

The credit crisis had been brewing for a number of years, as rising in-
terest rates in the US led an increasing number of low-income homeowners
on subprime mortgages to default. But the pivotal moment arrived when a
French bank issued a statement that most would consider arcane — but
which would have profound consequences.

BNP Paribas told investors in two of its funds that they would not be
able to withdraw money because it was no longer able to value the assets in

them, due to a “complete evaporation of liquidity” in the market.
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The money markets became petrified. Banks refused to lend to each

other as fear spread about where the toxic debt obscured in complicated de-
rivatives might be sitting — and the European Central Bank pumped more
than € 200bn (£ 166bn) into the system in a desperate attempt to thaw
the freeze. Stock markets went into free fall.

For a time it seemed as if some commentators were right to predict a
radical overhaul of the old world order that had existed for the 30 years
since Ronald Reagan and Margaret Thatcher had encouraged a laissez-faire
approach.

Within a month, queues formed outside branches of Northern Rock in
the first run on a high-street bank in living memory. A year after that, the
collapse of Lehman Brothers almost brought the financial system to its
knees, followed by the first truly global recession of the post-war era.

“The world did change and ultimately it will be seen to have changed
for the better,” says Nick Parsons, head of research at National Australia
Bank. “When the history of the past 10 years comes to be written, what
will be surprising will be not the global financial erisis itself, but the finan-
cial conditions that preceded it — the excess and abundance of cheap mon-
ey that was being lent without regard to borrowers’ ability to repay.

“Money was virtually free — in the case of Japan, where it had zero
interest rates, it was literally free — and it was available in limitless quan-
tities, which does not correspond to any definition of normalcy, so that cre-
ated a bubble and bubbles burst. ”

Heads rolled. Three years later, the politicians who steered Britain
through the crisis, and arguably helped to cause it, have lost their jobs and
many bankers moved on. Adam Applegarth, who ran Northern Rock and
described that event in August as the *day the world changed”, was an
early casualty. Chuck Prince, the boss of Citigroup, was gone by Christ-
mas as was Jimmy Cayne, the Bear Stearns boss who reputedly played

bridge as his bank neared collapse. Stan O’Neal at Merrill Lynch, Fred
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Goodwin at Royal Bank of Scotland and Andy Hornby at HBOS all fol-

lowed.

The banks have since become more conservative — so much so that
politicians are now attacking them for not lending enough.

“We have gone back to the type of conditions I was familiar with in
the early-to mid-1980s,” Parsons says. “In order to get a loan, you need
an income, you need proof of that income and you need to have a deposit
— the very things that now appear to provoke outrage but are normal to an-
yone who is in their 40s. I think what we are seeing is a return to a bank-
ing industry as it was 25 years ago, which actually had many things to com-
mend it.

“So capitalism has changed, yes, not in a huge cathartic way, but so
that the owner or the custodian of capital is much more careful about where
they use that capital,” he adds. “And this phase is going to be very un-
comfortable for the economy. There is a lot of criticism that the banks are
not lending enough, but that is a by-product of banks being more careful
about capital — there is more emphasis on getting the money back than on
pumping up assets that can be seized if the loan goes bad. The path we are
on seems to be set for five or maybe even 10 years. It is not dissimilar to
the way it used to be. We'll just have to get used to it again. ”

John Varley, chief executive of Barclays, underlined that point this
week. From his point of view, banks are considerably less risky and more
liquid.

In the year of the credit crunch, 2007, the bank’s crucial tier one ra-
tio — a measure of its financial health — was 4. 7% . Today it is 10% ,
showing that the bank is holding a larger capital cushion te support its busi-
ness. In the same period, the bank’s leverage has fallen from 33% to 20%
of that tier one capital, and the amount of liquid assets it holds — such as
government bonds — has jumped from £20bn in the year of the credit
crunch to £ 160bn now.
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Capital, though, is still broadly in the same hands: “You have the

same people making the most money, doing broadly the same thing, but —
we hope — more sensibly and prudently,” says Gieve.

Three years on from the crisis, it is almost possible to forget that the
banks, including those bailed out by the taxpayer, were loss-making. The
major UK banks last week reported a combined £ 14. 5bn of profit and a
dramatic fall in impairment charges for loans that were not repaid on time.
Certainly there is a sense of swagger returning to the City. Barclays, RBS
and HSBC — just half-way through the year — have already set aside
£6bn in pay and bonuses for their investment bankers.

The return of the bonus is likely to reawaken some of the public anger
on show during the early days of the crisis and stoked by politicians. The
crisis has “left a scar about banking and politicians” , says Jim O’Neill,
chief economist at Goldman Sachs.

The return of the bonus is all the more unpalatable for many because
of the wider austerity measures being pushed through. What started as a
problem of private-sector debt has become a problem of public-sector debt.
Governments spent and borrowed freely during the boom, and latterly to
avoid turning the great recession into a great depression — and the cost to
the public purse has been enormous. The UK ran up its biggest peacetime
deficit of £ 155bn, about 11% of GDP. In Greece, the debt burden was
more than 13% of GDP.

New banking regulations are being introduced at different speeds and
in different ways in the main economies. The UK has been accused of mov-
ing too quickly by introducing a bank levy ahead of other main markets,
while crucial changes being demanded by international banking regulators
based in the Swiss city of Basle that require banks to hold more capital can
now be implemented at whatever pace each country chooses. Economist Sir
John Vickers is leading the banking commission report into whether the

banks in Britain should be broken up.
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Gieve says the broad package of measures agreed by the G-20 and in
Basle, requiring banks to hold more capital, increase transparency and de-
fer bonuses, has broadly addressed some of the problems that led to the
credit crunch. But, he says, two key issues remain to be addressed. “First
the structure of banking. In the UK we are looking at the concentration of
retail banking, but the more interesting question is about investment bank-
ing, which to me feels like an oligopoly and the extreme levels of rewards
probably reflect that.

“The second is international co-operation. The really glaring thing
about this crisis is that it was international. We were seeing people default
on mortgages in California and Nevada, ibut the first banks that fell over
were IKB in Germany and Northern Rock, which didn’t have any US sub-
prime exposure but got caught up in this global financing market. One key
lesson should be the need to co-ordinate policy, both macro and regulatory,
more closely and I don’t see that happening. ”

Lord Davies, a former trade minister and banker who was at the helm
of Standard Chartered when the crisis erupted, agrees. “My worry is that
the lessons of the crisis will be forgotten too quickly,” he said. “It was the
first test of globalisation. The world did come together, but we havent
made a lot of progress since then — no global bank levy, everyone has
gone back to business as usual. Compensation is still too high and the un-
derlying factors that caused the crisis are still very evident. ”

The banks are buoyant in part because the economy is stronger. The
UK economy grew by 1.1% in the second quarter of 2010 — its fastest
growth in four years. For all the talk of rebalancing the economy away from
the City and commercial property, more than two thirds of the expansion
came from the old bubble-era staples — construction and financial and bus-
iness services. Retailers, meanwhile, have had their best month of sales
growth in July since the spring of 2007.

However, politicians, claiming to have learned the lessons of the
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financial crisis, are still pressing for a rebalanced economy, with a new

emphasis on expanding exports and manufacturing and a move away from an
overreliance on financial services.

O’Neill says he is encouraged that increasing exports could be
achieved by the low value of the pound — exports grew at 9% per annum
for three years after Britain left the ERM — and heartened by the coalition
government’s pursuit of better trade relations with the so-called BRIC, Bra-
zil, Russia, India and China. The credit crunch, he says, has accelerated
the shift to the new world order; “For the UK to rebalance, we have to
have a serious export relationship with the BRIC and it is something this
government is talking seriously about. ”

He says that the four countries together will create another $ 8 trillion
of consumption this decade if they continue to grow at the current rate.
“This is, clearly, three years on from the crisis, something which many
companies are starting to see signs of,” O’Neill says, although western pol-
icymakers remain “pretty clueless”.

Others are more circumspect. “Establishing a leading position in any
industry takes a long time,” says Gieve. “We shouldn’t assume it happens
automatically and that if you squeeze financial services, somehow we will
establish a lead in plastics. If you go around the world, most other coun-
tries would love to have a financial centre like London. From here we can
see the disadvantages, such as the way it sucks talent from other industries
and widens inequality, but London’s position in finance has been built over
centuries and we would be foolish to undermine it. ”

The reality, though, is that very few of Britain’s companies currently
export to China, and the rest of Europe is coming up with the same plan.
While more than 50% of Britain’s visible trade goes to other members of the
EU, China accounts for 2% of UK exports and India under 1% , or about
£ 3bn.

China and India, the world’s two largest emerging economies, have
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proven far more resilient to the global recession than many developed econ-
omies. Europe has struggled to haul itself back from recession, while in the
US, one in four homes are suffering from negative equity and the faltering
housing market risks dragging the world’s biggest economy back into a
double dip.

Alistair Milne at Cass Business School says the world has fundamental-
ly changed and it is less about the banks than about the way the world
economy has got used to doing business. It is a change yet to be acknowl-
edged by politicians and policymakers, but then, Milne maintains, the UK
could be in for 25 years of stagnation — not something that wins many votes
on the stump.

“When you get to the root of it, the crisis was not about the banks,”
he says. “It was the result of credit-driven growth. That we all feel wealth-
ier because we are borrowing bigger mortgages and house prices are going
up is misguided. A country gets rich by producing things. The problem is
the imbalance between countries producing goods, such as China and Ja-
pan, and ourselves and the US. They lent us money to buy things they
make.

“It wouldn’t have mattered if banks hadn’t been gross risk-takers, this
way of doing business would still have come to a shuddering halt. And no
one has really addressed it. The world has fundamentally changed because
we can’t go on by saying: ‘ OK, China, lend us another trillion dollars so
we can go on buying your stuff. ’ [ am deeply pessimistic about our socie-

y

ty. We have papered over the cracks but things will get worse. ’

crunch n. 1. a noise like the sound of something firm being

crushed 87 ; RS |

2. an important and often unpleasant situation or
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handwringing n. & adj.

upheaval n.
whiff n.
bonus n.
dizzy ut.
unstuck adj.

hegemony n.

disparity n.

piece of information BB K3k ; I  IEL ;2 A
AREEZHE

3. a situation in which there is suddenly not
enough of something, especially money ( 2€ & i)
AR, Esk; (Juds) BrER

clasping and squeezing of the hands, often in dis-
tress or anxiety; hopeless 14 X F ( TR 4l
IR ), TE

a big change that causes a lot of confusion, worry
and problems J&7E ; 72 ; ZhEL; 31

1. a smell, especially one that you only smell for
a short time — f{ULSBR ; — UK

2. a slight sign or feeling of something %2 ¥ 75
ROFURR) 5 — U 2F

1. an extra amount of money that is added to a
payment, especially to somebody’s wages as a re-
ward FEI ;G 4T

2. anything pleasant that is extra and more or bet-
ter than you were expecting & ZMJtHk

to make you feel faint; making you feel that a sit-
uation is changing very fast f#f A X% ;AL B
RAE ; f AR B 2 KR

not stuck or glued on or together; detached 4
B8 1A TFRY

control by one country, organization, etc. over
other countries, etc. within a particular group %
BLAL ; T

a difference, especially one connected with unfair
treatment ( JL$§ A~ IEXF7 5 E B ) AR, A
%2R, B
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mortgage n. & vt. 1. a legal agreement by which a bank or similar
organization lends you money to buy a house,
etc. , and you pay the money back over a particu-
lar number of years; the sum of money that you
borrow ##5 ( B RAT & R 55 =R E ) 12
BN
2. to give a bank, etc. the legal right to own your
house, land, etc. if you do not pay the money
back that you have borrowed from the bank to buy
the house or land ( LA 55317 ) ik 48 B3 3K A9 HEH

dwindle 2i. to become gradually less or smaller ( 2 # ) Ui /L,
2R/ GBI/

bleak adj. 1. (of a situation) not hopeful or encouraging (%
OL) TEM ;2 NIHER
2. (of the weather) cold and unpleasant ( X 5,)
B
3. (of a place) bare, empty or with no pleasant
features (#177) YGFTHY ; TEBH s RIARZ BRI

austerity n. 1. a situation when people do not have much
money to spend because there are bad economic
conditions (2 JF ) ) FE4H ; A& 5 1l 1K 2%
2. the quality of being austere 47 ; 254Kk
3. something that is part of an austere way of life
MR AR

repercussion n. an indirect and usually bad result of an action or
event that may happen some time afterwards ( [&]$2
) F i, B , R

deregulate . to free a trade, a business activity, etc. from
rules and controls #&5 Xt ( 1 5 R IEBh4E) 19
B 5 R BRI
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mindset n.

default n. & wi.

pivotal adj.

arcane adj.

evaporation n.

petrify  wt.

derivative n.

toxic  adj.

thaw i

overhaul n. & wt.

laissez-faire n.

a set of attitudes or fixed ideas that somebody has
and that are often difficult to change W/ &M ;
B AR A )

1. failure to do something that must be done by
law, especially paying a debt 7# % ( JL$8 A1
f#55)

2. what happens or appears if you do not make
any other choice or change BRiA ; R4 E{H ; Tl
BE

of great importance because other things depend
on it XEVER) ; BLOHY

secret and mysterious and therefore difficult to un-
derstand F15 FH) ; g T MEAE (1)

change into vapor and disappearing Z& % ; JH 5%

1. to make somebody feel extremely frightened {g
TSR 5 fEtatoR

2. to change or to make something change into a
substance like stone (&) &1k

a word or thing that has been developed or pro-
duced from another word or thing J§ 4 id); fiT 4
T IRAEY TEY

containing poison; poisonous A B f; 5| 2
R

(of ice and snow) to turn back into water after
being frozen (250K )5 ) fi# 75 , R4k, , Rl i

an examination of a machine or system, including
doing repairs on it or making changes to it f5{& ;
Kig ;i

the policy of allowing private businesses to devel-

op without government control ( B{Jf§ Xf FAFE Ry ML



