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Financial crises are more common than you think 



 Credit Crunch & Financial / Banking crises 

  What is a credit crunch?  
a sudden reduction in the general availability of loans or credit or a sudden 
increase in the cost of credit  
 

  What is a banking / financial crisis?  
a sharp decline in the value of banks’ assets resulting in the apparent or real 
insolvency of a bank 
 
 
Financial crisis – is a sharp, brief ultra-cyclical deterioration of all or most of a 
group of financial indicators; asset prices (equities, property), commercial 
insolvencies and failure of financial institutions 



 Common features of a financial crisis  

1. Credit growth 

2. Debt overhang & gearing – hedge debt to speculative debt 

3. Shift in policy regime e.g. deregulation 

4. Prior monetary tightening – i.e. interest rate rises 

5. Accumulation of risky debt – e.g. sub-prime mortgages 

6. Speculation & euphoria by borrowers & lenders 

7. Increased competition – arrival of new lenders 

8. Herd behaviour 

9. Reduced risk premia – under-pricing of risk 

10. Uncertainty – e.g. freezing up of credit markets 
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Origins of the last financial crisis 

Last decade (‘NICE’ decade) – low real interest rates       

 

High rates of savings in Asia & increasing profits from oil states 

 

 

‘Glut’ of savings on capital markets leading to cheap credit 

 

But low interest rates led to a “search for yield”  

 

Financial innovation / complex products with higher yield 
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Surplus cash found a home….and the rest is history 
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A crisis on all levels……..edited highlights 

US housing market downturn triggers financial crisis 

First run on a UK bank since 1866   

Money markets / credit markets froze 

Rescue of Bear Stearns 

Failure of Lehman Brothers 

Bail-out of AIG 

Investment banks merged with retail banks e.g. Merrill Lynch & Bank of 
America 

Stock market & currency volatility 

Mexican wave of banking- bail outs including nationalisations / equity 
stakes 



When the GFC began Developed Economies accounted 
for a larger share of world GDP than Emerging Economies 

Asian Financial 
Crisis begins 

July 1997 

Global Financial 
Crisis begins 
August 2007 



China’s influence on the world economy has changed 
markedly since the last crisis 



10 years ago China & the US both contributed equivalent 
amounts to global growth. Not now! 

2009 removed as US GDP fell 



China has become a more important source of FDI too 



3½ times as many counties now have China as their top 
export partner as was the case when Lehman’s collapsed 

Source: www.investing.com 



China & India are set to increase their dominance 



The media has been ‘talking up’ a Chinese crisis?  



Central bankers are getting more concerned about 
global risks & China 

15 

Governor Carney acknowledged that the risks to the health of the global 
economy have intensified over the past month as China’s economy has 
faltered. But he said the U.K.’s domestic economy remains robust, and that 
central-bank officials are still moving closer to the point when they will 
begin gently nudging up borrowing costs after almost a decade of near-
zero interest rates.  “The prospect of a sustained momentum in the UK 
economy and the gradual firming of underlying inflationary pressure will 
likely put the decision as to when to start the process of gradual monetary 
policy normalisation into sharper relief around the turn of the year”. 
 
Treasury Select Committee Hearing 16th September 2015 

Consistent with its statutory mandate, the Committee seeks to foster 
maximum employment and price stability. Recent global economic and 
financial developments may restrain economic activity somewhat and 
are likely to put further downward pressure on inflation in the near term.  
 
FOMC Statement 17th September 2015 (2nd paragraph) 



Slide 16 



The Chinese economy has slowed from 10% to below 
7% but is the true growth rate even lower? 

Chinese economic statistics are ‘man made’ and, apart from numbers for electricity use, bank 
lending and rail freight, are ‘for reference only’ Li Keqiang Prime Minister speaking in 2013 



Imports, freight traffic & cement output are all falling 



Chinese Composite PMI hits its lowest level since Jan-09 



Composite PMIs showing a deterioration in growth  



Alongside China, the PMIs for the Emerging Markets, 
have been signalling a slowdown / contraction 



China’s slowdown has been on the cards for quite a 
while…. what goes up must come down ….. 



But household consumption has to go up a lot more for 
China to rebalance its economy 
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China is rebalancing away from investment to 
consumption within a two-speed economy 



A big reason why world trade is so bad right now 

25 
Source: Netherlands CPB 



China is now exporting more disinflation / deflation than 
it did before the last crisis   



China is now exporting more disinflation / deflation than 
it did before the last crisis   



The UK steel industry’s exposure to China has recently 
hit the headlines 



Export markets exposed to China 

Bolivia 

South Africa 

Zimbabwe 
Zambia 

Japan 

Kazakhstan Mongolia 

Thailand 

Sudan Niger 

Mali 

Peru 

*China accounted for just 1.5% (£94m) of Northern Ireland’s manufacturing exports (£6.1bn) in 2013/14* 
China was the UK’s 6th largest export market in 2014 (after US, Ger, Neth, Fra & RoI) with 5.3% of  total  

 





Impact on N.Ireland? 40% of the world’s mobile crushing 
and screening equipment is made in NI! 



S.Korea, Japan, the US, Germany & Australia are China’s 
top 5 importers  
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Source: Bloomberg 



 
 
German car industry is exposed notably VW 
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What’s up Down Under? 



Emerging Market Crunch: China Slowdown & Contagion Risk 
 
“The crisis takes a much longer time coming than 
you think, and then it happens much faster than you 
would have thought.”  
Rudi Dornbusch  

“In particular, these [EM] countries have exhibited signs of a 
build-up of financial imbalances, in the form of outsize credit 
booms alongside strong increases in asset prices, especially 
property prices, supported by unusually easy global liquidity 
conditions. It is the coincidence of the reversal of these booms 
with external vulnerabilities that should be watched most 
closely. A holistic view is critical. We are not seeing isolated 
tremors, but the release of pressure that has gradually 
accumulated over the years along major fault lines.” 
 
Claudio Borio, Head of the Monetary & Economic Department, 
Bank for International Settlements, 11 September 2015 



Credit (crunch) where credit (crunch) is (over) due? 



Emerging markets are facing a crunch 



China’s credit boom followed the GFC.  How sound 
was that lending?  



A sustained period of credit growth is always a bad sign 



Financial crises are normally preceded by a period of 
private sector credit expansion. China fits that pattern. 
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Financial crisis impact? Remember China is not Greece! 
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 Conclusion 
o The world is more exposed to developments in China & Emerging 

Economies than ever before 

o China is the biggest manufacturer & exporter on earth 

o The slowing Chinese economy is pulling other economies down with it 

o Economies exposed to commodities & Chinese trade particularly vulnerable 

o Bigger concern is not the economic slowdown but the risk of a financial 
crisis 

o No country that has witnessed the expansion in credit that China has seen 
has avoided a financial crisis 

o Credit boom occurred within China’s unique political environment.  Lending 
followed political criteria not economic  

o China has plenty of firepower to deal with a crisis but policy response will 
be critical 
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Disclaimer 

This document is intended for clients of Ulster Bank Limited and Ulster Bank Ireland Limited (together and separately, "Ulster Bank") and is 
not intended for any other person. It does not constitute an offer or invitation to purchase or sell any instrument or to provide any service in 
any jurisdiction where the required authorisation is not held. Ulster Bank and/or its associates and/or its employees may have a position or 
engage in transactions in any of the instruments mentioned. 

 

The information including any opinions expressed and the pricing given, is indicative, and constitute our judgement at time of publication 
and are subject to change without notice. The information contained herein should not be construed as advice, and is not intended to be 
construed as such.  

This publication provides only a brief review of the complex issues discussed and recipients should not rely on information contained here 
without seeking specific advice on matters that concern them. Ulster Bank make no representations or warranties with respect to the 
information and disclaim all liability for use the recipient or their advisors make of the information.  

Over-the-counter (OTC) derivatives can involve a number of significant and complex risks which are dependent on the terms of the particular 
transaction and your circumstances. In the event the market has moved against the transaction you have undertaken, you may incur 
substantial costs if you wish to close out your position. 

  

Calls may be recorded. 
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