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What is the credit crunch? - 
[image: ]In the late 2000’s, 2008 to be exact the recession or credit crunch happened. With the only other thing comparable to the recession was the Great Depression that occurred in 1930’s. The credit crunch in short terms is when there is a sudden shortage of funds which is often a result of a recession. The credit crunch makes it impossible for businesses to borrow money because of the fact that banks could go bankrupt, this results in higher interest rates. Other names for the credit crunch include the credit squeeze, or the credit crisis. The effect of the credit crunch is that it has an effects on the entire economy, such as home-owner rates decrease, and businesses cut back for the reason of the dearth of capital. Due to the fact that of the low interest rates, stock markets fluctuated massively causing pain for investors leading some to the worst-case scenario where people faced repossession and bankruptcy [1]. 
In addition to this for the reason that the lenders where free with the money, mostly in the US, billions in mortgages were sold to “sub-prime” borrowers this means money was given for a mortgage to people with no income, no jobs, and no assets. Therefore, when the interest rates went up, the prices of homes started to drop resulting in borrowers being unable to pay their mortgages. The credit crunch harmed the economy since there was uncertainty businesses delayed making decisions on investment and hiring. In its simplest form if every organisation in the economy waits, then the activity in the economy slows down. Also, the same goes for people for the reason that if the uncertainty is high, then people tend not to buy expensive items such as cars or televisions [2]. 

The impact of the credit crunch –
Usually the impact of the credit crunch is a prolonged recession, or a slow recovery from said recession that happens because of the fact of the decreasing credit supply. During this period credit standards increase, and lenders will increase the interest rates to earn higher revenues from the lower number of customers that are able to borrow. Because of the fact that the increased borrowing costs individuals are unable to spend money in the economy, therefore that means businesses are using their capital to survive whereas they could have been using it to grow the business [1]. 

Some blame low interest rates on mortgages being granted to the sub-prime. Once the recession after the crash started, there was a noticeable downfall in consumer spending’s, such as house buying and just about everything else came to a stop. There are multiple business loans available it will just depend on the circumstances and why the business money. To obtain a business loan it will need to be approved that is depending on the criteria, and the lender [2]. 

Amazon During the Credit Crunch –
[image: ]In 2008 Amazon managed to defeat the credit crunch. Their main weapon in surviving the credit crunch was mainly the new release of the Kindle 2, but other aspects includes  the fact that Amazon managed to make a ton of money right before the market crashed, this gave Amazon a huge cushion of cash to fall on during the credit crunch. In addition, to this the CEO Bezos skills are next to none. 
[image: ]Amazon also managed to defeat the credit crunch due to the fact that they introduced new products including the Kindle 2 and that boosted Amazons sales especially since they released their new items during the Christmas shopping period. Additionally, because of the fact that Amazon had introduced new products, they were selling more products which meant that they had more products at lower prices and therefore completely undercutting competitor prices. Moreover profitability is a second priority in Amazon compared to customer service where everyone no matter who you are for 2 day every 2 years have to work in customer services, and competitive dominance considering Amazon wasn’t expected to make any profit for 5 years. In conclusion Amazon defeated the credit crunch due to the fact that Amazon is all about the long term not just the short term, with high standers it is a hard place to work but the casualties of Amazon’s successes include eBay, PayPal, and local bookshops. For Amazon to resist the credit crunch they decided to join Apple for the recession then found out that they were making a loss comparing to the year before. Also, Amazon is viewed as a Retailer and not a tech-company [3][4][5][6].

Businesses During the Credit Crunch –
As well as Amazon other businesses managed to survive the credit crunch these including Groupon, Wells Fargo, and Netflix. It is obvious that the big-name companies such as Google and Apple would survive the recession, but for many other businesses the recession could have been the end of it for them. Groupon survived due to the fact that the recession made people cut down on buying goods, eating out, and trying new things. But during the recession Groupon brought out deal day on non-essential services. Groupon decided to send daily emails out with discounts to customers for local businesses, by doing this Groupon managed to expand to 35 countries and gain 300 markets within the first 2 years, where they created a $500 million I annual profit. In desperate times Groupon made their profit by the means of giving access to the customers to get products and services that they the customer most desires. 
Wells Fargo kept everything simple, whereas larger lenders set a corporate venture during the recession. Wells Fargo grew and strived. The business model for Wells Fargo focused on selling and dispense of financial products through a branch atmosphere and developed a divers lending system. This system is not only to lend for housing but also small businesses, energy, and agriculture, all this is in addition to people trying to pay off car loans. Since other banks where looking at increasing the branch number in anyway necessary, whereas on the other hand Wells Fargo kept it minimum and gained twice as much capital as the other banks. 

Netflix is one of the most successful in the recession period next to Amazon, this is because of the of the fact that there is a new demand of video on demand serveries that have been made available through Chromecast and Apple. In the peak of the recession Netflix gained 3 million members and this is due to their new movie and TV plans that allow the customers unlimited accesses to entertainment every month. Up to the present Netflix is still growing and probably will continue to grow with now over 36 [image: ]million subscribers [7].
After the credit crunch -
[image: ]Even after the credit crunch and recession happened, and everything passed the economy still was being affected by the credit crunch. In recent years there has been evidence of similar occurrences happening that happened to cause the 2008 recession. For example president Trump funded the banks with $53.2 billion on Tuesday the 17th of September 2019 due to the fact that they didn’t have enough day to day funding, this then continued on the 18th,19th, and 20th of September and then on the 23rd and 24th $75 billion was funded into the banks. This shows us that we are going back to the ways of 2008 with the big banks collapsing and they have stopped lending money to each other. Also wages and prices have fallen in value meaning that there is no money being created for the reason that the consumers are not able to afford as much [8]. 

The upside of the credit crunch - 
It may seem as if there are no positive outcomes from a credit crisis, but the stocks could create a lasting and positive changes. These changes that would been seen after a crisis including economic cleans from debt and spending, corporations have the ability to clean up their balance sheets and improve transparency and regulations in the financial sector [9].
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The credit crunch happened worldwide. Some countries struggled with the economic slowdown and avoiding the recession. “Brazil's economy has remained stable as other countries feel the strain” [11]. 

The developing countries where also hit hard, but they didn’t lose money directly but they could indirectly notice the effects that the recession was having, such as the foreign investments fell therefore they experienced less inward investments and also they had less exports that means that there is a lower growth in the countries [10]. 

Economic recovery –
The economic recovery essentially is a business cycle that follows a recession known as a period of time where we can improve business activity, this is also seen as the first stages of an expansion. There are known to be four stages or phases in the economic business cycles that lead towards an economic recovery, these are expansion, contraction, peak, and through. In addition to the business cycle the GDP (Gross Domestic Product) rate usually is an indicator of classifying an economic recovery, but there are also other indicators too [11].

Indicators of a recession – 
The main indicators for a recession include the following [12]:
1. The Unemployment rate – the unemployment rate is always decreasing and has passed a 50-year low and is constantly getting lower. A decreasing unemployment rate means that the economy is growing.
2. The yield curve – if the yield curve was to be inverted, it means that the interest rates on any long-term government bonds decreased drastically till they are below the short-term bonds. If this were to happen most likely the recession historically is not far away.
3. The ISM manufacturing index – if the manufacturing index stays above 50 this shows us that the economic sector is still expanding. But on the other hand, if the manufacturing index falls below 50, this means it is officially contracting and it will stay below 50 because of the fact that all of the tariffs and a sluggish global economy is keeping the manufacturing index down below 50. On the other hand, even if the manufacturing index sector is struggling it could not cause or indicate a recession on its own.
4. Consumer sentiment – if the manufacturing is in trouble and business investments are decreasing the economy will be putting more pressure on the consumers because of the fact that the economy will be counting on the consumers to help keep the expansion on track. 
5. Other factors to include – the indicators above have been and are the main indicators for a recession, but there are also other aspects that need to be taken into account for indicating a possible recession.
· Temporary staffing – due to the fact that the business having fluctuations in demand, they hire and fire temp staff a lot faster than they should, this makes temporary staffing a positive measure to a business sentiment.  But also due to companies temporary staffing it causes the employment levels to decrease.
· Quit rate – the quit rate hasn’t changed in years, this indicates that staff have the confidence in the economy due to the fact that people tend to be reluctant to quit if they thought or where even worried about the economy.

Global effects –
The global effects of the credit crunch could be and can be seen in many different ways, not just by the low interest rates. But during the recession the United Kingdom had seen historically low interest rates. The rates where so low that even in 2018, 10 years after the recession the interest rates still have not returned to the level they where at before the credit crunch of 2008 [13]. 

“The financial crisis is a stark reminder that transparency and disclosure are essential in todays marketplace”. – Jack Reed

Conclusion – 
To sum up by taking everything into consideration from my point of view the credit crunch is ideally something we need to avoid and actively try to reduce due to the facts that  the 2008 credit crunch was caused because of  four factors deregulations in the financial industry, banks where permitted to engage in hedge fund trading, then banks demanded more mortgages, and lastly because banks created interest only loans affordable to subprime borrowers [14]. 

[bookmark: _GoBack]The credit crunch brought a loss to the economy all around the world but mainly in the United Kingdom and the United States in many different ways, for example with a high in unemployment rate, being unable to pay mortgages, low interest rates, and a decrease in foreign investments. Due to these factors the economy is still struggling to this day, more than 10 years later with even the interest rates still being below that of what they were before the recession in 2008. On the other hand, there was some successes  that had come from the credit crunch for example Google, Apple, Amazon, Groupon, Wells Fargo, and Netflix strived through the period of a credit crisis, where as other businesses collapsed during the time of the recession these companies that survived are some of the current most successful businesses to date, in addition to being successful these companies are forever growing and are making millions. Also, these businesses survived because they gave consumers access to products and services that they most desire at competitively low prices, the businesses where planning for the long term not just the short term. Other positives that come from a credit crunch including lasting and positive changes such as a debt and spending cleans, businesses can clean up their balance sheets, and also businesses are able to improve transparency and regulations for their financial sector. There are many indicators and reasons for a recession for example the unemployment rate, the yield curve, the ISM manufacturing index, consumer sentiment, and other factors such as temporary staffing and the quit rate.
[image: ]
“I think the credit crunch is a brilliant thing. We should stop moaning and start celebrating. When times are tough, it’s an opportunity to start looking at life I n a different way.” – Jarvis Cocker

I believe this quote explains everything that people think about when were in or heading towards a recession that is a very large possibility considering that were still struggling from the 2008 recession plus other implications such as the fact that billions on billions are being pumped into banks in America due to the fact that the banks did not have enough day to day funding as of the 17th of September 2019.
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References –
1. Credit Crunch Definition. (2020). Retrieved 14 January 2020, from https://www.investopedia.com/terms/c/creditcrunch.asp
2. The credit crunch: What happened? (2009). Retrieved 14 January 2020, from https://www.newscientist.com/article/dn16783-the-credit-crunch-what-happened/
3. Arthur, C. (2009). Online retailing: Amazon resists the economic downturn. Retrieved 14 January 2020, from https://www.theguardian.com/technology/2009/apr/24/amazon-recession-profits
4. McClatchy. (2007). Sales up, profits down at Amazon.com. Retrieved 14 January 2020, from https://search.proquest.com/docview/462820355?accountid=130472
5. Alux.com. (2017). 15 Things You Didn't Know About AMAZON [Video]. Retrieved from https://www.youtube.com/watch?v=rTiKHrbyL1I&feature=emb_logo
6. PBS NewsHour. (2015). Exposé reveals Amazon's punishing workplace culture [Video]. Retrieved from https://www.youtube.com/watch?v=BSoZw2BSxdg&feature=emb_logo
7. Ritter, M. (2015). 5 Businesses That Survived the Recession and Why. Retrieved 14 January 2020, from https://www.business2community.com/finance/5-businesses-survived-recession-01137706
8. Toussaint, E. (2019). The Credit Crunch is Back and the Federal Reserve Panics on an Ocean of Debt. Retrieved 14 January 2020, from https://www.cadtm.org/The-Credit-Crunch-is-Back-and-the-Federal-Reserve-Panics-on-an-Ocean-of-Debt
9. Seabury, C. (2008). The pros and cons of the credit crisis. Retrieved 14 January 2020, from https://www.rediff.com/money/2008/nov/04invest.htm
10. BBC NEWS | Business | Credit crunch: Around the world. (2008). Retrieved 14 January 2020, from http://news.bbc.co.uk/1/hi/business/7537173.stm
11. Pettinger, T. (2008). Credit Crunch in Developing Countries - Economics Help. Retrieved 14 January 2020, from https://www.economicshelp.org/blog/822/economics/credit-crunch-in-developing-countries/
12.  Ganti, A. (2019). Economic Recovery Definition. Retrieved 14 January 2020, from https://www.investopedia.com/terms/e/economic-recovery.asp
13. Richards, K. (2019). What were the Global Effects of the Credit Crunch - Cashfloat. Retrieved 14 January 2020, from https://www.cashfloat.co.uk/blog/money-borrowing/global-effects-credit-crunch/
14. Amadeo, K. (2019). Causes of the 2008 Global Financial Crisis. Retrieved 14 January 2020, from https://www.thebalance.com/what-caused-2008-global-financial-crisis-3306176
image1.png




image2.png
THE SaVeR




image3.png
amazon
~—




image4.png
GROUPON




image5.png




image6.jpeg




image7.jpeg




image8.png




image9.png




