Global business challenges

Credit crunch and the global challenges for businesses.

	What is The Credit Crunch? A credit crunch is a decline in lending from financial institutions which is brought on by a sudden shortage of funds in most cases it is an extension of a recession. A credit crunch forms from financial institutions lending to the public and business who have questionable ability to repay the funds resulting in them continuously defaulting. In these cases, it’s nearly impossible for individuals to lend as banks are worried about defaults and bankruptcies. A credit crunch forces banks and lenders to increase interest rates to compensate for their risk of lending. During a credit crunch business are finding it a lot harder to expand with extensions, stock and even moving to bigger properties whereas they were able to do so in the past. A credit crunch is an economic condition and even investments are hard to secure. The main caused of a credit crunch is the banks being to lenient when offering credit with no security of the lenders ability to repay, this then causes bad debts to rise and interest rates to increase alongside. Following the 2008 credit crunch most banks where forced to close due to lack of funds or in some cases rely on government funding. [1]   

2008 Credit crunch
The 2008 financial crisis was the biggest downturn since the 1929 crash, kicking off the Great recession. [2] 
Back in 2008 projections for economic growth were getting worse as the true nature of the credit crunch unfolded and became clear. There where price changes in currencies and commodities with the Euro gain against dollar rising 18% and Gold rising 54%. 
	Global Bank losses 
Banks already wrote off an astonishing $500bn worth of assets but that only covered two-thirds of those losses, having an outcome in them restricting their lending even further than they have in the past. [3]
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Effects on worldwide Banks 
The UK government managed to force one of the UK’s biggest mortgage lender, Halifax bank of Scotland into the Lloyds TSB group due to them being in a lot of trouble back in January 2009 and many other banks where forced by the government to raise capital by new shares issues. Globally governments took similar actions just like the UK to save as many undercapitalised banks as they could, including France, Spain, Switzerland and Belgium. Over 465 banks were forced to close between 2008 and 2012 with 25 of those failing in the US in 2008 alone. [4]  

Lack of cash flow
Lack of cash flow is normally a problem business face and some point during their growth. This wasn’t as much of an issue before the credit crunch as businesses didn’t find it as difficult to lend from banks to tide themselves over. Now on the other hand the credit crunch turned a lack of cash flow from a reasonable fix to a big risk. However, there are pros and cons 

	
	

	to how the credit crunch has affected businesses. Businesses have had cash flow issues due to customers cutting cost because of the recession. People have learnt to me weary when spending their money and cutting back on luxuries due to not having the funds to do so were as they might have before. Resulting in the intake of money being a lot slower than usual. Businesses then would have trouble through these cash flow times due to them being unable to lend.
 Small businesses have been forced to try and find ways of cutting cost all round, for example laying staff off. This ended up a huge issue when the credit crunch was at its worse resulting it a lot of unemployment. 
[image: ] Business property was massively affected by the credit crunch, payments rose to unaffordable prices causing most property owners to default and in many cases forcing them to close. This also affected people leasing commercial property as their payments also rose affecting the lease. It also put a hold on business wanting to expand.

On the plus side of the credit crunch forced managers and business owners to become more creative. Meaning they needed to find more ways to make the business work regardless of the situation. In many cases businesses would try and cut back costs in a small way but in a lot of areas. With many just trying to keep things afloat during this crisis. Some cutting staff costs maybe even reducing staffs hours from 
	Full-time to part-time, being more flexible with opening times and days, some found this most effective closing on their not so busy days to cut down on costs. [5]   
10 years on... Does the Credit crunch still impact us today?
 The answer being Yes. The world we live in today has changed. It has managed to adapt to the struggles the credit crunch has left us. Individuals and business have cut back on their spend on luxuries, individuals are watching their shopping habits and cutting back on everything that is not necessarily essential and businesses are cutting back on things like stock were they will only buy what they need rather than stocking up. In todays world it has become more acceptable for people to shop in places like Aldi and Lidle where there is a better value for money whereas in the past people felt peer pressured into maintaining the look of a higher quality life. Following the expectations life throws at people it has also become more acceptable for people to travel on vacations closer to home. Resulting in most families holidaying within their home country and they haven’t the funds to travel away due to the recession. 
  One of the main issues that has risen from the long-lasting crisis is individuals and businesses lending from sources other than banks, as it has been made nearly impossible for anyone to obtain a bank loan it has forced many people into relying on payday loans. These loans are causing a rising concern with 38% of the population getting into uncontrollable debt through these quick payment same day loans.
Will 2020 bring another financial crisis?
According to experts at investment bank JP Morgan the next global financial crisis will start in 2020. Analysts state it will be a lot less damaging than the 2008 crisis which has been referred to as the worst in history.
 Mark Carney the current governor at the bank of England’s latest recession prediction warns that a no-deal Brexit could potentially lead us into a financial crash as bad as the 2008 crisis. [6]  Individuals and businesses 



	[bookmark: _GoBack]may need to prepare for the upcoming future of this possibility. Businesses may need to start making small changes now in order for this not to impact on them as bad in the long run. These issues relating to credit crunch will be a constant problem and worry throughout the world with a chance of history repeating itself.   
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