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A recession is when your neighbor loses his job. A depression is when you lose your job. – old recession tale
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Executive Summary
World market
The recession has been ongoing since 2007 and is largely seen as developing as a result of the U.S. subprime housing collapse
The current recession is the worst on record for the UK with 6 concecutive periods of negative growth

UK unemployment currently stands above 2 million with U.S. unemployment above 10 million
The majority of companies have seen reducing profits and market share, but there are others such as low cost supermarkets which have experienced increasing share and profits
World governments have had to bailout many financial institutions as well as providing additional aid and increased regulation
Barclays

Barclays has fared very well in the recession by applying a strategy of acquiring fallen companies and diversifying into different areas of the world and different markets
Barclays has remained profitable during the recession

Barclays has not taken any government money during the recession instead remaining independent and taking investor money to remain stable

Barclays has done the opposite of the market and has not withdrawn from business, in fact buying more and spreading out during the recession

Report Introduction
Introduction

The latter half of the 2000s saw a widespread recession take place in the majority of the industrialised nations with a large view that it is still taking place. The world market as a whole has seen a massive dip since 2007 and many well established companies have felt the full force of the recession’s power and been forced to declare bankruptcy. Governments across the globe have been probing the minds of their bankers and economists, while at the same time throwing vast amounts of money at the problem, looking for solutions to quickly end the downward spiral. For the companies that have weathered the storm, many have come out being in much better positions than when they went in, with increased market share and a new sense of achievement for having made the right decisions to combat what many felt was a unwinnable battle.
This report will look into the causes and effects of the 2007-2009 recessions as well as focusing on Barclays Bank Plc throughout this period and beyond, to see their responses in managing the situation.
World market context
Introduction
In 2007, massive sub-prime loan losses came to light in the United States, but at the time, there was little realisation of the effects these losses would have on the rest of the U.S. and world markets. Throughout 2008 and 2009 the ramifications were felt in almost every corner of the world with massive job cuts and company closures. Unemployment in many countries sky rocketed and Governments and companies had tough choices to make in order to save the failing economies. This chapter will look at the recession and what was done to fix the situation.
What is a recession? 
There are many interpretations of what a recession is and how we know when we are in one. Recession commonly means a deteriorating economy, usually seen as two consecutive quarters of declining GDP (1) . It is often hard to differentiate between slowdown and a full blown recession, as recessions can only usually be seen after they have occurred. This is for the simple reason that the figures showing negative growth for two consecutive quarters will be produced after the event has unravelled.
Large scale unemployment is one of the main hallmarks of recessions as companies struggle to survive as profits begin to fall.
"Companies of all sizes, and in all sectors, are folding by the day, putting more and more people out of a job. - Alan Tomlinson, partner at licensed insolvency practitioners Tomlinsons (2)

As more people become unemployed, jobs become scarcer and the general public become ever more cautious with their spending all of which adds to the downward spiral of recession.
How did the recession start?
The common view is that the sub-prime lending in the U.S. was the starting point for the current recession if not a major contributor. Sub-prime loans are the riskiest form of lending and are usually given to people with little or no financial history, low credit scores, marked bankruptcies or large debt.
The U.S. in the run up to 2007 was experiencing a housing boom with house prices increasing and predicted to increase. With this information in hand, many sub-prime lenders offered adjustable rate mortgages which offered low initial rates of repayment  followed by a marked increase after a set term. As the housing boom was predicted to increase the set term increase was not seen to be a problem. Unfortunately the housing boom did not continue in the U.S. and there was a sharp decline which drastically affected the sub-prime market as the customers could no longer make the repayments at the higher interest rates. This lack of mortgage repayment meant that many houses were retaken by the lenders, worsening the housing slump as more and more cheap property became available to the market. This downward trend of sub-prime loan customers becoming unable to repay their debts then began to affect the rest of the U.S. and world economy. The sub-prime loans had been mixed together with further lending and sold off as securities to other financial institutions, furthering the spread of the bad debt.
Could the recession have been predicted and avoided?
The October 12th edition of The Times newspaper ran an article entitled ‘Ten people who predicted the financial meltdown’ (3). The article lists ten people or organizations that prior to 2007, saw the warning signs that there was troubled economic times ahead.
There is a large amount of debate on whether or not recessions can be accurately predicted. Some believe that the complex nature of the economy is far too intricate to map and foresee forthcoming downturns. While others claim that recessions can be predicted and avoided. The website ‘http://www.stock-market-crash.net/’ believes that the world market is predictable and offers advice to would be investors based on bear and bull market psychology. Henry Weingarten is another who believes he can predict recessions, by using Financial Astrology. There are also various economic models which try to show that economies can be predicted.
Business cycles are economic models which highlight the varying fluctuations in economies over certain periods of time. These cycles ascertain that economies follow set repetitions of peaks and troughs of financial activity. 

Four main cycles are:


Kitchen Inventory cycle


Juglar fixed investment cycle


Kuznets infrastructure investment cycle


Kondratiev wave

The Kitchen Inventory cycle was invented by Joseph Kitchen who believed that business cycles happened every 3-5 years (5). Clement Juglar invented the Juglar fixed investment cycle which gives a cycle of 7-11 years (6). Simon Kuznets won the Nobel Prize for his achievements in analyzing economies and also invented his infrastructure 
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A basic graph of Kondratiev waves
cycle of 15-25 years (7). Kondratiev waves are named after Nikolai Kondratiev who put the cycle length at 45-60 years (8). On the kondratiev graph you can see the waves since 1800 which show P,R,D,E (Prosperity, Recession, Depression and Improvement).
Effects of recession
The affects of the recession have been felt throughout the U.S. and Europe, as well as many other industrialized nations. The effects are atypical of a recession with increasing unemployment and declining GDP. The graph below shows the unemployment figures for the UK from 1976 – 2010, with unemployment figures now above 2 million. (9)
[image: image2.png]UK Unemployment - LMS and Claimant Count (thousands)

3500

3000

2500

2000

1500

1000

500

UK Unemployment Forecast 2008-2010
UK Unemployment to ise to 2.6 million by
April 2010 (July 08 Data)

Data: Nov / Jan 09

&
M MarketOracle.co.uk

Financial Markets Analysis & Forecasts

"

—UK-Unemployed Claimaint Count 10:
BCJA

—Unemployed -MGSC - LMS

©Marketoracle.co.uk 2009

Data Source: ONS.

1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

04 04 04 04 04 04 04 04 04 04 04 04 04 04 04 04 04 04




The U.S. unemployment figures also tell a similar story with unemployment now above 10 million, with some states having more than 1 in 10 unemployed. (10) The U.S. Bureau of Labor statistics releases monthly updates on the employment situation in the country, with October’s summaries facts either worse or the same than Septembers. November’s employment situation summary will be released on December 4th. (11)
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The UKs unemployment has been highly visual since 2008 with the closure of many high street shops. It is also not just small businesses struggling to keep afloat but large household names such as Woolworths have also had to shut their doors for the last time. Much of this is due to the cautiousness of buyers due to the uncertainty of the economy. With people not knowing if they will have a job from one day to the next, purchases of a need only basis are made. 
UK charities have found the recession is bringing more people to them looking for help as money becomes tighter. ‘Relate’, a marriage guidance charity has seen a 50% (12) increase in people seeking help in the past 5 years. Much of this is down to job losses putting strain on the family unit.
The recession has had a massive impact on world financial markets. Many companies saw a huge decline in stock price since 2007. The graph below shows Barclays stock since 2007. It steadily declined up to 2009 where there was a huge dip. (13)
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This downward trend since 2007 is the same for many companies and while Barclays stock has began to recover, for some, the downturn was too severe that they no longer operate.  The graph to the right shows the FTSE100 index for November 2008 unto November 2009, which echoes the Barclays stock graph.
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As of November 2009 the current recession has been the worst ever on record for the UK. The country has never before experienced 6 consecutive quarts of negative growth. However this graph, along with the others do show improvements from the huge dips at the end of 2008 and start of 2009. (19)
Businesses such as Lidl, Aldi and Poundland on the other hand have actually been fairing very well in the recession as people turn to cheaper alternatives for their essential buys. Lidl and Aldi have seen sales and market share increase dramatically since the recession and both now have plans for expansion (14). While there have been some winners in the recession, the general trend is one of doom and gloom.

For many, the financial crisis really hit home when the Lehman Brothers fell in the states. Lehman fell into financial difficulty and the U.S. government refused to offer any financial assistance, instead hoping for a private resolution such as another bank buying up the failing company. Barclays was the main contender for buying up Lehman Brothers.

“We were interested in Lehman at a price — but not at any price.” Rich Ricci, Barclays Capital Chief Operating Officer

Barclays had a plan to rid Lehman of its bad debt while keeping the profitable side of the business, buying it up at a bargain price. However the UK government decided that Barclays buying the company would infect the UK market with bad debt. Possibly feeling that a UK institution was acting as insurance for a failing American company, the UK government declined to allow Barclays to purchase Lehman’s.  

“We could not guarantee an American bank” – Alister Darling
Lehman’s collapse was Americas biggest ever bankruptcy and most likely assisted in the worsening of the recession (15).
What has been done to address the recession?
The banking sector in the UK has been hit hard by the recession. As a result, the UK government has issued massive Bailout strategies resulting in Lloyds TSB and HBOS now being part nationalised. In an effort to keep the British banking system afloat, vast amounts of money have been poured in from tax payers money, with tax payers now having paid £74 Billion into UK Banks (16). There have still been job losses at the banks with 7,500 at RBS, 6,600 at Lloyds, 5,300 at Barclays, 2,000 at Northern Rock and 1,700 at HSBC (17).
As well as the massive bank bailouts by the UK and many other world governments another move to address the recession which has been done in the UK is called quantitative easing. Quantitative easing is a process whereby the government ‘creates cash’ to buy hard-to-sell assets from banks. This effectively gives the banks more money to play with, and hopefully will increase their lending to customers, which in turn should increase spending (18). The UK government has put £200 Billion into the UK banking system to ease the ‘credit crunch’ and hopefully bring the UK out of recession. Quantitative easing is quite a risky procedure. If not enough money is pumped into the system it will not have any effect as the banks will continue to be strict with their lending, but if too much is placed into the system, the economy can experience high inflation as quantitative easing is effectively printing money which doesn’t exist.
The Financial Services Authority (FSA) has also begun to implement stricter controls on what the banks can do. As well as readdressing the banking code the FSA has also (with the governments backing) begun to look at the banking bonus and pay structure.
Alistair Darling has said the Financial Services Authority will be given powers to "tear up" bankers' contracts if pay deals reward unnecessary risk-taking. (20)
Barclays Bank Plc

How has Barclays operated in the recession?
In October 2008 the FSA declared that all UK banks must raise new capital to ensure their own survival. Lloyds and HBOS turned to the government for their capital and in turn became part nationalised. Barclays chose to go elsewhere and approached Qatar Holdings LLC as well as other Middle Eastern investors. Barclays managed to generate £7 billion without any aid from the UK government. 
“We felt that if Barclays took the British taxpayers’ money, then there would,quite understandably, be a UK taxpayers agenda” – John Varley, CEO Barclays

The basic plan is that Barclays should have a greater chance of success by staying clear of government ownership.
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Barclays which once was just a UK clearing bank, has been using the recession greatly to expand it horizons. As other have fallen Barclays has moved in their place. Bob Diamond, head of Barclays Capital has been at the forefront of pushing Barclays investment banking onto the American and world stage. The purchase of certain sections of Laymen Brothers is a perfect example. The picture above shows the former Laymen Brothers office in New York and demonstrates just how far Barclays has come. 
“At any other moment, a UK clearing bank buying a bulge-bracket Wall Street investment bank would have been the financial story of the year. The near collapse of the global financial system that followed Lehmans bankruptcy and many governments partial nationaliszation of their banks rather overshadowed it.”

In October 2009 Barclays announced it would be buying Standard life for £226 million (22). Barclays is also renewing its sponsorship of the Premier League in a three-year deal worth £82million, further pushing the Barclays brand to worldwide audiences (23).
What does all this mean?

While other banks have been taken over, become nationalised, merged or even had to close down all together, Barclays has been performing strongly. They have been pushing forward acquiring what they want from the pile of failed financial institutions. This means that Barclays is in a very good position, financially and in the market place. Barclays looks to be on track to becoming the UK’s number one bank and a international retail and commercial powerhouse.  As of November 2009 Barclays has also restructured the organisation to reflect the future aspirations of the company. Barclays is now split into - 
Global retail banking


and

Barclay’s commercial banking

This reorganisation should allow Barclays to concentrate on improving on both sections of the bank equally. With newly appointed Anthony Jenkins from Barclaycard leading retail and Bob Diamond leading Commercial, Barclays has put in place the future framework for success.
“It took Barclays 300 years to get to 30 million customers. We’ll be at 60 million within four years” – Frits Seegers, former Chief Executive of Barclays Global Retail and Commercial Banking
SWOT Analysis
A SWOT analysis shows the strengths, weaknesses, opportunities and threats facing a company.

Strengths
· Barclays is a worldwide company

· Barclays has a strong brand name both in the UK and abroad
· Barclays has remained independent throughout the recession and now has a strong capital base
· Barclays has remained profitable
· Barclays has continued to push forward in troubled times, with new branches and  new technologies such as the pin sentry

· The Barclays share price has risen once again after a fall in early 2009

Weaknesses
· The bonus structure in banking has caused and possibly will cause problems for all banks
· Other banks could possibly benefit from having government backing
Opportunities
· Barclays has huge opportunities in the current climate and is making the most of them buy buying up whatever it sees fit
· Barclays can use the current climate to engage its strategy of becoming a dominant world bank
Threats
· The FSA could bring in more and more stringent criteria for banks
· While Barclays is trying to be the world’s best bank, there could be customers who go to more specialized companies for their needs
In the current climate, based on the way Barclays has acted and positioned itself in the market, there are defiantly more strengths and opportunities than weaknesses and threats. Barclays strategy of acquisitions during the recession has allowed the company to effectively buy market share, at often highly reduced prices (due to bankruptcies etc). Barclays, by using clever management, has actually benefited from the recession in terms of market share and customer approval. There is a general consensus that Barclays has done well in the recession, and this trend will hopefully continue. While other banks have seen crisis in the recession, Barclays has seen opportunity and has been making the most of it.
“Bob (Diamond) has diversified into the US and we have expanded in Europe and Asia. And yes, I think that in a couple of years people will look back on this time and say that was when it began to come together for Barclays, that was the beginning of the Barclays era.” – Frits Seegers, former Chief Executive of Barclays Global Retail and Commercial Banking
Conclusions

The recession

The current recession is one which has created many casualties, from giants like the Lehman Brothers to smaller businesses worldwide. The financial implications of the recession are still being felt by many as shown by the still high unemployment figures and this is to be expected at the tail end of many businesses closing down. For many this recession has acted as a tough test as to whether or not their businesses can stand troubled times and how prepared there are for them, as well as assessing the management and how they respond strategically. 
The future of the financial sector will forever change as a result of this recession, both in terms of the brands we see on the high street and the government and regulator rulings behind them. What does this mean for banks? The frameworks within which financial organisations operate from now on will be much tighter, with people and governments demanding answers for how something like this could have occurred. Gone will be the days of high bonus bankers flooding markets with confusing toxic debts mixed up with ever more confusing securities. Transparency will be the order of the day with banks being made to shake the skeletons from their closets. Banks will more than likely have to carry much more capital and take less risk than previously done, as a simple precaution towards stopping things getting this bad in future.
Many have commented that this is a very strange time for banking with things happening that no one could have predicted. With the fall of major players and the nationalisation of others, the world seems to be falling apart, but Barclays seems to be a steady rock in the storm.
Barclays Bank Plc
Barclays has always been cautious in terms of its lending in the UK, which is probably why the bank has remained functional through the recession. Barclays has a strong ethos of only lending what can be paid back, which while not as lucrative as lending to anyone who wants it, is more stable and as a core strategy has kept the bank on top through the crisis.
Barclays is in a very good place. The fact that Barclays has been in the situation to do all the buying up, while main competitors have to shut shop shows the quality of the position they are in. The SWOT analysis shows the strengths of the company and the opportunities that it can and is taking advantage of. At a time when many financial institutions are starting afresh, Barclays is continuing to strive forwards. The renewed sponsorship of the English Premiership football league is a clear indicator to the public that Barclays is still doing business as normal and is not retracting in anyway. Barclays with new sponsorship in itself from Middle Eastern investors has been given the green light to push forward with its strategy. With Bob Diamond at the helm of Barclays Commercial pushing forward into the American investment markets and Anthony Jenkins now running Global Retail Banking the company looks ready to begin its world expansion tour.
As the world begins to slowly pull out of recession and the fog clears Barclays looks set to come out in a very good position, having remained profitable throughout,  having acquired some sort after businesses and having the best people with the best strategies to make the company a top financial entity.
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