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2008 Crash Déja Vu Worries Top Economists
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A fresh financial crisis may be coming

It won't play out like last one

By Simon Jack

O
‘ Business editor at BBC
PERSPECTIVE

On September 15, 2008, Bobby
Seagull arrived at his office in
Canary Wharf just before 6am.

It was the last time he would
need to be on time. He was a
trader at Lehman Brothers, an
American bank undergoing seri-
ous turbulence.

“We had seen on the Sunday
news from America, they're filing
for bankruptcy. We weren’t quite
sure [what] the implication was
[for] us in the UK. So, we were just
told to turn up as normal.”
Initially it was “chaos”, Bobby
says. “There was no direct com-
munication with our American
colleagues. They weren’t pick-
ing up the phones. Some people
were picking up items, like paint-
ings on the wall and saying, “They
owe me shares””’

Bobby had an inkling that disas-
ter might strike and was well
prepared.

“I actually bought a shopping
trolley on the last day. And fun-
nily enough, that summer, peo-
ple did sense a bit of disquiet.
emptied my vending machine
card, [worth] £300 pounds, on
chocolates because I realised if
the vending machine or the bank
collapsed, my vending machine
card would become defunct.”
Bobby, along with thousands of
colleagues, carried his career out
in a cardboard box. It was a de-
fining image of the global finan-
cial crisis, which saw thousands
of businesses fail and millions
lose their jobs. It ushered in one
of the longest and deepest reces-
sions since World War Two.
Now, there are a number of
warning lights flashing on the
world economic dashboard that
have some wondering whether
we are in the foothills of another
financial crisis.

What could the next meltdown
look like? And with internation-
al relations in 2026 in a more
febrile state than they were in
2008, will policymakers even
have the tools to solve it?

Early warning signal

Before the crisis that engulfed
the world economy in 2008,
there were early warning signals
in some parts of the financial sys-
tem.

In 2007, investments in risky US
mortgages went sour as home-
owners struggled to pay. Funds
run by Bear Stearns, BNP Parib-
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A worker carries a box out of Lehman
Brothers offices in London, the UK, in
September 2008.
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as and other banks either had to
freeze the ability of investors to
take out their money, or liquidate
the funds completely.

These problems were the ca-
naries in what proved to be a
very deep financial coal mine. As
nervousness spread, even banks
eventually stopped lending to
each other for fear of not get-
ting their money back, creating
a so-called “credit crunch”. That
caused a global financial crisis.
Fast forward to today.

Several funds that lend money
have declared losses or restrict-
ed investors’ ability to take out
their money. BlackRock, Black-
stone, Apollo and Blue Owl have
all faced demands for billions of
withdrawals from private credit
funds — institutions that provide
an alternative to traditional banks.
Bank regulators and financial vet-
erans recognise the similarities.
Sarah Breeden is the deputy gov-
ernor of the Bank of England,
with specific responsibility for
financial stability. She says the
new world of private credit has
grown quickly, has yet to be test-
ed by financial adversity and is
poorly understood.

“There are echoes of the global fi-
nancial crisis in what we’re seeing
now;” she says. “Private credit has
gone from nothing to two and a
half trillion dollars in the last 15
to 20 years. There is leverage [bor-
rowed money], there’s opacity, there’s
complexity, there’s interconnec-
tions with the rest of the financial
system. All of that rhymes with

Withdrawals have spiked at private credit funds
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what we saw in the GFC”

She’s also worried that a lot of
the money lent by private credit
funds has itself been borrowed,
creating layers of debt — or
leverage — that can amplify any
losses.

“There is leverage on leverage
on leverage. What we want to
make sure is that everybody un-
derstands how that layer cake of
leverage adds up.”

Mohammed El-Erian, chief eco-
nomic adviser to German finan-
cial firm Allianz and former CEO
of PIMCO, the world’s biggest
bond investor, agrees that the
risk of another crisis is underes-
timated.

“There are certain similarities
with 2007 that keep me awake
at night. The similarities are
clear fragilities in the financial
system that are not properly ap-
preciated.”

In fact, he says, it was the re-
strictions placed on banks after
the crisis that gave birth to this
new private credit market. Banks
were forced by new regulations
to be more cautious, so funds
that mimicked banks sprang up
to fill the void.

“Suddenly the system is flooded
with private creditors wishing
to give money to companies.
Companies see all this mon-
ey available and of course
too much money makes
people make mistakes.”

He lays out a scary sce-
nario: “Suddenly every-
body that lends you money
wants their money back
at the same time. The next
thing you know, something
that started out as a really good
idea grows into something that
risks instability, and rather than
benefitting the economy; it actu-
ally risks pulling the rug out
from under it

But Larry Fink, the boss of
the world’s biggest money
manager, BlackRock, recently
told the BBC he did not agree
that private credit posed a threat
to the world economy.
The issues affecting
some funds account
for a small fraction of
the overall market, he
says.

BlackRock itself is one of sev-
eral firms to have
limited withdraw-
als by nervous
investors from
private credit
funds. But Fink
is adamant there
is no chance of
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a repeat of the financial trauma
seen in 2007-08 as he believes
financial institutions today are
more secure.

“I don’t see any similarities at all,”
he says. “Zero.”

Nevertheless, some have likened
what is happening in private cred-
it to a slow run on a bank. You
may not see the queues outside
branches of Northern Rock, as we
saw in 2007, but there is a line of
people wanting their money back.

Energy

Another way in which histo-
ry might be repeating itself is
through surging energy prices.
That was a contributing factor
to the 2008 crisis. The price
of Brent crude oil went from
around $50 a barrel at the begin-
ning of 2007 to $100 by the end
of the year — eventually peak-
ing at $147 in July 2008. It was
driven by surging demand from a
rapidly expanding China but also
in part from geopolitical tensions
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involving Iran.

Today, oil prices have risen to
over $100 a barrel, with warn-
ings they could go higher if there
is not a speedy resolution to a
conflict with Iran that has in
effect shut the world’s most im-
portant energy artery through
the Strait of Hormuz.

Fatih Birol, chief executive of the
International Energy Agency, has
called the ongoing closure of the
Strait of Hormuz “the greatest
energy security crisis in history”,
insisting it is “more serious” than
the previous energy shocks in
1973 (when some Arab states imposed an
oil embargo on the West), 1979 (caused
by the Iranian Revolution) and 2022
(Ukraine) “put together”.

That level of gloom is not yet
reflected in current oil prices.
Although they have risen more
than 50% since before the con-
flict with Iran, they are some way
off the levels seen before the last
financial crisis, when oil hit $147
dollars a barrel (in today’s money,
that’s close to $190 a barrel).

And stock markets are currently at
or near all-time highs — nothing
like the oil shock of 1973, which
triggered a 40% fall in US stock
markets from peak to trough.
Sarah Breeden, of the Bank of
England, says she expects stock
markets to fall at some point, as
they do not fully reflect the many
current risks to the global econ-
omy. But for now, stock markets
seem to assume that peace will
eventually prevail, and lots of
big companies are continuing to
make more money than investors
were expecting.

But an energy shock is part of the
Bank of England’s check list of
risks which Breeden fears could
hit simultaneously.

“What happens if a number of
these risks crystallise at the same
time?”, she asks. “Major macro-
economic shock, at the same time
as confidence in private credit
goes, at the same time as Al valu-
ations and other risky asset val-
uations readjust. What happens
in that environment and are we
ready for it?”

Artificial intelligence

And there Breeden hits on an-
other risk to add to our potential
crisis cocktail.

Over $2tn has poured into invest-
ments in Al, in what Microsoft
co-founder Bill Gates has called
“a frenzy” and others have de-
scribed as a bubble.

It has propelled the valuations
of a few mega companies to the
point that 37% of the value of the
main US stock market index, the
S&P 500, is now concentrated
in just seven companies (including
Nvidia, Microsoft, Google parent compa-
ny Alphabet and Amazon, which are also
among the biggest spenders on Al infra-
structure).

That means the millions of peo-
ple who invest in index tracking
funds are investing a large por-
tion of their savings in Al, wheth-
er they want to or not.

A big sell-off in these companies
would hit savers — including
individuals and pension funds
in the UK — and inevitably rock
business and consumer confi-
dence.

The bursting of the dotcom
bubble, which peaked in March
2000, helped trigger a recession
in 2001. The tech heavy NASDAQ
index fell nearly 80% between



