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2008 was a traumatic year 

for the global economy.  A 

decade of global economic 

growth has come to a 

sudden, grinding halt.  The 

financial services sector has 

been forever transformed 

through collapse, write 

downs and forced 

government intervention.

Source: EY Business risk report
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What is the global credit crisis about? 

 All industries and geographies impacted

 Lack of credit 

 Declining asset valuations

 Rising defaults

 New risks for all entities,  from financial services to manufacturers, 

retailers, not-for-profit etc.

 Unprecedented number of bankruptcies, take-overs and 

government interventions

 Extraordinary volatility in global stock markets and currencies

 Banks have little capital in the 

current market to provide new 

funding. 

 Global banks have withdrawn from 

perceived risky emerging markets –

most global banks have pulled back 

on some markets, given the lack of 

available funding.

 The cost of credit has risen sharply 

for emerging market entities seeking 

funds, despite falling global interest 

rates.

 Asian trade surpluses accumulate and invested in US assets 

leads to sharply rising US asset prices.

 US government regulations to promote home ownership 

results in sustained strong growth in house prices.

 Boom in sub-prime originations with risky affordability and 

payment options

 Consumer/corporate debt and leverage expanded significantly

 Rapid growth and widespread use of mortgage-backed 

securities and other structured vehicles

Source: EY Global Megatrends 2009

 Sovereign Wealth Funds

 Funds under management 2009 USD3 

trillion – 2015 est. 10 trillion.

 Private Equity

More diverse offerings (e.g. all-equity 

investments)

 Governments

Alternative funding
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Emerging Markets: South Africa’s relative 
attractiveness

Category*

Country

Source**

FTSE
Morgan 
Stanley

Oxford 
Economics

Yale

Advanced 
Emerging

Hungary x x x

Poland x x x x

South Africa x x x x

Brazil x x x x

Mexico x x x x

Taiwan x x x

Secondary 
Emerging

Czech Republic x x x

Egypt x x x

India x x x x

Morocco x x

Pakistan x x

Russia x x x x

Turkey x x x x

Argentina x x x

Chile x x x

China x x x x

Colombia x x

Indonesia x x x

Malaysia x x x

Peru x x

Philippines x x x

Thailand x x x

Below is an overview of the countries classified as ©emerging marketsª from four different sources. 

Category*:

1. Advanced Emerging ®FTSE categorisation of countries which have good Regulatory, Custody and Dealing Landscapes 

2. Secondary Emerging - FTSE categorisation of countries which have less developed Regulatory, Custody and Dealing 
Landscapes

3. Frontier ®FTSE categorisation of countries that only have basic infrastructure of Regulatory, Custody and Dealing 
Landscapes, 

includes: Bahrain, Bangladesh, Botswana, Bulgaria,  Cýte dªIvoire, Croatia, Cyprus, Estonia, Jordan, Kenya, Lithuania, 
Macedonia, 

Mauritius, Nigeria, Oman, Qatar, Romania, Serbia, Slovakia, Slovenia, Sri Lanka, Tunisia, Vietnam.

Source**:

1. FTSE ®FTSE Global Equity Index
2. Morgan Stanley - MSCI Emerging Markets Index 
3. Oxford Economics ®Emerging Market Economic Review
4. Yale ®Yale ©Big Emerging Marketsª

South Africa‟s Risk Premium rating: Moodys
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South Africa vs. global financial services: 
Percentage decline in market capitalisation

Source: JP Morgan, McGregors
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Plotting South African & global companies on 
the risk pendulum
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assets
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X : South African financial services companies
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Lower confidence was recorded across all 
financial services sectors in Q408.
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Life Assurers

Source: EY FSI
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Retail banks: Net Profits after tax 

Net balance: %up less % down

0
2Q

1

0
2Q

3

0
3Q

1

0
3Q

3

0
4Q

1

0
4Q

3

0
5Q

1

0
5Q

3

0
6Q

1

0
6Q

3

0
7Q

1

0
7Q

3

0
8Q

1

0
8Q

3

D
e
c
l
i
n

e
 
 
 
 
 
 
 
I
n

c
r
e
a
s
e

Retail bank confidence is in line with falling 
profits.

Source: EY FSI

 Contracting retail profits

 Unprofitable mortgage books have 

prompted banks to revise their business 

models, particularly in sourcing new 

business.

 Until the second half of 2008, slower retail 

growth was compensated by robust 

corporate activity.

 Management of international operations 

will be critical in the next few quarters. 

 Changing of the guard –two banks due to 

get new CEO’s within the short term.
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Credit growth has fallen off in most product 
areas, secured and unsecured lending alike.
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Merchant & Investment banks: Net Profits 

Net balance: %up less % down
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Investment bank profit growth slowed considerably 
in Q408, but remains positive.

Source: EY FSI

 The global investment banks that have 

survived have largely been recapitalised, few 

are still paying dividends at present.

 Foreign banks have substantially wound down 

their activity in the SA market.

 Falling commodity prices and the global 

liquidity crunch changed the outlook 

considerably in the second half of 2008.

 Corporate bad debt levels may start rising in 

2009.

 Some banks are better placed than others to 

cope with the current downturn –depending 

on portfolio of businesses
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Other Topical Matters:   The role of treasury 
function in the current crisis
 Treasuries play a more crucial role than ever in attempting to soften the 

impact of capital market volatility:   

 The focus of hedging against fluctuations in foreign exchange, interest rate and 

commodity price moved to managing counterparty, credit and liquidity risk - the ability to 

refinance debt.   

 Cash is in short supply and has become expensive to access.

 Locally, banks are re-assessing undrawn borrowing and revolving credit facilities 

provided to corporates.

 All treasuries are focused on reducing fraud through the implementation of 

policies, controls & procedures ( 75% did so in 2006).

 Major focus areas of treasuries are: 

 Regulation –difficulty to comply with IFRS7 and Pillar3 disclosures and IAS 39.

 Financial Risk –particularly currency and interest rate risk 

 Cash Forecasts –reduced liquidity and growing interest in cash flow statements. 

 Tools risks –improvement of integrated IT platforms needed.

 Tax risks –Thin capitalisation and transfer pricing rules.

Source: 2008 Ernst & Young European Treasury Survey
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Other Topical Matters: Counterparty risks

Counterparty non-performing risk – where the risk to each party to a 

contract that the counterparty will not live up to its contractual obligations 

– has become a mounting concern. 

Adverse consequences of counterparty non-performance range from credit 

deterioration of the counterparty to the interruption of the company‟s own 

business. Companies are re-visiting the terms of their contracts to fully 

understand their rights and obligations, especially where the counterparty 

does not perform. 

Key processes are:

 Identifying the actual counterparties

 Understanding rights and obligations in relation to each 

transaction/structure

 Monitoring the related risks (keeping in mind that the credit worthiness of a 

counterparty can change rapidly)

Source: 2008 Ernst & Young Publication:  Counterparty non-performance risk, Accounting and reporting considerations
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Life Insurance confidence is negatively impacted 
by contracting Investment Income earnings.

Investment Income

Net result: % up less % down

Source: EY FSI
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Life Insurers reported declining investment yield, 
and growing expenses and policy lapses.
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Life Insurers –What the issues are

 Introduction of a national savings scheme

 Evolving regulatory environment –introduction of commission payment thresholds 

effective Jan 09.

 Increased regulations result in higher compliance costs

 Evolving product lines and market segments

 Change in leadership and executive positions

 Increasing competition from other financial services providers (particularly 

Collective Investment schemes)

 Bancassurance a growing distribution model

 Erratic Employee Benefits growth, hampered by static employment levels
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Investment Managers: Net Inflows 

Net balance: %up less % down
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Investment Managers’ Confidence was hurt by 
contracting net inflows.

Source: EY FSI
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Asset Managers are hurt by static Funds under 
Management despite relatively strong inflows.
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Asset Managers –What the issues are

 Static funds under management results in profits squeeze

 Lower performance fees also pressuring profits.

 Shift to lower risk (and lower margin) income funds in falling stock 

market scenario.

 Question-marks over the ability of small fund managers’ resources 

to get through the market downturn.

 Changing of investment process models in changed market 

circumstances 
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An era of uncertainty - 2009 top 10 global risks

The top 10 business risks

Source: The 2009 Ernst & Young Business Risk Report –Top 10 Risks
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Unpacking the Top 10 Global Financial Services 
Risks

 The common highest ranked risks across FS stems from the credit crunch due to its 

extraordinary and direct impact as well as its unpredictable evolution.

 The second, regulatory response to the current crisis, could affect the competitive 

environment of the industry.  The nationalisation of a number of banks would have 

been hard to imagine months previously.  The regulatory backlash may extend 

beyond banking into insurance and AM.
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Shift in Business Risk Importance 2008-2009

► Reputation risk (no. 22 in 2008) -
Bankers and Asset Managers views 
as a critical risk due to the crisis 
elevating a firm’s reputation to a 
matter of survival;

► Shift in ownership - Large losses 
have resulted in banks focusing on 
their core business.  In the US and 
Europe, will government managers 
remain at arms length and what will 
the long term implications of SWF 
investors have?

► Model risk –The weaknesses of 
backward-looking risk management 
models were exposed by the crisis.  
Models have their limits and 
assumptions, sensitivities etc. 
should be carefully considered.

-
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Shift in Business Risk Importance 2008-2009

 Climate change and catastrophic 

events/Radical greening - the 

insurers view radical greening (up 

6 from 2008) as a critical risk with 

recent large weather losses 

attributed to climate change.

 Emerging Markets –Insurers see 

this as key growth area over next 

decade, however, emerging 

markets pose a different risk 

profile.

 Demographic shifts –ageing and 

urbanising populations are 

changing competitive dynamics 

and creating new markets for 

insurers and asset managers.

-
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Shift in Business Risk Importance 2008-2009

 Credit crisis/Dealing with the market 

crisis - In addition to statement 

around banks, a concern has been 

raised of the impact if there were a 

collapse in the hedge funds sector.

 With a baseline forecast of a global 

recession, analysts expressed 

concern about further threats that 

could worsen the recession (e.g. 

political risk create uncertainty).  In 

this context asset managers are 

worried about the impact of 

instability in emerging economies.

 Accelerated pace of change in the 

industry/Business model redundancy 

–The ‘middle class’ is disappearing 

as larger firms are gathering the 

majority of asset flows.

-
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Likely High Risk Concerns in SA

Banking Insurance Asset 

Management

Credit crunch

Regulation & Compliance

Reputation Risks

Deepening recession

Managing Talent

Non-traditional entrants

Executing alliances & 

transactions

Radical greening

Cost cutting

Business model redundancy

Critical      High           Medium  Moderate

Source: The 2009 Ernst & Young Business Risk Report –Top 10 Risks
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Cost cutting

Business model redundancy

Global                                                     South Africa
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Six key lessons from the global industry 
upheaval

► Managing Liquidity is the top lesson learnt

Source: EY Navigating the Crisis –A survey of the world’s largest banks

don't rely on ratings

agencies alone

prepare for the unexpected

don't forget the people

factor

stay attuned to industry

dynamics

institutionalise a risk

culture

Liquidity is king

As „Navigating the crisis‟ 

went to press after 

concluding fieldwork in 

October 2008, the financial 

community was still reeling 

from the impact of recent 

events.  Some of the banks 

interviewed no longer exist.  

As one executive put it, “A 

year ago, no one would 

have believed commercial 

paper would dry up.  The 

whole idea of banks being 

taken over on a weekend – it 

was not imaginable.”

There are many lessons to be learnt from the events unfolding in the financial industry – the vital importance of 

managing for liquidity, the need to institutionalise an appropriate risk culture and the imperative never again to 

let good times lead to complacency.

Many executives interviewed were optimistic that the survivors of this „500-year flood‟ will emerge as much 

stronger global institutions and that the crisis will be viewed as a painful but necessary catalyst that drove 

fundamental positive change.
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Key Themes & Concluding Remarks

 In relation to other emerging economies, South Africa is relatively well positioned 
in the current crisis. 

 Interest rates are being cut across the globe to lowest levels in decades, but the 
question is whether this is sufficient to get the banks to lend again.   Locally, the 
evidence is that credit demand continues to fall sharply, despite falling interest 
rates.

The regulatory environment within organisations will change significantly (similar 
to the post-Enron world), in an attempt to prevent a re-occurrence of 2008’s 
events.

Risk management culture will have to be institutionalised/integrated into the 
normal business activities across the organisation.

All financial services segments have been impacted by the credit crisis:

 Banks have lower capital available to lend funds;

 Insurers are faced with negative investment yields; and

 Asset Managers have static funds under management, accompanied by reduced 

(performance) fees.


