
SUPPLEMENTARY EVIDENCE FROM STUART PAUL AND ANGUS TULLOCH 
 
1. Causes of the Global Financial Crisis 
 
• Developed world banks forgetting the dangers of lending to highly-geared 

companies on the basis of over-priced (usually real estate) collateral. 
 
• Investment bankers promoting ever more opaque and leveraged financial 

instruments for sale to increasingly distant and less sophisticated investors. 
 

• Financial institutions (including investment managers), public authorities and 
individuals focusing on short-term returns.  They did not understand the complex 
instruments they were buying and/or deliberately overlooked the potential risks 
entailed. 

 
• Governments removing traditional barriers between investment and retail banks, 

allowing the former effectively to leverage the balance sheets of the latter.  Also 
for allowing financial institutions to develop in such a way that they cannot be 
allowed to fail and that market participants are able to exploit this fact. 

 
• Bank boards and regulatory authorities in much of the developed world failing to 

recognise, and therefore pre-empt consumer credit bubbles.  Also failing to 
understand and control the global derivative markets. 

 
• A general decline of ethical standards amongst nearly all financial industry 

participants. Too much financial product has been designed and sold to serve 
the product manufacturers’ rather than the clients’ interests. 

 
 
2. What will the impact of the Global Financial Crisis be? 
 
• Quantative easing (money-printing) has never been tried before – certainly on 

the current scale, ie we are in totally unchartered territory.   
• The world, led by China, is now beginning to ease up on stimulatory economic 

policies.  It is however, very unlikely that higher domestic consumption in China 
will be able to compensate for the expected slowdown of capital investment in 
that country. 

• There should be an opportunity for Scotland to increase her consumer 
good/services exports (financial services, whisky, tourism) to China, but the 
potential for capital goods exports will be limited by increasing domestic 
competition. 

• One side-effect of quantitative easing is likely to be higher inflation.  There is 
already evidence of this in both China and India, so far mainly driven by higher 
food prices.  As the ‘factory of the world’, inflation in China will have 
repercussions elsewhere. 

• There has been no real sign yet of the institutional reforms required to put the 
global financial system on a sounder footing.  This has to be addressed as a 
global problem of ‘moral hazard’ head-on.  A restoration of the distinction 



between retail and investment banking, and split between financial institutions 
acting as principals and those as agents, looks increasingly to be on the agenda. 

• As a result of the Global Financial Crisis we expect global growth rates to slow.  
The brunt of this slowdown will have to be borne by the over-geared developed 
world.  The British Government’s current credit rating – and thus funding costs – 
will only be retained if very substantial cuts are made to public expenditure over 
the next few years. 

• Although the reputation of ‘the canny Scot’ must have taken a battering as a 
result of our banks’ recent experiences, it does not seem to have affected our 
overseas business at all. 

• We might perhaps regain part of this reputation if the participants in the Scottish 
investment industry jointly subscribed to a Hippocratic Oath.  This would aim to 
encourage the local financial sector to act (and be seen to act) in a more 
professional, as well as commercial, way (see attached document). 
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