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The 2008 Global Financial Crisis
The 2008 global financial crisis was one of the most severe'@onomic downturns
since the Great Depression of the 1930s. It originated in the Uni %using market and
rapidly spread across the global financial system, resulting i Md bank failures, a

sharp contraction in credit, and a prolonged recession that ed millions of people
worldwide. Understanding the causes, consequences, a%ses to the 2008 crisis is
essential for anyone studying finance, economics, o icipolicy.
Causes of the Crisis %

The 2008 financial crisis had severa%cted causes. The most significant was

the rapid expansion of subprime a nding in the early 2000s. Financial institutions

extended mortgage loans to borr A or credit histories, limited income

documentation, and insufficien se risky loans were then packaged into complex
financial instruments ge-backed securities (MBS) and collateralized debt

nas
obligations (CDOs), which d to investors globally. Credit rating agencies assigned

these instruments hi that did not accurately reflect the underlying risk, leading

investors to significan stimate their exposure.

A second major cause was excessive leverage throughout the financial system. Banks
and investment firms borrowed heavily to amplify their returns, which meant that even

modest declines in asset values could wipe out their capital entirely. When housing prices



Student’s Last Name 2

began to fall in 2006 and 2007, the value of mortgage-backed securities collapsed, and

institutions that had borrowed heavily to hold these assets faced insolvency almost overnight.

Regulatory failures compounded these problems. Oversight of complex financial
products was fragmented across multiple agencies, and the rapid growth of shadow banking

(financial activity that occurred outside traditional regulated institutions) meant that

significant systemic risk accumulated in areas that regulators did itor closely.
Consequences of the Crisis %
The consequences of the 2008 financial crisis were d far-reaching. In the

United States, major financial institutions includi Le%thers collapsed, while others

such as Bear Stearns and Washington Mutual requ ergency intervention. The U.S.

government launched the Troubled Asset Relie% (TARP), authorizing up to $700
ing to

billion to stabilize the financial system by g
failing banks. %
Beyond the financial se%

xic assets and injecting capital into

1ggered a deep recession. U.S. unemployment

rose from 5% in 2007 to 10% by -'Glebal GDP contracted for the first time since World
War I1. Housing prices f g out the wealth of millions of homeowners and
leaving many with mort hat'exceeded the value of their properties, a situation known as

negative equity.

The crisis alsoWeep inequalities in how the economic burden was distributed.

While financial institutions received government bailouts that allowed many executives to
retain their positions and compensation, ordinary workers bore the consequences through job

losses, home foreclosures, and reductions in public services as tax revenues fell.

Lessons and Reforms
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In response to the crisis, governments and regulators introduced significant reforms.
In the United States, the Dodd-Frank Wall Street Reform and Consumer Protection Act of
2010 introduced stricter capital requirements for banks, created the Consumer Financial
Protection Bureau, and established mechanisms for resolving failing financial institutions
without triggering broader systemic collapse. Similar reforms were implemented across

Europe and internationally through the Basel III framework, which'tequired banks to hold

more capital relative to their risk-weighted assets.
Conclusion c b
%ncial risk can accumulate

1ve, and regulatory oversight is

The 2008 financial crisis demonstrated th
rapidly when lending standards deteriorate, lev
inadequate. Its consequences (unemployment, fi sures, recession, and lasting inequality)
illustrate that financial crises are not abstrac I nts but human ones, with costs borne
most heavily by those least able to absorb th orms introduced in the aftermath
represent important steps, though @eon continue to debate whether the financial system

is sufficiently protected against a crisis in the future.
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