
How Modern Finance and Government
Intervention Crashed the Financial System
The financial crisis of 2008 was the worst financial crisis since the Great
Depression. It led to the collapse of several major financial institutions, a
sharp decline in the stock market, and a deep recession. The crisis had a
profound impact on the global economy, and its effects are still being felt
today.

There are many factors that contributed to the financial crisis, but two of the
most important were modern finance and government intervention.

Modern finance is a complex system of financial instruments and practices
that developed in the late 20th century. These instruments and practices
allowed banks to take on more risk, and they also made it easier for
investors to borrow money.
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Government intervention also played a role in the financial crisis. In the
years leading up to the crisis, the government deregulated the financial
industry and encouraged banks to make risky loans. This created a perfect
storm that led to the collapse of the financial system.

The financial crisis of 2008 was a major wake-up call for the world. It
showed that the global financial system was not as stable as we thought,
and it highlighted the dangers of deregulation and excessive government
intervention.

In the years since the crisis, there have been a number of reforms to the
financial system. These reforms have made the system more stable, but
there is still more work to be done.

It is important to understand the factors that led to the financial crisis of
2008 so that we can prevent a similar crisis from happening in the future.
Modern finance and government intervention played a major role in the
crisis, and it is important to be aware of the risks associated with these two
factors.

Modern Finance

Modern finance is a complex system of financial instruments and practices
that developed in the late 20th century. These instruments and practices
allowed banks to take on more risk, and they also made it easier for
investors to borrow money.
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One of the most important developments in modern finance was the
creation of securitization. Securitization is the process of pooling together a
group of loans and then selling them to investors as a single security. This
allowed banks to sell off risky loans, which freed up capital that could be
used to make more loans.

Another important development in modern finance was the rise of credit
default swaps (CDSs). CDSs are insurance contracts that protect investors
from the risk of default. This made it easier for investors to buy risky bonds,
which further fueled the growth of the credit bubble.

Government Intervention

Government intervention also played a role in the financial crisis. In the
years leading up to the crisis, the government deregulated the financial
industry and encouraged banks to make risky loans.

The deregulation of the financial industry began in the 1980s. The goal of
deregulation was to make the financial system more efficient and
competitive. However, deregulation also weakened the oversight of the
financial industry, which allowed banks to take on more risk.

The government also encouraged banks to make risky loans through a
number of policies. For example, the government provided subsidies for
subprime mortgages, which are loans made to borrowers with poor credit
histories. The government also encouraged banks to make loans to low-
income borrowers through the Community Reinvestment Act (CRA).

These policies led to a significant increase in risky lending in the years
leading up to the financial crisis. This risky lending contributed to the



growth of the housing bubble, which burst in 2008.

The Perfect Storm

The combination of modern finance and government intervention created a
perfect storm that led to the financial crisis of 2008.

Modern finance allowed banks to take on more risk, and government
intervention encouraged banks to make risky loans. This led to a significant
increase in risky lending in the years leading up to the financial crisis.

The housing bubble burst in 2008, which caused a wave of defaults on
subprime mortgages. This led to losses at banks and other financial
institutions, which in turn led to the collapse of the financial system.

Lessons Learned

The financial crisis of 2008 was a major wake-up call for the world. It
showed that the global financial system was not as stable as we thought,
and it highlighted the dangers of deregulation and excessive government
intervention.

In the years since the crisis, there have been a number of reforms to the
financial system. These reforms have made the system more stable, but
there is still more work to be done.

It is important to understand the factors that led to the financial crisis of
2008 so that we can prevent a similar crisis from happening in the future.
Modern finance and government intervention played a major role in the



crisis, and it is important to be aware of the risks associated with these two
factors.
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