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In the summer of 2007, global financial markets began to show signs that the bill for a long binge year on cheap credit was due. Two Bear Stearns hedge funds have collapsed, BNP Paribas has warned investors that it may not be able to withdraw money from its two funds, and british bank Northern Rock
will soon seek urgent funding from the Bank of England. But despite the warning signs, few investors doubt that the worst crisis in nearly eight decades is about to engulf the global financial system, bringing Wall Street giants to their knees and triggering the Great Recession. It was a monumental financial
and economic collapse that caused many ordinary people to lose their jobs and retirement accounts. The financial crisis lasted more than a year, culminating in the collapse of Lehman Brothers in September 2008 and the quick Wall Street rescue that followed. While the Great Recession officially ended in
2009, many felt its impact for years to come as the job market and house prices remained depressed. The seeds of the financial crisis have been planted in the interest rate bottom years that fuel a housing bubble in the US and elsewhere. Faced with a burst of dot-com bubbles, a series of corporate
accounting scandals and September 11 terrorist attacks, the Federal Reserve lowered the federal funds rate from 6.5% in May 2000 to 1% in June 2003 – flooding the economy with cheap money. The result was an uphill spiral in house prices as borrowers took advantage of low mortgage rates, and even
subprime borrowers were able to realize their dream of buying a home. Lenders then sold those loans to Wall Street banks, which packed them into what was billed as low-risk financial instruments such as mortgage-backed securities and mortgage debt obligations (CDOs). Soon a large second market
for loans originated and subprime distribution developed. Promoting greater risk among banks, The Securities and Exchange Commission (SEC) in October 2004 eased net capital requirements for five investment banks–Goldman Sachs (NYSE:GS), Merrill Lynch (NYSE:MER), Lehman Brothers, Bear
Stearns and Morgan Stanley (NYSE:MS)-which freed them to take advantage of up to 30 times or even 40 times their first interest rates finally starting to rise home ownership reaches a saturation point. The Fed began raising interest rates in June 2004, and two years later, the federal funds rate reached
5.25%, where it remained until August 2007. There are early signs of suffering. By 2004, U.S. home ownership had peaked at 69.2 percent. Then, in early 2006, house prices began to fall, leading to a 40% drop in the U.S. housing construction index in 2006. Not only are new homes affected, but many
subprime borrowers with adjusted interest rates cannot handle higher rates and start defaulting on their loans. As 2007 has way, a person subprime or other loans that have been filed for bankruptcy. property. In February and March, more than 25 subprime lenders did so. In April, New Century Financial,
which specializes in sub-prime lending, filed for bankruptcy and laid off half of its workforce. By June, Bear Stearns had stopped buying back in its two hedge funds, prompting Merrill Lynch to seiz $800 million in assets from the funds. But even this is a small problem compared to what happened in the
coming months. It became clear in August 2007 that financial markets could not solve the subprime crisis and the problems spread beyond the borders of the United States. The interbank market is completely frozen, largely due to current fears of unknown banks. Northern Rock had to approach the Bank
of England for emergency funding due to liquidity issues. In October 2007, Swiss bank UBS became the first major bank to announce a loss of $3.4 billion – from sub-factor-related investments. In the coming months, the Federal Reserve and other major central banks will take coordinated action to
provide billions of dollars in loans to global credit markets, which are being significantly seized as asset prices fall and financial institutions struggle to assess the value of trillions of dollars worth of toxic mortgage-backed securities today. In the winter of 2008, the U.S. economy was in a full recession and,
as financial institutions continued their liquidity struggles, global stock markets fell the most since the 9/11 terrorist attacks. In January 2008, the Fed cut its benchmark interest rate by three-quarter percentage points - the largest cut in a quarter of a century, as it sought to slow the economic slide. The Fed
began cutting discounted interest rates as well as monetary rates, but bad news continues to pour in from all sides. In February, the British government was forced to nationalize Northern Rock. In March, global investment bank Bear Stearns, a Pillar of Wall Street that has been around since 1923,
basically collapsed and was bought by JP Morgan Chase for coins on the dollar. In the summer of 2008, the carnage spread across the financial sector. IndyMac Bank has become one of the largest ever failed banks in the U.S., and the country's two largest lenders– Fannie Mae and Freddie Mac-have
been seized by the U.S. government. However, the demise of wall street bank Lehman Brothers in September marked the largest bankruptcy in U.S. history, and for many was a symbol of the devastation caused by the global financial crisis. That same month, financial markets fell freely, with major U.S.
indexes suffering some of their worst losses on record as the Fed, The Finance Department, the White House and Congress struggled to come up with a comprehensive plan to stop the bleeding and restore confidence in the economy. The Wall Street relief package was approved in the first week of
October 2008. The through the stable stock market, which will hit rock bottom in March 2009 and start the longest rising market on record. Get. economic losses are enormous. Although the Great Recession officially ended in 2009, many ordinary people suffered from it for years after the slowing job
market recovered and housing prices remained suppressed. The 2008-2009 global financial crisis refers to the major financial crisis the world faced between 2008 and 2009. The financial crisis has affected individuals and organizations around the globe, with millions of Americans deeply affected.
Financial institutions began to sink, many were absorbed by larger bodies, and the U.S. Government was forced to provide relief to keep many institutions floating. The crisis, commonly known as the Great Depression, did not occur overnight. There are many factors now that lead to the crisis, and their
impact lingers to this day. Let's take a look at a brief outline of the 2009-2009 global financial crisis.Summary: The global financial crisis of 2008-2009 is widely referred to as The Great Recession. It starts with the housing market bubble, which is created by an overwhelming load of supported mortgage
securities that come with high-risk loans. Reckless lending leads to unprecedented amounts of loans in default; bundled together, the losses led many financial institutions to fail and demanded a government rescue. Efforts to revive the economy were made through the U.S. Reinvested and Recovery Act
of 2009.The Housing Market Bubble The foundation of the global financial crisis built on the back of the housing market bubble began to take shape in 2007. Banks and lending institutions offer low interest rates on mortgages and encourage many homeowners to take out loans they can't afford. With all
mortgages flooding in, lenders create new financial instruments called Mortgage-Backed Securities (MBS) Mortgage-Backed Security (MBS)A Mortgage-backed Security (MBS) is a secured debt mortgage by a mortgage or a collection of mortgages. MBS is an asset-backed securities that are traded on
the main market and allow investors to profit from mortgage trading, basically bundled mortgages that can then be sold as securities with minimal risk load due to the fact that they are supported by credit default swaps ( CDS) Default Credit SwapA (CDS) is a type of credit eject that provides buyers with
protection against defaults and other risks. CDS buyers make payments periodically to the seller until the credit maturity date. In the agreement, the seller undertakes that, if the issueer defaults, the seller will pay the buyer all premiums and interest. Lenders can then easily overcome the same mortgages
- and all the risks. Outdated regulations that are not strictly enforced allow lenders to get negligent with ReleaseUnderwritingIn investment banking, underwriting is the process by which a bank raises capital for a client (company, organization, or government) from the investor in the form of or debt
securities. This article aims to provide readers with a better understanding of the process of raising capital or underwriting, which means that the actual value of the securities cannot be established or guaranteed. The BurstsBanks Bubble began reckless lending to families and individuals without real
means to follow through on the mortgages they were granted. Such high-risk loans (subprime) are then definitely packaged together and passed down. As subprime mortgage packages grew in numbers to an overwhelming extent, with a large proportion moving into default, lending institutions began to
face financial difficulties. It led to dismal financial conditions worldwide between 2008 and 2009 and continued for years to come. In the aftermath of the global financial crisis of 2008-2009Many who took out subprime mortgages last defaulted. When they can't pay, financial institutions have hit big.
However, the government has stepped in to bail out the banks. The housing market is deeply affected by the crisis. Eviction and foreclosureWhen the landlord stops paying the loan used to buy the home, the house is considered foreclosure. What it ultimately means is that ownership of the start within a
few months. The stock market, in response, began to plummet and large businesses around the world began to fail, losing millions. This, of course, led to widespread layoffs and prolonged periods of unemployment worldwide. Declining credit availability and failed confidence in financial stability have led
to less and more cautious investment, and slowing international trade to gather data. Finally, the United States responded to the crisis by passing the U.S. Recovery and Reinvesting Act of 2009, using expanded monetary policy, facilitated bank relief and mergers, and worked toward stimulating economic
growth. ResourcesCFI additionally offers financial models &amp; evaluation analysis (FMVA)™FMVA® CertificationJoin 350,600+ students working for companies such as Amazon, JP Morgan, and Ferrari certification programs for those looking to take their careers to the next level. To further learn and
advance your career, the following CFI resources will be useful:Economic Depression Economic Depression An economic crisis is an appearance in which an economy is in financial turmoil, often as a result of a period of negative activity based on the ratio of the country's Total Domestic Product (GDP). It
is far worse than the recession, with GDP decreasing significantly, and often lasting for years. Quantitative easing Significant easing (QE) is a monetary policy that prints money, implemented by the central bank to inso insus the economy. The Central Bank establishes the U.S. Securities and Exchange
Commission (SEC) The United States, or SEC, is an independent agency of the U.S. federal government responsible for implementing laws and proposed securities rules. It is also responsible for maintaining the securities and stock exchange industry and optionsThe accounting scandalsThe accounting
scandals of the past two decades have seen some of the worst accounting scandals in history. Billions of dollars have been lost as a result of these financial disasters. In here
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