
How Modern Finance and Government
Intervention Crashed the Financial System
The global financial crisis of 2008 sent shockwaves through the world
economy and left a lasting legacy of instability. Many factors contributed to
this crisis, but two of the most significant were the rise of modern finance
and government intervention in the financial markets.

Modern finance, with its complex financial instruments and interconnected
global markets, created a system that was increasingly prone to risk. At the
same time, government intervention, in the form of low interest rates and
lax regulation, encouraged excessive risk-taking and speculation. The
combination of these two factors led to a financial bubble that eventually
burst, triggering a global recession.
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The Rise of Modern Finance

Modern finance emerged in the 1970s and 1980s with the development of
new financial instruments and the rise of computer-driven trading. These
innovations allowed investors to take on more risk, and they also made it
easier for them to move their money quickly around the world.

One of the most important developments in modern finance was the
creation of securitization. Securitization is the process of pooling together
different types of financial assets, such as mortgages, and then selling
them to investors as securities. This process allowed banks to sell off their
riskier mortgages, which helped them to free up capital and make more
loans.

However, securitization also increased the interconnectedness of the
financial system. When one type of financial asset, such as subprime
mortgages, lost value, it could trigger a chain reaction that spread
throughout the entire financial system.

Another important development in modern finance was the rise of hedge
funds and private equity firms. These institutions used sophisticated
investment strategies to generate high returns. However, they also took on
a lot of risk, and their activities contributed to the instability of the financial
system.

Government Intervention in the Financial Markets

Government intervention in the financial markets has a long history.
However, the extent of government intervention increased significantly in
the 1990s and 2000s.



One of the most important government interventions was the lowering of
interest rates by the Federal Reserve. Low interest rates made it easier for
people to borrow money and invest in risky assets, such as stocks and real
estate. This led to a surge in asset prices and a corresponding increase in
risk-taking.

Another important government intervention was the deregulation of the
financial industry. In the 1990s, Congress repealed Glass-Steagall, a law
that had separated commercial banks from investment banks. This
deregulation allowed banks to take on more risk and to become more
interconnected with other financial institutions.

The Global Financial Crisis

The global financial crisis began in 2007 with the collapse of the subprime
mortgage market. Subprime mortgages are loans made to borrowers with
poor credit histories. These loans were often sold to investors through
securitization, which spread the risk of default throughout the financial
system.

When the housing market collapsed in 2007, subprime mortgages began to
default in large numbers. This triggered a chain reaction that spread
throughout the financial system. Banks and other financial institutions that
had invested in subprime mortgages lost billions of dollars.

The global financial crisis had a devastating impact on the world economy.
It led to a recession, a loss of jobs, and a decline in economic growth. It
also eroded trust in the financial system and in government.

Lessons Learned



The global financial crisis was a wake-up call for policymakers and
regulators. It showed that the financial system was too complex and too
interconnected, and that government intervention could have unintended
consequences.

In the aftermath of the crisis, policymakers and regulators have taken steps
to reform the financial system. These reforms include increasing capital
requirements for banks, regulating hedge funds and private equity firms,
and creating a new system for resolving failing financial institutions.

These reforms are designed to make the financial system more stable and
less prone to crisis. However, it is important to remember that the financial
system is constantly evolving, and there is no guarantee that future crises
can be avoided.

The global financial crisis of 2008 was a complex event that had multiple
causes. However, two of the most significant factors were the rise of
modern finance and government intervention in the financial markets.
Modern finance created a system that was increasingly prone to risk, and
government intervention encouraged excessive risk-taking and speculation.
The combination of these two factors led to a financial bubble that
eventually burst, triggering a global recession.

Policymakers and regulators have taken steps to reform the financial
system in the aftermath of the crisis. However, it is important to remember
that the financial system is constantly evolving, and there is no guarantee
that future crises can be avoided.
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