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SEMINAR IN PUBLIC AND BUSINESS POLICIES

FINANCIAL CRISES
Financial crisis is the term refers to the variety of environments such as when the financial institutions and other long-term assets eventually lose their worth and they turn from surplus unit to deficit a unit which leaves quite large gaps in both the units. It is also called the failure of the financial system in the world. We have seen different big and small financial crisis throughout the history like the great depression in 1930,s and now in the form of credit crisis in us economy which have impacted almost all the world starting from 2006 till now.
HOW IT ALL STARTED
The global financial crisis as it was developing for some time, really began to show its effects on the US economy in the year of 2007. This then gradually affected world economies. All Around the world the stock markets started to tumble, large financial institutions began to collapse, and governments in even the most richest nations have had to come up with major policies and plans to help and to bail out their financial systems.

The core point of the crisis was the home mortgage market, especially the market for so-called “subprime” mortgages, subprime mortgages refer to giving home mortgages without having financial support and details of the borrower and then it expanded to prime mortgages, commercial real estate, corporate junk bonds, and other forms of debt. The losses for U.S. banks began to reach as high as one-third of the total bank capital. The pattern eventually caused reduction in bank lending, which in turn is causing a severe recession in the U.S. economy. This was also called the crisis of credit. It is a worldwide financial fiasco that is currently running. The major factors or elements that started the financial crisis were as follows.

Subprime mortgages
Collateralized debt obligation(COD)
Frozen credit markets
Credit default swaps

The impact of the crisis was so huge and is continuing right now. Almost everybody is affected from it. Initially to start off in the market there were two groups involved the homeowners and the investors (pension funds, sovereign funds, mutual funds etc). The homeowners brought their mortgages and the investors brought their money. They were brought together by the financial system commonly known as the Wall Street where these big investment banks like Goldman sacks, Morgan Stanly, leman brothers, Merlin lynch and major brokers lie. Originally the investors invested in the Federal Reserve in T. Bills the safest investment but after 9-11 the FED lowered it interest only by 1% to strengthen the economy the investors backed out of borrowed in the FED due to low profit margin. Seeing that the banks on the main street started borrowed lots and lots of funds from the FED as they were having only 1% interest on paying back the borrowed amount. That is called leverage; it refers to borrowing money to amplify the outcome of the deal.

The real problem arrived when these big investments banks bought great deal of home mortgages from the lender and they bought it from the money they borrowed from the FED. This means that the bank gets mortgages every month from the homeowners. They cut that box into three slices SAFE, OKAY, RISKY, this is called Collateralized debt obligation. And so as the names suggest the RSIKY slice gets more interest on it as compared to the SAFE one. For insuring a fee on the SAFE slice the banks call it Credit default swaps and then the rating agency rates the investment as AAA, BBB and Unrated. The risky slice is more taken by the hedge funds. For that the investment banks make millions and the repays its loans (COD,s) for example the FED. The real problem started when these investments banks started to give Subprime mortgages with no down payment, no proof of income, free money. That was the turning point the whole cycle began to run again and all the parties were putting risk on next persons shoulder that in case if the homeowner defaults it's their problem not ours all the parties were happy they were making huge amount of money wither it be the investment banks or the lender or the investor. The bubble was getting closer to burst and eventually it did when the homeowner began to default the investment banks COD money stream stopped and the investor wont invent in the banks COD,s and on the other hand the investment bank had to return the billions of dollars it has bought. And the whole system collapses some of the major investment banks in the Wall Street like leman brothers announced bankruptcy.
CAUSES AND IMPACT OF FINANCIAL CRISES
rate of profit declining
Leverage
Asset and liability divergence
Uncertainty
Regulatory failures
Fraud

All most all the crises over the past some decades hit had their roots in process of developing and the emerging countries, often resulting from abrupt reversals in capital flows, and from loose domestic monetary and business policies. In contrast, the current global business crisis has had its roots in the US. the main causes being The gradual up rise in quality prices, mark pointedly house prices, sport on excessively accommodative monetary contract and tax disposition standards during 2002-2006 coupled with business innovations resulted in a huge up rise in mortgage assign to the households, mainly baritone assign quality households. Most of these loans were with baritone margin money and with initial baritone teaser payments. Due to the “originate and distribute” model, most of these mortgages had been securitized. In combination with brawny growth in Byzantine assign derivatives and the ingest of assign ratings, the mortgages, inherently sub-prime, were bundled into a variety of tranches, including AAA tranches, and oversubscribed to a range of business investors.

As inflation started creeping up first 2004, the US Federal Reserve started to stop monetary accommodation. With welfare rates first to edge up, mortgage payments also started rising. Tight monetary contract contained aggregate demand and output, decreasing housing prices. With negligible margin financing, there were greater profits to default by the sub-prime borrowers. Defaults by such borrowers led to losses by business institutions and investors alike. Although the loans were supposedly securitized and oversubscribed to the off balance artifact special institutional vehicles (SIVs), the losses were awning by the banks and the business institutions wiping off a significant fraction of their capital. The theory and expectation behind the practice of Securitization and ingest of hedging schemes was the related dispersal of venture to those who can best bear them. What ultimately happened was the venture was shifted discover increasingly among banks and business institutions, and got effectively even more concentrated. It is interesting to note that the various pronounce tests conducted by the field banks and business institutions preceding to the crisis punctuation had revealed that banks were well-capitalized to deal with some shocks. Such pronounce tests, as it appears, were based on the rattling benign accumulation of the punctuation of the Great Moderation and did not right getting and reflect the reality.

The vast amount of investment on the part of banks and the business institutions (among themselves), the capacity of these transactions, the increasing no of losses and the lessening net worth of field banks and business institutions led to a overheating of trust among banks. Given the growing business globalization, banks and business institutions in another field modern economies, especially Europe, hit also been adversely affected by losses and capital write-offs. Inter-bank money markets nearly froze and this was reflected in rattling high spreads in money markets. There was bottleful search for safety, which has been mirrored in rattling baritone yields on Treasury bills and bonds. These developments were significantly accentuated following the failure of Lehman Brothers in September 2008 and there was a complete expiration of confidence.

The deep and holdup crisis in global business markets, the extreme level of venture aversion, the mounting losses of banks and business institutions, the elevated level of commodity prices (until the third quarter of 2008) and their subsequent collapse, and the intense correction in a range of quality prices, all combined, hit suddenly led to a intense delay in growth momentum in the field modern economies.
SECTORS EFFECTED
Because the main role banks endeavor in the current market system, when the most established banks show signs that they are in crisis, it is not just the wealthy that suffer, but potentially everyone. With a globalized system, a credit grate can burble finished the entire (real) economy rattling quickly motion a orbicular business crisis into a orbicular scheme crisis. an entire banking system that lacks confidence in disposition as it faces large losses module try to get up reserves and have reduce admittance to credit, or make it more arduous and pricey to obtain. In the wider economy, this “credit crunch” and higher costs of adoption module change some sectors, leading to employ cuts. People have found their mortgages harder to pay, or re-mortgaging could become expensive. For any past home buyers, the values of their homes are probable to start in value leaving them in perverse equity. As people cut backwards on activity to try and weather this scheme storm, more businesses module effort to survive leading to boost employ losses. International Labor Organization (ILO) has described this crisis as a orbicular employ crisis. And so, some nations, whether wealthy and industrialized, or poor and developing, are sliding into recession if they are not already there. The main sectors effected by this credit crisis is as follows
Banking industry (retail banking and wholesale banking acting on national, regional or global financial market)
The financial crisis in 2008 led to drastic changes in the banking industry, culminating in momentous playing consolidation and the part nationalization of major institutions in some markets. These changes, along with the ensuing orbicular recession probable for 2009, have dramatically changed the flight of technology pay across this sector, driving a farther more demoralized outlook for reaching years. However, the impact will depart considerably by region and line of business. To understand this, this report looks to provide a granular psychotherapy of the resulting fall-out, exploring the extent and timing of change, as well as resulting implications for the vendors servicing this market.
Insurance industry (life insurance, non-life - including motor and property, etc.) and reinsurance
With the exception of the specialist bond and mortgage insurers, the insurance industry has played little, or no, role in the evolution of the current crisis. Nevertheless, many of the lessons to be learned from the crisis also have relevance for general, life insurers, reinsurers and their regulators. In line with the recommendations above, the insurance industry may, for instance, want to reflect on its measurement and management of risk, stress testing, approach to investments (including the extent of its reliance on CRAs), treatment of off-balance sheet vehicles, assessment of capital adequacy, and methods of Employee remuneration
Insurance and financial intermediaries (e.g. hedge funds, mutual funds, wealth management
Keeping in mind that the shelter industry had a little, or no, role to endeavor in the Phylogenies of the current crisis. Moreover, it has been seen that some of the lessons are to be learned from the crisis also have relevance for general, life insurers, re insurers and their regulators. In distinction with the recommendations above, the shelter industry may, for instance, poverty to reflect on its activity and management of risk, stress testing, approach to investments (including the extent of its reliance on CRAs), communication of off-balance sheet vehicles, assessment of capital adequacy, and methods of Employee remuneration.
Heath and education
The health and education industry is widely affected by the financial crisis.
Unemployment
After the financial crisis according to IMF the unemployment rate has been rsien to 51% in the last two years more and more businesses are closing down job cuts are on their peak.
Production industry & Service industry
The hotel and tourism industry is also shattered in this financial crisis. The disposable income of a house hold keeps decreasing as the unemployment rates goes higher and higher throughout the world. The main priority these days for a family in these times is to just fulfill their basic needs. The invest in the production industry has dried due to low interest rates most of the small an medium business who don't have government's back are going out of business and closing their operations.
Global economies
This chart shows the impact of financial crisis on the major economies of the world and it does have a major impact on the world economies.
MEASURES AND PUBLIC POLICY

The Housing and Economic Recovery Act of 2008
Providing loans to refinance the mortgages to owner at risk of foreclosure. The Establishment of a new regulator, the Federal Housing Finance Agency via the merger of two existing authorities, The Office of Federal Housing Enterprise Oversight (OFHEO), and the Federal Housing Finance Board (FHFB)
The Housing and Economic Recovery Act of 2008
Community assistance to help local governments buy and renovate foreclosed properties. Governments have also bailed-out a variety of firms, incurring large financial obligations. To date, various U.S. government agencies have committed or spent trillions of dollars in loans, asset purchases, guarantees, and direct spending. The banks shall reduce their lending in order to maintain acceptable loan to capital ratios. Giving power to the federal reserve regarding the regulatory authority to monitor the intervene in the market crisis Expansion of government agency authority. House and Senate are both considering bills to regulate lending practices.

Members of congress should be required to disclose information about their mortgages. An investment bank must have fulfill the Capital reserve requirements as the depository bank Emergency and short-term responses in order to expand money supplies to avoid the risk. The nationalization of banks(Nationalize finance)

In February 2008, Congress quickly passed an “economic stimulus” bill of $168 billion that included tax rebates for households and tax cuts for businesses. These tax cuts had some positive effect on the economy last summer, but their effect was small and temporary. At best, the tax rebates provided a one-time boost to consumer spending, since these rebates could be spent only once.
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