The cause and effect of subprime
As the world gets bigger, the economy is growing along with businesses. In order to process businesses, money is one of the factors to drive them efficiently. It can be said that the growth of business is depended on finance or banking. Many people spend money to afford their needs, which could lead to problems in the future. One of the problems is subprime or credit crunch, which means

"A sudden reaction in the availability of loans and other types of credit from banks and capital markets at given rates. The reduced availability of credit can result from many factors, including an increased perception of risk on the part of lenders, an imposition of credit controls, or a sharp restriction of the money supply" (McCraken, 2009).

This problem can be found all over the world, which is caused from credit crunch. Hence, the effect of this will be examined

The problem begins when banks or lenders allow borrowers, who do not have good credits or unstable income to borrow their loans easily to buy luxury objects (Wallace, 2008). As the result, if borrowers do not have ability to pay the interest and installment, they would face the bankruptcy. For example, the great crisis of subprime in recent history began in 2001, when the US suffered from dotcom bubble crash. This event was caused by dropping of the interest to one percent, which announced by US Federal Reserve. This was an opportunity for lending to take a risk from people with unqualified credit. It was also a chance for them to buy their houses. Therefore, subprime borrowers borrow more money from lenders with higher interests. The entrepreneurs found the opportunity to continue raising their house's prices until 2006. However, the house's prices plunged in the end of 2006. Hence, many people could not refinance because of negative equity of the estate. This led to failure to pay on their mortgages, which means borrows could not afford enough money to pay for their properties (West, 2009).

Due to the default of borrower's payment, this affected in losing income of banks and lenders. In the US, the estimation of losing was around 130 billion dollars (West, 2009). This problem also had impact on other similar businesses, which can be called domino effect. The effect was not only about credit card and home loans, but the construction industry also faced the problem. Constructors had to wait for buyers to purchase their money before they could start constructing again, which took several months because buyers was aware that they did not have enough money to pay (Wallace, 2008). This could lead to job loss for labors. Numerous countries also got effects because of credit crunch. For example, "A bank in France, known by the name BNP Paribas halted all withdrawals, which were worth $2.2 billion, down 20% in less than 2 weeks" (McPherson, 2007)

Therefore, credit crunch or subprime could lead to several effects in many countries. Not only a small impact is caused from this event, but it can become a domino effect. Fault payment by borrowers is the main cause for this problem, which resulting in the great crisis in 2006.
