
 

How would you describe the failures of federal officials and lenders in the run up to the 
2008 financial crisis?     

 

The 2008 financial crisis was a disaster caused by greed, lack of regulation, and risky 
lending . Lenders handed out bad loans to unqualified buyers. Federal officials looked the 
other way . Together, these actions created an economic bubble that eventually burst and 
hurt millions of people . [1, 2, 3, 4, 5] 

Failures of Lenders 

• Predatory Lending: Lenders gave out subprime mortgages. A subprime mortgage 
is a high-risk loan given to people with bad credit histories. Lenders tempted buyers 
with low introductory interest rates that later skyrocketed . [1, 2, 3, 5] 

• Ignoring Standards: Lenders stopped checking if borrowers could actually repay 
the loans. Many loans were approved without proof of income or a down payment . 
[1, 2, 3, 4, 5] 

• Dangerous Packaging: Banks bought these bad loans, bundled them together, and 
sold them as complex investments called Mortgage-Backed Securities (MBS). An 
MBS works like a fruit basket. But instead of healthy fruit, it is packed with rotten 
fruit (or bad loans). Lenders did this because they made big fees, even if the loans 
failed . [1, 2, 3] 

• Betting Against the System: Banks also created credit default swaps . Think of 
this as an insurance policy that pays out if a homeowner defaults on their loan. 
Banks sold these swaps to investors while betting against their own bundled 
mortgages . [1] 

Failures of Federal Officials 

• Lack of Oversight: Federal regulators deregulated the financial industry. This 
means they removed rules that kept banks safe. They allowed big banks to take 
massive risks with everyday people's money. [1, 2] 
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• Ignored Warnings: Officials at the Federal Reserve and the Securities and Exchange 
Commission ignored warnings about predatory lending. They believed the free 
market would fix itself, creating a fatal blind spot. [1, 2] 

• Flawed Ratings: Private agencies gave high safety ratings to very risky mortgage 
bundles . The government allowed this to happen. This misled investors into buying 
worthless investments . [1, 2, 3] 

• The 'Too Big to Fail' Problem: Officials allowed huge financial firms to grow so large 
that their collapse would destroy the global economy . When these firms collapsed, 
the government had to step in with massive bailout programs to prevent a total 
depression. [1, 2, 3] 

Further Exploration: The Great Recession 

• Read about the macroeconomic aftermath on Federal Reserve History. 

• View a detailed summary of the collapse on Wikipedia. 

• Examine the exact impact of subprime loans on Investopedia. 

If you want to keep exploring this topic, tell me: 

• Are you interested in learning about the laws passed afterward to prevent this? 

• Do you want to know how the housing market bubble originally formed? 
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