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Abstract
In the fall of 2008, the U.S. subprime mortgage loans defaults have turned into Wall Street’s biggest crisis since the Great Depression. As hundreds of billions in mortgage-related
investments went bad, banks became suspicious of one another’s potential undisclosed credit losses and preferred to reduce their exposure in the interbank markets, thus causing
interbank interest rates and credit default swaps increases, a liquidity shortage problem and a worsened credit crunch condition to consumers and businesses. Massive cash
injections into money markets and interest rates reductions have been assured by central banks in an attempt to shore up banks and to restore confidence within the financial
system. Even Governments have promoted bail-out deal agreements, protections from bankruptcies, recapitalizations and bank nationalizations in order to rescue banks from
disastrous bankruptcies.The credit crisis originated in the previous years when the Federal Reserve sharply lowered interest rates (Fed Funds at 1%) to limit the economic damage
of the stock market decline due to the 2000 dot.com companies’ crisis. Lower interest rates made mortgage payments cheaper, and the demand for homes began to rise, sending
prices up. In addition, millions of homeowners took advantage of the rate drop to refinance their existing mortgages. As the industry ramped up, the quality of the mortgages went
down due to poor credit origination and credit risk assessment. Delinquency and default rates began to rise in 2006 as interest rates rose (Fed Funds at 5,25%) and poor
households across the US struggled to pay off their mortgages. Many of them went bankrupt and lost their homes but the pace of lending did not slow. Banks have transformed
much of the high-risk mortgage debt (securitizations) into mortgage-backed securities (MBS) and collateralised debt obligations (CDO), and have sold these assets on the financial
markets to investment firms and insurance companies around the world, transferring to these investors the rights to the mortgage payments and the related credit risk. With the
collapse of the first banks and hedge funds in 2007 the rising number of foreclosures helped speed the fall of housing prices, and the number of prime mortgages in default began
to increase. As many CDO products were held on a “mark to market” basis, the paralysis in the credit markets and the collapse of liquidity in these products let to the dramatic
write-downs in 2007. When stock markets in the United States, Europe and Asia continued to plunge, leading central banks took the drastic step of a coordinated cut in interest
rates and Governments coordinated actions that included taking equity stakes in major banks.This paper written by the Author (on October 7th, 2008) at the rise of these dramatic
events, aims to demonstrate, through solid and fact-based assumptions, that this dramatic global financial crisis could have been addressed and managed earlier and better by
many of the stakeholders involved in the subprime mortgage lending process such as, banks’ and investment funds management, rating agencies, banking and financial markets
supervisory authorities. It also unfortunately demonstrates the corporate social responsibility failure and the moral hazard of many key players involved in this crisis, since a lot of
them probably knew quite well what was happening but have preferred not to do anything or to do little and late in order to change the dramatic course of the events.

Keywords: U.S. Subprime Mortgage Loans Crisis, Toxic Finance, Financial Engineering

Suggested Citation

Show Contact Information

98 References

1. N K Denzin , Y S Lincoln
Collecting and interpreting qualitative materials , p. 179 - 210 Posted: 1998

2. W K Derban , J M Binner , A Mullineux
Loan repayment performance in community development finance institutions in the UK
Small Business Economics , volume 25 , p. 319 - 351 Posted: 2005

Crossref (https://doi.org/10.1007/s11187-004-6483-y)





Download This Paper (Delivery.cfm/SSRN_ID2196577_code1196651.pdf?abstractid=2196577&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID2196577_code1196651.pdf?abstractid=2196577&mirid=1&type=2)

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2196577_code1196651.pdf?abstractid=2196577&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2196577_code1196651.pdf?abstractid=2196577&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1196651
https://doi.org/10.1007/s11187-004-6483-y
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2196577_code1196651.pdf?abstractid=2196577&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2196577_code1196651.pdf?abstractid=2196577&mirid=1&type=2
https://www.elsevier.com/legal/cookienotice


3. J Dermine
Loan Valuation A Modern Finance Perspective, Insead Working Papers Posted: 1996-08

4. De Servigny , Arnaud , Olivier Renault
The Standard & Poor's Guide to Measuring and Managing Credit Risk
Publisher: McGraw-Hill Posted: 2004

Load more

0 Citations

Fetch Citations

Do you have negative results from your research you’d like to share?

98  References

Related eJournals

View more 

Recommended Papers

Financial Dependence and Growth (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=7872&rec=1&srcabs=2196577&pos=1)
By Raghuram G. Rajan (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2096) and Luigi Zingales (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2092)

Stock Markets, Banks, and Growth: Panel Evidence (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=314904&rec=1&srcabs=2196577&pos=2)
By Thorsten Beck (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=242256) and Ross Levine (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=40100)

Stock Markets, Banks, and Growth: Panel Evidence (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=320272&rec=1&srcabs=2196577&pos=3)
By Thorsten Beck (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=242256) and Ross Levine (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=40100)

View more 

Submit Negative Results (https://www.ssrn.com/index.cfm/en/Negative-Results/)

Paper statistics

DOWNLOADS 1,449

ABSTRACT VIEWS 4,250

RANK 2,048

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=2196577)

Risk Management eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1492472)

 Follow 

Derivatives eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504400)

 Follow 





Feedback 

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=7872&rec=1&srcabs=2196577&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2096
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2092
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=314904&rec=1&srcabs=2196577&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=242256
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=40100
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=320272&rec=1&srcabs=2196577&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=242256
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=40100
https://www.ssrn.com/index.cfm/en/Negative-Results/
https://plu.mx/ssrn/a/?ssrn_id=2196577
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1492472
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504400
javascript:void(0);
https://www.elsevier.com/legal/cookienotice


SSRN Quick Links

SSRN Rankings

About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

(http://www.elsevier.com/)

(http://www.relx.com/)

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)

Submit a Paper  (https://hq.ssrn.com/submissions/CreateNewAbstract.cfm)













Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/)  Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)
Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and
similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings. 

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy
https://www.elsevier.com/legal/cookienotice

