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Introduction: 
 Economic crise are not a new phenomenon, they occur regularly, they vary 

according to: 
 size 

 scope 

 causes 

 Their duration and magnitude 

Even if there are no two identical crisis there is one common factor, they all followed 

by a new period of prosperity and economic growth of a variable and ideally time, 

they allow to drown many lesson. 

 
 Comparisons’ with other dark periods to give : 

 Investors 

 for consumers 

 in tipsters 

 other persons 

A benchmark from which they can measme the last drop  

 The causes of the great depression were the subject of debate formany years 

 The factors led to a bank run ;bank failures ,deflation and the lack of a functioning 

credit market 
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 1st Part: 
-Notion “ 

1.1-Economic crisis 
1.2- Financial crisis 

2-Difference between Economic crisis and financial crisis 

 A situation of 1- economic crisis  
    • Effect:  
        A sharp slowdown in the economy  

  • Cause:  

 caused by the financial crisis  

  mass unemployment crisis continues  

  • Consequence:  
 Sharp decline in GDP  

 A drying up of liquidity  

 Decline and rising prices due to inflation / deflation  

       deep recession 

 the greatest impact on human well-being  

 economic inactivity 

   Mass unemployment  

 Shape:  

  Recession  
  Depression  
 Collapse   
  serious economic problems:  

  collapse of the currency,  

  hyperinflation  

  Different types of crisis:  
 

 Credit Crunch,  

   Financial Crisis,  

  banking crisis,  

  Economic Crisis,  

  Economics depression  

  The impact of oil prices  

  The currency crisis,  
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.2.2-2-Difference between Economic crisis and financial crisis 

        1-2-Financial Crisis: 

 Cause:  
     Difficulty in getting funds 

 Consequence: 
      Relates to the implications / 

 of banks  
 of consumers not being able to borrow 
  Leading to banks suffering from insufficient funds. 

 

1.3--Credit Crisis/  
 This is a crisis primarily involved in the financial sector 

 Refers to the lack of money and credit for banks and other financial 

institutions 

 Difficult to gain sufficient access to credit.  

 Rely on borrowing money on money markets,  

 But due to loan default and a collapse in confidence, banks were 

reluctant to lend.  

 Some banks ran out of money completely and went bust (in case of 

Lehman Brothers) or had to be rescued – Northern Rock. See: Credit 

crisis 

 a direct role in leading to wider economic problems a year later. See: 

Economic Crisis 

1.4- 1.4-Fiscal Crisis: 

 fiscal crisis refers: 

 the governments struggling 

 to repay its debt 

 to borrow enough money 

 Consequence: 
  Meet its budget deficit 

 The markets fear governments have borrowed too much, and there is 

little chance of repayments,  

 there will be a selling of the government bonds, 

  pushing up interest rates and giving government bonds a very low 

credit rating 

 Then becomes a difficult cycle to break. Markets won’t lend. 

Governments have to cut deficit by slashing spending.  

 But, slashing spending can cause a fall in GDP and hence even lower 

tax revenues. 

  A fiscal crisis, usually involves governments seeking outside help such 

as IMF intervention. e.g. European Fiscal Crisis. 

 An economic crisis will worsen a government’s budget deficit as tax 

revenues fall in a recession. Also in a financial crisis, markets are 

more sensitive to risk and may worry if governments look vulnerable. 

See also sovereign debt crisis 
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 2nd part : 
                     Of the Causes 

 2-Types of economic crises(1929 and2008) 
3- Causes of the Financial and Economic Crisis 

 

 3.1.2- the Financial and Economic Crisis 1929 
 Effects: 

 Causes 

 consequence: 

 Synthèse 
Great Depression, in U.S. history, the severe economic crisis generally considered to have 

been precipitated by the U.S. stock-market crash of 1929 

 the Great Depression was unprecedented in its length and in the wholesale 

 Poverty and tragedy it inflicted on society. 

 Effects: 

       Characterized by  
 Falling prices, 

 Restriction of credit,  

 Low output and investment, numerous bankruptcies, 

  High level of unemployment. 

 Causes 
3.1.3- Causes of the Financial and Economic Crisis 1929 

 Economists have disagreed over its causes, 

 The prosperity of the 1920s was unevenly distributed among the various parts of the 

American economy— 

The prosperity of the 1920s was unevenly distributed among the various parts of the 

American economy— 

 1-farmers and unskilled workers were notably excluded— 

 2-The nation's productive capacity was greater than its capacity to consume. 

 3-The tariff and war-debt policies of the Republican administrations of the 1920s had 

cut down the foreign market for American goods.  

 4-Easy-money policies : 

1. led to an inordinate expansion  

2. of credit and installment buying  

3. Fantastic speculation in the stock market. 
• 4.1-Initiattly the US Federal Reserve «FED” Lowered interest rate   

What seems to be the thing     

 to do during a recession but when she found that the situation was    improving? 

1. 4.2-fed changed its policy stating to raise rates and restructurer the shone supply 

2. 4.3- has been no fiscal stimulus together there factor led to a bank run 

3. 4.4-Stimulus together there factor led to a bank run 

4. The periodicity of crises for economists to any period of liberal economic growth 

followed by a period of crisis 

• The industrial overproduction , industrial production had increased considerably 

since 1922 due to strong demand from Europe and the U.S. ruined encouraged by the 

credit sale . But in 1927 the rebuilt Europe buys less than before and markets shrink 

even more than the competition is fierce between the capitalist powers. 

• The financial imbalance due to a strong market speculation and many bank loans 
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because households are ruined in buying stocks or bonds. More in September 1929 

produced stock splits in New York United States as the French franc through recovery. 

Point carré stifles dollar. The decline of the dollar leads to a climate of mistrust in 

business. 

The crisis is felt in succession: 

• At the stock level , Thursday, October 24, 1929 the value of shares fell sharply to 

50%. Banks continue to grant credit and require repayment of loans previously 

granted. 

• The economic and social level, debts are unpaid, orders and purchases decrease 

causing a sudden drop in production. Companies in bankruptcy ferment sites stopped, 

farmers discouraged by falling prices of their products migrate to the cities, the rural 

exodus increased and the number of unemployed increases dramatically. 13 million 

unemployed in 1930. The United States have been hit hard by the crisis but because of 

their economic weight crisis that begins in this country becomes global. 

 

4.1- the consequence of the Financial and Economic Crisis 1929 

 consequence: 
 On the economic front, the liberal capitalist economy previously characterized non 

stewardship State becomes a more or less controlled economy . This led economy is 

characterized by: 

 Pricing and product inventories 

 Currency devaluation 

 The job creation for the unemployed 

 Folding of national economies on itself ( economic autarky ) 

 For those countries that had colonies developed protectionism 

 While those who do not have almost dumping to drive highly protected domestic 

markets 

 Politically, Germany refuses to pay reparations of World War saying financially 

incapable.  

 We also have the failure of the Disarmament Conference and the French project of 

creating European federation. 

  In the realm of thought, socialist ideas spread and promote the formation of 

«popular fronts " that unite all communist forces and that the USSR was expanding. 

  We also have the rise to power of dictators who impose totalitarian regimes is to 

say, based on: 

 A one-party system led by an all-powerful leader. 

 A highly developed police apparatus in the service of justice without 

forgiveness. 

 The existence of an official propaganda intense. 

 The direction of the entire economy by the state (fascism ) . 

 Agriculture wins the colonies and Ireland became independent in 1938. 

 Synthèse 
 Of states in the colonies. It was an anti-capitalist way in a capitalist the 1929 economic crisis 

was felt strongly. Liquidation was made possible by the committed involvement world 

 In Europe, the United States withdrew its fons funds of banks. The crisis is over, the 

English funds are frozen, the British Pound down 40%. France is also affected 

throughout Central Europe, Latin America and Asia as well. Everywhere the slump, 

the fall in production and wages, commodity prices and equity. Unemployment and 

bankruptcy are rampant, 6,000,000 unemployed in Britain. Agriculture is a difficult 

activity (too much wheat, wine, sugar poorly paid) only the USSR collapsed on itself 

escape the crisis. 
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3.2-1-Causes of the Financial and Economic Crisis 2008  

Introduction  
We have identified ten causes that are essential to explaining the crisis. In this dissenting view:  

We explain how our approach differs from others’;  

We briefly describe the stages of the crisis;  We list the ten essential causes of the crisis; and  

We walk through each cause in a bit more detail.  

 

The following ten causes of economic crises 2008 
 I. Credit bubble 

II. Housing bubble 

III. Nontraditional mortgages 

IV. Credit ratings and securitization 

V. Financial institutions concentrated correlated risk. 

VI. Leverage and liquidity risk 

VII. Risk of contagion 

VIII. Common shock 

IX. Financial shock and panic 

X. Financial crisis causes economic crisis 
 

 I. Credit bubble/:  
 Starting in the late 1990s 

 Up large capital surpluses.  

 They loaned these savings to the United States and Europe,  

 causing interest rates to fall 

 the most notable manifestation of which was increased investment in high-risk 

mortgages 

 II. Housing bubble 

 Beginning in the late 1990s and 

 accelerating in the 2000s,  

 A large and sustained housing bubble in the United States.  

 by rapid regional boom-and-bust cycles in Californand-bust cycles 

 the bursting of which created enormous losses for homeowners and investors 

 III. Nontraditional mortgages:  

Overly optimistic assumptions about U.S.: 

 effects: 
 Increasing housing prices, 

 flaws in primary  

 flaws in mortgage markets  

 Consequence: 
 Increase the flow of credit housing finance. 

 Fueled by cheap credit, 

 vast numbers of high-risk, 

 nontraditional mortgages 

 deceptive, in many cases  

 Confusing, and often beyond borrowers’ ability to repay. 

 At the same time, 

 Many homebuyers and homeowners no understand their responsibilities 

in their mortgages and to make prudent financial decisions. 
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 IV. Credit ratings and securitization: 
 Credit ratings and securitization. 

 Failures in credit rating and securitization transformed bad mortgages into toxic 

financial assets. Securitizes lowered the credit quality of the mortgages they 

securitized. 

 Credit rating agencies erroneously rated mortgage-backed securities and their 

derivatives as safe investments.  

 Buyers failed to look behind the credit ratings and do their own due diligence. 

 These factors fueled the creation of more bad mortgages. 

 V-Financial institutions concentrated correlated risk.: 
 Financial institutions concentrated correlated risk.  

 Managers of many large and midsize financial institutions in the United 

States amassed enormous concentrations of highly correlated housing risk.  

 Some did this knowingly by betting on rising housing prices, while others 

paid insufficient attention to the potential risk of carrying large amounts of 

housing risk on their balance sheets. 

 This enabled large but seemingly manageable mortgage losses to 

precipitate the collapse of large financial institutions 

 VI. Leverage and liquidity risk. ; 
 Managers of these financial firms amplified this concentrated housing risk by 

holding too little capital relative to the risks they were carrying on their balance 

sheets. 

 Many placed their firms  

 on a hair trigger 

 by relying heavily  on short-term financing in repo 

 and commercial paper markets for their day-to-day liquidity. 

 They placed solvency bets (sometimes unknowingly) that their housing investments 

were solid, and liquidity bets that overnight money would always be available. 

Both turned out to be bad bets. In several cases, failed solvency bets triggered 

liquidity crises, causing some of the largest financial firms to fail or nearly fail. 

Firms were insufficiently transparent about their housing risk, creating 

uncertainty in markets that made it difficult for some to access additional capital 

and liquidity when needed. 

 

 VII. Risk of contagion.  
 The risk of contagion was an essential cause of the crisis. In some cases, the 

financial system was vulnerable because policymakers were afraid of a large 

firm’s sudden and disorderly failure triggering balance-sheet losses in its 

counterparties. These institutions were deemed too big and interconnected to 

other firms through counterparty credit risk for policymakers to be willing to 

allow them to fail suddenly. 

 VIII. Common shock. In other cases 
 Unrelated financial institutions failed because of a common shock: they made 

similar failed bets on housing. Unconnected financial firms failed for the same 

reason and at roughly the same time because they had the same problem: large 

housing losses. This common shock meant that the problem was broader than a 

single failed bank – key large financial institutions were undercapitalized because 

of this common shock. 
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 IX. Financial shock and panic.  

 In quick succession in September 2008, the failures, near-failures, and 

restructurings of ten firms triggered a global financial panic. Confidence and 

trust in the financial system began to evaporate as the health of almost every large 

and midsize financial institution in the United States and Europe was questioned 

 

 X. Financial crisis causes economic crisis. 
 The financial shock and panic caused a severe contraction in the real economy.  

 The shock and panic ended in early 2009.  

 Harm to the real economy continues through today. 

 We now describe these ten essential causes of the crisis in more detail. 

 The Credit Bubble: Global Capital Flows, Underpriced Risk, and Federal Reserve 

Policy 
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3rd party:    

                   Similar and different in both crises 1929-2008 

 The cause and the consequence 

 
 Synthesis:  

Economic Crisis 

1929/2008 

similarities  differences 

Economic Crisis 1929 1-World,  

2-its origin in the United States  

" (24 October 1929)  

 

3- Triggered by market speculation 

based on an abundant bank credit 

and a booming economy, partly 

artificially  

4 - Does the reconstruction period 

following the First World War.  

5 - The reversal of expectations 

following the "Black Thursday" (24 

October 1929)  

7-1929, the trigger was indeed a 

raising of the value of listed 

companies 

Economic Crisis2008 1-World,  

2-its origin in the United States  

 

 

 

 

 

 

6-led to a stock market crash, as in 

2008, but in even greater 

proportions 

8-2008, the PER before the crisis 

were not excessive (around 15).  

9-The trigger for this, it is the U.S. 

housing overvalued and funded an 

excessively... 

Conclusion: 
1-If the causes are different, the development of crises of 1929 and 2008 are similar. 

 They are both spread globally, the United States to Europe and then to emerging countries. Given the 

acceleration of transactions and increased interdependence of economies, this propagation is faster 

now (6 months) than in 1929 (3 years). Another point in common: the contagion of the financial crisis 

to the real economy through two phenomena: the credit crunch and falling purchasing power 

(reinforced by a «wealth effect" negative: stock market losses). 

2-By cons, methods of dealing with the crisis are different. 
 In 1929 , states were left to the market, thus remaining liabilities to the spiral of recession. It will 

indeed wait 4 years before Franklin Roosevelt was elected in 1932 to implement reforms (New Deal) 

and regulates the U.S. banking (Glass- Steagall  and McFadden Act). Today, governments are more 

reactive , as evidenced by the "federal package " of $ 700 billion in the United States and extensive 

action plans implemented by European countries. 

3- Therefore , we can expect an output faster attack ( within 2 years) and less painful : the 1929 

crisis , plunging Weimar Germany in chaos ( hyperinflation and mass unemployment ) , allowed the 

advent of Hitler and subsequently triggered the second World War. Today , global growth is still 

largely positive , thanks to emerging countries , and likely to stay above 2% in the next two years , and 

so much more than the prices of raw materials and oil will fall , causing also a decline in inflation and 

therefore interest rates. 

 


