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During the 2008 financial crisis, banks were merged. List the mergers and
reasons.

Here are some of the key bank mergers during the 2008 financial crisis:

» JPMorgan Chase acquired Bear Stearns: Bear Stearns was on the verge of
collapse due to its exposure to risky mortgage-backed securities. The Federal
Reserve facilitated the takeover by JPMorgan at a fire-sale price to prevent a
wider financial meltdown.

» Bank of America acquired Merrill Lynch and Countrywide: Bank of America,
a relatively healthy bank, took over the struggling investment bank Merrill
Lynch and the troubled mortgage lender Countrywide. This aimed to create a
more diversified financial institution.

» Wells Fargo acquired Wachovia: Wachovia was heavily invested in risky
mortgages and faced a potential failure.Wells Fargo acquired Wachovia to gain
market share and stabilize the banking system.

Reasons for the mergers:

e Prevent bank failures: The primary reason for these mergers was to prevent
failing banks from dragging down the entire financial system. By acquiring
troubled institutions, stronger banks could absorb their bad assets and provide
stability.

» Government intervention: The Federal Reserve played a significant role in
facilitating some of these mergers to maintain financial stability.

o Consolidation and diversification: Mergers allowed surviving banks to
become larger and more diversified,potentially mitigating future risks.
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It's important to note that these mergers are a subject of debate. While they may
have prevented a financial collapse, they also led to the creation of even larger
banks, raising concerns about "too big to fail" institutions and potential lack of
competition.

Explain the mechanics of failure of the 2008 Financial crises

The 2008 financial crisis wasn't a single point of failure, but a domino effect
triggered by the bursting of the housing bubble. Here's a breakdown of the
mechanics:

1. The Housing Bubble:

o Easy access to credit and low-interest rates in the early 2000s fueled a surge
in home prices.

e Lenders, eager to capitalize, started offering subprime mortgages - loans to
borrowers with poor credit history.

» To manage risk, these mortgages were bundled into complex financial
instruments called Mortgage-Backed Securities (MBS).

2. MBS and Risk Diffusion:

o MBS essentially spread the risk of individual mortgages across multiple
investors.

e This made them seem more attractive, appealing to banks, investment firms,
and even individuals.

o However, the complex structure of MBS made it difficult to assess the actual
risk involved.

3. Defaults and a Frozen Market:

e As housing prices started to decline, homeowners with subprime mortgages
began defaulting on their loans.

e This meant the underlying value of MBS plummeted, causing significant losses
for investors.

o Fear and uncertainty gripped the market, leading to a liquidity crisis. Banks
became hesitant to lend to each other,fearing exposure to bad debts.

4. The Domino Effect:
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» Financial institutions heavily invested in MBS suffered immense losses.

e With banks unwilling to lend, businesses and consumers faced a credit
crunch, hindering economic activity.

e The collapse of Lehman Brothers, a major investment bank, in September
2008 marked a turning point, signifying the severity of the crisis.

5. Government Intervention:

o To prevent a complete financial meltdown, governments around the world
intervened with bailouts and stimulus packages.

o The goal was to restore confidence in the banking system and jumpstart the
economy.

The mechanics exposed several weaknesses:

o Laxregulation: Inadequate oversight of financial institutions and complex
financial instruments allowed excessive risk-taking.

» Predatory lending: Encouraging borrowers to take on unsustainable debt
fueled the bubble.

o Lack of transparency: The complexity of MBS masked the true underlying
risks.

The 2008 financial crisis highlighted the interconnectedness of the global
financial system and the importance of sound regulation to prevent future bubbles
and ensure economic stability.

List all measures placed as countermeasures to the 2008 financial crises.
Here are the countermeasures implemented in response to the 2008 financial
crisis:

o Bank bailouts and stimulus packages: Governments injected trillions of
dollars into the financial system to prevent bank failures and stimulate
economic activity.

e Regulation reform: The Dodd-Frank Wall Street Reform and Consumer
Protection Act was passed in the US to increase oversight of financial
institutions, limit risky practices, and protect consumers.
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o Stress testing: Banks are now subject to regular stress tests to assess their
ability to withstand financial shocks.

o Capital requirements: Banks are required to hold more capital in reserve to
absorb losses and improve their resilience.

« Liquidity measures: Central banks implemented quantitative easing programs
to increase liquidity in the financial system.

» Mortgage reform: Measures were taken to make mortgages more transparent
and affordable, including stricter lending standards.

» International cooperation: The G20 nations coordinated efforts to reform the
global financial system and prevent future crises.
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