

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
		

		
            

		
		
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The Political, Regulatory and Market Failures that Caused the US Financial Crisis

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			26 Pages
		
		

		Posted: 4 Jan 2009
		
			Last revised: 10 May 2010
		
		
	

	
		
			
			




	See all articles by David G. TarrDavid G. Tarr
International School of Economics at Tbilisi State University


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									The Political, Regulatory and Market Failures that Caused the US Financial Crisis

								
							
							
							
								
									Number of pages: 26
								
								
									Posted: 04 Jan 2009
								
								
									Last Revised: 10 May 2010
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  966
							
						

					

					
					

					
						
							
						

						
							
								
									The Political, Regulatory and Market Failures that Caused the Us Financial Crisis
									

								
							
							
							
								World Bank Policy Research Working Paper No. 5324
							

							
							
								
									Number of pages: 34
								
								
									Posted: 20 Apr 2016
								
								
							

							
						

						
							
							Downloads
							  283
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: December 27, 2009

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		In this paper I discuss the key regulatory, market and political failures that led to the 2008 US financial crisis. While Congress was fixing the Savings and Loan crisis, it failed to give the regulator of Fannie Mae and Freddie Mac normal bank supervisory power. This was a political failure as Congress was appealing to narrow constituencies. Second, in the mid-1990s, to encourage home ownership, the Administration changed enforcement of the Community Reinvestment Act, effectively requiring banks  to lower bank mortgage standards to underserved areas. Crucially, the risky mortgage standards then spread to other sectors of the market. Market failure problems ensued as banks, mortgage brokers, securitizers, credit rating agencies and asset managers were all plagued by problems such as moral hazard or conflicts of interest. I explain that financial deregulation of the past three decades is unrelated to the financial crisis, and suggest several recommendations for regulatory reform. 
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