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Abstract   

The so-called Great Recession, which had begun in late 2008 and would run until mid-2009, 
was set off by the collapse of sky-high prices for housing and other assets — something that is obvious 
in retrospect, but no one seemed to see coming. 

Are we about to make the same mistake? All too likely, yes. Certainly, the American economy is 
doing well, and emerging economies are improving. But global asset prices are once again rising 
rapidly above their underlying value — in other words, they are in a bubble. Considering the virtual 
silence among economists about the danger they pose, one must wonder whether in a year or two, 
when those bubbles eventually burst, we will not be asking the same sort of question. 

   The third millennium has started with two extensive financial crises: the dot com bubble in 
2000 and the housing crisis in 2007 – both started in the U.S. In both cases there is evidence that the 
FED first had low interest rate causing the bubbles later increased interest rate to pop the bubbles. 
Despite the conventional view, there is evidence that the Fed has not been as effective as once thought 
in accomplishing its stabilization goals, and even some evidence that the Fed era has had more 
economic instability.  

   September 15, 2018, it will be 10 years since Lehman Brothers filed for Chapter 11throwing 
the U.S. and much of the world into the greatest financial crisis since the Great Depression. The 
financial crisis has since reshaped economies and financial markets and its effects are still being felt ten 
years later. With zero percent interest rate and massive injection of quantitative easing the U.S 
economy is far below the pre-crisis era. Growth rates in the last ten years have been averaging about 
2.1% - below the 3% before 2007 crisis. World trade, foreign direct investment and productivity have 
not gained since the financial crisis of 2007. They are all significantly below pre-crisis era. What 
caused the crisis, however, is still a matter of some debate among economist, however the expansionary 
monetary policy of the FED and lower interest rate in 2003 and 2004 was a serious factor that 
contributed to the crisis. One of the inescapable truths of the past 10 years is that the central bank 
policies introduced to mitigate the crisis may be sowing the seeds of another one. As in the run-up to 
2007, ultra-low interest rates have been distorting the world’s finances. In addition, quantitative 
easing (QE) and an abundance of cheap money flowing into the markets has also pushed up the 
world’s debt burden. This paper examines how the FED in this process has implicitly caused the 2008 
Great recession. 

  
 
 

 


