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Causes, Lessons Learned, and Future Directions

1. Introduction
This writing will be a background policy paper, and I will state my role as the role of a speech-writer for the Department for Business and Trade (DBT) of the UK government. The purpose of this paper is to learn how people made mistakes during the financial crisis, and consider what people can do to prevent the same crisis. I will first explain what happened in the financial crisis between 2007 and 2008. Next, I will clarify the main cause of this crisis and would like to prove that it was not a mere financial problem but a corporate governance problem. Then I will write what we learned from this crisis and lead it to future direction.

2. Origins of the Global Financial Crisis
	First, I will explain how the financial crisis happened based on what I learned in class. It all began with the home mortgage. In general, when people buy a new house, they usually borrow money from banks. In this case, they have to show that they are able to pay back by showing their salaries. In case of default, the bank will take the house as collateral. However, in the United States during the 2000s, subprime loans, which were not based on this theory, were extremely popular at the time. The subprime loan was for low-income borrowers. It might seem impossible, but the annual rise in housing prices made it possible. Even if the buyer couldn't repay the loan, the mechanism was such that as housing prices rose, the lender could ultimately recover the money by repossessing the home used as collateral. What made the situation worse was the consolidation and securitization of mortgages. Financial institutions sold these debt instruments to third parties. Consequently, they increasingly granted mortgages to low-income borrowers and sold subprime mortgage-backed securities. As long as housing prices were rising, these were low-risk, high-return products that sold well. Many subprime loans were primarily purchased by investment banks. These banks then packaged the subprime loans into securities marketed as safe investments. This created a situation where it became unclear who ultimately bore the risk. Consequently, the impact extended beyond the United States, affecting investment banks and corporations worldwide. Starting around 2006-2007, housing prices gradually began to decline. As a matter of course, when housing prices fall, subprime loans become unsustainable. Furthermore, an important part of subprime loans was that they started with low initial interest rates and were adjustable-rate mortgages (ARMs) where rates jumped significantly after a few years. Consequently, when the Federal Reserve gradually raised interest rates, monthly payments surged, leaving borrowers unable to repay. This created distrust among financial institutions. Interbank lending relies on trust, but uncertainty grew because institutions couldn't gauge how much bad debt their counterparts held. The interbank market became ineffective, halting the lending and borrowing of funds. Banks had fundamentally relied on short-term funds, which were low-cost and highly liquid. Consequently, when short-term funding dried up and banks became unable to pay, the economy deteriorated. Which will lead banks toward bankruptcy. Finally, in 2008, the major investment bank Lehman Brothers collapsed. Lehman Brothers had aggressively securitized subprime loans, resulting in disproportionately large losses. This event left a particularly strong impression on people, and in Japan, it is common to refer to the global financial crisis as the Lehman Shock.

3. Causes of the Global Financial Crisis
	Then, what caused the world financial crisis? Why couldn't people have anticipated such a situation? I will analyze this based on several references. According to “Bank CEO incentives and the credit crisis,” authors said, “A bank’s stock return performance in 2007–2008 is negatively related to the dollar incentives derived from its CEO’s holdings of shares and options in 2006.” (Fahlenbrach and Stulz, 2010, p.13). Which means banks with stronger CEO stock ownership incentives performed worse during the crisis. However, what is interesting is that the authors insist that this was not caused by the CEO's short-term focus. From their statement, “We also do not find evidence that bank returns were lower if CEOs had higher cash bonuses.” (Fahlenbrach and Stulz, 2010, p.12). The real problem was that the CEO had taken on too much risk. In other words, they failed to foresee the crisis. Therefore, it is highly likely that they were actively pursuing high-risk strategies in pursuit of shareholder profits. When I hear “maximizing shareholder value,” what comes to mind is Friedman's theory, which was also covered in class. In Friedman’s newspaper (1970), he claims that companies have social responsibilities to make profits for shareholders under several conditions. The conditions are to follow the law, refrain from fraud and deception, and operate within a competitive market. Comparing these two views, they appear superficially contradictory. Friedman asserts that maximizing shareholder value is essential, yet as Fahlenbrach and Stulz (2010) point out, this very approach seems to have led to the global financial crisis. However, we can think that this is because Friedman's theory had an implicit assumption. The first one is that risks can be diversified by shareholders. And the second one is that the externalities of corporate actions are limited. Banks share the same business model and are highly interconnected through activities like lending and borrowing short-term funds, making it difficult to diversify risk fully. Unlike other companies, banks have a huge impact on the economy. If one falls, it will have a domino effect on the others.
The above examined the causes of the global financial crisis from the perspective of shareholder primacy. Next, I will examine it from the perspective of stakeholder theory. The primary cause of the global financial crisis was inadequate risk management resulting from an excessive prioritization of shareholders. This makes the perspective of stakeholder theory critically important. First, banks have to also think about long-term and sustainable value. The crisis reflected a failure to prioritize long-term value over short-term financial gains. Second, banks should have considered the impact on third parties. Banks in particular should exercise caution, as they have the potential to cause stagnation in the entire economy. Finally, financial stability is essential. Since financial stability cannot be achieved by leaving it solely to the market, it is crucial to establish strict regulations and safety nets in advance.

4. Ideologies behind the crisis
I have examined the causes of the global financial crisis from economic and financial perspectives. Then, what about from the perspective of ideology? At that time, maybe shareholder theory might be the main way of thinking because of its rational aspect. However, as it is obvious from the financial crisis, if the market were to shut down during a crisis, the only thing we can rely on is trust. In practice, it is said that companies with high CSR suffered less damage. According to Lins et al.'s paper, “During the 2008-2009 financial crisis, firms with high social capital, as measured by corporate social responsibility (CSR) intensity, had stock returns that were four to seven percentage points higher than firms with low social capital.” (Lins et al., 2017, p.1785). Additionally, profitability, growth rate, and sales per employee were also high, and it is stated that more debt was raised (Lins et al., 2017). From this, it can be seen that CSR is not merely a matter of goodwill, but an important element to maintain the trust relationship of the company and stakeholders. If we pay more attention to the ideological aspect, it is likely to have a strong connection with the Confucianism that I learned in class. According to Wang et al. (2018), “仁” and “義” are negatively correlated with the shareholder value model. “仁” means the consideration for others, and “義” means righteousness and moderation. Both are central virtues in Confucianism. In other words, when the stronger the influence of Confucian ethics, the weaker the tendency to prioritize profit above all else. Furthermore, when they analyzed the shareholder value model and Moral Foundations Theory (MFT), it also resulted negative correlation. In addition, even Confucianism and MFT mutually influence each other. Wang et al. said that both increase the CSR orientation. From the above, it becomes clear that ideologies such as Confucianism and morality are, in fact, deeply intertwined with economics. It is important not to misunderstand that companies lacking concepts of benevolence or righteousness are not inherently inferior. Both the West and the East have developed their economies using their respective optimal means. What matters is that by reinforcing each other, we need to avoid repeating large-scale economic shutdowns like the global financial crisis.

5. Lessons learnt from the crisis
Before discussing future directions, I would like to organize the causes of the global financial crisis into internationally shared lessons. Internationally shared lessons mean what has been discussed and decided in the G20, BIS, and FSB in this paper. G20 is an international economic cooperation forum. The representatives of each country meet and discuss regularly about economic issues (World Economic Forum, 2025). Next, BIS stands for the Bank for International Settlements. It is a bank for central banks. It promotes cooperation among central banks and serves as a forum for the development of international rules (BIS, n.d.). Finally, FSB is the Financial Stability Board. An international organization safeguarding the stability of the global financial system. Historically, it was established in 2009 under the leadership of the G20 in response to the impact of the global financial crisis (FSB, 2025). There are mainly four different lessons I would like to point out. First, it is important to structure incentives. As I showed above, short-term thinking and excessive risk-taking are extremely dangerous. Basel III was formulated by the BIS committees. This framework aims to strengthen capital controls and mandate liquidity holdings. It seeks to reduce the likelihood of banks adopting high-risk strategies driven by short-termism and to curb their risk-taking behavior (BIS, n.d.). The next lesson is the transparency of information. It is crucial how quickly we can get accurate information. In fact, it has been shown that the lack of financial information before the financial crisis led policy responses to be delayed. As the FSB’s report shows, ‟The need for timely data compilations and releases is another important lesson of the crisis.” (FSB, 2009, p.10). Furthermore, systemic risk is particularly emphasized in the lessons. Systemic risk is the risk that problems at a single financial institution or market could ultimately lead to the collapse of the entire financial system (Investopedia, 2025). The G20, centered on the FSB (2013), is building a framework for dealing with critical financial institutions that could impact the entire financial system if they fail, based on the concept of “Too Big to Fail.” To prevent a repeat of the Lehman Brothers collapse, it incorporates mechanisms for monitoring financial institutions to prevent failure and for rescue during crises. The last lesson is the relationship between the regulation and the market. According to the Basel Committee, strengthening the rules is ineffective. By combining various aspects such as regulation and supervision, market mechanisms, and transparency of information, the safety of banks can be maintained (BIS, 2015).

6. Future Directions
Finally, I would like to discuss future directions. The financial crisis revealed that not only are high-risk strategies dangerous, but also a governance structure lacking the resilience to withstand shocks and recover. Thus, the economic direction we seek going forward should prioritize resilience in times of crisis over maximizing efficiency. In other words, we need a governance structure that prevents banks from collapsing and is easier to rehabilitate. For example, when humans get sick, they know in advance what countermeasures to take, such as taking medicine, eating nutritious meals, and getting enough sleep. The same thing is required of financial institutions. That is, governance that determines in advance how to act during a crisis. Specifically, this involves creating scenarios with regulators such as the FRB and reviewing the results. Furthermore, it is crucial to consistently discuss whether decisions that could significantly impact management, like new ventures or M&A, can function even under stress. Of course, such preventative measures are effective in preventing financial crises before they occur. However, contingency plans for when crises do occur are equally indispensable. When the market stops, or the collateral value has declined, the banks have to decide the priority. Which assets to sell and which loans to protect? In addition, the trust is paramount. Financial institutions need to think that trust is insurance for the crisis. As a specific measurement, long-term contracts with customers and regulations preventing unilateral changes to terms during crises can be effective. They need to maintain a mutual flat relationship. Finally, it is also effective to explicitly assign responsibility to not only the bank's management but also its supervisory board for identifying systemic risks and evaluating ethical choices. Financial institutions will increasingly be required to focus on relationship-building, long-term orientation, and risk management, with each party taking responsibility.

7. Policy relevance for the UK and internationally
Before moving on to the conclusion, I would like to suggest how the things we learned through the financial crisis can be used for the UK market in 2026. According to the article from Reuters (2026), London is an important international financial center since it maintains its top position in the global financial center rankings. However, internet speeds in Britain's financial hub rank lowest among global financial centers. Furthermore, the slowdown in new listings is occurring because companies choose to list on exchanges in continental Europe and the United States. Therefore, the weaknesses in digital infrastructure and a decline in IPOs are challenges in the UK. Even though people might think that the regulations are too strict and should be weakened soon, as we saw in this paper, it is very important to keep the market trust. Especially for international financial centers that take excessive risks, it can lead to market collapse. We should not lightly relax regulations in pursuit of increased competitiveness. Financial stability is a necessary condition for supporting the UK's competitiveness. Even when implementing monetary easing, it must be done gradually and with precise risk management. Moreover, regarding international coordination, financial regulations are progressing toward alignment with international standards, according to KPMG's website (2025). Within this context, the UK is reportedly debating the timing of implementation and the specifics of the design. Since diverging from international standards could reduce market access, it would be prudent to limit any unique approaches to the currently discussed adjustments in implementation timing and the design of technical details. Additionally, AI and green finance are not yet decided in international standards. In these cases, the UK can make a predecessor model and conduct it as an experiment, which I believe might draw less resentment from other countries. Ideally, we should use this empirical data to develop international rules.

8. Conclusion
In conclusion, in this writing, I wrote about how the financial crisis happened and clarified the causes. The main cause was that by demanding short-term profits, people took on excessive risks. And they failed to adequately manage those risks. Moreover, as a global lesson, we learned that markets must be managed with careful attention to incentive design, information transparency, systemic risk, and the relationship between regulation and markets. For the future direction, crisis prevention and risk countermeasures will be particularly important. As a DBT, I believe that balancing competitiveness and financial stability is the key point for the UK market. There are challenges that Britain must confront, but it is preferable to proceed with international cooperation as the central axis. (2579 words)
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