
 

 

 

 

Abdelhafid Boussouf University Center – Mila 

 

 

Institute of Economic, Commercial and Management Sciences 

 

  

Departement of Economics 

  

 

LECTURES ON : Financial Crisis 

 

 

Addressed  to first year economics students – Second semester 

 

 

By Teacher׃ MEKHTOUT Oumaima 

 

 

 

Academic year 2023-2024 



1. What is a Financial Crisis?  

A financial crisis is a situation where there is a severe disruption in the financial 

system, leading to instability, panic, and widespread economic downturn. It 

often involves a sharp decline in asset prices, liquidity shortages, and a loss of 

confidence in financial institutions and markets. 

2. Causes of Financial Crises: 

a. Asset Bubbles:  

Asset bubbles occur when the prices of assets, such as stocks, real estate, or 

commodities, become overvalued due to speculation and excessive optimism. 

When the bubble bursts, asset prices plummet, leading to financial losses and 

instability. 

b. Excessive Debt Levels: 

High levels of debt, whether by individuals, businesses, or governments, can 

increase vulnerability to financial crises. Excessive borrowing can lead to debt 

defaults, bankruptcies, and a contraction in lending, triggering a financial crisis. 

c. Banking Failures: 

Banking failures, caused by factors such as risky lending practices, inadequate 

capital reserves, or liquidity problems, can contribute to financial crises. When 

banks collapse or experience runs by depositors, it can lead to widespread panic 

and a breakdown of trust in the banking system. 

d. External Shocks: 

External shocks, such as geopolitical events, natural disasters, or sudden shifts 

in global economic conditions, can also precipitate financial crises. These 

events can disrupt financial markets, cause capital flight, and undermine 

investor confidence. 

3. Consequences of Financial Crises: 

a. Economic Recession: 

Financial crises often lead to economic recessions, characterized by a decline in 

economic activity, rising unemployment, and falling consumer and business 



confidence. Recessions can have lasting effects on individuals, businesses, and 

entire economies. 

b. Banking System Instability: 

Financial crises can weaken the stability of the banking system, leading to bank 

failures, credit crunches, and a contraction in lending. This can exacerbate the 

economic downturn and prolong the recovery process. 

c. Government Intervention: 

During financial crises, governments and central banks often intervene to 

stabilize financial markets, restore confidence, and mitigate the impact on the 

economy. Measures may include injecting liquidity into the financial system, 

implementing monetary and fiscal stimulus, and providing support to troubled 

institutions. 

4. Lessons Learned: 

Financial crises highlight the importance of prudent risk management, effective 

regulation and supervision, and maintaining financial stability. They serve as 

reminders of the need for transparency, accountability, and resilience in the 

financial system to prevent future crises. 

5. Conclusion: 

Financial crises are complex events with far-reaching consequences for 

individuals, businesses, and economies. Understanding their causes, 

consequences, and lessons learned is essential for policymakers, regulators, and 

market participants to mitigate risks and safeguard against future crises. 

This overview provides a simplified explanation of financial crises, focusing on 

their causes, consequences, and lessons learned. 

 

 


