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Abstract

Motivation: Financialization is a multidimensional, complex process, which is currently developing very st]‘ongly

and which can affect the economy in a positive or negative way. A positive impact usually materializes in the form of an
increase in the level of GDE and a negative one in the form of supremacy of the financial area over the real sphere, an
increase in the role of financial activity of non-financial entities, and even the autonomy of the financial sphere in rela-
tion to the real sphere.

Aim: The purpose of this article is to identify and assess the impact of the financialization process on the modern
economy and to look at this process as one of the potential sources of financial crises. This article focuses on the negative
effects of financialization and uses the example of the American crisis of 2008.

Materials and methods: review and critical review of the literature and reports from the financial sector, with par-
ticular emphasis on the negative impact of financialization on the US financial sector in 2008.

Results: The first part presents the essence and characteristics of financialization and attempts to systematize this
process. In the second part, financialization was looked at through the prism of the risk it brings, the materialization

of the effects of which may lead to serious economic turbulence, and even to financial crises. The level of these effects
was presented and assessed, as well as the methods of action of the American government, which contributed to min-
imizing the effects of the 2008 crisis, but which at the same time cannot be considered effective in the [ght against

financialization.
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1. Introduction

The global economic crisis of 2008 was an
event that caused publications on the problem
of financialization to appear more and more
often in the economic literature. It should be
noted that we are dealing here with a negative
approach to the category of “financialization]
which is only one of the possible approaches
to its definition, which will be discussed later
in this article. The aforementioned phe-
nomenon has been known in truth at least
since the early 1980s, but this category ini-
tially referred only to the process of exces-
sive and rapid growth of the financial sector
and the slow detachment of the financial
sphere from the economic sphere, and only
later did its more complex, multidimensional
nature begin to be discovered. In terms of lexi-
cal, the category “financialization” is the Polish
equivalent of the English word financializa-
tion, and in the literature on the subject there
are also such synonyms as: “financialization]
“financialization’ “financing” or “financial cap-
italism” (Gostomski, 2014, p. 300).

Further considerations should be preceded
by an attempt to clarify this concept, which has
evolved in recent years and has taken on a new
meaning. Originally, it referred to the increas-
ing influence of the financial sphere on the po-
litical, economic and social sphere of Western
countries (Epstein, 2005, p. 3), the supremacy
of the financial area over the real sphere’, in-
creasing the role of financial activity of non-fi-
nancial entities, and now we can talk about
the autonomy of the financial sphere in rela-
tion to the real sphere. The discussed concept
is also considered in terms of (Ratajczak, 2012,
pp. 287-290):

! This msgatrsml is well illustrated b} the :‘x‘nmplf of Porsche,

which in the fiscal year (up to August 2008) earned an additional
EUR 1 billion thanks to the increase in the value of its stake in Vol-
b\mgsn, which allowed it to increase its pre-tax pr ofit to EUR 86
blllion, and therefore ]nghsl compmsd to the one that would be
achieved by acting solely in the production sphere (Zyzyriski, 2009,
p. 173).

e
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historical (the role of money, distinguish-
ingbetween economics and chrematistics);
geographical and cultural (it “affects”
different countries to an uneven degree
and society);

doctrinal  (financialization
of the weakness of capitalism);
socio-economic.

as  proof

Financialization is a multidimensional
concept, basically three ways of approaching
this category can be distinguished:

positive, treating it as the growing influ-
ence of the financial sector on the func-
tioning of the economy, which approach
is both realistic and modern, as it reflects
one of the main contemporary trends
in the global economy. For many coun-
tries, financialization is a necessary
process to adapt their economies, and es-
pecially financial systems, to a state that
will enable full participation in the global
market;

neutral, in which this process is perceived
as the growing importance of financial ac-
tivity in the functioning of non-financial
enterprises, the consequence of which is
an increasing share in the total income
of these entities — income derived from
financial activity;

negative, where it is perceived as an over-
proportional growth of the financial
sphere.

Recognizing the complexity
and ambiguity of the concept of financiali-
zation, in this article the authors will focus
on the last of the approaches mentioned above
and look at financialization through the prism
of its potential negative consequences.

In general, following Ratajczak (2012,
pp. 282-283), we can distinguish a nar-
row and a broad approach to the financial-
ization process, in the first it means an
increase in the level of non-financial income
of enterprises, often exceeding the income
from traditional, basic activities of enter-
prises (production, sales or services), while
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in the second is perceived as a process of au-
tonomization of the financial sphere in rela-
tion to the real sphere and gaining a superior
position over it. It should also be added that
financialization is sometimes perceived as
a new stage of development of capitalism,
called “financial capitalism”

2. Literature review

The financial sector plays a very important role
in the process of stimulating economic growth,
enabling the allocation of savings in various
types of business ventures, moreover, a prop-
erly functioning financial sector also allows for
the reduction of transaction costs and the risk
of information asymmetry, so it should be
considered one of the elements contributing
to economic growth. A healthy, proportionate
development of the financial sector, regardless
of whether it is moving towards the European
model, with a strong role of banks, or the An-
glo-Saxon model, in which non-bank financial
intermediaries (e.g. investment funds) play
a significant role, is an element contributing
to the long-term development of the country.
Of course, in developing countries, the finan-
cial sector is smaller, less developed, and capital
markets have a marginal share in its struc-
ture, and these countries usually suffer from
a lack of capital, so the development of the fi-
nancial sector is a remedy for many of these
problems. In the case of developed countries,
the impact of the financial sector on the real
economy is more complex and multidimen-
sional, but it also translates into GDP growth.
The development of the financial sector is an
issue of paramount importance for the econ-
omy, and attention to shaping the appropriate
framework and pace of this process should be
of interest not only to financiers and entrepre-
neurs, but also to politicians who participate
in the process of developing legal solutions reg-
ulating the rules of its functioning. In general,
financialization is therefore a desirable pro-
cess that brings huge benefits to the economy,
but when it reaches disproportionate sizes
and concerns highly structured, well-devel-
oped financial sectors of the largest countries

9

in the world, such as the United States, it can
cause negative effects. This is the perspective
of the approach to financialization adopted
in this article and focuses on the negative
effects of this process in the United States
in 2008.

The main sources of financing include pri-
marily (Gostomski, 2014, pp. 303-304; Palley,
2007, p. 11):
deregulation, hyper-globalization or at
least internationalization and change

structures of financial markets;

turbulent development of new financial
instruments’;

the growing number of institutional inves-
tors (posing a threat to traditional banks)
and individual investors;

increase in public debt;

macroeconomic policy of the state (both
fiscal and monetary), which increasingly
guided solely by the logic of capital;

a decrease in the transparency of trans-
actions and a general increase in the level
of risk;

low taxation of people and compa-
nies with the highest income resulting
in the possibility investing unconsumed
surpluses in financial instruments;

the cult of managerial capitalism and stock
value.

It should be noted that the list of poten-
tial sources of financing could be much longer,
but due to the subject matter of this studyj it is
limited to those listed above, which were con-
sidered the most important.

New intermediaries who are not sub-
ject to state financial supervision appear
on the markets, and the globalization pro-
cess reduces transparency and the ability
to determine who is the ultimate beneficiary
of a financial investment, while new deriva-
tives and structured instruments are very ad-
vanced in terms of I'T, and their nature is often
difficult to understand, especially for individ-
ual investors. The economic policy of the state,
eg. low interest rates, results in ia. cheap

“ltis nm'mslngly difficult for government financial institu-
tions to ksep up with the de\\‘lupmsnt of these entities, lm\'mgthsm

de facto, at least tempurm \l/v, L1n>upsr\'1>m[.
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credits, which in turn may lead to excessive
indebtedness and the occurrence of specula-
tive bubbles, on the other hand, the growing
borrowing needs of the state are an incentive
for financial markets to create financial instru-
ments related to the assessment of the level
of public debt risk, moreover, the public sphere
uses the services of the public sphere financial
institutions on commercial rather than pref-
erential terms and constantly incur excessive
debt, we are dealing here with a dispropor-
tion, because the potential financial benefits
are consumed precisely by this sphere, while
the risk is unevenly distributed, because
in the event of materialization of its negative
effects, financial institutions expect state aid
and they usually get help. However, the trans-
fer of investments to the financial sphere is
conditioned not only by the rate of return,
but above all by the much shorter payback
time of IT-supported short-term financial
investments, which cannot compete with in-
vestments from the area of traditional activity.
The large-scale use of financial leverage is also
of great importance, which is undoubtedly
beneficial in terms of taxation, but at the same
time involves high risk. For managers, however,
it becomes much more important to obtain
a high dividend in the short term than to care
for the stable development of the company
in the long term, because both the goals set
for them and the shape of the incentive system
make them prefer the operational and tactical
perspective and reach for innovative financial
instruments, which allow to achieve high prof-
its, but at the same time are a source of various
types of risks, the symptoms and adverse ef-
fects of which may materialize in various areas
of the organization’s functioning. Particularly
dangerous is the fact that the negative effects
of the discussed risk may have the character
of “long tails; and therefore be very distant
in time, and at the same time bring cata-
strophic consequences.

However, financialization brings with it
such negative effects that can be easily seen
in the modern economy, such as:

- the financial sector taking up a dispro-
portionate share of the surplus arising

in the real sphere, compared to its real
value and to the fact that what the inves-
tor receives, what degenerates the invest-
ment chain and reduces GDP;

~ the need to reorient the economy to var-
ious forms of involvement in financial
system;

- degeneration of the structure of profit-
ability and its distribution between en-
terprises and within the entire national
economy (Duménil & Lévy, 2004, p. 134);

- increasing the degree of difficulty in as-
sessing the risk of a given project;

- a pathological change in the relationship
between the lender and the borrower,
the peak of which phase is the possibility
of the lender playing against the borrow-
er’s bankruptcy (e.g. CDS);

- unfavorable change in the role of the state
in the economy;

— governments are forced to act in accord-
ance with the “too big to fail” doctrine,
which generates a temptation on the part
of financial institutions abuses and stimu-
lates the phenomenon of financialization
(Marszalek, 2012, pp. 226-227);

- a threat to individual households (grow-
ing debt in relation to income);

— derealization of the economy?;

- growing willingness to make short-term
capital allocations in financial assets that
they are characterized by higher rate of re-
turn than investments in tangible assets;

— increase in the severity and frequency
of crises;

— transfer by the state to citizens of at least
part of social benefits, e.g. through pension
funds, which is also associated with high
risk (Zyzynski, 2009, pp. 175-176);

—  the risk of degeneration of a given capital
market through improper use sovereign
funds;

- limiting the role of banks in the financial
system in favor of the securities market
securities and other intermediaries.

* 1t is estimated that around 75-80% of financial turnover
on a global scale concerns transactions that are not accompanied by

any movement of good: or non-financial services.
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In general, from a macroeconomic per-
spective, the negative effects of financialization
boil down to the increase in the importance
of financial institutions and the decrease
in the status of countries which, on the one
hand, succumb to the dictates of financial mar-
kets, get excessively indebted and have huge
problems in enforcing prudential require-
ments, and, on the other hand, are expected
to provide They provide public aid to financial
institutions that have run into trouble in or-
der to spread a protective umbrella over cit-
izens and minimize the level of political risk.
In turn, from the microeconomic perspective,
financialization makes it difficult, or at least
complicates, running a business, indirectly
forces economic entities to undertake increas-
ingly risky ventures, is a source of uncertainty,
complicates the choice of forms of financing
and makes the condition of economic entities
dependent on financial markets. Companies
are forced to reach for more risky, external
sources of financing, as internal sources are
rapidly dwindling due to the need for high re-

turns to investors.
3. Materials and methods

The research method used in this research
is the analysis of scientific sources: literature
study based on national and foreign scien-
tific publications describing American crisis
in 2008 and financialization as one of its most
important sources.

4. Results

Financialization is a process that af-
fects the financial sectors of all countries
in the world to varying degrees and nature.
In this article, the authors focused on the neg-
ative approach to financialization and tried
to examine to what extent this process con-
tributed to the destabilization of the financial
market in the United States in 2007-2008.

It should be clearly emphasized that finan-
cialization is becoming an increasingly impor-
tant source of economic problems and crises,

Ut

while the activity of governments of many
countries,especiallyintheareaofimplementing
social goals, contributes to increasing the level
of intensity and scale of the discussed process.
The global financial crisis caused by the desta-
bilization of the financial market in 2007 was
caused by the boom in the American hous-
ing loan market. Through the inappropriate
approach of investment banks to granting
mortgage loans to people with insufficient
creditworthiness, and at the same time secu-
ritization of receivables by means of created
bonds secured in debt, the financial sector
led to the creation of a speculative bubble
on the real estate market. Securitization led
to the transfer of risk, which took place be-
tween the bank and the investor investing his
capital in bonds secured by debt. It was based
on an erroneous belief that the value of col-
lateral (real estate) was constantly increas-
ing, the increase in the value of real estate for
a mortgage loan also increased its collateral
and, at the same time, the security of issued
bonds, as illustrated in Chart 1. The continu-
ous increase in real estate prices (Chart 1) isan
example of the arguments of representatives
of financial institutions in reports for control
authorities, in which it was argued that their
situation is stable and the risk of such actions
is adequately compensated. In 2007, however,
the valuation of the real estate market began
to fall, and the risk mentioned above materi-
alized. This very moment should be consid-
ered as the bursting of the speculative bubble
on the real estate market and the beginning
of the great financial crisis, which mani-
fested itself in the collapse of the labor mar-
ket (Chart 2), economic recession in the US
(Chart 3) and a major slump on the American
stock market (Chart 4). A significant increase
in the unemployment rate in 2008-2010 was
caused by bankruptcies and restructuring
of companies and financial institutions, such
as:

— Lehman Brothers Bank;

- OWNIT;

— New Century Financial Corporation;

— Fannie Mae;
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Freddie Mac;
Merrill Lynch.
It was mainly as a result of the deterio-

ration in the condition of financial institu-
tions that the US economy fell into recession
from the third quarter of 2008 and lasted
until the second quarter of 2009, and the im-
provement took place several months after
the introduction of aid packages. It should
be added that the discussed processes were
accompanied by a slump on the American
stock market, caused mainly by the declara-
tion of bankruptcy by Lehman Brothers. This
led to a serious destabilization of the financial
sector in the US, as well as a decline in mutual
trust among financial institutions, which fur-
ther deepened the crisis.

At this point, it is necessary to discuss
the impact of the financialization process
on the emergence of a bubble in the US real
estate market. For many years, the United
States, as a country, tried to realize the Amer-
ican Dream, one of the main pillars of which
was having a home for every citizen. The first
attempts to stimulate the real estate market,
which can be considered one of the most im-
portant sources of the global financial crisis
0£2008, can be seen as early as the 1940s, when,
under the New Deal program, the Fannie Mae
institution was established, whose main task
was to provide capital to the market mortgage
loans by issuing bonds based on purchased
loans (Nazarczuk, 2013, p. 86). In later years,
to meet the needs of society in the housing
financing system, a competing entity Freddie
Mac was created, and then the entity Ginnie
Mae was created from the structures of Fannie
Mae. As aresult of these actions, three compa-
nies specializing in increasing the availability
of capital needed to finance mortgage loans
operated in parallel on the American market.

At this point, it should be recalled that one
of the main factors stimulating the financiali-
zation process is the development of financial
markets and the creation of increasingly com-
plex derivatives. Securitization, initiated by
the first issue of MBS by the institution Ginnie
Mae, was the most important source of new
financial instruments. It is most often defined

Ut
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as a process based on isolating and merging re-
ceivables from the balance sheet together with
generated cash flows, and then transforming
them into better quality securities that will
be sold to investors (Scheme 1). This solution
allows you to receive the most liquid asset —
cash, which expands lending, in exchange for
illiquid assets. Miscellaneous Asset Backed
Securities (ABS), or in the case of mort-
gage collateral known as the aforementioned
MBS, were the main product of the securiti-
zation process. It should be added that a sin-
gle package of primary instruments could be
the basis for multiple issues, causing the cre-
ated securities to be collateral for subsequent
issues, and such a connection was conducive
to a dynamic increase in the number and value
of ABS on financial markets. Increasing
the complexity of the issues, and thus reduc-
ing the transparency and the ability to as-
sess the risk of derivatives, ABS as products
of the securitization process could be the base
instrument for more complex products based
on debt or bonds (CDO). In the literature
on the subject, there are at least several types
of CDO in parallel, e.g. (Huterska, 2010, p.
97):
— CBOs — bond-based securities;

CLQOs — securities based on bank loans;
synthetic CDO based
on credit derivatives, e.g. credit swaps;
SFCDO securities based mainly
onstructured products, e.g. ABS and MBS;
CDO2 — CDO based on tranches of other
CDOs (also the possibility of creating
higher levels, e.g. CDO3, CDO4, etc.).

In order to \visualize the scale
of the problem, Table 1 presents the growth
process in the value of issued and outstand-

securities

ing securitized instruments on the US market
in the analyzed period.

At this point, the problems faced by inves-
tors during the purchase of these financial in-
struments should be presented. Products, such
ase.g. SFCDO orembedded CDO2, were char-
acterized by lower and lower transparency,
thus it was impossible to determine the un-
derlying instruments and the risk associated
with the instruction for a given instrument. It
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should also be mentioned that the risk assess-
ment process was also significantly hindered
due to high ratings issued by rating institu-
tions. With regard to derivatives, a particularly
problematic product was CDS, i.e. debt service
cessation swap transactions, which act as an
insurance policy that grants the right to ob-
tain compensation for the issuer’s insolvency.
Since 2000, the US government has excluded
from financial control a large part of the de-
rivatives market, including CDS, which has
contributed to a sharp increase in interest
in such products (Roubini & Mihm, 2011,
p- 105). Unfortunately, the purchase of CDS
for speculative purposes, rather than for risk
diversification, became one of the sources
of later problems. A serious mistake was also
the fact that the financial institutions offer-
ing the products in question did not create
appropriate capital reserves to cover possible
payments, it was, among others, that’s why
the insurance company AIG ran into financial
problems (Stawinski, 2011, p. 64). To better re-
flect the nature of the discussed problem, it is
worth using a simple example, because credit
default swaps could lead to such pathological
situations in which the lender could be a party
to a transaction that profited from the insol-
vency of its own borrowers.

One should be aware that the intensifica-
tion of the phenomenon of financialization
may be fostered by the activity of the state
in the legal and legislative area. Legal and or-
ganizational solutions related to the regulatory
function of the state may create favorable con-
ditions for a strong expansion of the financial
zone.Oneshouldalso payattentiontotheadop-
tion of the Community Reinvestment Act
(CRA) in 1977, which was another stimu-
lus stimulating the mortgage loan market,
and thus stimulating the entire financial
market. It was through this act, among other
things, that the US Congress took the position
that banks had an obligation to provide assis-
tance in meeting the credit needs of the local
community, which meant that banks were
especially obliged to extend loans in low-in-
come neighborhoods. One of the main ob-
jectives of this law was to reverse the effects

Ut

of the so-called redlining, a discriminatory
practice by the federal government and lend-
ers that was seen when a loan was denied
based on the insolvency of the area you lived
in, rather than your creditworthiness. Com-
plete deregulation of the financial sector fol-
lowed the Gramm-Leach-Bliley Act in 1999,
which lifted the ban on consolidation of com-
mercial banks, investment banks, insurance
companies and securities firms. The number
of mergers and acquisitions has formed many
powerful financial institutions that, bypassing
the prudential and supervisory aspects, have
the ability to take greater risks (Zywiecka,
2013, p. 84).

The Basel Accords were another legal
framework that contributed to the increase
in risk in the financial sector, although their
main goal was obviously to standardize mar-
ket practices in the field of risk management.
The Basel Committee on Banking Supervision,
responsible for drafting these standards, was
created to create new international regula»
tions after the collapse of the Bretton Woods
agreement. Basel I is the first agreement that
was introduced in 1992 in the G-10 countries
(Balin, 2008, p. 142). The agreement intro-
duced the concept of capital adequacy, which
consisted in the requirement of availability
of a minimum level of equity. The capital ade-
quacy ratio was based on the relationship be-
tween equity and the structure of assets taking
into account risk weights, which was supposed
to lead to greater stability and greater security
of funds entrusted to banks. The minimum
level of the ratio was set at 8%, but the risk
weights for assets, which were divided into sev-
eral categories, were a controversial issue. For
example, for the safest parts of assets, e.g. for
cash, a 0% weight was assigned, for the MBS
products described above, a weight of 20%,
while mortgage loans were given a weight
of 50%, while products with the highest risk
received a weight of 100%. With such values
of risk weights, there was a possibility of risk
manipulation, and this practice was based
on the frequent creation of MBS products with
a risk weight of 20% from mortgage loans with
a risk weight of 50%. Assets obtained from
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the sale of MBS increased the level of reserves
maintained, which at the same time contrib-
uted to obtaining the official risk at a low level,
although the real risk increased sharply.

Loud criticism of the first agreement re-
lated to its inadequacy for developing coun-
tries resulted in the creation of a new capital
agreement, the so-called Basel II. The amend-
ment to the agreement extended the powers
of supervisory institutions, which was sup-
posed to ensure greater transparency of the fi-
nancial sector and introduced the possibility
of choosing the method of risk assessment
and calculation of provisions. In principle, fi-
nancial institutions had two methods of risk
valuation at their disposal, the first of which
consisted in dividing assets into risk groups as
was the case when enforcing the first capital
agreement. The difference was that the risk as-
sessment was done by rating agencies and not
assigned top-down. This mechanism allowed
for further interference in the mortgage loan
market, for example, individual mortgage
loans received 35% of the risk, while the same
corporate loans received 100% of the risk
(the higher the risk, the lower the rating).
Unfortunately, the new capital agreement did
not take into account the situation in which
the risk related to the issue of financial instru-
ments based on securitization was underes-
timated by rating agencies, which translated
into inflated ratings affecting the size of cap-
ital reserves of institutions holding given as-
sets. There have been pathological situations
in which rating agencies were pressured by
financial institutions to assign the highest pos-
sible ratings (Stawinski, 2007, p. 46).

At the turn of the 21st century, due
to the development of the Internet, the finan-
cial market took over a large part of the mar-
ket capital surplus. The fashion for investing
in technological companies (in practice, most
of these companies had nothing to do with In-
ternet technology) was initiated by the com-
mercialization of the Internet with the Initial
Public Offering (IPO) of Netscape, whose
share price during the IPO was USD 28, while
in the first session, the share price reached as
much as USD 75, where it then normalized at

Ut

USD 58. The main reason for the development
of such companies on the American stock ex-
change was the act regulating the principles
of IPOs, which was amended several times,
for example, in the 1980s, a company applying
for listing on the stock exchange was obliged
to generate profit for at least three years, while
already 10 years later this period was reduced
to 3 months. During the growth of the dot-
com bubble, financial regulators did not pay
much attention to the condition and there
were entities on the stock exchange that
never made a profit. However, the situation
on the capital market reached a point where
the capitalization of the newly established
technology company was higher than that
of the largest non-IT companies. The burst-
ing of the Internet bubble was heralded by
the first financial statements that, contrary
to investors’ hopes for huge profits, presented
multi-million losses. Ultimately, Microstrate-
gy’s share price dropped from around $3,500
to $4. The American currency reserve sys-
tem, wanting to reduce the effects of the cri-
sis, interfered in the financial market through
monetary policy, eg. by reducing interest
rates, and as a consequence, the crisis situa-
tion was resolved quite quickly, which con-
tributed to the belief that the central bank’s
action on the example of lowering interest
rates would avoid crisis situations in the fu-
ture (Grocholski, 2016, p. 218). However, low
interest rates translated into low costs of ob-
taining a loan, which in a relatively short time
led to the migration of capital from the capital
market to the real estate market.

Anti-risk measures implemented by
the FED and the administration of President
Barack Obama.

The previous considerations should be
supplemented with an approximation of cor-
rective actions implemented by the American
authorities in the face of the crisis, which con-
sisted primarily of:

— changing the conditions of concluding
transactions on the financial market;

- conducting long-term operations in open
market structures;

- changes in credit operations;
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changes in directories constituting accept-
able security features;

a significant increase in the volume
of loans secured by securities.

At the beginning of the crisis, still in 2007,
the FED started preventive measures after
the appearance of its first symptoms, which
were mainly aimed at increasing the stability
of the financial system in the US by regulat-
ing the demand for money in the commercial
banking sector while maintaining the mon-
etary policy target FED regarding money
market rates, as well as ensuring liquidity
in the overnight lending market and guar-
anteeing the availability of money should
commercial banks require additional loans
(Papadia, 2008). Unfortunately, despite all
systemic concessions, the crisis continued
to deepen, which resulted in the creation
of the first Term Auction Facility (TAF) aid
program in December 2007, which consisted
in granting loans secured by the borrower’s
assets and whose starting package amounted
to USD 20 billion. This program had an in-
terest rate of 4.65% (Federal Reserve, 2007),
and the standard interest rate of the federal
funds operation was 50 basis points lower, in-
dicating the huge market demand for money.
Auctions related to the operation of the TAF
aid program were held frequently (twice
a month) and amounted to approximately
USD 60 billion (the last auction was held on 8
March 2010).

Atthebeginningof March 2008, additional
steps were taken with regard to restructuring
and recovery aid packages. The FED launched
another 28-day repo called Single-Tranche
OMO. In this aid programme, all securities
qualified for standard open market operations
could be used as collateral, and in the next pro-
gramme, Term Securities Lending Facilities
(TSLF), introduced at the beginning of 2008,
it was possible to exchange sets of securities for
State Treasury securities and it was an exten-
sion another program already operating be-
fore the crisis (SOMA), where securities could
be borrowed, but only on the basis of over-
night transactions. Through the activities
of the TSLF program, the monetary authori-
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ties wanted to some extent to clear the market
of very risky, low-liquid securities and replace
them with highly liquid Treasury securities,
thanks to which there was no depreciation
of the dollar and fluctuations of real interest
rates in the banking system.

The next area in which corrective actions
were taken by the authorities were ABS (As-
set Backed Securities) instruments, which
had their roots mainly in consumer loans.
The TALF (Asset Backed Securities Lending
Facility) program was dedicated to these ac-
tivities, under which the US Federal Reserve
planned to grant USD 200 billion in loans
to entities involved in the ABS market. This
activity was intended to stimulate the ABS
market, which was in a stagnant phase dur-
ing the financial crisis, which of course trans-
lated into a drastic reduction in the number
of loans granted, especially mortgage loans,
which in the long run could lead to a collapse
on the development market and, as a result,
a significant deepening of crisis.

With the revival of the ABS instruments
market, the US Federal Reserve decided
to purchase bonds of entities that suffered
the most from the stagnation on the ABS
instruments market, i.e. Fannie Mae, Fred-
die Mac and Federal Home Loan Banks,
and the value of the purchased bonds
amounted to PLN 100 billion USD, while
the value of derivatives issued by these insti-
tutions amounts to USD 500 billion. These
actions were aimed at further stabilizing
the financial market sector and preventing
the collapse of these institutions.

The last of the significant activities
of the US Federal Reserve to stabilize the fi-
nancial market, carried out as part of the aid
packages, was the purchase of treasury securi-
ties from financial institutions in March 2009
for the amount of USD 300 billion. These
activities were of a liquidity nature, and their
interest rate was rapidly decreasing, which
was supposed to encourage banks to sell them.
Changes in the interest rate on treasury secu-
rities are presented in Chart 5.

In the first report issued during the crisis
on June 10, 2009, the FED informed about
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the actions of the authorities aimed at ob-
taining an appropriate level of liquidity
in the financial market, the course of which is
presented in Chart 6. The analysis of the data
presented in the Chart 6 allows to conclude
that the volume of “liquidity” loans exceeded
USD 1.5 billion per week, and the imple-
mented liquidity and refinancing programs
conducted during the crisis brought the ex-
pected effect, at the same time contributing
to the reduction of credit risk aversion and in-
itiating the return of investors to the markets
previously affected by the crisis.

In addition to the aid packages imple-
mented by the FED, the state administra-
tion also introduced many changes regarding
the market, but the biggest of them took place
when Barack Obama became president.
The new president led to a reduction in sal-
aries in administrative structures, as well as
in the remuneration of presidents and manag-
ers in companies that actively benefited from
state funding from the stimulus program. They
were mainly located in sectors that should
limit the rising unemployment level and con-
tributed to the decline of the unemployment
level to around 1% in the two years after its
introduction. In addition, the president an-
nounced that in order to receive government
support, banks must relax their restrictive ap-
proach to repayment of mortgage loans, which
was often associated with evictions, which
only deepened the crisis and human tragedies.

The next administrative step was to help
General Motors, which declared bankruptcy
in June 2009, but the American govern-
ment was prepared for this, so it presented
to the company’s authorities a restructuring
plan, which included the purchase by the state
of 60% of shares in GM motors for 50 bil-
lion USD and the replacement of the board
and the entire management team (Zelazny,
2015).

The last of the anti-crisis changes im-
plemented by the government of President
Barack Obama was the revision of military
spending and its reduction by nearly USD 2
billion.

5. Conclusion

Financialization may be considered as an un-
favorable process that, occurring in the mod-
ern economy, may increasingly contribute
to the emergence of negative phenomena, not
only in the financial sector, but also in most
of its other areas. Although the scale and scope
of these phenomena may vary, e.g. depending
on the state of development and structure
of the financial sector, the number and degree
of advancement of available financial instru-
ments, etc., in the most serious cases they
may be the nucleus of local crises. One should
be aware that as the size and importance
of the financial sector in a given country in-
creases, the threat from this process may also
increase. In the era of globalization and in-
creasingly strong interdependencies between
the financial sectors of the largest countries
in the world, financialization can be consid-
ered as one of the potential sources of future
economic crises.

It should be postulated that in the risk
management process of the financial sector
of a given country, as well as in economic anal-
yses, this unfavorable phenomenon should be
taken into account, attempts should be made
to estimate and evaluate its level, and to iden-
tify its main sources and symptoms. Contin-
uous monitoring is of key importance here,
because with the technical and technological
development, and especially the progressing
computerization of the financial industry,
the degree of sophistication and complex-
ity of financial instruments that appear
on the market increases, and thus it is diffi-
cult to doubts as to what risk is associated
with their widespread use. Particular atten-
tion should be paid in the financial sector
to the possibility of the so-called long risk
tails, i.e. events whose negative effects will
materialize only after years, without any pre-
vious symptoms, signs or warnings. Another
important issue that should be paid attention
to in the coming years is the progressive auton-
omy of the financial sphere and its gradual “de-
tachment” from the real sphere, as this process
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may lead to the emergence of completely new

types of risk.
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Table 1.
Approximate size of the US securitized instruments market (in USD million)
Year Emited In circulation
ABS CcbO MBS ABS CbO MBS

2000 281 0509 46 267,20 685 0206 909 0474 148 986,2 35320199
2001 3262056 48 395,90 1465 1024 1010 1285 184 951,1 4106 0049
2002 3739026 56 335,60 23109626 1124 583, 2189514 47699182
2003 4615423 60 778,30 31867765 12108978 2556609 52231533
2004 6515313 125 784,10 1907 1109 14287812 3434515 53879058
2005 7535154 186 223,40 22437547 | 608 737,1 461 206 61609228
2006 753 8759 379 874 2149 1104 | 8952644 768 0294 7084 856,1
2007 5097323 300 673,10 2237179 1905 1054 1004 391,3 8162 3087
2008 139491,7 35 838,80 13843118 1 642 086,5 925 067,2 83813221
2009 1509134 14 048,20 2060 990,7 1454 059,7 842 985,6 85017518
2010 107 494,2 6 834,70 19324998 1 265 257 743 3423 84851338

Source: Own preparation based on Sifma (2011).

Scheme 1.
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Chart 1.
US real estate prices in 2000-2016 in relation to the base price in 2000
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Chart 2.

Unemployment rate in the US in 2007-2012 (%)
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Chart 6.

The value of loans granted by the FED as part of liquidity operations on a quarter basis in 2007-2009 (bln
UsD)
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