Aim, Objectives and research questions
Aim
The main aim of the research paper is to identify the impact of the financial crisis on economic activities. This is done through focusing on key elements of the economic crisis over some countries like UK, Thailand, Malaysia and USA. In order to do so, data about two crisis of 1997 Asian Crisis and 2008 Financial Crisis will be discussed. At the beginning, there would be a discussion about the methods that look to be activating in transmitting the problems within the financial sector into other sectors in the economy. Then, the data will be gathered from each crisis in a number of states so as to be compared to identify the potential similarities.
[bookmark: _Toc17909446]Objectives
· To compare the reasons of the two crisis 1997 and 2008 in the literature 
· To recognize how a financial crisis can affect economic activities. this is done through explaining in details the mechanisms used for transmitting the turbulence from financial banking sector to other economic activities
· To realize the solutions that can be applied to overcome the financial crisis

Research Question 
In what ways does financial crisis affect economic activities?
The main question can be tackled through answering a number of subsidiary questions?
[bookmark: _Toc17909447]Research questions
1. What is the concept of the financial crisis?
2. How the Financial Crisis can occur and influence economic activities?
3. What issues cause a financial crisis?
4. What recommendations can be offered to resolve the financial crisis and increase economic stability?



[bookmark: _Toc17909448]Literature Review
This literature review section will be divided into three subsections. Subsection 2.1 will underline particular economic activates that are affected by financial crisis. Subsection 2.2 will examine reasons of a financial crisis and policy makers’ response towards a particular financial crisis. In order to do that, this dissertation will consider 1997 Asian Crisis and Mortgage crisis in 2008. Subsection 2.3 will consider the international facet of financial crisis. 
2.1. Identifying how economic activates are affected by financial crisis
The following section will examine how the impact of financial crisis on economic activates will take place through the following mechanisms (i.e. Funding costs, credit availability, exchange rate, risk aversion, confidence, firm net worth, and house hold net worth) (Cecchetti et al., 2009). (a) In regard to funding costs, increasing the level of interest rates accompanied with an increasing of spreads and lower levels of prices of equity would maximise the costs of funding. This; in turn, would result in reducing the costs of investment (Borio & Disyatat, 2010). (b) In regard to the effect of economic crisis on credit availability, stricter financial circumstances would minimise the willingness of banks to lend other sectors (Jiangli et al., 2008). (c) Financial crisis which hit the banking systems would lead to reduce the level of interest rates. This would activate an exodus between customers, businesses and investors towards currencies that are perceived as safe haven as well as of reducing capital flows which have adverse trade effects. (d) In relate to the effect of economic crisis on risk aversion, it can be noticed that higher risk aversion would maximise the risk premia and results to resorts to quality (Gilchrist et al., 2017). (e) When it comes to the matter of Confidence, the confidence of various shareholders and stakeholders will be negatively reduced in times of banking financial crisis. This would result in a curtailing of their activities (Tonkiss, 2009). (f) economic activities will be adversely be influenced due to the effect of economic crisis on net worth of companies. As such, lower level of equity and property prices drive down net worth of companies, maximising the harms of adverse selection and moral hazard (Claessens et al., 2000). (g) Banking financial crisis would take down property and equity prices (Mian & Sufi, 2011). This would lead to minimise net worth of persons. This would trigger negative view towards their creditworthiness (Hubrich & Tetlow, 2015). As a result, the ability of persons to get mortgage become more difficult. Accordingly, the net worth of the household will negatively be affected (Cecchetti, 2009). 
2.1.1. Practical evidences from various studies about the reasons of financial crisis in general
Khor (2005) analyzed the data of Bajaj Finance within the context of Malaysian companies and exemplified that the ringgit in the country came under exploratory attack and declined significantly. Nonetheless,, Malaysian companies have not liberalized their capital account as like USA. The Malaysian firms were allowed to take international loans only by the permission of Central Bank that is allocated only when the borrower could present that the loan will be utilized for tasks that would capitulate profits in the foreign exchange and will be used just for loan services. Partly due to such restriction, the debt of Malaysian companies remained manageable up to a great extent. However, the condition was also flimsy, as there was a possibility of occurring debt-servicing issues in case the ringgit devalued even more brusquely, or else there was a quick capital outflow (Liew et al., 2016). Soon after the incident of Thai currency drifted and devaluated brusquely, there was contagion impact on the activities of Malaysian economy as well. The first impact was through exchange rate. The ringgits of Malaysian companies were stable for many years to 2.40 to 2.50 RM (Malaysian Ringgit) to the United States dollar. This steadily devalued to 2.80 to 3.00, then 3.20, 3.50, then 4.00 which finally reached to 4.88 by the year 1998, January 7. The severe decline was mainly caused by the speculation as the pioneers sold ringgit short. 
The devaluation of the currency had varied negative influences. Firstly, it raised the trouble of outer debt servicing. At the beginning of the financial crisis, the nation’s outer debt servicing situation was rather at ease. However, the devaluation raised the burden of the debt where the debtors were required to pay high in the regional currency amount; several large companies of Malaysia that had accepted foreign loans had to face severe financial losses (Cecchetti, 2009). Secondly, the incessant changes regarding the exchange rate were very undermining as the enterprises and traders were incapable to do business in a conventional manner as the prices of exports and imports keep changing (Khor, 2005). Thirdly, the outlook of continuous rejection in ringgit’s rate added to a fall in the cost of the shares into the stock market with that of inflow of international collection funds in stock market was overturned. One of the affirmative impacts was that the firms involved in exports attained higher incomes. 
It can be seen that the findings of Ariff & Abubakar, (1999), is compatible with Khor as both of them specifies on how Malaysian economy had been named as one of the phenomenon economies in entire East Asian countries owing to its preservation of high development rates that average from 8.9 % from 1988 to 1966 in accumulation to stumpy inflation rate of 3 to 4 % every year. In addition, the amplifying focus on production and electronics in general guaranteed high employment rates of Malaysia. However, from the year 1977, the Malaysian economy started attracting more global attention not just for its astonishing economic presentations but also for the entanglement in chief local economic crisis. The study has presented key economic crisis and speculative attacks faced by Malaysian firms. Even the ringgit was not secured and came across ruthless selling pressure. The immediate reaction of the Central Bank of the country was to arbitrate in the global exchange market so that it can sustain the importance of ringgit suitably. Several companies had to go through financial crisis at a rapid state (Ariff & Abubakar, 1999). However, the country followed an uneven road to recuperate the crisis appropriately unlike countries such as India. The study argues that the beginning stage of economical crisis among the Malaysian government was going through denial and shocking stage. Later, they tried to overcome the situation effectively. The policymakers realized that threat to financial crisis was very real and needs an efficient step to deepen the crisis smoothly. The uncertainty that the Malaysian government portrayed at the beginning was soon contradicted by a reaction package that was announced by the nation’s Finance Minister in the year 1997, December 5th, around five months to the crisis hit the economy of Malaysia. 
The basis of this crisis is considered to be the subside of credit markets that are caused by few premise like losses in the asset-backed protection, enormous development in the real estate credits tackling people with lower savings and income, while the real estate’s cost was rising. Years before the financial crisis, the investment banks protect risky loans, however when the subprime borrowers started to evade the loan, it caused re-pricing, re-evaluation, and failures. Besides, the catastrophes produced in one nation, the financial globalization could also direct to financial crisis via contagion (Mera & Renaud, 2016). Contagion could be recognized as the cross-nation spillover consequences; specifically a crisis of one nation is spread to the other nations. The financial market jolts were globalized more before 1914 as compared to present days. It has been claimed that the differences in methodical stability among two globalization eras reflect aspects like strong cross-nation interdependence promoted via associates to look back in the past. Both income and product-competitiveness consequences were both essential transmission mechanisms, by suggesting that the trade connection is the key channel of the contagion. The financial links and contagion are highly connected to each other (Lim, 2006).
[bookmark: _Toc17909450]2.2.2. Practical evidence about the outcome of the financial crisis
Various researches have been done to find out the impact of the financial crisis on the economic activities of a nation. According to the research, the financial crisis diminishes investment incentives of an economy, by lowering the item demand and increasing ambiguity regarding returns on the risk premium and on capital (Ksantini & Boujelbène, 2014). Additionally, firms have to go through less favourable situations for the financing investment because of more severe standards related to the increasing costs of scrounging and limited credit supply. The real losses rise from mainly two possibilities. The first one is the economic costs of the resolution and the second is output costs, virtual to a benchmark. Thus, it can be analyzed that the first option does not signify actual losses, as a futuristic policy with high budget arrears that could avert a sharp broad retrenchment, while a plan of performing nothing would lead to protracted downturn. In the second possibility, the economic costs are evidently lower but the actual losses could be very higher (Cecchetti, 2009). Mostly, the developing nations have to face high hit due to the economic and financial crisis. The nearer the developing nations are interlinked with the economy of the world, the higher is its effects (Kumhof, Rancière, & Winant, 2015). 

2.1. Asian Crisis 1997 and Mortgage Crisis 2008 as typical form of financial crisis: reasons and policy makers response

2.1.1. Asian Crisis 
[bookmark: _Toc508202666]This section examines three main points (i.e. defining Asian Crisis, highlighting the hypotheses (explanations) for the 1997 Asian Crisis, and explaining in details how moral hazards, IMF faulty measures and wrongful policies caused the crisis. 
Asian Crisis: definition and the main direct cause
The Asian Contagion is also known as the Asian financial crisis and the crisis is an effect of devaluations and other events that introduced in the year 1997. Philippines, Singapore, Indonesia, Thailand, Malaysia, and South Korea are the countries that affected by the Asian financial crisis (Corsetti et al., 1999). The reason behind the crisis was the devaluations of Thailand's baht .In most of the East Asian countries, the currency value devalued by more than thirty eight percent and international stock devalued more than sixty percent (Goldstein, 1998). As a result of that, the currency of the Asian government decided to no longer attach the local currency to the U.S. dollar. Throughout Southeast Asia, the East Asian currency declined rapidly that indirectly reduced government upheaval, import revenues and stock market declines (Mishkin, 1999).  
Long Term Reasons of 1997 Asian Crisis 
Generally speaking, here are two hypotheses behinds the Asian Crisis. Firstly, the sudden change in the market expectations which have resulted in initial turmoil. That is to say, the crisis appeared due to the panic happens to international investors accompanied with wrongful IMF policies (Fîrţescu, 2012). Secondly, Asian Crisis is triggered due to policy distortions and regional structural. Moreover, the behaviour of herding and market overreaction has resulted in amplifying the adverse effect and scale of Asian Crisis. Also, issues of moral hazards and adverse selections play a significant role in deteriorating the crisis (Kaminsky and Reinhart, 1999). 
How Moral Hazards, IMF faulty measures and wrongful policies caused the Asian Crisis.
Moral hazards: There are three dimensions of moral hazards (i.e. corporate level, financial level and international level). In regarding to corporate level, there were three hazards (Chang, 2000). Firstly, political pressure so as to maintain higher level of growth rates of the 1980s. This political pressure was manifested in forms such as giving political quarantees (e.g. directed lending and subsidies), establishing a network of favouritism which has resulted in non-price based planning, and embracing corporate planning which overlooked risk of investments and costs. secondly, due to the willingness of the government to intervene, markets worked as if return on investment were insured against adverse shocks. This resulted in a situation where return on investment reduced below the cost of capital. Thirdly, following sustained capital accumulation had resulted in persistent deficit in the Asian region. This accompanied with low level of profitability on new investment projects in the mid 1990s.
On the financial level, there was moral hazard that appeared in the fall in global interest rates that happened in the mid 1990s.  At the same time, there was higher Asian interest rate because of financial liberation (interest rate deregulation). The outcome of these differences between the global interest rates and Asian interest rates was an excessive borrowing in foreign currencies by domestic banks, and cheap funds that were on-lent to domestic banks. This funds and borrowings were concentrated in property and construction sector. This in turn has resulted in asset price bubbles. Another moral hazard on the financial level is the weak regulatory and supervisory environment. As such, there were undercapitalised Asian banks without expertise as well as spreading of corruptions in forms of personal loans from the banks to the CEOs (Wolfson, 2017).
On the international level, there was a recent previous crisis called Tequila crisis in years 1994-1995. During Tequila crisis, the banks had lent huge funds to dometic intermediaries without doing a suitable risk assessment. Another crisis was the Mexican bail-out in post 1995 which resulted in large institutional investment into Asian region. 
The moral hazard (corporate, financial, and international) has resulted in three issues. (i) it led to adverse shocks to profitability without creating higher risk averse amongst banks, (ii) anticipated future-bail-out which encouraged the risk-taking behaviour amongst banks, and a game called "heads i win, tails the taxpayer loses" (Sarno and Taylora, 1999). To maintain the value of a currency, the interest rates were used. However, due to the semi-fixed and fixed exchange rates, Asian currencies were susceptible to speculation. As a result of that the currency transferred from East Asian countries to south East Asian countries that known as hot money flows (Kaminsky, 1999). In this case, it is pivotal to emphasize the role of international monetary fund (IMF).  To protect the East Asian countries, IMF supplied a huge amount of Money (Fischer, 1998). On the other hand the intervention of the international monetary fund has proved extremely controversial. The reason is that their intervention made the situation poorer compared to the previous situation (Ito, 2007).  
To stop the impact of devaluation, policy makers increased the interest rates in the Philippines and in Indonesia but it failed to solve the crisis (Corsetti et al.,1999). To solve the issue, the policy makers hedged the foreign currency market. The Financial sector susceptibility was highlighted by a tendency not to hedge foreign currency. Rapid Political desire was also one of the pivotal reasons behind the Asian crisis that helped policy makers to create a gap between the economic growth and political desire (Pan et al., 2007). Therefore, policymakers understood that political desires could create a negative impact on the organisation. The closeness between banks, government and the large firms were increased debts default ratio during the Asian crisis. Such high external debts indirectly reduced the power of the bank to give a loan that created the inflation. Therefore, to solve the problems, the policy makers intend to control the currency value by open market operations. The reason that it is a popular way to arrest the devaluation of a local currency, such intervention is needed to solve such issue.
2.1.2. The 2008 financial Crisis (to be continued) 
2.2. The international facet of financial crisis
The financial crisis feeds into the existent economy and then causes fall into the business investment. Several financial crises often occur simultaneously. For instance, the International Financial Crisis of the year 2008 was primarily emphasized on housing market which then extended into the broad banking system and government debt issues. The financial crisis became really international because of the two key transmission mechanisms. The first one is the sudden augmentation in the risk aversion worldwide due to financial markets being highly incorporated at the international level, and the second is related to abrupt fall in demand, mainly for the capital rigorous goods which were transmitted swiftly along the international supply chain (Blanchard, Cerutti & Summers, 2015). (to be continued).
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