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Asset Bubbles
An asset bubble is defined as a dramatic rise in the prices of assets including the housing, stocks as well as gold within a short span of time and the present value the product does not support it. The major contributory factor to the bubble is the irrational exuberance which is a scenario where most individuals are purchasing a given asset. For instance, investors purchasing a given asset class such as the gold hence the demand alongside its price fluctuates upwards (Dong, Miao, and Wang 2020). In most cases, investors keep on bidding more than the actual price of the asset even higher than the sustainable value. At the end of the tunnel, the bubble “breaks” while prices crash causing the demand for the product to decline and results to low business as well as household spending and further decline in the economy. This paper objective is to assist investors understand the causes as well as the historical trends of asset bubble and consequently avoid any future asset bubble scenario. 
Causes of an asset bubble
The asset bubble occurs due to prevalence of three main conditions that result to irrational exuberance and eventually result to asset inflation. 
The low interest rates; when the interest rates are low, investors are willing to take commercial bank loans more cheaply which tends to boost their investment spending. Since the investors want to receive higher returns on their investments at the same rates, they are willing to take their monetary instruments to investments that are considered high yield, higher risk asset class as well as spiking asset prices. The sudden increase in the demand for the asset causes their prices to spike beyond the current asset prices which may burst hence causing the asset bubble. The Ireland’s property crash exhibited the highest expansion rates in the Eurozone in households between 2003 through 2007 and the German banks had a total exposure 0f $208 to the Ireland. As a result, there was an increase in prices of houses in Ireland by 17 percent between May 2000 through May 2001. 
Another factor is the demand-pull inflation. It takes place in the event that buyers demand for an asset is beyond the availability of the asset in supply. Consequently, the asset’s price sharply increases since most investors want to get in on the profits from the asset. Finally, the asset bubble sets in which causes the asset prices to crashes resulting in decline in demand for the product. 
Last but not the least is the asset shortage. The investors tend to believe that there are inadequate assets in supply in the market. Such artificial shortages create an asset bubble due to the equilibrium between the asset’s supply and its demand. Consequently, the prices of the asset appreciate beyond the asset’s value. 
The stages of asset bubble
Minsky (1986) highlighted five steps of a bubble including displacement, boom, euphoria, profit making and lastly panic. 
Displacement is the first step and tends to take place when the investors are wowed by a new phenomenon including an innovative technology and reduced interest rates that are predominantly low. For instance, the introduction of the single currency, with the European Central bank interest rates were lower than the national interest rates in Ireland encouraged most potential investors to borrow money for onward investing in property. Consequently, the prices of the property in Ireland rose between 2000 and 2007 as financial institutions continued to offer the loans. 
The second step in asset bubble is the Boom. At this stage, the prices of an asset slowly increase after a displacement has taken place. They tend to gain some momentum since numerous participants flood the market hence setting a stage for the boom phase. The asset in question attracts the media coverage and most people fear missing out what they would consider as a lifetime opportunity thereby an increase in the demand for the asset hence subsequent increase in the price (Wang, Chen and Xiong, 2019).
The third step is Euphoria where a caution tends to be thrown to the wind bit the asset prices are skyrocketing. At this phase, the valuations tend to reach levels. An example is the case of Japanese real estate in 1989 where the land was sold $139000 per square foot a value more than 350 times the value of the Manhattan property. At the end bubble, the real estate was a major loser extending to more than 80 percent of inflated rates. Consequently, more the prices of the stock declined by close to 70 percent. At this phase, there are new valuation measures as well as metrics that are touted in a bid to justify the relentless increase in the asset price (Slepov et al. 2019).
The fourth step is profit making. At this stage the smart investors are heading to the warning signs and are selling the options while the\y take the profits. Although, it is difficult to determine the exact time when the bubble would burst hence may cause tremendous effects on an individual’s financial health status since the markets are uncertain can stay irrational for a long period compared to when an individual can last while insolvent (Taskinsoy, 2019).  
Panic is the last stage in an asset bubble process. During this phase, the assets prices tend to take a reverse gear at the same rate in which the assets ascended. The investors as well as the speculators at this stage face margin calls and want to liquidate their investments at any value. At this stage, the supply of the assets exceeds the demand hence the asset prices decline rapidly. In 2008, the housing prices fell by 15 percent in 2008 in the last three months. 
Financial contagion and asset bubbles
The financial contagion implies to the spread of economic crisis especially on the downward slide from a given country to another or one region to another. For instance, the negative events in one market industry as well as country affects the market in other countries and regions (Hommes and Vroegop 2019). In 2007, the financial challenges experienced in the united states were spread to other industries very fast and by the close of 2008, they had become a global financial crisis. An asset bubble and financial contagion are likely to cause the global financial crisis since they tend to disturb the economic stabilities of the countries (Hu and Oxley, 2018).
Banking crisis and recessions
A banking crisis takes place in the event when there are widespread bank runs that is caused by unusually huge deposit withdrawals by numerous clients. Such an occurrence is due to lack of trust by the bank’s customers. 
The banking crisis in Ireland began in 2008 and occurred as a result of combination of macroeconomic developments such as the risky bank practices as well as the unsustainable fiscal policies. The Ireland banking crisis was as a result of the inadequate risk management practices of the banking sector while the Ireland financial regulator failed to offer adequate supervisory resulting to the financial crisis (Wegman et al. 2017).
Recession is defined as a slowdown in the country’s economic activities. It occurs when a relatively high fall in the household and government expenditure declines results to the recession. The recession in most cases may come in some quarters hence affecting the country’s economic growth. During recession, business experience less demand in their services as well as goods and lose monetary instruments. Consequently, the companies begin to adopt mechanisms that assist them costs to avoid increased losses. Therefore, they begin laying off their human resources hence increasing the country’s unemployment rates. Ireland was rendered uncompetitive due to the 2008 economic downturn, property bubble in early 2000s and the series of the banking scandals that the country experienced. Emigration further escalated the Ireland’s economic recessions to extremely higher levels never experienced in the country before (Roy and Kemme 2020).
The government have a critical role to play to avert the banking crisis in the country. The government is mandated to utilize the crisis to make adjustments that rectify the structural weaknesses present into the economy including regulating the investments as well as skills development. The Keynesians agree that during recessions some firms would go under while some jobs will be lost. However, they suggest that the government must strive to support the demand since a sharp fall in demand would likely eliminate the inefficient firms hence hurting the capacity permanent. Therefore, an increased government spending through borrowings will aid in increasing the demand for the goods as well as services hence assisting the firms and some sectors not go under (Kunieda, and Shibata 2016).  
The Keynesians allude that in the event an economic recession takes place, most people stop spending as well as declined consumption. Therefore, the economy experiences a higher capability to produce surplus goods and services hence the need to boosts their demand. To stabilize the economy, the government need to adopt the monetary as well as the fiscal policies and adequate regulations of the financial sector. 
Shadow banking
The shadow banking implies to the group of the financial intermediaries that offer credit facilities worldwide but the members are off the hook of the regulatory oversight. The shadow banking is made up pf the lenders, brokers as well as other credit intermediaries but are outside the traditional regulated banking system. These institutions are not subjected to risk, capital and liquidity restrictions as the traditional banks in the country (González-Pernía et al. 2018).
The shadow banking system played a significant role in the housing credit as the 2008 global financial crisis took place. However, the shadow banking has increased over the time in size while evading the government oversight. The primary reasons are because the financial institutions unlike the traditional banks, they do not accept the customer deposits. Majority of the shadow banking institutions were involved in lending which resulted in the boom of the housing financing prior to financial crisis in the 2008. 
The shadow credit undertakes a fundamental role in the country’s economy since they meet the demand for increasingly credit facilities. The 2008 financial crisis would not have been easily mitigated in the country if the shadow banking did not exist.  Some economists may allude that although the shadow banking can result to economic efficiency, their operation outside the traditional banking restrictions is a major concern in regard to the systematic risk that could be posed to the financial system.  
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