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Introduction
	Mortgage loans have been in existence in the United States for a long time. Before the great depression, the single family mortgage was available to a family only or a short time,5-10years(Green and Wachter 6). Then loans were given to individuals that had the ability to pay the money without struggle. However, inn 1999 the federal government lowered the loan interest rates , banks especially the private banks extended to give these loans to high-risk customers. Banks offered subprime loans to customers(Bakhtani 7). The banks kept high interest to customers with expectation of getting much refund from these customers. Subprime loans increased the housing demand in the United States. The ownership increased from64% in 1994 to 69.2 % in 2004. The housing demand fueled the increase of houses and therefore increased in their prices. The housing value increased to 124 between 1997 and 2006(Shirai). However, this stapled to housing crisis that lasted form late 2007 to early 2008.  The crisis did not only affect United States as a country but also affected Europe as well. During the crisis the central banks and the Governments of USA and that of Europe intervened to preclude the separate financial institution.   This paper through literature analysis will reports on how subprime loans/mortigage  caused the housing crisis, the effects and to propose possible solution to such an event in the future.
Literature
It is widely agreed that the housing crisis or the mortgage crisis as caused by the credit boom and the housing bubble.  However, it is not clear on how the financial institutions suffered the financial losses. In many research, authors have emphasized on the contribution of both the private sector and the government organization to the subprime loans. End of house price in USA led prolonged period of period of expansion. According to Moran (6) the direct cause of the 2008 financial crisis was directly caused by a direct increasing and subsequent decline of hosing prices. Together with the poor lending activities and the above factors lead to loss of mortgages, and mortgage related instruments.   Additionally, the housing bubble was as a result of development of financial innovation over the past three decades(Amadeo 8). Subprime lending was boosted by highly increasing prices of house. Financial institutions were confident of getting their money back on sales of houses. The housing prices kept a constant increase and all these problems were kept hidden and could not be realized quickly by any lending institution(Shirai). 
	The increasing housing prices gave borrowers in financial trouble the hope of selling their houses prematurely and pay back their loan prematurely. However, in the year 2006 the housing prices started rising and falling and things started hanging for financial institutions and the borrowers. Bursting of the housing bubble happened following years of appreciating house prices and imprudent crediting habits(Amade 13). Increased interest rates and decreased housed left straining borrowers with no choice but to default as the housing equity was no longer feasible.   Loan defaulting in many customers left many banks and financial institution balance sheets with capital holes which spilled over to the global economy. 
 Researches and other interested part is in the topic have presented different factors that might have contributed to the financial crisis. The causes outlined by researchers can be categorized into three subtopics. The problems directly related to the subprime lending practices, causes related to prime loan securitization and causes related to the financial institution ability and the public ability to access the systematic risks. According to the research done, the housing crises stretched back to another boom and burst of the tech bubble of the late 1990s. However, in the 1990 and 2000 dot com bubble, the federal government intervened by reducing the interest rates(Bakhtani).  The lower interest rates and decreased interest rates made mortgage payment cheaper and increased demands for homes, which resulted into considerable increase of their prizes and investors were encouraged to pour money in the US mortgage sector, creating a housing bubble.  With the increased demand for housing, the quality of mortgages decreased. This led to the Federal Reserve raising the interest rate to 5.25% and the housing bubble begun to deflate and in 200.  The development had developed in to a financial crisis.  According to (Amadeo, 14) if the federal reserve had not increased the interest rates the crises would have been avoided. The Federal Reserve should not have dropped the interest and then raised them at once.  
Independent monetary policy also had a role to play in the prime loan  housing crisis. The monetary policy was accompanied by foreign investors who led to increased domestic consumption.  Many foreign investors, especially from Asia, were attracted to the housing investments which led to the continued expansion of the sector. Additionally, some authors relate the subprime crisis to financial market innovations. They claim that financial market innovation s have led to increased subprime borrowing. According to them many of the previously underserved individuals wanted to take advantage of the opportunity. The sub prime borrowers were eager to use the opportunity to secure houses while on the other hand, investors were eager to make profits from the promising markets. Also, though the mortgage lenders are faced with complex procedure to follow, only a few of the rules are applied on subprime loans. 
Also, the expanding volumes of house ownership and growth of housing market led to the financial and housing crises. Many homebuyers tool took loans asured that the continued increase in prices of the houses would help them pay the banks back. Additionally, even the prime borrowers with a good credit history took subprime loans to purchase homes. Also mortgage brokers were just concerned with their real estate business but paid no attention of the ability of the borrowers to pay back the loan when due. However, with many people having taken loan at low interest rates when the interest rates were increased and house prices dropped, it became difficult for the borrowers to repay their loans.  When the housing appreciation begun to slowdown, the consequences of the poor lending begun manifesting. Some of the sub-prime  borrowers started defaulting as the mortgage rates were higher and the housing price was below the value they took the loan.  For example in April2007, New Century Financial Corp, a leading subprime lender filed for bankruptcy. Also, technology innovation had led to increased mortgage loan(Green and Wachter)s. Technology would made credit worthiness easy to determine. Therefore, many people are able to access these loans easily. Also, economists claim that borrowers played a major role in the crisis. Borrowers took loans that they were unable to pay back. 
Additionally, the private sector also played an essential role in financial crises. According to Swift (1),84% of the subprime loans were issued by private sectors. Approximately 83% of the loans were issued to high-risk, low and moderate borrowers. He also claims that the mangers were sorting new ways to make money(Green and Wachter 8). The low rates proposed by the government meant that the Managers could no longer get descent incomes. Therefore, they get payments from the fix securities of the loan. They therefore were encouraged to give prime loans in order to get better rewards. Besides, the credit agencies also allowed financial institutions to give subprime loans. The credit rating agencies such as Moody’s, S&P and Fitch had rated the securities and claim that they were safe for the United States Treasurys, Therefore, other financial institutions  felt safe when using the prime loans. However, the managers failed to do their own research to verify the results given in order to determine the reliability of the information given by the rating agencies(Denning 8). Also the government overrode the anti-predatory state laws. 
The financial crisis brought about problems with respect to capital and financial markets. Banks and other financial institutions faced large losses that impaired their own capital. The decrease of credit worthiness of many banks due to defaulted payments led to sharp decline in transactions and interbank transactions and stock prices (Duca 7). Financial losses led to many central banks to lower their interest rates to historically low levels. Also many bank were force to recapitalize their banks to ensure continuity.  The crisis also led to reduced movement between the different countries, USA, Europe and Asia.  Housing crisis also brought about an increase in the American debts to $300 billion in 1st quarter of 2007(Bakhtani 6).  
Results and conclusion
Results
The sub-prime loans caused housing crises. The lowering of the loan interest in 1999 attracted many people in the field of real estate. Between this time and 2006 the housing prices appreciated steadly, a phenomenon that attracted many investors in the field. Additionally, the banks and other financial institutions continued to give people Sub-prime loans with the hope of getting the money back from borrowers. However, in 2006 the interest rates increased and they were not able to pay back the mortgage. There was financial crisis that affected the global economics. There are many factors that lead to financial crisis with the increase in interest rates and decrease in house prices being major factors.
Conclusion
Sub-prime loans are good and can be used by the financial institutions to high risk borrowers. However, if care is not taken the serious financial crisis can occur not only to individual banks but to a nation as hole. The sub-prime loans were the bases of 2008 housing crisis.
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