
          International Journal of Scientific Research in Engineering and Management (IJSREM) 
                          Volume: 09 Issue: 05 | May - 2025                              SJIF Rating: 8.586                                          ISSN: 2582-3930                                                                                                                                               

  

© 2025, IJSREM      | www.ijsrem.com                                                                                                                            |        Page 1 
 

The Impact of Stock Market Booms and Crashes on Financial Institutions 

and Ordinary People 

 

Authors: AkashKesarwani1,AshuvendraTripathi2, Bhavya Srivastava3, Harsh Srivastava4 

Bachelor of Business Administration(BBA) 

4th Semester 

Institution: United University Prayagraj, Rawatpur, Jhalwa 211012 

 

 

Abstract 

The stock market significantly impacts the financial health of institutions and individuals alike. This research 

investigates how stock market booms and crashes affect financial institutions such as banks, investment firms, and 

insurance companies, alongside the ordinary people who rely on them. Through an examination of historical financial 

crises like the 1929 Wall Street Crash, the 2008 Financial Crisis, and the COVID-19 market crash, it is evident that 

institutions often receive government aid for recovery, while individuals endure prolonged hardships. This paper 

emphasizes the necessity of robust financial regulations, stronger social safety nets, and enhanced public financial 

education to create a resilient and equitable economic system. 
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Introduction 

Stock markets serve as a vital indicator of a nation's economic strength. Booms are generally associated with growth and 

optimism, while crashes signal economic hardship. However, the impact of market volatility stretches beyond trading 

floors, influencing financial institutions' stability and ordinary individuals' livelihoods. 

Financial institutions, including banks, investment firms, and insurance companies, are heavily affected by fluctuations 

in market prices, while ordinary individuals often face severe setbacks, such as unemployment and depletion of savings. 

Understanding these differential impacts is crucial for policymakers and economic stakeholders aiming to build a 

resilient economic framework. 

 

Objectives 

 

To examine the impact of stock market booms and crashes on the stability of financial institutions. 

To investigate the financial and psychological effects on ordinary individuals. 

To analyze patterns observed during major historical financial crises. 
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To propose policy measures to mitigate negative outcomes of stock market fluctuations. 

 

Literature Review 

 

1. Stock Market Behavior and Economic Health 

The relationship between stock markets and the broader economy is well-documented. Kindleberger (1978) explained 

the cyclical nature of financial booms and busts, while Minsky (1986) emphasized that prolonged stability could 

ironically sow the seeds of future instability. 

 

2. Historical Crises 

The 1929 Wall Street Crash, the 2008 Financial Crisis, and the COVID-19 market crash illustrate how interconnected 

stock markets are with economic stability. Research by Reinhart and Rogoff (2009) highlighted that periods of rapid 

asset growth often precede banking collapses. 

 

3. Institutional vs. Individual Impact 

Financial institutions often survive crises through government bailouts due to systemic importance. In contrast, 

individuals suffer direct consequences like unemployment, loss of assets, and psychological stress. 

 

4. Need for Regulation 

Without effective regulatory measures, financial institutions may engage in high-risk behaviors that can destabilize 

markets. Policies promoting financial education and stronger consumer protection laws are crucial. 

 

Methodology 

 

1.Research Design 

 

A qualitative approach based on secondary data analysis was used. Historical data from case studies of major financial 

crises were reviewed. 

 

2.Data Collection 

 

Sources included: 

Academic journals 

Government reports 

Financial statements of institutions 

Case studies on the 1929 crash, the 2008 crisis, and the 2020 COVID-19 market crash 
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3.Analysis Method 

 

The experiences of institutions and individuals during different crises were compared, and patterns were synthesized to 

formulate recommendations. 

 

Limitations 

 

Secondary Data Reliance: The study relies on previously published data, which may contain biases. 

Scope Constraints: Focuses mainly on the U.S. and global events; localized crises are not analyzed. 

Generalization Limitations: Findings may not apply universally to all financial systems or cultures. 

 

Result 

 

1. Institutional Survival through Bailouts: 

Large institutions often recover with government assistance (e.g., JPMorgan Chase in 2008). 

2. Severe Impact on Individuals: 

$13 trillion loss in household net worth in the U.S. during 2008. 

Foreclosures and high unemployment rates. 

3. Widening Inequality: 

Recovery processes often benefit the wealthy first, exacerbating income and wealth inequality. 

4. Need for Policy Reforms: 

Regulatory oversight, consumer protections, and financial education are key to mitigating future crises. 

 

Discussion 

The asymmetric outcomes between institutions and individuals during financial crises highlight systemic inequalities. 

While financial institutions often receive immediate aid to prevent broader economic collapse, individuals bear the 

prolonged burden without sufficient safety nets. 

 

Strategies to improve resilience include: 

Strengthening financial regulations. 

Expanding social safety nets like unemployment insurance. 

Implementing mandatory financial literacy programs in education systems. 
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Building a robust economy requires recognizing the vulnerabilities of ordinary citizens and structuring economic 

policies that prioritize inclusivity and stability. 

 

Conclusion 

Stock market booms and crashes significantly impact financial institutions and ordinary people, but in deeply unequal 

ways. Institutions often recover swiftly with external support, while individuals face extended periods of hardship. 

Future stability depends on proactive regulation, institutional accountability, and enhancing individual financial 

resilience through education and policy reform. 
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