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Side 1- The Set-Up

1. Steady Rise in 2. Sound
U.S. Home > Investment
Values Idea

7. U.S. Govt. Promotes Home
Ownership (Fannie Mae and
Freddie Mac)

¥

4. East Asian
Savings
Increase

3. East Asian =
Financial Crisis

6. U.S. Interest
Rate Lowered
(Gas Pedal)

5.2001 U.S. —>|
Recession

10. Changes in
9. Pooling of }=>» Mortgage

11. Major Cause #1:
Very Big U.S. Housing Bubble,
And It Involves A Lot of
Subprime Borrowers
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8. Limited Rental Stock,
Ownership Culture, and
Ownership-Oriented
Govt. Policy

15. Glass-Stiegel Repeal (The
Wall Between Investment
Banking and Commercial is
Pulled Down)

¥ ¥

12. Effects:

1) Home Prices Rise,
2) Bigger Loan Base,
3) Lots of Bad
Mortgages,

4) People Tied to
Houses,

5) Speculation Starts,
Exacerbating the
Bubble.

Note: Similar housing
bubbles, albeit for
somewhat different
reasons, are also
occurring in a number
of other Western
countries at this time
as well.

Debt Scrutiny,
NINJA Loans
13. CDO, 14. Finapcial
Tranches, + Regulations
aka. Loosened
Financial
Gilding
17. Institutional
16. Investors and
AIG/Other > Big Banks
Fmgngal Increase Their
Institutions Stakes In
Create Housing Assets
Insurance for and They
investment Leverage Up
assets (CDS)

20. Major Cause #2: Credit
Default Swaps (CDS) Spread
Risk Contagion Everywhere
While Also Encouraging Riskier
Investment Behavior.

T

18. Wall St. Street Pay
Structure/Outlook

19. Credit Rating Agencies
Asleep at the Wheel Due, In No
Small Part, to Conflicts of
Interest Between Them and The
Financial Industry

21. Effects:
1) Excessive
Leverage,

2) Systemic Risk.
Basically All the
Major Financial
Institutions Were

Making Giant Shaky
Bets Based on
Certain Given

Assumptions and

They All Got Tied

Together
Financially.
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Side 2- The Crisis Timeline

Stage 1: 2007-Summer 2008 (Rumblings, Early Recession, and Fear)

22. Housing Prices | ] 23. Increase in Defaults and | o 24. Initial Fall of N
Start to Fall Underwater Mortgages Most Leveraged 25. Increasingly
Investors Clear These
Assets Are No
' ' Good (Toxic)
28. Undprlymg Fundamentals [e 27 Bears Stearns €= 26. First Market <
Continue to Worsen and Forced to Be Sold Rumblings-
Markets Get Very Nervous Northern Rock
Stage 2: Autumn 2008 (Crisis, Panic, and Bailout)
29 Fannie Mae 31. AIG Has to 32. Credit Markgts 33. Finan@al 34 US. Govt.
and Freddie Mac Be Taken Over. Freeze. No One is System is Bails Out Bi
L —> All the Big —>) Lending to —> Basically —> e
Nationalized . Banks. This
Banks Now Anyone. Having A P ts a Full
Have Major Otherwise Healthy Heart Attack. Or e\]/;:n >arui
Problems and Banks and The Entire nB e;pg:sswn,
30. Lehman > Confidence > Otherwise Healthy Economy is ut Huge
: , Damage Has
Brothers Goes Between Banks Businesses Can’t On the Verge Still Been D
Bankrupt is Shattered. Get Loans. of Collapse. tH been Lone.
35. Effects: 1) Businesses Still Struggling to Get Loans, 2) Massive Layoffs, Less Spending, and Thus Recession,
3) Foreclosures Increase, 4) Contagion Spreads to Other Countries, Financially and in the Broader Economy, i.e.
Global Recession, 5) The Politics of The Bailout- It Worked But Felt Unfair, and 6) Tax Revenues Plummet

Stage 3: Stabilization, The Great Recession, and a Sluggish Recovery (Starts Late 2008, Goes Through 2014)

36. National Governments and Int.
Institutions Like the WTO and IMF
Bailed Out Banks, Prevented
1930s-Style Tariffs and Instituted
Three Big Gas Pedals: Stimulus,
Low Interest Rates, and
Quantitative Easing

37. But Stimuli Should
Have Been Bigger, Int.
Coordination Should
Have Been More
Robust, Austerity in
Europe and the U.S.
Didn’t Help At All.

38. The World Has Its Worst
Recession Since the 1930s. Europe
Has a Rolling Debt Crisis. Areas
and People Already Struggling
Economically Get Hit Hardest.
Recovery is Sluggish and Uneven.
Bank CEOs Seem to Be Fine.

Stage 4: Fallout

39. Govts. Policies Were Helpful
But There Was Still Very Real
Pain. “It Would Have Been
Worse if Not For Us” Might Be
True, But It’s Not Persuasive.
Belief in Government and the
Status Quo Plummet.

41. Many People Have Lost Their Jobs,
Their Homes, and/or Their Retirement
Savings. People Are Furious. You Can

Draw A Direct Line From The Recession

to Both The Tea Party on the Right and
Occupy Wall Street on The Left. The
Same is True in Europe.
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42. Belief in
Globalization,
Already Flimsy, Is
Dealt A Hammer
Blow. This Has Big

Implications for Trade

and Immigration.
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