Index

AAA mortgage securities, 42—43
AARP, 44,205
Adjustable-rate mortgages, 47
Africa, 176
AlG, 6,121-122,129
Allocation of household resources,
59—-60
Alt A mortgages, 47
American Bankers Association,
5,43
American Medical Association, 44
Appraisals, real estate, 41, 136
Approval ratings of U.S., 79
Asian meltdown, 8
Assets:
bonds, 169-171
commodities, 172—174
common stocks, 166—169
financial and real, decline in
value of, 8283
mortgage, investment in, 32

sale of, to deleverage, 154
Auction rate securities, 132—133
Australia, 109, 175
Automobile industry, 144-145

Baby boomers:
collective action and, 225
consumption lifestyle of,
209211
deleveraging of, 154
economic output of, 152—153
failures of, 225-226
health costs of, 156
retirement of, 9, 91, 152, 153, 157
wealth of, 223
Bailout plan:
alternative to, 189
congressional action on, 204
deficiencies of, 149-150,
182-188
public opinion on, 193—194

247



INDEX

Bankruptcy:
banks at risk of, 97, 189-190
capitalism and, 150
CDSs and, 191
countries at risk of, 179
local governments at risk of, 139
small businesses at risk of, 146
Banks:
CDOs and, 48—49
failure of, to constrain home
buyers, 31
Glass-Steagall Act and, 204
investment and commercial,
132-133, 202-203
investor reliance on, 32
lending by, 36, 57-58, 142-146, 149
leveraging of, 185—187
as long-lived asset industries,
32-34
losses of, 93-98, 99, 105—-108,
182—-185
mortgages and, 41-42
regional, 97-98
regulation of, 198-199
student loans and, 143
Bear Stearns, 129, 187, 190-191
Bernanke, Ben, 194
Bonds, 166-167, 169—171
Brazil, 104, 176-177
BRIC economies, 104,
176177
Brokaw, Tom, 208
Budget deficit of federal
government, 77-78
Bush, George W., 40, 79, 80, 194
Buy-and-hold strategy, 163—-164

Campaign contributions:
constraints on, 219

deregulation and, 43, 203-204
effect of, 84
hedge funds and, 128
incumbents and, 205-206
return on investment in, 4-5
Canada, 112-113
Capitalism:
bankruptcy and, 150
CDS market and, 201-202
constraints on power of, 219
cooperative spirit and, 219-220
credit and, 149
management and, 32-33
rule of law and, 67, 40
trust and, 101-102
wealth creation and distribution
under, 218-219
Carbon pollution, 83-84
Cash, holding, 165, 166
CDOs (Collateralized Debt
Obligations), 48—49
CDS, see Credit default swap (CDS)
market
Cheney, Dick, 40
China:
demographics of, 157
economic growth in, 104
exports from, 113115
investing in, 177-179
labor in, 210
military of, 163
stock market of, 116
Citibank, 94, 185-186
Citizens, culpability of, 207-208
Clinton, Bill, 80
Collateralized Debt Obligations
(CDOs), 48—49
Collective action problems,
214-215,216-218, 225

248



Index

The Coming Crash in the Housing
Market (Talbott), 27, 58, 108

Commercial banks, see Banks

Commercial real estate, 183—184

Commodity purchases, 172—174

Community Reinvestment Act
(CRA), 25-26

Congress, 3—4, 204. See also
Campaign contributions;
Lobbying

Construction cost argument, 22

Construction industry, 89-90, 91-92

Construction loans, 97, 184
Consumer loans, 142-145
Consumption:

in Europe, 103—-104

lifestyle dedicated to, 61, 80, 82,

176,209-211
primary residences as, 6061,
155-156
shift to savings from, 158-159
Contagion:

Asian meltdown and, 8
definitions of, 1
in global economy, 105-106,
115-116
Cooperative action, 220-222
Corporate bonds, 170-171
Corporate loans, 145-146, 184
Corruption in U.S. government, 7,
159-160, 164, 194
Counterparty risk, 128—130, 200
Credit card lending, 143
Credit default swap (CDS) market:
AIG and, 121-122
bailout plan and, 190-192
global economy and, 117-118
hedge funds and, 120-121,
122-123

J.PMorgan and, 122

market in, 119-120

reform of, 200-202

size of, 6

as unregulated, 128-129
Cuomo, Andrew, 133
Currency movements, 115

Debt, total U.S., 74, 81, 193
Debt community, 190
Debt markets, 189
Debt securities, short-term, 171
Decoupling argument,
104-105
Defaults on mortgages:
housing prices and, 62—63
income and, 63—65
rates of, 25-26, 37
risk of, 35-36
subprime, 47
See also Foreclosures
Defensive stocks, 168—169
Deleveraging:
of baby boomers, 154
banks and, 95
as needed, 193
See also Leverage
Democracy, liberal representative,
216-217
Deregulation of financial industry:
abroad, 6
campaign contributions and, 43,
203204
as cause of crisis, 196
Congress and, 3—4
Greenspan and, 40
leverage and, 5—6
Third World and, 6—7
as wrong kind, 84-85

249



INDEX

Derivatives market:
counterparty risk and,
128-130, 200
overview of, 118—-119
size of, 117-118
as unregulated, 128-129
See also Credit default swap
(CDS) market
Diversification theory, 59
Dollar, weakness of, 82
Down payment on home purchase,
197-198
Downturns, as cyclical, 71-72,
93,98
Dublin, Ireland, 109

Easterbrook, Gregg, 223-224
Economic growth, 79-81, 148—149.
See also GDP
Economic output:
baby boomers and, 152—-153
housing price declines and,
88-89
of immigrants, 160-161
of younger generations, 159,
161-162
Economic theory, and rational
action, 213-214, 224-225
Economy:
bank losses, impact of on, 93-98
explanation of lack of immediate
deterioration of, 98—100
health of, 72-74
housing price declines, impact of
on, 23, 89-92
stimulus package for, 106
See also Global economy;
Housing market
Edison Electric Institute, 44

Educational system:
public, 83, 133-136
resources of, 159-160
Efficient market theory, and hedge
funds, 124
Emerging markets, 176
England, see United Kingdom
Equity, and older mortgages, 62—63
Equity markets, 167-168, 189
Ethical action, need for, 211-213
Ethics of home buyers, 37-38
Europe, 103-104, 105-107, 175. See
also specific countries
European Central Bank, 106
Exotic mortgages, 4748, 51
Exports, and global economy,
113-115

Fannie Mae/Freddie Mac:
accounting at, 50-51
bailout of, 49—50, 187—188
campaign contributions from,

5,43
derivatives market and, 129
high debt leverage of, 3—4
housing boom and, 27
implied government guarantee
and, 2627
interest on debt of, 126
liabilities of, 75
loss exposure of, 51-52
supervision of, 5-6
FDIC, 77, 187
Feedback loop in recession,
100-101

Financial crisis:
car wreck analogy, 181-182
causes of, 195-196, 206,

207-208, 226

250



Index

effects of, 46, 202—203
experts, as wrong about, 71-72
health of economy and, 72-74
short-term solution to, 202, 203
size of, 45
uniqueness of, 165-166
Fitch, 42,196
Fixed coastline debate, 20-21
Floating rate mortgages, 110
Food sector, 168—169
Foreclosures, 35-37, 62—63,
154—155. See also Defaults on
mortgages
Foreign aid/foreign policy, 210
401(k) retirement plans, 147
Freddie Mac, see Fannie Mae/
Freddie Mac
Free cash flow, and housing prices, 16
Free market economics, 40,
213-214,215,218
Friedman, Milton, 18, 101, 107, 224

GDP (gross domestic product),
79-81,100, 157
General Motors, 144
Germany, 107, 113
Glaeser, Edward, 23—24
Glasser, Barry, 221
Glass-Steagall Act, 41-42, 204
Global economy:
bank losses and, 105—108
competitive market and, 222
competitiveness of U.S. in,
143—144
contagion in, 105-106, 115-116
currency movements and, 115
decoupling argument, 104-105
derivatives market and, 117-118
Europe in, 103-104

exports and, 113-115
forecasts for, 162—163
free-market economics and, 218
housing markets and, 108-113
recession and, 107—108
Global warming, 83, 163, 211
GMAC, 144
Gold, 173
Goldman Sachs, 200
Government:
auction rate securities and,
132-133
as corrupt, 7, 159-160, 164, 194
foreign, losses of, 105-106
free-market economics and, 215
investment in, 140
liabilities of, 74—77
money spent by, 78-79
nationalization of industries by,
202
operating budget deficit of, 77-78
problem solving and, 211-212
property taxes and, 133—-136
reform of, 203-206
retiree expenses of, 136—139
service cutbacks by, 139-140
state and local, losses of, 131-134
stimulation plans, 101
Government regulation argument,
23-27
Great Depression, 101, 165-166
“The Greatest Generation,”
208-209
Greed, 2, 220222
Greenspan, Alan, 40, 93, 195
Gross domestic product (GDP),
79-81,100, 157
Growth rates, and savings rates, 159
Gyourko, Joseph, 2324

251



INDEX

Halliburton, 79
Happiness, and wealth, 222-225
Health care costs of aging
population, 156—157
Health care sector, 168
Hedge funds:
CDSs and, 120-121, 122-123
efficient market theory and, 124
insurance offered by, 125-126
investing in, 174-175
returns on, 124—125
as secretive and non-reporting, 6,
123,125, 199200
as unregulated, 126128
Home builders, 13, 89—90, 91-92
Home buyers, 29-31, 37-39,
99-100
Home Depot, 92
Housing market:
boom and collapse of, 2-3,
11-12, 29, 45-46, 195-196
in Canada, 112-113
correction in, 22-23
diversification and, 59
in Europe, 116
in foreign countries,
108-113
investing in, 172
losses 1n, 9, 53
myths of causes of boom in,
19-27
reform in, 197-198
tax shields and, 17—18
See also Defaults on mortgages;
Foreclosures
Housing prices:
appreciation of, 108—109
bottom of, 56-58

correction in, 8

decline in, 55-56, 65—67, 83,
87-88

forecast for, 151

foreclosures and, 62—63

income and, 14-16, 68

in 1997, 67—68

real appreciation in, 12, 17

reasonableness of, 57—58

rental costs and, 17

replacement value and, 12-14,
58, 69

Immigration, and economic output,
160-161

Immigration argument, 21-22
Income:

disparity in, 159-160

housing prices relative to,

14-16, 68

mortgage brokers and, 41
India, 104, 113, 157,162, 177
IndyMac, 52
Inflation:

in Europe, 111

as higher taxes, 107

losses in assets and, 55

Reagan and, 18

risk of foreclosure and, 35-36

weakening dollar and, 82
Insecurity, personal, 221-222
Insider trading, 125, 127
Insurance market, and CDSs, 120
Interest rates:

in Europe, 110-111

level of, 82

nominal and real, 19, 35
Investment:

in European countries, 175-176

high-risk, 174-175

252



rating agencies and, 42—43
residential real estate as, 60,
155-156, 172
See also Assets
Investment banks, 132—133,
202-203
Iraq, invasion of, 79
Ireland:
economy of, 109-110
home prices in, 111-112,
116,175

Japan, 95-96, 107-108, 157
J.PMorgan, 122, 189-190

Land scarcity argument, 2021
Lehman Brothers, 121
Lending:
housing prices and, 36, 57-58
pull back in, 142-146, 149
Leverage:
banks and, 93-95, 198—199
hedge funds and, 125
See also Deleveraging
Liabilities of federal government,
74-77
Libertarian view, 215
Liquidity, 166, 182—185
Lobbying:
constraints on, 219
deregulation and, 203—-204
effect of, 84
as obstacle to solving problems,
205
reform and, 5, 9-10, 44
views of, 43—44
London, England, 109
Long-lived asset industries,
32-34

Index

Long-tail events, 126
Lowe’s, 92

Madrid, Spain, 109
Main Street, Wall Street and,
141-142,146-147, 149-150
Management:
capitalism and, 32-33
power shift to, 14-15
Markets:
debt, 189
emerging, 176
equity, 167-168, 189
insurance, 120
manipulation of, 125, 127
mortgage pass-through, 31
problem solving and, 211-212
See also Credit default swap
(CDS) market; Derivatives
market; Housing market;
Stock market
Marx, Karl, 7
McCain, John, 4
Medicare, 74,76, 78, 156—157
MGIC, 48
Milan, Italy, 109
Money market instruments,
132-133
Moody’s, 42,196
Moral action, 217
Moral hazard, 188
Morgan Stanley, 49-50
Mortgage assets, investment in, 32
Mortgage Bankers Association,
5,43
Mortgage brokerage firms, 91
Mortgage brokers, and income
reporting, 41
Mortgage debt, 16

253



INDEX

Mortgage interest deduction,
17-18
Mortgage interest rates, 19
Mortgage lenders, 31, 34
Mortgages:
adjustable-rate, 47
exotic, 47-48, 51
floating rate, 110
pull back in lending and,
142
restructuring, 65
subprime, 46—47
in UK., 110
underwater, 37, 62—64, 142
See also Defaults on mortgages
Municipal bonds, 169-170

National Association of Realtors, 5,
20,43

New Zealand, 175

Nigeria, 104, 176

NINJA loans, 47

Nominal interest rates, 19, 35

Palin, Sarah, 194
Paris, France, 109
Paulson, Henry (Hank):
bailout plan of, 149-150, 182,
187,188,191, 194
debt community and, 190
Main Street and, 141
Pension Benefit Guarantee
Corporation, 148
Pension plans, 147-148
Pessimism, criticism of, 69—70
Pharmaceutical Research and
Manufacturers of America, 44
PMI Group, 48
Ponzi schemes, 38—39

PPP (purchasing power parity),
113-114

Prisoner’s paradox, 171

Private equity firms, 174

Private mortgage insurance
companies, 48

Privatization, 78

Property taxes, 133-136

Public education system, 83,
133-136

Public sector workers, 137

Purchasing power parity (PPP),
113-114

Radian Group, 48
Rajan, Raghuram G., 7
Rand, Ayn, 40
Rating agencies, 32, 42—43, 196
Rational action:
economic theory and, 213214,
224-225
by home buyers, 29-31
Reagan, Ronald, 18
Real estate agents, 40—41, 91
Real interest rates, 19, 35
Recession:
bank losses and, 9398, 99
in Europe, 106, 108
teedback loop in, 100-101
forecasts for, 8, 88, 100, 151-152,
192-193, 194
global, 107-108
Reform:
of bank regulation, 198-199
of CDS market, 200202
of government, 203—206
in housing market, 197-198
lobbying and, 5, 9-10, 44
at local level, 197

254



Index

Regional banks, 97-98
Regulation, importance of, 215. See
also Deregulation of financial
industry
Regulation argument, 23-24
Religious fundamentalism, 85
R enovation businesses, 92
Rental costs, 17
Replacement value of home,
12-14, 58, 69
Reporting, need for, 199-200
ResCap, 144
Restructuring mortgages, 65
Retiree expenses, 136—-139
Retirement:
of baby boomers, 9,91, 152,
153,157
pension plans and, 147-148
See also Medicare; Social Security
Risk:
of bankruptcy, 97, 139, 146, 179,
189-190
counterparty, 128—-130, 200
of defaults and foreclosures,
35-36
valuing of, 200201
Rule of law, and capitalism, 67, 40
Russia, 104, 163,177

Savings rate, 81, 148-149, 158-159

Scarcity of land argument, 20-21

Schumer, Charles, 5

Self-regulation, 7

Sell Now! The End of the Housing
Bubble (Talbott), 65, 108

Shareholders, power shift to, 14-15

Shiller, Robert, 17

Skill levels, and wages, 14

Small businesses, 146

Socialism, and derivatives market,
129-130
Social Security, 74, 75-76, 78,
156-157
Societal values, higher order,
215-217
Spain, 175
Standard & Poor’s, 42, 196
Status seeking, 39, 220, 221
Stimulus package, economic, 106
Stockholm, Sweden, 109
Stock market:
buy-and-hold strategy and,
163-164
forecasts for, 164
retirement and pension plans
and, 147-148
Stocks, common, 166—169
Student loan industry, 143—144
Subprime mortgages, 46—47
Sydney, Australia, 109

Taxes:
inflation and, 107
property, 133-136
state and local, 138—139
Tax shield, purchase of, 17-18
Technology sector, 97, 168,
221-222
Third World, effects of economic
crisis on, 162—163
Trade agreements, 163
Trade deficit, 82
Transparency, need for, 199-200
Treasury bonds, 170
Treasury Inflation-Protected
Securities (TIPS), 171-172,
173
Trust, and capitalism, 101-102

255



INDEX

Underwater mortgages, 37, 62—64, Main Street and, 141-142,
142 146-147, 149-150
Unemployment rate, 100, 146147 mortgage pass-through market
Unions, 14-15, 107, 137 of, 31
United Kingdom: Paulson and, 190
home prices in, 111-112, 116,175  War, costs of, 84
mortgages in, 110 Washington Mutual, 189-190
recession in, 107 Wealth, and happiness,
222-225
Venture capital, 174 Wealth effect, 88, 89,93
Where America Went Wrong (Talbott),
Wall Street: 219
campaign contributions from, Will, George, 224
4-5
changes in, 2 Zingales, Luigi, 7

256















