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The Economy: How did we REALLY get here?  Movie: “Inside Job” 

Before we begin, SEQCYD wants you to know that we take the same position as Theodore 

Roosevelt, “We are not attacking corporations, but endeavoring to do away with any evil in 

them. We are not hostile to them; we are merely determined that they shall be so handled 

as to subserve the public good. We draw the line against misconduct, not against wealth.”! 

Economy - The production, trade, and use of goods and services. The economy is the 

interaction between different actors, such as individuals, companies, and governments, in 

order to maximize the fulfillment of their needs through the use of scarce resources. The 

relationship between supply and demand is vitally important to how an economy operates, 

though economists disagree on exactly how. 

As you all know by now, we are in the worse financial crisis since the Great Depression.  Let’s 

explore what the term ‘depression’ actually means: 

Depression:  Period when excess aggregate supply overwhelms aggregate demand, resulting 

in falling prices, unemployment problems, and economic contraction.  

After the depression the government realized that we needed laws in place to ensure that this 

would never happen to us again. Those laws are called regulations. A regulation is a 

governmental order having the force of law; also called executive order. 

We are currently in a recession. A recession is a temporary depression in economic activity or 

activity. 

For the past 30 years, the regulations that were put into place to prevent our financial system 

from failing were DEREGULATED. Deregulations are laws and amendments that were passed 

by congress to UNDO the regulations - giving financial systems the ability to make decisions 

that made money for the banks and huge corporations at the expense of the people. This is 

how we REALLY got here.  Let us explain. 

In September 2008, the US investment bank Lehman Brothers’ bankruptcy and the collapsing 

of the largest insurance company, AIG, triggered a global financial crisis.  The result was a 
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global recession which cost the world tens of trillions of dollars rendered 30,000,000 people to 

be unemployed and doubled the national debt of the United States. 

This crisis was not an accident. It was caused by an out of control industry.  Here’s the history 

that lead to this crisis. 

Since the 1980’s, the rise of the US financial sector has lead to a series of financial crisis. Each 

crisis has caused more damage while the industry has made more and more money. 

After the Great Depression, the US had 40 years of economic growth without a single financial 

crisis. Financial industry was tightly regulated. Most regular banks were local businesses and 

they were prohibited from speculating with depositors savings. 

Speculating – to buy or sell securities properties, etc. in the hope of deriving capital gains 

(money). 

Investment banks, which handled stock and bond trading (speculating), were small private 

partnerships.  The traditional partners put the money up and watched the money carefully. 

They invested the money wisely. 

In the 1980’s, the financial industry exploded.  Investment banks went public; giving them 

huge amounts of stock holder’s money. People on Wall Street started getting rich.   

In 1981 President Ronald Reagan said, “The highest order of business before the nation is to 

restore our economic prosperity”. He appointed the former CEO of Merrill Lynch, Donald 

Regan as the Treasury Secretary. Mr. Regan said, “Wall Street and the president do see eye to 

eye”. Reagan, supported by the economist and financial lobbyist, started 30 years of 

deregulation. 

In 1982, the Reagan Administration deregulated savings and loans (S&L) companies allowing 

them to make risky investments with depositors’ money.   

By the end of the decade, 100’s of S&L companies had failed. This crisis cost tax payers 

$124,000,000,000.00 and cost many people their life’s savings. “It may be the biggest bank 

heist in history”, Tom Brokoft. 
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Thousands of S&L executives went to jail for looting their companies. One of the most extreme 

cases was Charles Keaton.  

In 1985, federal regulators investigated Keaton. He hired economist Alan Greenspan. 

Greenspan wrote a letter praising Keaton for his sound business plans and expertise. 

Greenspan said that he saw no risk in allowing Keaton to invest customers’ money. Keaton 

reportedly paid Greenspan $40,000.00.  Keaton went to prison shortly afterwards. President 

Reagan appointed Alan Greenspan to the President of America’s Central Bank – The Federal 

Reserve. 

Greenspan was reappointed by Presidents Clinton and GW Bush. Wow! 

During the Clinton Administration deregulation continued. Under Greenspan and Treasury 

Secretary Robert Rubin, the former CEO of Goldman Sachs and Larry Sommers a Harvard 

Economics Professor,  Wall Street became very powerful – having lots of money and lobbyist, 

they captured the political system.  

Lobbyist – someone is who is employed to persuade legislators to vote for legislation that 

favors the lobbyist’s employer.  ! 

In the late 1990’s, the financial sector has consolidated into a few giant firms. Each of them is 

so large that their failure could threaten the whole system. And eventually, they did! In 1998, 

Citicorp and Traveler’s merged forming Citigroup – the largest financial service corporation in 

the world. The merger violated the Glass Steagall Act. A law created after the Great 

Depression (passed by the 73rd congress 1933-1934); which prevented banks with customer’s 

deposits from engaging in risky investment banking activity. 

“It was illegal to acquire Traveler’s. Greenspan said nothing. The Federal Reserve gave them an 

exception for a year them they got the law passed”, Robert Gnaizda, Former Director of 

Greenling Institute. 

In 1999, at the urging of Sommers and Rubin, the congress passed the “Gramm-Leach-Bliley 

Act” – known to some as the Citigroup Relief Act. It over turned (deregulated) the Glass 

Steagall Act and paved the way for future mergers. 
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Investment banks, at the end of the 1990’s, failed creating a massive bubble by investing in 

internet stock which caused a crash in 2001 – which causes $5 trillion in investment losses.  

The federal agency The Securities and Exchange Commission (SEC) which was created after 

the Great Depression to regulate investment banking had done nothing. 

Bubble – A market phenomenon characterized by surges in asset prices to levels significantly 

above the fundamental value of that asset. Â Bubbles are often hard to detect in real time 

because there is disagreement over the fundamental value of the asset. ! 

 “In the absence of meaningful federal action and there has been none, and given the clear 

failure of self regulations; It has been necessary for others to step in and adopt the protections 

needed”, Elliot Spitzer New York Attorney General (at the time). 

As attorney general, Spitzer’s investigation revealed that the investment banks had promoted 

internet companies they knew would fail.  Stock analysts were being paid based on how much 

business they brought in and what they said publically was quite different from what they said 

privately. 

“The defense that was *given+ by investment banks wasn’t that “you’re wrong”; It was, 

“everyone is doing it, and everyone knows that it’s going on so no one should rely on these 

analysts anyway.”, Elliot Spitzer.  

In 2002, 10 investment banks settled the case and paid $1.4 Billion and promised to change 

their ways. Banks were fined billions, but didn’t’ have to admit any fraud. ! 

In the beginning of the 1990’s, deregulation and the advance of technology lead to an 

explosion of complex financial products called derivatives.  *Mathematicians, instead of using 

there skills on things like cold war solutions, used their skills in the financial market. 

Derivatives – In finance, a derivative is a financial instrument (or, more simply, an 

agreement between two parties) that has a value, based on the expected future price 

movements of the asset to which it is linked—called the underlying— such as a share or a 

currency. There are many kinds of derivatives, with the most common being swaps, futures, 

and options. Derivatives are a form of alternative investment. A derivative is not a stand-
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alone asset, since it has no value of its own. However, more common types of derivatives 

have been traded on markets before their expiration date as if they were assets. ! 

Economists and bankers claimed that they made the market safer, but they made it unstable.   

“Regulators, politicians, and business people did not take seriously the threat of financial 

innovation on the stability of the financial system”, Andrew Lo, Professor and Director of MIT 

Laboratory of Financial Engineering. ! 

Using derivatives, bankers could invest in anything. By the end of the 1990’s, derivatives were 

a $50 Trillion unregulated market. In 1998, Brooksley Born tried to regulate them. She was 

appointed by President Clinton to chair the Commodity Futures Trading Commission (CFTS) 

which over saw the derivatives market. In 1998, issued a proposal to regulate the derivatives 

and the Treasury Department chair, Larry Sommers told her in a word to “Stop”. In July 1998, 

Alan Greenspan, Robert Rubin and SEC Chairman Arthur Levitt issued a joint statement 

condemning Born and recommending legislation to keep derivatives unregulated. She was 

overruled first by the Clinton Administration and then by congress. In December 2000, 

congress passed the “Commodities Futures Modernization Act”, written with the help of 

financial lobbyist, it band the regulations of derivatives. ! 

 The use of derivatives exploded. When George w. Bush became president, the financial sector 

was more powerful than ever. There was a new system. The old system was when a home 

owner bought property and borrowed the money from the bank and paid the bank back. 

Because the mortgage wouldn’t be paid for decades, the banks were careful who they loaned 

the money to. The new system is referred to as the:  

“Securitization Food Chain” 

Home Buyers Lenders Investment Banks Investors 

LOAN PAYMENTS 
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Under the new system (Securitization Food Chain) the person who made the loan (the bank) 

no longer had to worry about being paid back. Let us explain the illustration. The bank/lender 

would give the loan to the buyer.  The lender would sell the loan to the investment bank. The 

investment bank would combine thousands of loans, i.e. mortgages, commercial loans, 

student loans, car loans, credit card debt, etc. and the combination becomes these complex 

financial derivatives called Collateralized Debt Obligations (CDO’s).  

In theory, the complete definition of CDO’s sounds feasible. It is as follows: 

An asset-backed security backed by the receivables on loans, bonds, or other debt. Banks 

package and sell their receivables on debt to investors in order to reduce the risk of loss due 

to default. Returns on CDOs are paid in tranches; that is, the individual loans backing each 

CDO have different levels of risk, and investors are paid out according to the level of risk they 

have acquired. Banks offer higher interest rates to investors willing to buy CDOs backed by 

higher-risk loans. From a bank's perspective, in addition to reducing risk, CDOs also reduce 

their capital requirements because they can raise funds through the issue of CDOs. While, 

theoretically, CDOs can be backed by mortgages, one usually refers to these as collateralized 

mortgage obligations. 

The investment bank then sold the CDO to investors. NOW the home owner paid the investors 

all over the world. 

Investors paid Rating Companies to evaluate the CDO’s.  Many of them were given AAA rating 

which is the highest rating possible for investment ratings. This made CDO’s popular with 

retirement funds which were the only type of purchases that retirement funds could make - 

highly rated securities. 

Rating companies - A credit rating agency (CRA) is a company that assigns credit ratings for 

issuers of certain types of debt obligations as well as the debt instruments themselves. In 

some cases, the servicers of the underlying debt are also given ratings. ! 

In most cases, the issuers of securities are companies, special purpose entities, state and local 

governments, non-profit organizations, or national governments issuing debt-like securities 

(i.e., bonds) that can be traded on a secondary market. A credit rating for an issuer takes into 

Comment [u12]: In other words: They review 
the CDO and based on what they find, they rate the 
CDO – sort of like a school’s report card. So, if the 
investor pays the rating company to rate the CDO, 
don’t you think that they will give CODs a rating that 
is favorable to who is paying them? 

http://financial-dictionary.thefreedictionary.com/Asset-Backed+Security
http://financial-dictionary.thefreedictionary.com/Receivables
http://financial-dictionary.thefreedictionary.com/Loans
http://financial-dictionary.thefreedictionary.com/Bonds
http://financial-dictionary.thefreedictionary.com/Debt
http://financial-dictionary.thefreedictionary.com/Banks
http://financial-dictionary.thefreedictionary.com/Sell
http://financial-dictionary.thefreedictionary.com/Investors
http://financial-dictionary.thefreedictionary.com/Risk
http://financial-dictionary.thefreedictionary.com/Loss
http://financial-dictionary.thefreedictionary.com/Default
http://financial-dictionary.thefreedictionary.com/Returns
http://financial-dictionary.thefreedictionary.com/Interest+Rates
http://financial-dictionary.thefreedictionary.com/Capital+Requirements
http://financial-dictionary.thefreedictionary.com/Funds
http://financial-dictionary.thefreedictionary.com/Issue
http://financial-dictionary.thefreedictionary.com/Mortgages
http://financial-dictionary.thefreedictionary.com/Collateralized+Mortgage+Obligations
http://financial-dictionary.thefreedictionary.com/Collateralized+Mortgage+Obligations
http://financial-dictionary.thefreedictionary.com/Collateralized+Mortgage+Obligations
http://encyclopedia.thefreedictionary.com/Credit+rating
http://encyclopedia.thefreedictionary.com/Issuer
http://encyclopedia.thefreedictionary.com/Debt
http://encyclopedia.thefreedictionary.com/Debt
http://encyclopedia.thefreedictionary.com/Special+purpose+entity
http://encyclopedia.thefreedictionary.com/Non-profit+organization
http://encyclopedia.thefreedictionary.com/Bond+(finance)
http://encyclopedia.thefreedictionary.com/Secondary+market


   

7 

consideration the issuer's credit worthiness (i.e., its ability to pay back a loan), and affects the 

interest rate applied to the particular security being issued. (In contrast to CRAs, a company 

that issues credit scores for individual credit-worthiness is generally called a credit bureau or 

consumer credit reporting agency.) 

The value of such ratings has been widely questioned after the 2007/2009 financial crisis. In 

2003 the U.S. Securities and Exchange Commission (SEC) submitted a report to Congress 

detailing plans to launch an investigation into the anti-competitive practices of credit rating 

agencies and issues including conflicts of interest.  

The largest rating agencies are Standard & Poor’s (S&P), Moody’s, and Fitch. The rating 

companies could have put an end to all of this by rating the CDOs properly. 

Securities - A document; historically, a physical certificate but increasingly electronic, 

showing that one owns a portion of a publicly-traded company or is owed a portion of a debt 

issue. Securities are tradable. At their most basic, securities refer to stocks and bonds, but 

the term sometimes also refers to derivatives such as futures and options. 

This system was a ticking time bomb. Lenders no longer cared who they loaned money to 

because they were paid down the securitization food chain. The number of mortgage loans 

quadrupled.  

In the early 2000’s, there was a huge increase in Sub-prime loans. These are loans that were 

issues with a higher interest rate because they were high risk loans. The higher the risk, the 

higher the interest rate; the higher the interest rate the more money that was being paid to 

the lender. People were placed into Sub-prime loans even if they qualified for prime loans 

just because of the value of the loan for the lender and the rest of the food chain. So, the 

borrower had to pay a larger mortgage which was harder to keep up with the payments.  

THE BUBBLE (2001-2007) 

Rating companies, which were paid by investment banks, had no liability it their rating of 

CDO’s proved wrong.  Thousands of subprime loans were combined to create CDO’s they still 

received AAA rating. 
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It was possible to create derivates without risk, but that was not done – doing the right thing 

meant making less money.  Since anyone could get a mortgage, anyone could get a loan and 

home prices skyrocketed – doubled creating a huge prices Bubble. The large financial 

companies all participated. 

On Wall Street salaries and bonuses spiked.  “It wasn’t real money and profits – it wasn’t real 

profit. It was just income created by the system and booked 23 years down the road then 

wiped out by the system. It was just a big ponzi scheme”, Martin Wolf, Chief Economic 

Comptroller, The Financial Times.   

Through the “Home Owner’s and Equity Protection Act”, the Federal Reserve had broad 

authority to regulate the mortgage industry but Fed Chairman Alan Greenspan said, “No. That 

is regulation and I don’t believe in it.” 

The Securities and Exchange Commission (SEC) conducted no major investigations of the 

investment banks during the Bubble.  In October 2008, there was a downsizing of the SEC 

where the department that were responsible for investigating this type of suspected fraud had 

only one employee and according to Lynn Turner, former Chief Accountant for the SEC, it was 

a “systematic gutting” of that department. 

During the bubble, the investment banks were borrowing heavily to create more loans to 

create more CDOs.  The ratio between borrowed money and the banks money is called 

Leverage.  In 2004, Henry Paulson, the CEO of Goldman Sachs, lobbied the SEC to relax limits 

on leverage allowing the banks to sharply increase their borrowing.  The SEC allowed the 

banks to gamble a lot more when they should’ve been stopping them.  This left no room for 

any failure of the banking system. The slightest decrease in their asset base would leave them 

insolvent. 

Insolvent - a. Unable to meet debts or discharge liabilities; bankrupt. b. Insufficient to meet 

all debts, as an estate or fund.  In other words, you have more debt then cash and are unable 

to function as an institution, i.e., pay employees, rent, etc. 
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There was another ticking time bomb in the financial system, American International Group, 

Inc. (AIG).  AIG, the world’s largest insurance company, was selling huge quantities of 

derivatives called Credit Default Swaps for investors that owned CDOs. 
 

Credit Default Swaps were like an insurance policy. An investor who bought a credit default 

swap paid AIG a quarterly premium. If the CDO went bad, AIG would pay the investor for 

their losses.  But unlike regular insurance policies, Speculators could also pay AIG betting 

against the CDO if it went bad. If the CDO went bad, the AIG would have to pay the investors 

AND the speculators. Any number of speculators could purchase the SAME credit default 

swap. 
 

With a regular insurance policy, only ONE person could insure a home. If many people could 

insure it than the pay out would be larger and AIG, who promised to pay it would eventually 

go broke, which is how they failed. Additionally, AIG decided to pay executives huge bonuses 

the moment all of the speculators bought the credit default swaps instead of holding the 

money to pay the insurers when the CDOs failed to cover the credit default swaps. 
 

Ok let’s go back a bit. A speculator is - An investor who takes large risks in the hope of 

making large short-term gains. Speculators often use technical analysis and other tools to 

make investment decisions on what securities to buy. They tend to buy stocks they believe 

will soon see a large growth in price and then sell them at the top of the market. Speculators 

are controversial because some believe that they contribute to the creation of bubbles; 

however, others believe that they provide liquidity necessary for the market to function. ! 
 

Because it is the largest insurance company in the world, the collapse of it would cause a 

worldwide depression in the global financial system – which is why they HAD to be bailed out.  

If you think the economy is bad now, it would have been worse. 
 

Remember the swaps were backed by CDOs that they KNEW they were bad subprime loans? 

Mr. St. Dennis tried to alert them of what was happening and quit in frustration when NO ONE 

would do anything. 
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Raghuram G. Rajun, Chief Economist of the International Monetary Fund, wrote a paper titled: 

“Has Finance Development Made the World Riskier?” He presented it to the top brass of 

finance, the central bankers of the world in 2005.  The conclusion of the paper was: “It is”.  

The paper focused on incentive structure that created huge cash bonuses which imposed no 

penalties for future losses.  These incentives encouraged bankers to make riskier investments. 

Taking such risk would destroy their own firms or even the entire financial system.  He 

referred to it as a “catastrophic meltdown”. 
 

There was no risk adjusted performance. Sommers (remember him?) was just worried about 

the fact that this sort of communication in the paper would bring about regulations in the 

financial sector. We all know that regulations meant that they could not make the sort of 

money that they had become accused to making. 
 

Borrowers had borrowed 99% of the worth of their homes were worth – NO EQUITY in the 

properties.  So, if they had a struggle, they walked away from the home. Financial companies 

STILL continued to do this even AFTER they knew to end results. Goldman Sachs had 

thousands of toxic CDOs. 
 

In the first half of 2006, President George W. Bush appointed Henry Paulson, the highest paid 

CEO on Wall Street, to the United States Treasury.  He had to sell his $485,000,000.00 of 

Goldman Sachs stock when he was appointed.  Because of a law passed by the first President 

Bush, Paulson didn’t have to pay taxes on the sell.  He saved $50,000,000.00. 
 

In 2007, Allan Sloan wrote an article about the bad CDOs during Paulson’s last month as CEO 

of Goldman.  “House of Junk”! At the time that he wrote this article, most of the CODs had 

already gone bad and a third of the mortgages had defaulted. 
 

One of the companies that invested in these now worthless securities was the Public 

Retirement of Mississippi for 80,000 retirees. They are now suing Goldman Sachs because they 

are accusing Goldman for investing in these CDOs when they knew that they were bad. 

Goldman took it a step further.  Not only did they actively sell the toxic CDOs, they started 

betting against them at the same time by purchasing default swaps from AIG. They bought 

$22,000,000,000.00 in default swaps.  They bought so many that they knew that AIG could fail. 
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So, they spent $50,000,000.00 insuring themselves if AIG collapses. In 2007, Goldman went 

even further; they started selling CDOs that would fail because the more money their 

customers lost, the more money Goldman would make. !  
 

In 2010, investment bankers and credit rating companies were forces to testify before 

congress, under the Obama Administration.  The CDOs were all rated by the rating agencies.  

CDOs were given high ratings just days before failing.  When brought before congress, the 

credit rating companies had dozens of lawyers who cited the first amendment saying that the 

ratings are just “opinions”.  And because of the deregulating and lobbying that had gone on for 

the past few decades, they got away with it. 

THE CRISIS 

Warning after warning – NOTHING WAS DONE! 

Let’s go back a bit. In 2006, Ben Bernanke, Chair of the Federal Reserve Board did nothing even 

after the warnings. He didn’t admit it until March of 2009 that there was even a problem. 
 

Fredrick Mishkin, Governor of the Federal Reserve Bank, appointed by Bush in 2006, left in 

2008 after warning them all and yet again, nothing was done. 
 

The Federal Bureau of Investigation (FBI) warned them about an epidemic of mortgage fraud. 
 

Allan Sloan’s two articles in Fortune Magazine and The Washington Post.  
 

In May 2007, Hedge Fund Manager, William (Bill) Ackman, circulated a presentation called; 

“Who’s Holding the Bag?” described how the bubble would unravel.  
 

In 2008, Charles Morris published his book, “The Two Trillion Dollar Meltdown” about the 

impending crisis. 
 

There were repeated warnings from the International Monetary Fund and many others from 

all over the world and nothing was done! 
  

By 2008, home foreclosures skyrocketed. The market for CDOs collapsed, leaving banks and 

investment banks left holding the bag. Lenders could no longer sell their loans to investment 

banks and the mortgages went bad. As the loans went bad, dozens of lenders failed. The  
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market for CDOs collapsed leaving the investment banks with hundreds of billion dollars in 

loans, CDOs and real estate that they couldn’t sell.  ! 
 

Also in 2008, at a G7 meeting, Paulson was still making excuses saying that the financial 

system is solvent (solid). He said that the economy was growing and things were under 

control. Just days later, Bear Sterns failed and was bought by JP Morgan Chase at $2.00 a 

share. 
 

During all of this Paulson said that regulators were very vigilant. !  Days later the federal 

government took over Freddie Mac and Fannie Mae. 
 

All of these institutions were rated with high investment grade ratings days before failing. 

Bear Sterns was rated A2 within days of failing. Lehman was also rated A2 within days of 

failing. AIG was rated AA within days of being bailed out. Fannie Mae and Freddie Mac were 

rated AAA when they were rescued. Citigroup and Merrill all had high rating! 
 

When Mishkin left the federal Reserves in August 2008 saying that he wanted to complete his 

text books and return to teaching around the same time that Lehman Brothers failed.  

Lehman’s collapse also had a hard impact on the commercial paper market. That means that 

companies that relied on operating expenses like payroll collapsed as well. The only bank that 

was interested in purchasing/rescuing Lehman was Barkley’s in London.  Barley’s wanted a US 

government financial guarantee and Paulson wouldn’t give them that.  They had no other 

choice but to file bankruptcy.  The bankruptcy case of Lehman had to be done by 12 am that 

very day or the market would have collapsed!  Europe didn’t go untouched.  Lehman’s 

bankruptcy caused their banks there to close down immediately under British law.  Paulson 

didn’t warn the international firms of the bankruptcy.  They were told after the fact. 
 

Merrill Lynch was on the brink of failure and it was bought by Bank of America. 
 

In September 2008, AIG owed $13,000,000,000.00 in Credit Default Swaps and they didn’t 

have the money.  Everything froze up in the financial system. The government took it over.  

Comment [u19]: The Securitization Food Chain 
was now famished!!   

Comment [u20]: WHAT?!? 

Comment [u21]: Remember S&P, Moody’s, 
Fitch, etc. were paid by the investors. 
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Paulson and Bernanke asked the government for $700,000,000,000.00 to bail out the banks.  

The government had no other choice because the world would’ve collapsed. 
 

When AIG was bailed out the Credit Default Swaps were paid immediately 

$61,000,000,000.00, which Goldman got the most money from, cost tax payers 

$150,000,000,000.00. Additionally, Paulson, Bernanke and Timothy Geither made AIG pay 100 

cents on the dollar instead of negotiating a reasonable deal. !  AIG was also forces to surrender 

their right to sue Goldman and other investment companies for these actions. WOW!! 
 

At the same time General Motors and Chrysler were failing. As always, the poor pays the most. 

From the Untied States to China, unemployment and foreclosure skyrocketed.  Families who 

had been victims of predatory lending are homeless and living in Tent Cities. 
 

The bailout did nothing for the economy. “At the end of the day, the poorest *people+ pays the 

most”, Dominique Strauss-Kahn, IMF Managing Director. 
 

Foreclosure in the United States reached 6 million by early 2010. It is estimated that another 9 

million will be added to that number before all is said and done. 
 

ACCOUNTABILITY 

The men who destroyed their companies and caused this crisis walked away with their 

fortunes intact.  No one goes to jail or was fined. Ok, we keep talking about the CEOs of these 

large firms. Where do they come from? Well, the Board of Directors of each firm hires and 

fires the CEOs. They are responsible for the failure of their firms.  Ok, the only thing wrong 

with that is, here in America, the CEO chooses the board. 
 

The top 5 executives made over a billion dollars during 2000-2007.  When the firms went 

bankrupt they got to keep all of the money. 
 

An example of why this is more than a conflict of interest is, Stan O’Neil, CEO of Merrill Lynch 

ran the firm into the ground and during 2006-2007 made $90,000,000.00.  The board allowed 

him to resign and he collected $161,000,000.00 in severance pay. His successor, John Thain, 

made $87,000,000.00 in 2007 and in December 2008, 2 months after the Bush 

Comment [u22]: You would think that they 
would be more than willing to offer a better deal to 
save the tax payers some money since they had a 
hand in the creation of the crisis!! 
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Administration’s bailout handed out billions of dollars in bonuses. Another example would be 

Aneillo Mozilo CEO of Countrywide. During 2003-2008, he made $470,000,000.00. Part of it 

was him dumping $140,000,000.00 of his Countrywide stock 12 months before it collapsed.  
 

Oh! – In March 2008, AIG financial products division lost $11,000,000,000.00.  Instead of being 

fired, Joseph Gazario was kept on as a consultant and was paid $1,000,000.00 a MONTH yes a 

MONTH!   
 

In the US, the banks are bigger, more powerful and more concentrated than ever before.  

There are fewer competitors. Even after this, the financial services industry worked harder to 

keep the system unregulated. There are 5 lobbyists for each member of congress. During 1998 

– 2008, they spent $5,000,000,000.00 lobbying and campaign contribution and spending more 

than ever.  
 

The financial industry also exerts its influence in a more subtle way – one that most Americans 

aren’t even aware of. It has corrupted the study of economics itself! Very few of them 

recommended or warned against the crisis. They make lots of money making 

recommendations. ! Since the 1980s, economist have been major advocates for deregulations 

and even after the crisis, they are advocates AGAINST reform. The guys who teach economics 

got paid billions of dollars for their recommendations.  They do not live on a professor’s salary.  

They do very well. 
 

Martin Feldstein, Harvard professor, is one of the world’s most prominent economists. As 

President Reagan’s chief economic advisor, he was a major architect of deregulations.  During 

1988-2009 he was on the board of directors of both AIG and AIG’s Financial Products which 

paid him millions of dollars.  He said that he has no regrets of being on these boards.  
 

Many prominent academics quietly make fortunes whiles helping the financial industry shape 

public debate and government policy.  The Analysis Group, Charles Rivers Assoc., Compass 

Lexecon, and The Law in Economics Consultants Group manage a multi-billion dollar industry 

that provides academic experts for hire.   

 

Comment [u23]: Sounds like the rating 
companies and the economists made a killing on 
their “opinions” and “recommendation” on market 
activities.  
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Two bankers who used these services, Ralph Cioffi and Matthew Tannin, Bear Sterns hedge 

fund managers, were prosecuted for securities fraud.  Both were acquitted after hiring The 

Analysis Group.  Glen Hubbard, Dean of Columbia University Business School was paid 

$100,000.00 to testify in their defense. He was the chief economic advisor under President 

George W. Bush.  He has been on the board of many companies during the bubble. 
 

Many academics act as consultants for hedge fund companies.  Fred Mishkin who left the 

Federal Reseves in 2008 (remember him?), also consulted for financial industry for personal 

gain. He earned $124,000.00 for writing a paper on the Iceland’s financial stability stating it 

was solvent when it too was hit by a bubble.  He currently consults for financial firms. 
 

Richard Portes was commissioned by the Iceland Chamber of Commerce for personal gain. He 

wrote what he was paid to write. 
 

Larry Sommers became the president of Harvard but made millions consulting for financial 

serves industry. 
 

WHERE ARE WE NOW? 
 

The rising power of the United States financial sector was part of a wider change in America.  

Since the 1980s, the United States has become an unequal society.  Its economic dominance 

has declined. Companies like General Motors, Chrysler, and US Steel, formerly the core of the 

US economy, were poorly managed. As countries like China opened their economies, American 

companies sent jobs overseas to save money.  American factory workers were laid off by the 

hundred of thousands.  As manufacturing declined, other industries rose.   
 

The United States leads the world in information technology where high paying jobs are easy 

to find. But those jobs require an education.  For the average American, college is increasingly 

out of reach. While top private universities, like Harvard, have billions of dollars in their 

endowments, funding for public universities is shrinking and tuition is rising.   Tuition for 

California public universities was $650 in the 1970s and over $10,000.00 in 2010. Increasingly, 

the most important determinant for Americans to go to college is if they can find the money to 

attend.   

Comment [u24]: Isn’t this the same guy who left 
the Federal Reserves to complete a text book? 
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Meanwhile, American tax policy has shifted to favor the wealthy.  Under the Bush 

Administration, there was a series of tax cuts designed by Glenn Hubbard (remember the 

economist?) – investment gains, stock dividends and estate tax were all cut – most of the 

benefits went to the wealthy 1% of Americans. 
 

Inequality of wealth in the United States is higher than any other developed country. The 

American family responded to these changes in two ways: working longer hours and going into 

debt.  As the middle class falls further and further behind, there is a political urging to respond 

by making it easy to get credit. 
 

American families borrowed to finance their homes, cars, healthcare and children’s education. 

For the first time in history, average Americans have less education and are less prosperous 

than their parents!!! 
 

Even under the Obama Adminstration, there simply has not been enough done due in part 

that we now have a Wall Street government. Obama has one of the hardest presidencies to 

have inherited this crisis.  On a brighter note: Most presidents get more done during their 

second term. With no concerns of another election, they get more done. Additionally, don’t 

forget what you learned in our previous lesson, the president IS NOT A ONE MAN SHOW. As 

you can see, here there are the House of Representatives to put the legislation in and get it 

passed.  Our current house seems to say NO to anything that is proposed by the president.  

They would rather have the economy go further down, just so HE can fail.  
 

What has the Obama Administration done since the making of “Inside Job”? 

Broad Policy: 

1. Established the National Commission on Fiscal Responsibility and Reform.  
2. Established President’s Advisory Council on Financial Capability to assist in financial 

education for all Americans.  
3. Restoring American Financial Stability Act of 2010.  
4. Dodd-Frank (DF) Wall Street Reform and Consumer Protection Act, the biggest financial 

reform law since the Great Depression.  
5. Managed the Troubled Asset Relief Program (TARP)  
6. Assigned a Special Inspector General for the Troubled Asset Relief Program Act of 2009.  
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7. Pension relief Act of 2010.  
8. Fraud Enforcement and Recovery Act.  
9. Played a lead role in G-20 Summit re: financial crisis.  
10. Reformed deferral rules to curb tax advantages for investing overseas.  
11. Established new offshore investment policy that promotes in-sourcing.  

 

Funding: 

1. Cut salaries for 65 bailout executives (Pay Czar).  
2. Banks have repaid 75% of TARP funds, bringing the cost down to $89B as of June 2010.  
3. Closed offshore tax safe havens, tax credit loopholes.  
Targeted Actions: 
1. Created the Financial Stability Oversight Council to monitor stability of the financial 

system and individual firms (DF).  
2. New requirements for reporting financial data (DF).  
3. Created self-funded Office of Financial Research (OFR) to collect information from 

financial firms (DF).  
4. OFR employees must wait a year before working for certain financial firms.  
5. Provided for orderly liquidation of financial companies (DF).  
6. Limited trading activities of banks (Volcker Rule) beginning 2 yrs after passage (DF).  
7. Swaps Pushout Rule prevented federal assistance to swaps (including derivatives) 

traders (DF).  
8. Derivatives must be traded transparently through a clearing house (DF).  
9. Defined the amount and nature of assets required to meet capital requirements (DF).  
10. Originators of asset-backed securities must retain 5% ownership/risk (DF).  
11. Bureau of Consumer Financial Protection (DF).  
12. Stronger client fiduciary duty for broker-dealers (DF).  
13. Higher standards for securities advertising and disclosures (DF).  
14. Expanded “insider loans” (DF).  
15. Higher standards for systemically important ($50 billion assets+) institutions, including 

annual stress tests and restrictions on bank acquisitions (DF).  
16. Executive compensation must be determined by an independent committee (DF).  
17. Issued compensation guidelines for bank executive salary and bonuses.  
18. Financial agencies must establish Offices of Women and Minorities to promote more 

diverse hiring (DF).  
19. Credit Card Accountability, Responsibility and Disclosure Act.  
20. Credit CARD Technical Corrections Act of 2009.  

http://waysandmeans.house.gov/media/pdf/111/America_Jobs_Summary.pdf
http://www.whitehouse.gov/the_press_office/LEVELING-THE-PLAYING-FIELD-CURBING-TAX-HAVENS-AND-REMOVING-TAX-INCENTIVES-FOR-SHIFTING-JOBS-OVERSEAS/
http://www.huffingtonpost.com/2010/04/16/pay-czar-cuts-salaries-fo_n_540849.html
http://www.nytimes.com/2010/06/23/business/23tarp.html?ref=business
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://online.wsj.com/article/SB10001424052748704895204575320802814329546.html
http://www.davispolk.com/files/Publication/7084f9fe-6580-413b-b870-b7c025ed2ecf/Presentation/PublicationAttachment/1d4495c7-0be0-4e9a-ba77-f786fb90464a/070910_Financial_Reform_Summary.pdf
http://www.whitehouse.gov/the-press-office/fact-sheet-reforms-protect-american-credit-card-holders
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21. Established a credit card bill of rights.  
22. Reformed credit card swipe fees.  
23. Created new criminal penalties for mortgage fraud.  
24. Congress pursued Goldman Sachs for securities violations.  
25. Permanently extended Research and Experimentation Tax Credit for domestic 

investments. 
Results: 

1. (Treasury) Sold 1.5 billion shares of Citigroup at a profit.  
2. G-20 summit produced a $1.1 trillion deal to combat the global financial crisis.  
3. Negotiated deal with Swiss banks to permit US government to gain access to records of 

tax evaders and criminals.  
4. Financial reform has ‘strongest consumer financial protections in history.’ 

  

We know some of you are saying, “What?” Not to worry we will provide details on these 

actions at our next session to give you a clearer picture of these actions! 

For decades, the financial system was stable and safe but then something happened 

(deregulations).  The financial industry turned their backs on society, corrupted our political 

system, and plunged the world economy into a crisis.   

At an enormous cost, we avoided disaster and are recovering but the men and institutions 

that caused the crisis are still in power and that needs to change! They will tell us that we 

need them. They will tell us that what they do is so complicated, we wouldn’t understand it. 

They will say that they are sorry and it won’t happen again. They will spend billion fighting 

reform. It won’t be easy, but some things are worth fighting for! 

We also realize that YOU ALL are asking yourselves, “Now that we have this information, 

NOW WHAT?” 

And we say, “Good question”! 

There was a great and important reason for the regulations that were created after the Great 

Depression – THE HUNGER FOR MONEY AND POWER CAUSES PEOPLE TO DO THE 

UNTHINKABLE AT THE COST OF A NATION’S FINANCIAL STABILITY!   

http://thomas.loc.gov/cgi-bin/query/z?c111:H.R.3606:
http://www.politifact.com/truth-o-meter/promises/promise/33/establish-a-credit-card-bill-of-rights/
http://www.washingtonpost.com/wp-dyn/content/article/2010/05/13/AR2010051303571.html
http://www.politifact.com/truth-o-meter/promises/promise/435/create-new-criminal-penalties-for-mortgage-fraud/
http://www.mcclatchydc.com/251/story/82899.html
http://money.cnn.com/2010/04/26/news/companies/citigroup_treasury/index.htm
http://www.whitehouse.gov/blog/09/04/02/A-Turning-Point/
http://www.scribd.com/doc/26324342/U-S-Swiss-Agreement-on-Tax-Disclosures
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Task #1 Regulate our financial system AGAIN! How? Demand our congressional 

representatives to pass the bills OR VOTE THEM OUT OF OFFICE! That would mean contacting 

EVERY CONGRESSIONAL DISTRICT IN THE US AND SHARING THIS INFORMATION! 

Task #2 Band any special interest lobbying that has a direct effect on our financial system – 

please see the above how. ! 

Task #3 Strict regulations on the derivatives market – please see the above how. 

Task #4 Create legislation that gives rating companies and economists accountability for their 

obvious paid for opinions, predictions and recommendations. This legislation should also state 

that the investor should not be the benefactors of these opinions and recommendations. – 

You get by now. 

Task #5 Create legislation that bands persons who previously worked in or affiliated with the 

financial/banking system to be appointed to any federal government office or as a regulator of 

any kind – This should be deemed a direct conflict of interest. 

Task #6 Create legislation that deems these sort of business practice a federal crime/offense 

with harsh penalties in fines AND incarceration. This legislation should also include the 

surrendering of all monies and assets acquired during these practices. ! 

Task #7 Create legislation that balances out our tax policies. The taxes that average American 

pays is predicated upon the amount of income that is earned. This principle should apply 

universally for all Americans. 

Task #8 Create legislation that allows public colleges to receive funds to supplement cost of 

education for the average American. (Don’t want to hear the socialists jargon – remember 

every dime of the money acquired during the bubble CAME FROM the average American and 

we didn’t see one red cent of that money and are now suffering as a result! Every dime went 

to the wealthy 1% - Is that socialism?) 

Task #9 Create legislation that amends the Free Trade percentages to GROW the 

manufacturing industry HERE IN America.  

Comment [u25]: This is why President Obama 
said that if any earmarks (special interest) bills come 
across his desk, HE WILL VETO THEM! 

Comment [u26]: Isn’t this what happens to drug 
dealers? A crime is a crime – right? 
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Task #10 Appoint a special prosecutor to try the parties involved in the world court since the 

effects was global. 

THIS IS JUST A START! THE BOTTOM LINE IS: WE NEED TO TAKE BACK OUR 

COUNTRY! WE NEED TO HAVE OUR GOVERNMENT RUN EFFECTIVELY! THIS 

CANNOT HAPPEN WHEN OUR REPRESENTATIVES ARE REPRESENTING 

THOSE WHO WRITE THE CHECKS INSTEAD OF THE PEOPLE THAT PUT THEM 

IN OFFICE! 


