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Anatomy of a Credit Crisis
2010-10-22

This timeline has grown and been amended since it first appeared in the December, 2008, issue
of The Australian Journal of Management, as the editorial, under the title of “The Dominoes
Fall: a timeline of the squeeze and crunch”. I include below the December preamble. The
version of mid-May, 2009, appeared as the editorial of the June 2009 issue of the AJM, under
the title “Anatomy of a Credit Crisis.” I include below the June preamble, in which I assay a
framework for understanding the genesis of the crisis.

December, 2008:

IN ITS LEADER of October 13, 2008, the Financial Times characterized the western
world’s banking system as suffering “the equivalent of a cardiac arrest.” The collapse of
confidence in the system means that “it is now virtually impossible for any institution to
finance itself in the markets longer than overnight.” This occurred less than a month
after Lehman Brothers (LB) collapsed, without bailout. Six months earlier Bear Stearns
(BS) had been bailed out after JP Morgan Chase (JPM Chase) had bought it for $10 a
share, at the regulator’s urging. After LB fell, who would be next? And if LB, who was
not at risk? Despite the earlier U.S. government bailouts of the erstwhile government
mortgage originators (and still seen as government-sponsored enterprises, or GSEs), the
Federal National Mortgage Association (Fannie Mae) and the Federal Home Loan
Mortgage Corporation (Freddie Mac), and the later bailout of the world’s largest insurer,
American International Group (AIG), everything changed with the demise of LB.

The FT was describing the freezing of the interbank credit market. After LB’s
fall, so-called counterparty risk was seen as prohibitive to prospective lenders, at any
price. This was revealed in the TED spread, the difference between the cost of interbank
lending, the London Inter Bank Offered Rate, or LIBOR, on three-month loans in U.S.
dollars, and the closest instrument to risk-free, three-month U.S. government bonds. In
normal times the TED spread is between 10 and 20 basis points (bp), or 0.10 and 0.20
percent per annum, but on October 10, the TED spread reached 465 bp, when a lender
could be found. As I write, it has fallen back to below 200 bp.

I sit in a coffee shop that sports the sign “We are cash only, sorry for the
inconvenience :-)”. I’m sure this is to avoid the hassle of credit cards, but such signs
were massing off-stage in mid-October. How so? Imagine that banks refused to honour
other banks’ credit card debts. Then cash would soon become king for retail purchases.
But what of letters of credit, used in international trade? What of other bank-backed
credit instruments? And cash, fiat money, also relies on trust and confidence — of
government. And where the government can’t be trusted ... well, look at Zimbabwe.

Thankfully, the U.S., U.K., European and Australian governments understood
the abyss that faced the world economy, and the U.K. action at supporting its ailing
banks and guaranteeing interbank lending was soon imitated elsewhere. The financial
crisis, although severe, has not been catastrophic, although many have been
inconvenienced or worse, but few have lost assets. Millions, however, have seen the
value of their assets on the stock market dwindle. Of course, the crisis was triggered by
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the end of the U.S. housing bubble, and these prices have tumbled as the crisis has led to
further sales to improve liquidity. Many have also lost their jobs, at first in the finance
industry, but now increasingly in the real economy.

But shed no tears for the shareholders or top managers of the U.S. finance
companies. The best description I have seen of the process that resulted in the subprime
(SP) mortgage meltdown is a piece by Michael Lewis (2008), author of Liar’s Poker.
Lewis gives a very insightful timeline of the unfolding of the crisis.

There are three kinds of indicators: prices and interest rates in financial markets,
the performance of firms in the finance industry (at least at first), and then government
responses to the growing crisis. Using Lewis’s description and the weekly updates in The
Economist, I have attempted to put together my own timeline of the past eighteen
months, which I present here, with no further analysis. Other sources, apart from on-
line newspapers, have been Kate Jennings’s (2008) American Revolution, and pieces by
John Lanchester in the London Review of Books. (I find that the succession of shocks
means that I soon forget what happened when, and leave the analysis of these events to
others.) Except where otherwise indicated, all dollar amounts are U.S. dollars.
(I thank Chris Adam, Tony Lawrance, Michael Ryall, and Praveen Kurup for their
comments and suggestions.)

June, 2009

ALMOST TWO YEARS AFTER the first market signs of the Global Financial Crisis
(GFC) and following my editorials in the last two issues of the Journal (Marks 2008a,
2008b), in this issue, as well as publishing a revised timeline of the GFC (see below), I
think it is time to begin attempting to answer the question of what caused the GFC.
This is not simple. Many decisions and actions, by many individuals and organisations,
came together to cause the GFC. Even asking whether it would still have happened
absent any one of these decisions or actions is difficult to answer since it is
counterfactual, and we can’t run history again with this single difference in order to
answer the question.

Instead, in the timeline, I have listed decisions and actions that together
accompanied the GFC, as well as (for the past two years, since mid-2007) market
indications of the crisis, and subsequent government actions in attempting to alleviate
the crisis. (I will not here engage in the debate of what government policies are
appropriate except to say that apparently Richard Nixon was wrong when he claimed in
1971—almost 40 years ago—that: “We are all Keynesian now.” Conservative politicians,
both here and abroad, appear to be unaware of the merits of incurring debt to pay for
Keynesian stimuli and the virtues of the automatic macro equalisers of the modern
economy.)

Looking at the timeline (which is now much richer than the version I published
six months ago in Marks 2008b), I count six significant changes to U.S. legislation from
1977 to 2008; two changes in corporate governance; two changes in financial
institutions’ ownership; two new technologies; a couple of market and extra-market
events; two negative regulatory changes and three positive changes in the past 18
months; and at least six changes in corporate behaviour. I have also included no shortage



- 3 -

of Cassandras—voices warning of danger who were ignored or, worse, shouted down
since 1994, but more prevalent in the past two years. Accompanying these have been a
series of denials, and, more recently, a  number of admissions of prior mistakes. Before I
discuss these in more detail, I repeat that it must remain a question of individual
judgement about which of the earlier actions caused the GFC.

The six legislative changes are all in the U.S.A. In 1977 U.S. banks were offered
incentives to lend to poor people. In 1980, usury controls for U.S. mortgages were lifted,
allowing higher interest rates for risky borrowers. In 1988, discrimination of the U.S.
mortgage market was outlawed. In 1999, many 66-year-old restrictions on U.S. banks
were lifted, and bank regulation was eased. In 2000, self-regulation of derivatives was
affirmed, and some (such as the recently invented credit default swaps, CDSs) were
explicitly exempted from state gaming regulations. In 2008, the (new) regulator was
given the power to place government-sponsored enterprises (GSEs), such as Fannie Mae
and Freddie Mac, into receivership or conservatorship. It is debated whether this was a
cause or an effect of the financial crisis (McLean 2009).

The changes in financial firm ownership occurred over 18 years: in 1991 the first
of the Wall Street investment banks, Salomon Brothers, previously a private partnership
as were all such investment banks then, sold itself, to become a publicly traded
corporation. The other banks followed suit, until the last, Goldman Sachs, went public
in 1999. They were now using what was predominately other people’ money. In 1977,
the U.K. building society (or thrift), Northern Rock, demutualised to become a bank,
the first of several. Ten years later Northern Rock would experience the first bank run in
the U.K. since 1866.

The changes in corporate governance occurred in 1993, when American
International Group (AIG) took control of Financial Products (FP), whose activities
later crippled AIG; the second was as a consequence of the crisis, when, in 2008,
Goldman Sachs and Morgan Stanley converted to bank holding companies, to receive
bank oversight and support from the Fed.

The two new technologies are the 1983 invention of the collateralised mortgage
obligation (CMO), which led directly to the mortgage-backed security (MBS). The
second invention was the 1977 invention of many credit derivatives, including credit-
default swaps (CDSs), whose use later laid AIG low.

In 1998, the Russians defaulted, which led to the rescue of Long-Term Capital
Management, but no increase in regulation. In 2001, the Al Qaeda attacks led to a
permissive monetary policy (with low interest rates), that, it is argued, was sustained far
too long, resulting in global financial imbalances.

In 2004, the U.S. Securities and Exchange Commission (SEC) relaxed the
minimum capital requirement for securities firms and investment banks, leading to much
higher bank leverage. In 2007 the SEC eliminated the “uptick” rule for short sales of
securities. But in 2008, as a reaction to the evident crisis, the SEC began tightening
regulations: in July banning “naked” short selling of several financial corporations; in
September tightening its 2004 relaxed capital requirements for investment banks
(closing the stable door?); and in October the Congress was told that the SEC had only
one officer left in the Office of Risk Management.

Over the past twenty-odd years there have been many changes in corporate
behaviour: in 1986 American pension funds started buying CMOs, their first
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investments in home mortgages; in 1987 international bands started buying CMOs; in
1998 trade in CDSs began, between AIG and JP Morgan; in 1999 Frannie Mae eased the
credit requirements on mortgage loans it would buy from banks and other lenders; in
2004, after the SEC’s agreement to relax capital requirements for investment banks,
Merrill Lynch’s capital ratio rose to 40:1 (or 2½%); in 2005, after its credit rating fell to
AA from AAA, and it had to post an additional US$1.16 bn collateral, AIG stopped
writing new CDSs, although pre-existing contracts exist as I write.

In the earlier version of the timeline, I deliberately avoided referring to
individuals because I then believed the crisis was a systemic failure rather than the
consequence of individuals’ actions. This view is similar to that espoused in Posner
(2009). In this version, I have included people’s names and have also given their highest
university qualification, since I think it is impossible to understand how the crisis
evolved without ignoring the identities of the players, for good or ill. This approach is
closer to that of Tett (2009).

The crisis has not crept up on us completely unawares. A procession of
Cassandras have tried to warn us (or at least the U.S. Congress): James Bothwell in
1994; Brooksley Born in 1998 and 1999; Warren Buffett in 2007, 2008 and 2009; Ed
Gramlich in 2004; Timothy Geithner in 2004; Ben Bernanke in 2005 and 2007; Richard
Hillman in 2007; John Taylor in 2007; Meredith Whitney in 2007; C.K. Lee in 2008;
George Soros in 2008; and, Paul Volker in 2009.

But these brave men and women had little, if any, impact. Arrayed against them
were the optimists, most significantly Alan Greenspan, Robert Rubin, Arthur Levitt Jr.,
Hank Paulson, Joe Cassano and Dick Fuld.

After the crash had arrived, it is true, Alan Greenspan did admit “partial”
responsibility and later he allowed that temporary bank nationalization might be
appropriate once every century. Ben Bernanke has also spoken of the lack of regulation
of AIG’s financial activities, with today’s consequences. Others have been mute.

In Weisberg’s words (2010): There are no strong candidates for what logicians
call a sufficient condition—a single factor that would have caused the crisis in the
absence of any others. There are, however, a number of plausible necessary conditions—
factors without which the crisis would not have occurred.

On reflection, I believe the crisis was brought on mainly by three actions in the
U.S., which occurred on November 12, 1999, December 21, 2000, and July 21, 2004:
repeal of the Glass-Steagall Act, the explicit decision not to regulate derivatives, and
allowing the Wall Street banks to expand their leverage threefold or more. These were
failures of regulation, not acts of venality. Another way of looking at what happened is
that, like the Prisoner’s Dilemma or the Tragedy of the Commons, it was a phenomenon
where individually rational actions were collectively irrational: no investment bank
could afford not to trade in credit default swaps, since others would do so at the first
bank’s competitive expense, but the eventual aggregate outcome was the credit crisis.
Such phenomena require effective regulation, which failed here, over a period of years.

Please email me (bobm@agsm.edu.au) for references to any specific item in the
timeline, or any other comments. Note that an updated version of the timeline is
available on-line, at http://www.agsm.edu.au/bobm/iows/timeline.pdf. Note that dollars
are U.S. dollars throughout.
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The Timeline

1720 June: John Biddulph Martin of Martin’s Bank, an English banker who buys into the
South-Sea Company at £500/share after they have risen from £100, only to lose
the lot, “When the rest of the world are mad we must imitate them in some
measure.”

1776 March 9: In The Wealth of Nations, Adam Smith advocates preventing banks from
issuing notes to speculative lenders: “Such regulations may, no doubt, be
considered as in some respects a violation of natural liberty. But those exertions
of the natural liberty of a few individuals, which might endanger the security of
the whole society, are, and ought to be, restrained by the laws of all
governments.” [1−3, 423−24]

1899: Thorstein Veblen’s The Theory of the Leisure Class is published in London by
Macmillan. He argues that consumption is driven by envy, not greed; hence his
term, “conspicuous consumption,” made easier with easy credit. (See also the
late Fred Hirsch’s The Social Limits to Growth, H.U.P., 1976.)

1944 July: At Bretton Woo ds, N.H., 44 nations agree to the dollar replacing the pound
sterling as the world’s reserve currency. Given other countries’ current-account
surpluses, the U.S. becomes the “consumer importer of last resort.”

1970 February: The U.S. Government National Mortgage Association (Ginnie Mae)
issues a new type of bond known as a residential mortgage-backed security
(RMBS), backed by $7.5 million of loans originated by Tower Mortgage.

1975: The Securities and Exchange Commission (SEC) allows U.S. banks to base their
capital requirements on the rating agencies’ ratings of the securities they hold.

1975 May 1: The SEC abolishes the custom of charging customers a fixed commission to
trade stock.

1977: The Community Reinvestment Act offers U.S. lending institutions incentives to
issue loans to low-income borrowers.

1977: With the Bank of America, Salomon Brothers’ Lewis Ranieri (who is reputed to
have coined the word “securitization”) issues the first privately backed MBSs.

1978: “There is no other proposition in economics which has more solid empirical
evidence supporting it than the efficient-markets hypothesis,” asserted Michael
Jensen (PhD Chicago ’68).

1980: The Depository Institutions Deregulatory and Monetary Control Act eliminates all
usury controls on U.S. mortgage rates, permitting lenders to charge higher rates
of interest to borrowers who pose elevated credit risk, including those with
weaker or less certain credit histories.

1981 August 1: Salomon Brothers, a private partnership since its founding in 1910, sells
itself to Phibro Corporation, a commodities firm. The new entity will be known
as Phibro-Salomon Inc. until 1986, when Salomon gains control and changes the
name of the parent company to Salomon Inc. This is the beginning of the
transformation of Wall Street investment banks from private partnerships to
publicly traded corporations, which is completed when Goldman Sachs (GS)
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goes public in May 1999.

1982 October 15: The Garn-St. Germain Depository Institutions Act, that ends the
restrictions on mortgage lending introduced in the 1930s after the financial crisis
of the Great Depression, is signed into law by President Reagan (Eureka BA ’32).

1983 June: Larry Fink (UCLA MBA ’76), a bond trader at First Boston, is the co-
inventor, for Freddie Mac, of the collateralized mortgage obligation (CMO),
which slices packages of mortgages into several different “tranches” of risk, sold
separately as securities, with corresponding interest rates: the riskier, the higher.
Freddie Mac issues its first CMO. Larry Fink will found BlackRock in 1995.

1985 March: For Sperry Lease Finance Corp., First Boston sells the first non-mortgage,
asset-backed securities.

1986 June: American pension funds hold about $30 bn of CMOs; three years ago none of
their $600 bn of assets was invested in home mortgages.

1987: The London office of Salomon Brothers sells $2 bn of the first tranche of CMOs to
international banks looking for higher-yielding short-term investments.

1987 January 27: American International Group (AIG) and Financial Products (FP), a
new risk-management firm, sign a joint venture agreement. FP will use
computers, derivatives, and AIG’s AAA rating.

1988: Citibank invents the Structured Investment Vehicle (SIV). At their peak in July
2007 SIVs will have over $400 bn under management, but will have vanished
two years later.

1988 January: Between June 1983 and January 1988, $60 bn of CMOs have been sold by
Wall Street investment banks: a boost to American home finance.

1988 September 13: The Fair Housing Act of 1988 prohibits discrimination in the U.S.
housing market. In mortgage lending: No one may take any of the following
actions based on race, color, national origin, religion, sex, familial status or
handicap (disability): Refuse to make a mortgage loan; Impose different terms or
conditions on a loan, such as different interest rates, points, or fees; Refuse to
purchase a loan; or Set different terms or conditions for purchasing a loan.

1989 August 9: As part of the Financial Institutions Reform, Recovery and Enforcement Act,
the Office of Thrift Supervision (OTS), an agency of the U.S. Treasury, is
established to regulate federal savings banks and savings and loans, as a
consequence of the savings-and-loans crisis. The entire budget of the OTS is
paid by assessments on the institutions it regulates, several of which will fail in
the GFC.

1990: J.P. Morgan becomes the first bank to receive permission from the Fed to
underwrite securities, so long as its underwriting business does not exceed 10% of
its revenues.

1993 August: AIG gains control of FP. AIG chief Maurice “Hank” Greenberg (NY Law
School ’50) says, “You guys up at FP ever do anything to my Triple A rating, and
I’m coming after you with a pitchfork.”

1994 May: A U.S. Government Accounting Office (GAO) report (leader: James
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Bothwell, UC Berkeley PhD ’76) entitled, “Financial Derivatives: Actions
Needed to Protect the Financial System,” warns that: “the sudden failure or
abrupt withdrawal from trading of any of [the 15 major over-the-counter (OTC)
derivatives] dealers could cause liquidity problems in the markets and could also
pose risks to the others, including federally insured banks and the financial
system as a whole.” And that: “the federal government would be likely to
intervene to keep the financial system functioning in cases of severe financial
stress.” And that: “in some cases intervention has and could result in industry
loans or a financial bailout paid for by taxpayers.”

1994: In congressional testimony, Alan Greenspan (NYU PhD ’77, the Chairman of the
Board of Governors of the U.S. Federal Reserve, the Fed) says, “Risks in financial
markets, including derivatives markets, are being regulated by private parties ...
There is nothing involved in federal regulation per se which makes it superior to
market regulation.”

1997 January 7: The Taxpayer Relief Act exempts most U.S. home sales from capital-gains
taxes.

1997 October 1: Northern Rock floats as a demutualised building society. Other
demutualisations include Alliance & Leicester, Halifax/HBOS, and Bradford &
Bingley.

1997 December: Blythe Masters (Trinity Cambridge BA ’91), Bill Demchak (Michigan
MBA), and a team at JP Morgan (JPM) develop many of the credit derivatives
(including credit-default swaps, CDSs, invented at Bankers Trust) that are
intended to remove risk from companies’ balance sheets, combining
securitization and credit derivatives to create Bistros, or Broad Index Secured
Trust Offerings. Masters writes, “By enhancing liquidity, credit derivatives
achieve the financial equivalent of a free lunch, whereby both buyers and sellers
of risk benefit from the associated efficiency gains.”

1998: AIG FP begins to write CDSs, at first with JPM. CDSs are contracts to insure
against the default of financial instruments such as bonds and corporate debt. But
CDSs also are bought and sold as bets against bond defaults (or “naked” CDSs if
neither party holds the underlying loan). The CDSs contain provisions requiring
AIG to put up cash as collateral if its AAA credit rating ever falls.

1998 May 7: Brooksley Born (Stanford Law ’64), chairperson of the Commodity Futures
Trading Commission (CFTC), roils colleagues when her agency says that it will
consider whether OTC derivatives instruments should remain exempt from
regulatory oversight. Later this day, Robert Rubin, Alan Greenspan, and Arthur
Levitt Jr. issue a rebuke of Born’s plan, saying in a joint statement, “We seriously
question the scope of the CFTC’s jurisdiction in this area.” Rubin (Yale Law ’64)
is the Treasury Secretary; and Levitt (Williams BA ’52) is the Chairman of the
SEC.

1998 July 30: U.S. Treasury Deputy Secretary, Larry Summers (Harvard PhD ’82), in
testimony before Congress, argues that “the parties to [OTC derivatives] are
largely sophisticated financial institutions that would appear to be eminently
capable of protecting themselves from fraud and counterparty insolvencies.”
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1998 September 23: As a result of the Russian default of September 1, the hedge fund
Long-Term Capital Management’s equity has fallen to $600 million from a high
of $4 bn eight months ago. The Fed of New York coordinates a rescue package
for LTCM.

1999 February 15: Time magazine cover picture of the “Committee to Save the World:
The inside story of how Three Marketeers have prevented a global economic
meltdown—so far” — Alan Greenspan, Robert Rubin, and Larry Summers.

1999 March 3: Brooksley Born, chairperson of the CFTC, in testimony before the House
Subcommittee on Capital Markets, Securities and Government-Sponsored
Enterprises of the Committee on Banking and Financial Services, reports on
analysis conducted by the President’s Work Group on Financial Markets into the
collapse of LTCM and studies on OTC derivatives. She argues that derivatives
should be brought under regulatory supervision, or they “could pose potentially
serious dangers to our economy.”

1999 March 19: At the Futures Industry Association, Alan Greenspan, Fed Chairman,
argues that derivatives should remain unregulated, despite the demise of LTCM
six months ago and attempts by the CFTC to extend its regulatory reach to OTC
derivatives.

1999 September: Taking on significantly more risk, Fannie Mae, the biggest underwriter
of home mortgages in the U.S., eases credit requirements on mortgage loans it
will buy from banks and other lenders. The American Enterprise Institute warns
that an economic downturn could result in a government bailout similar to the
savings-and-loan industry rescue in the 1980s.

1999 November 12: The Gramm-Leach-Bliley Financial Services Modernization Act
repeals the Glass-Steagall Act of 1933, the purpose of which was to prohibit the
emergence of consolidated financial/insurance one-stop-shop corporations, in
order to reduce the threat of contagion: U.S. banks were not allowed to own
insurers or securities companies (and vice versa) and had to operate in a single
state, inter alia. Lobbying by Citibank (subsequently to become Citigroup) and
others (including Robert Rubin and Larry Summers) has finally borne fruit. The
Act allows a range of possible regulators, from the Fed to the SEC (depending on
the company’s mix of financial services); holding companies that own one or
more “thrifts” (savings-and-loans) may choose to be regulated by the Treasury’s
OTS. Later in 1999 AIG receives approval from the OTS to own a thrift in
Delaware, and its entire operation becomes regulated by the OTS. The market
share of the five largest U.S. banks will rise from 8% in 1995 to 36.5% in June
2010.

2000 December 21: The Commodities Futures Modernization Act, which allows U.S. banks
to continue to self-regulate OTC derivatives, is signed by President Clinton (Yale
Law ’73). It specifically exempts CDSs and other derivatives from state gaming
laws, and excludes certain swaps from being “securities” under SEC rules.
Previously, derivatives bets made outside regulated exchanges were legally
enforceable only if one of the parties to the bet was hedging against a pre-existing
risk, which reduced or eliminated moral hazard: one can only buy fire insurance
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on one’s own property. This Act will encourage GS’s actions in the April 2010
Abacus case. Co-sponsored by Phil Gramm (Georgia PhD ’67) and Richard
Lugar (Pembroke Oxford MA ’56).

2001: LB first uses an accounting manœvre known as “Repo 105,” which will allow LB to
shuffle $50 bn of assets off its books in the months before its collapse in
September 2008 to conceal its dependence on leverage, or debt.

2001: Soon after Greece entered the Euro Zone on January 1, GS helped Greece quietly
borrow billions of dollars treated as a currency trade rather than a loan, which
helped Athens to meet Europe’s Maastricht deficit rules while continuing to
spend beyond its means.

2001 September 11: Although the destruction of the World Trade Center did not
directly contribute to the GFC, U.S. monetary policy (the “Taylor gap” with
prolonged low interest rates) and fiscal policy (going into massive deficit as a
consequence of the costly invasions of Iraq and Afghanistan and the Bush tax
cuts) after the Al Qaeda attacks will exacerbate global financial imbalances.

2002 November 8: On the occasion of the ninetieth birthday of Milton Friedman
(Columbia PhD ’46), Ben Bernanke (Governor, and later Chairman, of the Fed;
MIT PhD ’79), after discussing the role of monetary policy and lack of liquidity,
continues: “I would like to say to Milton and Anna [Schwartz (Columbia PhD
’64)]: Regarding the Great Depression. You’re right, we did it. We’re very sorry.
But thanks to you, we won’t do it again.”

2003 March 3: In his annual letter to shareholders of Berkshire Hathaway, Warren
Buffett (Columbia MA ’51) warns that derivatives are “financial weapons of mass
destruction.”

2003 May 8: Alan Greenspan at the Conference on Bank Structure and Competition:
“As a result [of the use of derivatives and more sophisticated risk measurement
and management methods], not only have individual financial institutions
become less vulnerable to shocks from underlying risk factors, but also the
financial system as a whole has become more resilient.”

2004 January 3: Alan Greenspan at the San Diego meetings of the American Economic
Association argues that it would be easier to clean up after the bursting of a
bubble than identify such a bubble in real time and then prick it.

2004 January 3: Alan Greenspan to the H.M. Treasury Enterprise Conference, London:
“[In the past, excessive] leverage brought down numerous, previously vaunted
banking institutions, and precipitated a financial crisis that led to recession or
worse. But ... Financial derivatives ... have contributed, especially over the
recent stressful period, to the development of a far more flexible, efficient, and
hence resilient financial system than existed just a quarter-century ago.”

2004 February 23: Alan Greenspan at the Credit Union National Association’s meeting
argues that consumers might have been “tens of thousands of dollars” better off
with adjustable-rate mortages (ARMs), instead of standard fixed-rate mortgages.

2004 April 28: To forestall European Union (EU) regulation of their European
operations, the five Wall Street investment banks (Goldman Sachs GS, Merrill
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Lynch ML, Morgan Stanley MS, Lehman Brothers LB, and Bear Stearns BS),
with the assistance of the GS chief Hank Paulson (Harvard MBA ’70), propose
to the SEC that if they agree to submit to new rules restricting them from
engaging in excessively risky activity, then they will be released from any lending
restrictions.

2004 May 21: Edward Gramlich (Yale PhD ’65), Fed Governor, at the Financial Services
Roundtable Annual Housing Policy Meeting, argues that the rapid growth of
subprime (SP) mortgage lending (nearly a tenfold increase in the nine years
1994−2003) “has been associated with higher levels of delinquency [above 7%],
foreclosure, and, in some cases, abusive lending practices.” A further 8% of SP
borrowers are in danger of serious delinquency.

2004 June: The Basel II Accord, the new global rules that regulate bank capital
adequacy, scheduled for implementation after 2006 will, under its Standard
Approach regulation, require certified credit rating agencies to assign risk
coefficients to bank loans and other bank assets.

2004 July 21: Agreeing to the proposal of April 28, the SEC, under its chairman,
William H. Donaldson (Harvard MBA ’58), launches the “Consolidated
Supervised Entities” program, a voluntary program that relaxes the minimum
capital requirements for securities firms and investment banks. Beforehand,
leverage of 12:1 is typical; after, more like 33:1 (and up to 40:1 in the case of
ML). The EU drops its threat to regulate the five banks’ European operations.

2004 August 10: Moody’s starts using David Xiang Lin Li’s Gaussian cupola default
function formula in its ratings methodology for Collateralized Debt Obligations
(CDOs), a type of asset-backed security and credit derivative, including SP
mortgages as underlying assets. Li (Waterloo PhD ’97) adapted it from the
actuarial analysis of “broken-heart” death syndrome in couples to loan default
correlation. A week later Standard & Poor’s (S&P) follows suit. This direct
measurement of risk leads to Moody’s relaxing its requirement for diversification
of portfolios comprising CDOs.

2004 October: In 2003, earnings of financial companies among the S&P’s 500 peaked at
30% of total profits. Back in 1995, such earnings accounted for 18.4% of the
S&P 500 total.

2004 October 14: At the SIBOS 2004 Atlanta Conference, Timothy Geithner (Johns
Hopkins MA ’85), chief of the Fed of New York, argues for the development and
use of counterparty clearing arrangements in “the more standardized” part of the
OTC derivative market, in order to reduce systematic risk. In vain.

2004 October 19: At America’s Community Bankers’ Annual Convention, Washington
D.C., Alan Greenspan opines, “Overall, while local economies may experience
significant speculative price imbalances, a national severe price distortion [in the
housing market] seems most unlikely in the U.S., given its size and diversity.”

2005: U.S. financial-industry profits as a share of U.S. business profits plateaued at 41%
in 2004, having not exceeded 16% until 1986, and oscillating between 21 and
30% in the 1990s.
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2005 March 10: In Richmond, giving the Sandridge Lecture at the Virginia Association
of Economics, Fed Governor Ben Bernanke ascribes the large and growing U.S.
current account deficit to “a global savings glut,” with low interest rates, partly
because of the build-up of large quantities of foreign-exchange reserves by
emerging-market nations following past financial crises, particularly the 1997
East Asia crisis. “[They] increased reserves through the expedient of issuing debt
to their citizens, thereby mobilizing domestic saving, and then using the proceeds
to buy U.S. Treasury securities and other assets.” In discussing the implications of
this imbalance, Bernanke warns of “the risk of a disorderly adjustment in
financial markets.”

2005 March 15: AIG’s credit rating falls to AA from AAA the day after Hank
Greenberg resigns amid allegations about his involvement in a fraudulent deal
with Gen Re. As a result, AIG has to post $1.16 bn in collateral for AIG FP’s
existing positions, and by the end of 2005 AIG FP stops writing CDSs, but has
$80 bn worth of existing “structured products” such as CDOs.

2005 April 20: The Bankruptcy Abuse Prevention and Consumer Protection Act is signed
into law by President Bush (Harvard MBA ’75), making it more difficult for
home owners to dischare their debts. But, instead of falling, the rate of charge-
offs for residential real-estate loans will rise from 0.08% before to 2.82% by Q4,
2009, and from 4.48% to 10.66% (Q2, 2010) for consumer credit-card loans.

2005 May 20: In a speech on markets to the Economic Club of NY, Alan Greenspan
says, “There are a few things that suggest, at a minimum, there’s a little froth in
this market [U.S. housing] ... while we don’t perceive that there is a national
bubble, it’s hard not to see that there are a lot of local bubbles.” Earlier this week
the Fed and other banking regulators warned banks that they should tighten
controls on home equity loans “too often offered with no documentation of a
borrower’s assets”.

2005 June 21: The International Swaps and Derivatives Association (ISDA) introduces
“Pay As You Go” for speedier settlement of bets using CDSs on asset-backed
securities (ABS) against mortgages, following lobbying by a group of prominent
traders, including Greg Lippmann (BA Penn ’91) at Deutsche Bank (DB).

2005 June 22: In an interview with BusinessWeek, Frank Nothaft (Columbia PhD), chief
economist of Freddie Mac, says, “I don’t foresee any national decline in home
price values. Freddie Mac’s analysis of single-family houses over the last half
century hasn’t shown a single year when the national average housing price has
gone down.”

2005 August 25−27: Raghuram Rajan (MIT PhD ’91), Economic Counsellor and
Director of Research, International Monetary Fund (IMF), presents a paper at a
symposium to honour Alan Greenspan’s tenure at the Fed warning that the
financial system is taking on potentially dangerous levels of risk. He is mocked.

2005 October 20: Ben Bernanke, chairman of the President’s Council of Economic
Advisers, in testimony to Congress’s Joint Economic Committee, says, “Although
speculative activity has increased in some areas, at a national level these [house]
price increases largely reflect strong economic fundamentals, including robust
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growth in jobs and incomes, low mortgage rates, steady rates of household
formation, and factors that limit the expansion of housing supply in some areas.”

2006: From $737 million in 1999, AIG FP’s revenue rose to $3.26 bn in 2005, with an
operating income in 2005 of 83% of revenue; this was 17.5% of AIG’s overall
operating income that year, up from 4.2% in 1999. From 2001 to 2008 AIG FP’s
400 employees will be paid a total of $3.5 bn.

2006: In 2005 GS bought $20 bn in CDSs from AIG to offset some mortgage bonds it
had on its books. By 15 Septmber 2008, GS will have collected $7.5 bn from its
AIG CDSs, but will have an additional $13 bn at risk, if AIG fails.

2006: Supported by record profit margins for the sector, financial companies (including
investment banks, regional banks, real estate companies, and insurance
companies) now contribute 28% of the S&P 500’s total net income. Easily
outstripping the other ten sectors, the financial sector profit margin is now 14%,
having risen from 8% in little more than a decade.

2006 January: In response to a call for comment on proposed guidelines for the slew of
new mortgage products then flooding the market, Paris Welch Romero (an
employee of a small mortgage company, with no university qualifications) writes a
brief but direct email to the Office of the Comptroller of the Currency summing
up her expectations: “Expect fallout, expect foreclosures, expect horror stories.”
Her warning will not be heeded, and she will lose her job.

2006 March 28: Angelo Mozilo (Fordham BS ’60), CEO of Countrywide Financial (the
largest U.S. mortgage provider), in a private company email: The 100% loan-to-
value SP mortgage is “the most dangerous product in existence and there can be
nothing more toxic.”

2006 April: ML warns that Iceland’s banks have unsustainable levels of borrowing.

2006 April: In the Khoshaba case, the N.S.W. Court of Appeal holds that a loan
agreement was an “unjust” contract, in part because a lender had failed to obtain
information from the borrowers regarding the purpose of the loan (for a dubious
investment in a pyramid [Ponzi] scheme). The decision has implications for
lenders in all Australian markets, particularly those providing “low doc” and “no
doc” loans, such as SP mortgages.

2006 June: Citi executive, Richard Bowen (Texas), discovers that over 60% of the
mortages Citi is on-selling to Fannie Mae, Freddie Mac and others are defective,
a large potential risk to Citi. His warnings to Citi management are unheeded.

2006 June 12: At the Stonier Graduate School of Banking, Washington, D.C., Fed
Chairman (since February 1, 2006) Ben Bernanke states, “The management of
market risk and credit risk has become increasingly sophisticated.... Banking
organizations of all sizes have made substantial strides over the past two decades
in their ability to measure and manage risks.”

2006 August 17: Moody’s and S&P rate the safest tranche of a residential mortgage pool
put together by GS called GSAMP 2006-S5 as AAA. GSAMP 2006-S5 holds
$338 million of second mortgages to SP borrowers.
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2006 October 13: President Bush signs the Financial Services Regulatory Relief Act into
law.

2006 December 28: Californian SP lender Ownit Mortgage Solutions Inc. files for
bankruptcy.

2007: In 2006 Moody’s makes more than 40% of its revenues from rating CDOs.
Likewise Standard & Poor’s and Fitch’s. Moreover, SP mortgages can be
repackaged into CDOs in a way that makes “default an extremely low
mathematical probability ... If banks were forced to sell securities that had been
downgraded, liquidity could dry up,” from The Economist, July 12, 2007,
“AAAsking for trouble.”

2007: Two thirds of the U.S. SP mortgages issued in 2006 were securitised. Michael
Milken (Wharton MBA ’70) calls securitisation the “democratization of capital.”

2007 January: An employee of Paulson & Co. Inc. explains investment opportunities: “It
is true that the market is not pricing the subprime RMBS wipeout scenario. In
my opinion this situation is due to the fact that rating agencies, CDO managers
and underwriters have all the incentives to keep the game going, while ‘real
money’ investors have neither the analytical tools nor the institutional
framework to take action before the losses that one could anticipate based [on]
the ‘news’ available everywhere are actually realized.”

2007 January 23: GS executive Fabrice Tourre (MS Stanford ’00) in an email to a friend:
“More and more leverage in the system, The whole building is about to collapse
anytime now ... Only potential survivor, the fabulous Fab[rice Tourre] ... standing
in the middle of all these complex, highly leveraged, exotic trades he created
without necessarily understanding all of the implications of those
monstruosities!!!” [translated from French in part]. Tourre will be charged by the
SEC in April 2010.

2007 February: GS creates a CDO, Abacus 2007-AC1, at the request of John Paulson
(MBA Harvard ’80), who will earn $3.7 bn in 2007 by shorting the housing
market. GS charges Paulson $15 million to let him secretly select the mortgage
bonds that he believes are most likely to lose value, according the April 2010
SEC complaint. 83% of the mortgage bonds underlying the CDO will be
downgraded by rating agencies by August, and 99% by early 2008.

2007 February 11: An email to Fabrice Tourre from the head of the GS structured
pro duct correlation trading desk: “the cdo biz is dead we don’t have a lot of time
left.”

2007 February 15: The U.S. National Association of Realtors (NAR) predicts that home
prices will “spring back” in the coming months after reporting that median prices
fell in 73 metro areas in Q4, 2006, “the year of contraction.” Median prices for
single-family homes in the U.S. fell 2.7% in the year since Q4, 2005.

2007 February 27: The “Shanghai surprise,” when the Shanghai composite index falls
8.8% in a few hours, will spread to other markets around the world, the first sign
of the volatility to come.

2007 March 17: A U.S. GAO report (leader: Richard J. Hillman, Scranton BS),
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“Financial Market Regulation: Agencies Engaged in Consolidated Supervision
Can Strengthen Performance Measurement and Collaboration” (specifically, the
Fed, the SEC, and the OTS) notes that, although the OTS has been accepted as
a competent regulator (of AIG inter alia) by British and French authorities,
“while OTS oversees a number of holding companies that are primarily in the
insurance business, it has only one specialist in this area,” with little or no
collaboration with the SEC or the Fed for this oversight.

2007 March 28: In congressional testimony, Fed Chairman Ben Bernanke testifies, “At
this juncture ... the impact on the broader economy and financial markets of the
problems in the SP market seems likely to be contained.”

2007 April: BHP Billiton’s friendly approach to Rio Tinto is rejected.

2007 April 20: Treasury Secretary Henry Paulson delivers an upbeat assessment of the
U.S. economy, saying “All the signs I look at” show “the housing market is at or
near the bottom.”

2007 June: Global buy-out volumes peaked at over $150 bn in June.

2007 July: Rio Tinto buys Alcan for $38.1 bn, mainly using debt.

2007 July: As high-yield CDS premiums veer upwards, the first news articles appear
about the U.S. SP mortgage impact on global credit markets.

2007 July 5: Swiss bank UBS’s CEO, Peter Wuffli (St Gallen PhD ’84), quits. UBS is the
world’s biggest manager of other people’s money.

2007 July 6: After 73 years, the SEC, under Christopher Cox (Harvard MBA & Law
’77), eliminates the “uptick rule,” which required that each short sale transaction
be entered at a price that is higher than the price of the last trade, in effect
preventing short sellers from adding to the downward momentum when the price
of an asset is already experiencing sharp declines.

2007 July 9: “When the music stops, in terms of liquidity, things will get complicated.
But as long as the music is playing, you’ve got to get up and dance,” Citi chief
Chuck Prince (Georgetown Law ’83) tells The Financial Times, adding, “We’re
still dancing.”

2007 July 17: Two of BS’ hedge funds, betting on CDOs (backed by SP loans) have lost
all $20 bn invested in mortgage-related debt. The high-yield CDS premium soars
in the U.S. and Europe.

2007 July 18: Fed Chairman Ben Bernanke acknowledges the increasing risk of the
effects of risk-bearing loan delinquencies spilling into other markets.

2007 July 20: U.S. banks accept a long-discussed version of Basel II, which requires the
services of the ratings agencies.

2007 July 26: Corporate-bond or loan deals begin to falter, around $17 bn in four weeks.

2007 July 31: Sowood Capital, a $3 bn hedge fund, lost half its value in July, and sells
out, the biggest hedge fund to collapse. Harvard University reports that its
endowment has lost $330 million.

2007 August 2: The TED spread surges. A four-year low in the issuing of investment-
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grade bonds in July. The five Wall Street investment banks’ lending
commitments grew from $50 bn in 2002 to over $180 bn in 2006.

2007 August 5: American Home Mortgage Investment halts operations. IKB Deutsche
Industriebank is bailed out for the first time, by a consortium of banks, after losses
in U.S. SP mortgages.

2007 August 8: President Bush apparently rejects suggestions that Fannie Mae and
Freddie Mac be allowed to buy some SP loans from stretched banks.

2007 August 9: An investment arm of BNP Paribas, France’s biggest bank, suspends
withdrawals from three investment funds, citing “the complete evaporation of
liquidity in certain market segments of the U.S. securitisation market.”

2007 August 9: The European Central Bank (ECB) responds to a sudden liquidity
squeeze and a jump in the LIBOR by injecting €98.4 bn ($131 bn) into the
money markets.

2007 August 9: “It is hard for us, without being flippant, to even see a scenario within
any kind of realm of reason that would see us losing one dollar in any of those
transactions,” says AIG FP head Joseph Cassano (Brooklyn College BA ’77) of its
CDSs. But in Q3, 2007, AIG will recognize a $352 million unrealized loss on its
CDS portfolio.

2007 August 16: Moody’s downgrades the safest tranche in GSAMP-2006-S5 from AAA
to Baa, the lowest investment-grade level.

2007 August 16: GS says its funds have been hit by moves that its models suggest are 25
standard deviations away from usual, a likelihood of 6 times 10 to the power of
minus 139. As Warren Buffett remarks: “Beware of geeks bearing equations.”

2007 August 23: The Fed cuts the U.S. discount rate from 6.25% to 5.75%. Citi, JPM
Chase, Wachovia, Bank of America take up the Fed’s offer of 30-day loan terms.
The 3-day AA-rated commercial-paper rate rises from 5.3% to 6.0% for asset-
backed securities. From July 2006 to July 2007, U.S. home foreclosures were up
by 93%. LB closes its SP lending arm.

2007 August 31: President Bush rules out large-scale federal bailouts, but proposes that
the Federal Housing Administration (FHA) help 80,000 SP mortgage borrowers
refinance. (Two million Americans will face sharply higher repayments over the
next year or so as their “honeymoon” periods end.)

2007 September: John Taylor (Stanford PhD ’73) (2007) argues that in the four years
2002−2005, a positive eponymous “Taylor gap” reveals that U.S. interest rates
were too low, resulting in a bubble in U.S. housing prices. (The federal funds
rate had fallen from 6.5% at the end of 2000 to 1% in 2003.)

2007 September 6: Standard & Poor’s says it has downgraded just 1% of SP residential
MB securities, none affecting AAA bonds. CDO downgrades have affected just
1% of securities by value.

2007 September 10: Mr Joe Lewis discloses that he has bought 7% of BS, at $107 per
share.

2007 September 14: Northern Rock, the U.K.’s fifth largest mortgage lender, is given a
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liquidity support facility from the Bank of England, following the first bank run in
Britain since 1866. Northern Rock is the top U.K. securitiser (selling packaged
mortgages), followed by Barclays, HBOS, and the Royal Bank of Scotland (RBS).
The U.K. government guarantees all deposits at Northern Rock; it already
guarantees all small bank deposits. Northern Rock’s shares are valued at 258p on
October 13, down from a high of £12.51 on February 9.

2007 September 16: “While I was aware a lot of these [SP] practices were going on, I had
no notion of how significant they had become until very late. I didn’t really get it
until very late in 2005 and 2006.” — Alan Greenspan on CBS’s “60 Minutes”.

2007 September 18: The Fed cuts the funds rate 50 bp to 4.75%.

2007 September 19: The U.K. government offers to lend $20 bn to commercial banks in
an emergency 3-month auction.

2007 September 25: The U.S. dollar falls to a record $1.41 per €.

2007 October 12: The Dow Jones Industrial Average (DJIA) peaks at 14,093.

2007 October 23: Oil rises to $90/bbl.

2007 October 24: Announcing that ML has suffered the biggest quarterly loss in its
history, and the first since 2001, after writing down by $8.4 bn its CDO securities
backed by SP mortgages, its CEO, Stanley O’Neal (Harvard MBA ’78), admits,
“The bottom line is we—I— got it wrong by being overexposed to SP, and we
suffered as a result of an unprecedented liquidity squeeze and deterioration in that
market. No one, no one is more disappointed than I am in that result.” In 2006
O’Neal’s bonus was $14 million.

2007 October 24: Jonathan Egol (Chicago MBA ’98) is promoted to a managing director
at GS. Since 2004 he and Fabrice Tourre have been selling synthetic CDOs,
named Abacus, at first intended to protect GS from losses if the housing market
collapses. GS’s clients who buy them will lose billions of dollars, however, when
the market collapses. These CDOs consisted of CDSs, not actual mortgages.
From 2005 through 2007, at least $108 bn in these securities was issued by GS
and others, according to Dealogic.

2007 October 28: MBIA, a monoline (a company that insures corporate bonds and
structured products), makes its first-ever quarterly loss. If a monoline is
downgraded, so are the bonds it insures. In 1990 MBIA had $931 million in
equity and only $200 million of debt; by 2006 it had $7.2 bn in equity against an
astounding $26.2 bn in debt, including CDOs. It will remain AAA rated until
June 5, 2008.

2007 October 29: ML replaces Stanley O’Neal, whose severance package is $162 million,
with John Thain (Harvard MBA ’79), a former chief of the New York Stock
Exchange (NYSE).

2007 November 1: A pessimistic report of Meredith Whitney (Brown BA ’92), a
financial services analyst from CIBC World Market, a subsidiary of Canadian
Imperial Bank of Commerce, on Citi’s future, leads to about $369 bn being wiped
off the U.S. stock market value. The DJIA slides more than 360 points, or 2.6
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per cent. In London, £47 bn will be lost over November 1st and 2nd. Ms
Whitney says Citi will need to cut its dividend or sell assets to avert what she says
is a $30 bn capital shortfall. Citi loses more than $15 bn of market capitalisation.

2007 November 2: In an interview with the Fed of Minneapolis’s The Region, Eugene
Fama (Chicago PhD ’64), father of the “efficient market hypothesis,” says, “The
word ‘bubble’ drives me nuts.” Further: “Housing markets are less liquid, but
people are very careful when they buy houses. It’s typically the biggest investment
they’re going to make, so they look around very carefully and they compare
prices. The bidding process is very detailed.”

2007 November 3: Citi executive, Richard Bowen, warns Robert Rubin of flaws in the
evaulation of the risks associated with SP mortgages. Citi management allows
things to worsen.

2007 November 4: Citi replaces its CEO, Charles Prince, after a possible further $11 bn
in SP write-downs. On November 27 the Abu Dhabi Invest Authority buys
4.9% of Citi for $7.5 bn.

2007 November 14: In Deutsche Bank Trust Company Americas v. Jennings et al., a case
about 32 foreclosures, Judge Kathleen M. O’Malley of the U.S. District Court for
the Northern District of Ohio rules that, because the bank could not produce the
legal title to the homes or the actual mortgage papers, the bank may not
foreclose.

2007 November 15: For U.S. entities with fiscal years beginning after this date, the
Financial Accounting Standards Board (FASB) Statement No. 157 “Fair Value
Measurements” becomes effective. FAS 157 specifies that accounting “fair value”
for some financial firms’ assets (such as derivatives, MBSs, and marketable equity
securities) is now market-based, not entity-specific, the so-called “mark-to-
market” rule.

2007 November 21: The European covered-bonds market (a $2 trillion source of
mortgages) is suspended because of falling prices.

2007 November 21: The spread between high-yield corporate paper and U.S. Treasury
bonds has doubled between June and November, from 260 to 520 bp.

2007 November 26: HSBC consolidates $45 bn of two structured-investment vehicles
(SIVs).

2007 November 27: Kreditanstalt sets aside $3.4 bn to cover SP losses at IKB Deutsche
Industriebank. Wells Fargo takes a $1.4 bn charge on home mortgages. The Fed
extends $8 bn in short-term loans until early 2008.

2007 December 4: Moody’s downgrades the safest tranche in GSAMP-2006-S5 from Baa
to a “junk” rating.

2007 November 28: The LIBOR in 2-month euros is the highest since May 2001.

2007 December 12: There is joint central bank action to ease the liquidity squeeze
around the developed world.

2007 December 18: The U.K. government guarantees all Northern Rock’s debts and
commits more than $110 bn, after Northern Rock’s share price falls to below a
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twelfth of its value in five months.

2008: Pay per worker in the U.S. financial sector as a percentage of average U.S.
compensation reached 181% in 2007, after averaging around 100 percent from
1948 to 1983.

2008 January 3: Warren Buffett starts his own bond-insurance company, Berkshire
Hathaway Assurance, given the incumbent monolines’ distress. In February
BHA tries to take over $800 bn in municipal bonds guaranteed by the monolines
MBIA, Anbac, and FGIC.

2008: AIG suffered write-downs of nearly $8 bn by the end of 2007; in Q1 and Q2, 2008,
it will lose another $9.5 bn in write-downs.

2008 January 10: The CEO of BS, Jimmy Cayne (Purdue drop-out), leaves after $1.9 bn
in mortgage write-downs.

2008 January 11: Bank of America announces that it will buy Countrywide for $4 bn
(one-eighth of Countrywide’s value seven months ago), to take effect in July.
Countrywide’s chief, Angelo Mozilo, will agree to forgo $37.5 million in
severance pay, consulting fees and perquisites such as use of the company jet, and
will settle a civil fraud suit in October 2010. Countrywide was regulated by the
OTS.

2008 January 15: Hypo Real Estate writes down $570 million on CDOs.

2008 January 17: Citi reports a $9.8 bn Q4 2007 loss, after write-downs of $18.1 bn on
CDOs.

2008 January 28: Larry Summers in the Financial Times: “Goo d policy is art as much as
science, depending as it does on market psychology as well as the underlying
realities.”

2008 January 28: In a conference call with AIG, GS executives argued that GS should
be paid more than the $2 bn AIG had already paid to cover losses the bank said
it might suffer, while AIG wanted some of its money back ($1.56 bn), arguing
that GS had inflated its potential losses. Nothing is resolved, although GS will
get another $5 bn before the AIG bailout in September, and billions more
afterwards, at 100% of par.

2008 January 30: The Fed’s policy rate falls 50 bp to 3%, having been cut by 75 bp to
3.5% only eight days ago, down from 5.25% in August 2007.

2008 February 6: BHP’s formal offer for Rio Tinto is rejected.

2008 February 10: The spread between high-yield commercial paper and U.S. Treasuries
exceeds 700 bp.

2008 February 13: IKB Deutsche Industriebank is bailed out for the third time, with a
$2.2 bn package.

2008 February 14: AIG writes down $4.9 bn of CDO-related swaps (five times more than
its estimate two months ago); AIG has $62 bn exposure to CDOs with some SP
content. Joseph Cassano resigns as head of AIG FP, having received at least $280
million in compensation (including $34 million in final bonuses and a $1 million
a month six-month retainer until AIG’s bailout).



- 19 -

2008 February 17: Northern Rock is nationalised after two unsuccessful bids to take it
over.

2008 March: In response to February’s events, C.K. Lee (LSE MSc ’98), head of the
OTS’s Complex and International Organizations (CIO) group (for regulating
AIG, inter alia), sends AIG a request for a “corrective action plan” in 30 days,
but Lee moves to OTS Dallas, and the CIO group is disbanded; AIG misses the
deadline.

2008 March 10: Investment bank BS’ press release is headed BEAR STEARNS DENIES

LIQUIDITY RUMORS. Its share are trading above $60.

2008 March 11: The Fed adds a new bailout vehicle, the Term Securities Lending
Facility (TSLF), a new lending facility that allows banks to borrow up to 28 days
instead of normal overnight limits; up to $200 bn.

2008 March 12: Carlyle Capital, a mortgage-backed fund, 15% owned by executives of
the private-equity firm Carlyle Group, defaults on $16.6 bn of debt; geared up to
32 times in order to buy AAA paper, it will wind itself up, its liabilities larger
than its assets.

2008 March 13: No buyers for AAA commercial paper in the U.S.

2008 March 14: LB secures a 3-year facility of $2 bn; it apparently has $64 bn of
unencumbered assets. (But see the March 2010 Valukas report findings.) The
Economist quotes anon.: “If Lehman Brothers goes, there are no sacred cows.”

2008 March 16: ML has $1 trillion in assets and $30 bn in equity; GS has $1.1 trillion
and $40 bn, respectively. There are about $45 trillion of CDSs outstanding
globally.

2008 March 16: U.S. Treasury Secretary Hank Paulson says, “We’ve got strong financial
institutions... Our markets are the envy of the world. They’re resilient, they’re...
innovative, they’re flexible. I think we move very quickly to address situations in
this country, and, as I said, our financial institutions are strong.”

2008 March 16: BS, having run afoul of its lending-capital ratios, is bought by JPM
Chase at a heavily discounted price of $2 per share; its shares had been $170 at
the beginning of 2007. BS had a gross debt ratio of about 33:1 prior to its demise,
and about $10 trillion in CDSs and interest-rate swaps. Its clients had withdrawn
$17 bn in the last two days. Less than a week ago, some said that BS enough
liquid assets and borrowing capacity to survive for two years.

2008 March 16: Counterparty risk as reflected in CD premiums — BS 750 bp, LB 470
bp, ML 320 bp, and GS 230 bp.

2008 March 17: JPM Chase’s market capitalisation rises by $14 bn the day after buying
BS for $2 a share. Jamie Dimon (Harvard MBA ’82), CEO of JPM Chase, sits on
the board of directors of the Fed of New York, which, along with the Treasury,
brokered the deal.

2008 March 18: BS’ shares trade at $6.51.

2008 March 18: The Fed cuts its target rate by 75 bp (to 2.25%, down 200 bp in two
months), and offers extended (28-day) loans to all bond dealers.
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2008 March 17−21: U.S. financial stocks rally by 11%; there is a rally in investment-
grade bonds.

2008 March 24: JPM Chase raises its bid for BS fivefold to $10, but is no longer liable for
$30 bn of BS’ least liquid assets (almost 40% of BS’ assets), now assumed by the
Fed.

2008 March 25: Iceland’s interest rate rises to 15% after a 22% drop in the krona. The
Central Bank of Iceland negotiates a new line of credit for $500 million with the
Bank of International Settlements (BIS), but forgets to extend it in late April,
and so loses it.

2008 March 25: Spread-betting firm IG-Index doubles (from 5% to 10%) its margin for
bank stocks; for four banks (Alliance & Leicester, Anglo Irish, Bradford &
Bingley, and LB) its margin is 20%.

2008 March 25: The Economist reports that U.S. farmers are having trouble hedging
wheat prices because of excessive margin requirements.

2008 April 2: UBS has lost $38 bn betting on U.S. mortgage-backed assets, “mezzanine”
CDOs, after taking the AAA ratings as correct and assuming liquidity.

2008 April 3: At the end of 2007 Northern Rock owed the U.K. tax-payer $53.5 bn.

2008 April 6: George Soros (LSE BA ’52) declares that he is “short U.S. and European
stocks, U.S. ten-year government bonds, and the U.S. dollar; and long Chinese
and Indian stocks and non-U.S. commodities.”

2008 April 8: U.K. housing prices fell 2.5% in March.

2008 April 8: Paul Volcker (Harvard MA ’51), Fed Chairman 1979−1987, in an address
to the Economic Club of NY, observes, “Simply stated, the bright new financial
system — for all its talented participants, for all its rich rewards — has failed the
test of the marketplace.”

2008 April 10: Eight months before the National Bureau of Economic Research (NBER)
gives its official imprimatur, The Economist declares that the U.S. is in recession.
The NBER will announce in early December 2008 that the U.S. has been in
recession since December 2007.

2008 April 15: Moody’s downgrades the safest tranche in GSAMP-2006-S5 yet again; by
December, it will no longer be traded.

2008 April 17: The ISDA reports that OTC derivatives at the end of 2007 totalled $455
trillion globally, of which $62 trillion were CDSs. Global nominal Gross
Domestic Product (GDP) was estimated at $54.5 trillion in 2007. (In December
2008, the derivatives market will be $531 trillion, up from $106 trillion in 2002.)

2008 April 17: In 1989 financial stocks were 8.8% by value of the Standard & Poor’s
500; by Q1 2007 this had grown to 22.3%. The average profit margin of U.S.
finance companies over the past 60 years has been 40%. From a 10% share of
corporate profits in the early 1980s, the U.S. financial services industry’s share
was 40% in 2007. In the early 1980s, U.S. financial assets were worth about
450% of GDP; in 2007, about 1000%.

2008 April 17: U.K. banks RBS and Bradford & Bingley are trading at a market cap of
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between 3 and 4% of their deposits. U.S. banks are priced at between 15 and
30% of their deposits.

2008 April 21: The Bank of England announces its “Special Liquidity Scheme” of $100
bn to allow banks to swap their AB securities for more liquid Treasury Bills as a
means of reducing counterparty risk in interbank landing.

2008 April 22: RBS announces the largest rights issue in U.K. history to raise $24 bn in
new capital to offset a write-down of $12 bn resulting from bad investments and
the earlier purchase of ABN-Amro. RBS has core capital equal to 4.5% of its
assets.

2008 April 24: LB reports a net profit of $489 million in Q1 2008; ML and Citi lost a
combined $7.1 bn in Q1 2008.

2008 April 24: The Iceland krona has fallen 30% against the euro in four months, and
Icelandic banks cannot borrow from other banks.

2008 June 2: Wachovia, the fourth-largest U.S. bank, replaces its CEO, Ken Thompson
(Wake Forest MBA ’75), after losing $707 million in Q1.

2008 June 5: Standard & Poor’s downgrades monoline bond insurers AMBAC and
MBIA from AAA to AA.

2008 June 9: LB announces a Q2 loss of $2.8 bn, far higher than analysts had expected;
will seek to raise $6 bn in fresh capital from investors.

2008 June 15: AIG, the world’s largest insurer, replaces its CEO, Martin Sullivan (no
degrees), after $13 bn losses in Q4 2007 and Q1 2008; it announces plans to raise
$20 bn in fresh capital.

2008 July: The Bank for International Settlements estimates that the notional value of
outstanding CDSs is $45.9 trillion.

2008 July 3: Apparently concerned about rising inflation, the ECB raises its bid rate by
25 bp to 4.25%.

2008 July 11: IndyMac bank collapses, with assets of $32 bn and deposits of $19 bn, the
fourth largest bank failure in U.S. history; it was regulated by the OTS. Eight
other banks have failed in 2008 and the U.S. Federal Deposit Insurance
Corporation (FDIC) has 117 banks on its “problem list” in Q2 2008, up 30% in
three months. Wachovia’s share price has fallen by three-quarters in six months.

2008 July 13: The share prices of Fannie Mae and Freddie Mac are less than one sixth
their values of a year ago.

2008 July 17: ML announces a $4.9 bn loss for Q2, after write-downs of $9.7 bn, bringing
total charges since mid-2007 to more than $41 bn.

2008 July 21: The SEC bans “naked” short selling of the stocks of mortgage finance
companies Fannie Mae and Freddie Mac and 17 large investment banks until
August 12th.

2008 July 26: The U.S. FHA will guarantee up to $300 bn refinanced mortgages. The
Federal debt limit is raised to $10.6 trillion.

2008 July 28: ML writes down a further $4.4 bn, selling $30.6 bn of CDOs at 22% of par.
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2008 July 30: The Federal Housing Finance Regulatory Reform Act is signed, which merges
the Federal Housing Finance Board and the Office of Federal Housing Enterprise
Oversight, creating the Federal Housing Finance Agency (FHFA), with the
power to place GSEs into receivership or conservatorship.

2008 August 9: Large European banks report falls in earnings of between 28% and 63%
one year after the start of the credit crunch.

2008 August 18: GS’s equity research department publishes an in-depth report on AIG,
advising its clients to avoid the stock. AIG shares fall 6% that day.

2008 August 21: ABC Learning’s shares are placed in a trading halt; it is the world’s
largest private provider of childcare services, with a market capitalisation
reaching A$2.5 bn in March 2006.

2008 September 7: The U.S. government announces that the GSEs, Fannie Mae and
Freddie Mac, have been placed under the “conservatorship” of the FHFA, and
commits to provide up to $100 bn to each company to cover any future shortfalls
in capital. The CEOs of both companies are replaced, and dividend payments to
current shareholders eliminated. The two hold or guarantee $5 trillion, about
half of all U.S. mortgages.

2008 September 8: Washington Mutual, the sixth-largest U.S. bank, replaces its CEO,
Kerry Killinger (Iowa MBA ’71).

2008 September 10: LB says that it will spin off a majority of its remaining commercial
real estate holdings into a new public company. And confirms plans to sell a
majority of its investment management division in a move expected to generate
$3 bn. It also announces an expected loss of $3.9 bn ($5.92 a share) in Q3, after
$5.6 bn in write-downs. Korean Development Bank decides against buying a
stake in LB.

2008 September 15: LB, with $613 bn of debt including $160 bn of unsecured bonds,
files for bankruptcy protection; its major assets are later sold to Barclays, Nomura,
Bain Capital, and Hellman & Friedman; those holding its commercial paper
(bonds) will receive about 10% of par. It will be revealed in March 2010 that LB
had used “Repo 105” to “shed” debt of about $39 bn, $49 bn, and $50 bn from its
balance sheet in the previous three quarters, respectively.

2008 September 15: ML to be bought by Bank of America for $50 bn, half its early 2007
value, after posting losses of more than $17 bn over the past year; BofA had
earlier decided against buying LB. The deal includes a confidential agreement to
authorize bonuses to be paid to ML employees for 2008 that “do not exceed $5.8
bn,” before ML’s results can be known — in the end it loses $27 bn.

2008 September 15: AIG’s credit rating is downgraded, from AA to A, forcing it to post
$14.5 bn in collateral. Its shares fall 61% to $4.76.

2008 September 16: Losses from the LB default result in the Reserve Management
Company’s Primary Fund, the oldest U.S. money-market fund, “breaking the
buck” — going into the red.

2008 September 16: AIG is bailed out by the Fed, with an $85 bn infusion. The
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government takes 79.9% of the company, whose share price has recently fallen to
5% of its level 18 months ago. The Fed also replaces chief Robert Willumstad
(Adelphi BA) with Edward Liddy (George Washington MBA ’72).

2008 September 16: GS reports a 70% drop in Q3 profits.

2008 September 18: Lloyds buys HBOS, with 20% of the mortgage market, Britain’s
largest mortgage lender, for £12.2 bn.

2008 September 18: The U.S. Treasury announces a three-page, $700 bn proposal to buy
toxic assets from U.S. banks. It requires congressional approval.

2008 September 18: The Fed, the Bank of England, the Bank of Japan and other central
banks promise up to $180 bn to boost liquidity.

2008 September 19: The U.S. SEC prohibits “naked” short selling of 799 financial stocks
until October 4th, following a British ban of yesterday.

2008 September 19: The U.S. Treasury announces that, for a fee, it will guarantee
eligible money-market mutual funds.

2008 September 21: GS and MS convert to bank holding companies, to receive bank
oversight and support from the Fed. GS sells $5 bn shares to Warren Buffett’s
Berkshire Hathaway and raises $5bn more on the equity markets.

2008 September 21: The Australian government regulator temporarily bans short selling
of any stocks, following a ban on “naked” short selling on September 19.

2008 September 25: The U.S. SEC abolishes the 2004 “Consolidated Supervised
Entities” program.

2008 September 25: Washington Mutual Bank is placed in receivership, after a ten-day
bank run of $16.7 bn; it is partly sold to JPM Chase for $1.9 bn. It was regulated
by OTS.

2008 September 28: The Benelux governments jointly nationalise Fortis, at €11.2 bn.

2008 September 29: The House rejects U.S. Treasury’s $700 bn proposal. The S&P 500
plunges almost 9% (over $1 trillion). The LIBOR shoots up to 6.88%.

2008 September 29: U.K. bank Bradford & Bingley is nationalised at $80 bn and partly
sold off, after its unsuccessful June rights issue.

2008 September 29: Mitsubishi UFJ Financial Group pays $9 bn for a 25% stake in MS.

2008 September 30: Icelandic bank Glitnir is nationalised at $1 bn. The other two
largest Icelandic banks follow on October 7 (Landsbank) and October 9
(Kaupthing). The banks’ total liabilities are ten times the country’s GDP; the
stock market falls by 90%, along with the krona.

2008 October 3: Following the Senate, the House passes a revised and amended version
of the U.S. Treasury $700 bn proposal to create the Troubled Asset Relief
Program (TARP). Bank deposits of up to $250,000 are guaranteed, previously
$100,000.

2008 October 3: Wells Fargo wins the battle against Citi to buy the failed Wachovia
Bank, for about $15 bn. Later attempts to block the deal are unsuccessful.
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2008 October 3: The TED spread is up to 330 bp (from 20 bp in early 2007).

2008 October 4: The Irish government announces that it will guarantee all deposits
($575 bn) in six Irish banks. The German government follows suit a day later.
The European Union responds similarly two days after that.

2008 October 5: Richard S. Fuld Jr. (NYU MBA ’73), LB’s CEO, testifies before a
congressional panel that while he takes full responsibility for the debacle, he
believes all his decisions “were both prudent and and appropriate” given the
information at the time. On November 10, Fuld will sell his half share in a
Florida mansion ($13.75 million in March 2004) to his wife, Kathleen, for $100.
Mrs Fuld is a Vice Chairman, The Museum of Modern Art.

2008 October 5: Hypo Real Estate is bailed out with a €50 bn credit guarantee from the
German government.

2008 October 7: HBOS and Lloyd’s have lost almost 40% of their market value.

2008 October 7: The Fed will buy commercial paper, thus extending short-term loans to
companies for the first time.

2008 October 7: In front of the congressional Committee on Oversight and Government
Reform, Lynn Turner (Nebraska MA ’77), former chief accountant at the SEC,
reveals that the SEC’s Office of Risk Management was cut back to a single
employee.

2008 October 8: The U.K. government policy for bailing out the financial system is
announced. The Treasury will infuse $64 bn of new capital into RBS, Lloyds
TSB, and HBOS, with the government taking equity stakes in any banks bailed
out.

2008 October 8: William Isaac (Ohio State Law ’69), former chair of the FDIC, argues
that the SEC’s FAS 157 requirement that banks “market to market” their assets
has destroyed $500 bn of bank capital, “a major issue in the credit crunch.”

2008 October 12: The Australian government announces guarantees on bank deposits of
up to A$1 million, and wholesale funding guarantees. New Zealand also
guarantees its bank deposits.

2008 October 13: The U.S. government outlines a three-part rescue package involving
the Treasury and the FDIC of at least $250 bn. It may also involve direct
recapitalisation of banks.

2008 October 15: The Baltic Dry Index (a proxy for world shipping) has fallen 85% from
its May record high. Spot iron-ore prices have fallen to half in ten months, along
with other metals prices. Oil prices continue to fall.

2008 October 16: The Swiss government bails out UBS and Credit Suisse, by taking a
10% stake in each and forcing them to increase their capital bases.

2008 October 17: A day after the Swiss government rescues UBS, Switzerland’s largest
bank (more than three times larger than LB), the U.S. Department of Justice Tax
Division, which has been investigating UBS since the middle of 2008, announces
that without the names of U.S. tax evaders with USB accounts there will be no
settlement.
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2008 October 23: Credit markets revive. The LIBOR falls to 4.96%, the lowest since
LB’s collapse. The TED spread also narrows after the Fed makes $540 bn
available to buy assets from money-market funds. The ECB has lent European
banks $1 trillion.

2008 October 23: Alan Greenspan admits in front of a congressional hearing that he was
“partially” responsible by not advocating regulation of derivatives; he confesses to
being “shocked” to find a “flaw” in his ideology that banks could be trusted to be
“self-interested” in serving their shareholders.

2008 October 27: The Japanese Financial Services Agency bans “naked” short selling
from November 4 to March 31. Mitsubishi UFJ Financial Group (Japan’s largest
bank) needs $10.6 bn to cover its dwindling capital after the Nikkei plunges.

2008 October 27: The IMF bails out Hungary and Ukraine.

2008 October 28: The Bank of England estimates the amount of so-called toxic debt that
has been lost by global financial institutions during the credit crisis as £1.8
trillion ($2.8 trillion), yet total bank writedowns by the end of 2008 will only be
about $583 bn and total capital raised about $435 bn.

2008 October 29: The U.S. cash rate drops 50 bp to 1%, down from 5.25% in mid 2007.

2008 October 31: The Japanese lower their policy rate 20 bp to 0.3% and announce a
fiscal stimulus of $51 bn.

2008 November: AIG FP has $2.7 trillion worth of swap contracts and positions; nearly
50,000 outstanding trades (some lasting up to 70 years) with 2,000 counterparty
firms.

2008 November 1: The IMF introduces a new short-term lending facility for emerging
economies facing temporary liquidity problems.

2008 November 4: Allco Financial Group chooses to go into voluntary administration,
after its share price had fallen by 99% in less than 18 months. Allco was part of
the consortium that unsuccessfully tried to take QANTAS over in May 2007.

2008 November 5: The Reserve Bank of Australia (RBA) lowers the cash rate by 75 bp
to 5.25%, following an October cut of 100 bp and a September cut of 25 bp.

2008 November 6: The Bank of England cuts the benchmark rate by 150 bp to 3%, the
sixth cut since late 2007, when the rate was 5.75%. The ECB cuts its rate by 50
bp to 3.25%, its second cut since July, when the rate was 4.25%.

2008 November 6: ABC Learning is forced into the hands of the receivers and
administrators after the auditors failed to sign off its accounts.

2008 November 7: Ford and G.M. announce Q3 losses of $3 bn and $4.2 bn,
respectively.

2008 November 9: China announces a fiscal stimulus of almost $600 bn.

2008 November 10: The U.S. Treasury announces a new rescue package for AIG,
bringing the total cost to $150 bn.

2008 November 12: The U.S. Treasury announces it will use the $700 bn TARP to
recapitalise banks and other financial institutions, rather than buying their toxic
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mortgage-backed assets.

2008 November 19: The Swiss government proposes a $5 bn bailout of UBS, which has
written off over $45 bn, as well as assuming up to $60 bn of toxic assets, and
taking a 9.3% stake in the bank.

2008 November 20: The benchmark CDS Index, which shows the cost of insuring firms
against default, has almost doubled to 284 bp, from 152 bp prior to LB’s demise.

2008 November 24: The U.S. government bails out Citi for an additional $20 bn
(following the TARP’s earlier cash injection of $25 bn), using a loss-sharing
agreement with the Treasury’s TARP. The bailout could cost taxpayers up to
$306 bn after guaranteeing mortgage assets, in addition.

2008 November 25: The New York Fed creates Maiden Lane III, a holding company, to
buy (up to $35 bn of) AIG FP’s mortgage-related securities from its counterparties
to free it to terminate its CDSs. (AIG states that $74 bn in CDS arrangements
should be ended.) It also creates Maiden Lane II to use $1 bn from AIG and up
to $22.5 bn from the Fed to help AIG shut down its securities lending operations.

2008 November 25: The Fed announces the creation of the Term Asset-Backed
Securities Loan Facility (TALF), a joint venture with the U.S. Treasury designed
to increase credit availability by supporting the issuance of ABSs collateralized by
student loans, auto loans, credit card loans, and loans guaranteed by the Small
Business Administration (SBA). The Fed of New York will lend up to $200 bn,
later increased to $1 trillion, on a non-recourse basis, and the Treasury will
provide $20 bn of credit protection from the TARP.

2008 November 26: The New York Times estimates that the total value of guarantees,
investments, and loans given by the U.S. government since the beginning of the
financial crisis has reached $7.8 trillion — as an insurer (guarantees made to
investors and depositors against default): $3.1 trillion committed ($97 bn spent);
as an investor (stakes taken in big financial companies in exchange for cash):
$3.0 trillion committed ($649 bn spent); as a lender (low-interest loans made to
large financial institutions): $1.7 trillion committed ($617 bn spent). This total
does not include $5 trillion in guarantees made by Fannie Mae and Freddie Mac
and apparently on the government balance sheet since September 7th. (See later
estimate on April 30, 2009, below.)

2008 November 27: China cuts rates by 108 bp.

2008 November 25: BHP withdraws its hostile bid for Rio Tinto, citing Rio’s high level
of debt ($45 bn) after the Alcan purchase, inter alia.

2008 December: In three months the Fed has more than doubled its balance sheet, from
$942 bn to over $2.2 trillion.

2008 December 2: The RBA lowers the cash rate by 100 bp to 4.25%. Australian
inflation is at 5% in late October. The Australian dollar has fallen 28% against
the U.S. dollar since end-July.

2008 December 3: Babcock & Brown’s shares trade at A25¢, down from A$35.18 17
months ago. (On March 13, 2009, the firm enters liquidation.)
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2008 December 5: The Australian government announces a A$2 bn special fund,
established by leading Australian banks, to provide liquidity to car dealers and
their financiers, following the exit of GMAC Finance and GE Money from
Australian wholesale and retail car financing, announced on October 24th.

2008 December 5: From a high of $147/bbl five months ago, the world price of oil drops
to $41/bbl and will continue to fall.

2008 December 8: ML chief John Thain asks for a 2008 bonus of $10 million or more,
but is turned down after the request is leaked to the WSJ. In October he was
asking for $30 million.

2008 December 9: Rates on three-month U.S. Treasury bills turn negative for the first
time. The same day, the U.S. sells $30 billion of four-week bills at a zero percent
rate.

2008 December 11: On a tip from his sons, the FBI arrests Bernard Madoff (Hofstra BA
’60), former Chairman of the NASDAQ stock market, who is charged with fraud
relating to what Madoff himself has characterised as “basically, a giant Ponzi
[pyramid] scheme” of up to $50 bn in cash and securities. (On March 12, 2009,
Madoff pleads guilty; he claims to have had nearly $65 bn in 4,800 client
accounts at the end of November; prosecutors are seeking more than $170 bn in
forfeiture.)

2008 December 11: The House refuses to pass President Bush’s car industry bailout bill.

2008 December 11: Robert Pickel (N.Y.U. Law), chief of the ISDA, strongly defends the
use of OTC derivatives including CDSs.

2008 December 16: The Fed cuts its target for the overnight federal funds rate to a range
of zero to 0.25%, the lowest ever.

2008 December 19: The Belgian government falls, following its botched attempt to bail
out the failed Belgo-Dutch bank, Fortis.

2008 December 19: President Bush bails out G.M. and Chrysler, with an emergency loan
from the TARP of $13.4 bn now, and another $4 bn in February.

2008 December 22: Toyota announces an annual loss (for the year to end next March)
for the first time in 70 years. The net loss will be announced (on 2009/05/08) as
¥437 bn ($4.4 bn), including a loss of ¥766 bn ($7.7 bn) for the first three
months of 2009.

2008 December 23: The SEC takes steps to allow British firm LCH.Clearnet to act as a
central clearinghouse for transactions involving CDSs.

2008 December 23: The CIT Group wins court approval to convert to a bank holding
company. The government bails out CIT by investing $2.33 bn in the firm.

2008 December 30: The SEC decides not to suspend FAS 157 mark-to-market
accounting.

2009 January: At end-December 2008, China’s foreign reserves (minus its holdings of
gold) stood at $1.946 trillion, and was mainly bonds issued by the U.S. Treasury
and by Fannie Mae and Freddie Mac.
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2009 January: There is nearly $1 trillion of U.S. consumer credit-card debt, an average
balance of $11,212; the percentage of charge-offs will rise to 10.66%. in Q2,
2010. http://www.federalreserve.gov/releases/chargeoff/chgallsa.htm

2009 January 2: The world oil price bottoms at $34.57/bbl.

2009 January 8: The Bank of England cuts interest rates to 1.5%, an all-time low (since
1694).

2009 January 14: In Q4 China’s exports (in dollar terms) fell by 13%, and were 3% lower
than a year ago, but its imports for 2008 fell by 21%, resulting in a record Q4
trade surplus of $457 bn annualised, 50% higher than Q4 2007.

2009 January 15: Despite earlier assurances, Ford Credit pulls out of retail car financing
in Australia, joining GMAC Finance and GE Money.

2009 January 15: The Irish government announces the full nationalisation of Anglo Irish
Bank, the country’s third-largest lender.

2009 January 15: U.S. foreclosures rose 81% in 2008, affecting 2.3 million households;
December filings were up 41% from a year ago.

2009 January 16: Citi reports a Q4 loss of $8.29 bn, and 2008 loss of $18.72 bn. The
company plans to split into two: Citicorp for the core banking, and a second
business for non-core assets, eventually to be sold.

2009 January 16: The head of a bank with $300 million in TARP money (Whitney
National Bank in New Orleans) says, “Make more loans? We’re not going to
change our business model or our credit policies to accommodate the needs of the
public sector as they see it to have us make more loans.”

2009 January 19: The U.K. government announces new measures to bolster the country’s
leading banks, to augment the measures of last October 8th, including an
increase in its stake in RBS to 70%.

2009 January 20: The French government agrees to provide another $13.6 billion of
capital to its biggest lenders.

2009 January 23: ML chief John Thain resigns after spending $1.22 million of campany
cash on refurbishing his office (including a $1,405 trashcan), and accelerating a
payout of $3.6 bn in executive bonuses before BofA took over at the end of
December (696 executives received bonuses of $1 million or more). ML lost
$21.5 bn in Q4, and BofA will receive $20 bn in TARP money in addition to the
$25 bn promised on October 14; $118 bn of risky assets will be guaranteed as
well. The U.S. government becomes the Bank’s largest shareholder, with about
6%.

2009 January 28: The IMF cuts its forecast of 2009 world economic growth to 0.5%
(−2.0% for advanced economies and +3.3% for developing), down from a
forecast of 2.2% (−0.3% and +5.1%) last November. Its estimate of total losses
for banks and other financial services companies is now $2.2 trillion, up from
$1.4 trillion last October.

2009 January 28: The New York State comptroller estimates that total bonuses in the
N.Y. securities industry fell 44% to $18.4 bn, down from $32.9 bn in 2007, but
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still the sixth highest on record, just below 2004, in real terms. He also estimates
that the brokerage units of N.Y. financial companies lost more than $35 bn in
2008, triple their losses in 2007.

2009 January 31: In London, the Chinese premier, Wen Jiabao (Beijing Institute of
Geology MEng ’68), says, “Whether we will buy more U.S. Treasury bonds, and if
so by how much — we should take that decision in accordance with China’s own
need and also our aim to keep the security of our foreign reserves and the value of
them,” raising new concerns about China’s commitment to continue purchasing
U.S. government debt.

2009 February 3: At a gathering in Kuwait City, Justin Lin (Chicago PhD ’86), the
World Bank’s chief economist, estimates that losses in global equity markets are
now $30 to $35 trillion, and that real estate markets have lost an equal amount.
“To sum them up, total losses are about $60 trillion, which is about the size of the
global GDP.”

2009 February 17: In an interview with the Financial Times, Alan Greenspan says, “It
may be necessary to temporarily nationalise some banks in order to facilitate a
swift and orderly restructuring. I understand that once in a hundred years this is
what you do.”

2009 February 17: President Obama (Harvard Law ’91) signs his $789 bn stimulus bill
into law, the American Recovery and Reinvestment Act.

2009 February 26: Founded in 1727, at the end of 2007 RBS was the world’s largest bank
by assets; in 2008 it lost £24.1 bn ($34.4 bn), the biggest loss in U.K. corporate
history.

2009 February 26: Fannie Mae reports a Q4 loss of $25.2 bn, bringing its 2008 loss to
$58.7 bn.

2009 February 27: The U.S. government agrees to become the biggest single shareholder
in Citi, with a stake of up to 36%, in a partial nationalisation. This brings the
amount of rescue funding to $70 bn (plus $306 bn in guarantees). The market
value of Citi (with some $1,600 bn in assets and operations in 130 countries) is
less than $9 bn. Its shares fall 30%.

2009 February 28: In the annual letter to his shareholders, Warren Buffett argues that
the danger of derivatives is not merely the difficulty in assessing their value,
rather it is the “web of mutual dependence” they create and the long periods of
entanglement: “Participants seeking to dodge troubles face the same problem as
someone seeking to avoid venereal disease. It’s not just whom you sleep with, but
also whom they are sleeping with.”

2009 March: One indicator of the U.S. credit crunch is commercial paper outstanding
(CPO): Q3 nominal GDP grew by 3.8%, but CPO fell by more than 25% (from
$2.19 trillion to $1.58 trillion), and at end-February 2009 is $1.46 trillion. Asset-
backed CPO fell by more than 40% (from a high of $1.21 trillion in mid-2007 to
$725 bn), and at end-February is $671 bn. Unsecured financial CPO is $588 bn,
from a high of $1,050 bn at end-2007.

2009 March 2: Former head of the RBA, Ian MacFarlane (Monash MEc ’71), argues that
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there are two reasons why Australia’s big four banks are listed amongst the eleven
soundest in the world by Standard & Poor’s (AA or better): the “four pillars”
policy acted to reduce takeover competition among the banks, which reduced
their propensity to take excessive risks to escape being taken over; and there was
a savings shortfall in Australia, a net international borrower, — unlike Europe
and Japan — which kept the four banks out of the U.S. SP mortgage market.

2009 March 2: After substantial writedowns on its commercial MBSs, AIG reports a
$61.7 bn Q4 loss, the largest in U.S. corporate history, which pushes its total net
loss for 2008 to $99.3 bn. In the third rescue in five months, the U.S.
government will take a controlling stake in AIG’s Asian operations and its global
life insurance business, as well as $8.5 bn-worth of bonds backed by cash flow
from the U.S. life insurance unit. In return, the government will forgive most or
all of the $38 bn lent to AIG, reduce the interest rate on future loans, and
provide a $30 bn standby credit line from the TARP to cover further losses. This
brings to $180 bn the amount of taxpayers’ cash infusions that AIG has received,
and counting. The government’s stake remains at just below 80% of the
company.

2009 March 5: The Bank of England cuts interest rates by 50 bp to 0.5%, and the ECB
cuts rates by 50 bp to 1.5%. The Bank of England will spend £75 bn ($105 bn) of
newly created money (“quantitative easing”) to buy nearly a third of outstanding
5- to 25-year government bonds, or gilts. The 3-month US-dollar LIBOR has
fallen to 1.28%, from 4.8% last September.

2009 March 5: Angry Fed Chairman Ben Bernanke, appearing at a Senate budget
hearing, says that AIG strayed from its core insurance business and took
unmonitored and unnecessary risks through its Financial Products (FP) unit,
which wrote billions of dollars in exotic derivative contracts (including CDSs)
that faltered and nearly destroyed AIG. AIG FP’s activities were unregulated
(see 2000/12/21), a gap in the system.

2009 March 5: Shares in Citi briefly fall to $0.97, from a high of $57.00 at the end of
2006.

2009 March 9: The Asian Development Bank (ADB) warns that the falls in the
worldwide value of “financial assets” (stock market valuations and bonds
supported by mortgages and other assets, but not financial derivatives) might
have reached more than $50 trillion, a year’s global economic output. “Asia has
been hit disproportionately hard.”

2009 March 11: Writing in the Wall Street Journal, Alan Greenspan states, “Given the
decoupling of monetary policy from long-term mortgage rates, accelerating the
path of monetary tightening that the Fed pursued in 2004-2005 could not have
‘prevented’ the housing bubble.”

2009 March 12: The global economy is on track for its worst recession since the 1930s,
with output likely to shrink by 1−2% this year, World Bank President Robert
Zoellick (Harvard Law & MPA ’81) tells the London Daily Mail.

2009 March 15: Between 16 September and 31 December 2008, AIG paid $49.5 bn from
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bailout funds to CDS and securities-lending counterparties: GS $12.9 bn, Société
Général $11.5 bn, DB $11.5bn, Barclays $8.5 bn, ML $6.8 bn, BofA $5.2 bn,
UBS $5 bn, BNP Paribas $5 bn.

2009 March 15: After receiving more than $170 bn in taxpayer bailout money, AIG pays
out about $165 million to AIG FP executives in bonuses and “retention pay,”
under contracts signed before last year’s bailouts, including a single payout of $6.5
million. This is in addition to $121 million in previously scheduled bonuses for
AIG’s senior executives, including $9.6 million to the top 50 executives. AIG FP
is being wound down.

2009 March 18: Acting director of the OTS, Scott Polakoff (Southern Methodist MA
’92), admits to a House hearing that OTS had the authority, resources, and
expertise to have stopped AIG FP’s CDS and securities lending commitments in
2004, but didn’t, which was a mistake. (But see the March 2007 GAO report on
OTS’ lack of insurance expertise.)

2009 March 18: The Fed announces that it will pump an extra $1 trillion into the
mortgage market (by buying government-guaranteed mortgage-backed securities,
$750 bn, and longer-term bonds, $300 bn), using “quantitative easing,” in
addition to the $500 bn of such securities it is already buying.

2009 March 19: The IMF predicts that the world economy will shrink by up to 1% in
2009; G7 countries will contract by as much as 3.5%; Japan is forecast to contract
by 5%.

2009 March 23: U.S. Treasurer Tim Geithner announces a “public-private partnership”
for private investors to buy up to $1 trillion of banks’ toxic assets, with
government help: co-investment by the Treasury, cheap, non-recourse loans from
the Fed, and debt guarantees from the FDIC. The investors face a good up side,
but not much down side. The Treasury will expand the TALF as part of the
package by accepting legacy debt: toxic debt as collateral from borrowers, as well
as AAA-rated commercial real-estate bonds.

2009 March 31: Caja de Ahorros Castilla-La Mancha is the first Spanish bank to be
bailed out, with government loan guarantees of up to €9 bn ($11.8 bn).

2009 April 2: The FASB eases market-to-market fair valuation rule 157 for U.S.
financial institutions, allowing upwards revaluation of some bank assets.

2009 April 4: The U.S. Congressional Budget Office estimates that the net cost of using
the TARP’s full $700 bn will total $356 bn, just over 50¢ in the dollar.

2009 April 6: Dick Parsons (Albany Law ’71), chair of Citigroup, says, “Besides banks,
there was reduced regulatory oversight, loans to unqualified borrowers were
encouraged and people took out mortgages or home-equity loans they couldn’t
afford.”

2009 April 21: The IMF revises upwards its estimate of financial institutions’ total
writedowns on loans and other assets to $4.1 trillion, including total writedowns
on U.S. assets of $2.7 trillion (up from its January estimate of $2.1 trillion, and
almost double its October 2008 estimate), by the end of 2010. Banks will bear
about two-thirds of the losses, with insurance companies, pension funds, hedge
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funds, and others taking the rest.

2009 April 22: In its quarterly “World Economic Outlook” (lead author Jörg Decressin,
Harvard PhD ’93), the IMF revises down its January forecast and says that the
world economy will contract by 1.3% in 2009, instead of growing by 0.5%.
Advanced economies will contract by 3.8% this year, they say, and global trade
will plunge by 11% this year, after growth of 3.3% in 2008.

2009 April 30: The New York Times notes that beyond the $700 bn TARP bailout (used
to prop up banks and car companies), the U.S. government has created an array
of other programs to provide support to the financial system, with commitments
of about $12.2 trillion and expenditure of $2.5 trillion, with more than $10 bn in
dividends and fees collected. As investor, the government has committed $9.0
trillion and spent $1.6 trillion; as insurer, $1.7 trillion and $330 bn; and as lender,
$1.4 trillion and $528 bn.

2009 May 5: The LIBOR falls below 1%.

2009 May 7: Stephen Friedman (Columbia Law ’62) resigns as Chairman of the NY Fed
as a result of a perceived conflict of interest of his purchases of 52,600 GS shares
while serving as a GS board member and supposedly responsible for oversight of
GS.

2009 May 8: Sebsequent to “stress tests,” ten of the largest U.S. banks are ordered to
raise a total of $75 bn in extra capital: BofA $34.9 bn, Wells Fargo $13.7 bn, Citi
$5.5 bn on top of the $52.5 bn it plans to acquire by letting the U.S. Treasury
become its biggest single shareholder. The rest are given a clean bill of health.

2009 May 13: Fed chief Timothy Geithner proposes that OTC derivatives trades take
place on exchanges, with all major dealers subject to federal oversight. This
would include CDSs, which have cost U.S. taxpayers $182 bn so far to bail out
AIG, inter alia. Geithner is supported by SEC chief Mary Schapiro (George
Washington Law ’80), ISDA chief Robert Pickel, and Tim Ryan (American
University Law), chief of the Securities Industry and Financial Markets
Association (SIFMA).

2009 May 21: A day after Alan Greenspan warns that the global financial crisis is far
from over and that U.S. banks must raise “large” amounts of capital before
recovery can begin, the FDIC shuts down Florida’s BankUnited, the FDIC’s
second-costliest bank collapse (at $4.9 bn) of the crisis, after IndyMac (almost
$11 bn). Both BankUnited and IndyMac were regulated by the OTS.

2009 June 9: Ten U.S. banks (including JPM Chase $25 bn, GS $10 bn, MS $10 bn) are
allowed to repay a total of $68 bn of bailout funds from the TARP to the
Treasury. But BofA, Citi (both $45 bn), Wells Fargo ($25 bn), and others
continue under government supervision.

2009 July: Japan’s export have fallen by 35.7% over the past twelve months, Germany’s
by 22.3%.

2009 July 10: Larry Summers in the Financial Times: “I think I always had the sense that
our regulatory system was about the protection of individual institutions, and the
important problems are often about the protection of the system. I was very
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worried in the 1990s about predatory lending, about systemic risk, about the
stability of Fannie and Freddie. But the political constellation at that time didn’t
offer a chance really to do more than report and warn about it. It’s a different
world today. As Keynes famously said, When the facts change, I change my
mind.”

2009 July 14: GS announces a record Q2 profit of $3.44 bn, and sets aside $11.36 bn for
employee compensation and benefits through the first half of 2009.

2009 July 16: JPM Chase announces a Q2 profit of $2.7 bn.

2009 July 17: Mervyn King (Cambridge ’69), Governor of the Bank of England, at the
Lord Mayor’s Banquet: “If some banks are thought to be too big to fail, then ...
they are too big.” Morever, “the size of the [U.K.] banking system was, as a
proportion of GDP, five times that of the U.S.”

2009 July 20: After failing to obtain a second bailout, the CIT Group has borrowed $3
bn from its bondholders, averting what would have been the fifth-largest
bankruptcy in the U.S.

2009 July 31: Nine banks that combined had losses of nearly $100 bn received $175 bn
in U.S. government aid money, but as yet have repaid only $50 bn, paid out
nearly $33 bn in bonuses in 2008, including more than $1 million to each of
nearly 5,000 employees.

2009 August 13: The Economist estimates that U.S. taxpayers have equity of about $160
bn in AIG, Fannie Mae and Freddie Mac, which is “likely” to rise to $300 bn.
With other types of help, such as loans, the total exposure could reach $800 bn,
or 3% of GDP.

2009 August 25: President Obama nominates Ben Bernanke for a second term as Fed
chairman.

2009 August 27: The FDIC reports that the number of distressed banks has risen to the
highest level in fifteen years (416), up from 171 six months ago.

2009 September 18: The Fed proposes tough set of pay guidelines for big U.S. financial
firms, that would reduce the incentives for traders and executives to undertake
too much risk. Despite not requiring congressional approval, and despite the
report of the Special Master for TARP Executive Compensation, ten months
later the set will still to be announced and implemented.

2009 September 25: In the U.S. the value of guarantees and bailouts approaches 80% of
GDP, some $12 trillion.

2009 November 7: The U.S. October “broader” unemployment rate the (the “U-6”) is at
least 17.4% , the highest for at least forty (perhaps seventy) years, with six
unemployed for each vacancy.

2009 October 15: “If [banks] are too big to fail, they’re too big,” says Alan Greenspan to
an audience at the Council on Foreign Relations in New York..

2009 November 17: “Certainly, our industry is responsible for things. We’re a leader in
our industry, and we participated in things that were clearly wrong and we have
reasons to regret and apologize for.” —Lloyd Blankfein, chairman and CEO,
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Goldman Sachs.

2009 December 8: At the Future of Finance Initiative, a conference organised in
England by the WSJ, Paul Volcker, chairman of President Obama’s Economic
Recovery Advisory Board, states that the biggest innovation in the financial
industry over the past 20 years has been the Automated Teller Machine. “I wish
someone would give me one shred of neutral evidence that financial innovation
has led to economic growth — one shred of evidence,” he says. Saying that
financial services in the U.S. has increased its share of value added from 2% to
6.5%, he asks the bankers present, “Is that a reflection of your financial
innovation, or just a reflection of what you’re paid?”

2010 January 4: At the annual meeting of the American Economic Association, Atlanta,
Ben Bernanke argues that it was poor execution of regulation (and insufficient
attention to systematic stability instead of institutions’ stabilities), not lax
monetary policy, that mainly led to the housing bubble and the financial crisis.

2010 January 13: The first public hearings occur of the U.S. Congressional Financial
Crisis Inquiry Commission, modelled on the Pecora Commission of the 1930s
that recommended creation of the SEC and the Glass-Steagall Act of 1933,
designed to prevent the formation of banks too big to fail. The ten-member
panel includes Brooksley Born.

2010 January 28: The U.S. Senate confirms Ben Bernanke for his second term as Fed
chairman, but it was a battle.

2010 February 8: 91% of the AAA subprime Residential MBS securities issued in 2007,
and 93% of those issued in 2006, have since been downgraded to junk status.
97% of the AAA Option ARM securities issued in 2006 and 2007 are now in
junk status. Option ARMs allow borrowers to pick from several types of
payments each month, including a “minimum payment” that results in a growing,
rather than declining, loan balance.

2010 March 12: The Valukas report on the collapse of LB, sponsored by the U.S.
bankruptcy court, reveals LB’s accounting shenanigans in its final months, such
as the Repo 105 device, first used in 2001, that allowed LB to shift about $50 bn
off its balance sheet when necessary, thus misleading investors about its leverage.

2010 March 27: The former Fed chairman, Alan Greenspan, calls the financial crisis “a
once-in-a-century event” whose consequences have proved far more devastating
than had been widely expected. “We all misjudged the risks involved. Everybody
missed it — academia, the Federal Reserve, all regulators.”

2010 April 14: Jamie Dimon, CEO of JPM Chase, says that the cost to his company of
forcing OTC derivative trading through a public exchange, “could be $700
million to a couple billion dollars.”

2010 April 16: The SEC files suit against GS, claiming the bank created and sold a
synthetic CDO, Abacus 2007-AC1, that was secretly intended to fail. European
banks IKB Deutsche Industriebank and ABM Amro (now owned by the RBS)
and others lost over $1 bn in this deal, it’s alleged. (RBS lost $840.1 million.)
From 2004 to 2008 GS issued 25 Abacus deals, worth $10.9 bn, seven of which
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went to AIG. Shares of GS close down 13%, destroying $10 bn of the company’s
value.

2010 April 16: The IMF estimates that “Net of amounts recovered so far [the 30 months
to December 2009], the fiscal cost of direct support has averaged 2.7% of GDP
[$862 bn] for advanced G-20 countries. In those most affected, however,
unrecovered costs are on the order of 4−5% of GDP. Amounts pledged, including
guarantees and other contingent liabilities, averaged 25% of GDP during the
crisis. Furthermore, reflecting to a large extent the effect of the crisis,
government debt in advanced G-20 countries is projected to rise by almost 40
percentage points of GDP during 2008−2015.”

2010 April 20: Earnings for GS rose 91% in the first quarter of 2010, to $3.46 bn or
$5.59 a share, up from $1.81 bn or $3.39 a share in the same period last year.
Revenue increased 36%, to $12.78 bn, up from $9.42 bn in the quarter a year
ago.

2010 April: The median U.S. home price was $173,100 in April, down 25% from July
2006, according to the NAR.

2010 May 3: The U.S. Treasury estimates that the housing downturn, financial market
crisis, and job losses were major setbacks for U.S. households: net household
wealth fell by about $17 trillion, or 26%, from its peak of $66 trillion in Q2 2007
through the middle of 2009.

2010 May 6: In a sign of market instability, the “flash crash” on U.S. stock markets leads
to the DJIA to fall nearly 1,000 points before recouping much of the loss. The
major market indexes dropped by over 9% (including a roughly 7% decline over
15 minutes). The cause or trigger remains unclear, but some have argued that
retention of the uptick rule (abandoned on 6 July 2007) would have prevented
the turbulence.

2010 May 7: The VIX (the Chicago Board Options Exchange Volatility Index) closes at
40.95 (its highest since April 2009), having risen over 20% in one day, and
doubled over the past four days.

2010 May 10: European governments and the IMF agree to make available up to €750
bn in loans to staunch the spread of the Greek debt crisis.

2010 May 10: In testimony before the U.S. Financial Crisis Inquiry, Alan Schwartz
(Duke, ’72), erstwhile CEO of BS, says, “I ... believe that we took all the
appropriate steps that we could to try to survive the storm that was breaking upon
us.”

2010 May 10: The VIX logs its largest ever one-day percentage decline, tumbling nearly
30%. It is the first time the index has risen more than 20% in one trading day
and then declined more than 20% in the next session.

2010 May 18: Germany bans “naked” short selling and “naked” CDSs of euro-area
government bonds; the ban will also apply to shares of ten German banks and
insurers until 31 March 2011.

2010 July 21: President Obama signs into law the Dodds-Frank Wall Street Reform and
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Consumer Protection Act, that creates a new consumer financial-protection
bureau; that empowers regulators to dismantle any failing financial firm, not just
banks, and pushes more of the clean-up costs onto the industry, rather than the
taxpayer. Securitisers will have to retain more of the risk. Banks’ proprietary
trading and their investment in hedge funds and private equity will be limited.
Derivatives markets will be regulated.

2010 August 24: The U.S. NAR reports “existing home” sales of 3.8 million in July
(annualized), a 26% drop over a year, and down from a record high of 7.25
million in September 2005.

2010 September 30: The Irish budget deficit will rise to 32% of GDP (increasing public
debt to 99% of GDP) as a result of providing fresh capital for its ailing banks
(Anglo Irish, Allied Irish, and others). Yesterday, the yield on its ten-year
government bonds was 470 bp above that of Germany.

2010 October 5: The IMF’s Global Financial Stability Report states that the total value of
crisis-related bank writedowns between 2007 and 2010 is $2.2 trillion. Banks will
continue to be pressured: nearly $4 trillion of bank debt must be rolled over in
the next 24 months.

2010 October 15: Angelo Mozilo, erstwhile CEO of Countrywide Finance, agrees to pay
$67.5 million to settle a civil fraud case with the U.S. SEC.

On request (email:bobm@agsm.edu.au ), I can provide references for specific dated
events.
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