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Abstract
This study analyzes the trends in the financial sector over the past 30 years, and argues that unsupervised financial innovations and lenient government regulation are at the root
of the current financial crisis and recession. Combined with a long period of economic expansion during which default rates were stable and low, deregulation and unsupervised
financial innovations generated incentives to make risky financial decisions. Those decisions were taken because it was the only way for financial institutions to maintain market
share and profitability. Thus, rather than putting the blame on individuals, this paper places it on an economic setup that requires the growing use of Ponzi processes during
enduring economic expansion, and on a regulatory system that is unwilling to recognize (on the contrary, it contributes to) the intrinsic instability of market mechanisms.
Subprime lending, greed, and speculation are merely aspects of the larger mechanisms at work. It is argued that we need to change the way we approach the regulation of
financial institutions and look at what has been done in other sectors of the economy, where regulation and supervision are proactive and carefully implemented in order to
guarantee the safety of society. The criterion for regulation and supervision should be neither Wall Street’s nor Main Street’s interests but rather the interests of the
socioeconomic system. The latter requires financial stability if it’s to raise, durably, the standard of living of both Wall Street and Main Street. Systemic stability, not profits or
homeownership, should be the paramount criterion for financial regulation, since systemic stability is required to maintain the profitability — and ultimately, the existence — of
any capitalist economic entity. The role of the government is to continually counter the Ponzi tendencies of market mechanisms, even if they are (temporarily) improving
standards of living, and to encourage economic agents to develop safe and reliable financial practices. (See also, Working Paper No. 573.2, 'Securitization, Deregulation,
Economic Stability, and Financial Crisis, Part II: Deregulation, the Financial Crisis, and Policy Implications.')

Keywords: financial crisis, economic boom, Minsky, regulation, supervision, securitization

JEL Classification: E6, E42, E44, G01, G18, G28, G38

Suggested Citation

Show Contact Information

140 References

1. M Adams , M Jhooty , J Wong
Fundamentals of Leveraged Super Senior CDOs Posted: 2005-06

2. A Adelson
Research Paper, March. Bank of International Settlements
CDO/Credit Derivatives 2005 Conference Notes Posted: 2004-09

3. R Barrett , J Ewan
London: British Bankers' Association Posted: 2006

Crossref (https://doi.org/10.1093/ww/9780199540884.013.u238201)

4. J Bayot
Interest-Only Plans Catch on As Curb to Mortgage Payments
New York Times Posted: 2003-08-16





Download This Paper (Delivery.cfm/SSRN_ID1458408_code803290.pdf?abstractid=1458408&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1458408_code803290.pdf?abstractid=1458408&mirid=1&type=2)

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submission.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1458408_code803290.pdf?abstractid=1458408&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1458408_code803290.pdf?abstractid=1458408&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=361251
https://doi.org/10.1093/ww/9780199540884.013.u238201
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1458408_code803290.pdf?abstractid=1458408&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1458408_code803290.pdf?abstractid=1458408&mirid=1&type=2
https://www.elsevier.com/legal/cookienotice


Load more

0 Citations

Fetch Citations

Do you have a job opening that you would like to promote on SSRN?

5  Citations

140  References

Related eJournals

View more 

Recommended Papers

China's Income Distribution Over Time: Reasons for Rising Inequality (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=506462&rec=1&srcabs=1458408&pos=1)
By Ximing Wu (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=107062) and Jeffrey M. Perloff (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=85645)

Tax Concessions and Foreign Direct Investmentin the Eastern Caribbean Currency Union (https://papers.ssrn.com/sol3/papers.cfm?
abstract_id=1316725&rec=1&srcabs=1458408&pos=2)
By Rishi Goyal (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=343305) and Jingqing Chai (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=367484)

Old Wine in New Bottles: Subprime Mortgage Crisis - Causes and Consequences (https://papers.ssrn.com/sol3/papers.cfm?
abstract_id=1263280&rec=1&srcabs=1458408&pos=3)
By Michael Lim Mah-hui (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=949053)

View more 

Place Job Opening (https://www.ssrn.com/index.cfm/en/Announcements-Jobs/)

Paper statistics

DOWNLOADS 826

ABSTRACT VIEWS 3,288

RANK 57,210

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=1458408)

Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1154364)

 Follow 

Corporate Governance & Economics eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1344868)

 Follow 





Feedback 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=506462&rec=1&srcabs=1458408&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=107062
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=85645
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1316725&rec=1&srcabs=1458408&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=343305
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=367484
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1263280&rec=1&srcabs=1458408&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=949053
https://www.ssrn.com/index.cfm/en/Announcements-Jobs/
https://plu.mx/ssrn/a/?ssrn_id=1458408
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1154364
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1344868
javascript:void(0);


SSRN Quick Links

SSRN Rankings

About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

(http://www.elsevier.com/)

(http://www.relx.com/)

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)

Submit a Paper  (https://hq.ssrn.com/submission.cfm)













Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/)  Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)
Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and
similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings. 

https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://hq.ssrn.com/submission.cfm
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy

