Top Ten Causes of the Financial Crisis Exercise
Group 1:  Banking regulations

This exercise looks at the Top Ten causes of the recent financial crisis as summarized by Wally Young of the Federal Reserve Bank of San Francisco.  
Your group should consider the cause you have been assigned and determine why this was one of the causes of the crisis and how it helped cause the crisis.  
To help you organize your thoughts, consider the following:
· How did this cause contribute to the housing bubble?
· How did this cause contribute to imprudent financial actions by banks and shadow banks?
· How did this cause contribute to the beginning of the crisis?
· How did this cause contribute to making the crisis worse once the crisis started?
· What macroeconomic theories and policies are related to this cause?
· Use what you have learned about the workings of the financial system and the central bank to analyze how this cause contributed to the crisis.
· What other concepts you have learned in this course apply to this situation?  (for example, supply and demand, incentives, government intervention in the economy, political forces, etc.)
You will have ten to fifteen minutes to work on your answer as a group.
At the end of the session, each group will make a brief one-to-two minute presentation to the class to summarize your conclusions.  You also need to be prepared to answer a few questions from the rest of the class or the instructor.

Banking Regulations
The Federal Reserve regulates banks in the US, but shadow banks were subject to much less stringent regulation.  How did banking regulations, or the lack thereof, contribute to the financial crisis?

Causes of the Financial Crisis Exercise
Group 2:  Credit Rating Agencies

This exercise looks at the Top Ten causes of the recent financial crisis as summarized by Wally Young of the Federal Reserve Bank of San Francisco.  
Your group should consider the cause you have been assigned and determine why this was one of the causes of the crisis and how it helped cause the crisis.  
To help you organize your thoughts, consider the following:
· How did this cause contribute to the housing bubble?
· How did this cause contribute to imprudent financial actions by banks and shadow banks?
· How did this cause contribute to the beginning of the crisis?
· How did this cause contribute to making the crisis worse once the crisis started?
· What macroeconomic theories and policies are related to this cause?
· Use what you have learned about the workings of the financial system and the central bank to analyze how this cause contributed to the crisis.
· What other concepts you have learned in this course apply to this situation?  (for example, supply and demand, incentives, government intervention in the economy, political forces, etc.)
You will have ten to fifteen minutes to work on your answer as a group.
At the end of the session, each group will make a brief one-to-two minute presentation to the class to summarize your conclusions.  You also need to be prepared to answer a few questions from the rest of the class or the instructor.
Credit Rating Agencies
Credit rating agencies are responsible for evaluating the risks of financial securities.  Explain how the types of securities being rated and the actions of the rating agencies contributed to the crisis.

Causes of the Financial Crisis Exercise
Group 3:  Originate to Distribute Models

This exercise looks at the Top Ten causes of the recent financial crisis as summarized by Wally Young of the Federal Reserve Bank of San Francisco.  
Your group should consider the cause you have been assigned and determine why this was one of the causes of the crisis and how it helped cause the crisis.  
To help you organize your thoughts, consider the following:
· How did this cause contribute to the housing bubble?
· How did this cause contribute to imprudent financial actions by banks and shadow banks?
· How did this cause contribute to the beginning of the crisis?
· How did this cause contribute to making the crisis worse once the crisis started?
· What macroeconomic theories and policies are related to this cause?
· Use what you have learned about the workings of the financial system and the central bank to analyze how this cause contributed to the crisis.
· What other concepts you have learned in this course apply to this situation?  (for example, supply and demand, incentives, government intervention in the economy, political forces, etc.)
You will have ten to fifteen minutes to work on your answer as a group.
At the end of the session, each group will make a brief one-to-two minute presentation to the class to summarize your conclusions.  You also need to be prepared to answer a few questions from the rest of the class or the instructor.
Originate to Distribute Models 
Banks and mortgage brokers were issuing loans (originating them) and then selling them (distributing them) to others using financial securities.  How did this process contribute to the crisis and why?

Causes of the Financial Crisis Exercise
Group 4:  “Spec” Developers

This exercise looks at the Top Ten causes of the recent financial crisis as summarized by Wally Young of the Federal Reserve Bank of San Francisco.  
Your group should consider the cause you have been assigned and determine why this was one of the causes of the crisis and how it helped cause the crisis.  
To help you organize your thoughts, consider the following:
· How did this cause contribute to the housing bubble?
· How did this cause contribute to imprudent financial actions by banks and shadow banks?
· How did this cause contribute to the beginning of the crisis?
· How did this cause contribute to making the crisis worse once the crisis started?
· What macroeconomic theories and policies are related to this cause?
· Use what you have learned about the workings of the financial system and the central bank to analyze how this cause contributed to the crisis.
· What other concepts you have learned in this course apply to this situation?  (for example, supply and demand, incentives, government intervention in the economy, political forces, etc.)
You will have ten to fifteen minutes to work on your answer as a group.
At the end of the session, each group will make a brief one-to-two minute presentation to the class to summarize your conclusions.  You also need to be prepared to answer a few questions from the rest of the class or the instructor.
“Spec” Developers
During the housing bubble, house builders were building houses without having buyers lined up in advance.  This is known as construction on speculation, or “spec.”  Why did the builders do this, and how did it contribute to the crisis?

Causes of the Financial Crisis Exercise
Group 5:  High Loan Concentrations

This exercise looks at the Top Ten causes of the recent financial crisis as summarized by Wally Young of the Federal Reserve Bank of San Francisco.  
Your group should consider the cause you have been assigned and determine why this was one of the causes of the crisis and how it helped cause the crisis.  
To help you organize your thoughts, consider the following:
· How did this cause contribute to the housing bubble?
· How did this cause contribute to imprudent financial actions by banks and shadow banks?
· How did this cause contribute to the beginning of the crisis?
· How did this cause contribute to making the crisis worse once the crisis started?
· What macroeconomic theories and policies are related to this cause?
· Use what you have learned about the workings of the financial system and the central bank to analyze how this cause contributed to the crisis.
· What other concepts you have learned in this course apply to this situation?  (for example, supply and demand, incentives, government intervention in the economy, political forces, etc.)
You will have ten to fifteen minutes to work on your answer as a group.
At the end of the session, each group will make a brief one-to-two minute presentation to the class to summarize your conclusions.  You also need to be prepared to answer a few questions from the rest of the class or the instructor.
High Loan Concentrations
Diversified financial investments are less risky than those that are concentrated in only one type.  How did loans get concentrated before the crisis and how did this help lead to the crisis?

Causes of the Financial Crisis Exercise
Group 6:  The Highly Leveraged Home Buyer

This exercise looks at the Top Ten causes of the recent financial crisis as summarized by Wally Young of the Federal Reserve Bank of San Francisco.  
Your group should consider the cause you have been assigned and determine why this was one of the causes of the crisis and how it helped cause the crisis.  
To help you organize your thoughts, consider the following:
· How did this cause contribute to the housing bubble?
· How did this cause contribute to imprudent financial actions by banks and shadow banks?
· How did this cause contribute to the beginning of the crisis?
· How did this cause contribute to making the crisis worse once the crisis started?
· What macroeconomic theories and policies are related to this cause?
· Use what you have learned about the workings of the financial system and the central bank to analyze how this cause contributed to the crisis.
· What other concepts you have learned in this course apply to this situation?  (for example, supply and demand, incentives, government intervention in the economy, political forces, etc.)
You will have ten to fifteen minutes to work on your answer as a group.
At the end of the session, each group will make a brief one-to-two minute presentation to the class to summarize your conclusions.  You also need to be prepared to answer a few questions from the rest of the class or the instructor.
The Highly Leveraged Home Buyer
Leverage refers to the extent to which financial investments that are funded with borrowed money.  Leverage can increase potential profits, but also make financial investments more risky.  Explain how this works and how home buyers using lots of leverage contributed to the crisis.

Causes of the Financial Crisis Exercise
Group 7:  Public Policy

This exercise looks at the Top Ten causes of the recent financial crisis as summarized by Wally Young of the Federal Reserve Bank of San Francisco.  
Your group should consider the cause you have been assigned and determine why this was one of the causes of the crisis and how it helped cause the crisis.  
To help you organize your thoughts, consider the following:
· How did this cause contribute to the housing bubble?
· How did this cause contribute to imprudent financial actions by banks and shadow banks?
· How did this cause contribute to the beginning of the crisis?
· How did this cause contribute to making the crisis worse once the crisis started?
· What macroeconomic theories and policies are related to this cause?
· Use what you have learned about the workings of the financial system and the central bank to analyze how this cause contributed to the crisis.
· What other concepts you have learned in this course apply to this situation?  (for example, supply and demand, incentives, government intervention in the economy, political forces, etc.)
You will have ten to fifteen minutes to work on your answer as a group.
At the end of the session, each group will make a brief one-to-two minute presentation to the class to summarize your conclusions.  You also need to be prepared to answer a few questions from the rest of the class or the instructor.
Public Policy
Government policies provide incentives for the public (both consumers and firms) to take or not to take certain actions.  What kinds of public policies might have led to the housing bubble?  What kinds of policies contributed to the financial crisis?  How could public policies help avert future crises?

Causes of the Financial Crisis Exercise
Group 8:  Low Interest Rates

This exercise looks at the Top Ten causes of the recent financial crisis as summarized by Wally Young of the Federal Reserve Bank of San Francisco.  
Your group should consider the cause you have been assigned and determine why this was one of the causes of the crisis and how it helped cause the crisis.  
To help you organize your thoughts, consider the following:
· How did this cause contribute to the housing bubble?
· How did this cause contribute to imprudent financial actions by banks and shadow banks?
· How did this cause contribute to the beginning of the crisis?
· How did this cause contribute to making the crisis worse once the crisis started?
· What macroeconomic theories and policies are related to this cause?
· Use what you have learned about the workings of the financial system and the central bank to analyze how this cause contributed to the crisis.
· What other concepts you have learned in this course apply to this situation?  (for example, supply and demand, incentives, government intervention in the economy, political forces, etc.)
You will have ten to fifteen minutes to work on your answer as a group.
At the end of the session, each group will make a brief one-to-two minute presentation to the class to summarize your conclusions.  You also need to be prepared to answer a few questions from the rest of the class or the instructor.
Low Interest Rates
Explain how low interest rates helped lead to the housing bubble.  What policies led to the low interest rates?  How did this help cause the financial crisis?

Causes of the Financial Crisis Exercise
Group 9:  Investor Demand for High Yields

This exercise looks at the Top Ten causes of the recent financial crisis as summarized by Wally Young of the Federal Reserve Bank of San Francisco.  
Your group should consider the cause you have been assigned and determine why this was one of the causes of the crisis and how it helped cause the crisis.  
To help you organize your thoughts, consider the following:
· How did this cause contribute to the housing bubble?
· How did this cause contribute to imprudent financial actions by banks and shadow banks?
· How did this cause contribute to the beginning of the crisis?
· How did this cause contribute to making the crisis worse once the crisis started?
· What macroeconomic theories and policies are related to this cause?
· Use what you have learned about the workings of the financial system and the central bank to analyze how this cause contributed to the crisis.
· What other concepts you have learned in this course apply to this situation?  (for example, supply and demand, incentives, government intervention in the economy, political forces, etc.)
You will have ten to fifteen minutes to work on your answer as a group.
At the end of the session, each group will make a brief one-to-two minute presentation to the class to summarize your conclusions.  You also need to be prepared to answer a few questions from the rest of the class or the instructor.
Investor Demand for High Yields 
Why do investors demand high yields?  What did they need to do in order to find the high yields?  How did this contribute to the housing bubble and how did it help cause the crisis?

Causes of the Financial Crisis Exercise
Group 10:  Accounting Rules

This exercise looks at the Top Ten causes of the recent financial crisis as summarized by Wally Young of the Federal Reserve Bank of San Francisco.  
Your group should consider the cause you have been assigned and determine why this was one of the causes of the crisis and how it helped cause the crisis.  
To help you organize your thoughts, consider the following:
· How did this cause contribute to the housing bubble?
· How did this cause contribute to imprudent financial actions by banks and shadow banks?
· How did this cause contribute to the beginning of the crisis?
· How did this cause contribute to making the crisis worse once the crisis started?
· What macroeconomic theories and policies are related to this cause?
· Use what you have learned about the workings of the financial system and the central bank to analyze how this cause contributed to the crisis.
· What other concepts you have learned in this course apply to this situation?  (for example, supply and demand, incentives, government intervention in the economy, political forces, etc.)
You will have ten to fifteen minutes to work on your answer as a group.
At the end of the session, each group will make a brief one-to-two minute presentation to the class to summarize your conclusions.  You also need to be prepared to answer a few questions from the rest of the class or the instructor.
Accounting Rules
[bookmark: _GoBack]Rules requiring firms to “mark to market” mean that if the value of an asset declines the firm must show that value on its accounts at the current market value rather than at the price that was originally paid.  Explain how this could help bring about the financial crisis and how it could make it worse once it started.
