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 Before dealing with the notion of subprime crisis, we have first to define what it is about. The subprime crisis 

is a financial crisis which concerned the real estate market and which affected the global economy from 2007. 

The subprimes are abnormally high adjusted rate mortgage loans, particularly used in the US. The crisis came up 

in a complex context. Firstly, the political context encouraged home ownership for everyone, whatever their 

ability to pay, their race or their social background. Secondly, the crisis appeared after years of housing prices 

increase, in part due to low credit rates thanks to the FED policy, and to high and optimistic expectations about 

housing prices from professionals and bankers. According to exhibit 1, the house price index grew from 61,7 in 

1975 to 390,2 in 2007, namely a rise of 532% in 32 years. Moreover, the national House price index increased 

from 64 in 1987 to 171 in 2007 which corresponds to a rise of 167% or around 8,35% per year. But several steps 

lead to this housing bubble that everybody knows, and which will be detailed in the following lines1.   

A°) The change of the mortgage loans constitution.  

Before the 90’s, mortgage loans were fixed and quite safe. The most common mortgage loans used by originators 

credit banks was the « traditional fixed 30-year mortgage ». The amount and the steam of monthly payments 

asked from the borrowers were known in advance as well as the interest rates and the term of the loan. Most of 

these loans were provided by Government Sponsored Entreprises (GSEs), like Freddie Mac or Fannie Mae, which 

was a privately owned publicly traded company initially created by the Congress to provide guarantees and low-

cost credit that allow housing loans. These GSEs did not directly lend to the public. The securization of the 

mortgage loans enabled them to create and sell mortgage-back-securities (MBSs), to purchase loans in the 

secondary market and to provide loans to financial institutions. Theses mortgage loans were closely supervised 

by Congress, which fixed the size of loans acceptable by the GSEs, and which forced lenders to use standards 

based on loan-to-value ratio (LTV ratio) to limit the credit risk. The GSEs were able to decline a loan application 

regarding to social criterias and their credit background. The most problematic mortgage loans were entrusted to 

the strict Federal Housing Administration (FHA). Lenders also used Adjusted Rate Mortgages (ARMs) as prime 

loans. It is a mortgage in which the initial rate is fixed for a certain period of time before being reset periodically. 

The interest rate reset based on a benchmark, often linked to the terms of the loan and to the Federal Funds rates.  

But since a law created in 2007, lenders couldn’t discriminate anymore, and the idea pursued by politicians was 

to eliminate impediments to homeownership and make all families able to obtain a mortgage loan, even minorities.  

From that point, a huge diversification of mortgages appeared and competed with the GSEs. Many brokers, 

privacy agencies, and lenders acquired by the most known banks in the US provided subprimes mortgage loans 

for which formers had higher interest rates and fees. Most of these lenders used customized rates based on credit 

scores, grade linked to the credit background and social characteristics of the borrower. The rates obviously could 

rise and the punctuality of the payments was not respected. One of the most popular subprime loan was the 2/28, 

in which the interest rates were fixed during the first two years, and then rose considerably after the reset. Finally, 

« Option ARMs » was created in 2005 which allowed borrowers to choose the amount of the first small payments, 

but the next payments were longer and had higher rates. Theses lenders and privacy agencies took a huge place 

in the real estate market: in 2006, the share of MBSs hold by private labels was 57%. Then, the secondary market 

took a huge part of the subprimes market: 73% of the subprimes loans was sold there1. As showed in exhibit 5, 

the homeownership average rate of the minorities (asian, black, latinos) stay below the white american one, but 
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has known the better growth between 1994 and 2007 according to the homeownership openness policy. But many 

of these borrowers who couldn’t afford the loans they subscribed for or unsophisticated borrowers were scammed 

by unscrupulous lenders, who had not legal obligations of informing them about their credit risk. Then, some 

subprimes loans based only on reported incomes, which encouraged frauds. The fact was that, thanks to low rates 

allowed by the Federal Funds, and subprimes loans provided, people lived by credit above their means.  

B°) The rating agencies 

Most of the MBSs were rated by rating agencies according to their safety level. But with the arrival of the 

subprime loans, the traditional rating agencies like Moodie’s were criticized for being too conservative. Then, 

parallel rating agencies appeared and often over rated tranches of the MBSs and bonds that they created or they 

owned. These unofficial rating agencies were profitable to unscrupulous lenders, and bonds which both contained 

primes and subprimes loans were high rated. It created toxic assets in the real estate market that nobody really 

knew.  

C°/ The burst of the housing bubble.  

According to exhibit 1, the high expectations about housing prices lead to an increase of houses constructions in 

the US, especially in Florida and California, and a rise of the housing prices in big cities where legacy didn’t 

allow to build more homes. The weight of constructions in $ billions between 1993 and 2007 doubled from 502 

to 1150. But the plummet of housing prices in 2006 and the climb up of Federal Funds rates lead to the drop of 

the real estate market. In fact, many of weak subprimes borrowers couldn’t meet the term of their loans and 

lenders were able to repossess their house. Regarding exhibit 3, the Total foreclosure-related legal filings from 

RealtyTrac increased from 188,22 in the first quarter of 2005 to 642,150 in the second last quarter of 2007, that 

is a rise of 241%. Thanks to exhibit 4, it is possible to claim that the subprimes loans are linked with these 

foreclosure waves. The safest mortgage loans such as FHAs are involved in only 8,70% of the foreclosures and 

prime fixed and prime ARMs which represented the main part of mortgage loans (77,10%) are involved in 36,1% 

of the foreclosures initiations. However, the subprime loans such as subprime ARMs if they represented only 

6,80% of the mortgages provided are involved in 43% of the foreclosures. It is a proof that the subprime lenders 

granted mortgages to people that couldn’t afford these kinds of credit. Moreover, repossessed houses were 

maintained poorly, exhibited to vandalism and purchasers bought it as-is by auctions with a low willingness to 

pay. All of these explanations lead to a plummet of the housing prices, a low market value of the subprimes 

mortgage assets and implied heavy loss for commercial banks.  

D°) Globalization of the turmoil in the financial market.  

Many mortgage originators have been surprised about the quantity of defaulted subprimes mortgages since 2007, 

like New Century which had to go bust. The world began to realize the sweep of the damage when central banks 

and states started to take part directly in the financial market, to start with ECB which lent 129 $billions in an 

emergency plan on August 8th 2007. Nobody knew that but many european banks were involved in the subprime 

market, and the european financial market started to be contaminated following in the footsteps of IKB, a private 

bank mostly owned by the state which invested in the US mortgages market and which had to be bail out by 
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Germany, or the fail of BNP Paribas which was too exhibited to the US mortgages. A downgrading of mortgage 

loans by rating agencies followed and lead to a loss of value of mortgages assets and MBSs. Regarding exhibit 

6, huge banks like CIBC, Goldman Sachs or Fannie Mae were highly downgraded. Then, state debts increased 

because of the frequent liquidity injections to support national banks. Finally, the securization of mortgages assets 

created a climate of suspicion because nobody ready knew how the newly known toxic assets were made. The 

MBSs market was frozen and even well rated assets couldn’t be exchanged between commercial banks amongst 

themselves.  

E°/ Who could be held responsible for the subprime crisis?  

Many reasons could try to explain the subprime crisis.  

First, it could result from the exhaustion of credit growth model encouraged by the « welfare-state » in the US, 

which involved a liberalization of the real estate market. Furthermore, the increase of the mortgage credit lead to 

a decline of the consumption in the US because borrowers gave all their money to repay their loans, and to 

inflation because of the high expectations about the housing prices, the leverage effect happened. It was also 

linked to an exaggerated credit support helped by extremely low Federal Funds rates, which fell around 1% in 

20032. It was the start point of the « credit crunch », especially in the US real estate market.  

The politicians and bankers optimistic expectations spread by the media could also been hold responsible of the 

incredible increase of the housing prices. As an example, Fannie Mae CEO Franklin Raines wrote, « Homes will 

continue to appreciate in value.  Home values are expected to rise even faster in this decade than in the 1990’s.” 

This kind of sentences made everybody believe to a real estate heaven in the future years without real foundations.  

The crisis could be also explained by a lack of control from government and lawmakers. The different index used 

by rating agencies were quite opaque and not controlled by the financial market assessors. Not any laws forced 

brokers or lenders to inform their borrowers about the credit risks they got involved in, and no rules supervised 

banks and lenders policies and the fall in the consideration of the borrower profiles, solvency and credit 

background bit by bit which allowed certain brokers to use predator practices.  

Finally, this lack of control in the financial market let banks create and trade toxic assets often well graded by 

parallel rating agencies, which mix tranches of primes and subprime loans in the same securities. And there are 

the same assets which infected the european financial market and the real environment in a globalized world 

where governments are supposed to be confident in each other.  

 In light of the circumstances which lead to the subprime crisis, it is possible to claim that both the US and the 

global financial system has committed some mistakes.  

Firstly, the FED after having kept the policy rate at a low level during the first years of the 21th century has 

chosen to raise this rate since 2003 as we can see with exhibit 2 until reaching a peak of 5% in 2006. It increased 

mortgage rates in the US and has directly affected the borrowers who were stuck in an uncomfortable situation 

with more severe repay conditions. It is here a problem of previsibilty of the FED behavior which is involved.  
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The securization of mortgage assets is also involved in this disaster 3. The complexity of certain financial packages 

like CDOs has hidden the toxicity of these assets which sometimes included both prime loans and subprime 

mortgages affected by payment defaults. This negligence in the supervision of these asset compositions lead to 

terrible consequences in the financial market: decrease of demand, plummet of mortgage assets value, lack of 

liquidity in the mortgage market, or drop of the investors confidence in the commercial paper market.  

Moreover, the brutal downgrading of mortgages assets acted by rating agencies in 2007 revealed a previous over 

gradation of these toxic assets. The complexity of these securities and the diversification of rating index and tools 

lead to this problem, but an even more serious conflict of interests took place from rating agencies which was 

sometimes payed by the originators bankers they rated. Moody’s has recently been convicted to pay 864 $million 

to the american justice for having overgraded subprimes securities4.  

Another mistake was the bad estimation of risks from « originate to distribute » banks which granted massively 

subprime loans to little solvent people by knowing that these claims will be spread easily but also the slackening 

of subprime awarding conditions.    

The globalization of the lending and the borrowing mechanism between banks and the liberalization of the 

financial system encouraged the spread of this disaster to the real economy as well. Many european banks were 

involved in the subprime markets, and both american and european governments have to inject huge amounts of 

money to bail out banks, which couldn’t reach their goal to support companies development.  

From that statement, a lot of efforts were made. The G20 of 2008 held in London managed a global reform of the 

financial system and a standardized regulatory of this one. A Financial Stabilization Committee was created, and 

many laws were established by the Bâle Council5. As an example, Bâle III has tripled the prudential ratio6 (capital 

on credit value), supervised rating agencies with strict rules, instituted the creation of risk observatories in many 

countries, gave more human and material means to the FED, the NASD in US and to the ECB in Europe and the 

Dodd-Frank law voted in 2010 tackled the banks and brokers unscrupulous practices, the « too big to fail » banks 

threat and protected borrowers against abuses7. But in spite of these control, the problem has been shifted to a 

shadow banking system such as high frequency trading, or the displacement of hedge funds to offshore places. 

Moreover, speculative bubbles are still possible thanks to low interest rates, such as the student lending market 

bubble or car loan bubble which recently appeared. The government choices are not intangibles, and the Trump 

government claimed to revise the Dodd-Frank law want to reduce the pressure on the financial market. Even if a 

lot of effort was made in consideration of the mistakes committed in the past, it is not possible to affirm that this 

kind of instability couldn’t strike again.  

 But the behavior of the FED chairman is involved in the crisis as well. Before Ben Bernanke held the position 

in 2006, the situation was disastrous. The mortgage market was frozen and dried out of liquidities because of the 

fear of investors. Then after having known the lowest level ever in 2003 (1%), the chairman managed a climb up 

of the policy rates until they reached 5,25% in July 2006 to fight against the inflationary trend. This rise unlikely 

lead to the housing bubble burst as it was explained above. From that moment on, Ben Bernanke took some 

measures to try to limit the damages. Firstly, he did monetary efforts to throw again the credit market. Since the 

meeting of the18th September 2007, as it is shown on exhibit 7, the FED have frequently cut its policy rates 
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which reached 3% the 30th January 2008 and fell to 1% the 29 October 2008. Ben Bernanke has injected a lot of 

liquidity with his « quantitative-easing » program8: he pushed the US treasure to buy illiquid assets by accepting 

the TARP program in order to decontaminate the market and to bring back the economic agents confidence into 

the credit market. He also injected money by organizing the purchase of bonds to the banks. To fight against the 

interbank financing problem, the FED launched low credit offers to the investment banks. As an example, banks 

could borrow money to the FED on 28 days loans at really low rates. Then, he has managed the rescue of Wall 

Street banking institutions to stabilize the financial market. The FED bailed out huge banks like Fannie Mae, 

Freddie Mac or JP Morgan with a 30 $billion loan for example. To conclude, Ben Bernanke made sure to re-inject 

enough liquidities in a frozen market and to restore the confidence in the mortgage market in order that it didn’t 

collapse more which brought him to be elected « Man of the Year » by the Times in 2009. But trust is earned in 

the long time run, and we could reproach him for his lack of communication about the importance to bail out 

banks, badly accepted by the crisis victims. He unfortunately couldn’t avoid the Lehman Brother collapse which 

lead to a terrible chain reaction.  

 As a lawmaker, a lot of short term remedies and long-term reform had to be launched to handle the subprime 

turmoil.  

As short-term remedies, the US Treasure could purchase toxic assets to decontaminate the mortgage market. 

Then, the FED could maintain its rates at a low level to revitalize the credit. It could also reward banks and brokers 

who would accept to renegociate contracts with defaulted borrowers by writing the initial interest rate as being 

the same until the loan term. The FED would pay them a compensation equal to the loss entailed for the lender. 

It would allow defaulted borrowers to breathe and to avoid foreclosures. It would be important to supervise the 

bankers and brokers remuneration policies and bonus to avoid risky behaviors from them. The banks leverage9 

(assets on total capital ratio) has to be framed as well to ensure that banks would have enough equities in case of 

crisis. An obligation for the banks to diversify their portfolio should be established in order to avoid any 

dependency to any market. Then, it is necessary to supervise the rating agencies and the asset composition to 

avoid the complexity known with the CDOs which lead to the spread of toxic assets.  

In the long-term run, the FED should raise its policy rate no more than 2-2,5% to prevent any debt burden of 

credit bubble. It is necessary to force the FED to make more public announcements to be more predictable for the 

economic agents. Then, the government should launch a stimulus package through a lenient budgetary policy. 

The raise of the public spending could increase the consumption but should be supervised by a general coordinator 

in each country. Then, more « stress-test » should be hold to verify the banks behavior in case of crisis to be sure 

that a turmoil like the 2008 financial crisis one couldn’t happen again. 
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EXHIBITS 

 

 

Exhibit 1 Basic Indicators 

 

Year House 
Price 

Indexa 

National 
House 
Price 

GDP 

deflatorc 

House 
rental costd 

Price of oil 
($ per 

barrel)e 

Total 

Construction 

($ billions)f 

Real GDP 
(billions of 

chained 
  Indexb     2000 $)c 

1975 61.7  38 58 11  4311 

1976 65.9  40 61 13  4541 

1977 73.4  43 65 14  4751 

1978 83.4  46 69 15  5015 

1979 94.9  50 74 22  5173 

1980 102.5  54 81 37  5162 

1981 108.0  59 88 37  5292 

1982 111.1  63 95 34  5189 

1983 115.0  65 100 30  5424 

1984 120.1  68 105 29  5814 

1985 126.7  70 112 28  6054 

1986 135.6  71 118 15  6264 

1987 144.9 64 73 123 19  6475 

1988 153.1 69 76 128 16  6743 

1989 161.6 74 79 133 20  6981 

1990 166.1 76 82 138 24  7113 

1991 168.9 74 84 143 21  7101 

1992 173.3 75 86 147 21  7337 

1993 176.9 75 88 150 18 502 7533 

1994 181.0 78 90 154 17 549 7836 

1995 186.4 79 92 158 18 568 8032 

1996 193.2 81 94 162 22 623 8329 

1997 200.0 84 95 167 21 656 8704 

1998 210.2 89 96 172 14 707 9067 

1999 220.4 96 98 178 19 769 9470 

2000 234.9 105 100 184 30 831 9817 

2001 252.9 113 102 192 26 864 9891 

2002 269.2 124 104 200 26 873 10049 

2003 286.2 136 106 206 31 921 10301 

2004 313.8 155 109 211 41 1023 10676 

2005 350.7 179 113 217 56 1132 11003 

2006 379.5 189 117 225 66 1192 11319 

2007 Q1 389.7 185 119 232 58 1162 11413 

2007 Q2 390.8 184 120 234 65 1170 11520 

2007 Q3 389.8 180 120 235 76 1165 11659 

2007 Q4 390.2 171 121 238 91 1150 11676 

 
 
 

 

 

Sources: aOffice of Federal Housing Enterprise Oversight (OFHEO); bS&P/Case-Shiller. (Both the OFHEO and S&P/Case- Shiller indices are based on a method 
proposed by Karl Case and Robert Shiller. This method uses exclusively data on repeat sales to compute how much home prices have changed from their 

past levels. The indices differ in details such as the sample they use and the weights they use to compute an overall index.); cBureau of Economic Analysis; 
dConsumer Price Index Survey; eWest Texas Intermediate; fUS Bureau of the Census. 
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Exhibit 2 The Federal Funds rate and some of its determinants 
 
 

 

 
 

Source: FRED at Federal Reserve Bank of St. Louis 

 

Exhibit 3 Total foreclosure-related legal filings from RealtyTrac 
 

  Quarter Filings  

2005 Q1 188,122 

Q2 201,358 

Q3 223,224 

Q4 234,278 

2006 Q1 323,101 

Q2 272,108 

Q3 318,355 

Q4 345,554 

2007 Q1 437,498 

Q2 488,488 

Q3 635,159 

Q4 642,150 
 

Source:  Compiled by casewriter with data from RealtyTrac. These filings include the “Notice of Default”, “Lis Pendens” (also a legal notice 
to borrowers), “Notice of Foreclosure Sale”, “Notice of Trustee Sale”, and “REOs”, which are instances where a bank repurchases 
its foreclosed property. 
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Exhibit 4 Loans on which a servicer is starting foreclosure proceedings in the third quarter of 2007 
 

Rate Loans outstanding 

(as share of total) 

Foreclosure initiations 

(as share of total) 

Prime Fixed 63.10% 17.60% 

Prime ARM 14.50% 18.70% 

Subprime Fixed 6.30% 12.00% 

Subprime ARM 6.80% 43.00% 

FHA & VA 9.30% 8.70% 

Total 100% 100% 

 
 
 

Source: Compiled by casewriter with data from Mortgage Bankers Association. 

 

 
Exhibit 5 Homeownership rates by race 

 

Year U.S. Total Non- Black American Asian or Hispanic or 
  Hispanic  Indian or Native Latino 
  White  Alaskan Hawaiian/  

    Native Pacific  

     Islander  

1960 62.1      

1970 64.2      

1980 65.6      

1993* 64.5      

1994 64.0 70.0 42.3 51.7 51.3 41.2 

1995 64.7 70.9 42.7 55.8 50.8 42.1 

1996 65.4 71.7 44.1 51.6 50.8 42.8 

1997 65.7 72.0 44.8 51.7 52.8 43.3 

1998 66.3 72.6 45.6 54.3 52.6 44.7 

1999 66.8 73.2 46.3 56.1 53.1 45.5 

2000 67.4 73.8 47.2 56.2 52.8 46.3 

2001 67.8 74.3 47.7 55.4 53.9 47.3 

2002 67.9 74.5 47.3 54.6 54.7 48.2 

2003 68.3 75.4 48.1 54.3 56.3 46.7 

2004 69.0 76.0 49.1 55.6 59.8 48.1 

2005 68.9 75.8 48.2 58.2 60.1 49.5 

2006 68.8 75.8 47.9 58.2 60.8 49.7 

2007 68.1 75.2 47.2 56.9 60.0 49.7 

 
 

 

Source: U.S. Census Bureau, Housing and Household Economic Statistics Division, Annual Statistics 2006, 
http://www.census.gov/hhes/www/housing/hvs/annual06/ann06t20.html 

* Due to changing definitions, the pre-1993 U.S. total data is not strictly comparable to the post-1994 data. Using the approach used to 
construct the post-1994 data, the U.S. national homeownership rate was 64.0 in 1993. 

http://www.census.gov/hhes/www/housing/hvs/annual06/ann06t20.html
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Exhibit 6 Writedowns by major financial institutions announced as of 12/31/07 ($ billions) 
 

Institution $ billions 
  

Citigroup 

UBS (ex-Union Bank of Switzerland) 

Morgan Stanley 

Merrill Lynch 

Credit Agricole 

Freddie Mac 

HSBC (ex-Hongkong and Shanghai Bank Corporation) 

Bank of America 

Deutsche Bank 

Barclays Capital 

Royal Bank of Scotland 

Washington Mutual 

Lehman Brothers 

Bear Stearns 

Credit Suisse 

JP Morgan Chase 

Goldman Sachs 

Wells Fargo 

LBBW (Landesbank Baden-Wurttemberg) 

Wachovia 

Swiss Re 

Fannie Mae 

CIBC (Canadian Imperial Bank of Commerce) 

Royal Bank of Canada 

17.5a 

13.7b 

10.3c 

8.4d 

4.8e 

3.6f 

3.4g 

3.3h 

3.1i 

2.7j 

2.6k 

2.4l 

2.1m 

1.9n 

1.9o 

1.6p 

1.5q 

1.4r 

1.1s 

1.1t 

1.07u 

0.90v 

0.75w 

0.36 x 

 

Source:ahttp://www.reuters.com/article/newsOne/idUSWEN234820071105?pageNumber=1&virtualBrandChannel=0, accessed 1/22/08; b 

http://www.reuters.com/article/ousiv/idUSL1049891520071210, accessed    1/22/08; 
chttp://money.cnn.com/2007/12/19/news/companies/morgan_stanley_earnings/?postversion=2007122007, accessed 1/22/08; 
dhttp://seattletimes.nwsource.com/html/businesstechnology/2003973235_merrill25.html,   accessed  1/22/08; 
ehttp://www.bloomberg.com/apps/news?pid=20601087&sid=azr4V6uKbIT8,  accessed  1/22/08; 
fhttp://www.bloomberg.com/apps/news?pid=20601087&sid=aDknsLShiOxE&refer=home,    accessed  1/22/08; 
ghttp://news.bbc.co.uk/1/hi/business/7093915.stm, accessed 1/22/08; hhttp://www.forbes.com/markets/2007/12/12/bank-america-cdos- markets-equity-

cx_af_1212markets13.html, accessed 1/22/08; ihttp://www.nytimes.com/2007/10/03/business/worldbusiness/03cnd- bank.html?_r=1&8br&oref=slogin, 

http://www.reuters.com/article/newsOne/idUSWEN234820071105?pageNumber=1&amp;virtualBrandChannel=0
http://www.reuters.com/article/ousiv/idUSL1049891520071210
http://money.cnn.com/2007/12/19/news/companies/morgan_stanley_earnings/?postversion=2007122007
http://seattletimes.nwsource.com/html/businesstechnology/2003973235_merrill25.html
http://www.bloomberg.com/apps/news?pid=20601087&amp;sid=azr4V6uKbIT8
http://www.bloomberg.com/apps/news?pid=20601087&amp;sid=aDknsLShiOxE&amp;refer=home
http://news.bbc.co.uk/1/hi/business/7093915.stm
http://www.forbes.com/markets/2007/12/12/bank-america-cdos-
http://www.nytimes.com/2007/10/03/business/worldbusiness/03cnd-
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accessed 1/22/08; jhttp://news.bbc.co.uk/1/hi/business/7095809.stm, accessed 1/22/08; 
khttp://www.nytimes.com/2007/12/07/business/07bank.html?ex=1354683600&en=c7169435710491ef&ei=5090&partner=rssuserland&emc=rss 

,     accessed     1/22/08;     lhttp://www.bloomberg.com/apps/news?pid=20601087&sid=aAWsAzzq5N5k&refer=home,     accessed    1/22/08; 

mhttp://www.iht.com/articles/ap/2007/12/13/business/NA-FIN-EARNS-US-Lehman.php,    accessed  1/22/08; 
nhttp://www.reuters.com/article/companyNewsAndPR/idUSN2014660120071220,  accessed  1/22/08; 
ohttp://www.reuters.com/article/email/idUKL0155637520071101, accessed 1/22/08; phttp://www.marketwatch.com/news/story/goldman- ceo-sees-no-
big/story.aspx?guid=%7B4AF9FAF2-B0E2-4ACA-8134-5BBD5FCACFD6%7D,   accessed  1/22/08; 
qhttp://www.marketwatch.com/news/story/bear-takes-700-mln-write-downs/story.aspx?guid=%7BF014FB11-B85A-45A1-99C2- 30B22C9146FF%7D, 

accessed 1/22/08; rhttp://www.huffingtonpost.com/2007/11/28/wells-fargo-no-longer-uns_n_74425.html, accessed 1/22/08;

 shttp://www.ft.com/cms/s/0/e598e5e0-9dee-11dc-9f68-0000779fd2ac.html,     accessed  1/22/08; 
thttp://www.usatoday.com/money/industries/banking/2007-11-11-subprime-fallout_N.htm,     accessed  1/22/08; 
uhttp://www.reuters.com/article/ousiv/idUSL1963651820071119, accessed       1/22/08; 
vhttp://money.cnn.com/2007/12/03/magazines/fortune/fannie_eavis.fortune/index.htm?section=money_topstories, accessed 1/22/08; 
whttp://www.bloomberg.com/apps/news?pid=20601087&sid=aHegc4P427MI&refer=home,    accessed  1/22/08; 
xhttp://www.bloomberg.com/apps/news?pid=20601082&refer=canada&sid=a5XURGXPfKh8, accessed 1/22/0 

 

 

Exhibit 7 Trouble in the inter-bank market 

                      Source: Federal Reserve Board and British Bankers Association 

 

 

 

 

 

 

 

 

 

 

 

 

 

                        Note: The step function represents the official Federal Reserve target for the Federal Funds rate. 
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