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Book Reviews
Title:  The Power of Habit:  Why we do What we do in Life and Business
Authors:  Charles Duhigg

Rating:  4

Decisions become automatic behavior—habits, so good and some bad.  Duhigg defines the three-step loop of a habit:  cue (the trigger), routine (action itself) and the reward.  Brain science is part of the analysis, including the importance of the basal ganglia, a relatively primitive part of the brain (we share, for example, with mice).  The brain converts a sequence of actions into an automatic routine, “chunking,” resulting in a habit—often as an unconscious choice.  
The basic idea of the book is the cue/routine/reward cycle, presented as an appendix at the end of the book.  Duhigg uses his routine of eating a cookie in the afternoon as a habit, resulting in a weight gain.  He presents a framework to identify the routine (habit loop), identify the rewards, and isolate the cue.  Then he develops a plan to change the habit.  In his case, he says it was the need to socialize rather than the need for a cookie and he implemented the change—talk to colleagues rather than buy a cookie.  The idea to change a habit is to keep the old cue, but use a new routine to deliver the reward.
Most of the book talks about various examples to explain different contexts (and related issues) related to habits.  One example was Clause Hopkins advertising Pepsodent.  Toothpaste was a low-selling product a hundred years ago, because most people did not brush their teeth.  He created a craving to “eliminate that tooth film” and create a “Pepsodent smile”—a habit loop.  (Pepsodent also used citric acid and mint that created a tingly feeling that people liked.)  Two rules of psychology:  find a simple and obvious cue and define the reward.  Other stories include Febreeze, Paul O’Neill stressing worker safety at Alcoa, Gerston at IBM focusing on R&D, Starbucks using willpower to control emotions, Rhode Island Hospital and deadly mistakes, Target using customer statistics, Rosa Parks and the Civil Rights movement and why movements become effective, and Rick Warren and marketing religion. 
In addition to the habit-related stories are discussions of science and other research.  These include habit reversal therapy, the marshmallow experiment and later willpower research, firm behavior as organizational habits and fiefdoms, and cravings as a driving force. 
Title:  Moonwalking with Einstein:  The Art and Science of Remembering Everything
Authors:  Joshua Foer

Rating:  4

This is a journalist’s journal to memory competition.  He attended a memory championship and decided to compete the next year.  The book is part memoir and part exploration into mnemonics and brain science.  It turns out that memory tools date back to the ancient world (perhaps to the 5th century B.C. Greek poet Simonides).  Ancient poets memorized vast tracts (think Homer), using things that are repeated, rhythmic, rhyming, structured, and easily visualized.  Foer travels from to ancient world through Medieval and later Europe, then into modern science and psychology research related to memory.  

Foer describes the major techniques used for memory.  First is the major system, converting numbers into phonetic sounds.  Thus 0 is “S,” 1 is “T or D,” 2 is “N,” and so forth.  So 120 could convert to “TONS.”  Then there is the PAO system (person-action-object) for any 3-digit combination, so 127 might be Washington eating a taco.  The PAO system also is used for card counting.  Finally, is the memory palace, an ancient idea.  Basically consider a home (or palace or museum you are familiar with.  The idea is go in the front door and associate each piece of the building with the object to be memorized.  If the first idea to memorize is the declaration of Independence, visualize nailing the document to the front door … and so on.

Foer trains and competes for the American title and wins.  Much of the book is his preparation for the tournament.  Moonwalking with Einstein was his memory devises for king of hearts, 3 of diamonds.
Title:  The Quest:  Energy, Security, and the Remaking of the Modern World
Authors:  Daniel Yergin

Rating:  5

Superb book on oil, energy and environmental issues, full of historical and current information on all aspects of the global issues of energy.  Basic questions to be answered:  “Will enough energy be available to meet the needs of a growing world and, at what cost and with what technologies?  How can the security of the energy system on which the world depends be protected?  What will be the impact of environmental concerns, including climate change, on the future of energy—and how will energy development affect the environment?” (pp. 2-3).  Yergin covers all of these—which explains the need for 800 pages.
Six parts cover the various topics.  Oil is up first in a large part 1, covering roughly the last 20+ years: disruptions in the Middle East, new supplies coming from the old Soviet Union and other countries, the rise of China and other developing countries as growing users, improved technology (but at a high cost requiring consolidation in the oil industry—super-majors), and continuing speculation about “peak oil” and declining future production.  

Despite the prediction of doom by Hubbert (Hubbert’s Peak) and others, oil production is actually up because of technology & new finds, many offshore (Hubbert predicted the US would produce 1.5 million barrels a day for 2010, actual production was 5.9 million).  Proven reserves are 1.5 trillion barrels (70,000 oil fields & 4.7 million wells).  About 1 trillion barrels have been produced to date; production capacity should grow from 93 million barrels a day to 110 mbd within 20 years (up about 20%).  About 30% is produced offshore, a significant part of “unconventional supply.”  Unfortunately, there are oil spills, such as Deepwater Horizon in 2010.  Other unconventional supply came from Canadian oil sands and various forms of “tight oil,” also with environmental hazards.

Natural gas production fields occur all over the world, including the US, Qatar, and Russia.  Historically, natural gas was regional based on the ability of pipes to mover the gas.  Natural gas technology saw huge leaps, including shale gas in Western US. Liquefied natural gas (LNG) turned natural gas into a global business.  Texas wildcatter George Mitchell, an aggie, had the tenacity to prove the success of hydraulic fracturing (fraccing), which created a boom in the US—25% of natural gas supply by 2011.
Electricity is a big part of Yergin’s energy story, beginning with Edison’s lighting up New York Ctiy in 1882 and Samuel Insull’s electric utility empire.  Insull favored state utility commissions and this became public policy in all 50 states.  Insull established the business model for the utility industry, but is remembered as a crook.  Nuclear was expected to be the major source, but Three Mile Island, Chernobyl, and Japan put an end to that.
The book seemed an unusual place to focus on carbon dioxide and global warming, but it was included in substantial detail, including the pioneering work of John Tyndall on the greenhouse effect, and the Keeling Curve of CO2 levels.  Other topics included the need for efficiency, solar and wind, electric cars
Title:  Nudge:  Improving Decisions About Health, Wealth, and Happiness
Authors:  Richard Thaler and Cass Sunstein

Rating:  4 

Great idea, somewhat disappointing read.  The idea is simple and smart.  The authors start in the school cafeteria, suggesting rearranging food items (put the salads, vegetables, and orange juice up front) can change consumption patterns and improve healthy eating—a process they call “choice architecture,” presumably the way to solve a whole host of public policy problems.  They introduce several ideas (claiming to be “libertarian paternalists”), but the total result seems somewhat trivial.  Generally, they are good ideas that don’t add up to that much.

Part I (the first 100 or so pages) introduces basic ideas of judgment and decision making from psychology and behavioral economics.  However, the rest of the book surprisingly does not refer to these ideas much.  Part II is money and is simplistic with only a few good ideas:  encourage people to put more money in 401-k plans using more effective default options for both amount of contributions and types of investments; better truth in lending disclosures; privatizing Social Security (not one of my favorite ideas).  Part III is on health, an area with seemingly unlimited nudging possibilities: better choices for Part D of Medicare was a useful area of discussion (mainly making choices simpler and user friendly); increasing organ donors using “opt-out” provisions on drivers’ licenses; cap-and-trade to reduce pollution; and generally increasing disclosure.  They have modest ideas for improving education and have strange chapters on (1) contracting with doctors to eliminate lawsuits for malpractice (I don’t see the point; tort reform seems more promising), and (2) privatizing marriage.
Several good ideas (and, in my opinion, a few duds) that could be summarized in a long essay.  The other point that the authors barely touch on is the use of nudging for private gain.  The cafeteria example is an interesting one, but supermarkets mastered placing products for maximum profit decades ago.  Marketing nudges seem more likely than public policy.  
Note: the nudge blog at www.nudges.org.  They added 20 short nudges as a “bonus” based on submissions—many better than most described in the body of the book.
Title:  Civilization:  The West and the Rest
Author:  Niall Ferguson

Rating:  4 

This is another broad history from the Harvard historian.  The idea is simple: six reasons the West out-distanced the rest of the world from 1500 to the late 20th century and the rise of Asia and other countries since then.  He identifies six reasons and has a chapter on each:  Competition, Science, Property, Medicine, Consumption, and Work.  He actually gets around to defining these (and restating them somewhat) as the “six killer apps” in the Conclusions:

1.  Competition, in that Europe itself was politically fragmented and that within each monarchy or republic there were multiple competing corporate entities

2. The Scientific Revolution, in that all the major seventeenth-century breakthroughs in mathematics, astronomy, physics, chemistry and biology happened in Western Europe

3. The rule of law and representative government, in that an optimal system of social and political order emerged in the English-speaking world, based on private property rights and the representation of property-owners in elected legislatures

4. Modern medicine, in that nearly all the major nineteenth- and twentieth-century breakthroughs in healthcare, including the control of tropical diseases, were made by Western Europeans and North Americans

5. The consumer society, in that the Industrial Revolution took place where there was both a supply of productivity-enhancing technologies and a demand for more, better and cheaper goods, beginning with cotton garments

6. The work ethic, in that Westerners were the first people in the world to combine more extensive and intensive labour with higher savings rates, permitting sustained capital accumulation.
The list is reasonable (although mine would differ from this), but the major problem with the book is that the contents of the chapters don’t match the topics particularly well.  The chapter on medicine, for example, gets sidetracked on the French Revolution and Napoleon, Clausewitz, and West Africans fighting for France in World War I.  Not much space is devoted to medicine.  The stories are pretty good and often describe interesting obscure events—they just don’t match the six killer apps well or the overall focus on civilization.   
Title:  Thinking, Fast and Slow
Author:  Daniel Kahneman
Rating:  4 (readability), 5 (importance)
Kanneman and Amos Tversky are among the great contributors to psychology and many other fields, including prospect theory in economics (and used widely in finance and accounting).  This book is a summation of many related concepts from psychology, much of it focused on System 1 (fast thinking: quick, automatic, and intuitive) and System 2 (slow thinking, effortful mental activity, mobilized when System 1 does not offer an answer)—concepts developed by Keith Stanovich and Richard West.  This is an “eat your spinach” book, bombarding the reader with facts and complex analysis.  It is reasonably well written, but does get increasingly bothersome presumably trying to focus on System 2.  People, unlike the perspective from neoclassical economics have built-in biases that greatly impact on judgment and decision making.  Based on prospect theory, people are more sensitive to losses than gains (about two to one on average).  Expects have much more confidence in their judgment and forecasting than they should based on actual ability.  And so on.  This is a must-read for anyone interested in psychology and behavioral economics.  
Title:  Why Has America Stopped Inventing?
Author:  Darin Gibby

Rating:  4

Despite the title, the primary focus of this book is on the great inventions of the mid-19th century:  Samuel Morse’ telegraph, Charles Goodyear’s vulcanized rubber, Samuel Colt’s revolver, and McCormick’s reaper.  The story centers around their patent strategies and fending off rivals, usually involving years in the court system.  This history starts with the original patent act of 1800, Jefferson’s decision to essentially give patents to any filer, and Eli Whitney’s unsuccessful struggle to profit from his cotton gin.  Fast forward to the new, improved pension act of 1836, commissioner of patents Henry Ellsworth and the patent filings by Morse, Goodyear, Colt and McCormick.  All would become successful, eventually—after many court battles.  Later interesting stories include Elias Howe’s original sewing machine patent (a “blocking patent”) and dozens of later sewing machine patents by Isaac Singer and others; Bell’s patent filing the same day as Elisha Gray (Bell won, but it’s possible Gray had the better claim as the inventor of the telephone); Henry Ford combating the engine patent of George Selden; Wright Brothers getting a patent on their wing warping technology.
Only in the last 30 or so pages does Gibby talk in some detail of the problems with the current patent system:  why it takes so long and costs so much, why most applications are turned down, and why litigation is common and costly.  It’s a system that works okay for big corporations, but not the small innovator.  IBM files some 10,000 patents a year.  In his view that has stifled inventing.  He proposes specific changes:  requiring models or videos of patent product, changing criteria to older, simpler criteria, reducing patent terms to 10 years, and banning “continuous patents” to eliminate the backlog in the patent office.  Overall, it’s an interesting book, although it really doesn’t address the obvious question of the title.

Title:  Retirement Heist:  How Companies Plunder and Profit From the Nest Eggs of American Workers
Author:  Ellen Schultz

Rating:  4 (readability), 5 (importance)
One would think that corporate retirement and healthcare programs as major corporations would be safe and subject to little abuse, in part because of new regulations and accounting requirements.  But such is not the case as demonstrated in this book.  Corporations over the last two decades plus have been using every trick in the book to cut costs and manage earnings, with seemingly little regard for long-time employees.  It turns out that at many companies (companies mentioned in the book include GE, IBM, GM, Intel, Boeing, Sears, and many more) to lower reported costs for employee while simultaneously generously rewarding executives.  A growing list of consultants, banks and insurance companies have advised corporations of all the tricks.
Amazingly, new accounting rules (especially FAS 87 on pension and FAS 106 on other post- employment benefits) have encouraged companies to game the system as long-term liabilities have to be reported on the balance sheet and pension/OPEB expenses on the income statement.  Thus, net income can be enhanced by cutting benefits, changing assumptions and so on.  Schultz names names and describes one horror story after another.  

Title:  Throw Them Out:  How Politicians and Their Friends Get Rich Off Insider Stock Tips, Land Deals, and Cronyism That Would Send The Rest of Us to Prison
Author:  Peter Schweizer

Rating:  4

This book is a useful attempt to show the cynical nature of Congress (the Permanent Political Class) and their constituents to enrich themselves.  The major point is that Congress and their staff are exempt from many rules that apply to almost everyone else, suggesting what they do is “honest graft.”  As the top of the list is insider trading based on private information.  Schweizer focuses on individual members and specific legislation to demonstrate how this works.  The biggest violators according to book are John Kerry and Nancy Pelosi—both rich to begin with.  Kerry and others bought pharmaceutical and healthcare stock before Obama-care was passed in 2009 and similarly before Medicare Part D was passed in 2003.  Kerry and many others sold stocks at the time of the Lehman bankruptcy in 2008 and bought stock before the TARP bailout.  Pelosi was offered shares on initial public offerings (IPOs) or allowed to purchase shares before IPOs.  The example used was Visa going public in 2008.  Pelosi also promoted legislation favoring Visa and other companies she owned.  Former Speaker Dennis Hastert left Congress a rich man based on earmarks for roads, etc. that benefitted real estate he owned.  Pelosi did the same for her San Francisco commercial property.  Note that the bulk of the examples focused on Democrats.
Part One (the first 69 pages) focused on Congressional “honest grant” and is the most interesting.  The rest was hit and miss.  Chapter 5 dealt with a thorough analysis of stimulus funding for alternative energy, including the failing Solyndra.  Over 80% of the $25 billion went to Obama-connected companies, mainly through giving to his election campaign.  A chapter was devoted, apparently, to the financial scandal.  Given all the villains involved (Richard “Delusional Dick” Fuld; Angelo “Mad Mortgage” Mozilo with his “Friends of Angelo” program; or Llody “I’m Doing God’s Work” Blankfein) Schweizer focuses on—wait to it—Warren Buffett.  He proves Buffett is a “crony capitalist,” but I didn’t see any obvious evidence he engaged in illegal or even unethical acts … except he supported Obama.  Chapter 7 was interesting, focusing on hedge funds using political information (politicians can share insider information).
This was a useful book.  However, the biggest deficiency is the partisan nature focusing on Democrats—Schweizer is a research fellow at the Hoover Institution.  Presumably Republicans are equally guilty, but few are named.  Major corporate lobbyists include health care, financials, energy, and defense. Almost no focus was made with either energy (except alternative energy) or defense, two major culprits in crony capitalism.  (There were also some minor errors dealing with the financial sector as well.)   
Title:  The Price of Civilization:  Reawakening American Virtue and Prosperity

Author:  Jeffrey Sachs

Rating:  4

This book is another attempt to explain our major macro problems and fix them.  Sachs is an economist, with a left-wing slant.  Part I does a fairly good job explaining our problems.  Part II does a mediocre job at coming up with solutions.  I have yet to be enthusiastic about plans to fix the system.  Friedman and Mandelbaum did a similar attempt (see book review below) as another exercise in futility.  Paul Ryan came up with a Republican plan that absolutely cuts the budget but devastates entitlement programs.  Republican Tom Coburn of Oklahoma lists some $10 trillion of cuts, and the bipartisan Simpson-Bowles Plan went nowhere.

In Part I Sachs describes a bit of history, starting with economic failures of the 1970s (collapse of the gold standard & rising oil prices) and the resulting “Reagan Revolution.”  The focus shifted to lower taxes, deregulation and falling federal spending (including important functions such as infrastructure, research and development, and education).  Also described are the ingredients of mixed capitalism, including the importance of public goods and fairness; he contrasts that with libertarianism.  The public prefers three goals:  efficiency, fairness, and sustainability.  Sachs has the usual complaints against campaign contributions and lobbying, but calls the two parties both right-of-center with a narrow focus on policy.  With the four big lobbies being military, big oil, banking, and healthcare, chances of reform seem slim.
Part II has some interested information, just not a workable plan to fix the system.  Sachs lists eight goals (p. 186) like balancing the federal budget and improving education; then the measurement of gross national happiness—but no real plans to implement.  He figures that in 2015, the federal government would raise revenues of 18% of GDP and spend 24%.  In addition, he would call for an additional 3% or so for infrastructure, education and research and development.  Therefore, to balance the budget for 2015 (ignoring the rising demands for entitlements) the equivalent of 9% of GDP would come from tax increases or spending cuts.  He calls for greater income taxes on incomes over $250,000 and a VAT tax.  Cuts are not so obvious.  His list of seven goals for highly effective government are good ones (e.g., set clear goals and benchmarks; p. 238), but when and why would these happen? 
Title:  Steve Jobs

Author:  Walter Isaacson

Rating:  5

Big (600 pages) bio of super CEO Steve Jobs and why Apple products could be insanely great.  This may be more than you wanted to know about Jobs, but the story is interesting.  Jobs achieved success at Apple early and then was fired in the mid-1980s.  Apple floundered, but he bought Pixar (eventually a big winner) and created NeXT (a modest success).  When he returned to Apple, he achieved amazing success with one great product after another:  iPod, iPhone, iPad and others.  His erratic behavior and unwillingness to compromise worked at Apple, creating America’s biggest company based on market cap (competing with Exxon for number 1).  His closed system end-to-end integration of products plus “magical genius” left a legacy of changing the world.  Isaacson captures this complex story in a compelling read.  

Title:  Boomerang:  Travels in the New Third World.

Author:  Michael Lewis

Rating:  5

Lewis travels to Iceland, Greece, Ireland, Germany, and back to California.  Each has a unique post-Subprime Meltdown story—and surreal in the Lewis retelling.  Iceland males, according to Lewis, decided that they were in fact great investment bankers and jumped in using massive leverage and high risk, only to blow up in 2008.  Greece showed no control in government finance, running up huge unreported deficits (very poor accounting) due to overspending and bad tax collection procedures.  A Euro crisis developed requiring a massive bailout.  Ireland had their own version of a housing bubble, involving Irish banks lending to commercial developers.  The result was the same, a complete banking meltdown.  German consumers had no interest in excessive borrowing, so German banks lend to other countries including Iceland, Greece, and Ireland—showing no obvious due diligence for evaluating credit risk.  The collapse of German banks would mean the collapse of Germany and the rest of the Euro zone.  Finally, California and the inability to fix the deficit problems.  Schwartzenegger as governor could get no real reform.  The problem seems to be that voters want government services and won’t pay for them.  The major result is the collapse of California local governments.  Lewis looks at San Jose and Vallejo.  The results are not encouraging for potential reform in American public policy. 
Title:  That Used to be Us:  How America Fell Behind in the World it Invented and How We Can Come Back.
Author:  Thomas Friedman and Michael Mandelbaum

Rating:  4
A Tom Friedman book is a must-read and this one was no exception.  The basic idea is a set of four challenges: globalization, information technology, government deficits, and energy/environment.  Friedman has written about these and other related issues that are discussed at length:  the need for education, infrastructure, research and development, and immigration.  Since he seems to know everyone, there are interesting stories about all these issues—mostly quite interesting.  Useful ideas and interesting facts are found throughout the book.
I had a few problems with the book.  First, I expected more on the relative history of all these issues (after all, what does “That Used to be Us” mean?).  History appeared sporadically, but I expected a more systematic approach.  Then the expectation of answers.  I didn’t really see any that seemed very likely.  They suggested a third party candidate, for example, but how likely is that?  Overall, this was a useful read, but a bit disappointing.  

Grading the Financial Reform Bill

On Thursday, July 15, 2010, the Senate passed the Financial Reform (Dodd-Frank) bill (the usual 60-39 vote, with all but one Democrat voting in favor and most Republicans against) and it will be headed for President Obama’s signature.  Accolades from most Democrats, financial disaster predictions from most Republicans. 

The Wall Street Journal (“Grading the Bill,” July 16, 2010) asked 12 experts to rate the bill from A to F.  Interestingly, grades ranged from A to F with a couple of incompletes and a “wait-and-see.” 

Some of the key “votes:”

Henry Paulson, former Treasury Secretary, incomplete because of no solution to Fannie and Freddie and all the unknowns; 

Harvey Pitt, former SEC Chairman, F, because it makes a broken regulatory system worse and fixes nothing;

Peter Wallison of the American Enterprise Institute, F, for weakening financial institutions and ignoring the causes of the crisis.

Doulgas Elliot of the Brookings Institute, A-, because it makes the system substantially safer.

Nouriel Roubini, economics professor, C+, because the bill does not address the causes of the crash.

Bill Gross of PIMCO, D+, because lobbyists diluted what must be done; Gross also suggests that making former Fed Head Paul Volcker “dictator in chief” would have been a better idea.

Simon Johnson, economics professor, B, because the government can break up the big banks when they pose a “grave risk.”

Evaluation of the bill seems to follow political ideology more than the bill’s actual content.  In other words, the so-called experts are not much help.  With thousands of lobbyists descending on Congress to minimize the damage (while maximizing the complexity), it is hard to believe I could give the bill anything better than a C.  

National Debt
The U.S. has a huge public debt, but how big?  Various pundits claim it’s a modest 50% or gigantic, well over 100% of GDP.  Which is it?  The Treasury Department is the obvious place to start, because Treasury manages the debt.  On May 7, 2010, the total public debt was $12.9 trillion, 88.4% of first quarter 2010 GDP ($14.6 trillion).  However, only $8.4 trillion was held by the public (57.5% of GDP), with the remaining $4.5 representing intra-government holdings such as the Social Security Trust Fund.
So, these are the obvious alternatives, 57.5% for national debt held by the public, or 88.4%, total public debt.  To really hyperventilate about the debt, one must forecast future debt.  The national debt is estimated to be $18.4 trillion for 2014, almost 100% of GDP (and rising). 
Book Review
Title:  The End of Wall Street
Author:  Roger Lowenstein
Rating:  5
New York journalist Roger Lowenstein in a long-time writer on Wall Street and this book is a recent attempt to capture the strange story of the subprime meltdown—another financial scandal that should never have happened.  The coverage is relatively conventional, with chapters on Fannie and Freddie (plus a little land history); subprime; rating agencies; Lehman Brothers—with side trips on AIG, derivatives, and the CFT; incredible incompetence at Citigoup and Merrill Lynch; the crisis beginning with industry-wide worries and Bear hedge fund bankruptcies, rating agency downgrading of toxic CDOs; attempted action at federal agencies in 2007; problems at Citi and Merrill; then much of the book on the crisis year of 2008, which saw the collapse of Bear Stearns, Fannie & Freddie, Lehman, AIG, and Merrill Lynch.  The government response moved from hands-off to incredibly intrusive—called “socialistic” by critics, with the Fed providing trillions of dollars of liquidity and the Treasury, thanks to TARP, recapitalizing the major banks.  The final chapter, also called “The End of Wall Street,” considers Wall Street after the crash (although the “New Wall Street” looks like the “Old Wall Street” to me), including possible new regulations (still speculation on this point).  As a New York journalist, Lowenstein has a large cast of characters, mainly the usual suspects, but also a number a new ones. 

 This is one of the excellent books by journalists (e.g., Wessel’s In Fed We Trust and Sorkin’s Too Big to Fail).  Michael Lewis’ The Big Short is the best read, but does not provide the detail of Lowenstein (or many of the others).  Lowenstein is a good choice for a well-rounded perspective on the complexity of the subprime scandal.

What is the Unemployment Rate Anyway?
People throw out various numbers for the unemployment rate.  Where do they come from and what do they mean?  It turns out that that Bureau of Labor Statistics calculates a bunch of numbers monthly.  The "official rate" of unemployment for January, February & March 2010 has remained at 9.7% and called "U-3," total unemployed as a percent of the civilian labor force (seasonally adjusted).  There are actually six unemployment numbers (U1, "persons unemployed 15 weeks ..." to U6, "total unemployed plus discourage workers, part-timers, etc."), at 16.5% for March, seasonally adjusted.  This is the often reported number for those claiming what terrible shape the economy is in.  Many unemployment numbers can be used—it just depends on the point you’re trying to prove.

The complete table from the BLS is:

	Measure
	Not seasonally adjusted
	Seasonally adjusted

	
	Mar.
2009
	Feb.
2010
	Mar.
2010
	Mar.
2009
	Nov.
2009
	Dec.
2009
	Jan.
2010
	Feb.
2010
	Mar.
2010

	U-1 Persons unemployed 15 weeks or longer, as a percent of the civilian labor force
	4.1
	6.0
	6.3
	3.8
	5.8
	5.9
	5.8
	5.8
	5.8

	 

	U-2 Job losers and persons who completed temporary jobs, as a percent of the civilian labor force
	6.1
	7.0
	6.7
	5.5
	6.5
	6.3
	6.1
	6.2
	6.1

	 

	U-3 Total unemployed, as a percent of the civilian labor force (official unemployment rate)
	9.0
	10.4
	10.2
	8.6
	10.0
	10.0
	9.7
	9.7
	9.7

	 

	U-4 Total unemployed plus discouraged workers, as a percent of the civilian labor force plus discouraged workers
	9.4
	11.1
	10.8
	9.0
	10.5
	10.5
	10.3
	10.4
	10.3

	 

	U-5 Total unemployed, plus discouraged workers, plus all other persons marginally attached to the labor force, as a percent of the civilian labor force plus all persons marginally attached to the labor force
	10.3
	11.9
	11.5
	9.9
	11.3
	11.4
	11.2
	11.1
	11.1

	 

	U-6 Total unemployed, plus all persons marginally attached to the labor force, plus total employed part time for economic reasons, as a percent of the civilian labor force plus all persons marginally attached to the labor force
	16.2
	17.9
	17.5
	15.6
	17.2
	17.3
	16.5
	16.8
	16.9

	NOTE: Persons marginally attached to the labor force are those who currently are neither working nor looking for work but indicate that they want and are available for a job and have looked for work sometime in the past 12 months. Discouraged workers, a subset of the marginally attached, have given a job-market related reason for not currently looking for work. Persons employed part time for economic reasons are those who want and are available for full-time work but have had to settle for a part-time schedule. Updated population controls are introduced annually with the release of January data.


Book Review
Title:  The Big Short:  Inside the Doomsday Machine

Author:  Michael Lewis

Rating:  (5)
Michael Lewis’ books are always great reads and this is no exception.  One of the late arrivals about the subprime scandal, it is by far the best read and surprisingly informative.  Lewis takes a completely different angle from all the others, focusing on a few small traders that anticipated the collapse and bet against the real estate bubble.  John Paulson won big money fame for using credit default swaps to “short” subprime mortgages (making some $20 billion for his hedge fund), but he was relatively late on this trade.  He bet big and his timing was perfect.  Lewis tracks the earliest traders, all small timers usually with limited Wall Street experience, discovering the wackiness of the subprime market and figuring out how to bet against it.  Lewis describes the histories of their bets and how they did it, as well as considering the less-than-brilliant players on the other side.  He presents the evidence of the big-time Wall Street firms that didn’t get it.  They jumped into the structured finance of turning lousy mortgages into AAA bonds, including the piles of cash they made.  The banks maintained huge amounts for their own accountings—this is the part that’s a real puzzle.  Of course, the market crashed and the “shorts” made a fortune, while the banks lost big and either failed or were bailed out by the feds.  (The morons on the failing side also made a fortune for the most part, demonstrating the insidious world of investment banking and the compensation structure.  Morgan Stanley collateralized debt obligation trader Howie Hubler lost MS over $9 billion, the record trading loss on Wall Street, but kept million of dollars in compensation.)

 This is a must read for anyone interested in the subprime scandal.  It does help to have a working knowledge of the topic.  Lewis is great as turning an extraordinarily dull and complicated subject into a fascinating story.  He can also coin a phrase.  Consider this one:  “An investor who went from the stock market to the bond market was like a small, furry creature raised on an island without predators removed to a pit full of pythons” (p. 61).  Or consider these:  “Across Wall Street, subprime mortgage bond traders were long and wrong” (p. 198); “When banking stops, credit stops, and when credit stops, trade stops—The entire modern world was premised on the ability to buy now and pay later” (p. 222).

 Book Review
Title:  How Markets Fail:  The Logic of Economic Calamities

Authors:  John Cassidy

Rating:  (4)

This book is primary a history of economic theory, with much of the focus on economic downturns.  Part I covers “utopian economics,” mainly the standard theory from Adam Smith, through the neo-classical economics of Alfred Marshall and others, to relatively modern theories of efficient markets and rational expectations.  This is mathematical model-based theory seeking the optimization of something (utility, profits, whatever), but suffering from the problem of unrealistic assumptions.  Part II is reality-based economics, considering many issues from social costs and market failures, to the psychology of how people actually make decisions.  Between the two parts, most of the major economic thinkers are discussed, from Pigou and Keynes to Kahneman and Tversky, along with real life example.  Part III describes the current crisis, with a modest analysis based on previously-described economic history.  Cassidy goes back to theories and specific incidents to describe “rational irrationality,” basically when a rational decision for an individual or firm (usually based on incentives) is irrational for the economy as a whole.  For example, individual savings during a recession cause greater macro problems.  Securitization in the finance markets caused mushrooming growth in credit with little regard for the borrowers’ ability to repay (but driving up short-term executive compensation), creating a nation-wide housing bubble.

This is a pretty good book, describing the development of economic theory, including the various controversies along the way.  But it could have been better.  The focus is general, with only limited development related to market failure or the causes of bubbles and business cycles.  I would have preferred the focus be specifically on these issues, based on the book’s title.  I’m particularly puzzled by the third part.  Almost all of it is descriptive, with relatively little analysis about market failures or economics in general, for that matter (and there are better and more complete books covering the subprime/ banking crisis).  Despite these shortcomings, I still found it a worthwhile read, well-written and packed with information.

Book Review
Title:  Last Man Standing:  The Ascent of Jamie Dimon and JP Morgan Chase
Authors:  Duff McDonald

Rating:  (4)

This is a biography of one of America’s premier bankers, running a company that survived the subprime debacle in decent shape.  Dimon started with Sandy Weill after graduating from Harvard business school.  As number two, he was the operating and detail guy starting with Commercial Credit and through cost cutting and mergers (usually buying companies cheap when they had problems) and eventually created Citigroup when Weill’s Travelers merged with Citibank.  Weill was king of the hill and almost immediately fired Dimon.  Dimon started again, with Bank One in Chicago, using the same basic techniques of cost control, effective management, and acquisitions to create another powerhouse commercial bank.  Bank One was acquired by JP Morgan and Dimon eventually became chairman and CEO.    He went slow on acquisitions and Morgan stayed relatively conservative (unlike Citi and other big commercial and investment banks of the early 21st century).  There was a good deal of criticism of Dimon at the time, since earnings did not grow as fast as the go-go banks taking immense risks, and Morgan’s stock price suffered.  When the subprime market crashed the go-go banks were in trouble and Morgan acquired Bear Stearns and Washington Mutual.  Morgan took losses in the crisis, but stayed rock solid, especially in comparison to most of the other big banks.  JP Morgan is now considered the premier bank in America and Dimon one of the great managers of the period.

This is an interest read, mainly the contrast between Dimon and the various dimwit leaders of the other major banks (for example, Jimmy Cayne at Bear, Dick Fuld at Lehman, Chuck Prince at Citi, or Stan O’Neal at Merrill Lynch).  The first part of the book talks mainly about Dimon and Weill creating a financial empire from scratch and the remainder primarily about Dimon starting at Bank One and rising to star status at JP Morgan.  Dimon was both a big picture guy and a detail guy.  Apparently, he didn’t move aggressively into a market until he understood it (derivatives, which became a big profit center at Morgan, was an example cited).  Much of the description of Dimon’s success (understanding markets, keeping a tight control on expenses, a conservative approach to capital and expanding into new markets) seems like common sense, but these were not practiced by most of the other banking CEOs.   

Book Review
Title: This Time Is Different:  Eight Centuries of Financial Folly

Authors:  Carmen Reinhart & Kenneth Rogoff 
Rating:  (4)

This Time is Different is a macroeconomic academic treatise on the history of financial crises, with a nifty title.  Mainly the authors analyze databases on 66 countries for the last 200 or so years, with some discussion of earlier periods and other countries.  Most of the analysis is based on banking crises and government debt, including debt and currency defaults, inflation, foreign exchange rates, housing and stock price bubbles, and so on.  The last quarter or so of the book discusses the recent sub-prime debacle relative to earlier financial crises.  I did not find this part of the analysis particularly useful, primarily because there are so many books on the subject.  Most of the data is presented as charts or tables.

This book is probably a brilliant analysis for the economics specialist.  For the rest of us, it would seem to be useful only for those particularly interested in the historical perspective of economic crises.  The information is unique and for those who love numbers, there are hundreds of charts and tables filled with data. (Note that an earlier version of the book is available for download as a NBER working paper.) 

Book Review
Title: Sex, Death & Oysters:  A Half-Shell Lover’s World Tour

Author:  Robb Walsh

Rating:  (5)

ISBN:  978-1-58243-457-5

Houston food critic Robb Walsh goes on a five year odyssey to solve the mysteries of oysters.  I was hooked when I heard him at the Texas Book Festival over the Halloween weekend.  Prior to that, I had not given much thought to oysters, although the Gulf coast is not that far from home.  The sex connection is his view of the eating experience (and the oyster may be an aphrodisiac); however, oysters can kill people occasionally especially when eaten during the summer months.  As Walsh put it:  “Eating raw oysters is at once perverse and spiritual.”  The possibility of death did not deter Walsh from apparently eating thousands of raw oysters in North America and Europe (he also ate some Asian oysters that were conveniently grown in the Pacific Northwest).  Separate chapters (a dozen of them) are by location, beginning with Galveston Bay.  Along the way we learn some oyster basics, like different genus and species (all from the family Ostreidae), biology, seasons, and so on.  It turns out that oyster cultures (oyster harvesting techniques, government regulations, when and how local people eat the oysters, even oyster festivals) differ from location to location and especially from country to country.  Each new chapter seems to outdo the last in local characters and their stories.  At the top of my list was the Colchester Oyster Feast, started in the Middle Ages (1318) with all the pomp still present—guests, for example, are seated by social prominence, with the big shots at the high table with the mayor.  Somewhere along the way to London locals lost their taste for oysters (pollution from the Industrial Revolution didn’t help), but not the ceremony.

Anyone with even a remote interest in oysters should love this book.  The stories are great and you will learn a lot more than you even expected about all the amazing aspects of oysters.  A number of oyster and other recipes are presented throughout, as well as a list of oyster bars discussed in the book.

Book Review
Title: Too Big to Fail:  The Insider Story of How Wall Street and Washington Fought to Save the Financial System from Crisis—and Themselves

Author:  Andrew Ross Sorkin

Rating:  (5)

ISBN:  978-0-670-02125-3

Andrew Sorkin is a journalist at the New York Times, with access to the major players to the recent financial meltdown.  He described the story in detail from just after the fall of Bear Stearns to the use of TARP money to pay out some $250 billion to the largest banks.  He has incredible detail on various meetings, personal perspectives on major players, and blow-by-blow accounts that led to Lehman’s bankruptcy, seizing Fannie and Freddie, bailing out AIG, and all the rest.  Sorkin presents this six month or so period basically in chronological order and really names names.  He interviewed some two hundred players and seemingly every one of them is in the book.

This book is well written and a masterpiece of journalistic diligence, filling a number of holes in the complex story that was failure and bailout.  The one problem I had with it is the gargantuan detail, just more information than I wanted to know about these events.  I would have preferred less detail and more analysis of the importance of these events.  Having said that, this book is a must read for the financial/political wonk who wants to know all the ins and outs of this crisis. 

Book Review
Title:  Animal Spirits:  How Human Psychology Drives the Economy, and Why it Matters for Global Capitalism

Author:  George Akerlof and Robert Shiller

Rating:  (4)

ISBN:  9780691142333

Nobel laureate George Akerlof and Yale Professor Robert Shiller are big guns of economics and continue to make significant contributions to the literature.  I was excited to see what they came up with, given the strange title.  I remember that John Maynard Keynes had used the term “animal spirits” in the context of what caused the Great Depression, but was unimpressed with the idea.  The Keynes quote is the starting point of this book, essentially challenging many of the basic tenants of economics.  Specifically, they focus on five constructs:  confidence, fairness, corruption, money illusion and stories and then have a series of essays showing these are important to actually understanding economic events including the subprime debacle.  The basic idea is that mainstream economics has either ignored these constructs or made assumptions (usually to fit econometric models) that don’t represent reality, which is better captured with a more “human-oriented” (often based on psychology) approach.  For example, in “Why Are Financial Prices so Volatile?” the authors challenge basic economic tenants of efficient markets and rational expectations with insights from psychology on how people react in these markets.  Some of the interesting concepts discussed are price-to-price feedback (which can lead to a bubble), the wealth effect that can drive consumption, and the leverage cycle connecting to relationship of asset prices to leverage.

This book is not an easy read and discusses a number of arcane economic concepts that most of the rest of us care little about.  It’s a bit on the dry side, although readable compared to literature that econ professors are capable of generating.  At times it seems to be written more as a challenge to other economists rather than the general reader.  Overall, I recommend the book for those with a fair understanding of economics and an interest in the ideas of two of its sometimes maverick leaders.

Book Review
Title:  The Myth of the Rational Market:  A History of Risk, Reward, and Delusion on Wall Street

Author:  Justin Fox

Rating:  (5)

ISBN:  9780063598990

This book asks the earth shaking question:  “are markets rational?”  Okay, not everyone cares that much, but it is an important topic for anyone with market assets, such as stocks, mutual funds, a house, and so on.  The heart of the book concerns the “efficient markets hypothesis,” which states that prices (mainly stock prices) react quickly to all new information in an unbiased fashion.  This implies that you can’t beat the market.  Fox spends perhaps half the book describing the history and research demonstrating the hypothesis to be true.  Big events include Markowitz’ portfolio theory, Sharpe’s capital asset pricing model, Black-Scholes option pricing model, and Fama’s efficient markets.   Critics complained throughout that markets behave irrationally, with recent psychology and behavioral economics particularly persuasive.  The debate between the two camps makes the book really significant.  The book is mainly chronological with entertaining vignettes on the players (mainly academics and market participants) and discussions about why their contributions are important.   There is no clear-cut winner; markets seem to be mainly rational and efficient, but with plenty of exceptions.

 I found this book to be a great read, with good descriptions of many complex theories and concepts, without any math.  The descriptions were mainly successful, although sometimes too simplistic to really understand the concepts.  Anyone interested in the development of finance (particularly academic concepts associated with financial markets) should read this book.

Book Review
Title:  House of Cards:  A Tale of Hubris and Wretched Excess on Wall Street

Author:  William Cohan

Rating:  (4)

ISBN:  9780385528269

This book is a detailed analysis of the fall of Bear Stearns, about 450 pages.  It is written in three parts.  The first part is the 2008 collapse of Bear and its acquisition by J.P. Morgan.  A big part of the story is the lack of trust by Bear’s short-term investors (e.g., the repo market) and counterparties, apparently driven by rumors.  Part II gives some history of Bear, with particular emphasis on leaders Cy Lewis, Ace Greenberg, and Jimmy Cayne.  How the firm survived so long with these people in power seems a mystery.  Part III covers more recent events, with a lot of coverage about the failure of two Bear hedge funds in 2007.  A puzzling Epilogue covers recent events, including the later failure of Lehman Brothers.

The book is generally pretty good about Bear Stearns.  Much of it I had no interest in, particularly personal details of Jimmy Cayne and others.  Cayne and Greenberg were bridge players and that seems Cayne’s number one accomplishment.  He left work early and often to play in bridge tournaments, which meant no one seemed to be in charge when Bear was making bad decisions on mortgage investments.  I would have preferred a more detailed analysis on the inter-workings of Bear and how investment decisions were made.

This is not my favorite book on the current financial debacle, but is worthwhile to those wanting a detailed analysis of one of the key players in the meltdown.
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Book Review
Title:  Scandal:  Amazing Tales of Scandals That Shocked the World and Shaped Modern Business.

Author:  Fortune

Rating:  (4)

ISBN:  9781603200097

This book is a series of 20 essays out of the pages of Fortune from the last 75 or so years.  Surprisingly, none of the essays cover the current sub-prime loan scandal.  The earliest essay is on the Swedish Match King, Ivar Kreuger, who killed himself when his empire collapsed in the early 1930s.  The most recent is an unusual piece about Bernie Madoff called “Madoff Does Minneapolis,” about Madoff ripping off people in Minnesota.  Beyond that, the essays cover a host of scandals, from McKesson & Robbins, to Billie Sol Estes, to Richard Scrushy.  Most of the essays were written shortly after the event and have more of a journalistic bend than history.  A short update is provided at the end of each.  They are generally well-written and some are quite interesting.  They cover some of the scandals, but not all and miss many of the most important ones entirely.  For example, there is no coverage of Ivan Boesky or Michael Milken.

This is not the book for readers interested only in the sub-prime debacle; there is no coverage.  This is somewhat surprising, because several good articles have appeared in Fortune on various important aspects—from bond ratings of mortgage debt obligations to understanding credit default swaps.  A reader interested in a variety of scandals may find the book interesting.

Book Review
Title:  The Return of Depression Economics and the Crisis of 2008

Author:  Paul Krugman

Rating:  (4)

ISBN:  9780393071016

Paul Krugman is a Nobel-prize winning economist and a well-known columnist.  I expected this book to be about the latest sub-prime loan crisis, but despite the title such was not the case.  This is a second edition; the first was written after the various international lending and currency crises in the 1990s and that is still the primary focus of the book.  The major charters are on the Latin American loan crises, especially Mexico in the mid-1990s, the Japanese crisis that started about 1990 and was never entirely resolved, and the Asian currency crises in the late 1990s.  The last quarter or so of the book talks about several aspects of the current crisis, from an economicst’s point of view.  It is by no means complete, but does have an interesting perspective.

I have a number of issues with the book.  After reading it, I still don’t know what Krugman means by “Depression Economics.”  He has a separate section on this topic but this wasn’t much help.  He gives alternative economic perspectives on the various crises, but seldom comes up with definitive causes or solutions to any of them.  Plus, there is relatively little on the current crisis.  Having said all that, it is an interesting read on a variety of issues.  His perspective is different from most journalists and insiders writing about these issues and sometimes illuminating. 

If you are interested only in the current crisis, I would not recommend this book.  There is just too little coverage.  However, if you have a longer historical perspective and some interest in the various topics mentioned, this is a useful read. 

Book Review
Title:  Panic:  the Story of Modern Financial Insanity

Author:  Michael Lewis

Rating:  (4)

ISBN:  978-0-393-06514-5

A new Michael Lewis book is always something to look forward to, like a snickers bar.  Since he writes non-fiction and has great stories as well as insight, it’s like a snickers that’s actually good for you.  I was somewhat disappointed by this recent effort because it is a book of readings on the current scandals and those of the recent past—not Lewis’ take on the whole mess.  Some of the essays are really good (especially those written by Lewis), some not.  Some are like mom leading you to the castor oil in the medicine chest, probably useful but not a pleasure.

Panic has four sections.  The first is the 1987 stock market crash, more or less a one day affair on October 19; the Dow dropped 23% that day, the single largest crash ever.  Mostly it was blamed on program trading for “portfolio insurance.”  That didn’t work out well in a crash.  The second is the currency collapses of Asian and Russian currencies.  This took down Long-term Capital Management, presumably the largest and best of the hedge funds.  It turns out that math models work for “normal events,” not the unexpected.  LTCM failed, but the world economy was rescued by a Federal Reserve-generated bailout.  The third is the dot.com collapse, with nary a mention of Enron.  For me, this was the least interesting section.  Finally, the current sub-prime housing collapse, the worst financial debacle sine the 1970s-80s (or even the Great Depression).  Of course, this is the most useful part.  A couple of these essays are particularly good:  Roger Lowenstein writes about how Moody’s rates subprime bond pools (the bond ratings are a major reason for the banking scandal).  Michael Lewis writes about Bear Stearns, with an interesting discussion on liquidity puts.   In total, there are over 50 essays;  perhaps a dozen of these are really good.

 I have to recommend the book for the Michael Lewis fans.  He probably wrote about 100 pages of the book.  He can offer great insight in a single sentence or paragraph.  Here is an example of why I like Lewis’ writing (p. 257):

A boom without crooks is like a dog without fleas. … Why do periods of great prosperity always wind up being periods of great scandals?  It’s not that it happens occasionally.  It happens every time.  The railroad boom makes the Internet boom look clean. … Is it possible that scandal is somehow an essential ingredient in capitalism?  That a healthy free-market economy must tempt a certain number of people to behave corruptly, and that a certain number of these will do so?  That the crooks are not a sign that something is rotten but that something is working more or less as it was meant to work?
Those really interested in economy panics/scandals of the last 20 years also should read this book. 

Book Review
The Trillion Dollar Meltdown

Author:  Charles Morris

Rating:  (4)

ISBN:  978-1-58648-563-4

                This is a timely book on the current finance/economy meltdown.  It was written in late 2007, before the really bad events happened, but is still right on.  He predicted the 2008 events (generally, not the details) with accuracy and explained the causes as well as any other source I’ve come across.  Explaining these issues in some detail before most of the problems actually emerge is impressive.  The book is at its best when taking a historical perspective.  Most of the current issues deal with areas that have been festering for some time.  Note that he pegged the “trillion dollar meltdown” before this became obvious (and actually has a table showing $1.01 trillion in expected losses by category, pp. 130-1)).

Some of the current villains include structured financing, banks taking exceptional risks because they can be bailed out by the federal government, the excessive use of derivatives, short-term thinking by major players essentially from top to bottom in key organizations, the lack of appropriate government regulations when problems were obvious, institutions that were supposed to provide service and protections that became chief problems like Fannie Mae and Freddie Mac, and a few more.  These are all explained with at least some historical perspective.

This is a short book, so detailed analysis is not included.  A limitation of the book is that it was written before the major debacles hit (e.g., the NBER now asserts that we are in a recession that started in December 2007, essentially after Morris finished the book; all five major investment banks are no longer functioning independently as investment banks, although only Lehman Brothers was allowed to fail).  His take on these would have been useful.  For some reason, much of the last two chapters are off point.  Despite these limitations I would recommend this book for a thoughtful description of the recent financial panic.

Book Review
 The Ascent of Money:  A Financial History of the World

Author:  Niall Ferguson

Rating:  (5)

ISBN:  978-1-59420-192-9

The Ascent of Money is essentially a series of stories related to the history of finance.  It is written in six chapters: money and credit, the bond market, the stock market, insurance, real estate, and international finance.  Mainly, it is several well-written stories representing vignettes from history.  Some are well-known like John Law’s Mississippi Bubble; others are not well known but quite interesting, such as the Scottish Ministers’ Widows’ Fund, perhaps the first insurance fund based on statistical analysis; a few I found puzzling, like discussing loan sharks in Glasgow or his journey into behavioral finance. 

Ferguson is a Scotsman and history professor at Harvard.  The book is written in conjunction with a British documentary series of the same name, which explains the focus on stories rather than a more comprehensive analysis of key historical events (and also several obscure British history events).  It has lots of useful information and some insight into various aspects of finance.  He even has some discussion of current events, including derivatives and the current financial meltdown.

I would recommend this book as an interesting read on broad financial issues using an historical context.  It is by no means comprehensive on the topic of financial history, but offers enough good stories and insight to make it worthwhile.

Book Review
Title:  The Partnership:  The Making of Goldman Sachs

Author:  Charles D. Ellis

Rating:  (5)

ISBN:  978-1-59420-189-9

This is a detailed account of the 140 year history of Goldman Sachs, beginning with the original Marcus Goldman peddling mercantile paper from small businesses in New Jersey and New York City to Wall Street.  It is a long journey; early on, the Goldman partnership with son-in-law Samuel Sachs created what was essentially a commercial paper market (Goldman became the largest dealer in commercial paper before the start of the 20th century) and then expanded into the other aspects of investment banking, including early forays into London through correspondent relations.   Many bankers (including J.P. Morgan) would not deal with “Jewish companies,” which relegated them to “Jewish firms” like Goldman Sachs.  This was a major factor in Goldman developing multiple lines of business including underwriting.  During the 20th century, leadership moved away from the Goldman and Sachs families, beginning with Sidney Weinberg after World War I.  Brilliant leadership and excellent recruiting are Goldman hallmarks, but the company stayed a mid-level firm into late in the 20th century.   The company did not go public until 1999.

Investment banks seem to blow themselves up periodically (they deal in financial risks and often take large principal positions, which can turn against them quickly).  During the 1920s Goldman created the Goldman Sachs Trading Corporation, a pyramiding scheme to play the stock market, which crashed along with the market in 1929 and beyond.  All the major banks had equivalent trusts, but Goldman’s was the largest.  They survived, but barely.  When Penn Central collapsed in 1970, Goldman underwrote most of the railroad’s commercial paper—the total amount much more than Goldman’s capital.  The commercial paper investors sued Goldman for reimbursement; Goldman lost most of these cases or settled for some fraction of face value.  Once again, the company survived, but with limited capital and a tarnished reputation.  Other lesser scandals involved certain individuals, like the insider trading scandal that took out Goldman partner Bob Freeman (Ellis makes a good case that Freeman was really a victim rather than a crook).   Recent leaders of Goldman include Bob Rubin (Secretary of the Treasury under Clinton), Jon Corzine (Senator and Governor of New Jersey), and Hank Paulson (current Secretary of the Treasury and major newsmaker).  By the 21st century Goldman was the premier investment bank (Morgan Stanley would probably argue they are at least as good). 

Everything in banking turned topsy turvy with the bursting housing bubble and mortgage securities meltdown.  Goldman survived along with Morgan Stanley (although both converted to bank holding companies).  The three other major investment banks did not survive:  Lehman Brothers went bankrupt and both Merrill Lynch and Bear Sterns were acquired (by Bank of American and J.P. Morgan, respectively).  The last chapter has a short discussion about the mortgage market and how Goldman played it, which is quite interesting.  Goldman had other problems and major negative events are still possible, but the book is surprisingly up-to-date—roughly through early 2008.

Most of the focus of the book is on the people involved, with at least a short biography of all the major leaders over Goldman’s long history.  Ellis does cover strategy and major banking products and a bit about tactics used over the various time periods (I wish there had been more).  I feel I know considerably more about investment banking than I did.  The last chapter is particularly useful describing current events dealing with mortgages; the descriptions are short but insightful.  The downsides of the book are its complexity; there are at least a couple of hundred people described and chronology can be a bit difficult to follow.   This is a small price to pay for an excellent study of this important firm.  I view the book as required reading for anyone with an interest in investment banking and I recommend it highly.

 

Onion Futures
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The Chicago Mercantile Exchange started as the Chicago Butter and Egg Board.  Once the New Dealers subsidized daily products, there was no need for butter futures.  Looking for other business, the Merc developed onion futures in the 1940s.  Then in the mid-1950s traders cornered the onion futures market, driving prices toward Dutch tulips at the height of tulipmania.  Onion farmers experienced the euphoria and, instead of selling and making a killing, bought futures at sky high prices.  The bubble of course burst and the farmers lost big.  What to do?  Lobby their Congressmen and demand a ban.  Congress was forchcoming and onion futures were banned forever.  We can no longer speculate on onion prices.  Another idiotic federal law passed to appease irate constituents.

Book Review
Title:  In Fed We Trust:  Ben Bernanke’s War on the Great Panic
Author:  David Wessel

Rating:  (5)

ISBN:  9780307459688

David Wessel is economics editor for The Wall Street Journal and this book looks at the current financial meltdown from the perspective of the Federal Reserve.  He uses the term “Great Panic” for this period, apparently relating it to the Great Depression and the Panic of 1907.  Wessel covers the familiar territory mainly from the bankruptcy of two Bear Stearns hedge funds to mid-2009.  In addition there is a bit of history of the Fed, Ben Bernanke’s background as an academic with expertise about the Great Depression, and events leading up to the panic—all in less than 300 pages.  As a WSJ journalist he has great access and uses it to interview leading characters in the story, including Bernanke plus other fed officials as well as several business and government leaders.  This enriches the story and provides some interesting insight into why specific decisions were made—the $700 billion TARP fund, for example.

This is a well-written book on this important topic with unusually good insight and background material to make the analysis more understandable.  The only downside is it stops in mid-2009 (note: it’s really current), but the story is on-going.  The Great Panic may be over, but the financial outcomes are far from certain.

 Technical analysis is kept brief with relatively good explanations, so it is accessible to those without a master’s degree in economics.  I highly  recommend this book to anyone with an interest in this important episode.

 

A Colossal Failure of Common Sense: ...
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"A Colossal Failure of Common Sense:  The Inside Story of the Collapse of Lehman Brothers"

Author:  Lawrence McDonald

Rating:  (4)

ISBN:  9780307588333

Lawrence McDonald was a vice president in distressed debt and convertible securities trading at Lehman.  This is his story as a “third floor” trader.  The nasty stuff that led to Lehman’s bankruptcy took place with mortgages on the fourth flour and the incompetent leadership of CEO Richard (“King Richard”) Fuld and President Joseph Gregory on the thirty-first floor.  McDonald has no particular insight on Fuld (although a vice president of the firm, apparently he never met Fuld) and only limited discussion on how the fourth floor worked.  Having said that, it offers a good look at the inter-workings of firm trading.  Interestingly, the leaders in trading and investment banking became well aware of the problems with mortgage securitization as the market started to collapse and gave strident warnings to both the 4th and 31st floor people, all to no avail (and they usually left the firm shortly after).  The traders did analyze the problems and bet against the mortgage market by shorting the stock of mortgage finance companies and home builders and buying credit default swaps on various subprime bonds.  Being in distress debt, McDonald was active in this endeavor.  Another interesting part of the story is the mad rush into commercial real estate and leveraged buyout deals that Lehman jumped into at the top of the real estate bubble.  This is the part of the story that suggests that Fuld was out-of-touch and delusional. [Portfolio Magazine later named Fuld the worst American CEO of all time.]  McDonald was fired shortly after the Bear Stearns collapse and discusses Lehman’s collapse and bankruptcy as an outsider.

A Colossal Failure is McDonald’s story and he doesn’t get to Lehman until page 81 of the book.  Overall this is an interesting read from the unique perspective of a Lehman insider.  His discussion of the workings of mortgages and other elements that brought down the firm, however, don’t really have that insider perspective.  For all its limitations this is an interesting read and I recommend it to anyone interested in the details of the current subprime debacle.

