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Abstract: 
(monetary policy, housing policy, the deliberate underestimation of risk 

prime lending), and suggesting a policy response (policy interventions to 
restore asset prices to their long-term values, combined with measures 

make as individuals and as a society will depend on our capacity to learn 
from suffering, our humility in understanding and shaping our world, 
our ability to remain faithful and hopeful, and our commitment to act as 
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Orthodox Church. I agreed partly because I was intrigued by the question 

and uncertain about what I would be able to say in response to it. I have 

2007 I have been busy researching, writing, and speaking about the current 

1 See my attempt 
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and unusually risky mortgage loans to US borrowers with poor credit 

“subprime” lending was heavily dependent on the continuing appreciation 

 The 2003-2007 boom saw new peaks in US stock prices, house prices, 

and wealth per capita, which supported new peaks in consumption 

Many international economists regarded the burgeoning current account 

increase, and worried that a severe decline in consumption might be 

policy errors that encouraged homeowners to over-borrow during the 

 Monetary policy 
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the Taylor rule would have implied interest rate levels substantially higher 

than those that prevailed throughout that period. 

 Government “affordable housing” policy was a substantial contributor 

to the crisis because it encouraged homeowners, especially those with low 

and risky incomes, to borrow excessively to buy homes. The US government 

leverage their houses to the hilt. The reason these policies encourage risk is 

simple: the subsidy you get as a homeowner is proportional to how much 

more. 

Mae and Freddie Mac. Fannie and Freddie were the 800 pound gorillas 

bought and sold mortgages in secondary markets, and made other holders 

in 2004 to relax origination standards and to substantially increase their 

investments in subprime mortgages and related securities, which led to 
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was given access to emails between Fannie and Freddie’s risk managers 

the market” in poorly underwritten, risky mortgages, and encouraged other 

market participants to view these as acceptable investments. 

deliberate underestimation 

of risk by some of the world’s most sophisticated buy-side market 

participants.

decide to ride the subprime bubble created by loose monetary policy and 

relaxed underwriting standards at Fannie and Freddie? 

compensation incentives within their organizations that would lead others 

assets.2 
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Second, complex statistical models based on limited prior experience 

These unrealistic risk models will probably allow agents to avoid blame 

estimates by subprime asset buyers, buy-side agents will be able to argue 

taking on these excessive risks. During the subprime boom regulation 

failed to identify substantial unrecognized increases in the risks associated 

with subprime lending. 

large banks to control excessive risk taking in order to limit large banks’ 

balance sheets, existing regulatory standards would not have required 

Calomiris
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 Note that all four of these causal factors have largely to do with 

government interventions into the economy that had bad unintended 

consequences for risk taking incentives, particularly with respect to 

mortgage lending. 

violating the Taylor Rule throughout the 2002-2005 period. Government 

policies to promote highly levered subprime mortgages were well known, 

The Policy Response To the Crisis 

appears that we will continue to sink until economic circumstances get 

bad enough to stir the political willingness to act more boldly than we have 

 The policy response to the crisis initially was bold in many respects 

too little, too late. The current bank assistance plans proposed by the US 

Treasury are unlikely to work any better than the prior ones, and are widely 

regarded by the experts I talk with as designed more to give the appearance 

 What is lacking is a willingness in Washington to stop the banking 

system’s death spiral by intervening to systematically remove the extreme 

stopped worrying about the extreme downside. 
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its assistance arrangements with banks. This cautious approach does not 

downside risk 

unpopular with the public as it is necessary to restoring health to the 

against banks, and because the public misunderstands how to account 

to absorb downside risk. In other words, that cost seems higher than it 

actually is. 

the huge preexisting taxpayer loss exposures that would be reduced by 

closer to recovery values, and avoiding losses on preexisting government 

exposures to loss. 

is currently worth only 0.35 now, but has a long-term recovery value 

immediately. It would also 
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the current crisis is the worst. 

taken as an indication that crises are an historical constant. The past thirty 

two decades, which politicians have largely ignored. 

encouraging. 

A Spiritual Response to the Financial Crisis? 

krinein, which, 

according to the Dictionary of Word Origins

to judge.” In other words, crises are moments when circumstances force us 

to make important decisions. But why should our individual or collective 

will spirituality make our decisions better?



67

crises that they had to manage. What these people did in response to crises 

used as a crisis management manual. 

inside 

outside 

 Responding spiritually to a crisis in the right way on the inside involves 

 Crises also test our commitment to doing what is right because it is 

harder to do what is right during a crisis. What we do and say in the presence 

Martyrdom, 

home, Moab. When her husband dies, Ruth makes a surprising choice: she 

in Moab. Her righteous actions lead ultimately to her happy remarriage 

David. 

 Ruth’s devotion to her mother-in-law and to God illustrate what is 
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68  FAITH & ECONOMICS

called in the Rabbinical tradition chesed

3 

 What do these and other biblical stories about crises tell us about 

make as individuals and as a society will depend on our capacity to learn 

witnesses. 

during the Depression, and who used to love to say: “Your generation is 

strength under pressure, and in the process we have already become 

surrendering to despair. And I would like to think that, in the process, we 
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in houses. I think about grandchildren and grandparents living under the 

things, lest we do even more damage. 

our problems. Politically, we have not come together yet, and I believe that 

to deal with our problems, to rise above seeking advantage as individuals 

communities, perhaps even at community events like this. 

 When it comes to making good decisions during a crisis we Americans 

beings, which became most vivid during crises. 

Calomiris
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dueling adversary, Aaron Burr, and admitting publicly to an adulterous 

relationship to avoid bringing any dishonor to the US Treasury.

during the panic, he locked the door to his board room and would not 

all, one that he never lived to see completed. 

Endnotes

ratings, subprime-related securities were highly risky. For example, 
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-

tions roughly doubled relative to 2005. But even as early as Decem-

were substantially greater than comparably rated corporate debt instru-
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