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Lewis draws from his collection of stories by scholars, managers of traders, his former boss and his early days as a young trader to educate the reader in understanding the machinations of the stock market. The bullish markets with their enormous share transactions, high-tech program traders, women earning enough to help out their grandchildren and great-grandchildren, and the volatility of the market where the Dow reaches stratospheric levels. He takes the reader on a giddy ride into the wonders of brands, companies stocks, fast-growing stocks and astute investors beating money managers at their own game. It’s euphoric, emotional, pleasurable and tinctured with a good dose of insanity when the reader wraps his/her brain around the sheer volumes of trillions of dollars that flow through a bullish market at any given time! 








In 1987 a large number of venture capitalists with razor instincts, and young professors with Spock-like analytical detachment entered the markets each earning $28 million as a bonus and wagering amounts in the trillions as opening trading positions of funds, all carrying a great amount of transient risk with them. Finance was reinvented and selling short was the order of the day as these young professors bought more and more of their own investment genius, all of which crashed in 1987. The terror of August 1998 saw firms announcing record bond-trading losses. Interestingly enough Warren Buffett stepped in there too, and cut a deal with the Treasury! The failure of crash insurance and the failure to predict a looming stock market crash continues to baffle stock gurus throughout the decades. Lewis mentions the character of the sub-prime mortgage panic -not in 2008 but in 1987 when Alan Greenspan was chairman of the Federal Reserve! 








Fannie Mae and Freddie Mac operating with a government guarantee focused exclusively on mortgage loans, the credit crunch - when no one has good credit and lenders hold onto their cash, negative equities – when more money is owed on a loan than a house would sell for and the reason for the sub-prime being worse than prime are amongst the many topics dealt with decisively by Lewis. The sub-prime borrower with unreliable credit and the subsequent attachment of a high interest rate plus the thinking behind the theory of perma-bears leads one to question: is the U.S. economy as a whole, a bubble supported by cheap credit and unsustainable risks? The familiar strains played on this particular fiddle resound at a time when a series of financial crises plays it’s music around the globe.
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So, what happens after the money is gone? Markets won’t start functioning normally until investors are reasonably sure that they know where the bodies – I mean the bad debts are buried, Lewis writes, house prices stop falling and financial institutions come clean about their losses.¹ This could take years. Lewis furnishes the reader with a financial glossary, a contributor’s biography and a list of author’s credits at the end of this book.  


   


¹	Keep an eye on global jurisprudence. South Africa’s new Companies Act 2008 Chapter 1 s5 (2) To the extent appropriate, a court interpreting or applying this Act may consider foreign company law. (Footnote mine)       








The Author


Michael Lewis ex-trader and author of international bestseller Liar’s Poker is a chronicler of avarice and frenzy in the markets. He cast aside the opportunity to earn lots of money and chose instead to be paid by the word. He wrote this book with Dave Eggers, the proceeds from this anthology go to 826 National and a fund inside the Greater New Orleans Foundation dedicated to the rebuilding of that city.








Who should read this book.


The inquisitive reader looking for a shot at polishing up their knowledge of stock markets around the world and stock brokers who value timely advice about potential future stock crashes. The ‘short’ and ‘long’ stock/bond trader, ‘futures’ traders and rich women invited to participate-with-profit in dynamic hedging strategies. Sellers who are attracted to stories about temptingly high prices, individual investors, institutional investors, regulators and commissions casting an eagle eye on the imbalances of buying and selling. Contract drafters of bank loans and company acquisitions, competitive bully agents and nefarious spectators. The analyst-reader eager to keep a finger on the pulse of currencies. Get-rich-quick estate agencies. Financial graduates and seasoned strategists trading in long-term capital and short-term deposits and, the nervous little company precluded and circumvented by a ‘no room at the inn’ sign placed there by larger corporates. Future home buyers and present homeowners – caveat.





Review by Veldra Morris 
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Panic, The Story of Modern Financial Insanity – Edited by Michael Lewis 


(Published by Penguin Books 2008, ISBN 978-0-141-04231-2)








I suppose it’s easy to criticize Americans. The scramble for the ‘rich’ American dream, the hero-worship of the rich and famous, brash executives crooking the books, employees stealing from their companies, accusing journalists exposing scandal upon scandal, and corruption have all taken their place in the pixels of the .jpeg image the world has of America lately. An essential ingredient in capitalism and a free economy is the ignoble trait of self-interest. Lewis suggests that the very people who are now baying so loudly for blood were in most cases making the boom really work for them as they created a climate that rewarded corrupt practices. 


A fascinating statement.  








This book attempts to show how financial markets operate and the extraordinary turmoil that markets have experienced over the decades, coupled with the feeling in the air immediately before the documented stock market crashes, have affected millions of lives negatively. Lewis, an ex-trader attempts to comprehend the strange and unexpected disasters of stock markets from the year 1929 up to the year 2008. The nature of the panic-beast throughout the years is revealed to be one who continues to destroy and then reinvent itself. Lewis draws on various reckonings, literature, magazines, books, economic papers and government reports talking about events, post-mortems of events, wisdom and neuroses and in doing this beckons the most important financial people to ask them what their thoughts were days and even hours before the impending doom.








Lewis educates the reader on the nature of two financial markets in America: the real-time Wall Street of the anxious, greedy, fearful and devious traders, people with sensational psychological disorders that render them unsuited for social life get rich, and the after-the-fact Wall Street in which all these odd human beings and the chaotic events they create are made to seem more or less rational and easily explainable. People get hurt, families lose their businesses, some starve with hunger, others weep for their loss. But not the yuppies. These prominent financiers, he claims, are well prepared to survive the market free fall and live on to create many more crashes. 
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Lewis’s first world opinion on defending a country’s currency – raise interest rates or keep ‘em low and his thoughts on exchange controls - they’re too much of a paperwork burden, are subject to abuse where exporters have incentive to hide invoices and importers to pad theirs is interspersed with sardonic humour and cutting tongue. In the Chapter on Foreigners Gone Wild he elaborates on the various markets inter alia Russia, Asia, Korea, Vietnam, China, India and the Thai stock market disappointment. The new new panic in 2007 brought about by the Internet boom and the absurdity of the dot.com frenzy along with young idealists, who (10 years later) funded the Barack Obama campaign, notwithstanding the role played by journalists, all of which changed the world but didn’t profit anyone from the experience and instead left a sour taste in the mouths of those who partook of that financial cup.








From the year 2002 onwards he turns to the subject of real estate and by chance, unrequested, the American home appraiser comes into view. Like an unwilling Balaam Lewis raises the topic of the colossal mortgage drama being played out. He calls foul the mysterious mortgage repayment farce and relates to the FBI investigation of mortgage fraud where the Mortgage Asset Research Institute claims that 21% of the cases it tracked in 2000 involved bogus appraisals, making appraisal-related schemes the fastest growing form of mortgage fraud. On the flip side of the coin, the boom in sub-prime lending made huge amounts of credit available to millions of blissfully oblivious borrowers who previously had a hard time acquiring credit at all, many of them using the lax standards to make calculated if ill-advised gambles. A sobering thought is that homeowners have been victimized and that bankruptcy would be the best way to keep homeowners in their homes without costing the government any money.








Finally, Lewis ends with comments on the querulous guarantees of hedge funds to deliver as promised, saying that a lot of money was heading for the door marked exit. News of shut-up shops and frozen redemptions in a market turned volatile, surfaced. Had hedge funds been distorting the truth? Were bankers (coupled with bankers fees) really in on the deals to buy a bunch of I.O.U’s and re-package up to $500 billion at a time in different forms? Lax lending, the tactics of Bear funds and their alarmingly close resemblance to pyramid schemes, Wall Street CEO ignorance, Collateralized Debt Obligations, Structured Investment Vehicles, Law suits alleging fraud over misleading statements involving hundreds of million of Dollars and money market accounts in which individuals and corporations stashed up to $2 trillion of their spare cash are cardinal discussions Lewis kicks into touch. 
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