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Chairman Bachus, Ranking Member Frank and members of the Committee, my name is 

Bill Thomas. I was appointed as Vice-Chairman of the Financial Crisis Inquiry 

Commission by the Republican leaders of the 111th Congress. Thank you for having me 

here today to speak about the report of the Financial Crisis Inquiry Commission. You 

have asked that I address the Commission’s findings, to assess the Dodd-Frank Act in 

light of those findings, and to discuss why the Commission was unable to reach 

unanimous agreement. 

 

I joined a dissent from the majority’s report with Commissioners Keith Hennessey and 

Douglas Holtz-Eakin. In our dissent, we describe what we believe are the ten essential 

causes of the financial crisis – that is, the ten causes which were individually necessary 

and together sufficient to cause the financial and economic crisis that we were tasked to 

investigate. Our thesis is that the crisis was, at its core, a global financial panic 

precipitated by concentrated, correlated housing-related losses at large and midsize 

financial institutions in the United States and Europe. 

*** 

THE TEN ESSENTIAL CAUSES OF THE FINANCIAL AND ECONOMIC CRISIS 
 
The following ten causes, global and domestic, are essential to explaining the financial 
and economic crisis. 

 
I. Credit bubble. Starting in the late 1990s, China, other large developing countries, 

and the big oil-producing nations built up large capital surpluses. They loaned these 
savings to the United States and Europe, causing interest rates to fall. Credit spreads 
narrowed, meaning that the cost of borrowing to finance risky investments declined. 
A credit bubble formed in the United States and Europe, the most notable 
manifestation of which was increased investment in high-risk mortgages. U.S. 
monetary policy may have contributed to the credit bubble but did not cause it. 
 

II. Housing bubble. Beginning in the late 1990s and accelerating in the 2000s, there 
was a large and sustained housing bubble in the United States. The bubble was 
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characterized both by national increases in house prices well above the historical 
trend and by rapid regional boom-and-bust cycles in California, Nevada, Arizona, 
and Florida. Many factors contributed to the housing bubble, the bursting of which 
created enormous losses for homeowners and investors. 
 

III. Nontraditional mortgages. Tightening credit spreads, overly optimistic 
assumptions about U.S. housing prices, and flaws in primary and secondary 
mortgage markets led to poor origination practices and combined to increase the 
flow of credit to U.S. housing finance. Fueled by cheap credit, firms like 
Countrywide, Washington Mutual, Ameriquest, and HSBC Finance originated vast 
numbers of high-risk, nontraditional mortgages that were in some cases deceptive, 
in many cases confusing, and often beyond borrowers’ ability to repay. At the same 
time, many homebuyers and homeowners did not live up to their responsibilities to 
understand the terms of their mortgages and to make prudent financial decisions. 
These factors further amplified the housing bubble. 
 

IV. Credit ratings and securitization. Failures in credit rating and securitization 
transformed bad mortgages into toxic financial assets. Securitizers lowered the 
credit quality of the mortgages they securitized. Credit rating agencies erroneously 
rated mortgage-backed securities and their derivatives as safe investments. Buyers 
failed to look behind the credit ratings and do their own due diligence. These factors 
fueled the creation of more bad mortgages. 
 

V. Financial institutions concentrated correlated risk. Managers of many large and 
midsize financial institutions in the United States amassed enormous concentrations 
of highly correlated housing risk. Some did this knowingly by betting on rising 
housing prices, while others paid insufficient attention to the potential risk of 
carrying large amounts of housing risk on their balance sheets. This enabled large 
but seemingly manageable mortgage losses to precipitate the collapse of large 
financial institutions. 
 

VI. Leverage and liquidity risk. Managers of these financial firms amplified this 
concentrated housing risk by holding too little capital relative to the risks they were 
carrying on their balance sheets. Many placed their firms on a hair trigger by 
relying heavily on short-term financing in repo and commercial paper markets for 
their day-to-day liquidity. They placed solvency bets (sometimes unknowingly) that 
their housing investments were solid, and liquidity bets that overnight money would 
always be available. Both turned out to be bad bets. In several cases, failed solvency 
bets triggered liquidity crises, causing some of the largest financial firms to fail or 
nearly fail. Firms were insufficiently transparent about their housing risk, creating 
uncertainty in markets that made it difficult for some to access additional capital 
and liquidity when needed. 
 

VII. Risk of contagion. The risk of contagion was an essential cause of the crisis. In 
some cases, the financial system was vulnerable because policymakers were afraid 
of a large firm’s sudden and disorderly failure triggering balance-sheet losses in its 
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counterparties. These institutions were deemed too big and interconnected to other 
firms through counterparty credit risk for policymakers to be willing to allow them 
to fail suddenly. 
 

VIII. Common shock. In other cases, unrelated financial institutions failed because of a 
common shock: they made similar failed bets on housing. Unconnected financial 
firms failed for the same reason and at roughly the same time because they had the 
same problem: large housing losses. This common shock meant that the problem 
was broader than a single failed bank – key large financial institutions were 
undercapitalized because of this common shock. 
 

IX. Financial shock and panic. In quick succession in September 2008, the failures, 
near-failures, and restructurings of ten firms triggered a global financial panic. 
Confidence and trust in the financial system began to evaporate as the health of 
almost every large and midsize financial institution in the United States and Europe 
was questioned. 

 
X. Financial crisis causes economic crisis. The financial shock and panic caused a 

severe contraction in the real economy. The shock and panic ended in early 2009. 
Harm to the real economy continues through today. 

 

*** 

 I will highlight three areas where our findings and conclusions differ from those of the 

six-member majority: 

 

First, our explanation of the crisis begins with a global credit bubble fueled by 

international capital flows. We do not think that you can understand what happened in the 

United States without first understanding what was going on in international capital 

markets. There were a series of credit bubbles occurring at the same time in a variety of 

asset classes around the world. This fact undermines the thesis that it was something 

about U.S. capital markets, or the U.S. housing market in particular, that was the primary 

cause of the bubble. This difference in emphasis is also indicative of a general divergence 

in approach: we focused more heavily on the role that economic forces played in causing 

the crisis where the majority focused on individual firms and actors.  

 

This divergence in approach is highlighted in an important and timely article by Robert J. 

Samuelson entitled “Rethinking the Great Recession” featured in the Winter 2011 issue 
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of the Wilson Quarterly.1

 

 Samuelson’s main thesis is that “there’s a political, journalistic, 

and intellectual imperative to find out who caused the crisis, who can be blamed, and 

who can be indicted (either in legal courts or the court of public opinion) and, if found 

guilty, be jailed or publicly humbled,” but “in embracing a victims-and-villains 

explanation of the recession, Americans are missing important lessons about the future of 

the U.S. economy.” 

Second, housing bubbles occurred in a number of large countries with very different 

systems of housing finance. Some had a lot of subprime mortgages; others did not. Some 

had mortgages primarily originated by centrally regulated banks; others were dominated 

by independent mortgage originators. Some had little mortgage securitization; others had 

much more securitization. No two were quite alike, and none looked anything like ours. 

Therefore, we had a hard time placing too much emphasis on the structure of our 

mortgage finance system in explaining the boom and bust, and focused more on factors 

common to all of these countries, e.g. the broader credit bubble. 

 

 
                                            
1 The article has been included as Appendix C. Robert Samuelson (2011) “Rethinking the Great 
Recession,” The Wilson Quarterly, Winter. http://www.wilsonquarterly.com/article.cfm?AID=1768. 

http://www.wilsonquarterly.com/article.cfm?AID=1768�
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Third, we observed financial firm failures across a variety of different firm organizational 

structures in the United States and Europe. For us, this fact supported the conclusion that 

the organizational form of a financial firm or its specific regulatory regime was 

secondary in importance to common factors, e.g. concentrated exposure to the housing 

market and poorly managed solvency and liquidity risk. When we look at the multitude 

of firm failures – banks, thrifts, investment banks, insurance companies, credit unions, 

hedge funds, pension funds, the list goes on and on – in the United States and around the 

world, it casts doubt on the majority’s thesis that a particular feature of the American 

regulatory regime, a specific type of financial institution, or an individual firm and the 

people that ran it was an essential cause of the crisis. However, when you are looking for 

victims and villains, rather than essential causes, you can examine the same set of facts 

and arrive at diametrically different conclusions. 

 

This leads me to the central question of why we were unable to reach unanimous 

agreement among the Commissioners on the causes of the crisis. I will not deny that there 

were substantive differences of opinion, but I do not believe that these differences were 

so large as to make a bipartisan final report impossible. From the beginning, I thought 

that the Commission was created for political purposes, with a partisan structure and a 

partisan 22-point agenda.  It called for six of us to be appointed by Democrats and four 

by Republicans, and only six votes were needed to transmit the report to the President 

and the Congress – the math was simple. Further, we were created for a number of 

political purposes which depended on what unfolded following the Commission’s 

creation, which made bipartisan agreement next to impossible. 

 

Let’s be clear: the Commission was not created by Congress to write a 500-plus page 

commercially-produced book. The Commission was created to determine why we had a 

financial and economic crisis. When inordinate hours of staff time are being used to find 

‘gotcha’ documents to support provocative headlines rather than to produce material 

relevant to Commissioner deliberations; when the proceedings of private Commission 

meetings are inaccurately leaked again and again in an attempt to embarrass the minority 
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and create artificial hype for a commercial book; when the minority is forced to vote on 

potentially illegal motions presented to them just one day prior; when the final findings 

and conclusions of the majority are first presented to the minority four days before the 

final vote; and when minority views are then excluded by a 6-4 vote from the report2 and 

suppressed in the commercial book3

 

, in the event presenting the report, and on the 

Commission’s website, it becomes abundantly clear that consensus is not a primary goal. 

In our dissent, we conclude: “By focusing too narrowly on U.S. regulatory policy and 

supervision, ignoring international parallels, emphasizing only arguments for greater 

regulation, failing to prioritize the causes, and failing to distinguish sufficiently between 

causes and effects, the majority’s report is unbalanced and leads to incorrect conclusions 

about what caused the crisis.” I think we had the money, the time, the staff, and the 

resources necessary for our work to have been a success. I believe this disappointing 

result was as much a product of the political motivation in our creation as it was an 

inability to reach agreement on substantive issues. When you have the votes, what else 

really matters? 

 

Regarding the Dodd-Frank Act, I do believe that our work has shed light on a number of 

problems in our financial markets that have not been sufficiently addressed, as well as 

cases of regulatory overreach where the financial and economic crisis was used as cover 

to regulate activities that had little to do with the financial crisis 

 

I look forward to your questions. 

 

Thank you. 

 

                                            
2 In the December 6, 2010 business meeting, the majority decided by 6-4 vote to change the Commission’s 
rules from stating that dissents would be published “in the report” to stating that dissents would be 
published “along with” the report. 
3 In the December 6, 2010 business meeting, the majority decided by 6-4 vote that “Additional or 
dissenting views of up to nine typeset pages in length, including charts and footnotes, may be submitted by 
any Commissioner for publication in the Commission’s commercially published report.” No limits were 
placed on the length of the majority’s views. 
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