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“We all fucked up,” says alan Schwartz in the final paragraph of House of Cards. “Government. Rating
agencies. Wall Street. Commercial Banks. Regulators. Investors. Everybody.

”Schwartz was the last chief executive officer of Bear Stearns, which, when it collapsed in March 2008,
became the first of the financial-market dominos that ultimately toppled the U.S. and world economies.
His generous sharing of culpability is a bit like the sly confession of the serial murderer who implicates
his parents, his teachers, and the police for their failure to keep him from killing. Still, he has a point;
there are multiple fingerprints at the scene of this crime.

House of Cards is not the complete picture of the bursting of Wall Street’s credit bubble. Other books
will give you a clearer understanding of swaps and derivatives (Charles Morris’ The Trillion Dollar
Meltdown), policy bungling (Dean Baker’s Plunder and Blunder), and the nitty-gritty of life on the
trading floor (Frank Partnoy’s F.I.A.S.C.O.). But William Cohan fits an important piece into the
mosaic: a portrait of the personalities turned loose on the country when we deregulated finance.

Bear Stearns was one of Wall Street’s most highly leveraged promoters of mortgaged-backed securities.
By investing a dollar of its own money for every $33 or more worth of stock it bought and sold and
borrowing short-term for the rest, top managers and big investors became filthy rich as the market
soared. Fortune magazine named Bear Stearns the most admired securities firm in 2002 and 2004 (Bear
came in second in 2003). In January 2007, a share of the company’s stock hit $172.69, four times its
book value. 

Bear Stearns’ success tracked the transformation of the financial sector. Formerly the source of credit to
industries that produce goods and services, finance became a source of credit to itself. And what did
finance produce? More debt, for one thing. Between 1979 and 2007 the debt of American financial
institutions rose from about one-third to double the debt of all other U.S. businesses.

Leverage giveth—small upward movements in price translate into high returns on equity investments.
But leverage also taketh away—small drops in price wipe you out. When the sub-prime-based
securities market started to tank, lenders demanded Bear put up more collateral immediately or pay off
its loans. Rapacious short-sellers sniffed the company’s blood and panicked investors sniffed their own.
Together they hammered the stock into the cellar. Frightened bankers cut off Bear’s credit, and the 85-
year-old company collapsed.

Cohan, a journalist and ex-investment banker, writes a vivid page-turner on Bear’s last frantic days as it
gradually dawned on the company’s cocky managers that they had driven the firm over a cliff. He
paints Bear as the bad boy of the big Wall Street firms—taking risks, cutting weak regulatory corners,
and occasionally screwing customers to maximize its managers’ fabulous bonuses. At the end, these
masters of the universe sat in their plush offices stunned and helpless while Timothy Geithner, then
head of the Federal Reserve Bank of New York, negotiated a buy-out by J.P. Morgan at $2 a share.
(When Morgan’s own high-priced lawyers bungled the sales contract, the final price went to $10.) A



few months later, the ostensibly more upscale Goldman Sachs, Merrill Lynch, and Lehman Brothers
were all caught in the leverage trap baited with massive short-term profits.

After finishing this book you cannot take seriously the claim that most, if any, Wall Street executives—
drawn from the same talent pool as the Bear Stearns gang—were worth the money they were paid. The
bosses at Bear were self-indulgent, small-minded, and much more interested in their golf game, vintage
Ferraris, and bridge tournaments than in the company’s survival. Cohan assures us that some of them
made “brilliant” trades. Maybe. Yet, except for early partner Cy Lewis’ purchase of cheap railroad
bonds in the late 1930s on the assumption that the United States would win World War II, he doesn’t
give us much evidence.

Cohan’s most troubling observation is that Bear’s top managers actually saw the disaster coming and
“did nothing. ”As the sound of an imminent cave-in of the mortgage markets grew louder, Schwartz
and his predecessor Jimmy Cayne refused opportunities to protect the firm by raising more capital, in
part because diluting the equity would have cut into their big bonuses. And while Bear hedge-fund
manager Ralph Cioffi was predicting a drop in the prices of mortgage-backed securities and assuring
his investors that he was selling out, he was actually buying more of those toxic assets to pump up his
short-term bottom line.

As we now know, this kind of recklessness pervaded the finance industry from Wall Street to
Washington. Bankers, brokers, and policy-makers seemed to learn nothing from the savings and-loan
and junk-bond crashes of the 1980s, the Enron and Long-Term Capital Management disasters of the
1990s, and the bursting of the dot-com bubble in the 2000s.

Former Treasury Secretary Robert Rubin, with a big foot in both New York and Washington, warned in
his 2003 memoirs of ignoring risk and “reaching for yield.” Yet at Treasury he had been a prime mover
in lifting constraints on speculation, and later, as chair of Citigroup’s executive committee, he presided
over its catastrophic reaching for yield. In 2002, Federal Reserve Board chair Alan Greenspan told
members of his Open Market Committee that there was “eye catching” evidence of housingprice
inflation, while at the same time assuring Congress and the public that
it was not so.

Perverse institutional behavior—pursuing a policy despite the evidence that it is leading to calamity—
is a wellknown psychological phenomenon.
Business schools give courses on it. The late historian Barbara Tuchman termed virtually all of history
a march of this kind of folly. John Maynard Keynes and Hyman Minsky explained how speculative
fever overwhelms common sense and overshoots markets in a boom and undershoots them in a bust.

Greenspan and Rubin insist they were helpless to stop this madness of crowds. Rubin says, “Even if I’d
taken a placard and walked up and down Pennsylvania Avenue saying the financial system would come
to an end without strict regulation of derivatives, I would have had no traction.”

Like Alan Schwartz, Rubin is copping a self-serving plea. But it’s true that a thundering financial herd
intoxicated with visions of quick riches is very hard to stop, especially now that Wall Street and
Washington have become so closely tied together. Although both the Republican Greenspan in
Washington and the Democratic Geithner in New York had authority to crack down on visible excesses,
neither used it.

The history of financial markets suggests that animal spirits generating booms and busts—and players



dealing from the bottom of the deck—will be with us always. The task is to keep the periodic collapse
of Wall Street’s house of cards from spreading to the rest of the economy. Effective reform may need to
go well beyond marginal expansions of government’s authority to monitor and regulate.

From this perspective, the bailout strategy of the Obama economic team to keep the great financial
behemoths intact moves in the wrong direction. Rather, we need to shrink the industry, bringing it back
to where its primary function is to provide credit for the real economy, generating sustainable growth
and high employment, instead of creating complex financial instruments that can be sold at 10 A.M. on
the expectation that with just a tap of your keyboard, you’ll get rich by noon. tap
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Freedom in america has been the subject of several lines of scholarship. Philosophers attempt to derive
freedom’s true meaning, intellectual historians examine what eminent minds have argued about it, and
social historians study continuities and variations in its meanings and practices, while linguists decipher
the ways of framing freedom in the political mind and empirically minded social scientists use surveys
and interviews to probe what Americans think about freedom. In recent years, a more synthetic
approach has emerged in which theory, intellectual and political history, and findings from political
studies inform a critical appraisal of freedom in America. These works run the ideological gamut from
James Bovard’s Freedom in Chains on the right to the centrist critique of Matthew Crenson and
Benjamin Ginsberg in Downsizing Democracy to thoroughly liberal defenses such as Paul Starr’s
recent Freedom’s Power.

Jedediah Purdy’s book sits firmly in this last, broadly synthetic school. It is part history and
contemporary exploration of what he calls “the American sensations of freedom.” But as he
acknowledges, it is also “part political theory, and part an incomplete topography of a field of ideas that
we each must find our own way of inhabiting.” He pursues these competing objectives in an unusually
structured and eloquently crafted text that shifts between description and prescription, analysis and
advocacy. The result, as far as it goes, is a lively and astute exposition of America’s most cherished
secular ideal between the nation’s founding and the present. The problem is that it does not go nearly
far enough.

Purdy’s opening gambit is an examination of freedom at the nation’s founding through the clashing
views of two great British writers: Samuel Johnson and Edmund Burke. It’s an interesting strategy that,
however, gets out of hand. Devoting the first 20 pages of a relatively short book to what two highly
opinionated foreigners thought about the subject is odd. Purdy didn’t need either to establish his own
overarching point that at the heart of the American idea of freedom are two paradoxes. The first is the
strong belief in self-mastery and the power to shape one’s own life, accompanied by a sense of
powerlessness toward the political and economic forces that constrain and enable such independence.
The second is a profound commitment to the idea of freedom as authenticity, self-trust, being true to
oneself, which often means “not looking beyond oneself,” the most striking recent example of the latter
being George W. Bush, “a president reportedly swaddled in an echo chamber of his own instincts and



prejudices, the ‘gut’ in which he places unswerving faith.”

A Tolerable Anarchy explores the different ways in which Americans have come to terms with these
tensions over the centuries, especially in the face of tragic contradictions such as slavery and severe
economic disadvantage. Frederick Douglass, the ex-slave abolitionist, exemplified engagement with
the first paradox, in the way he came to see the Constitution as a living document that allowed for the
correction of its own tragic compromise with slavery. Ralph Waldo Emerson exemplified the paradox
of authenticity and self-trust, propounding a new measure of freedom in his defiant creed: “If you can
love me for what I am, we shall be the happier.” Purdy, echoing Burke, claims that each of these
perspectives has the potential to “destroy the order it challenges.”

Contemporary American critics of freedom have often emphasized the dangers of too much personal
autonomy. Those critics include, on the right, moralists such as the Rev. James Dobson, who insists that
freedom must mean freedom to do the good and to avoid evils (such as, in his eyes, sodomy and
abortion), and, on the left, communitarians such as the political theorist Michael Sandel, who also
rejects the attempt to detach rights and liberal principles of justice from moral and religious values. 

Purdy switches to a more normative and legal mode of analysis in rising to the “challenge” posed by
these critics. He devotes a chapter to the issues as they have emerged in the Supreme Court, focusing
on the arguments of Justices Anthony Kennedy and Antonin Scalia— for example, in their
disagreements about a woman’s right to abortion in Planned Parenthood of Pennsylvania v. Casey
(1992) and the right to sexual privacy in Lawrence v. Texas (2003). Here Purdy shows that the issues
go back to tensions


