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After reading the article by David Leonhardt, “Can’t Grasp the Credit Crisis?  Join the Club” NYTimes 3/19/08 answer the following questions:

1. Using supply and demand, explain what started the housing “boom.”  
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2. What do you think Mr. Leonhardt means by the transformation of the mortgage business?  How might this influence the price of homes?  Try to graph it.
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3. What are the “innovations” were that led to the increase in the demand for homes?

4. What are CDOs?

5. How does one “goose” their returns?

6. Why is “goosing” a risky game?  If it is so risky, why do people do it?

7.  How did Alan Greenspan help all this along?
8. What does Robert Barbera mean by a self-defeating prophecy?

9. How would you graph the loanable funds market reaction of over-exuberance and deep conservatism? 

