[image: getAbstract]Faith-Based Finance
How Wall Street Became a Cult of Risk
[image: Cover]Gillian Tett
					•
				Foreign Affairs © 2019
In: Foreign Affairs

Economics / Financial Markets
Industries / Financial Industry

Rating:
				9

Engaging
Eloquent
Hot Topic

Take-Aways
	To understand the Great Recession, look to the original meanings of the words “finance,” “credit” and “bank.”
	Derived from the French finer, “to end,” finance was once just a way to achieve a goal.
	The financial system is based on credit – trust – and when that faith began to crumble, the market collapsed. 
	Today, banking takes place on computer screens rather than across desks. 


Recommendation
Words and their meanings matter. Financial journalist Gillian Tett provides a well-structured and thoughtful analysis into the origins of the words “finance,” “credit” and “bank” as they relate to the causes of the Great Recession. She persuasively argues that financiers developed an inflated view of the goods they were offering in their increasingly complicated world, in which finance had become an end in itself rather than the means to an end. Executives, analysts and students of finance will find these economic musings important food for thought.

Summary
To understand the Great Recession, look to the original meanings of the words “finance,” “credit” and “bank.”
Prior to the 2008 global financial crisis, Wall Street was enjoying a stellar time. New products, such as collateralized debt obligations (CDOs) that were supposed to make financial markets more efficient and less risky, proliferated. Yet all the joy came to a screeching halt when the credit bubble burst.
Derived from the French finer, “to end,” finance was once just a way to achieve a goal.
But rising Wall Street pay, deregulation and product innovation led to a tacit acceptance of finance as an end in itself. By 2006, bankers’ remuneration had blossomed to nearly 1.7 times the pay of other educated professionals. Deregulation gave rise to new products like derivatives and securitization, which meant easier credit for homeowners and businesses, as well as portfolio diversification for investors. But these instruments’ intricacies resulted in opaque and inefficient markets.
The financial system is based on credit – trust – and when that faith began to crumble, the market collapsed.
The word “credit” emerged from the Latin credere, “to believe.” But finance has become too complicated; one estimate suggested that, to help an investor grasp its risks, a simple CDO offering would have to be 200 pages long, and a complex one, more than a billion pages long. This complexity morphs into an unhealthy dependence on the expertise of bankers and analysts: Investors just have to trust them. 
Today, banking takes place on computer screens rather than across desks. 
The Italian word for “bank,” banca, refers to the tables set up in markets at which Renaissance lenders would make face-to-face deals with borrowers. At big Wall Street banks, however, departments often compete within the same firm, without anyone realizing it. Executives focus on their own teams’ short-term profits, while ignoring what would be best for the company or the economy. 
“Thinking about the original meanings of ‘finance,’ ‘credit’ and ‘bank’ – namely, as activities that describe banking as a means to an end, carried out with trust, by social groups – helps explain what went wrong with American finance in the past and what might fix it in the future.”

Today Wall Street is upbeat again, and though most insist that the mistakes leading up to 2008 will not be repeated, some question whether this is true. Bankers, shareholders, politicians and regulators would do well to remember the original meanings of “finance,” “bank” and “credit.”

About the Author
Gillian Tett is US editor-at-large for the Financial Times. 
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Faith-Based Finance

How Wall Street Became a Cult of Risk

By Gillian Tett

What caused the global financial crisis?> And how can the United States avoid a
repeat? Those questions have sparked endless handwringing among economists,

policymakers, financiers, and voters over the last decade. Little wonder: the crisis
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