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INTRODUCTION: TEACHING ECONOMICS

This booklet is for teaching economics to adultreas, especially non-traditional
learners who may not have attended college. Aduésurious about economics and
know that it affects them every day. They know wkige economy is doing poorly,
since they feel this in their pocket.

The teaching methods are participatory, askingteures having debates, sharing
experiences, and involving the audience in rolgplén teaching adults | find that
involving them in such participatory methods is smaseful than standing in front of a
power point projector and lecturing. These adudtsd taseehow the economy works
before they can truly understand it. Before theglarstand macroeconomic issues, they
need to watch how money changes hands, businessesb profitable, jobs are created,
and people become employed, and how tighteningtaethe money supply reduces
business and creates unemployment and job losses.

The teaching methods draw from the audience’s oyperences to discuss how the
economy works and various policy options. Rathantstating which policies should be
followed, the teaching methods encourage parti¢goemthink about the policies they
believe in by discussing the debates about eachvhatlegislation was passed. The
adults in your audience will have a keen sensehiéhwpolicies they think should be
followed. | always challenge them about whateteltare thinking, bringing up the
criticisms of the various policies they support,matter what these may be. In this way
they are forced to engage in economic debate drstamtiate their beliefs—or change
them.

This material can be adapted for high school stisdes many of the same issues can be
taught to this audience using the role plays is biwoklet. But because high school
students may not have experienced or have an uaddnsg of many of the issues
discussed—unemployment, mortgages, foreclosures#iata explanations are needed
in defining terms such as mortgages and foreclesame how these affect people’s lives,
businesses and their communities.

This booklet is organized in the following way. rleach segment it presents an overview
of the issue, a script for the economic issue dised, discussion questions for the
audience, and guidance to the instructor for tlksaissions. The scripts have numerous
guestions embedded in them to ask the audiencedar to foster participation, with the
answers immediately following. The power pointiel for each segment are available
from the author upon request, at her website at
www.umb.edu/academics/cla/dept/economics/facultyfiml or from the Labor

Resource Center’s website, www.cpcs.umb.edu/IrgiBiedYouSP09.htm.



This booklet includes participatory activities tleaplore the following topics:

* The market economy, how it works and alternativaneeic systems (includes a
script, illustrations, and discussion questions),

» The financial crisis, its causes, the debate abolutions and the Bush and
Obama administrations’ responses (includes artriitisn and discussion
guestions), and

* The recession, its causes, possible solutionstren@bama administration’s
responses (includes discussion questions).



. THE MARKET ECONOMY AND HOW IT WORKS: A GAME

A market is the bringing together of buyers andesgl This section illustrates how
capitalist economies work and the role and impastasf the profit incentive. It briefly
discusses alternative options for capitalist ecaeenm order to illustrate that capitalist
economies are a system of how consumers, buyerkergo and firms interact through
prices and the profit incentive.

Instructors can delve into as much depth as they wmahis section, which can last from
thirty minutes to two hours, depending on whetherdiscussion questions are used and
the depth of analysis the audience seeks. Prekbate, it takes approximately one to
two hours, depending on the amount of discussienrstructor allows.

This illustration could be presented at the begigruf a series of trainings so that the
audience has a general overview of some of thessdiscussed, or after discussing more
topical issues such as the recession, in ordeze¢peh the audience’s understanding of
these other issues.

Materials Needed

1. Fake money—nboth coins and bills (you can lakefbills, bring Monopoly money, or
make your own yourself).

2. Snacks like a variety of potato chips (reguBBQ, salt and vinegar) and/or corn
chips, etc. This illustration assumes the instwetill use plain potato chips, BBQ
potato chips, salt and vinegar potato chips, apd di

3. Small paper plates or napkins for your snacks.
Two fake stock certificates that you can mydaerself.
5. Flip chart and markers or black board.

Preparation

1. Place small amounts (half a cup) of a single snidak plain potato chips, on napkins
or small plates. Make sure every serving hasdhgesamount. Provide enough
servings as you have for half the audience. Iflyave an audience of 20, provide 10
plates of snacks.

2. Put another type of a single snack (such as BB@@ahips) on a few more plates,
for a quarter of your audience. If you have anienck of 20, provide servings for 5,
all the same size.

3. Put a third type of a snack (such as salt and @npgtato chips) on one or two plates
or napkins.

4. Have dip nearby to show the audience.



This game can be played with other types of sndmkisthe script will assume the
instructor is using various types of potato chips.

Presentation: An Introduction to Economies

In any economy, you need to determine the following

* How much to produce of various items like carsgks) TV’s, ice cream, chairs,
IPods.

* What items to produce.

* How to produce these items.

* How much to charge for these items.

* Who receives the items produced.
One way to do this is to haveecammand economyalso known as a centrally planned
economy or a command and control economy. THiseigype of economy the Soviet
Union had when it existed. At one time Russian@hand Cuba followed this system, as

well as countries in the Soviet Bloc in Easterndpar, such as Poland and Romania. In
this economy,

» Firms (called enterprises) were told whkaproduce by the government or “state”
— they were told to make steel, washing machiras, sofas, etc.

* These enterprises were told how mtelproduce by the state (e.g. 3000 tons of
steel).

* The state told them what prices to charge

* The state also told them who received the prodigcts sell to Factory B).

The term “command economy” comes from the fact thatstate is telling everyone what
to do —“commanding” everything.
In addition,
* Workers were told where they would work.
» The state determined the pay for these workers.
» The government or “state” owned all the factoriasd and houses. Individual
people couldn’t own these things.

[NOTE: Usually people ask a lot of questions alibis type of economy, since
especially for younger adults, they had never haaalit it before. Take as many
guestions as you have time. Answers to the maatroan questions are at the end of this
section on page 14.]



Another type of economy is one wbrker cooperatives Under this system, workers
make the decisions. Workers determine what toygredhow much to produce, how to
produce these, and what to charge. They alsordeteiwhom to hire, what to pay each
other, and what to do with their profits—whetheirteest them, pay themselves more,
expand the company, etc.

The former country of Yugoslavia was one of workeoperatives. The region of
Mondragon in the Basque region of Spain is curyemre of worker cooperatives. In the
US, the plywood industry in the northwest has coajpees. Worker cooperatives exist in
small businesses in the US as well. [NOTE: Answ@iommonly asked questions
about worker cooperatives can also be found agigeof this section, on page 15.]

The last type of economy is thearket economyor capitalist economy The US is a
capitalist economy, and most economies today asedban capitalism. In order to
understand how this system works, | will illustratpure market or pure capitalist
economy. Then we’ll look at how the US system arust market economies work.

Under a pure market model or pure capitalism are tte following assumptions

* There are a large number of small businesses pirgglpcoducts and offering
services.

* There are a large number of consumers or buygrsodiicts and services.

* No individual business or buyer can affect pricka product or service, since
each is too small to do so. (Think of a bodeggour city selling fruit.)

* There is no or very limited government involvementhe economy.

In addition, under market economies:

* The “means of production” (stuff that produces w&ahre owned privately:
Individuals and groups own the raw materials, faes) farms, stores and houses.
You can buy a store, business or house, if you baveigh money. Contrast this
with the command economy, where the state owneaf ilese.

» Economic choices are made by individuals: Indiaidueople can sell their
houses or stores. Individual people can decideotrd and where to apply for
jobs (in contrast to command economies, where yene Wwld these). Businesses
can decide what products to produce, how to prothe®, whom to hire, and
what prices to charge. Consumers can decide \whgtwant to buy.

» These choices are executed by markets—the intenagtibuyers and sellers.
Markets determine what is bought and sold. Howsdbis happen?

» Self-interest is a major motivator in this economy:

o Consumers want to buy the best products at thedbpreces because they
want the best value for their money. This is tiseif-interest.

o What do businesses want? Producers (businessesjonaake the most
money. This is their self-interest.



o Workers want to work for the best employers thatehthe highest salaries
and provide the best benefits. They want to adaity, dangerous jobs
and some want to work the least amount.

[NOTE: Obviously this is simplistic. Some consum@ant to buy “green” products.
Some businesses have altruistic goals and donite gbtheir profits to charity or
perform pro-bono work for the community. Some wesskwork in low-paid jobs in the
community because helping others is most impottatitem. But even with these
deviations we can still see how the economy wodenéf some people/businesses have
these other goals. What is important is thatig trescribes most behavior of most
people, we can still look at the outcome of theotlie After all, stores like Wal-Mart and
Target continue to grow because low prices seee tmost important to consumers,
businesses have to make some money in order tesgime of it away, and most workers
savor higher pay, good benefits and receiving sdise

Prices play a particularly important role in this economy
» They provide signals to producers, consumers antess.
» They allocate goods—distribute products and sesvice
* They tell businesses what to sell, what to chaaigd, if they need to increase or
decrease the amount they are producing.

How does this work? Businesses want to makdéits. What is profit?

Profit is revenue (money a firm receives from sellproducts or services)
minus the costs of production.

Revenue, the money a firm receives, is the prieg tiharge times the
amount they sell.

If consumers want more SUVs and fewer motorcycdhesy start buying more SUVSs.
Dealerships find they are out of stock. What deytlo? They increase the price of
SUVs to buyers who want them and who are willingay more—they can do this
because there are enough buyers and a shortagesofWhat happens? Profits increase.
Car companies decide to make more SUVs.

Meanwhile, motorcycle sales fall. What happengif are a motorcycle dealer? You
aren’t making money. Profits fall. Will more omfer motorcycles be produced? Fewer,
since you’re not making money.

» Car companies are not told what to produce or \phees to charge. But by
trying to earn a profit, they will produce productssumers want the most
because this generates the most profits. It'§ @s invisible hand guides them to
provide more of what consumers want, in this c8&#/s, and to reduce the items
that consumers don’t want, in this case, motorsycléthey don't provide what



consumers want, what happens? They don’t selhamyiand profits fall. So
self-interest produces what consumers want.

This is really important. To show you this in malepth, I'm going to illustrate a market
economy and how this works. I'll illustrate a silempconomy, a potato chip economy.

The Potato Chip Economy Game

Instructions

Ask the class who is hungry. Have these peoplenstdne side of the class or remember
who they are. Divide the class in half. Half businesses and half consumers. Make
sure the hungry people are consumers. Give tre@ohip (or other snack) samples you
prepared before class to the businesses; eachhpshieald receive one sample. Give
fake money to consumers.

This illustration should run like an auction, withnsumers bidding by shouting out the
prices they are willing to pay and producers shngutut prices they are willing to offer.
The italicized questions are questions to ask @fpidrticipants.

Game Script

These people (point) are consumers like you ankd buy things. These people (point
to producers) make potato chips; they are smalhbases that want to make profit. What
will they charge for their potato chips?

All the potato chips are exactly the same, andetlee a lot of businesses selling them,
so they can't get together and discuss what po@harge. So what happens?

» Who wants to buy potato chip@zncourage a hungry consumer to start the
game.)

» What will you offer for potato chips?Ask a consumer to name a price; repeat the
price so all can hear.)

> Will anyone sell for this price¥Ask the businesses; if they agree on a prices ha
them exchange the fake money from the consumerdi@to chips. Write the
price on the board/flip chart).

» Does anyone else want to buy sor(®&$k consumers and their prices.)

> Will anyone sell for the offered price(Ask producers if they are willing to sell at
this price. Exchange fake money and potato chifre the prices on the board.)

» Continue this process until all the consumers lgtdor potato chips, and write
the prices on the board or flip chart.

What happened?Show the prices listed on the flip chart or klaoard. They should
reach a narrow band when most of the selling oeduyrWe just had a market for potato
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chips, and the price coalesced around a certaimaimdf it's the same product, this is
what will happen.Why?

» The market adddiscipline. Businesses can’t charge really high prices taygo
customers because customers have other options-edindyuy from another
producer. The producer who charges unreasonatiygrices won't sell
anything.

The producers get a sense of what customers dmegntd pay. They won’t charge any
less because they know what customers are wilingay. Customers who will buy only
at unreasonably low prices won’t buy anything.

» Now, what if one producer has BBQ potato chipsé®ne serving to a
producer). Who wants to buy thisfTake bids from various consumers; the price
should be higher).

Let's analyze what happened in this market. Thesgorers wanted this product, so what
just happened? The price increased. What hapgpgmsfits? It increased. What will
the other producers do? Sell BBQ potato chips!

Let's make more BBQ potato chip sellers and seé wilbhappen. (Hand out only two
more servings to other producers).

» Who else wants BBQ potato chipgRun a BBQ potato chip auction: Take bids
from consumers and sell the chips; give the cloghe consumers and fake
money to producers. Write down prices.)

Notice that the market encouraged producers to B&¢@ chips by increasing the prices
and profits. No one told them to do this.

Let's see what will happen if even more people BBIQ. (Give out the rest of the BBQ
chip servings to producers.)

» Who wants to buy BBQ chip§Pake bids from consumers and exchange chips for
fake money. Write down prices.)

What happened? The price for BBQ chips startddlto Enough BBQ chips will be
produced to satisfy customers, but if too manypsogluced, what will happen? The
price of BBQ chips will continue to fall, with pri¢g falling. What will producers do?
They will see the falling prices and won't produbese if regular potato chips are selling
at higher prices. Once again, prices signal talycers what to produce—regular or
BBQ potato chips—and how much of each to produce.

» This is also why invention occurs—you make more eyonBBQ chips was a
great invention, and the inventors were rewardet tigher profits.

Producers will continue to invent things, hoping liggher prices. What about salt and
vinegar potato chips? (Give this to one producer.)
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» Who wants to buy salt and vinegar chigbkliave consumers bid for the chips;
exchange money for chips).

Again, notice that prices increased so profitseased. More will be produced from
either this producer or others who will notice ttias brings higher prices and profits.

» What if someone invented liver flavored potato sRip/Vould anyone buy it?
No. There would be no sales, so the producer wiogkel money and stop
producing this and start producing something élaéwill make money. This
happened with fat free potato chips. RemembePthiaseemed like this was
going to be a money maker, but few people bougBbithey aren’t produced
anymore.

More inventions will occur so as to produce whatstomers want: dip (show this), ice
cream, frozen yogurt. The market arranges to mredhat society wants, in quantities
that society wants, like an invisible hand govegniwver the process.

By seeking to make profit, items consumers wanpaveuced as profits rise for these
products. When customers don’t want somethingdjtpriall and firms stop producing
these items. So by trying to make as much mong@pssible, consumers benefit.

In market economies,
* What to produce is dictated by prices and profit.
» Thepricesto charge are dictated by the market.

* Who receives the product is determined by consumetgteir incomes, tastes
and preferences — how much they have to spend hather they want BBQ,
regular or salt and vinegar potato chips.

What if one of these other firms (point to one) wa produce something, like salt and
vinegar potato chips, but it doesn’t have the maoego this? What can it do? It can
borrow money from a bank. A lot of companies ds.th

Or it can selktock to raise money. Selling stock means that comgaane selling to
someone a portion of the future earnings of a cappd he buyer receives some of the
profits during the year in what is calledlizidend. Who wants to buy stock? (Have that
person give fake money to the company and giveht@nthe stock certificate.) Now a
company has money that it needs, and this persont{will receive money back if the
company is successful.

» What if you bought stock in this company, and idl@ng well, but this other
company (point to another producer) is earning nmooeey making frozen
yogurt. What would you do? You would sell yousclt in this first company
(give him/her money for the stock certificate),g¢dke money, and buy stock in
this other company. (Exchange the money for theragtock certificate.)

12



Every quarter companies announce their earningssttk prices rise or fall depending
on how companies are doing. If the company isglaiall, the stock price will rise,
since others will want to buy shares of stock ¢ tompany that will have more profits
and dividends to distribute. If it isn’t doingaell, the stock price will fall.

> For executives at companies, their bonus pay, wikitihe largest part of their
pay, depends on how the company is doing andkedino the stock prices.

Companies will try to make money. They have thieyhave a fiduciary responsibility
to make as much profit as they can for their shaldehs. If they don’t do this, their
shareholders will sell their stock and buy someglse’s.

Companies are not in business to make a certadupt@nd employ workers. They are
in business to make money.

» What is thepolicy in this economy? No government interference —pleeare
doing what they want to do and are receiving prigltieat they want.

To see this, think about if the government didmivéee. What if the government set the
price of potato chips, and this price was too loWere wouldn’t be enough potato
chips; producers wouldn’t go into that businessabise it wouldn’t make as much
money, so there would be shortages. What if tiveigonent set the price too high? No
one would buy potato chips, and companies woulsklltthem.

What if the government told producers how many ootaips to produce? There may
not be the amounts people want—it could be eitb@mnmany or not enough.

Questions for Discussion

[NOTE: Print these questions before the sessidnhane them ready to hand out, or put
on a power point slide.]

Do markets work as described in the pure marketatfod

Why or why not?

Which products most closely resemble this typeaoket?
Discussion

The products that most closely resemble these rsaake those with a large number of
sellers and buyers. The stock market is a pur&ehdor example, with many buyers
and sellers. The products that least resemble timeskets are those with a few firms,
such as aircraft manufacturing, phone servicenasland oil companies. Usually there
are not many firms because of the high cost ofrgngehe industry—e.g. wiring the
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country with phone lines, buying costly aircrallot many people or groups of people
can afford to do this. Industries with lower sptaosts are usually more competitive.

» The US has some large firms (think Microsoft), awen large buyers—Wal-Mart
is a huge buyer of products, and so it can infleghe prices of products that they
purchase. The US also has government involvemethti economy.

Most countries, including the US, are in fact wivatcallmixed economies They are
mixed because most businesses are for-profit fiamgd,markets with buyers and sellers
determine prices as described above. But theyrage a government that provides
services such as a Post Office, fire and policéeptmn, schools and universities,
national parks, road repair, and subsidized tramapon such as subways and bus
service. The US government also provides Sociali®y, health care for the elderly
and the poor, food subsidies for the poor, andratbevices.

In the US and in some other countries, there &®@ gbvernment regulations for health
and safety in the workplace, environmental protector air and water, and labor laws
such as minimum wage, maximum hours, and non-digeation regulations.

The debate in economics is how much of a role gowent should play. To the extent
that the economy acts like that in the pure mamkatel, government is not needed. T
the extent the economy fails to act like this, gomeent may be needed.

Commonly Asked Questions about Command Economies

Do these economies exist anymor@fly in North Korea, which is the only country to
hold onto the command economy, but it too is alt@umore capitalism and will
continue to do so. The other countries changedtowe to allow small businesses and
capitalism into their economies. Cuba and Chineeleements of central planning but
allow for-profit firms or individuals to start thedwn businesses in some areas of the
economy.

When did they existRussia instituted this system in the 1920s and 4,93@d Eastern
Europe after 1948. They lasted until around 198%n Russia changed its system and
most of Eastern Europe followed. China has ing@twarious reforms over three
decades and increasingly so in the last two.

Why don't they existThese systems gradually transformed during tieel880s and
early 1990s.

What were the problems with these economies?

1. Under this system, there were shortages of evenyttmat people needed,
such as bread, milk, and shoes. So even if younrt@aeky to buy things, there
was nothing to buy. (The government kept pricesdo that ordinary people
could buy the items they needed, but this meantiiese were chronic
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shortages since there were more people who coyldhese items than items
produced.)

2. It was hard for the state to coordinate this systérhad to determine how
many nails, steel, yarn, cloth, etc., to produthis is difficult to do and it
was easy to get this wrong, so there were plenitenfs no one needed and
shortages of items that people did want.

3. For along time, these economies could functionnnthe items produced
were simple and there wasn’t a variety of them:., @ige type of car, one type
of washing machine. When products became more lesntipe system broke
down. Consumers, ordinary people, wanted diffeitems that were not
produced in their countries. Aware that these #t&vare available in the
West, they became dissatisfied and demanded change.

What were the benefits of these economidsgfere was no unemployment. Everyone
had a job and housing. Items like bread and milkevegfordable since the state kept
prices low on items people needed. The problemfindsg these items to purchase, as
mentioned above.

Commonly Asked Questions about Worker Cooperatives

How does this economy workzhe company is small, workers meet regularlynake
decisions. If the company is large, as in the plg@industry, workers buy shares of
stock to join the firm and sell the stock when thegve. They essentially own the
company. These workers elect people to reprekent it meetings during which all
company decisions are made.

What are the problems with these econofhifithe companies remain small, it's easy to
have meetings to make decisions. Once they betamges, the structure of having
representatives make decisions may become diffisitlh long meetings and workers
feeling that they are not adequately represent®drkers in the former country of
Yugoslavia didn’t even know that their economicteys was one of cooperatives. In
addition, if you must buy stock to join a compamyg dahe company is very successful, it
may be difficult to produce tens of thousands dfaie to join the company. The
economy is not a panacea for workers in that werkee not immune from layoffs and
recessions.

What are the benefits of these economi@é@rkers can feel that they own the company
and work productively for it. It can be democratfat works.
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II. THE FINANCIAL CRISIS: A ROLE PLAY

This section discusses mortgage lending and tlbt amgsis that precipitated the current
2007-2009 recession, which is continuing at préssioing so, it also discusses the
multiplier effect in spending and briefly, how mgne created and how this can lead to
increased spending, incomes and expansions irctdmmy. Conversely, it briefly
discusses how reductions in lending and the moupplg can lead to reduced spending
and incomes and contractions in the economy.

For adult learners, this section may be best fefitlst session, since it is the most
pressing. Teenagers and college students—anyoodadn't felt the effects of the
recession, can wait until later in the course fi@se materials.

Even today, there are many debates surroundinfiniduecial crisis. What should have
happened? Who/what was responsible for the fiahoosis? What policies are needed
to prevent this from occurring again? This sectimtusses the major players in the
financial crisis and the main policy debates. Geuyrarticipants discuss among
themselves what policies should occur and the BnshObama administrations’
responses.

This section includes a role play that illustrates major players and institutions in the
financial crisis and how lending occurs. It reqgiat least twelve people. It is best
broken into two segments, ending just after thesitation and before the discussion
guestions. This entire section lasts three toliiwers depending on the amount of
discussion you allow.

Materials Needed

1. Placards for the following:

S&L (the reverse side should say “Countrywide”)
Investor

Lehman Brothers

Teachers’ Pension Fund

Moody’s

Deutsche Bank

Societe Generale (France)

N

Fake money.

w

Fake houses. You can use Monopoly housesg wakiboard houses or bring photos
or drawings of houses.

4. Fake mortgage papers. Half sheets of pagbr‘miortgage” printed on them. One
should state “$700/month” on a post-it note covgup “$1500/month” beneath it.

5. Fake savings account. Make a small quartestdimok by cutting paper or cardboard
and printing “savings” on it.

6. Blackboard or flip charts.
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7. Fake bonds, MBSs, CDOs, CDSs. Use half slodégtaper and type these on them.
Have at least ten MBSs and five each of the others.

8. Fake ratings cards: Have “AAA” written on hsiheets of paper.
9. Small empty box with “SPV” written on it.

10. Six large manila envelopes.

11. Props for the following businesses:

Restaurant: Tablecloth, empty wine bottle, pladgrggefor two (plates, forks,
spoons, knifes, napkins).

Travel agency: Fake toy airplane and/or boatikpctips, panama hats, sun
glasses.

Jewelry store: Costume jewelry.

Furniture store: Fake play furniture.

Car dealership: Fake cars. (You can use Monopaty, ecnatch box cars, or glue
photos on cardboard.)

Home Depot: Assorted tools and items like a hamswew driver, screws, light
bulb.

(If you don’t have enough people for all of théssinesses use some of them.)

Preparation

Before the class starts,

1. Putone bond and two CDOs and MBSs in the SPV box.
2. Set up the businesses as follows:

Group these businesses together

* Restaurant: Place a tablecloth over a table tdieace members are sitting
around, and set up the empty wine bottle and ®atteng for two: plates, forks,
spoons, knives and napkins.

» Travel agency: Place fake toy airplane and/or;baratiki cups, panama hats, and
sun glasses in front of an audience member.

» Jewelry store: Place costume jewelry in frontrobadience member.

* Furniture store: Place fake furniture in frontaof audience member.

» Car dealership: Place fake cars like matchbox ondpoly cars in front of an
audience member.

* Home Depot: Place assorted tools and items likenanfer, screw driver, screws
and light bulb before an audience member.
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Group these businesses together

* S&L: Place S&L placard in front of an audience nibemand give that person
fake money, savings booklet, and two mortgages.

* Lehman: Place placard in front of an audience negrahd give that person
bonds and CDSs.

» Investor: Place placard in front of an audiencenimer and give this person fake
money.

* Moody’s: Place placard in front of an audience rhem Give this person AAA
ratings cards.

» Teachers’ Pension Fund: Place placard in fromincudience member and give
this person fake money.

» Societe Generale (France): Place placard in fstbah audience member and
give this person fake money.

» Deutsche Bank: Place placard in front of an anmienember and give this
person fake money.

3. The instructor keeps some bonds, fake monstack of mortgages, manila
envelopes, a stack of MBSs, houses, and the SPV box

Role Play Script

[NOTE: Italics indicate questions/directions to pkoin the role play.]

Let’s go back to the 1960s, when things were ailapler, to learn some basics. At that
time people put their savings in Savings and Lq&&d_s) or in banks. (Pick someone
from the audience to be the saver and give hinfAler money. Address this person.)
Let’s say that you put your savings, $40,000, is 8&L. (Have the saver give money to
the S&L in exchange for the savings account bodkite this person’s name on the
board next to “$40,000".) This is your savings acto

Do banks and S&Ls keep your money there? No. Tinelye money by making loans,
such as loans to buy a house.

Let’s say this person wants to sell their house r@md one downtown after they retire.
(Choose a different person to be the house s@lge him/her a house.) We're back in
1960 so houses only cost $30,000.

You want to buy this house for $30,0(®oint to a third person—the buyer.)

The S&L has money to loan to yoHave the S&L give the buyer some of the money
just deposited, who in turn gives it to the sell&€he seller gives the buyer the house.)

Seller, what are you going to do with the moneyjusumade? Why don’t you put it in
the S&L? (Put $30,000 on the board with the second pessterne on it.)
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A mortgageis a loan to buy a house. The mortgage is a aontit's the homeowner’s
promise to pay back the loan. If the homeowneitgay back the loan, it's called a
default. If the homeowner defaults, the mortgage givedahder the right to take
possession of the house, which is callédraclosure

By law, S&Ls had to charge low interest rates s ttomes were affordable. This is
how millions of Americans were able to afford toyhwomes in the 1960s. This meant
that the interest rates they could give you on yawings accounts were also low,
though, because the interest they were chargingomasSo you’re only getting 2%
interest on your savings.

The difference in the amount they charge for irseom mortgages (5%) and the amount
they pay to their savings account holders (2%) aoddseir profit.

» Because they were making money from people takinigoans and paying their
mortgages every month, they had a financial stakeaking sure that the
borrower, here (point to the buyer), could pay bidekmortgage.

The S&L could only give out a limited amount of rtigages, though, because by law
they had to hold a certain amount of money in reser The amount of money they had
to hold in reserves is callectapital requirement.” Let’s say it's 10%.

» The S&L doesn’t have to keep all $30,000 in thekbalh keeps $10,000 and
lends out $20,000Who wants $20,000(Put person’s name next to $20,000 on
the board). Now the bank keeps 10% of this, 00@2and can lend out $18,000.
Who wants $18,000PPut person’s name and $18,000 on the board.)

[Note: By now you should have the following on thesard:
Name of saver $40,000
Name of seller $30,000
Name of person $20,000
Name of person $18,000]

What happened? You have $40,000 (point to thersa¥®u have $30,000 (point to the
seller). If you want to spend your money, it'sréhéor your use. But the $40,000 just
created an additional $68,000.

Money was created by lending out money. Bankstdmave to keep all of the money i
its accounts on hand but can lend some of it dbis creates money.

» The additional loan will create $300,000 in theremmy? This is because most
money in the economy is not cash or coins but siragine at the bank that

! The percentage of money banks and S&Ls neededlddrhtheir reserves to meet the capital requireme
is called theeserve ratio.

2 The amount of money created is equal to the nemeydeposited times the inverse of the capital
requirement (in this example 30,000 times (10/13@®,000).
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records how much people have in their accountca@®e most people leave
some of their money in a bank, the S&L lends oytextra money above its
capital requirement, creating money.

[Note: Be sure your audience understands thisneSmay ask if this is because
everyone deposits their money into the same S&lso,|show two banks on the flip
chart or blackboard, S&L and Bank A, and how if gpeople deposit their money in
Bank A, the same event occurs, with the bank lepdut and creating money.
Emphasize the point that banks create money byrigralit money.]

» If you lend money to a friend, you’re not creatingney, because you're taking
money from yourself and giving it to someone elddanks loan out money,
they are not taking it from another person’s actodiat person’s account is still
there; the full amount is ready to use. Becaus&daan write a line with money
in it for someone when creating an account foraa lthey are creating new
money.

What will the seller do with their $30,00QRoint to the seller.)

| have a nice restaurant here (poibt). you want to go out to eat?
» Here's a travel agent (poinfpo you want to go on vacation?

* Here's a jewelry store (pointiRo you want to buy something nice?
» Here’s a furniture store (pointpo you want some furniture?

* Here’s a car dealership (paointDo you want to buy a new car?

» Here’s Home Depot (point). Do you want to fix uguy house?

What will you do with your moneyRlave the seller tell you. Give the business the
money. Give an item to the house seller from th&ress (car, jewelry, furniture, etc.)).

What will you do with $20,000%Address this person. Give them some money amd h
them give some money to the business in exchamganfiem.)

What will you do with $18,000PPoint to this person. Give them some moneytaw
them give some money to the business in exchamgenfiiem.)

You now are earning a lot of money. (Point to ohthe businesses — restaurant, jewelry
store, travel agency, et@Vhat will you do with your extra moneyPave each business
tell you where they would spend money, and takeesofitheir money and give it to the
appropriate business.)

Notice money is circulating throughout the economy.
> Besides creating money, lending activates the eognBeople spend money on
restaurants, jewelry, cars, household items, vaasti This becomes income to

restaurant owners, car dealerships and other Bssoweners. They then have
money to spend. Businesses boom — they can hire warkers and expand their
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businesses. Workers are getting paid and havamgoenes and can spend this
money on restaurants, stores and businesses. dieesydoing well. Employers
have customers, they can employ people and enjogglout and going on
vacations.

Lending creates money and spending in the econdrhis leads to income for some
businesses and creates jobs.

» What would happen if suddenly these loans stopdee@ple wouldn’t buy these
items. They wouldn’t go out to eat as often, dre/twould cut down on
spending on vacations. This means that businesesreceive income, and if
they don’t have the income, they can’t spend asmtibemselves. This reduces
economic activity, spending, income and then jalb®usiness is declining, at
first you may not work as many hours in the regtayrand you don’t receive as
much income in tips. If business continues toideclyou can’t have as much
staff at the restaurant if you don’'t have as mastamers, so some of the staff
may be laid off.

[Note: Take questions here. Be sure they undeddtaw money circulates in the
economy, becoming income to some as spending ganuishow loans and spending
create jobs.]

Now let’'s examine what has happened in the past feyears. In the present houses
cost $300,000 not $30,000, and the financial systéas been transformed.

Our S&L is now Countrywide. (Change placard to @toywide.) Countrywide
specializes in making mortgages. It is national.

Many investors ar@stitutional investors, like the Teachers’ Pension Fund. They
collect money from workers’ paychecks and invest thoney. Where do you invest?
Because workers depend on their pensions for tegiement, the Pension Fund must
invest only in very safe investments.

Lehman Brothers was an investment balmkiestment banksdon’t handle savings and
checking accounts from ordinary workers and pebipdeus. Their job is to bring people
with money (pension fund) together with people wieed money (Countrywide).
Investment banks arrange for stocks, bonds oreectimpanies to be sold. Investment
banks include Goldman Sachs, Morgan Stanley, JR&orand (before it went
bankrupt) Lehman Brothers.

» Today, most mortgages don't stay with the origieater. They are bought and
sold. Let me show you how this works and what leaeg to precipitate the
financial crisis.

First, Countrywide will make a mortgage. Let's gagme of buyer) is going to buy a
house from (name of seller) again but in 2006. éGeller another house). This buyer
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goes to Countrywide and Countrywide approves thagage. Countrywide gives Buyer
the money for the homand the home goes to Buyer, who signs the mogtgagers to
pay Countrywide every month. (Give Buyer the hdroen Seller; have Countrywide
hold up mortgage.)

» Now Lehman Brothers will buy mortgages from Couwide. How does
Lehman have the money to do this? Lehman can lgaina It can sell bonds.

Who has money out there? (Address the investau) Yave moneyYou give Lehman
money, and in exchange, Lehman will give you a bond

A bond is like a loan, with promises of repayingiyn the futurg.

Now Lehman has moneyt gives money to Countrywide to buy mortgages.
Countrywide gives Lehman mortgag@save Lehman exchange some of the money for
mortgages.)

Countrywide receives a fee for its servicehman, give them their fee

Countrywide has made a fee for originating mortgaaed has sold the mortgages to
Lehman. It has money to make more mortgages. €auntrywide hold up its
money.)

» Lehman takes the mortgages that it bought andtpats in different piles or
traunches, depending on the risk each mortgage (ffake a pile of mortgages
and add these to Lehman’s; divide stack of mortgage three piles.)

It puts the safest mortgages in one pile, the safdst in another, then another (put the
three piles of mortgages in three separate manialepes). It hires Moody’s to give it a
risk rating.

» Moody's uses a computer model that looks at moggdigpm 1979 to 2002. It
knows that if you buy hundreds of mortgages orfigvawill default and you will
earn money on the rest. It gives a good ratinglfese, since even if a few don’t
pay, the rest will. Since these mortgages comma b over the country and there
has never been a decline in housing nationwidel (umv), it rates these as safe.
(Have Moody’s hold up a ratings card.ghman, give Moody'’s a fee for its
services.

% Technically, credit ratings agencies gave differatings according to how safe they thought the
investments were, with some receiving AAA ratingihers AA ratings, B ratings, etc. But these were
rated safer than they should have been becausatihgs agencies never thought a national dowriturn
housing could occur, nor did they ever look atabtial mortgages to see if incomes were properly
documented, etc. In late 2006, ratings agenciesdmaded their ratings on tens of billions of dallaf
MBSs and CDOs.
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Next Lehman sets up a new company called SPVSPRY s aspecial purpose vehicle
It has no employees. ltis a legal entity. (AQiedaman the box.)

» Lehman sells the three traunches of mortgageset&®V. (Put the three manila
envelopes into the box.) How does the SPV payhisf It sells bonds Who has
money to buy these? Yes, this investor (addresgithestor). This investor gives
the SPV money and gets a bond in exchdgiye investor a bond from SPV in
exchange for money that goes into the box). Thestor will receive his money
back plus interestThe SPV can give Lehman money for the mortgages.

» Lehman will issuévortgage Backed Securities (MBS}hrough the SPV (hold
up three MBSs; each corresponds to the separate gfimortgages in the manila
envelopes).Who wants to buy thisThey're safe. The Teachers’ Pension Fund.
Teachers’ Pension Fund, give the SPV money, and §BS Lehman receives a
fee for creating the MBSqGive Pension Fund an MBS from the box in excleang
for money. Give some of the Pension fund moneygtarthe box to Lehman.)

Lehman’s SPV owns the mortgages but Lehman wid Biountrywide to collect the
mortgage payments. Whemameowner pays his/her mortgage, Countrywide reseav
fee for collecting the money. It sends the resh@imoney to the SPV, and money from
there goes to the Teachers’ Pension Fuf@ive the buyer fake money; have most of the
money go to Countrywide. Have Countrywide retmme money for its fee, sending
most of the money to the SPV and from there tdPesion Fund.)

» Lehman does something else. It takes MBSs, platistagether (hold up MBSS),
along with commercial real estate loans, auto l@tsstudent loans, and puts
these in piles or traunches again. (Put MBSstimtee piles; put each pile in a
manila envelope.) It then sellallateralized Debt Obligation, or CDO,
through its SPV (hold up CDO from box). Lehman ddtsody’s to rate these.
Since all the loans are diverse—coming from diffé@eas, housing, auto,
student loans—they seem safe. If housing goes @amand student loans
shouldn’t. Moody'’s rates these as safe agets a fee for thihave Moody’s hold
up ratings card; give Moody’s a fee from Lehmén).

Who wants to buy thisShow CDO to audience.) Lehman’s own hedge fuitid
(Have Lehman give money to the box in exchangaiGDO. If other audience
members want to buy these, sell them from the box.)

Hedge fundsare investment funds. They are not regulated yanchave to have a large
minimum investment amount to participateshman will keep some of these CDOs. It
will sell CDOs to other investment funds, likeie French bank, Societe Generale, and
collect a fee for putting together the CDO&Exchange CDO from the SPV for most of

* Technically, credit ratings agencies gave differatings from safest to least safe. But in gertbese
CDOs were rated safer than they should have bemube the ratings agencies never foresaw a national
housing decline nor that default rates would insecfar all loans—in housing, auto, commercial real
estate, credit cards, etc.
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the money from the French bank. Have Lehman reté@e from the rest of the money
from the French bank.)

CDOs didn't exist in 1995. By 2007, they reaché&@ $illion.

Now when a homeowner pays its mortgégee money to buyer and to one other
member of the audience, a second homeowtlex)money goes to Countrywide, which
collects a fee. Countrywide sends the money t&8f\g the money then goes to the
Teachers’ Pension Fund to pay the M@&e money from first buyer to Pension fund)
but if it was repackaged into a CDO it would gahe French bank instea@ive money
from second homeowner to the French bank).

Everyone’s happy, right?

* Countrywide has money to sell mortgages; it recefees for doing so and
for servicing the mortgages.

* Lehman receives fees for putting together MBSs@D@®s. In fact, much of
the profits on Wall Street before the financiakiziwere for securitizations
such as these.

* Moody’s is collecting huge fees. Their profitpted between 2002-6 in fees
from rating structured finance products such asehe

* People can obtain loans for homes because thereaarg businesses wanting
to make them, since loans are profitable. Bussashave the money to make
loans because they sell them to others.

Lehman also sells insurance on its MBSs and CObe French bank is afraid it won’t
get paid, it can buy insurance from Lehman, sogkah if the mortgages default it will
still get paid. (Have the French bank give morekdéhman in exchange for a CDS.)

» This insurance is calledaedit default swap or CDS Investment banks that
bought MBSs and CDOs bought this insurance satiest investments were
safe. Investment banks also sold CDSs along wélCDOs and MBSs they
issued so that the latter would be safer since wWerg insured.

» No one knows how many CDSs were issued. They waregulated. Unlike
with insurance companies, which are highly regulated must have cash on
hand in case they have to pay out claims, compdn&sssued CDSs didn’t have
to keep a certain amount of money available togiaglaims.

» CDSs were also issued to people who didn’t evenNdB$s and CDOs. They
could buy them if they thought a CDO would failL&hman’s. So Deutsche
bank, you can buy these from Lehmalfithe CDO fails, Lehman’s will pay you
the amount the French bank would have received.dtdesn't fail, it was cheap
to buy anyway (have Deutsche Bank give money tariahin exchange for a
CDS). Who else wants one(Sell these to audience.)
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What fueled these financial investments was the firsg value of homes(Show slidg
Housing was a great place to invest. A lot of peapthe 2000s were making a lot of
money on real estate, buying and selling homea foofit, and real estate investment
funds were making a lot of money. Globally, savidgsibled between 2000-8. There
was $34 trillion new money to invest. Housinghe US looked like a great place.

There were plenty of mortgages for Lehman to buy as

* People bought second homes.

* People refinanced their homes and took money otltewh.

* People received home equity loans to fix up themas.

* New customers. A lot of people wanted to buy homeglidn’t have the credit
history to buy them or the down payments. Theyewgven mortgages anyway.

Subprime mortgagesare mortgages given to people with low crediingdi They either
have problems in their credit history (such as diéfag on a loan) or no credit history.
They have to pay higher interest rates since thewigreater risk of defaulting.

Alt-A mortgages are mortgages given to families with no documémadf income.
How could families afford housing?

* Option ARM mortgages had low teaser interest rdtaswere reset later.

» Interest only loans. Families received interesy-omortgages, where they only
paid, say, $700/month and didn’t pay any princidailit this interest rate would
reset in three years. (Give audience member a faowhéhe mortgage with the
changing interest rate.)

* Families paid less than 20% down payment. (GivbBesnce member a home.)

* Sometimes families paid no down payment. (Givaenae member a home.)

» As more people received loans for homes, demankidimes rose and prices rose
(give out more homes to audience members). A mmagson for the huge
increase in housing costs was the fact that so nmarg people qualified for
home loans than ordinarily would have. (Show stiflaousing prices again.)

What happened to people who didn’t own homes (futhese audience members)?
How did you feel?(Take answers from audience.) They were unabddftod them, or
they felt like they had to buy a home before prigesout of reach. (Take comments
from audience about what happened during this gexidime.)
By 2007, sub-prime mortgages reached $1.3 trillioltars, covering millions of homes.
What happened next?

* The low teaser mortgages and other mortgages sesxt,as the Option ARM.

Now instead of paying $700/month for your housej frave to pay $1500/month
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(change mortgage payment for family by removing@3tcker, revealing $1500
underneath).

* Families couldn’t afford to make payments, so afdilomeowners defaulted on
their mortgages. (Take some homes away from aceisrembers.)

* Beginning in 2006, subprime mortgages defaultetiiwitmonths of getting
mortgages. (Take more homes away from audiencebersm

* In April 2007, housing prices fell nationally fardt time in the US since the
government had begun keeping records. This mbahttany people couldn’t
sell their houses for a profit or refinance. Thére housing market and practice
of giving mortgages for low teaser rates presurhatiggeople would be able to
refinance for lower rates later because housingeprivould keep rising. This
didn’t happen and families could no longer makenpayts on their houses or sell
them for what they paid.

What does this mean? If a family is defaultingtsrmortgage it cannot pay its mortgage
to Countrywide. (Show this by pointing to or movilngm the buyer to Countrywide.)
Countrywide is not passing the mortgage incom@&éad3PV (move or point to the SPV),
and the holders of MBSs and CDOs are not receiaimgmoney (move or point to the
Teachers’ Pension Fund and the French Bank).

» Do you think Lehman and the investors want to bwytgages anymore? No.
Countrywide is stuck holding the mortgages it g, It paid out million of
dollars for these but cannot sell them, and theynat getting money from
homeowners, so Countrywide, about to go bankrsgdipught by Bank of
America. A number of lenders and banks that deatubprime mortgages went
bankrupt.

» Those of you holding CDOs and MBSs—how do you fe¥tu're not getting
paid. Immediately, these securities were almostiess, paying 10 cents on the
dollar.

» But if you had a CDS—the insurance, you can stillect—if the insurers have
any money left!

Lehman, you owe these investors millions of doll&rs you have it on hand? No. That
is not nearly enougiWhen | say “go” everyone who has a CDS, try toexdlimoney
from Lehman. Ready, set, gifHave everyone try to get their money.)

What happens to Lehman? It goes bankrupt. Manly Stieet firms that dealt in CDOs,
MBSs, and subprime mortgages were weak, since Hreseot worth much anymore.
Bear Stearns would have gone bankrupt if it wasottght by JP Morgan. AIG, the
biggest seller of CDSs, is now owned by taxpayérsequired billions of taxpayer
dollars to stay afloat (show slide).
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» Do you think Countrywide wants to make any moretgeges? No. Mortgages

stopped cold. CDOs, MBSs, and CDSs stopped. Konamted to lose money or
buy mortgages in case people defaulted on them.

> Wall Street looked at auto and student loans, tmbkeecame scared. It didn't

want to buy these anymore, either.

Suddenly it became difficult to receive loans fatas and homes. This created the
“credit crunch” we have been experiencing. Credit has been froZdnis means that it
is very difficult to get loans, because institusare no longer buying loans. What
happens when loans stop? Money isn't created iaculated in the economy. People
stop buying cars and homes, which reduces incometfiers (point to car dealer, Home
Depot), and jobs decline.

Even if some institutions wanted to buy loans ne bad the money to do this.

» Remember the capital requirements of S&Ls and Banksestment banks don’t

have to keep as much capital but they have to &esye money or assets that are
worth money on hand. Some of these assets theéwap MBSs and CDOs.

But what happens when the MBSs and CDOs are nowhwdiraction of what

you thought they were worth?

In order to meet its capital requirements banksianestment banks had to sell
assets. Citigroup lost over $40 billion in mortgagnd these MBSs/CDOs, so
suddenly it had fewer assets than required to gsagebts and meet its capital
requirement. It had to raise money quickly, ssoid its German unit, Citibank
Deutchland, to a French Bank for $9 billion in cagturopean Banks and
American investment banks had to suddenly raise twameet their capital
requirements and debt obligations. This meantttiegt didn’t have the money to
make loans. Even if they wanted to buy loans rfinancial institutions didn’t
have the money for them.

To recap:

PwbdPE

o

Too many loans for homes were given out, raisimgatices of housing.

People started defaulting on their mortgages, @nibpay them.

The prices of housing started falling nationally.

Investments in mortgages--providing mortgages, togyinem and income streams
based on them (MBSs, CDOs)--stopped.

Loans that were once made easily suddenly stoppki. created the current
credit crunch.

Because of the credit crunch, less money is citicigan the economy, and with
this, less spending and incomes for everyone. ddused the current recession.
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Questions for Discussion

[NOTE: Break the participants into small groupdafr or five people and have them
discuss these questions among themselves for @Bautnutes to see what solutions
they would have followed. Have them report toriean group what they decided and
discuss them as a group.

What Should We Have Done?

1. Have the Government buy “toxic assets” (CDO,3IBo banks don’t have them
anymore and can loan out money?

2. Have the government give money to investment smtgey don’t go bankrupt?
(Government loans and guarantees on the CDOs anfisMBey sold, receiving
shares of stock in return?)

3. Help people pay their mortgages so default ratept
4. Regulate investment banks?
5. Take over investment banks or banks that arenfgli

6. Other?

Discussion

There has been a huge debate about what was dbatskould have been done, and
what policy changes should occur. We will neveswrwhat would have happened if we
had followed different policies. The following atee pros and cons of the various policy
options debated and what the Bush and Obama Admnaitiiss did.

1. Buy “toxic assets” (CDO, MBS) so banks don’t havenh anymore and can loan out
money

The argument is that as long as banks are holdegetand they are worthless, banks
cannot resume lending again, since they have neyiangive away. This hurts the
entire economy. The argument against this istthgtayers are rewarding bad
decisions, and investors who made bad decisionddlake a loss.

In the fall of 2008, Congress passed Emeergency Economic Stabilization Act of
2008 known as the bailout of the U.S. financial systanthorizing the United States
Secretary of the Treasury to spend up to $700®hilio purchase mortgage-backed
securities and make capital injections into (giveney to) banks. Both foreign and
domestic banks were included in the bailout.
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This Act created ARP, or the Troubled Asset Relief Fund to buy toxic assets
from banks and investment banks, such as car loaoitgages, and CDOs that no
one was buying. The government also created anptbgram in 2009 to purchase
mortgage-related assets, which is discussed aniti®f this section on page 34.

Have the government give money to investment tsmiteey don’t go bankrupt

The argument against this policy is that taxpageesrewarding bad decisions of
investors and these investors should take a [6Bs.argument in favor of this policy
is that a lot of investment banks lost much ofrtkaiue because they were holding
worthless assets in mortgages, MBSs, and CDOsgqoesitly, they were facing
bankruptcy, and many more firms would have goneihagot if money wasn't given
to them. In addition, the banking system was gdenected. Many investment
banks had loaned money to other investment banksMBSs and CDOs—now
worthless—as collateral. These were called “Repns.” If an investment bank
fails, others that had lent this bank money throRgpo Loans or had bought assets
from them (such as MBSs, CDOs) would have takess, land if the loss was great,
it could have led to massive bank failures—whicls wWee cause of the Great
Depression during the 1930s. This is what everyeard and wanted to avoid.

Most of the TARP money was used to bail out compaes instead of buying up
toxic assets because Wall Street firms kept failing

» On October 13, 2008, then-Secretary of the TreaBantson called the CEOs
of the nine largest banks in the US to Washington.

» He gave $125 billion to these nine banks in exchdogstock in the
companies. These banks were told to take the meméyat they had enough
in their capital reserves that they would not begansolvent.

» TARP funds continued to be used to inject money b#nks and investment
banks. Despite the capital injection it receivadovember of 2008
Citigroup, one of the world’s largest banks, waswdho fail. The US
government bought $20 billion of its stock and gureed $306 billion in
risky I(g;ams and securities for home and commerell estate assets (CDOs,
MBS).

® These included Goldman Sachs, Wells Fargo, Banudrica, Morgan Stanley, JP Morgan, Merrill
Lynch, Bank of New York/Mellon, State Street andig@bup.

® Citigroup assumed the first $29 billion in loss@eyond that the US Government absorbed 90% of the
remaining losses and Citigroup 10%, using TARP $uaidd funds from the Federal Deposit Insurance
Corporation (FDIC).

There were some restrictions as a result of thiseagent. Citigroup could not pay dividends of more
than one cent/share for three years unless thegoeat agreed. There were also restrictions oogixe
pay and bonuses.
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» To avoid the same fate, Morgan Stanley and Gold&sahs reorganized
themselves and became bafiks.

» Bank of America bought Merrill Lynch and Countrywid-the latter two
would have gone bankrupt otherwise. Because tiaitsasset holdings, Bank
of America was caught short and the US governmeatvened, guaranteeing
its risky loans (previously, Merrill Lynch’s).

3. Help people pay their mortgages so default ratep st

If the cause of the credit crunch is that peopéedafaulting on their mortgages, the
solution could include helping families pay foritheomes. The problem with this
policy is that if homeowners made bad decisionsuy homes they couldn't afford, it
is unfair to taxpayers to reward these peoplelfeirtbad decisions. If they were
duped into a loan that they didn’t know would beeammaffordable, however, or if
they are unable to pay their mortgage becausebdbgses or other unfortunate
events, then this solution is more palatable.

The Homeowner Affordability and Stability Plan (cost $279 billion)

» Passed in February of 2009, its goal is to helmasy as 9 million families
refinance mortgages or avoid foreclosure.

e It provides $75 million in financing for reducingamgage payments.

» It gives $1000 per loan as an incentive for owmémmortgages (such as
banks) to refinance loans. In this program thééemwvoluntarily reduces the
loan payment to 38% of monthly income. The govesntmatches money
provided by the lender to reduce the mortgage payoh@vn to 31% of
income. Lenders can stretch out the mortgage repaito 40 years, reduce
interest rates, or reduce the principal (the amowsd on the mortgage), in
order to reduce payments by borrowers.

* To qualify, the home must be a primary residenaktha first mortgage.

* $200 million was also provided for Fannie Mae anedélie Mac, institutions
now mostly owned by the government, to buy mortgegam lenders.

4. Regulate investment banks

Investment banks are not as heavily regulated alsstend insurance companies.
They hid their debt and dodged some regulationsrégting SPVs to issue the MBSs
and CDOs an&tructured Investment Vehicles(SIVs) to hold the ones they bought.
Some argue that more capital requirements wereedlearhd that institutions that

® The FDIC, a government agency, guarantees theguats under this new structure.
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were not under federal regulations, like hedge $ustiould be. Some people are
arguing that new financial products, like MBSs, C&nhd CDSs should be approved
before they are used.

» The Obama administration has called for regulaiot transparency of
financial inventions such as CDOs and CDSs anthise financial products
to be traded and bought openly (as are stocksg¢y Want new rules and
regulations that cover all financial institutioms;luding hedge funds and
Wall Street firms. They are calling for registgriand monitoring hedge
funds (these funds are against this proposal).islagn has not yet passed
on these issues, and it is unclear if any of titbsages will be made.

» The Obama Administration and Treasury Secretaryh@er have called for
increasing capital requirements once the recessiover. It is unclear if this
will be passed.

5. Take over investment banks or banks that are tailin

During the 1980s when Savings and Loans were fpilie US government through
the Resolution Trust Corporation took over fail&%lS and sold off their bad assets.
Sweden took over banks in the 1990s. Some peogle @ahat the US should have
done the same for the investment banks.

Economist Paul Krugman argues that the governntenild have guaranteed most of
the bank debt to calm down markets, taken confroismlvent banks, firing the
existing management and Boards of Directors, tiohaf the assets and the
companies.

» Pros. It worked for the Savings and Loan Crisis. hé tJS government has
to pour in a lot of taxpayer money, then it shdugdable to control the
companies directly. And if management was the lpralithey should be
replaced.

» Cons The US economy has had a history of the goventmet being
involved in businesses. In addition, if the USailsing over some companies
but not others, there may be a perception thagdlvernment-controlled firms
would have a competitive edge because these waudegdn as safer, making
it more difficult for firms that were not taken aviey the government to
compete in the business. In addition, if peopiek the government will take
over a bank, stockholders will sell their sharestotk and the price will
plummet—Ileading to a self-fulfilling cycle of bandptcy. In addition, critics
say that the scale of the financial crisis is miacber than the S&L crisis of
the 1980s and Sweden’s banking crisis.

» The Obama Administration and Treasury Secretaryh@er want authority to
take over and resolve financial problems at finanicistitutions (like hedge

31



funds) that are not currently covered by feder#thauity. This legislation has
not yet passed, and it is unclear if it will.

6. Other

Often participants have many creative suggestibtese are a few others that may be
mentioned.

a.Do nothing. The argument is that if firms and people madedsdsions in terms
of bad investments and mortgages then they shaildenbailed out by the
government. The argument against this is thagtivernment did nothing in the
beginning of the Great Depression, and economedisue that the Depression lasted
so long and was so severe because of this inactiltivas only entry into World

War Il that brought us out of it.

» When Lehman failed in September 15, 2008 the stoaiket crashed, falling
over 500 points within minutes, as investors assuatker banks would fall.
The country was facing a total economic meltdovhis is why then-
Secretary of the Treasury Paulson, a very congeeviaissez faire (hands off
from government) regulator intervened and madestment banks take
money from the US government in October of 2008.

» When at first a bill to prep up the financial systtailed to pass Congress on
September 29, 2008, the stock market crashed dgab®1 points. This
convinced Congress to subsequently pass a siniilar b

It is impossible to say what would have happenemihing was done, but these two
stock market crashes convinced policymakers todwdithe system. As Federal
Reserve Chair Bernanke says, this was very dististedo, but he felt it was
necessary to avoid a second Great Depression ¢hscisolar of the first one).

b. Go back to the way the Savings and Loans used to.b# the problem was
changing the way mortgages were made and sold whgmback to how things were
before? S&Ls changed because they were not aloclempete with other financial
institutions. Because they were regulated to chbrge low interest rates, they could
only offer low interest rates to savings accour@®nsumers flocked to other
financial instruments—CDs and mutual funds, forregée, that paid higher rates for
their savings; consequently, many S&Ls went odiuginess. In addition, allowing
mortgages to be bought frees up money so that lmondeng can occur.

c. More regulation of mortgage lenders. Over half of subprime loans in 2004-5
were originated by independent mortgage comparaeaffiliated with any bank.
This means that they were not regulated by anyr&dgencies, only by state
regulation.
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» The Obama administration has called for federaldaieds for mortgage
lenders and more enforcement of mortgage rulethoAgh the former has
not occurred, the latter has. That's why it's learh get mortgages now, and
some say mortgage lenders have gone too far ariskarg too careful in
lending money.

d. More regulation of credit agencies.Claiming that this was not their role, credit
agencies such as Moody’s, Standard and Poor’si-icti never looked at actual
mortgages to verify if they were proper. Theyrlad that the mortgage brokers
should verify that mortgages were safe and fitddibanced. Hence the term “liars
loan” was coined over loans that were clearly riddéth error such as with false
income levels. Today credit agencies say theydethand verification of mortgage
data (income, etc.) or won't rate the security haviBS, etc.).

» Some people suggest that credit agencies shoyldiddy investors, not the
sellers/issuers of the investments. Because tleeg paid by Wall Street
firms, and only if the firms agreed with their rags, there may have been a
conflict of interest in properly rating financialviestments like MBSs and
CDOs. The Obama administration has suggesteahgett of this conflict of
interest but has not been specific about how teadd.egislation has not yet
passed.

» Others are saying that independent ratings agenanelsy the government
should be used to avoid such conflict of interest.

To conclude we haven't seen the end of the housing crisigiAlgh housing prices are
stabilizing and home purchases are now increatangclosures are rising and will
continue to do so with rising unemployment and wnilterest rates continue to reset to
higher levels. Commercial real estate loans @@ tedicted to default.

» Estimates are that there are the following:

0 Subprime mortgages: $1 trillion

Alt A mortgages: $1 trillion

o Options ARMS (these interest rates will reset)0GH00 billion, of which
50-70% will default.

(@)

» Eight million families will lose their homes in nie4-5 years.
* There are $2 trillion in toxic assets such as Cad MBSs.

Information for Trainers

The following questions may come up during thisges

1. What are “securities?” A piece of paper with a piserfor future earnings.
Stocks and bonds are examples of securities.
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2. Why didn't PMI pay for mortgages that homeownersldo’t pay? The
companies that provide PMI are insolvent. Theyndidave enough money to
pay everyone.

3. What happened to the money given to investmentfiogntaxpayers? Nobody
knows for sure, but it appears that most of it weed at first to fulfill capital
requirements and pay debts so the companies djdribankrupt. Congress
criticized investment banks for not increasing legdo help the economy and for
not accounting for how they spent the money. Sofhtleeomoney has been repaid
now—Goldman Sachs, JP Morgan, Morgan Stanley, Stagéet Bank, and others
have repaid their loans. A list of the amountsraled to banks and whether or
not they have been repaid is reported inNlee/ York Timesn June 24, 2009 or
for subscribers is dtttp://projects.nytimes.com/creditcrisis/recipiétable

4. The government is now buying toxic assets throughdaitional program
announced in the spring of 2009. This is how tlae pvorks:

» Banks can sell bundles of mortgagsinvestors through an auction that
the FDIC sets up. The highest bidder would recthese mortgages, and
hedge funds, private equity funds, pension fundslamks can bid on
them.

» The US Government lends as much as 85% of the@dbsty these
mortgages to investors. The remaining cost i¢ bptween the
government and the investors. Any profits aret §@iween the
government and investors.

» For example, if a bank sells $100,000 of mortgagebkthe highest bid,
from Citigroup, is $84,000, the US Government cardl Citigroup
$72,000. For the remaining $12,000 needed, thergovent will spend
$6,000, or half of the remaining cost, and the steeputs in $6,000.
Both the government and Citigroup split the profiks this way,
Citigroup gets $84,000 of mortgages for $6,000alllthe mortgages
default, Citigroup walks away from this “non-recsedoan” and the US
Government gets the mortgages and can be the dosetononey. If
housing values continue to fall so the value ofrtturtgages is $50,000,
the government is not paid.

» In addition, the US Government will provide matahinvestments for
firms that buy MBSs and CDOs. Experienced asseiagers submit
proposals to the US Treasury to buy these frommfired firms. For
example, if a group wants to buy MBSs for $400,0086,asset manager
puts in $100,000. The US Treasury puts in $100&@Dprovides another
$200,000 in loans to purchase the rest. The USfhovent and asset
manager share any returns from the MBSs.

° These are actual mortgages, not MBSs.
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These two programs can buy $500,000 to $1 triibmortgages and
mortgage-backed securities (MBSs, CDOs).

> Possible problem: Will anyone buy these? Bankstware money (two-
thirds of the value) than investors are willingpty (only one-third of the
value). The government is hoping the low inteteans will entice
investors to pay more than they ordinarily would.
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[ll. THE RECESSION: A DISCUSSION

This section discusses the recession that begaadamber of 2007 and is continuing at
press time. It discusses how the credit crunckexdthe recession, the policy debates
around solutions to the recession, including magetax and spending policies, and the
Obama administration’s policy responses. An ogtigection includes a discussion
about the US deficit and government debt, how tBegovernment borrows money, and
additional critiques and debates about the Obanmaréstration’s policies.

Materials Needed

1. Fake money.
2. Props for the same businesses as in the Falabisis Section:

Restaurant: Tablecloth, empty wine bottle, pladgrgefor two (plates, forks, spoons,
knifes, napkins).

Travel agency: Fake toy airplane and/or boatikpctips, panama hats, sun glasses.

Jewelry store: Costume jewelry.

Furniture store: Fake play furniture.

Car dealership: Fake cars. (You can use monopol; match box cars, or glue
photos on cardboard.)

Home Depot: Assorted tools and items like a hamsergw driver, screws and light
bulb.

(If you don’t have enough people for all of thesisinesses use only some of them.)

3. For the optional section: investor placardydmand fake money.

Preparation

Before the class starts, set up the businessestlas financial crisis section as follows:

* Restaurant: Place a tablecloth over a table tdieace members are sitting
around, and set up the empty wine bottle and @atieng for two: plates, forks,
spoons, knives, and napkins. Give them fake money.

» Travel agency: Place fake toy airplane and/or;mmaiki cups, panama hats, and
sun glasses in front of an audience member. @Gigegperson fake money.

» Jewelry store: Place costume jewelry and fake mané&ont of an audience
member.

* Furniture store: Place fake furniture and monefyont of an audience member.

» Car dealership: Place fake money and cars likembaix or Monopoly cars in
front of an audience member.

* Home Depot: Place fake money and assorted toolgemg like a hammer,
screw driver, screws and light bulb before an auzkenember.
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For the optional section, give the investor placard fake money to someone in the
audience. The instructor keeps the bonds and $akeemoney.

The Script

Last time we discussed how new financial instrumefIBS, CDOs and CDSs--were
not as safe as they had appeared to be, and ajtegages stopped being paid and
housing prices fell, credit froze. We will discussw this affected the world economy.

When credit freezes, what happens?There are fewer loans, less economic activitg, an
so less income to businesses and workers, resuitii@gver jobs.

1. Businesses went out of businesd hey couldn’t obtain loans to repay previous
loans—they couldn’t extend the loans they had btlhem over. Since they
didn’t have the cash to repay their loans, theytwei of business. This means
that people were out of work. (Take away propaiftbe furniture store.)

2. There were fewer mortgages made, refinancing mortgges, and loans for
home improvement. What does this mean? (Stand in front of or ptmridiome
Depot.) People aren’t going to Home Depot to fixtlmpir homes; there’s less
income going to this company so fewer workers anarfrare needed (take
money away from Home Depot). This means less imctmworkers, who will
spend less on eating out and going on vacations.

3. There were fewer loans for commercial real estateLess money is going to
contractors and developers. Jobs in constructiead dip nationally.

4. There were fewer loans to cities and statesr the interest rates they paid to
borrow money were much higher.

The economy was already in trouble because ofltivedswn in lending and thus
economic activity. Then in July of 2008 consumsesame afraid. Gas prices were high
and the stock market fell. People felt they had lwealth and had to be careful. The
result was that people stopped spending money. eRdyer that when people don’t
spend as much money, this is less income for othBusinesses and store owners.
Savings increased from zero to over 4% of income.

> (Move over or point to the businesses.) What happe the restaurant, the travel
agent, jewelry store? (Go over answers.) Somaugjof business because of the
reduction in spending (take away props from traggint). Some lay off workers
or cut work hours or pay. (Take away money fromegley store and restaurant .)
Retail fell in all but discount chains like Wal-Mar

Because people are not spending money, not as jolasiare needed. Jobs are still
being lost nationally every month. In the begimnai the recession, over 600,000 jobs
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were lost per month; this dropped to job losse$08f,000 per month, and at press time,
to 200,000 jobs per month.

[Note: Use updated statistics on job losses ottisdootnote for somé']

> Job losses started in home building and mortgageatipns early in the
recession, then spread to finance and bankingnawchas spread more generally
to all sectors—manufacturing, retailing, and infatran technology.

» Unemployment has risen and is now 9.7%. Economistdict that it will
continue to rise until it is in the double digitsdamay be high for another year.

Although it has since recovered, the stock manketled in the spring of 2009. Stocks
of n}?jor firms looked like dollar items. World-vadstocks fell even further than in the
US.

» State tax revenue fell, since earning money orkstaad other investments
(which are taxed in some states) fell. This hdgdecutbacks in cities and states.

» Crime has risen—burglaries and car thefts, becatidee economy.

Because the US is the world’s largest consumeerathuntries are hurting because we

are no longer buying the products they make. Mactufing has fallen in China, Japan,

India, the Ukraine, Latvia and Hungary. Exporis down in other countries. China has
lost 20,000 jobs; entire towns have emptied out.

European banks had bought mortgage-based seclikégSDOs from US banks. As
with US banks, they took large losses and hadddesly raise money in order to meet
their capital requirements. They stopped lendingesthey didn’t have any money to
lend, causing a European credit crunch. Thisdealriecession in Europe, and with
Europeans buying less, there were fewer expoiEsitope from Eastern European
countries such as Poland, Hungary and the CzeculdiRep

> Previously, European banks had loaned money te@EaEuropean countries.
With money tight, they could no longer do so, ardtern European countries
suddenly had no money. Many of these countriesraleed on manufacturing

19 Macy’s cut 7000 jobs nationally.

Home Depot cut 7000 jobs, or 2% of its workforce.
Caterpillar cut its payrolls by 16%, or 15,000 jobs

Texas Instruments shed 3400 jobs, or 12% of itkfooce.
Microsoft had its first significant layoffs ever.

Citigroup, GE, Nokia and Harley Davidson cut itsrigorce.
IBM cut 1400 jobs.

Pfizer cut 19,500 jobs after acquiring Wyeth.

1 Globally, stocks lost 42% of their value in 20@8asing all gains since 2003 and $29 trillion ituea
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exports for their jobs, so they suffered from thesl of loans and jobs. There was
rioting in the Ukraine; Iceland went bankrupt. Wiatand Hungary also suffered,
and all of these countries had to get internatitweats to stay afloat.

East Asian countries are also suffering from thaide in global trade.
» So although the economy in the US is bad, it's e@isewhere. For the first time
since World War I, the global economy shrank. €eping countries suffered
from reduced exports, less foreign investment amdshing credit.

The US has been in a recession since December ad20

What is arecessior? It's a contraction of the economy. It's usuatigasured by looking
at GDP.

GDP stands foiGross Domestic Product It's the value of all products
and services produced in the US during a year.

GDP is a measure of the amount of economic actofign economy.

Part of GDP is from investments from businesses,gfat is from spending from the
government. But most of it is from consumptigmesding by consumers like us.
Consumption is 70 percent of economic activitycdhsumption falls, our spending falls,
GDRP falls, and usually we’re in a recession.

Consumers have cut back spending, afraid of layoffs

» As Americans spent less, companies cut jobs andteeltheir investment in
equipment, software and buildings to trim theirtsos

» In that way the housing crisis from the problemsnoirtgage lending spread to
the rest of the economy.

This recession is now called the Great Recessioause it is the longest and deepest
since the Great Depression.

What can we do? When you are heading into a recess, there are several policy
options.

Fiscal policy includes tax and spending policjes.

Undertax policies you can reduce taxes so that people have moreyreft over to
spend. If people have more money (give money teesme in the audience), they may
spend it in restaurants and stores (give someeafribney from this person to the
restaurant), and the money they spend becomes entmnestaurant and store owners.
The owners of these businesses in turn may spenéyrand hire more workers. In this
way spending can increase economic activity andisifout of the recession.
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» The possible problem with this policy is that peoplay not spend the extra
money. If they are too frightened about losingrtjabs they will save the money
instead.

» The benefit of this policy is that compared to speg policies, it is relatively
quick for Congress to pass a tax reduction bill hade the money available to
people.

Underspending policiesthe government can spend money to create jobs. T
government can allocate money to build roads, lesdand schools. People would be
hired for these projects so they would have johd,with the jobs, money, which they
would hopefully spend to activate the economy.

» The possible benefit for this policy is that it caeate jobs directly—you don’t
have to wait for people to spend money in ordepiwple to be hired into jobs.
You can target new projects so that new workerdigieel. You can also target
projects and services you may want—Ilike neededdshmads, etc.

» The possible problem with this policy is that keéa longer for Congress to decide
where to spend the money, and after these deciarensmade, for these projects
to begin and for people to be hired. You can baetbday—some of the
spending money allocated to get us out of the seoedias not been spent.

In contrast to fiscal policy is monetary policy.

Monetary policy involves reducing interest rates so that moredaae given out and
spending increases.

The idea behind monetary policy is that if intemedés are reduced, people are more
likely to buy cars and houses since the cost tanite these is lower. Auto and
construction workers then become employed in a@leroduce these. These workers
would spend their money on restaurants and vacatamd business owners (point to
these) have income to spend.

» This policy works first through auto and homes aprkads to the rest of the
economy.

> Interest rates are set by the Federal Reservehwiais kept interest rates low in
order to lift the economy out of the recession.
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Questions for Discussion

[NOTE: Divide participants into small groups of faar five people and have them
discuss the following question for about 20 minutelswve them report their decisions (or
debate if there was no consensus) to the entirgpgio

Since Congress has a say only on fiscal policgudis these policies. What would you
do? Reduce Taxes? If so, who gets their taxagesl? Increase government spending?
If so, what would you spend it on?

Discussion

There was a lot of debate about how to get out@fécession. The result was the
American Recovery and Reinvestment ActPassed in February 2009, it cost $787
billion. Its purpose was to use fiscal policy torailate the economy.

It includes bothax cuts plus spending on public works projectsication, health care,
energy, and technology.

More than 74% of the money will be spent withinmh8nths.

[NOTE: See slides for details about this Act. dled text follows this section on page
43.]

[NOTE: THE FOLLOWING SECTION IS OPTIONAL ]

[Note: Have participants break into small groupfoar or five people to discuss the
American Recovery and Reinvestment Act for aboeinty minutes. Then have them
report to the full class what they think.]

Optional Questions for Discussion

Do you agree with the provisions in the Americaodvery and Reinvestment Act?
Disagree? Are there any problems with it?

Optional Discussion

The criticisms of the policy is that

1. Not enough money is being spent to get us biliteorecession. (We can only wait
and see if it's enough spending to create jobs.)
2. Too much money is being spent.

“This is so much money that if you began spendihgilion per day when Christ was
born, we would not yet be in 2009 to the full adghis bill.”
-- Senator David Vitter, Republican of Louisiana
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The US Government budget deficit is $1.6 trillion.

Thebudget deficitis the amount the government spends that exchedatount it
receives from tax revenue.

e As a comparison, the deficit in 2008 was $438duilli
e The previous record was $413 billion in 2004.

The deficit will grow to $1.75 trillion from theistulus packagé?

The US Government Debt is $11 trillion.

IGovernmentiebt is the total amount the government owes fromhallytears of deficitss.

(Deficits are by year; the debt is the total amawéd from accumulated deficits over
the years.)

» The major criticism of the stimulus bill is thatetAmount of money being spent is
so much that it will increase inflation or interestes.

Inflation is the rate (the percentage change)phags increase.

The belief that government spending can fuel irdfastems from the idea that there is a
limited capacity in the economy—only a certain amtaef workers and materials
available. The fear is that if the governmentosrgling money building roads, schools
and bridges, it can reach this capacity. With tsgms of supplies and materials, prices
can increase, as we saw in the potato chip econditith shortages of workers, wages
can increase and with this, the prices of prodizsworkers produce. (Although the
government may not increase fees for its servimesinesses may pass on higher costs as
prices increase-)

Let’s turn to the interest rate argument. In otdgpay for the stimulus package, the
government borrows money by selling bonds, just tkrporations do. (Address the
investor.) You have money to investou give the government $100 for a boial ten

2 The Obama administration says that the deficitélreduced to $533 billion by 2013 from withdragi
from Iraq, higher taxes on the wealthy and redutinxgoopholes for investments abroad.

13 Keynesian economists, those who believe that éermment should increase spending during
recessions, argue that during recessions, thansuch extra capacity in the economy—which is why
there is a recession—that there is no fear of aging inflation to any problematic level. Theymisgue
that deficits are not a problem if they fund inveshts that will pay off in the future. Just asibften
beneficial to go into debt to attend college (bseaone will recoup the costs of college througlinéig
earnings after graduation) it may make sense fogtdvernment to go into debt under certain
circumstances. Keynesian economists believe thigficit government spending ends a recessios, thi
will lead to jobs and higher tax revenue as incoaras profits recover.
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years the bond will be worth $150. The interest g@u receive is 5%. What happens
when the government has to pay back this investiosells another bond!

Many economists believe that there is a limit tavhouch the government can borrow.
Why?

1. If the government continues to borrow monegaahe point in order to entice
investors to buy additional bonds, it has to insestlhhe money investors receive. In our
example, the government may not be able to selli®dor $100 that can be redeemed
after 10 years for $150. They may have to seliéhmonds for $90 instead in order to
interest investors. This increases the interesttoa6%"*

2. This increase in interest rates can dampeedbromy. This is because interest rates
tend to rise and fall together, due to competifmrfunds. If the interest rate paid to US
Government bonds has increased, why put your saving CD, money market or
savings account? In order to attract funds, tter@st rates on these alternatives may
increase. But if banks must pay more money toetlaesounts, it may charge more
interest for loans in order to maintain its profitacreasing interest rates on loans has a
dampening effect on the economy. Fewer peoplevedeans for cars and homes, so
fewer auto and construction workers are hired. s€heorkers spend less money since
they have less income, reducing activity in thenecoy.

3. Some economists also fear that with the govemitm@rowing more money, it's
harder for businesses to borrow money. Since tmges businesses is riskier than
investing in the US government, businesses hawfféo higher interest rates on the
money they borrow, increasing their costs of bussrend reducing profits. This may
lead to fewer jobs.

The debate in economics is precisely where thesslare for government borrowing
and when these consequences will occur.

Additional Talking Points on the American Recoveryand Reinvestment Act
[Note: Some programs are repeated in differerggmates]

1. Tax Cuts
$282 billion, or 35% of the stimulus money, redutzes to individuals and businesses.

Individuals
a. Income tax creditSof up to $400 for workers and $800 for couple2009 and
2010. This was accomplished through reducing pegikchax withholdings. On
average you will receive $8/week extra. Individuaarning up to $75,000/year

14(150-90)/10.
15 Tax credits reduce your income taxes by the amoiiite credit. If you don’t owe any taxes, you
receive a refund for this amount.
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and couples earning up to $150,000/year will rexéie full credit. You don't
qualify if you make over $100,000/year for indivads or $200,000 per year for
couples.

b. First time homebuyers can reduce their fedacalme taxes up to $8000 if they
purchase a house before Dec 1, 20009.

c. You can deduct the sales tax you pay on a rewhat costs up to $49,500.
(Individuals earning up to $125,000 and couplesiagrup to $250,000 qualify.)

d. Higher education tax credit of $2500.

Businesses

a. Can reduce taxes if they purchase new machinagedlin service in 2009
(through accelerated depreciation).

b. Other tax breaks.

2. $120 billion for spending on infrastructure

$8 billion for high speed rail

$8.4 billion for mass transit

$29 billion for highways and bridges (creating &&8) jobs)
$11 billion to modernize electricity infrastructure

$6 billion for water projects

$6.5 billion to repair and build military housingdfacilities
$4.5 billion to make federal buildings energy aéfitt

$4 billion to repair public housing

$7 billion to expand broadband access

3. Education

* Increases Pell Grant by $500/person to a maximu#b850 for this fall.
» Tuition tax credit of up to $2500.
» $4 billion to Head Start, which is pre-school fowtincome children.

4. $94 billion in aid to the states

a. $87 billion to help fund Medicaid, the heatikurance program for the poor.

b. $54 billion for states with budget shortfatisprevent teacher layoffs in school
districts and colleges. States can use some ahimey to modernize school
buildings.

c. $9 billion to increase unemployment insuraneeefits by $25/week, and extends
benefits through 2009 if they run out.

d. $25 billion extends unemployment benefitthtuse looking for part-time work,
those who quit work for family obligations, and p&who no longer qualify for
unemployment insurance and are in job training @Eog who can’t find work.
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5. Aid to the needy

$20 billion for food stamps over several years%olificrease in benefits
($63/month for a family of three).

A one-time payment of $250 to those receiving Sddgcurity, Veteran'’s
Benefits, and SSI (disability).

Expand EITC (tax rebates for low-income workersjtryear.

$4 bill for job training.

$2.1 billion for Head Start.

$2 billion for child care subsidies.

6. Energy programs: $45 billion

$13 billion: make federal buildings and public himgsmore efficient and
weatherize 1 million homes.

$10 billion: modernize electricity grid.

$20 billion: tax incentives for wind, solar, hydi@newable) energy sources.
Tax credits for buyers of plug-in hybrid cars. Thén create as many as half a
million jobs.

$18 billion: environmental projects: clean watéwpfl control, pollution cleanup.
This can create 375,000 jobs.

7. Research and Development

a. National Institute of Health: $10 bitio

This is a 34% increase in the National Institutéleflth’s budget (From $29 to $39
billion). Building and equipment projects will alsbdb2 billion in the Bethesda, MD
NIH campus and universities across country. Mésh® money will fund 15,000
more grants to scientists at universities.

b. $3 billion for the National Science Foundation.
c. $100 million for lab equipment at univéies.
d. $400 million to speed construction of a newutriletector in Antarctica, a radio

telescope in Chile, and advanced gravity wave ti@tem LA and WA.

e. $1 billion for the National Aeronautics and &p&dministration.
f. $1.6 billion for the Energy Dept. of the Offioé Science.

8. Aid to individuals

a. $25 billion to help workers keep health insuranceecage after being laid off.

The federal government will pay 65% of the premizwst for up to 9 months. To
qualify, one must have lost a job between 9/1/G8 H2/31/09, and one’s income
cannot be greater than $125,000 for individuals$2%&D,000 for families.

b. Tuition tax credit of up to $2500.
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9. $13 billion for housing programs

10.  $19 billion to digitize medical recordsand link up doctors and hospitals with
information technology.
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