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Michael Lewis is the Berkeley-based author of the recent football book made into a film, Blindside, and 
the earlier baseball book Moneyball about the Oakland A’s business (and baseball) model.  Still eaerlier 
he wrote Liars’ Poker about Wall Street in the 1980s and The New New Thing about Silicon Valley.  He is 
a superb researcher and writer. 
 
The Big Short is Michael Lewis’s telling of the story of the recent subprime lending, Wall Street financial 
meltdown that led to a gigantic government bailout of AIG and the big banks.  This is a very complicated 
story and my eyes glazed over once or twice, through no fault of Lewis’s writing.  One of the key lessons 
here is that fraud as well as incompetence --- and then graver harm to multitudes --- were facilitated by 
creating and allowing an unmanageable complexity into the financial world. 
 
Lewis tells the story with an unexpected focus on a few key individuals who saw the meltdown coming 
and bet on the collapse (“shorting” the market).  Steve Eisman, Michael Burry, Charlie Ledley . . . these 
guys (numbering maybe a dozen) were an unrelated set of brilliant and eccentric financial students and 
investors who saw that the subprime lending craze was vastly inflating profits but was a house of cards 
soon to come down.  They were brilliant guys, ready to take huge personal risks by investing everything 
they had and waiting for the crash.   Of course when the crash came their cash registers starting jingling 
and they are all megamillionaires today. 
 
Lewis does as good a job as anyone I have read explaining how the banks got into the business of wildly 
handing out loans to almost anyone breathing, how these loans were doomed to default when their teaser 
rates reset at a higher level after the initial two or three years, and how the commissions on these 
transactions blinded the banks to common financial sense, to say nothing of minimal ethics.  The rating 
agencies like Moody’s and Standard & Poor’s were a combination of crooked and incompetent:  granting 
AAA ratings to unresearched garbage loans.  The insurance companies, above all AIG, were just plain 
stupid to take on all their liability for the doomed loans. 
 
“A smaller number of people --- more than ten, fewer than twenty --- made a straightforward bet against 
the entire multi-trillion-dollar subprime mortgage market and, by extension, the global financial system. In 
and of itself it was a remarkable fact:  The catastrophe was foreseeable, yet only a handful noticed” (p. 
105).  As for the banks, they “disdained the need for regulation in good times [but] insisted on being 
rescued by the government in bad times” (p. 210).  “What’s strange and complicate about it, however, is 
that pretty much all the important people on both sides of the gamble left the table rich . . . The CEOs of 
every major Wall Street firm were also on the wrong side of the gamble.  All of them, without exception, 
either ran their public corporations into bankruptcy or were saved from bankruptcy by the United States 
government. They all got rich too.  What are the odds that people will make smart decisions about money 
if they don’t need to make smart decisions --- if they can get rich making dumb decisions?  The incentives 
on Wall Street were all wrong;  they’re still all wrong” (pp. 256-57). 
 
For an interesting commentary on Lewis and his Big Short, I recommend the March 15 Huffington Post 
article by Janet Tavakoli (President, Tavakoli Structured Finance) entitled “Michael Lewis: Junior 
Salesgirlieman.”  She is even stronger than Lewis in calling the financial breakdown a case of massive 
fraud. 
 
There are a lot of takeaway questions and lessons from The Big Short and more generally from the 
economic crisis it describes.  Accountability is certainly lesson one:  if you are truly responsible for 
something of value, you should be compensated,  But if you fail in your responsibilities and produce 
failure and harm, you need to be held accountable and pay the price.  Lesson two: too big to fail is too big 
to exist.  Where it is an oil company or a financial institution, size matters.  If the organization is 



uncontrollably big, it should be cut down to a more manageable size (good for competition also!).  Lesson 
three: transparency.  Lesson four: reduce conflicts of interest.  Cut ties between ratings agencies and 
financial institutions, between business and politicians (including regulators).  The fact that Robert Rubin, 
Timothy Geithner, and other Wall Street insider types are the designated leaders of our financial reform is 
a very bad sign. 
 
In brief, this is a very helpful book on a horrible story in world economic history. 
 


