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Chairman Greenspan, 2005:

e ...advances in complex financial products...
have significantly lowered the costs of, and
expanded the opportunities for, hedging
risks...The new instruments of risk dispersal
have enabled the largest and most
sophisticated banks, in their credit-granting
role, to divest themselves of much credit risk
by passing it to institutions with far less
leverage... These increasingly complex financial
instruments have contributed to the
development of a far more flexible, efficient,
and hence resilient financial system than the
one that existed just a quarter-century ago.
After the bursting of the stock market bubble
in 2000, unlike previous periods following large
financial shocks, no major financial institution
defaulted, and the economy held up far better
than many had anticipated.

©FRBNY

Chairman Bernanke, 2008:

e ..more fundamentally, the turmoil was the

product of a global credit boom, characterized
by a broad underpricing of risk, excessive
leverage by financial institutions, and an
increasing reliance on complex and opaque
financial instruments that have proven to be
fragile under stress. The unwinding of this
boom (and the associated financial losses) has
led to the withdrawal of many investors from
credit markets and deleveraging by financial
institutions, both of which have acted to
constrict available credit to households and
businesses.
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