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Part |

THE TWO CAPITALS



September 17, 2010

President Barack Obama dances lightly down the four marble
steps to the Rose Garden and across the flagstones to a waiting
lectern. He still glides, elegant and purposeful, in that tall man’s short-
step—a ballplayer returning to the court after a time-out.

Today, September 17, 2010, he has committed to putting some
“points on the board,” in the sports parlance of Rahm Emanuel, his
chief of staff. The president needs to show the country that he hasn’t
lost his game, the ineffable confidence, the surety of stance and
delivery that propelled a man with little political experience to scale
cosmic heights and to realize what felt, on Election Day, like
democracy’s version of the moon landing.

Through recent history, America has considered itself something of
a providential miracle, a country that kept finding reasons to believe in
its Manifest Destiny. That faith, sorely tested over the past several
decades, found itself restored with dizzying ebullience when Barack
Obama and his beautiful family stepped onto the stage in Chicago’s
Grant Park as America’s First Family. It was a sensation of such
intensity as to startle many across the country and around the world
into believing in the promise of America, the original and long-burning
beacon of the democratic ideal.

The legacy of that moment is ever more found in the lengthening
shadow it casts. In the nearly two years since, Barack Obama, like an
archangel returned to earth, has been forced to walk the flat land and
feel its hard contours. What, if anything, it has awakened in him
remains unclear—at present, he is clearly struggling to get his
bearings. And yet it is impossible to see the president and not search
out signs of that man from Grant Park, who strode so boldly across
history’s confetti-strewn stage.



On this warm late-summer afternoon, with Congress out of session,
Obama has convened the press to announce the launch of a new
agency, the Consumer Financial Protection Bureau. It has been
designed to protect American consumers from the predations of the
financial services and banking industry, which over the past couple of
decades has grown vast and insatiable by inventing, for the most part,
new ways to market, sell, and invest in debt.

The woman standing awkwardly at Obama'’s left hip, Harvard Law
School professor Elizabeth Warren, has become the nation’s town
crier on the subject of bankruptcy and debt. In the two years since the
economic crisis, she has emerged from nowhere to trumpet the story
of how debt was turned into a velvety weapon, how engorged financial
firms deceptively packaged it, sold it as securities, and extracted
usurious profits from American consumers, especially those in
America’s once-vaunted middle class. The notion of a consumer
financial product agency, a freestanding, independently funded entity
like the Federal Communications Commission, was originally hers,
unveiled in an article she published in the spring of 2007. The truth is
that no one much cared for the idea, until her unheeded concerns
turned up at the center of the worst financial meltdown since the Great
Depression.

So today is a long-delayed victory for Warren—almost. Somehow
nothing in the Rose Garden is quite as it seems. The president praises
Warren, whom he says he met at Harvard Law School, as though they
are old friends. They're not, and Warren only became a professor at
Harvard Law the year after Obama graduated from it. In fact, over the
past two years, while Warren has seen herself lionized on magazine
covers and in prime-time interviews as a leading voice for tough,
restorative reforms, the president seems to have been studiously
avoiding her. Part of the problem, clearly, is that she has been acting
the way people expected and hoped that man from Grant Park would.

This has caused discomfort not only for the president, but also for
his top lieutenants, including the boyish man in the too-long jacket at
Obama'’s right hip, bunched cuffs around his shoes, looking more than
anything like a teenager who just grabbed a suit out of his dad’s closet.
That's Treasury secretary Tim Geithner, looking sheepish. Only those



in his inner circle at Treasury, though, can precisely read what's behind
that expression: a string of private efforts across the past year to
neutralize Warren. The previous fall, Geithner huddled with top aides to
develop what one called an “Elizabeth Warren strategy,” a plan to
engage with the firebrand reformer that would render her politically
inert. He never worked out a viable strategy—a way to meet with
Warren without drawing undesirable comparisons—and so, like the
president, he didn't.

What the Treasury Department did do, unbeknownst to Warren,
was embrace demands from the banking industry to create a bureau
under the condition that Warren would not be allowed to lead it. But as
the financial-reform bill moved to a vote in early summer, industry
lobbyists were so aggrieved at the idea of an agency—they felt it
unsupportable under any conditions—that they didn’'t bother to call in
their chits on Warren.

In fact, they played it just so. The industry managed to get the
proposed agency shrunk into a bureau that would live under the
auspices of the Federal Reserve, the government's greatest mixed
metaphor of public purpose and private self-regard, representing as it
does the dual interests of a sound monetary policy and the health of
the banking industry. Beyond that, the bureau’s rules can be vetoed by
a two-thirds majority of a panel of other financial regulators—an
indignity of institutionalized second-guessing known to few other
agencies.

But after financial regulatory reform legislation passed in July, the
prospect of Warren at the bureau’'s helm quickly grew into a
movement: complete with Internet write-in campaigns, online petitions,
flurries of editorials, and even a viral rap video—certainly a first in the
history of appointing government regulators.

Warren would seem the easiest of choices. Since his earliest days
on the campaign trail, Obama had spoken passionately about
restoring competent government, and with it competent regulators.
With the midterm elections less than two months away, he could have
used a confirmation battle over Warren to draw a much-needed
distinction between his administration and those, mostly Republicans,
who dared to side publicly with America’s big banks and financial



firms. Warren's celebrated ferocity looked tailor-made to revive
Obama'’s vast grassroots campaign network. Like an encamped army
with nothing to do, the foot soldiers of the campaign had fought among
themselves a bit, eaten the leftover rations, and then drifted back to
private life. Field commanders still in touch with the White House
signaled by midsummer that a Warren confirmation battle would rally
the troops and, according to one, “at least show what we stand for.” On
the other side was the financial services industry, which hurled
nonspecific attacks at Warren, claiming she was arrogant,
disrespectful, and power-hungry. It had begun castigating Obama as
“antibusiness,” a charge the industry asserts would be definitively
confirmed by the appointment of Warren.

In mid-August, Warren was finally called in to meet with the
president. Obama began their sit-down saying, “This isn't a job
interview.” It wasn't. The president had already decided what he was
going to do, in a managerial style that had become his trademark:
integrating policy options and political prognostication into a
prepackaged solution—announced before the game even started.

Combatants over a Warren nomination will never take the field.
Shuffling papers on the lectern in the Rose Garden, Obama says, with
a few passive locutions, that Warren will be on the search committee
to find someone to run the bureau:

“She was the architect behind the idea for a consumer watchdog,
so it only makes sense that she’d be the, um . . .” He stumbles briefly,
as though the text is pulling him off balance. “. . . She should be the
architect working with Secretary of Treasury Geithner in standing up
the agency.” He adds that she’ll be an adviser to both him and
Geithner and “will also play a pivotal role in helping me determine who
the best choice is for director of the bureau.”

That's basically it. None of the troops are energized, and anyone
who feared the financial debacle might produce a true innovation, a
rock star regulator, is left unruffled.

The press conference ends with reporters shouting as the
president turns to leave. One yells above the rest, “Why didn’t you put
her up for confirmation?”

A moment later the president walks from the Rose Garden to the



basement of the White House. Having finished with Geithner and
Warren, he strolls unaccompanied, free of handlers and Secret
Service, through a long subterranean hall on his way to the Situation
Room.

“Hey, Alan, how you doing?” he pipes up, spotting Assistant
Secretary of the Treasury for Economic Affairs Alan Krueger coming
the other way. Krueger carries an additional title, held over from the
nineteenth century: chief economist of the United States.

“Just fine, Mr. President” a somewhat surprised Krueger
responds. “In fact, today’s my birthday.”

The two men stop to chat for a moment at the entrance to the White
House mess. The president has grown to appreciate Krueger’s input
over the past eighteen months. A Princeton professor and frequent
stand-in for Geithner at Obama’s morning economic briefing, Krueger
is something of an oddity in the upper reaches of government: he’s an
actual researcher. Typically, high-ranking economists do their
substantive, elbows-deep research in the earlier stages of their
careers. Not Krueger. Not only had he been publishing groundbreaking
studies up until joining the administration in January 2009, but he had
also gone so far as to commission targeted research over the past
year, using Princeton funds and resources when he found the
government's research apparatus too slow.

The current economic crisis, he felt, was too thorny and too unusual
not to study with fresh eyes and first questions. Characterized by both
rock-bottom interest rates and a catastrophic deleveraging spiral, the
crisis defied most historical precedents from which actionable policies
might be drawn. And the White House needed nothing so much as a
stream of creative remedies, one right after the next.

The administration undershot the crisis, convincing itself by the
summer of 2009 that the economy had turned the corner and, at the
same time, recognizing that it would be a jobless recovery of stunning
disparities, with restored GDP growth alongside fast-rising
unemployment. In fact, internal administration projections in June 2009,
when unemployment was at 8 percent, noted that joblessness would
average a whopping 9.8 percent in 2010. Krueger and others began to
work furiously to find innovative ways that the government might



stimulate job growth. Being a close friend of both National Economic
Council chairman Larry Summers, who was his graduate adviser at
Harvard, and Office of Management and Budget director Peter
Orszag, whom he mentored at Princeton, made Krueger one of the few
people to whom both of Obama’s top economic advisers deferred. All
to no avail. After the stimulus bill was passed in February 2009, little
else happened on the jobs front for a year and a half. Proposals were
talked to death without resolution; the few that were adopted tended to
lack a coherent political strategy to make them legislative reality. The
day before, the Census Bureau had announced that poverty had hit a
fifteen-year high. Even the Wall Street Journal's editorial page had
bemoaned that middle-class incomes dropped a stunning 5 percent
between 2001 and 2009, a lost decade laying claim to the country’'s
worst economic performance in half a century. Unemployment stood at
precisely the 9.8 percent the administration’s prognosticators had
foretold.

Obama, who was at the center of this dispiriting process, tried to
keep things light and breezy in the hallway with Krueger. He seemed
improbably ebullient, wanting to talk.

“So, how old?”

“A little older than you,” Krueger says. “Just turned fifty.”

Obama steps back, appraisingly.

“Fifty? You're looking pretty good for fifty.”

He means it. Krueger notices for the first time that the president, a
year his junior, has really aged in office, bits of gray hair now sprinkling
his crown, wrinkles growing around his eyes. Krueger is about to say,
“Well, my job’s easier than yours,” but he catches himself and instead
goes with “You should see me on the basketball court.” Maybe this will
win him an invitation to one of Obama’s famous five-on-fives.

None forthcoming, and Obama closes it out. “So what are you
doing for your birthday?”

“Going back to Princeton,” Krueger says. He’s a breath away from
adding: soon for good.

He’s through with D.C. He has decided to return home a day after
the midterms, exhausted for sure, but more than that, tamping down
the sense of missed opportunity. As the two men part, he can’t help but



wonder if Obama feels the same way. How could he not?

Wiaiting in the Oval Office are Jann Wenner, the founder of Rolling
Stone magazine, and his executive editor, Eric Bates. They have been
there for an hour, since just before the Elizabeth Warren event, waiting
and preparing for an interview with the president. Rolling Stone, failing
to score an Obama interview since the campaign, has nonetheless
gone through a renaissance in the past two years, dealing some of the
most forceful criticisms of Wall Street and Washington and the
collusion between the two, with targeted shots directed at both
Goldman Sachs and Obama himself.

So, for the president, today is all about forcefully answering the
charge from the progressive community—and a great many
independents—that what got him elected has not been evident in his
governance. The administration’s strategy is to emphasize that the
distance between the hopes of Grant Park and the trimmed ambitions
of legislative pragmatism is not a fissure, rupture, or acquiescence, but
rather the hard reality of governing in a partisan era. All the better for
those words to appear in an organ of criticism, which is why Rolling
Stone was chosen.

Obama enters his famous office and compliments Wenner, the
stylish, aging hipster, on his colorful socks: “If | wasn't president, | could
wear socks like that.” Then he settles himself into a wing chair between
marble busts of his heroes, Abraham Lincoln and Martin Luther King,
Jr.

Obama is ready to rebut criticisms head-on. But the questions
today do not pose much of a challenge, beginning with standard fare
about the state of the economy he inherited and Republican obstinacy
that, the president notes, reared up a day before his inauguration even,
when he learned that the Republican Caucus would vote as a bloc
against the stimulus package, even though it included tax cuts and
other features they'd asked for.

Fifteen minutes have passed before he gets the first tough
question, about how his “economic team is closely identified with Wall
Street and the deregulation that caused the collapse.”

The president gives a revealing response, noting that while Tim



Geithner and the proud and obstreperous Larry Summers never
actually worked for Goldman Sachs, “there is no doubt that | brought in
a bunch of folks who understand the financial markets, the same way,
by the way, that FDR brought in a lot of folks who understood the
financial markets after the crash, including Joe Kennedy, because my
number-one job at that point was making sure that we did not have a
full-fledged financial meltdown.”

To compare Geithner and Summers to Joe Kennedy is a reach.
Kennedy was so instrumental for Roosevelt in setting up the Securities
and Exchange Commission because he knew Wall Street from the
inside as a master operator, had made all the money he could ever
need, and, crucially, was bursting with zeal to move into the public
sector and never look back, even if it meant that his old colleagues
from Wall Street wouldn’t invite him to dinner ever again. There has
been no one remotely like this in a position of real power under
Obama—especially not Summers or Geithner. The irony of Obama’s
Joe Kennedy reference is that a comparable figure, in equal measures
expert and unencumbered, is precisely what he has needed, and
lacked. This is something Obama surely knows at this point.

There are more answers of this sort going forward: clever—
respectfully acknowledging opponents’ positions, even those with thin
evidence behind them, that then get stitched together into some
pragmatic conclusion—but hollow. With today’'s Warren announcement
also part of the broader counterattack on progressives’ criticisms, the
president then unabashedly champions Warren, speaking as though
he has named her head of the bureau. A light bit of chat about Paul
McCartney and the Obama girls closes out the lengthy (hour-and-
change) interview. Obama bids the visiting journalists adieu and
leaves to confer with aides outside the office.

Then suddenly he’s back, enlivened and ready to say something—
as if the person the journalists had sat with for the last hour in the Oval
Office was not the person he’d intended for them to meet.

“One closing remark that | want to make: It is inexcusable for any
Democrat or progressive right now to stand on the sidelines in this
midterm election. There may be complaints about us not having certain
things done, not fast enough, making certain legislative compromises.



But right now, we’ve got a choice between a Republican Party that has
moved to the right of George Bush and is looking to lock in the same
policies that got us into these disasters in the first place, versus an
administration that, with some admitted warts, has been the most
successful administration in a generation in moving progressive
agendas forward. The idea that we’ve got a lack of enthusiasm in the
Democratic base, that people are sitting on their hands complaining,
is justirresponsible.”

He continues, passionate, punching the air, throwing some jabs at
527s and the Roberts Court, which had freed companies to spend at
will, without disclosure, as political actors, leaving Democrats heavily
outspent in the current midterm campaign. Then he brings it to a
crescendo.

“We have to get folks off the sidelines. People need to shake off
this lethargy, people need to buck up. Bringing about change is hard—
that's what | said during the campaign. It has been hard, and we’ve got
some lumps to show for it. But if people now want to take their ball and
go home, that tells me folks weren’t serious in the first place.”

The speech he'’s referring to “during the campaign” was witnessed
by only a few hundred people. It was the darkest moment of his run, in
early October 2007, after an American Research Group poll put him
33 points behind Hillary Clinton, with only three months to go until the
all-iimportant lowa Caucus. Obama gathered his National Finance
Committee, the campaign’s top givers, in the auditorium of a Des
Moines hotel for a do-or-die meeting. He explained to them that they
were running a different kind of campaign, a genuine from-the-bottom-
up, grassroots effort, that it had never been done before, not like this,
and that it took time for those roots to take hold. The heavy hitters
nodded: fine, they understood the concept. But it wasn’t working. The
dispiriting national polls were one thing, but a recent Des Moines
Register piece had Obama running third in lowa.

Obama listened to them air their doubts for an hour or so before
responding. Then his gaze, filled with the flinty resolve of tough love,
swept over the crowd.

“Did you think | was kidding when | said this was the unlikely
journev? | never said this was qoing to be simple or easy. You thought



this would be simple? Change is never simple. Change is hard.” He
dug deep, his voice dropping to a whisper. “Listen, | know you're
nervous. | understand. But if you're nervous, I'll hold your hand. We're
going to get through this together. | promise we will. And if we can win
lowa, we’ll win this country.” Many of those in the room, among them
not a few Wall Street financiers, cheered, moisture creeping into their
eyes. They opened their wallets, one last time, giving a campaign on
life support a final transfusion. Of course, he did go on to win lowa and
“win this country.”

Now Obama is in the depths again, but there’s no one’s hand to
hold. No one, outside of a few people in this iconic building,
understands what the past two years have held, or what they've
revealed to this man and those gathered tightly around him.

By being himself—an alluring and inspiring self, supremely
confident yet expressing humility, speaking powerfully of grabbing
history’s arc and bending it toward justice—Obama became the first
black president. But more and more, walking the halls of this building,
he doesn't feel like himself—someone who could bring people
together, who could map common ground and, upon it, build a future.

Disputes among his top advisers have become so acute, so fierce,
that the president has had to step in and mediate many of them
himself. He’s not getting what he needs to manage this daunting job,
and some advisers have become convinced that his lack of
experience, especially managerial experience, may be his undoing;
that, at a time of peril, the president may simply not be up to the
demands of this moment. But his gratitude for those who’ve ushered
him to power, and have walked with him through battle, gets in the way
of tough love, at least with those closest to him. There are top aides
he’s wanted to remove for months or even longer, but can't seem to.
He knows he should, that no organization can run without
accountability.

But today, as he runs between events and interviews—struggling to
square the circle between pitiless reality and high ideals that, on
Election Day, allowed him to claim kinship with FDR—President
Obama is feeling oddly buoyant.

In the past few days, he’s caught a break. The mayor of Chicago



decided not to run for reelection. That means his chief of staff, Rahm
Emanuel, will be seeking “other opportunities” and the president won't
have to worry about firing him.

All taken care of. Emanuel will be out by month’s end to resume his
political career. Many other top advisers are now planning their exits.

After that, maybe Obama can at least attempt a fresh start, a next
chapter. There’s no perch, anywhere, like the presidency, with the daily
burdens of office, the weight of history—and all in a fishbowl, with the
world, some of it malevolent, watching every move. Which is why a
president who doesn'’t feel quite like himself often portends a crisis of
leadership. But change presents opportunity—always—and the ground
is now shifting beneath Obama'’s feet. And soon enough, the president
of the United States may get a chance to resume his conversation with
the men whose busts stare from the cabinet behind his favorite wing
chair, looking, with icy grandeur, over his narrow shoulders.



The Warning

Senator Barack Obama slipped out of the swelter of an
unbearable Washington day—August 1, 2007, with the temperature
nosing up toward a hundred degrees—and into the nondescript, six-
story building a few blocks from the U.S. Capitol. This office, his
campaign headquarters, abuts Armand’s Original Chicago Pizzeria,
and with windows open to catch a faint breeze, the air inside smelled
of baked dough and marinara.

And a pinch of doubt. Running for president was turning out to be
harder than Obama had figured, which was not to say he’d expected it
to be easy. He said all the time that “change is hard” for anyone, and
he included himself. But the nature of the challenges seemed to
surprise him, demanding that he narrow the scope of his personality
and exhibit more discipline than even he, a disciplined man, was
accustomed to.

What had become clear to those at campaign headquarters and
beyond was that the senator had lost his early rhythm, his perfect pitch.
This sort of thing happened; Babe Ruth led the league in strikeouts the
same year he hit sixty homers. But everything had been going so well.
Obama’s ascent was already one of the most astonishing in modern
political history: from lowly state senator to presidential candidate in
just three years.

He had become a sensation on the power and perfect cinema of a
few brilliant speeches. First, the show-stealing turn at the 2004
Democratic National Convention: “I stand here knowing that my story is
part of the larger American story . . . and that, in no other country on
earth is my story even possible.” Then his declaration of candidacy on
a freezing February day in Lincoln’s own Springfield, lllinois: “If you
sense, as | sense, that the time is now to shake off our slumber, and



slough off our fear, and make good on the debt we owe past and future
generations, then 'm ready to take up the cause, and march with you,
and work with you. Together, starting today, let us finish the work that
needs to be done, and usher in a new birth of freedom on this earth.”
Heady and stirring, with the artful finish that yoked together two of
Lincoln’s most famous lines.

But it was hard to know how even Lincoln’s rhetorical genius would
have met the awesome challenge of modern politics: to explain hugely
complex problems and offer first-step solutions in all of sixty seconds.
Hillary Clinton could do it just like Lincoln split wood: steady and true,
swing by swing, as the clock ticked—fifty-four seconds . . . fifty-five . . .
fifty-six—her final summarizing sentence would hit its period and leave
her three seconds to step back and consider what she had said, as
though it had all just dawned on her. Obama watched her, on stage
after stage, suppressing his amazement. He found the demands
confounding and unreasonable, and he responded with a professorial
mien, oddly uncertain, offering what felt like introductions to
dissertations never to be completed.

The prepared speech, meticulously crafted and delivered, was his
forte. So that very August morning, he led with his strength—a finely
wrought policy address to highlight his one major difference with
Clinton and most of the Democratic field: early opposition to the Iraq
War. The contours of the current foreign policy debate turned out to
have been mapped back in October 2002, when members of
Congress, among them Clinton, authorized the invasion of Iraq. The
then-unknown lllinois state senator spoke out against the decision at
the Federal Plaza in Chicago. Little noted at the time, Obama’s
speech was cited exhaustively through the first seven months of his
presidential campaign, particularly its Lincolnesque finish: “We ought
not, we will not, travel down that hellish path blindly. Nor should we
allow those who would march off and pay the ultimate sacrifice, who
would prove the full measure of devotion with their blood, to make such
an awful sacrifice in vain.” To summon the dreadnought term “in vain,”
even as the country marched to war back in 2002, was indeed
audacious. Hoping to make the leap from debating highway bonds in
Springfield to debating the country’s future at the heart of the national



fray, Obama astutely noted that the deaths in wars of necessity were
materially different from those in wars of choice, and that the latter
carried a distinct and dangerous moral liability.

While the country had moved in Obama’s direction, granting him
precious political capital, to be president he would have to go beyond
a simple antiwar stance to paint his own compelling picture of
“America in the world.” Hence the morning’s address, given at
Washington’s Woodrow Wilson Center, covering everything from
“getting out of Irag and onto the right battlefield in Afghanistan and
Pakistan” to “restoring our values and securing a more resilient
homeland.” The speech was tough, hawkish even, and doubled down
on his offnrand comment from a month back—criticized by Clinton as
naive—that he would reverse Bush’'s policy of refusing to negotiate
with rogue states, including Iran. “Presidents,” he said, “can’t only meet
with people who will tell them what they want to hear. President
Kennedy said it best: ‘Let us never negotiate out of fear, but let us
never fear to negotiate.” ”

An audience of former national security officials and veteran
reporters, definers of the conventional wisdom, responded that he was
no Jack Kennedy. They swiftly connected his speech’s opening
statement of support for a Wilson Center scholar imprisoned by the
Iranians with its summation that “Iran presents the broadest strategic
challenge to the United States in the Middle East in a generation.” By
early afternoon, online and cable news pundits were saying that
Obama was now openly threatening the Iranians.

“Did | say | was going to bomb Iran? Did you hear me say that?”
Obama groused into the speakerphone, as he settled into the second-
floor conference room at campaign headquarters.

“No, Barack,” said the crackling voice of Dan Tarullo, a top
Treasury official under President Clinton, now advising Obama on the
economy. “I definitely didn’t hear you say that—or anything like it.”

Obama exhaled in frustration, drawing sympathetic nods from a
group of economists gathered around the conference room table. It
was two o’clock and they had booked the room for the next two hours,
an eternity in the minute-by-minute scheduling of a campaign. Even
before the lukewarm response to that morning’s speech, the reason for



today's meeting was clear: attention-grabbing domestic policies
looked like the only way his campaign was going to generate forward
motion. Obama needed some—and fast. An NBC News/Wall Street
Joumal poll released the day before showed Hillary Clinton with a 21-
point lead.

Obama grabbed a water bottle, nodded to his economic team
leader, Austan Goolsbee, and settled into that mindful, Zen hyper-focus
that had, since his law school days, impressed just about everyone
who saw it.

Goolsbee opened the meeting by running through a few top items
—relations with China, capital gains taxes—then guided the
discussion over to free trade. There was no real sense of urgency to
any of this, however, and for seemingly good reason. GDP growth was
still strong, unemployment was at 4.7 percent, and inflation was low.
With the Fed keeping interest rates low, credit continued to flow so
cheaply that few could refuse borrowing. Goolsbee took advantage of
a small lull in the conversation to introduce a newcomer to the group.

Alan Krueger—at that point a top economic adviser to Hillary
Clinton—was doing a bit of candidate shopping today. The value of the
Princeton professor, to any candidate, was not only his contacts but his
ecumenical appeal at having managed to retain the respect of both
warring kingdoms of economics: the rationalists, with their abiding
faith in the profitable mathematics of market efficiency, upon which
much of the financial and political realms still relied; and the
behaviorists, led by Krueger’'s Princeton friend Daniel Kahneman,
who’d teased out the subtle biases that impel seemingly sensible
actors to act against their best long-term interests. The latter group
was clearly on the rise.

Krueger broke out a set of packets from his briefcase that showed
why. The country, relying ever more singly across three decades on
unregulated markets and the “wisdom of crowds™—of each rational
economic actor, from steelworker to housewife to CEO, acting in his or
her own best interest—was displaying dangerous imbalances. Certain
groups were racing forward, increasing their lead. Many others, falling
farther and farther behind. There were countless debates about
whether the economy was in a postindustrial transition that revealed



the lights of Joseph Schumpeter’s “creative destruction,” soon to yield
more robust and widely distributed prosperity, or of simply destruction
that increasingly profited those who were already ahead, as in a
marathon where only the leaders got to grab cups at the water table.

Krueger passed around copies—eighteen slides, each a chart of
blazing, graphed insight. Taken together, the charts dug beneath the
standard confidence-affirming economic indicators to reveal
underlying fragility in the U.S. economy.

The first chart, “Growing Together (1947-1973) vs. Growing Apart
(1973-2005),” might have been called “A Crisis of the American
Dream.” It showed the glory days, those first twenty-five years after
World War I, when real income for all families grew at nearly 3 percent
a year and the highest increases flowed to those at the bottom, in
greatest need. Since 1973, the chart showed, income growth had
been negligible, less than 1 percent annually, for four-fifths of all
families. The top 5 percent of the country had done very well, with
family income rising about 2 percent a year, but real hourly wages had
fallen for almost everyone else, failing even to keep pace with inflation.

Other charts looked at the fortunes of specific demographic
groups, showing their earnings increasingly driven by educational
attainment, a strengthening area for women. Men, on the other hand,
had seen a dramatic downdraft in almost every measurement since
1983, including a startling decline in job stability for all age groups.

Krueger put it to Obama bluntly. The American workforce was on
an unsustainable course: overworked, heavily stressed, inadequately
insured against rising health costs, and moving more deeply into debt
each year. Other economists at the table jumped in to say that
household debt, commonly between 30 and 50 percent of GDP, had
more than doubled since 2000, to almost 700 percent of GDP.
Savings rates, usually around 10 percent of income, were now
negative. Like a car with rusted axles, the group agreed, the American
worker needed to hit just one deep pothole—a big medical bill, a
broken furnace, a salary cut, a lost job—and the wheels would come
off.

“And the weakest link in this chain is the country’'s male workforce,”
Krueger added, explaining that men had been steadily dropping out of



the labor market since the early 1990s. The losses had been stanched
and obscured in part by the housing boom, which had brought with it
plenty of construction jobs.

Obama turned to Goolsbee.

“But aren’'t we already seeing excess capacity in housing?” he
asked. “Aren’t values starting to plateau?”

Then everyone at the table had something to say. Talk about
housing values will do that. The presumption still existed that real
estate prices were special, defying basic laws of economic gravity, but
this view had begun to erode. Federal Reserve chairman Ben
Bernanke had claimed a few weeks before that losses resulting from
the subprime mortgage mess would not exceed $100 billion, about
one-third the size of the 1990s savings-and-loan crisis, and spoke of
how the Fed’s two-decade, liquidity-above-all policy would keep credit
flowing and continue to buoy residential and commercial building, at
least for now.

Obama took a swig from his water bottle and sat up, ramrod
straight. “Okay, in year two of my administration, when the housing
bubble finally bursts, | come to you guys as my economic advisers and
say, ‘What do we do!” Well, what do we do?”

Feeling suddenly like advisers to the president, the group burst into
a debate about where ten million low- to moderately skilled male
workers might go. Obama mentioned his energy policy, the current
core of his domestic platform.

“Tops, we’'d be producing just two million jobs, in all the areas:
wind, solar, all renewables,” Goolsbee said. “And some of that will be
offset by expected job losses in the oil sector, if we ever get that far.”

It was a disappointing number. Others groped around for “sunrise”
industries that might catch fire, with a targeted government subsidy
lighting the match. It did not take long to settle on the health care
sector, which was growing steadily as the population aged. That was
where the jobs would be: nurse’s aides, companions to infirm seniors,
hospital orderlies. The group bandied about ideas for how to channel
job-seeking men into this growth industry. A need in one area filing a
need in another. Interlocking problems, interlocking solutions. The Holy
Grail of systemic change.



But Obama shook his head.

“Look, these are guys,” he said. “A lot of them see health care,
being nurse’s aides, as women’s work. They need to do something
that fits with how they define themselves as men.”

For a politician, Obama laid claim to a heavy dose of the writer’s
sensibility: an inclination to look, deeply and unsentimentally, at the
inner workings of the human heart. As the campaign kicked up, this
side didn't appear very much, or certainly not as often as it did a
decade before, when he finished writing Dreams from My Father, a
book in which he deconstructs himself, piece by piece, and then
rebuilds the corpus to display an extraordinary map of identity—with its
many conflicts and comforts—in the modern world.

This writerly instinct still popped up in times of need, and with it, a
sort of empathetic acuity.

As the room chewed over the non-PC phrase “women’s work,”
trying to square the senator’s point with their analytical models,
Krueger—who was chief economist at the Department of Labor in the
mid-1990s at the tender age of thirty-four—sat there silently, thinking
that in all his years of studying men and muscle, he had never used that
term. But Obama was right. Krueger wondered how his latest research
on happiness and well-being might take into account what Obama had
put his finger on: that work is identity, that men like to build, to have
something to show for their sweat and toil.

“Infrastructure,” he blurted out. “Rebuilding infrastructure.”

Obama nodded and smiled, seeing it instantly. “Now we’re talking.
... Okay, let's think about how that would work as a real centerpiece.”

No longer sitting back, the senator proceeded to guide a
discussion on how the nation’s decaying infrastructure was the
Achilles’ heel of the U.S. economy; how the electrical grids people
were building in Hong Kong and Mumbai were superior to ours; and
how the states were strapped for cash, with tight budgets and statutory
spending limits, leaving only the federal government to take up the
cause. “Don’t even get me started about potholed highways and
collapsing bridges,” Obama said. They talked logistics and scale: how
to fund it, how to make it a sweeping national effort.

And there it was: the mind of a man who hoped to be president,



showing how it bent toward integration; coolly fitting disparate,
competing analyses into a coherent whole and then seasoning this
with a dollop of trenchant human insight. And just like that, a policy to
repair the nation’s infrastructure was born. The federal government, in
partnership with the private sector, would call upon the underemployed
men of America to rebuild the country, and in doing so restore their
pride.

That such sweeping public works take time did not seem to be a
disqualifier. Obama, Krueger, and the others believed they had what
they needed to design and execute a well-considered plan to address
the frailties of the U.S. economy and its workforce by building what the
country desperately needed.

Systemic problem, an integrated solution. This sort of thing got the
senator fired up. And now he was ready to go.

“Gotta preside over the Senate in fifteen minutes,” Obama said,
spirits visibly lifted. He grabbed his jacket and glided to the door.
“Good meeting. Real good.”

Three hundred miles north, at the Stamford, Connecticut,
headquarters of UBS, Robert Wolf looked through a glass partition
from his office, which hung like an emperor’s balcony above the largest
trading floor in the world. Below was a carpeted coliseum—a pit, two
football fields long, of financial combat. The four-o’clock bell had just
rung, ending market activity for the day and leaving an army of traders
and assorted assistants to mill about, filing paperwork and
straightening up.

Wolf loved this moment: the end of a trading day. Though now
chairman and chief operating officer of UBS Americas, the U.S.
operation of the Swiss financial giant, Wolf was still a trader at heart.
He missed the trading floor, its staccato beat and mathematical
finality, and he missed this moment, when the day's scorecards were
tallied.

Back in 1984, Wolf got his start at the Salomon Brothers trading
desk right out of the University of Pennsylvania, where he played
fullback. Work on the floor had felt like another contact sport. Trading
stocks and bonds, Wolf discovered, was still just a game of inches—
going head-to-head with someone on the other side of a trade. He



made money fast, a bit quicker off the mark than others and able to
match hustle with top-drawer math skills. When huge sums started
flowing through the market in the mid-"80s, Wolf and his colleagues
made one hell of a haul. But it was one hell of a haul by that era’s
standards, certainly not enough for the mad men who had taken over
trading operations at UBS.

Or so Wolf now thought, as he watched the traders steer through
the sprawl of cubicles below him. Had people just gotten so greedy, so
lightheaded from excess, that they had started calling new plays from
the huddle?

Sure, he could think like a trader, but he was now a boss, a big
one, above it all, and he needed to think well beyond each trading day;,
or even each quarterly report. Something had gone terribly wrong and,
weeks before, in mid-July, he began digging through UBS’s books,
looking for clues. He found that the company’s overall leverage ran at
nearly sixty times capital. That meant for every dollar in core capital,
UBS had borrowed almost $60 to bet with, and a huge amount of this
had gone into the era’s risky new financial confections, especially
those exotic securities attached to the mortgage market. Wolf knew
that leverage was Wall Street's dangerous addiction: it made the highs
higher and the lows deadly. On the right side of a trade, leverage
greatly multiplied your winnings. But as July progressed, Wolf began to
wonder if he wasn't gazing at a new definition of the wrong side.

Although the housing market had begun slipping into distress by
mid-2006—with rising foreclosures forcing the largest mortgage
originator, Countrywide Financial, to spiral out of control in 2007—
UBS traders had not been deterred from buying nearly $3 billion in
mortgage-backed securities from JPMorgan in just the past month.
Those securities were largely a particular kind of derivative—the term
for anything that derives its value from an underlying asset—called
collateralized debt obligations, or CDOs. Their value was based on
pools of bundled mortgages. These mortgages looked, in theory, like
reasonable investments. Historically, the risk in the mortgage market
tended to be driven by local or regional issues: a factory closing could
dramatically raise mortgage defaults in a town, just as the downturn of
some large industry could bump up foreclosures in a region. By



bundling together thousands of mortgages from across the country,
that risk could be diversified. They were also sliced into tranches, a
tower of different levels of anticipated risk, based on measures such
as loan-to-value ratios or the credit rating of the borrower. What was
the chance that mortgages in every part of America—small mortgages
and jumbos; prime borrowers, with fine credit, and so-called
subprimers—would all go south at the same time?

“Only a remote possibility” was the official view inside most of the
large financial firms, which tended to hold CDOs at the top of the tower
that the rating agencies stamped AAA. Beyond that, their confidence
in being able to handle such risk with complex hedging strategies—the
algorithmic articles of faith Wall Street had been resting on for years—
was still intact. Home values may drop, along with the CDOs resting on
them, but at some price, buyer and seller would meet. All the major
trading positions, at all the big firms, were hedged to handle every step
down that ladder.

But something, Wolf felt, was amiss, something that stretched
beyond trading strategies being deployed inside of each of the Wall
Street firms. After he dropped his son off at summer camp in late July,
as he watched the highway's dotted line pass under his Mercedes, his
mind raced. What if everyone were wrong, in the same way, at the
same time? As soon as he got home he wrote a confidential note to
the other top executives at UBS:

On my 7 hour drive back from Maine, | had a lot of time to
think about the current situation in the markets. | think that there
is more than an outside chance of a fed ease—yes—a fed ease
—(which few are calling for) to resolve the current problems. If
price discovery continues to be unattainable in both the
subprime, structured CDO and lover quality markets, and if
bridges become non-liquefiable, then what we have is a
‘financing” dilemma. With balance sheets in the dealer
communities very heavy and accurate pricing a non-starter, the
Fed may need to ease to prevent an asset valuation free fall and
bring liquidity into the marketplace. Just a different perspective
than what many market pros are forecasting.



Different indeed. Not that there wasn’t fear building on Wall Street.
But in five terse sentences, Wolf had called it: a panic was ahead. A
“financing dilemma” is investment-speak for bankruptcy and ruin. What
kills investment firms, especially those living on borrowed money, is
funding long-term assets, such as mortgages, with short-term
liabilities, or loans, and then not being able to replace, or “roll over,”
those short-term debts. Wall Street is the engine of this long-versus-
short financing, but, since the 1970s, much of America had followed
their lead. The company that financed its operations out of revenues—
that old virtue of spending what you've got—was a rarity, especially
among the large corporations. They all lived on short-term paper of
every variety and flavor imaginable—paper that relied on the broad
confidence in Wall Street and the nation’s largest banks, which had
become increasingly interconnected and indistinguishable. Wolf saw
what others were just waking up to: that this banking/finance sector
had become the land of the dead—or undead—with firms needing
short-term infusions of capital to survive each night's rollover of debt,
while not being able to stand the sunlight of “price discovery” of the
diminished value of their long-term assets, such as CDOs. Once this
don’t ask, don't tell situation became clear to all, fear would reign,
credit would start to freeze, and the Fed would have to step in by
lowering interest rates to infuse new blood into the system as a whole.

Lower interest rates prompt everyone, everywhere, to roll over
debts of all kinds by replacing whatever is on their balance sheet with
its equivalent at a lower rate. Making this the central tool of national
policy was an innovation of previous Fed chairman Alan Greenspan,
who followed every financial tremor—the 1987 market crash, the 1991
savings-and-loan crisis, the meltdown of Long-Term Capital
Management in 1998, the bursting of the technology stock bubble in
2000—with a cut in rates. That's what Ben Bernanke would have to do,
Wolf wrote his colleagues, to boost the whole system. Or, more
specifically, to keep large banks and financial houses from having to
acknowledge that the declining value of hundreds of billions or more in
unsellable assets meant they were already insolvent. Who would loan
money to a dead company? Mostly unwitting pedestrians by way of



their 401(k)s, in investment funds, pension funds, and retirement
accounts of all stripes, or in the new infusions of debt they'd take on, at
that slightly lower rate, through their credit cards and second
mortgages—debts that, more and more, would never be paid back,
because the point, for so many Americans, had not been their ability to
pay debts, but just to carry them, for one more day. They'd been
flocking to Wall Street’s debt rollover party for years—a rate cut means
a whole new set of invitations—though few would realize it had
become a vampires’ ball. They'd be devoured so Wall Street could live
another day.

In the long run, though, there is a problem with this model. The
country—even the world—is only so big. The amount of money saved
is finite. At some point, even vampires starve. They simply run out of
fresh blood.

That night, just a few hours after his economic briefing and turn
presiding over the U.S. Senate, Barack Obama stood in front of the
television, a man transfixed.

It was like an omen, though he didn’'t believe in such things. That
same afternoon, in one of the most substantive economic policy
meetings of his candidacy, he had come up with an anchor for his
domestic policy, a sweeping proposal to rebuild the country's
crumbling infrastructure with the labor of a group whose fortunes were
uncertain: America’s working-class men. It was government's
responsibility to ensure that the physical foundations of the country, on
which its economy and way of life rested, were sound. The bridges and
dams, the electrical grid, the highways—the condition and upkeep of
these things could not be left to the private sector and profit motive
alone. They never had been. If government did not step up soon,
disaster would surely ensue.

Now, flashing across the screen, one such disaster unfolded before
Obama'’s very eyes. During the evening rush hour, an eight-lane bridge
across the Mississippi River in Minneapolis had collapsed, throwing
some rush-hour drivers into the river 115 feet below and stranding
others, by the hundreds, on the warped spans of wobbling roadway.
Traffic cameras had recorded the moment of collapse, and now a
national drama played out on television as emergency workers, guided



by a post-9/11 response plan—in the event of a terrorist attack on the
bridge—attempted to pull survivors from the water and rescue the
stranded drivers.

A yellow school bus, with sixty kids on a field trip to a water park,
dangled its wheels over a severed crag of roadway. A teacher kicked
open the back door and carried the kids, one by one, to safety. In
some ways it was what all presidents must stand ready to do: carry
those in need to safety.

Reggie Love, Obama’s body man, ducked into the room. “Time for
that call, Senator.”

Obama picked up the phone.

“Wolf, you there doing what a husband’s supposed to do?”

Though they had known each other for only ten months, the two men
had taken a shine to one another. They had met the past December,
when Obama came to Manhattan to deliver a dinnertime speech on
child poverty. That afternoon he’d stopped by the Midtown office of
aging hedge fund guru and Democratic stalwart George Soros, who
had assembled a dozen of New York’s top Democratic contributors.
Obama had decided to run for the presidency only days before and
had yet to announce. These money men—and they virtually were all
men—were officially uncommitted, though most were expected to land
in Hillary's camp. Obama held forth in front of the group, talking about
his vision for the country. Wolf was impressed and handed the senator
his business card. Obama then surprised Wolf, calling him the next
day. He said they should get together after the holidays, and they did.
For two hours, over dinner in D.C., they talked about everything—
Wolf's life story, Obama’s hopes and goals—and found they were a
good match: Obama, cerebral and cool, yet very much a guy's guy;
Wolf, a shoe salesman’s kid with a footballer’s build, Mensa-level math
skills, and a big laugh. Wolf flew back to New York and went wild—
called in every chit, grabbed Wall Street colleagues by the
shirtsleeves, and, along with dialing for dollars, held two fund-raisers
for Obama in New York, which netted the senator $500,000 apiece.

Obama may have been 20 points behind, but largely because of
Wolf and his merry band—many of them the smart ethnic kids whose
trading culture had come to dominate Wall Street—he was beating



Hillary in the so-called money primary.

So the candidate was happy on this Wednesday night to call Wolf,
who passed his cell phone across the linen tablecloth on the outdoor
terrace at L'Escale, a pricey French restaurant in Greenwich,
Connecticut.

“Happy Birthday, Carol,” Obama purred to Wolf's wife. “If he’s not
treating you like a queen, you call me. I'll straighten him out.”

“No, Barack,” she said, clearly elated. “Tonight he can do no
wrong.”

The sun danced across the gentle waves of Long Island Sound
three days later, on a warm Saturday morning, August 4, as the Wolfs
stepped aboard a vessel owned by Sal Naro, Robert Wolf's buddy and
former employee.

Naro had left UBS in 2005 to start a hedge fund, Sailfish, and had
done well enough that the Wolfs and another couple—David Shulman,
head of municipal bond trading at UBS, and his wife—were now
making their way across the wide deck of a 110-foot Lazzara, a
European-style yacht with four staterooms, a library, and an onboard
water desalinator. It was supposed to be a two-night cruise, three days
of floating bliss, but Wolf could tell right away that something was
wrong.

“Jesus, are you okay, Sal?” Wolf asked, grabbing Naro, also a
former college football player, by his thick biceps. “You look like
someone just killed your best friend.”

“The world’s coming to an end, Wolfie,” Naro said, putting down his
cell phone. “The nightmare is here.”

Naro laid it out for Wolf, talking rapidly, trader to trader, terror in his
voice. He had been on the phone nonstop for the past week and a half,
since mid-July, when the French global insurance group AXA quietly
released a notice that it was changing its policy on redemptions for its
money market funds. Over the past forty years, money market funds
had become the place where individuals and institutions deposited
their excess cash, as they once had in banks. Searching for a solid,
steady yield like everyone else, these funds naturally invested in
CDOs, stamped with their triple-A ratings. AXA recognized that the
expected drop in the value of their CDOs would mean enough decline



in overall value that their money market funds would soon be worth less
than the original contributions. AXA wanted to avoid a panic, and so it
proceeded coyly, telling clients they could sell shares in AXA’s bond
fund, which the company would buy back and hold until the price
returned to an acceptable level. Keen observers such as Naro, who
had spent twenty years in fixed income, saw clearly that this was not an
isolated incident. AXA had invested in the same way as everyone
else. It was just the first to own up to it. Others would soon follow suit
and then . . . panic.

Sailfish was leveraged ten to one, modest for a hedge fund and
much less than many of the broker-dealers such as Lehman Brothers
and UBS. But Naro’s crisis would soon be everyone’s, and so he had
to hurry. It started, and ended, with the phrase “You have to hold your
own shit.” No one would want to sell CDOs in a declining market as
buyer interest fell off. So, instead, you held your bad assets and tried to
unload everything else at a high enough price that it could offset the
perilous combination of your leverage and the declining value of your
“shit,” which would eventually have to be “marked” publicly as . . . well,
shit. If you couldn’t sell the gems of your portfolio, quietly, quickly, and
at a reasonable price, you might well go bust.

This was the drop in “asset values” Wolf had written about in his
memo. The panic he mentioned was starting to take hold, and spread,
even faster than he had predicted. As the couples settled in on the
peaceful aft deck of the yacht—which Naro had named Le Réve,
French for The Dream—its owner was screaming. A manager at
Sailfish, who had meticulously built up profitable positions for the fund,
was hesitating. He couldn’'t bear to give up his gems, so to speak, at
just any price: to sell into a thin market, with few buyers. So he was
allegedly “painting the market,” a legally questionable (though rarely
prosecuted) activity where a trader stealthily makes a flurry of
purchases in one area to create the illusion of buying activity and
thereby draw other buyers in before dumping his securities. Naro was
now screaming at the manager’s boss, whom he told to fire the SOB
and take over the trading himself.

“Do you hear me? You fire the fuck, and you dump it all yourself, at
whatever price you can get!”



Of course, Naro was actually living inside the “financing dilemma”
that Wolf had foretold and that others were quietly fearing as credit
tightened all spring and summer. Sailfish couldn’t roll over its debt. It
needed cash, and fast. So it sold securities, to raise cash as collateral
for loans. Naro had been on the phone for days trying to borrow $800
million from JPMorgan. After a week of asset dumping, the value of his
funds, which had performed well for much of the year, was slipping
fast. They had dropped more than 10 percent in just a few days. Once
that became known, his investors would flee. Simply put, Naro was
fighting for his life.

As Le Réve slipped from the mouth of Long Island Sound and into
the open Atlantic, Wolf was trying to keep the conversation upbeat. So
was Shulman, who later would settle a civil suit brought by the New
York attorney general for alleged insider trading arising out of his own
panicked selling. They were supposed to be sailing the East Coast for
these three days. The boat was loaded with gourmet food and fine
spirits, and the wives, all friends, had been looking forward to this for
much of the summer. Naro’s wife had already excused herself to try to
calm her husband down. Wolf, summoning what good cheer he could,
talked about his kids and generally kept things light.

But it was impossible. They were holed up together on the boat,
where Sal's screams of pain into his cell phone echoed across the
blue waters. Wolf excused himself and made for the terrace atop the
ship, with its small onboard swimming pool.

Naro spotted him. “Wolfie, where the hell are you going?”

“Where am | going? I'm going to call Barack to tell him a shit storm
is coming.”

“I'm dying here, and he’s calling Obama,” Naro grumbled to his
wife, turning back to his phone.

Wolf paused on the pool deck. He had spent plenty of time with
Obama, but he’d never seen himself as someone who should be
giving the candidate advice. The senator had plenty of smart advisers.
That wasn't Wolf's role. He was just a supporter—who sometimes
joked he had a “nonsexual crush” on the skinny guy. He would have
taken a bullet for the senator.

Now he saw a bullet coming, and he knew he was seeing it early—



maybe before anyone else close to Obama.

“Hey, happy birthday, young man,” Wolf said a moment later into
the phone. It was Obama’s forty-sixth.

The two chatted and laughed for a few minutes, talking a little
sports, as they often did, and asking after each other’s wives and kids.
Then Wolf took a deep breath.

“I hate to bring you bad news on your birthday,” he said, “and you
know I've never advised you; that's not my role. But you need to see
what 'm seeing, from where | sit.”

Then Wolf laid it out, straight and simple: how UBS was leveraged
up, more than most, but certainly not in a class alone; how all the big
shops—Lehman, Goldman, Morgan Stanley, Citigroup, Merrill Lynch,
and Bear Stearns—were living on short-term credit, leveraged to the
hilt, which “means they have no margin, no cushion, to take a
significant loss.” Then he described the nightmare’s haunting spirit: all
those derivatives bets on mortgage-backed securities.

Obama was quiet, taking it in, asking for a definition of this, an
explanation of that. Wolf knew this stuff backward and forward—he had
lived it—and he was gaining confidence with every active verb.

“Listen, Barack, this isn't about natural ups and downs of economic
cycles, of growth followed by recession and then rebound. | think what
we’re looking at could be a once-in-a-lifetime kind of thing.”

He needed to say it more clearly.

“This is a market-driven disaster that could crush Wall Street and
with it the whole U.S. economy.”

Wolf paused, suddenly self-conscious, high atop the flying deck of
a sparkling era soon to end.

“Imean, Barack, | just thought you should know.”

“Happy birthday, huh?” Obama said, ever cool. He paused for a
moment. “Hey, Robert, you're an adviser now. Call Austan Goolsbee.
Okay? And let’s keep talking, you and me, just like this. Deal?”

“Deal.”

Barack Obama had been given that rarest of gifts: a glimpse of the
future. The rest of the world, the political world at least, was still rooted
in the past.

The senator was slated to speak that night in Atlanta, at the



Southern Christian Leadership Conference, an organization founded
in 1957 by a young reverend named Martin Luther King, Jr., in the
wake of the Montgomery Bus Boycott. Soon after its founding, it had
become the organizing fist of Southern clergy—those fierce, clear-
eyed pastors who would march into bayonets and swinging billy clubs
leading prayers. Fifty years later Obama would stand before them as
an emblem of what they had achieved.

King himself, in the last years of his life, turned his attention to what
he termed “economic justice.” In his 1967 book, Where Do We Go
from Here, he championed a “guaranteed income” to turn the country’s
impoverished into active consumers with enough to live modestly. He
wrote that “the contemporary tendency in our society is to base our
distribution on scarcity, which has vanished, and to compress our
abundance into the overfed mouths of the middle and upper classes
until they gag with superfluity. if democracy is to have breadth of
meaning, it is necessary to adjust this inequity.”

King’s attempt to make a moral case for not just equality before the
law, but a greater equality of distribution, led some civil rights leaders
such as Bayard Rustin to break with him. He appeared to be crossing
into dangerous, uncharted territory. Undeterred, King gave a speech at
Washington’s National Cathedral on March 31, 1968, reaffirming that
equal opportunity and economic possibility were issues of moral
reckoning.

“One day we will have to stand before the God of history, and we
will talk of things we’ve done,” King said that night. “Yes, we will be
able to say we have built gargantuan bridges to span the seas. We
built gigantic buildings to kiss the skies . . . It seems to me | can hear
the God of history saying, ‘That was not enough! But | was hungry and
ye fed me not. | was naked and ye clothed me not.” ”

A few hours before, the leadership of the SCLC persuaded King to
return to Memphis to support the striking garbage workers. King was
reluctant to go, but felt, he told aides, that the need “to push forward the
nonviolent struggle for economic justice” was too great.

He booked rooms at the Lorraine Motel and left Washington for
Tennessee.

Barack Obama, in just a few days, had caught sight of an



emerging catastrophe that would again draw together the issues of
economics and justice. No one in Washington's power structure had
been presented with a similarly dire and credible prediction from an
actual captain of a Wall Street bank, the latter group having too much
at stake for that level of candor. And such a “market-driven” tidal wave
would surely be headed for the dense shoreline that, only days before,
Krueger and the economists had so aptly described: rickety structures
—freshly painted with easy credit, but rotted beneath—that housed so
much of the country's economic livelihood. Did government, in its
weakened state, have the power to hold a catastrophe at bay? If such
a tidal wave wreaked devastation, might it recast basic moral
equations by which power and wealth had long been distributed, and
perhaps even herald a rebirth of the public ideal?

When King spoke of giving democracy its full “breadth of meaning”
by altering economic inequity, he was in the midst of his own struggle
with a certain duality—between the transcendent character who stood
at Lincoln’s feet to tell of “a dream . . . deeply rooted in the American
Dream” and the man who spent the ensuing years of his life walking
the flat earth struggling to conjure the righteous actions with which to
make real that earlier day's effusion of noble purpose. A week after
that National Cathedral speech, King’s death in Memphis would leave
behind the image of a man, as familiar now as an old friend, giving
voice to an expansive dream, perhaps big enough to bridge America’s
own duality between noble ideal and, at times, ignoble action—
between principle and practice, word and deed.

Obama acutely understood how people painted their longings onto
his welcoming presence, yearnings he would try to harness in the
service of tangible change. If he could manage it, he might finally cash
King’'s promissory note—to stand, his right hand raised, on the other
end of the Mall—as the culmination of a centuries-long struggle for civil
equality and as the torchbearer for King’s second dream, of equality of
opportunity upon which to found a truer democracy. Obama had seen
the longing in the eyes of his crowds, and though he had not yet found
a way to tap this longing, he understood, on some level, that his
fortunes rested on how he could craft his narrative and himself into a
sure vessel for that hunger.



The forces of change were now in play. Obama finished up the
conversation with Wolf, his Wall Street informer, and turned his
attention to polishing that night's speech. Like so many he had given, it
would strive to conjure the spirit of King—or at least the spirit
embodied in that well-worn image of the man. But now those hard
questions of economic justice gathered around him, those questions of
the second, less familiar King. They gathered in the air like the clouds
of a coming storm.



Sonny’s Blues

Eight months after Robert Wolf sounded the alarm from the flying
deck of Le Réve, Barack Obama found himself in Manhattan, tucked
in the backseat of a black SUV, the UBS chief by his side, dodging
potholes on Third Avenue. They had been talking regularly since
Obama'’s birthday, and in many ways Wolf had turned out to be the gift
that kept on giving.

UBS had taken heavy losses that fall, and Wolf, ahead of the curve
in grasping the nature and implications of the crisis, had seen himself
promoted to president and CEO of UBS Americas. In the meantime he
had been working with Obama to demystify the machinery of Wall
Street. Alongside the intellectually nimble Austan Goolsbee, Wolf was
part of a team that helped Obama and his twenty-six-year-old
speechwriter, Jon Favreau, draft a prescient speech on the country's
financial perils, which the senator had delivered at NASDAQ in mid-
September. It had all been there in the speech: a new framing of the
country’s financial dilemma.

“Amid a crisis of confidence, Roosevelt called for ‘a reappraisal of
values,” ” Obama had begun. “He made clear that in this country . . .
‘the responsible heads of finance and industry, instead of acting each
for himself, must work together to achieve the common end.” ” It was
this idea of common cause, the senator continued, that we needed to
restore. Then he laid out a plan of attack: to investigate the subprime
market, ensure transparency in trading, and regulate the rating
agencies. Everything flowed from the underlying point that no one can
exercise sound fiscal judgment “if the information is flawed, if there is
fraud or if the risks facing financial institutions are not fully disclosed.”
With this speech, Obama had suddenly leapt ahead of everyone in
Washington—at very least the other presidential hopefuls, out



stumping through the cornfields of lowa. There was concern inside of
Obama’s camp about what his many Wall Street contributors would
think about the speech, and then surprise at how they'd embraced it. It
was a damn nice rundown, Obama thought, one of his best,
highlighting what was only just dawning on the national consciousness:
that Wall Street and Main Street had grown inextricably and
dangerously intertwined.

The NASDAQ speech received scant coverage. Obama was
trying, at that point, not to show signs of desperation, but the
circumstances were even testing his preternatural calm. He told
Valerie Jarrett, the Chicago businesswoman who’d introduced him
and Michelle and had become his close personal adviser, that he
needed her in lowa, and she put aside her business commitments to
be at his beck and call. At least now he would have someone to
commiserate with in the worst moments, such as the September night
when he called the home of an lowa power broker, someone whose
support he needed, only to have the man’s teenage daughter answer,
saying, “I'm really busy with my homework,” and then hang up. He
turned to Jarrett, wondering if this could get any harder.

It would, and then there’d be a first break. Finally, an opening.

In November, during a nationally televised debate in Philadelphia,
Clinton bungled a question on whether she supported New York
governor Eliot Spitzer's plan to give driver’s licenses to illegal
immigrants. She’d fudged and flip-flopped, as the other candidates
piled on. At last she’d lost her storied composure, bitterly remarking to
moderator Tim Russert, “You know, Tim, this is where everyone plays
gotcha!” The next day she’d compounded the slip-up, releasing a
video of the other candidates—all men, of course—ganging up on her,
implying that the attack had more to do with sexism than her front-
runner status.

Maybe it was Clinton-fatigue in the end. Or maybe Americans just
like a hard-fought contest and the story of an underdog comeback.
Whatever its cause, this shifting tide would carry Obama to victory in
lowa two months later, to yet another occasion for delivering a brilliant
speech on national television and summoning his particular brand of
magic. As he stepped onto a stage in Des Moines the night of his



triumph, the gaze of the nation adjusted itself and refocused. Before
them was a black man, who had just won in a 95-percent-white state,
thundering, “We are one nation, we are one people, and our time has
come!”

The cheers of “O-ba-ma! O-ba-ma! O-ba-ma!” rose like a roaring
surf, such that he had to stop and wait, and flash the thousand-watt
smile—couldn’t help himself—before going on, proceeding to talk
about expanding health care coverage, cutting taxes on the middle
class, and ending the war in Irag. But as he continued in his distinctive
manner—precise and lyrical, heartfelt and gently clipped—the
audience waited for him to move past these policy points, for him to
weave his story once again into the broader story of the nation and
thereby make his victory theirs.

In three paragraphs Obama wove it tight:

“Hope is what led a band of colonists to rise up against an empire.
What led the greatest of generations to free a continent and heal a
nation. What led young women and young men to sit at lunch counters
and brave fire hoses and march through Selma and Montgomery for
freedom’s cause.

“Hope”—the cheers drowned him out—"hope is what led me here
today. With a father from Kenya, a mother from Kansas, and a story
that could only happen in the United States of America. Hope is the
bedrock of this nation. The belief that our destiny will not be written for
us, but by us, by all those men and women who are not content to settle
for the world as it is—who have the courage to remake the world as it
should be.

“That is what we started here in lowa and that is the message we
can now carry to New Hampshire and beyond. The same message we
had when we were up and when we were down, the one that can
change this country—brick by brick, block by block, calloused hand by
calloused hand—that together, ordinary people can do extraordinary
things. Because we are not a collection of red states and blue states.
We are the United States of America. And at this moment, in this
election, we are ready to believe again.”

Clinton would fight on, drawing on her seasoned political skills, her
pluck, and a crack staff, but there was no way she, or anyone, could



ultimately match, or in the end catch, Obama. Not now. Not after his
come-from-behind victory and dazzling speech in the lowa heartland.
He had officially become a vessel for hope, an emblem of the very
comeback a bruised and battered nation, emerging from a dark
decade, pined for. As his crowds began to swell, the question became
one of whether this brilliant construct, a man who seemed to fuse
together so many disparate elements of the wildly diverse country,
could handle the waterfall of inchoate yearnings crashing down on him.

This question was put to the candidate soon after, when in March a
YouTube clip of his longtime spiritual leader, Chicago reverend
Jeremiah Wright, became an overnight cable news sensation. The clip
showed Wright, a man who had officiated at Obama’s wedding and
his daughters’ baptisms, swapping out “God bless America” with “God
damn America” in a fit of wild-eyed, white-robed histrionics.

Obama was compelled to respond to Wright's tirade, and he did,
once again in an extraordinary speech. The address spoke directly to
where he, Obama, fit in the nation’s struggle with the “original sin” of
slavery and its bitter harvest of racial strife. But it did something far
more profound in placing the candidate at the meeting point of a still
largely segregated America, in a unique position to speak hard-nosed
yet sympathetic truth to black and white America alike. From this
vantage point, Obama seemed to promise, implicitly, to heal the
wounds that still divided us. Those well-worn stanzas about a father
from Kenya and a mother from Kansas were now widened into a full
symphonic expression of unity overcoming mistrust. Obama paired
Reverend Wright's angry rants to the dark suspicions of his beloved
grandmother—“who would often express fears of black men and
uttered stereotypes that made me cringe”—explaining that he could
not “disown” either one. They “are both a part of me,” he said, just as it
was clear that they were both part of a still-divided nation aching for
wholeness.

The YouTube video of the speech soon replaced Wright's on the
media loop, closing the issue. It was, however, a moment of growth for
the emerging candidate. Though, later, many would claim credit for
approving the race speech, all Obama’s top aides advised against his
giving it. They said either don’'t do it now, or don’t do it at all. Obama



shucked them off, all of them. He knew what he could do from a dais.
He told them he’d need a weekend to write it; their job was to prepare
the terrain for him to deliver it.

In the yin of crisis, he seemed to spot the yang of opportunity.

Which was what Obama was hoping to do today, a cool early-
spring day in Manhattan, as he raced toward Cooper Union, a major
economic speech in hand and Robert Wolf at his side. The intervening
eight months since Wolf's early warning had played out in ways neither
man could have imagined. By this time, late March 2008, everyone
was eager to get close to Obama. But Wolf had been there, a true
believer, before the senator won the nation’s popularity contest. That
counted for a lot. The two had developed an easy rapport in the
meantime and discussed loan securitization with the same chummy
informality they enjoyed when talking about the Bulls and Knicks.

As an adviser, Wolf had been quietly upping his game, passing
along to Obama the analyses of UBS’s economists and staying up
nights to do his own research, digging beneath the era’s accepted
wisdom. In another memo to his fellow bosses at UBS, this one in
January, Wolf predicted that the financial markets would soon
collapse, causing a severe recession with at least two quarters of
starkly negative growth. He had a bleaker view than most, both at UBS
and inside Team Obama, but the presidential candidate listened to
him attentively as he ran through his analysis.

“Barack,” Wolf now quipped, “you’re doing pretty much the same
speech you did in the fall—when no one gave a shit.”

“No doubt,” Obama agreed. “But a lot has changed since then.”

No doubt.

Just two weeks before, on March 16, JPMorgan agreed to buy
Bear Stearns, which was teetering on the brink of collapse, for a
measly $2 a share. Sweetening the deal was the Fed, which
guaranteed to fund up to $30 billion of Bear Stearns’ least liquid
assets. Now, as the new Democratic front-runner arrived at Cooper
Union, site of a famous 1860 speech that catapulted Lincoln toward
the presidency, crowds and press clogged the streets of Lower
Manhattan: another emergency, another big speech.

Standing above the rest, lighthouse tall, was a grinning Paul



Volcker. Volcker had been hovering around the campaign since the
prior summer, but having endorsed Obama only in January, this would
be his debut as an official adviser. Over the years, the eighty-year-old
former Fed chairman had become a figure of grumbling, unassailable
credibility. His decision to tighten the money supply in the early 1980s
had plunged the country into a recession, but also finally ended a
decade of stubborn inflation. Though a hugely controversial decision at
the time, it was now seen as the tough-love approach that laid the
groundwork for years of economic growth. Volcker had nonetheless
been replaced by Reagan in 1987 for not being a strong proponent of
deregulation. It had been, and still was, Volcker’s view that without
serious “rules of the road,” backed by the law, firms would find ways to
profit that put the markets at risk. It turned out to be a prophetic stance,
from the 1987 market crash on, and proved only more so in the current
election year. Volcker now saw reregulation as a matter of the
country’s economic survival.

Since his victory in lowa, Obama had been drawing top economic
talent from both parties. Volcker’s graybeard twin today was William
Donaldson, a Republican who served under Nixon and Reagan and
was George W. Bush’s 2003 pick to head the SEC. On the other side
of the ideological aisle was economist Laura Tyson, former Council of
Economic Advisors chair under Clinton and one of the few leading
figures to predict disaster from a soon-to-burst housing bubble. Next to
her was Robert Reich, the peripatetic former labor secretary, who
collided with Bob Rubin and his minions in the early days of the Clinton
administration. Robert Wolf and Austan Goolsbee rounded out the
team.

The advisers all agreed on at least one thing: the disequilibrium of
consumption and production in the United States had led Wall Street
and the federal government, in their dicey modern partnership, to
overcompensate with easy credit, which had led to underpriced risk
across the economic landscape. The team was racking their brains for
what to do about it. No one was quite sure how to deleverage the
world’s largest economy.

The speech, like Obama’s best, managed to weigh the ideological
with the pragmatic. He could simultaneously mix neo-Rooseveltian



rhetoric (“a free market was never meant to be a free license to take
whatever you can get, however you can get it") with the practical
endorsement of competent governance (“We’ve put in place rules of
the road to make competition fair and open, and honest, we’ve done
this not to stifle but rather to advance prosperity and liberty”). The
subject didn’t carry the deep personal insights, and subtle confessions,
that his race speech did, but within months his analysis would form a
starting point for reforms.

“The concentration of economic power and the failures of our
political system to protect the American economy and the American
consumers from its worst excesses have been a staple of our past:
most famously in the 1920s, when such excesses ultimately plunged
the country in the Great Depression. That is when government stepped
in to create a series of regulatory structures, from FDIC to the Glass-
Steagall Act, to serve as a corrective, to protect the American people
and American business.”

The latter, Glass-Steagall, was, in essence, repealed in 1999 when
the Gramm-Leach-Bliley Act, with support from Bill Clinton’s team of
Bob Rubin acolytes, led by then—Treasury secretary Larry Summers,
withdrew the original provision preventing bank holding companies
from owning other financial companies. In particular, it affirmed the
recent merger of Citigroup and Travelers, two unique financial entities
that would not have been able to consummate their merger, a vast
entity that Rubin would soon sit atop as chairman.

Obama now spoke of repairing and restoring a regulatory
framework. In particular, he envisioned a broad swath of new
regulations that would be able to properly monitor the chimerical nature
of Wall Street. Across the board, he saw a new structure of oversight,
from increasing the purview of the Federal Reserve to setting in place
consumer protections based on a broader principle that “we need
policies that once again recognize that we are in this together. And we
need the powerful, the wealthiest among us—those who are in
attendance here today—we need you to get behind that agenda.”

The coverage of the speech, this time, was heavy and laudatory.
Obama remarked several times from the dais, “As | said last fall at
NASDAQ . ..,” and the point was lost on no one. He had called it, just



as he had with Iraq. He’d been ahead of the pack, ahead of everyone,
and only now were events and consensus catching up to him.
Interviewers lined up, cheek to jow—Charlie Gibson of ABC, Maria
Bartiromo of CNBC, staff writers from the Times and Joumnal. Obama
seemed to have taken his game to another level: in the zone, every
shot a swish.

“Barack Obama’s speech on the financial crisis was a remarkable
breakthrough,” gushed Robert Kuttner, the tough-minded editor of The
American Prospect. Kuttner had, up until then, been reserved in his
enthusiasm for Obama. But no longer. “First he connected all the dots
—between the complete dismantiing of financial regulation, the
declining economic opportunity and security for ordinary people, the
current financial meltdown, and the political influence of Wall Street as
the driver of these changes. Astounding! | wish | had written the
speech. ltis this kind of leadership and truth telling that is the predicate
for the shift in public opinion required to produce legislative change.

“The speech was Roosevelt quality: the president as teacher-in-
chief,” Kuttner continued. “Those who felt that Obama was capable of
real growth that will transcend the campaign’s early and somewhat
feeble domestic policy proposals should feel vindicated. The speech
was courageous, in that it goes well beyond the current Democratic
Party consensus, and one can only wonder about the reaction of some
of Obama’s own financial backers.”

Several of those financial backers were gathered two weeks later
on April 11 in a hotel ballroom in Washington for a meeting of what
might well be the world’s most exclusive club: the Financial Services
Forum. lts members were the CEOs of many of the very largest
financial institutions in America. Together they controlled $20 trillion,
roughly the annual GDP of the United States and China combined.

The forum’s semiannual meetings usually drew a majority of the
CEOs, but at this particular spring meeting in 2008, only about half of
them had shown up. Many of those absent found themselves instead
on corporate jets to China and the Persian Gulf, on their way to meet
with the heads of those states’ sovereign-wealth funds to plead for
capital infusions. This close to Bear Stearns’ implosion, the sense of



urgency among Wall Street’s top executives was so great that they had
decided to pass up a private session with Treasury secretary Hank
Paulson and Ben Bernanke to meet instead with Saudis and Kuwaitis
and Chinese government officials. Paulson and Bernanke might tell
them what the U.S. government would do in the event of a financial
death spiral, but the Kuwaitis could tell the CEOs just how much, at
today’s prices, it would cost them to avoid this fate.

One forum attendee, however, was especially happy to be in the
mix: Greg Fleming, Merrill Lynch’s number two. He was just glad to still
be employed at Merril, the company that in 1914, with its first
storefront offices, essentially invented the brokerage business in
America. As he gazed now across the crowd of senior executives
waiting for Ben Bernanke in the conference room at the venerable
Willard Hotel, Fleming could not help but consider how much had
changed in the past two years, since the spring of 2006.

Thinking back across those two years, he could neatly mark both
time and distance traveled—for himself, his industry, and the wider
country—with two dinners.

The first: in May 2006. That's when Merrill's headstrong CEO,
Stanley O’'Neal, took Fleming out to dinner to tell him he was planning
to fire a friend of Fleming’s. The executive, Jeff Kronthal, who was the
head of fixed income at Merrill, had noticed that the number of new
mortgage holders not making even a single payment—a typically tiny
number, less than 1 percent—had more than doubled in just a few
months. A longtime risk manager who had once worked at Salomon
Brothers, Kronthal dug into some CDO bundles and saw just how
dramatically underwriting standards had collapsed. He recommended
that Merrill reduce its exposure in mortgage derivatives, which at the
time was only $4 billion. But these mortgage derivatives were also the
company’s profit engine—as they were for the rest of Wall Street—and
the risk-averse Kronthal stood in the way of those profits. O’'Neal told
Fleming he hoped to replace Kronthal with an executive whose
background lay in sales.

Fleming strongly opposed the move, contending that Kronthal was
a man of good character and that if he said there was a problem,
O’Neal, who had no background in risk management, would do well to



listen. By the time the entrées were served, the two men were sitting in
tense silence. O’'Neal eventually cut Fleming off midsentence to call for
the check. Soon after, Kronthal was fired, and under O'Neal's
management the company would go on to add an astonishing $50
billion in CDOs between the summer of 2006 and the late spring of
2007.

That latter date was around the same time that Fleming got a call
about the second of the two dinners, this one with Barack Obama.
Fleming, raised by two teachers in upstate New York, had been a
lifelong Democrat. When his friend Mark Gallogly, the billionaire
number two at Blackstone, the huge private-equity firm, called to say
he was organizing a Washington dinner for Obama, Fleming jumped at
the opportunity.

On June 20, 2007, two dozen executives slipped inconspicuously
from Manhattan to D.C. and gathered in a private room at Johnny's
Half Shell, a pricey spot on Capitol Hill known for its barbeque shrimp,
Asiago cheese grits, and Maryland crab cakes, which run thirty bucks
a pair. It was a first encounter with Obama for most of them, including
Paul Volcker, who had expressed an interest in meeting the junior
senator. Gallogly, who had been greatly impressed with Obama, sent
the former Fed chair a packet of reading material on the senator,
including his two books. Now, as Obama moved lightly through the
crowd of money men, Fleming managed to score a little face time,
chatting with him over drinks. The two men, both forty-five, seemed to
hit it off. Fleming was a graduate of Yale Law School, and Obama, of
course, Harvard Law, so naturally they had people in common.

As everyone seated himself for dinner, the group went around the
table doing introductions: Larry Fink, one of the inventors of mortgage-
backed securities, who was now head of the huge asset-management
firm BlackRock; Lehman CEO Dick Fuld; Gary Cohn, the sharp-
minded chief operating officer at Goldman; the legendary Volcker.
Then the head of fixed income and the putative number two at Bear
Stearns took a stab at levity.

“I'm Warren Spector of Bear Stearns, the current scourge of Wall
Street.”

This drew appreciative laughter from the room. Obama laughed,



too. The failure of Bear’s two mortgage derivative—laden hedge funds
had come in late spring, and since then debate had swirled around
how the collapse should be viewed: as a one-off overreach in the
mortgage derivative sector by Bear, or as the first of several
implosions likely to hit mortgage derivative—heavy funds on Wall
Street.

If it turned out to be the latter, of course, that would mean the end of
the line for some of those currently sizing up Obama. So that would
never track. This was Wall Street, after all, where the world’s smartest
people still flocked, where everyone’s risk-management team was still
the best in the business, every firm’s traders still the most ingenious.
Everyone knew there was trouble in mortgage-backed securities. But
everyone in the room could still muster confidence, albeit with a bit of
added effort. Financial innovation meant there was always a way to
price and sell off risk, even for mortgage securities. The bottom line:
those astronomical salaries for 2007—already looking like the best
year Wall Street had ever known—were utterly justified. Or so the
consensus went.

The night was set up so Obama could play for the thousands these
men gave in campaign donations—and the many thousands more they
could compel their colleagues and friends to give—and he didn’t
disappoint. He said, among other things, what they wanted to hear,
that he believed unreservedly in private enterprise, the efficient and
productive distribution of capital, and the “need for a strong financial
sector.” Fleming watched from across the table, sitting next to his good
buddy Larry Fink, a billionaire, like many of the men in the room.
Fleming wasn't in that league—not even close. But despite that, or
because of it, he was ready to leap ahead of the pack, ever the self-
made man. When questions over dessert turned to the only issue
anyone there much cared about—whether Obama would raise taxes
on the wealthy—Fleming jumped in: “I think, based on the way things
have gone, it’s ridiculous to think that taxes shouldn't go up.” No one
there would have said this, but suddenly just about all the financiers
nodded. Obama smiled. You could all but see him making a mental
note: Fleming.

Fleming was dining in Manhattan three months later with his family



when the phone rang. He figured on ignoring it. It was his daughter’s
birthday, and they were planning to follow up dinner with a Broadway
show. He looked down at his vibrating BlackBerry and read, “Unknown
Number.” He accepted the call.

“I was impressed with what you said at the dinner,” Obama said,
jumping right in. “Especially about taxes and everyone carrying their
fair share.”

A startled Fleming thanked the senator and, whispering an apology
to his wife over the cupped mouthpiece, slipped outside the restaurant.
They chatted for a few minutes, and Obama explained that he wanted
Fleming to take a more significant role in his campaign, fund-raising
and maybe more.

Fleming paused. In the few months since their dinner in D.C., he
had become aware of just what a catastrophe Merrill was facing. It was
only in the past month that he’d begun to realize he’d been more right
than he had ever wanted to be: those mortgage derivatives could take
the company down.

“Sorry,” Fleming told Obama reluctantly. “There’s going to be an
awful lot going on at Merrill in the coming months.” He explained that
he had better not take on any extracurricular activities, though he would
continue to be a contributor. The two men agreed to stay in touch, and
Fleming wished Obama “all the luck in the world.” Both men would
need it.

A month later, in mid-October, Merrill chief Stan O’'Neal was
abruptly fired after the firm lost $2.3 billion in its third quarter. Fleming
was named interim CEO, and about a month after that, in early
November, the Wall Street Joumal reported that Merrill had
fraudulently handled its derivatives book. Fleming suddenly found
himself in front of a crowded room of employees, reporters, and stock
analysts. Greed had so quickly and thoroughly switched to fear—fear
laced with a watch-your-back insecurity—that Merrill's future, with its
stock plummeting, seemed to rest on a few careful words to the
gathered mob. Fleming managed it with a quip and a disarming shrug.
He would not try to deny any reports he hadn't had a chance to check
out for himself. He said he was sure there was plenty going on inside
of Merrill about which he was unaware.



It worked. In the court of public opinion, Fleming was granted the
time to get up to speed on Merrill's inner workings, and the company's
sliding share price stabilized. His saving grace was convincing
deniability: he had made the wrong career choice. He was a traditional
investment banker, an expert in assessing the value of financial
companies for sales, mergers, and the like. As Wall Street's great
debt-shuffling and power-trading operations grew to overwhelm the
lower-margin business of actual investing, Fleming watched the raging
river of fixed-income funds from across the world flow through the
coffers of Goldman, Lehman, Bear, and eventually Merrill, on its way to
slaking America’s seemingly bottomless thirst for debt.

So it was credible that Greg Fleming, the odd man out in Stan
O’Neal's regime, didn't know much about Merril’'s main line of
business. A few weeks later, after conducting his own investigation—
using dozens of auditors, poring over months of trading—Fleming
announced publicly that the Journal report on fraud at Merrill had been
false. (The paper subsequently published a clarification.) Merrill soon
hired John Thain, a former second-in-command at Goldman, to take
over as its top executive. Fleming, after all, had crucial work to do as
an investment banker: sell off Merrill's gems. Schmoozing in D.C. with
top executives at the Financial Services Forum could, thereby, only be
a good thing. Fleming was looking to unload Merrill's prime assets,
after all, and here was a roomful of potential buyers. Merrill's position
was not dissimilar to Sailfish’s the prior summer. The firm was glutted
with a cancer of mortgage securities, namely $54 billion in mortgage
derivatives, an astounding $51 billion of which it had purchased since
the spring of 2006. To sell them in a market with no buyers, where their
value upon sale would be marked to nearly zero, was suicide. This
meant the company, leveraged thirty to one, needed to build up cash to
offset the tanking value of its CDOs by selling its most valuable assets.

As Bernanke now spoke, Fleming looked across the room, a plush
little second-floor chamber in the Willard called The Nest. The Fed
chairman was being circumspect, not saying very much. In the wake of
Bear’s collapse Bernanke had opened up the Fed’s discount window
to investment firms for the first time, and now the chairman ran a short
tutorial on how investment houses would be treated differently from



banks, which had been using the window almost since the Fed’s
creationin 1913.

It was not until the next session that afternoon that things picked up.
Treasury secretary Hank Paulson arrived full of his famous manic
energy. Most people in the room knew Paulson personally; until 2006
he had sat on the other side of the felt table, as the CEO of Goldman
and himself a member of the Financial Services Roundtable. Today
his message was that familiarity should not breed familial goodwill;
contempt might be more appropriate.

Everyone should know that the Bear Stearns deal was a special
case, Paulson said firmly, “and not something we ever intend to
repeat.” JPMorgan’s number two exhibited a look of studied
indifference as glances were cast his way. All the executives by now
had had a chance to look over the sweet deal offered to JPMorgan
chief Jamie Dimon to buy Bear Stearns. Now everyone, thinking of any
kind of merger or consolidation, wanted a “Jamie Deal.”

Paulson said that there’d be no help coming from the U.S.
government, and that they should all be out looking for capital
anywhere they could find it. A second message: deleverage, and do it
fast. But he assured them this was only to shore up their cushions of
capital for some unseen, and unknown, threat. Based on his read at
Treasury, he said, things were on the mend. The housing bubble had
burst, he stressed, and housing values would not be dropping much
further. Not that some mortgage toxicity didn't still plague balance
sheets, he acknowledged, but his bigger concern was the sluggish
economy. He and President Bush had just pushed through a $168
billion stimulus in an attempt to jolt it. With stabilizing real estate
values, a few more rate cuts, an opening up of the Fed discount
window, and this stimulus package, the Treasury secretary said, “we
should manage to get through this period just fine.”

At one end of the table, Robert Wolf sat in silence. He knew this
was what Paulson had to say. The whole game was about confidence,
as it always was. Everything was fine—until it wasn’t. The government
wouldn’'t be coming to the aid of any more financial giants—until it did.
Volcker and a few others who were encircling Obama were convinced
the whole system was on the verge of collapse. Wolf wondered if he



was the only one in this plush room who agreed.

The CEOs had a blind spot, Wolf thought. With all their leverage, all
it would take is one bad week, one speed bump, and they would be
facing catastrophe. He thought about challenging Paulson with a
targeted question, but he held back. Why bother? Though he never
publicized it, people in the room knew he was Obama’s man. He had
put his money on Team Obama washing away Team Bush, including
Paulson and his gang. Wolf was waiting, betting on regime change.

Fleming, at the other end of the table, shook his head, thinking of all
he had been through in the prior year. For Paulson to point to “strong
fundamentals” was to miss the point. It was really about trust, a loss of
basic trust that Wall Street was resting on anything resembling firm
ground. One rumor, one false report in the Wall Street Jounal, and a
ninety-four-year-old firm like Merrill had been brought to its knees
overnight. Fleming was especially unconvinced by the secretary's
assertion that the real estate market had stabilized, that, as Paulson
said, “the worst was over.” Had Treasury at least put together a what-if
strategy?

“Hank, what are you planning to do if the real estate situation
happens to get worse, which of course it could, and bleeds through
into the larger economy?” Fleming asked. “That could create real
problems for quite a few large firms and trigger wider systemic
issues.”

Paulson glared at Fleming. This was precisely the sort of question,
a worst-case-scenario question, that he had been steering the
conversation away from.

“Im not responding to that,” Paulson said, his face growing red.
Then he turned the heat on Fleming: “Listen, you better focus on
Merrilll We'll worry about the larger economy, which is doing fine. You
worry about your shop.” He turned back to the larger group. “All of you
should. We’re done with capital assistance from Washington. You're
on your own.”

The room was quiet. No follow-up questions.

In the days that followed, Fleming sized up the landscape for
mergers and acquisitions, as he had been trained to do . . . starting
right at home. His most pressing mission would be to assess the value



of Merrill's franchise and figure out what it might take to sell it. Word on
the Street was that Lehman was in serious trouble. Fleming knewthat
Merrill was in trouble, but he also knew that there was only one
institution with both the will and capacity at this moment to buy a large
Wall Street investment house: Bank of America. One buyer, two banks.
The question: Who would get there first?

After the Financial Services Forum meeting, Hank Paulson
returned to Treasury. His department had tried to project the image of
engagement and competence, but behind the scenes they were
accomplishing little.

A top Treasury official who served under Paulson put succinctly
what others would later reaffirm: “We mostly spun our wheels because
there was no process at Treasury that could get much done. Everything
had to be run through the frenetic, short attention spans of Hank. You
needed to get him to focus, which was a battle, and then hold his
attention with something catchy you said in the first sentence or that'd
be that. Nothing would happen and weeks of work would be for
naught.”

The bottom line, the official added, was that “during the eight
months since the credit markets first seized up, that first heart attack in
August 2007, we at Treasury had done very little. Almost nothing, to be
fair. We kicked into high gear for the frantic rush to sell off Bear
Stearns, but that was an emergency. We had blown that time, those
months when it was clear that real trouble was coming, and we’d done
nothing of any real significance.”

Now the clock was ticking. Several CEOs at the forum meeting had
scheduled their trip to D.C. strategically. If they had to spend a day in
Washington, it was going to be the day after the forum event, when the
finance ministers of the G7 countries, seven of the world’s largest
economies, were in town. That night, April 11, there was going to be a
dinner in Treasury's ornate “Cash Room,” a grand two-story hall
decked out with seven different types of marble. Under three sweeping
brass chandeliers, Paulson and the G7 ministers dined with Jamie
Dimon, John Thain, Morgan Stanley chief John Mack, Deutsche Bank
CEO Joe Ackerman, and others.

Paulson later recalled how he went around the room asking each of



them how they had ended up at this difficult juncture.

“Greed, leverage, and lax investor standards,” John Mack said.
“We took conditions for granted and we as an industry lost discipline.”

The CEO of TIAA-CREF, the enormous teachers’ pension fund,
said the big funds used to think they “knew a lot more about these
[mortgage-backed] assets” than they did. “But we’ve been burned, and
until we see large-scale transparency in assets, we're not going to
buy.”

Merwyn King, a short-tempered British regulator, quickly grew
impatient with this sort of talk. “You are all bright people, but you
failed,” he said. “Risk management is hard. So the lesson is we can't
let you get as big as you were and do the damage that you've done, or
get as complex as you were, because you can't manage the risk
element.”

King was half right—but only half. The banks had grown so big and
fragile because they had created a host of profitable intermediary
steps, separating risk from sound and sober assessment, from basic
financial accountability. The risk had instead been passed around,
sale by sale, until the marketplace itself held a kind of aggregated risk,
a vast web of credit connections resting on nothing more solid than
confidence.

Two top Treasury officials, Neel Kashkari and Phillip Swagel, had
already created a memo on bailouts that they called the “Break the
Glass” Bank Recapitalization Plan—a ten-page apocalyptic scenario
outline that would later provide the rubric for TARP. Its idea was
straightforward: Treasury would purchase toxic assets from the banks,
unwind them using a private-asset intermediary, such as BlackRock,
and then sell them to maximize value for the people who would
ultimately be on the hook: the taxpayers.

Two days after the Cash Room dinner, Paulson looked at the
memo with reticence. If they ever actually needed to implement the
plan, he said, they would never get it through Congress. He was more
skeptical of the plan’s political viability than he was concerned about
its effect on the economy. And if word got out, it could send the
markets into a panic.

That was Paulson’s dilemma. To act in a responsible, preparatory



way would show what the government was planning to do in the event
of an emergency. This is something that firms could then factor into
their risk models, which would affect everything from how banks or
nonbanks invested their capital to how they structured, and protected,
their pay packages. It was enough that Bernanke had opened up his
discount window to investment banks, probably the most dramatic shift
in Fed policy since the Great Depression. If anything, now was the time
to match federal largess with firm boundaries. He had to show
confidence that he expected no more disasters, and wasn't planning
for any more public funds to help Wall Street.

As a Christian Scientist, Paulson fell back on the old standard: God
helps those who help themselves. The group agreed that the potential
havoc that this “Break the Glass” plan could wreak on the market, even
just in undermining confidence, meant it needed to be closely guarded.
In the meantime, Paulson would try to find market solutions to the
impending disaster and preempt the gathering storm.

What he did do was pick up the phone and call Dick Fuld, CEO of
Lehman Brothers, which looked next in line to fall after Bear.

“Dick,” he said, cutting to the chase. “You really need to find a
buyer.”

What amazed Obama was how big the whole circus had become,
and how fast.

By the third week in April, he was a global phenomenon, the focus
of acute, almost frenzied attention, at the head of a wave.

It had built, strong and steady, since lowa. But coming out of
Cooper Union, he was a man touched by the gods—the toast of both
coasts, the media, the intelligentsia, Hollywood, Washington, and even
Wall Street, which still knew how to invest with targeted might when a
growth stock hit its stride. He’d been tested on race, and
temperament, and had passed brilliantly with his stunning speech.
Race issue: check. He’d pulled together a bipartisan economic team
and leapt ahead of the pack on dealing with the country’s growing
financial shakiness. Policy prescience: check.

To be sure, with each stride there was a hedged bet being laid
down by Middle America, wary by nature of the Harvard-trained darling
of the elites and the rising tenor of the enthusiasm he was stoking.



That skepticism was harvested with steady sure-handedness by
Hillary Clinton, who was counted out after Obama’s string of victories
in January and February. No, she wasn't down, not yet. America loves
a race, has a long history with buyer’s remorse, and always liked
Hillary best when she was fighting for her life—as the First Lady, living
through an adultery nightmare, and many times since.

Obama wanted it to be over with. After his string of primary
victories, he was way ahead on delegates, and ready to be the party's
putative standard-bearer. He was tired. He craved sleep. He missed
the girls. Letit be over.

But Texas and Ohio wouldn’t let that happen on March 4. He lost
them both, big states. Texas was no surprise. But Ohio, the bellwether
state in so many national contexts, seemed within his grasp. If he could
beat her there, it would end. It didn’t, even after the Obama campaign
spent nearly $20 million on media and organization.

Obama was crestfallen, but he stayed cool and steady. On the night
of his Ohio loss, his senior staff was waiting for the strong words of
criticism. They never came. The road was long, he told them; they were
doing their best. Losses like this would happen; they'd eventually make
it. The most pointed he got: an offhand comment leaving the Ohio
postmortem meeting, when he told Axelrod, “Now, tell me again what
$10 million in advertising [in Ohio] got us.”

For some on the staff, this equanimity was just shy of amazing,
even unsettling. Obama was changing—his eyes now on the prize.
Looking out on mobs crushed against barricades, reaching to touch
him, to be healed, the campaign’s innermost circle started to use its
nickname for him, Black Jesus. The pressure of hope and expectation,
of almost religious fervor, seemed to quiet and settle him. To establish
their bearings, that he was mortal, they'd tell stories of the sometimes
tetchy, short-tempered candidate of a year before. A favorite was from
June of 2007, when they were flying back and forth to lowa while trying
to squeeze in votes in the Senate. Obama was on the plane with
Robert Gibbs and Reggie Love, grousing nonstop. This was foolish.
Miserable. A waste of time.

Gamely, Gibbs stepped in.

“All right, Barack, just think of one thing you like about all this. Just



one thing, and focus on it. Maybe that'll help.”

Obama was unreachable. “There is not even one thing | can think
of. Not even one.”

“Well, | can tell you one thing, boss,” said Reggie Love, the former
Duke basketball player hired to be Obama’s aide in 2006, who was
regularly getting mobbed by girls in lowa gymnasiums. “I'm loving this!
Hope that helps.”

“No, it doesn’t, Reggie,” the senator mumbled, unmoved even by
this strong showing of empathic esprit de corps.

Now some senior staffers yearned for that grumbling guy, a guy
they once knew, rather than the calm, Olympian presence looking
down from on high, touching the outstretched hands of true believers.

Then, on April 22, the night of the loss in Pennsylvania,
bemusement about their sainted candidate began to sour into
concern. You can't win America just by taking the northeastern and
Callifornia corridors, no matter how many times you appear on Charlie
Rose. After a brutal six-week campaign, he’d lost Pennsyivania to
Clinton by a whopping ten points. She was out of money, facing the
precipice of a “mathematical impossibility” in delegates, but heroically
unbowed. “Tonight, more than ever,” she said, in her acceptance
speech, “I need your help to continue this journey . . . We can only keep
winning if we can keep competing with an opponent who outspends us
so massively.”

After Obama’s concession, his inner circle flew to Chicago for a
crisis meeting. Forget about delegate counts. She was showing, to
one and all, how beatable he was. News reports began to trot out Bill
Clinton’s quote from January, about how the media were going easy
on Obama, giving him a bye about voicing some generalized support
for the Iraq War as a senator: “This whole thing,” Bill Clinton groused,
“‘is the biggest fantasy I've ever seen.” Now the line, taken out of
context, seemed to be a generalized critique of the Obama
phenomenon.

Republicans, meanwhile, were offering their own version,
mentioning how little experience Obama had doing anything other than
managing his own one-man narrative.

In Chicago, at Obama’s house, Pete Rouse and Valerie Jarrett



conferred with their man. The rest of the team was gathering in the
living room. The three of them stood near the kitchen, an ideal trio, in
its way.

Valerie was the first among equals, with her role as part of the
campaign but above it. As adviser, friend, protector, older sister, soul
mate, and, in some ways, creator—the matchmaker, after all, of
Barack and Michelle—she watched him evenly, asked how he was
feeling. He didn’t need to say much. She knew he was in there, trying
to work through the complex equations of his place at the center of all
this noise, and she was happy to see Pete.

Rouse was also separate from the campaign’s senior staff, but with
a role of unique consequence and clout. At sixty-one, he was Obama’s
Washington anchor—and a truly original character in the nation’s
capital. He was Tom Daschle’s right-hand man, his chief of staff for
twenty years, who rose—as Daschle became Senate majority leader
in 2000—into a role that drew him the moniker “101st Senator.”

When Obama won his Senate seat in 2004, Daschle was losing
his, after twenty-eight years.

One coming, the other going, they became fast friends, and
Daschle persuaded much of his staff, from Rouse on down, to move
from the most powerful office in the Senate to that of the bright young
man from lllinois. This was unheard-of. First off, skilled and seasoned
staffs in the Senate—and Daschle’s was about the best—have never
been known to be transferrable. But this one was. Daschle became
Obama’s mentor, with Obama’s new chief of staff, Rouse, as his
guide.

Obama leveled with them both when he arrived, telling Rouse, “I
know what I'm good at and | know what I'm not good at. | can give a
good speech.” He continued, “But | don't know how to build a large
staff and negotiate the potential pitfalls of being a relatively high-profile
newcomer to the Senate.” They set up a game plan for Obama. Rouse
was a legendary memo writer. He handed Obama a black notebook,
the “Senate Strategy,” laying out how Obama would stay quiet, work
hard, and try to learn the rhythms of how laws are made. Options were
developed based on whether he decided to run for president. But they
are all thinking of when—when would he run.



Everyone was. So to map the realm of possibility, and build up
favors in the event of a dash for the presidency, Obama went on the
road in 2006. He gave speeches, and wooed the auditoriums and
banquet halls as every Democratic senator’s handsomest-ever friend,
and that's before he opened his mouth. Then it was time for decisions
and—in what would soon become a storied encounter—he and
Daschle sat in the kitchen area of a pricey Washington restaurant.
Obama wanted to know if Daschle thought he was ready, wondering if
he shouldn’t wait and get more experience. After all, Obama had only
one year actually walking the halls of Congress before he went on the
banquet circuit, and of course he needed a lot more experience before
becoming president. But the system was busted, terribly, and in this
age of 24/7 pie fights that pass for political discourse, having a thin
record for others to shoot at, to attack, may have been the only way to
move forward. Daschle had just finished a race where Republican
John Thune and his ops research staff picked at Daschle’s twenty-six
years of votes like the vulture at Prometheus’ liver. All Daschle did, day
after day, was try to explain away mischaracterizations of his record
trumpeted on cable, online, and in ads, until he collapsed in defeat.

And maybe it was true—that there was simply no way a senator
with any experience could win the presidency anymore, considering
that none had managed it since John F. Kennedy. Obama, of course,
was never able to fully internalize that answer. Within a year, he was
already focused singularly on the presidency. By early 2008 he had
been running for elective office for much of his adult life, mostly as a
one-man show.

Now, after Pennsyivania, his managerial nascence was showing—
and Pete Rouse, flying to Chicago, knew it.

He understood how Obama operated from moments when no one
was looking, how unflinchingly loyal he was to everyone around him—
grateful, really, that they were doing what they could on his behalf. His
instincts were to always push for consensus, and then affirm it, usually
with some trenchant twist that would make it his own. But Rouse knew
that Obama, comfortable reaching for the sweeping concept, and
trying to spot paths of historical consequence, was fairly easily
managed. Which was what had been happening. He’d been deferring



too much to political consultant David Axelrod and David Plouffe, his
campaign director, and the wider staff. He was the candidate. They
were the managers. So, fine, manage me. I've got plenty to keep me
occupied.

Obama turned to Rouse, as the group beckoned from the other
room. “Pete, what can | do here that 'm not doing?”

“Barack,” Rouse said, looking hard at his friend. “You need to take
ownership of this campaign.”

Obama nodded. Ownership. Got it. That night was a big one in a
little-noted area that often defines the fortunes of leaders: management
skills. For all his intellectual firepower, Obama had none. Over the next
few hours, and next few days, a new structure was set up. There would
be a nightly phone call, led by Obama, with the senior staff, no matter
where he was or what else competed for his time. The agenda for
each night would be drawn up by Anita Dunn, who'd worked for
everyone from Jimmy Carter to Daschle, had run Obama’s
precampaign political action committee in 2006, was now a political
consultant, and had been called on by Obama to assist the campaign
in early 2007. Axelrod was upset; he was being usurped. Despite his
respect and affection for Axelrod—the man who had taken him to the
Senate and now the precipice of the Democratic nomination—Obama,
with Rouse’s support, insisted. Dunn was in.

It was a lesson in management, care of Rouse. There are certain
things the boss needs. And if he doesn’'t demand them, it's no one’s
fault but his own. The campaign righted itself from there. Obama
began to understand the dynamic operating beneath him, some of it
dysfunctional. The nightly calls solved next-day problems before they
occurred, and the calls would be continued, religiously, through the
presidential transition.

A firstlesson. There would be many more to come.

Reflecting on this period in an Oval Office interview, Obama
divided the management issue, like most others, along the great
before-and-after divide of his life.

“I distinguish between the campaign and the presidency,” he said.
“In each one there were different phases. In the campaign, my
management evolved partly because my position in the race evolved



and my prospects evolved—in the same way that my secret service
protection kept evolving.” He described how his detail grew from eight
agents to forty, after lowa, to a “massive enterprise by the time | won
the nomination,” and that “the same was true of the campaign” staff.

The president ran through the campaign’s evolution: the core team
of David Axelrod and David Plouffe; the eventual need to bring in Pete
Rouse and Valerie Jarrett, to make sure everyone was “more
disciplined”; and onward through the primaries and into the general
election, as the campaign grew and became more organizationally
complex. To be sure, he, as the candidate, was the one being
managed down to the frenetic minute. But he needed to “own” it and
guide it. As president, atop the most complex managerial organism on
the planet, it would become much more difficult.

Carmine Visone looked out of his twelfth-story window at one of
Lehman Brothers’ Midtown Manhattan offices. On a warm late-April
day, they'd put out the awning and the outdoor tables at Bice, his
favorite ltalian restaurant.

This was his seasonal ritual, for years. Reserve the corner table on
the street, and watch from his office window. And at the appointed
time, see if his lunch date had arrived and been seated. He hated to
wait. Now he’d always show up five minutes after his dining
companion, usually someone from another investment bank or real
estate trust, had settled in, just in time for the Pellegrino to be served.
As the manager of Lehman’s vast real estate portfolio, Carmine had,
he felt, at fifty-nine, waited plenty in his life. Let the other guy fuckin’
wait.

If Greg Fleming was in an ideal perch to see the debt mess and
enter a strange kind of footrace with Hank Paulson for Bank of
America’s favor, Carmine was the guy who had been around long
enough to see exactly what had gone wrong from the bottom up.

But he’d never have called himself an old-timer. That he’d worked
hard to preserve his youth was understandable: he’d been at Lehman
for longer than some of his current colleagues had been alive. It was a
different company and a different world back in 1971, when he filled
out his application for a job as a bookkeeper, working in Lehman’s
basement.



As a young tough on the streets of Brooklyn, Visone had gotten into
his fair share of trouble, so it was a bit unexpected when he landed on
his feet with a job at Lehman. His father was a bricklayer, an ltalian
immigrant who taught Carmine to assess value with the fundamental
premise that “you’re fucking worthless—you want to be something, you
find something of value, take it into your hands, and hold on tight.” As a
young man and a big one at that, Carmine worked out furiously to
transform himself, as a bodybuilder—he once won the “Mr. Tall
Brooklyn” tite—and then worked his way up from there. When he was
made a managing director at Lehman in 1988, he had been at the
company seventeen years.

Dick Fuld, who had joined the company in 1969, two years ahead
of Carmine, took him aside.

“You know, Carmine,” he said, “I think this will be the last time a guy
like you is named managing partner.”

Carmine wasn't sure if he meant it to be a compliment, but he knew
what Fuld was saying. It didn't take a rocket scientist. By then, the
entire baby boom talent pool had started racing to the Street, and most
of them had never met a bricklayer.

“Thanks, Dick,” Carmine said, taking it as a kind of congratulations.

There was more truth in Fuld’s remark than the future CEO himself
probably even realized. Certain differences between Carmine and his
fellow managing partners would emerge only later. For one, Carmine
couldn’'t embrace the idea that he was worth what he was getting paid.
Looking over a bonus check in 1993 with his wife, Kathleen, he
wondered aloud, “What more do we need?”

Like everyone in New York, he passed his share of homeless
people on the street. Their ranks had grown over the years, he noticed.
New York had become a city of startling disparities. If you really
believed that compensation was a dollar vote on your intrinsic and
indisputable value, you might have looked past them. After all, there
must be some reason they were on the street and you were wearing a
Zegna suit.

But Carmine couldn't manage it, couldn't in good faith agree with
the market's decisions about how vastly different some lives were
valued compared with others. So he and Kathleen rented a U-Haul



truck, drove it to one of those giant supermarkets in suburban New
Jersey, and loaded it up with food. Then they began driving the streets
of New York passing out food to the hungry. Night after night, year after
year, Carmine drove the streets in his trucks—first a van, then a panel
truck, then a big one, with a cab and a trailer. At times he would stick
around for a bit, after handing out the food.

“I like to watch them eat,” he said to Kathleen one night. “That's my
weakness, | guess. | need to touch something that’s real, and there’s
nothing as real as hungry people having something to eat.”

With a night-school degree from Pace University, Carmine made
partner through a tireless career-long search for value—for something
he could touch and convince others to invest in, something, or
someone, that could pass his father’s brutal crucible.

That was how he met Sonny. Sonny was Carmine’s best client, one
of Lehman’s best, and for a time the largest converter of rental
apartments into condominiums in the country. Sonny's story was
classically American in its basic lesson about success: anyone can
achieve it. Coming to the United States from Israel at eighteen, with no
education beyond high school and no money to speak of, Sonny
proceeded to give Horatio Alger a run for his money. For years
Carmine told Sonny's story—a kind of nutritiously humbling fare—to
younger colleagues, who he felt tended to draw untested self-
confidence from their bonuses and prestigious degrees.

Sonny, on other hand, was a guy even Carmine’s father would have
loved. He and his brother started out leasing an apartment together in
LA, driving cabs to make rent. It was the 1970s, and the concept of
apartments “going condo” was just taking hold. Pooling cab fares,
Sonny and his brother eventually took out a loan to buy their first condo
—a single unit. They worked out the math of the transaction, bought
another condo, and flipped it. In time they had moved on to purchasing
a small building. In this way they gradually built up their assets. Then
they had an idea: a plan to convert apartments in cities that hadn’t yet
caught the condo fever.

Their stratagem was ingenious. The brothers would go to a town
such as Milwaukee, look at rental prices, and, from these, calculate
how much a mortgage might cost. Then they would set an imaginary



price—‘Two-Bedroom Condos Starting at $195,000"—which is
exactly what a quarter-page ad in the Milwaukee Journal would say
the next day. The local number listed in the ad would go to an
answering machine in some hotel room they'd booked for a few
weeks. Sonny and his brother would be long gone, back to LA, and a
local Wisconsinite they'd hired would check the machine after a week
or two. If there were five messages, that was the end of it; seventy
messages, however, meant they'd head back to Milwaukee looking for
an apartment building to buy. This was how, city by city, Sonny spread
across the country.

He had a rule that Carmine liked to quote: “Buy low. Sell low—and
a little.” It meant dont get greedy. You don't want to hold on to
inventory; you want to move it. No one, after all, can predict the future.

By 2004, Carmine estimates, Sonny was worth a billion dollars.
Carmine himself, at that point, was managing Lehman’s $50 billion
real estate portfolio. The portfolio had been built up over years and
was not part of the more recent mortgage derivative free-for-all. No,
these were properties Lehman owned or financed for select investors.
There tended to be an owner of record, so to speak, that was either
the bank or one of its customers.

As New York real estate had been steadily appreciating, Sonny
had been buying it—until suddenly he wasn’t. Carmine talked it over
with his old pal, noting that the price for residential properties, $110
per square foot, still had some upside and might go as high as $140.
Sonny agreed with him but said he’d had enough of all that. He told
Carmine that he’d “done fine in New York and it was foolish to stay until
the bitter end, looking for the very tiptop and then trying to get out
before everyone else.”

Carmine had always thought of Sonny as a brother, but as they
rose together, a key distinction between their work lives emerged.
Carmine, who had treated Sonny’s money as though it were his own,
was now investing huge sums for people he could only know so well—
and many not at all.

“He pulled out, plain and simple, because it was his money,”
Carmine would later say. It meant the lenses through which Sonny and
Carmine saw risk were wholly distinct. The two of them looked at the



same numbers and saw them differently. Such was the power of
incentive and—uwith one’s own money on the line—disincentive. These
divergent perspectives were by no means unique to Sonny and
Carmine, but in this case the latter’s up-the-hard-way sensibility could
help him grasp the wisdom bound up in Sonny’s viewpoint, and he was
big enough to thank his friend for a lesson learned.

At this same moment in 2004, a nearly identical conversation was
taking place inside the New York Federal Reserve, with Tim Geithner,
its youthful chairman, at the head of the table. In October 2003, at the
age of forty-two, Geithner was placed at the helm of the most powerful
of the institution’s twelve branches, insofar as it oversees a collection
of the most powerful financial institutions in the world. The chairman
traditionally convenes an advisory board made up of representatives
from big financial firms and top thinkers in various relevant fields. For
the past fourteen years, an anchor of the board was Robert Shiller, one
of the era’s standout economists and someone in line, many would
agree, for a Nobel Prize. If Stockholm gives Shiller the nod, it would
almost certainly be for his pioneering work in behavioral economics,
which helped the economist craft several books articulating how the
succession of ever-growing bubbles, since the 1980s, would end
disastrously. But Shiller was also a key developer of one of the
practical tools most widely used by investors: the Case-Shiller Index.
Aside from having made Shiller wealthy enough to do without the
Swedish prize money, Case-Shiller charts and projects changes in
real estate values.

At his first advisory board meeting with Geithner presiding, in
2004, Shiller described his data suggesting that home values, after
having risen steadily for nearly three decades, were inflated by 30 to
50 percent. He focused specific attention on data he and his staff had
unearthed showing how, over the past century, rents had tracked with
mortgage payments in determining sale prices. In the early 1980s, as
home values began their precipitous rise, these two lines began to
diverge. Shiller, a densely educated Yale professor, and Sonny, the
high-school-educated Israeli émigré, turned out to be brethren in
teasing out and trusting a commonsense measure, the cost of shelter,
to use as a yardstick to assess what was real, or unreal, in the buying



and selling of property.

Around the table, the representatives from big financial institutions,
and many academics who’d grown wealthy advising those institutions,
looked on skeptically, figuring they had the mortgage planet properly
mapped and assessed. Yes, it was true that by 2004 the FBI had
issued a warning on the rampant fraud in mortgage underwriting. AIG
was already telling Goldman—which had many of its former, and
future, employees working at the Fed—that it was not going to
underwrite any more credit default swaps, the soon-to-be-famous
“‘insurance without reserves” that Wall Street firms and banks were
selling to one another. Goldman figured that would be fine. AlIG was
already on the hook for billions if the mortgage-backed securities went
bad. Goldman would just get other clients to write the CDSs, and it had
already started hedging and swapping against the CDOs it was
packaging and advertising as “safe as cash” to the investing public.

Shiller was saying to one and all that the entire financial edifice,
and the U.S. mortgage market, the bedrock of the country’'s economic
safety and soundness, was resting on the mother of all bubbles. Sonny,
had he been present, would have agreed.

Shiller recently recalled the meeting, how he “talked about the
bubble and housing prices,” something the professor talked about at
all the meetings. But, after a few minutes that day, running through his
thoughts, data, and expertise on the matter of real estate, “I had this
feeling, the same feeling anyone has when they are kind of violating
groupthink. Here | am, talking about the bubble in the advisory
committee and after a few minutes starting to feel uncomfortable about
it. 'm thinking, maybe I'm sounding flaky. ‘Bubble’ was not even in the
textbooks then. There is a certain image we project of scientific
objectivity in the economics profession and ‘bubble’ sounded like a
newspaper term.” Bubble, incidentally, is now a term economists use.
And Shiller can hardly be faulted for wondering if the problem was what
he was saying, or how he was saying it.

Geithner ignored Shiller’'s warming and summarily removed him
from the board.

To be fair, Carmine did not dramatically change course after his
2004 conversation with Sonny, either. He had a business to run, and it



was a matter of incentives. His were different from Sonny’s.

For his part, Sonny stuck by the inner rigors that had brought him
such success. He called Carmine in 2006 to tell his friend, “'m done.
I'm out. | have no more inventory.”

Carmine was startled. “How’s that possible?” he asked.

Sonny explained to him that all the buildings he had bought in the
past few years had been converted into condos and that he had just
returned from his thirtieth apartment building auction in the past six
months.

“I got outbid thirty times in a row,” Sonny said. “'m not going to pay
whatever it takes to buy a building. Based on the rents in an area, |
know what a building is worth. | know this business, and it's stupid to
pay more than something’s worth, even if you know there’s a greater
fool who will buy it from you.”

So Sonny took his ball, his billion dollars, and went home. Carmine
had lost his biggest client, though he continued to consider what he
called “Sonny’s rules.” By early 2007 he was seeing more and more
clearly that they were rules to live by.

It was around this time that Carmine found himself on the shoreline
when the real estate hurricane hit. In this case, it was the south Florida
coast, where Lehman and its investors owned condominiums built
during the construction boom of the past decade.

People had suddenly stopped showing up at their closings.
Carmine noticed this, but it took him a few days to realize the full
implications. Say someone, in March, signed a purchase and sale
agreement for $900,000 for a South Beach condo, putting down 10
percent of the total price—in this case $90,000. When the closing date
arrived in May, just sixty days later, and the lawyers and title company
convened to complete the deal, the buyer simply wouldn’t show. The
reason was that the price of the condo had dropped so fast in the
meantime that it now made more financial sense to lose the $90,000
than to own the damn thing. By the summer of 2007 more than half of
the buyers in soft parts of the Florida market were no-shows at their
closings.

By the end of the year, Carmine was in round-the-clock discussions
with the owner-investors of these complexes. Several suggested



cutting prices. If values were dropping that fast, they should try to lure
buyers to their closings by lowering the sale price on the condos. The
problem was that prices were dropping so fast that, as Carmine said,
“lt would cause riots in the buildings. Someone would say, ‘I paid
$900,000 two months ago for a unit that just got its price cut to
$600,000. 'm gonna stop paying my mortgage. 'm gonna sue the
developer.””

Carmine sent along updates to his fellow managing directors and
held the line. The other directors might have been shrewder in their
methods of packaging and selling off debt, but it was not clear that they
understood the dramatic fashion in which the mortgage values behind
their CDOs were collapsing. They were relying on the safety of their
tranches—the name for the way mortgages were bundled based on
various flavors of perceived risk—and the credit default swaps the
directors believed had insulated them from defaults. Carmine’s office,
just down the hall, was a wormhole into an older world, one in which
investment banks could assess their real estate holdings, if they ever
cared to, by actually visiting the physical buildings.

In his grounded, intensely terrestrial life, Carmine was privy to other
portents, too. The economy officially slipped into recession in
December 2007. The following spring, Secretary Paulson would tell
anyone listening that economic growth for the coming quarters looked
steady, if not strong. But by today, in the late spring of 2008, Carmine
noticed that there were more hungry people on the streets of New York
than he had seen in many years—maybe ever. He had upped the
number of runs with his truck.

Some people are graced with a more complete view of the
complex world. It's usually by happenstance; they cross invisible
borders. Carmine, in his twisting path, was regularly visiting several
disparate provinces in the wider country: on the Gold Coast of Florida,
where those glittering condos stood empty along the endless beach; in
his old Brooklyn neighborhood, where immigrants from Africa, South
America, and the Caribbean were now trying to find footholds on the
ever-slipperier shores of the American dream, by buying properties
from his old Italian neighbors with “liar loans,” meaning no
documentation needed; on the streets of New York City, where the



homeless and hungry, leading indicators of the recession, lined up at
his truck; and, of course, the sight from his twelfth-floor Lehman office,
with its view across Midtown Manhattan, from lofty tower to lofty tower,
high above the hard pavement.

What Carmine and Sonny and Bob Shiller all saw was the
outcome of a thirty-year effort to find new ways to increase leverage
without assuming heightened risk, a process rather breathlessly called
“financial innovation.”

The experiment started in the late 1970s at Salomon Brothers,
where Wolf and many other Wall Street titans had gotten their start.
Salomon at the time was a bit like Florence in the early days of the
Renaissance: they saw the world differently and then helped to make it
so. The name of the ltalian genius in this case was Lewis Ranieri, a
rough-and-tumble trader at the mortgage bond desk, who saw debt,
suddenly, with new eyes.

Governments and corporations had long been raising money by
selling bonds, tradable on open, active markets. This had been going
on and growing in sophistication for centuries. In the thirteenth century,
governments first started floating bonds to raise money for wars. In the
sixteenth century, in ltaly, corporate bonds followed closely on the heels
of the modern corporation. But as the successes of twentieth-century
market economies brought with them higher standards of living and
greatly expanded ownership, a third, vast new ocean of debt emerged:
mortgages.

By the late 1970s, home mortgages in the United States totaled in
the ftrillions of dollars, kicking off an explosive growth in interest
payments. These payments flowed mostly into traditional commercial
banks, savings and loans, and credit unions, institutions that since the
Depression had been federally insured under the Glass-Steagall Act,
which also kept them legally separate from investment houses and
brokerages. In return for this security, these institutions accepted strict
limits on how they could invest their assets. Their basic function was to
assess creditworthiness and lend out money accordingly. Mortgages
were thus one of the pillars of their business model. The so-called 3-6-
3 rule governed a banker’s work life: pay depositors 3 percent interest
(short-term liability), lend their money out at 6 percent, and be on the



golf course by 3:00 p.m. Banking was boring, prudent, and reliable,
and because of this it could serve as a sturdy backbone for the U.S.
economy.

But investors were less enthusiastic about the arrangement. If they
hoped to invest in mortgages, they could do so only secondhand, by
investing in the thousands of sleepy institutions that held all those
American mortgages on their books. The genius of Ranieri and his
colleagues—and a future Wall Street leader named Larry Fink, then at
First Boston—was in developing a new way to invest in this untapped
pool of mortgage debt. By breaking home mortgages down into
different categories, based on characteristics such as loan terms (30-
year fixed, 15-year adjustable, etc.) and borrowers’ credit scores, they
found they could assess the risk of default and the chance of a loan
being repaid early. Once the risk was established, it could be priced
into a security, and so the mortgage-backed security was born.

Even if som