
        
            
                
            
        

    
Table of Contents

	 

	Chapter 1: The Illusion of Prosperity      

	The Economic Boom: A Misguided Optimism      

	The Myth of Endless Growth      

	The Psychology of Overconfidence      

	Institutions and the Power of Myth      

	Chapter 2: The Role of Banking Institutions      

	The Expansion of Commercial Banking      

	Regulatory Oversight and Its Failures      

	The Role of Investment Banks      

	Bank Runs and Public Confidence      

	The Consequences of Reckless Banking      

	Chapter 3: Government Agencies and Regulatory Bodies      

	The Role of Regulatory Bodies      

	Complacency Among Regulators      

	The Impact of Regulatory Failures      

	Lessons Learned and Moving Forward      

	Chapter 4: The Stock Market’s Rise and Fall      

	The Charisma of Speculation      

	Psychological Factors at Play      

	The Role of Financial Institutions      

	The Boom: Indicators of Excess      

	The Inevitable Correction      

	Chapter 5: Public Perception and Media Influence      

	The Role of Media in Shaping Economic Sentiment      

	The Celebration of Wealth and Success      

	The Illusion of Stability and Security      

	The Feedback Loop of Overconfidence      

	Chapter 6: The Myths of Innovation      

	The Age of Technological Marvels      

	Misplaced Optimism in Finance      

	Myths in the Housing Market      

	The Illusion of Regulatory Oversight      

	Chapter 7: The Impact of Credit and Consumer Debt      

	The Rise of Consumer Credit      

	Advertising and the Consumer Culture      

	The Role of Financial Institutions      

	The Consequences of Over-Indebtedness      

	The Illusion of Economic Security      

	Looking Forward: Lessons Learned      

	Chapter 8: The Role of Speculation in Real Estate      

	The Rise of Real Estate Speculation      

	Motivations Behind the Investment Frenzy      

	The Mechanisms of Speculative Investment      

	The Community Impact of Speculation      

	Lessons Learned from the Real Estate Collapse      

	Chapter 9: International Trade and Economic Relationships      

	The Rise of Global Trade      

	Trade Agreements and Economic Policies      

	Vulnerabilities in Global Dependencies      

	The American Economy’s Global Outlook      

	Lessons in Economic Interdependence      

	Chapter 10: The Social Consequences of Economic Disparity      

	The Illusion of Prosperity      

	Wealth Disparity and Social Tension      

	Justifications of Wealth Among the Elite      

	The Moral Implications of Financial Decisions      

	Lessons for Future Generations      

	Chapter 11: Warning Signs Ignored      

	Economic Indicators on the Brink      

	The Role of Cognitive Biases      

	The Cost of Complacency      

	Consequences of Ignoring Warnings      

	Chapter 12: The Great Crash and Its Aftermath      

	Prelude to the Crash      

	The Day of the Crash      

	The Immediate Aftermath      

	The Broader Economic Impact      

	Lessons Learned and Unlearned      

	Repercussions on Society      

	Chapter 13: Lessons Unlearned      

	The Echoes of the Past      

	Overconfidence in Policy Making      

	The Perils of Unchecked Growth      

	Learning from Failure      

	A Call to Action      

	Chapter 14: The Way Forward      

	Embracing Humility in Financial Decision-Making      

	Reassessing Regulatory Frameworks      

	Promoting Transparency and Accountability      

	Educating Stakeholders      

	Chapter 15: A Call for Accountability      

	Understanding Accountability in Finance      

	Case Studies of Accountability      

	The Role of Leadership in Accountability      

	Challenges to Implementing Accountability      

	Chapter 16: Reflections on Financial Stability      

	The Lessons of the Roaring Twenties      

	The Role of Policymakers      

	The Influence of Financial Institutions      

	Empowering Individuals      

	

	 

	


Chapter 1: The Illusion of Prosperity

	The 1920s are often remembered as a time of new inventions and a booming economy. In This chapter, we will explore how the prosperity of the Roaring Twenties created a false sense of security. Financial elites in banks and government institutions clung to the myth of endless growth, ignoring the potential risks. We will analyze the mindset of these decision-makers and how their overconfidence set the stage for future failures.

	The Economic Boom: A Misguided Optimism

	The economic surge of the 1920s fostered an atmosphere of unshakeable confidence among financial elites. This section will discuss how the visible success of various industries contributed to an optimistic outlook that they believed stable growth was a certainty rather than a possibility.

	Enthusiasm for Innovation

	The 1920s were marked by remarkable technological advancements, notably the rise of the automobile and radio. These innovations ignited a sense of excitement among financial elites, who believed these industries would catalyze sustained economic growth. Automotive production soared, invigorating related sectors like steel, oil, and rubber. The radio revolutionized entertainment and communication, leading to increased consumer spending.

	This wave of innovation inspired a collective optimism that was pervasive among policymakers and industry leaders. They confidently projected that this momentum would continue indefinitely, viewing it as a sign of a new economic paradigm. However, beneath this veneer of enthusiasm lay deeper structural vulnerabilities—a naive assumption that such innovations alone could guarantee perpetual prosperity. The overconfidence in technological advancement blinded decision-makers to the risks of overextension and market saturation, thus sowing the seeds for future economic turmoil.

	Declining Unemployment Rates

	During the 1920s, unemployment rates fell significantly, leading many to believe that prosperity was universally enjoyed. This perception became a cornerstone of the decade's economic narrative, as financial elites routinely cited these statistics to justify their faith in continued expansion. They equated low unemployment with economic health, overlooking the disparities that lay beneath the surface.

	While many enjoyed increased job opportunities, entire sectors were beginning to show signs of distress. The reliance on a singular metric—unemployment—created a false narrative of stability. This collective oversight contributed to an atmosphere where warnings were disregarded. Financial elites, wrapped in their optimism, failed to address underlying economic imbalances that could jeopardize the burgeoning economy, ultimately setting the stage for a more profound crisis.

	Stock Market Speculation

	The stock market boom of the Roaring Twenties was characterized by rampant speculation. Financial elites, buoyed by previous successes, embraced a risk-taking mentality, often prioritizing short-term gains over thorough analysis. This environment bred a culture where informed decision-making was sacrificed for the allure of quick profits. Many speculators, including banks and investment firms, began buying stocks on margin, amplifying the potential for both gains and losses.

	This rampant speculation was fueled by the prevailing belief that the economy could only continue to grow, which ultimately eroded prudent investment practices. The lack of due diligence in assessing risk meant that many elites overlooked warning signs and market trends that could have signaled trouble ahead. As a result, their commitment to speculation became a pivotal factor in the eventual market collapse, highlighting how overconfidence can distort judgment in financial decision-making.

	The Role of Advertising

	Advertising in the 1920s transformed into a powerful tool for consumer persuasion. Aggressive marketing strategies convinced the public and financial elites alike that consumer spending would persistently rise, creating an illusion of an unshakeable economy. Advertisements promoted not only products but a lifestyle of prosperity that was eagerly embraced by consumers, further fueling economic expansion.

	As advertising cultivated a culture of consumption, it reinforced the belief in continuous growth, prompting banks and investors to keep pouring money into industries linked with the consumer boom. However, this reliance on manufactured demand created a precarious situation, where growth was artificially sustained. The disconnect between reality and the optimistic portrayal of the economy meant that, when consumer sentiment shifted, the results could be devastating. This phenomenon illustrates how a successful marketing narrative can mask fundamental economic weaknesses.

	The Myth of Endless Growth

	As optimism reigned, many believed that the growth experienced would rescue them from any imminent downturns. In this section, we will analyze how this belief contributed to the detrimental decision-making by financial leaders.

	Cherry-Picked Data

	During the Roaring Twenties, decision-makers often relied on selective economic indicators that presented an overly optimistic view of the economy. This cherry-picking of data allowed financial elites to focus on statistics that mirrored their aspirations, while conveniently disregarding less favorable information that could indicate brewing troubles. For instance, they highlighted the rapid growth in stock prices and industrial production, which masked weaknesses such as stagnant wages and increasing consumer debt.

	This selective interpretation of data created a false sense of security, leading to an environment where risks were underestimated. Such practices demonstrated a fundamental disconnect between the perceived reality of constant growth and the underlying economic vulnerabilities. By ignoring critical economic indicators that suggested instability, financial leaders contributed to a collective risk that ultimately culminated in widespread failure. Instead of preparing for potential downturns, the reliance on cherry-picked data entrenched overconfidence in the sustainability of the booming economy.

	Warnings Ignored

	Throughout the 1920s, various economists and market analysts voiced concerns about the unsustainable growth patterns and potential bubbles in the stock market and real estate. Despite these warnings, the financial elites chose to overlook these forecasts, reflecting a dangerous level of complacency. The prevailing attitude was that the economy had entered a new era of prosperity, rendering past economic cycles and their accompanying risks as irrelevant.

	This dismissal of cautionary insights illustrated a broader societal tendency to prioritize short-term gains over long-term stability. Many decision-makers believed that they were insulated from typical economic fluctuations, leading them to dismiss the possibility of a downturn. This culture of overconfidence not only disregarded expert advice but also fostered an environment where recklessness was rewarded, further driving the economy towards a precipice. The cumulative effect of ignoring legitimate warnings laid the groundwork for the impending economic crisis of the late 1920s.

	Investment in Speculative Ventures

	The financial institutions of the 1920s became aggressively involved in speculative investments, driven by the belief that the ongoing economic boom was an assurance of success. Banks poured capital into high-risk ventures, including stocks and real estate developments, often without conducting thorough due diligence. This approach was buoyed by a collective mindset that deemed failure as nearly impossible in an age of unprecedented growth.

	Such reckless investment strategies were fueled by the overconfidence that characterized the era. Financial elites assumed that any investment would yield substantial returns, leading to unsustainable financial practices that ultimately jeopardized their stability. As the market became increasingly speculative, the underlying value of these investments diminished, heightening vulnerability to market corrections. This culture of speculative exuberance, devoid of rational risk assessment, set the stage for catastrophic losses when reality ultimately diverged from the prevailing myth of endless growth.

	Government Support for Risk-Taking

	Throughout the 1920s, regulatory bodies played a pivotal role in promoting growth initiatives without implementing sufficient oversight mechanisms. This governmental support fostered a climate of risk-taking and encouraged financial institutions to engage in speculative practices without consequence. Instead of enforcing regulations that would ensure responsible investing and lending, authorities largely endorsed a laissez-faire approach, which further ingrained a sense of invulnerability among financial elites.

	This lack of accountability eroded the principles of sound financial management, making it easy for institutions to overlook critical risks. The emphasis on rapid economic expansion, combined with insufficient regulatory scrutiny, perpetuated an atmosphere where overconfidence thrived. As a result, the financial system became increasingly unmoored, ultimately culminating in decisions that would trigger a widespread economic collapse. The consequences of this unchecked risk-taking highlighted the dangers of a regulatory environment that prioritized immediate growth over long-term sustainability.

	The Psychology of Overconfidence

	The mindset of financial elites during the Roaring Twenties was marked by an overconfidence that skewed their decision-making processes. This section explores the psychological factors that contributed to this overconfidence.

	Groupthink Dynamics

	Within the financial institutions of the Roaring Twenties, a prevailing mentality known as groupthink emerged. This phenomenon discouraged dissent and stifled critical analysis, creating an environment where risky decisions were easily accepted. Many elites relied heavily on consensus-driven approaches, which often led to superficial discussions about potential risks.

	The fear of controversy or disapproval kept many decision-makers from voicing concerns. As a result, the delusion of uniformity obscured the need for diverse viewpoints, which are essential for effective risk assessment. This collectively held belief, promoted by leaders and reinforced by peers, fostered an atmosphere in which caution was seen as unwarranted.

	Ultimately, this groupthink not only allowed dangerous financial practices to flourish unchecked, but it also seeded the seeds of a major financial crisis. The neglect of alternative perspectives and the shunning of critical dialogue would have catastrophic consequences far beyond the decade.

	Confirmation Bias

	Confirmation bias plays a significant role in the psychology of financial elites during this era. Decision-makers actively sought out information that validated their optimistic views about the economy, creating a distorted lens through which they viewed reality. They would often disregard data that contradicted their beliefs or downplayed emerging uncertainties, thereby reinforcing their narratives.

	This selective acceptance of information led to an echo chamber effect, where critical warnings about economic stagnation or market excesses went unheeded. As financial elites clung to their assumptions of perpetual growth, they failed to appropriately assess the mounting risks. In doing so, they laid the groundwork for systemic vulnerabilities that would become painfully evident in the years to come.

	The focus on favorable data not only impaired their judgment but also contributed to a broader culture of overconfidence that permeated the financial landscape of the 1920s, ultimately heightening exposure to a market reckoning.

	Short-Term Focus

	The short-term focus prevalent among financial elites during the Roaring Twenties significantly skewed their strategic priorities. Driven by the allure of immediate gains, many leaders sacrificed long-term sustainability for perceived quick wins. This mindset created an atmosphere where rapid profit-taking was glorified, often at the expense of prudent financial stewardship.

	The urge to achieve short-term results overshadowed the need for careful forecasting and planning. Decision-makers failed to recognize that the strategies they employed could undermine future stability. Investments were often made with little regard for underlying economic fundamentals, resulting in high-risk endeavors that promised instant returns.

	This shortsightedness contributed to a false sense of security, assuring elites that their strategies were infallible. In hindsight, the neglect of long-term ramifications reveals a critical flaw in the decision-making processes of the time, ultimately culminating in a crisis that could have been anticipated had a more sustainable approach been adopted.

	Social Status and Identity

	Social status and identity played influential roles in the decision-making processes of financial elites during the Roaring Twenties. Many individuals in positions of power were deeply invested in maintaining their reputations as successful leaders, which made it challenging for them to acknowledge or accept any signs of impending failure.

	This intrinsic link between identity and status fostered an environment of collective denial. The desire to uphold a façade of invincibility led elites to ignore warning signs that might challenge their narratives of success. The repercussions of failure were not just financial; they threatened the very foundation of their social identity.

	This interrelation created a reluctance to adopt a more cautious approach, even when evidence of economic instability began to surface. Consequently, the armor of social status prevented necessary discourse about risk management and accountability, further entrenching the cycle of overconfidence and contributing to the financial calamities that lay ahead.

	Institutions and the Power of Myth

	Financial institutions played a pivotal role in reinforcing the perception of invulnerability during the 1920s. This segment examines how their actions perpetuated myths that ultimately contributed to the impending crisis.

	Reinforced Narratives

	During the 1920s, major financial institutions crafted and promoted carefully curated narratives that emphasized stability and growth. These narratives were not just internal maximizations but were actively disseminated to the public and investors. By emphasizing consistent economic expansion and the 'New Era' of finance, these institutions built a façade of invulnerability that bred public trust.

	This atmosphere of confidence led to a widespread belief that the economy was immune to downturns. Investors flocked to stock markets, spurred on by the assurances offered by financial elites who framed the market as a perpetual opportunity for wealth accumulation. Those warnings of potential risks and corrections were dismissed as unfounded pessimism, reinforcing the belief that downturns were relics of the past.

	In essence, the narratives of stability discouraged scrutiny, both by the institutions themselves and by the investing public, contributing significantly to a culture of complacency that would later be called into question by reality.

	Failure to Adapt

	As the economic landscape evolved throughout the 1920s, many financial institutions remained tethered to outdated economic models that failed to capture the complexities of the emerging market. The reliance on past successes made it difficult for decision-makers to adapt to the rapidly changing environment characterized by speculation and technological advancements.

	Institutions clung to traditional assumptions about economic behavior, operating under the belief that markets followed predictable patterns. This failure to adapt resulted in severe miscalculations concerning market dynamics, rendering them unable to recognize warning signs of impending instability. The consequences of this stagnation were dire, as organizations that should have been knowledgeable guardians of the economy instead found themselves blind to a gathering storm.

	Public Relations Over Transparency

	In the face of mounting economic complexity, many financial institutions prioritized maintaining a positive public image over transparent communication about risks. The desire to cultivate a narrative of unbroken prosperity led to the downplaying of any potential red flags. This strategic omission provided a false sense of security to investors and the general public.

	Courses of action that could have informed stakeholders of heightened risks were often sidelined, as institutions feared that such admissions might undermine confidence and catalyze market corrections. By selecting public relations over transparency, these organizations contributed to an environment of unwarranted optimism that was ultimately unsustainable. This lack of honesty prevented essential adjustments that could have fortified the economy against impending turmoil.

	A Culture of Denial

	The institutional attitude during the Roaring Twenties was steeped in a culture of denial, where recognition of risk was systematically discouraged. Decision-makers often attributed economic failures to external factors beyond their control, rather than acknowledging the internal flaws in their analyses and strategies. This mindset fostered a dangerous detachment from reality.

	Within this culture, dissenting voices that warned of potential dangers were marginalized or dismissed entirely. This lack of healthy debate and critical evaluation stifled innovation and adaptation. Ultimately, the institutional failure to confront and acknowledge risks left them ill-prepared for the brewing crisis, highlighting how a culture of denial can lead to catastrophic oversight in financial governance.

	 


Chapter 2: The Role of Banking Institutions

	In Chapter 2, we focus on the banking sector&apos;s critical role in shaping the economic environment of the 1920s. This chapter examines how banks operated with a reckless disregard for the principles of sound finance, driven by a desire for profit and growth. We will look at specific banking decisions that contributed to the eventual financial crisis and the repercussions of such choices.

	The Expansion of Commercial Banking

	In this section, we explore how commercial banks in the 1920s expanded their operations and the implications of this growth. The desire for profitability led banks to engage in increasingly risky behaviors, creating an environment ripe for a financial crisis.

	Shift towards aggressive lending practices

	During the 1920s, commercial banks increasingly embraced aggressive lending practices, often prioritizing short-term profits over prudent financial management. The allure of immediate gains led banks to extend credit to borrowers with little regard for their creditworthiness. This shift was characterized by a reduction in loans being carefully vetted, resulting in higher default rates. Coupled with rising consumer and business confidence, banks felt emboldened to lend more freely.

	Consequently, financial institutions lowered their lending standards, which created a landscape where risk became normalized. This environment set a dangerous precedent, as banks often ignored the potential repercussions of cascading loan defaults. Instead of acting as gatekeepers of economic stability, banks became central drivers of widespread credit expansion, contributing significantly to the financial fragility that would later unravel into a full-blown crisis.

	Growth in consumer credit and installment plans

	The 1920s witnessed the rapid expansion of consumer credit, notably through installment plans that allowed consumers to purchase goods with minimal upfront payments. Commercial banks played a vital role in promoting and facilitating this trend, believing it would stimulate economic growth and increase their profitability. The ability to pay for items in increments resonated with a consumer culture eager for immediate gratification, thus encouraging spending beyond means.

	As banks issued more credit, they unwittingly created a cycle of dependency where consumers became heavily indebted. This reliance on credit fostered an illusion of wealth that masked the economic fragility beneath the surface. When defaults began to rise, the repercussions not only affected consumers but also hit the banks themselves, contributing to a broader financial instability that would culminate in the economic collapse of the late 1920s.

	Emergence of speculative investments by banks

	In the pursuit of higher returns, banks began to engage in increasingly speculative investments, a shift that would come to haunt their balance sheets. Many financial institutions poured capital into the booming stock market, often with borrowed funds, which amplified both potential gains and risks. This speculative behavior was encouraged by the prevailing belief in a perpetual bull market, leading banks to disregard the underlying economic fundamentals.

	The allure of quick profits led banks to prioritize short-term gains over long-term sustainability, undermining sound investment principles. Such speculation not only risked the integrity of the banks themselves but also contributed to a volatile financial environment. When the stock market began to falter, the fallout was swift, exposing the weaknesses in a banking system that had embraced risk without adequately considering the potential consequences.

	Impact of bank mergers and consolidation

	The 1920s were marked by significant mergers and consolidation within the banking sector, as institutions sought to establish themselves in an increasingly competitive landscape. While this trend aimed to create larger banks with greater resources and reach, it also raised concerns about the stability of the banking system. The consolidation often resulted in fewer institutional players, increasing the risk that poor decisions by one or two banks could have widespread implications.

	Furthermore, these mergers frequently led to the creation of entities that were "too big to fail," thus establishing a mentality among bankers that they could take greater risks without facing the full repercussions. This overconfidence culminated in significant ramifications when the market turned, as the interconnections between large banks amplified the contagion effect during the financial crisis, dramatically illustrating the dangerous realities of a concentrated banking sector.

	Regulatory Oversight and Its Failures

	This section discusses the regulatory environment of the 1920s and how lax oversight allowed banks to prioritize profits over prudence. The lack of effective regulation contributed significantly to the financial instability seen at the end of the decade.

	Weak regulatory frameworks in banking

	The regulatory frameworks governing banks in the 1920s were remarkably weak, failing to impose necessary checks on financial institutions. This environment allowed banks to operate with little oversight, resulting in decisions that prioritized immediate profits over long-term stability. For instance, the Federal Reserve, established to oversee monetary policy, lacked the vigorous tools to regulate the lending practices and investment behaviors of banks.

	Furthermore, the absence of stringent capital requirements meant that banks could engage in speculative investments without adequate reserves. Such vulnerabilities were exacerbated by a lack of coordination among regulatory agencies, giving banks the freedom to exploit loopholes. Consequently, these weak frameworks fostered an atmosphere ripe for reckless behavior, where the lines between prudent banking and speculative ventures blurred, ultimately contributing to the instability that characterized the late 1920s.

	Failure to address warning signs of risk

	Throughout the 1920s, numerous warning signs indicated an impending financial crisis, yet these were largely ignored by banking regulators and institutions alike. As stock prices soared and speculation became rampant, the traditional indicators of financial health began to deteriorate, but few in power took these signals seriously. Many banks engaged in risky lending practices without sufficiently assessing borrowers’ ability to repay, creating a ticking time bomb.

	Furthermore, the growing reliance on borrowed funds to finance investments led to inflated asset values. Regulatory bodies, influenced by the prevailing optimistic sentiment of the era, failed to intervene or implement counter-cyclical policies to curb the excessive risk-taking. This collective oversight directly contributed to a fragile financial system, where the illusion of prosperity masked the deepening vulnerabilities that would soon trigger a catastrophic collapse.

	Collaboration between banks and regulatory bodies

	The collaborative dynamic between banks and regulatory bodies during the 1920s further compounded the challenges of effective oversight. Instead of functioning as independent watchdogs, regulators often aligned closely with banking interests, prioritizing growth and market expansion over regulatory enforcement. This cooperation created a culture of complacency, where banks felt emboldened to take greater risks without fear of repercussions.

	This synergistic relationship diluted the resolve of regulators to impose checks on banking practices. Consequently, decisions made by banks were often validated rather than scrutinized, allowing risky financial innovations to flourish unhindered. As banks sought to maximize their profits, regulators leaned towards policies favoring economic growth, igniting a dangerous cycle of overconfidence and malfeasance that left the financial system deeply exposed.

	Crisis mitigation efforts that fell short

	In hindsight, the crisis mitigation efforts undertaken during the late 1920s were inadequate at best. As signs of financial distress emerged, regulatory agencies were slow to react, and the measures implemented were often too little or too late. Federal authorities lacked a coordinated strategy to address the developing economic turmoil, showcasing significant deficiencies in preparedness.

	After the stock market crash of 1929, for instance, the measures introduced—such as emergency liquidity provisions and attempts to stabilize the banking sector—proved to be insufficient. Many banks were already carrying substantial losses and, without the needed regulatory intervention earlier, their situation became untenable. The lack of timely actions not only highlighted the failure of existing policies but also emphasized the need for a fundamental reassessment of regulatory philosophies that prioritized growth over caution, paving the way for future reforms in banking oversight.

	The Role of Investment Banks

	This section highlights the distinct role investment banks played in the 1920s financial landscape. Their practices not only influenced the stock market but also had ripple effects that contributed to the overall economic instability.

	Promotion of speculative investments in stocks

	During the 1920s, investment banks played a pivotal role in promoting speculative investments, which transformed the stock market into a gambling arena rather than a venue for serious investment. These institutions marketed stocks aggressively, encouraging ordinary citizens to invest their savings in high-risk ventures promising extraordinary returns. The narrative of easy wealth was not only prevalent but actively propagated by these banks, fostering an environment where caution was abandoned in favor of unbridled speculation.

	This culture of speculation led to inflated stock prices, detaching them from their underlying value. Investment banks created a cycle where hype drove demand, and demand drove prices further up. Individual investors, lured by the prospect of quick profits, often invested without a solid understanding of the companies they were backing. This recklessness would ultimately contribute to the destabilization of the market when reality hit, culminating in the crash of 1929.

	Underwriting of risky securities and their consequences

	In the quest for profit, investment banks were eager to underwrite high-risk securities, including corporate bonds and stocks with dubious backing. The underwriting process involves guaranteeing the sale of a security, but during this era, banks often overlooked fundamental credit assessments, preferring to promote deals that promised higher commissions. This lack of due diligence left them exposed to significant losses when the securities defaulted, which frequently happened
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