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Toxic assets were not to blame for the sub-prime fiasco and international banking crisis 

Borrowing on the short term money market was the culprit according to new book 
 
So-called “toxic assets” were not the cause of the international banking crisis, despite problems with 
sub-prime mortgage investments, according to a new book. It was the banks’ reliance on the short 
term ‘money markets’ to finance their holdings of these securities that destabilised the global 
financial system. 
 
The Fall of the House of Credit* by Dr Alistair Milne of Cass Business School, London, examines 
the banking problems at the heart of the current economic crisis. In almost all cases the senior 
securities secured on bank loans – such as those from the Countrywide ABS-2006-19, a typical US 
sub-prime mortgage backed securitisation – were and remain entirely free from risk of default. But 
as the book reveals an initial loss of confidence in these loan backed securities was enough to 
trigger a damaging feedback loop, with withdrawal of funds, falling prices and a collapse of trading. 
This in turn led to the collapse of banks like Citigroup, Northern Rock and Bear Stearns.  
 
Dr Milne says: “Without funding no-one could any longer buy or sell these credit assets and banks 
could not use them to finance their lending.  When confidence in banks and credit assets collapsed 
so did spending and exports from China and other countries. 
 
“Many experts are talking about the need to regulate banks, but this is not the central issue. The 
bigger problem is that banks and other financial institutions have the wrong business model. In the 
past they made profits by renting money from around the world and using this to finance a 
consumer spending boom. In the future their profits will have to come from collecting savings from 
customers and raising the long term funds needed to finance business investment. Without this 
change there will be no sustained recovery and the ‘green shoots’ will wither away.” 
 
Rebuilding the global financial system means we must overcome short term and a long term 
challenges. The short term challenge is healing this major wound – the lack of confidence in banks 
and in bank credit products. This makes it extremely difficult for banks to lend and is a heavy drag 
on economic activity. The long term challenge is to channel the savings needed to finance new and 
more productive businesses and so maintain long term growth. 
 
* The Fall of the House of Credit: What Went Wrong In Banking And How To Repair the Damage, Alistair Milne, 
Cambridge University Press, 384 pages, hardback, £19.99 published on July 16, 2009. 
 
For more information, please contact Amanda Chick, Cass Business School 
Ph: +44 (0)20 7040 5274, amanda.chick@city.ac.uk  
 
For review copies, please contact Jeff Scott, Platypus PR 
Ph: +44 (0)1273 692 215, jeff@platypuspr.com 
 
Notes to editors: 
 
Cass Business School 
 
Cass Business School, City University, delivers innovative, relevant and forward-looking education, training, consultancy 
and research. Located on the doorstep of one of the world's leading financial centres, Cass is perfectly positioned to be 
the intellectual hub of the City of London. Our dialogue with business shapes the structure and content of all our 
programmes of study, our executive education programmes and our research. Our MBA, Specialist Masters and 



Undergraduate Programmes have a reputation for excellence in professional education.  Our Executive MBA is ranked 
13th in the world by the Financial Times.  
 
The school undertakes research of national and international significance and supports almost 100 PhD students. Cass 
has the largest Finance Faculty and the largest Actuarial Science & Insurance Faculty in Europe. Our finance research is 
ranked 2nd in Europe and 4th in the World outside the US by Financial Management Magazine and our insurance and risk 
research is ranked 2nd in the world by the Journal of Risk and Insurance.  
 
Within Cass, CassExec has been creating and delivering executive education to the world of business for more than 15 
years. The disciplines we cover range from finance and insurance through to leadership, corporate governance and risk. 
At the heart of our success is the importance we place on working in partnership with our clients to construct bespoke 
programmes that truly meet their business needs. 
 
Cass is a place where students, academics, industry experts, business leaders and policy makers can enrich each other's 
thinking. For further information visit: www.cass.city.ac.uk 
 
Cambridge University Press 
Cambridge University Press advances learning, knowledge and research worldwide. It is an integral part of the University 
of Cambridge and for centuries has extended its research and teaching activities by making available worldwide through 
its printing and publishing a remarkable range of academic and educational books, journals, examination papers and 
Bibles. 
For millions of people around the globe, the publications of the Press represent their only real link with the University of 
Cambridge. 
http://www.cambridge.org 
 


