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In the book , “A Colossal Failure of Common Sense: The Inside Story of the Collapse of Lehman Brothers” Lawrence G. McDonald recounts, from a compellingly personal perspective,  the fall of  Lehman Brothers.  Lehman’s bankruptcy is a pivotal event of the global economic collapse of 2008.  With debt of 660 billion dollars, the bankruptcy was the largest in the world, bigger then WorldCom, Enron, Conseco, Texaco, Refco, Washington Mutual, United Airlines, Delta, Global Crossing, Adelphia, Mirant, and Delphi combined.   The fourth largest bank on Wall Street had failed and the domino effect started.  Within a day of Lehman’s failure, AIG, the biggest insurance company in the world, loaded with debt related to the credit default swaps they had sold on Lehman,  was effectively insolvent.  The global economic infrastructure was on the brink.  Hank Paulson and Ben Bernanke sat down in front of 14 senior US Senators and Hank Paulson uttered the statement that stopped the American government in its tracks. “Unless you act,” he said, “the financial system of this country, and the world, will melt down in a couple of days.”  No one spoke.  Every last one of the assembled senators remembers the moment when the conference room, behind the great ten-ton bronze doors fell stone silent. 
Lawrence McDonald, a relatively low level Lehman vice president, a floor trader specializing in distressed debt and convertible securities trading, compellingly recounts the events which lead up to these historic moments, and the accompanying  economic crises from which we are now trying to recover.  McDonald spins this complex tale in the  sometimes disconnected weave of  a personal autobiographer inextricably comingled with a deluge of complex financial and economic events.  Some will be critical of his ability to present an objective analysis of Lehman’s path to destruction, but I found myself becoming increasingly immersed in his story as the investment bank, a storied and legendary icon of Wall Street, moved progressively closer and closer to ruin.
McDonald’s account of how he struggled to gain entry into the exclusive establishment of Wall Street provides unique insight and interesting reading.  It  is chocked full of inside views of  a floor trader for a major Wall Street investment bank.  From my own perspective, the book is a good read for this alone.  But as McDonalds’ tenure with Lehman continues, I found myself becoming more and more engrossed in anticipation of the foreboding disasters ahead, which of course, are now a matter of history.  McDonald notes two critical  events which set the stage for trouble: (1) the repeal of the Glass-Steagall Act of 1933, allowing commercial banks and investment banks to operate together,  giving investment banks access to depositor assets to use for risky investments; and (2) the Commodity Futures Modernization Act which made it possible for parties to short the debt of companies even if they did not own the debt they were shorting (a complex but important factor involving credit default swaps which, as McDonald explains, made the impact of the collapse of the collateralized debt obligations even greater).
All this sound too technical and boring?  I can tell you that it is not.  The significant accomplishment of this book is the success McDonald has in recounting the subprime mortgage crisis in a way that makes it understandable, as he takes us from his early days at Lehman to the heartbreaking final weekend in September of 2008, the emails, the phone calls, right up to the final call from George Walker IV (George W. Bush’s cousin and a Lehman executive committee member) to the White House.  Read the book.  It’s a combination murder mystery thriller  injected with a heavy dose of modern finance.  You may or may not buy into all of McDonald’s conclusions about the good guys and the bad guys but the unique accomplishment of this book  is making such technical stuff so riveting and entertaining.  As I progressed through the book I found myself unable to put it down.  It is that good. 
