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The premise of Fault Lines is that there is no single source of blame for the recent financial crisis and current recession, but rather a variety of deep conflicts between individual economic goals, government intervention in the economy, and international trade patterns. For example, Rajan identifies income inequality as a key factor undermining overall economic stability, because it represents a political need that must be addressed. Because redistribution is unpopular in the United States, and adding liquidity to credit markets is much more politically expedient, the policy response in the U.S. was to make credit more available to Americans with low incomes (or no savings), particularly for home purchases. That response, while laudable, was a contributing factor to broader, more fragile credit markets. Rajan identifies another source of fragility: the tendency of governments in developing countries to promote exports at the expense of domestic consumption. Pro-export policies can lead to rapid growth in the developing world, but as a result domestic consumption (and thus the domestic financial sector) remains relatively thin. Internationally, pro-export policies lead to relative under-consumption in the third world, which makes more credit available to consumers in developed nations like the U.S. The balance between a lack of consumption spending in the developing world and very high spending in the developed world is sustainable so long as credit markets are healthy. However, it creates a problem when credit markets begin to contract quickly, as they did three years ago. These fractures drive Rajan’s account of the financial crisis.
Rajan offers a non-ideological perspective, as he shifts perspective from champion of stabilizing labor policy to public choice critic of economic intervention and back again. In Rajan's view, there is an important distinction between good public policy and bad; he presents a rules versus discretion argument, much like the debates over monetary policy from decades past. Traditional Keynesian stimulus is necessarily discretionary; fiscal policy, whether temporary tax cuts or "shovel-ready" public works projects, is used to combat slumping domestic spending and employment. It is designed to be implemented when conditions warrant, and taken off the table when macro indicators are strong. The problem, according to Rajan, is that fiscal stimulus is necessarily employed in a time of crisis, and thus in a hurry. Rather than carefully considered infrastructure-building, stimulus is used as an excuse to push favorite causes, or even enrich political allies at the expense of economic efficiency. Thus, Rajan identifies discretionary attempts, both monetary and fiscal, to smooth out the business cycle as another economic fault line. Inefficient spending is rushed through legislatures precisely when the economy can afford those inefficiencies the least.
The main alternative that Rajan identifies is the “automatic stabilizers” common in European labor markets, primarily longer-lasting and more generous unemployment benefits. Recessions still come and go, but thanks to a stronger safety net workers can afford to withstand the downturn, thus limiting the political demand to “do something” now, on a large scale, however inefficient. While his analysis of the relative strengths of rules versus discretion may be accurate, one should remember that greater unemployment benefits and other labor market interventions are not costless endeavors, nor are they free of unintended consequences of their own. While the U.S. and European nations frequently have similar unemployment rates during recession, over the past few decades their overall unemployment rates tend to be significantly higher. Further, higher labor costs would surely discourage foreign capital investment. 
Rajan provides a very thoughtful account of the crisis, one that is remarkably value-free in its analysis, and rich with economic history. 
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