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Media and U.S. Immigration Politics
By David E. Toohey, Ph.D.

Good afternoon. It is a pleasure to be invited here to give this lecture on immigration
and the media. These are two very important topics which work together to create
politics in the United States and other countries, as I shall mention. I have researched
these topics for my dissertation at the University of Hawai‘i at Manoa Department of
Political Science, a forthcoming book, and other current projects. Immigration is the act
of crossing a border. It covers a range of activities such as attending an international
academic conference or going to a University, to seeking employment, to seeking
asylum from oppressive governments. Many of us have been immigrants through our
educational activities.

Borders and immigrants have recently been portrayed as a source of anxiety for
nation-states and their citizens. This has led to increased militarization and surveillance
along borders as well as to various negative practices directed against immigrants.
There have been extremely negative consequences for this increased border monitoring
along the U.S.-Mexico border that leads to undocumented immigration through remote
desert areas. Hundreds of undocumented immigrants annually are found dead from heat
exposure in remote parts of the U.S. desert near Mexico and the U.S. government
Border Patrol likely underestimates these figures (Nevins 2008, 21-22).

Much of the increased policing of the border been heavily influenced by the
mass-media, which often portrays borders and immigration in a negative light, or,
provides positive portrayals that do cannot be linked together in a useful way. Yet, two
questions remain. First how is the notion of the border changing from something that is
located on the land to something that is more abstract? Secondly, how can media lead to
better concepts of immigration that are less a source of conflict, and more a source of
peace?

Before explaining how media can challenge negative views of immigrants it is
important to learn about the problems that media creates for understanding borders and
immigration. It is also important to understand negative processes of media in related
issues such as U.S. foreign policy. After learning some of these processes, the
opportunities presented by cinema and literature will be more clear.

The Changing Concept of the Border

One development in international relations theory is a new concept of what borders are.
This had been occurring in other fields—such as Chicana/o studies (the study of people
of Mexican decent in America. It also describes something that happened independently
in the world, outside of academia. The border used to be considered an actual place.
This place, existing in land and earth, was located at the meeting point between two
nation-states. For example, there are lines between the United States and Mexico, the
United States and Canada, France and Germany, The Peoples’ Republic of China and
Mongolia, etc... These are places that people can actually go to, though they usually
cannot cross these lines without permission from these governments. However, I.R.
scholars such as Sassia Sasken (2006) have argued that these “borders” may actually

10



extend into countries. This is not a matter of a line being drawn from the point between
Mexico and the United States into the interior of the United States. This means that
what happens in the border does not just happen in the actual land where the border is, it
can happen hundreds or thousands of kilometers away from the border. Media speeds
this up.

The idea of the border not being fixed to an actual place that people can visit
may be more readily understandable in the Asia Pacific region. There are two types of
borders in the Asia-Pacific region that are different from typical land borders. Some
Asian-Pacific borders are marked in Oceans where countries are not necessarily next to
each-other. It is impossible for human beings to walk across these borders. They are
accessible through a human invention, such as a boat or an airplane only. For example,
The People’s Republic of China and Japan are separate nation-states. They are located
in lands separated by Oceans. Yet, they have border disputes—the Senkaku Islands for
example. However, there is not a land border between the two countries as there is
between the United States and Mexico or China and Vietnam. A recent incident in 2010,
where a Chinese fishing boat ran into a Japanese Coast Guard vessel was shown on
Japanese national T.V. (without official authorization) as well as internationally by way
of YouTube videos posted on the Internet. In this situation, the news media quickly
brought consciousness of abstract borders (and disputes thereof) to the people of Japan
and the Peoples’ Republic of China, perhaps at a faster rate than the Japanese
government would have preferred. This has led to tense relations between the two
countries.

A second type of border is a demilitarized zone. Thus, there are two countries,
with a border, but they technically are not located exactly next to each other. This is the
case with South Korea and North Korea. Rather than a line that could be walked across,
there is a demilitarized zone (The DMZ) between the two countries. This is a space that
people do not cross, except under controlled situations. This does not prevent border
disputes between the two countries. It also does not prevent immigration from North
Korea to South Korea. There are North Korean refugees living in South Korea.

But the question remains of why do we think about these spaces? People do not
think about places they cannot go all the time. There are millions of places that we will
never visit. We rarely think about these places. There are of course exceptions. In the
United States it is common for people to read magazines such as National Geographic
and think about remote places such as Peruvian ruins or the Himalaya Mountains. It is
less common for people from the United States to visit these places. The rate of tourism
is not important. What is important is that our interest and acknowledgment of these
places often comes from the media, rather than actual experience going to these places,
or even talking to someone from these places.

Similarly, most people will not visit the DMZ or the oceanic borders between
The Peoples’ Republic of China and Japan, but they will have knowledge of these
places through media coverage of the conflicts. Similarly, many Americans will not
visit the U.S.-Mexico border, but they will often think about immigrants crossing these
borders. This thought about borders is not necessarily destructive. It is also sometimes
neutral or even positive. Yet it does have consequences such as increased tensions and
conflicts between U.S.-born populations and immigrants.
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Dangers of Media and Borders

In my research, one of the things that I found was that when we learn about borders and
foreign countries through the media, there is a danger and opportunity. The danger and
the opportunity are actually about the exact same thing: borders and foreign countries
are transformed through media. The danger has already been explained by a variety of
scholars with different intellectual and political viewpoints. As early as 1922, Walter
Lippmann explained that the media turns our encounters with distant reality into
stereotypes. Stereotypes are images of reality in our mind that have worn out and no
longer match what we saw. Hence, the human mind makes simple images of different
people—the standard negative stereotype of an immigrant in the United States is
someone that does not learn English and is potentially a criminal. Most immigrants, in
real-life, do not match this stereotype. Most immigrants work hard and learn English.
Yet, newspapers in the United States often focus on undocumented immigration—
calling it “illegal immigration”—and many mainstream movies have portrayed
immigrants as criminals. Thus the media interacts with stereotypes in peoples’ minds to
harm large populations.

Another danger is that powerful political and business groups will influence our
view of foreign countries in ways that harm populations. Noam Chomsky and Edward
Herman (2008) modified Walter Lippmann’s (1922) ideas to show how the mass-media
alters viewpoints about U.S. foreign policy to fit the interests of the U.S. government
and corporations, rather than average citizens. Thus, the mass-media did not provide
accurate coverage of atrocities being committed by U.S.-funded governments in Central
America as well as U.S. violence committed during the Vietnam War. This not only
benefited U.S. governments and corporations but misled Americans away from their
interests.

Another related danger, is that the mass media will provide a distorted view of
reality by getting its information from official sources only. W. Lance Benne (1990) t
refers to this as “indexing.” If there is a confrontation between police and protestors, the
police will be the only source of information. The police are part of a government (an
official source); the protestors are not part of a government (a non-official source). If
there is a labor dispute management will be the only source of information, rather than
the trade union. If there is a foreign war—such as the Iraq war—the government and
government sponsored think tanks become the only source of information (Arsenault &
Castells 2006; Altheide & Grimes 2005). Anti-war groups, people living in invaded
countries, and academics are often not interviewed when the mass media writes news
stories. There is an obvious danger of one-sided bias in this technique and it is common.
The mass-media also is often the only source of information about foreign countries that
most people have. Yet, what might this preference for official sources have to do with
borders and immigration?

In Japan, relations between Japanese citizens and immigrants are influenced by
the media. According to Apichai W. Shipper (2005) in Japan many major news outlets
have often relied mostly on the Japanese police for information about immigrants and
crime. The Japanese police, according to Shipper, have often been very biased against
immigrants. Hence, this bias is transmitted to the Japanese public without looking at
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alternative viewpoints. The impact is as follows. Immigrant communities are
stereotyped into different criminal categories by nationality. Thai female immigrants are
associated with prostitution, Chinese immigrants are associated with violent crime,
Iranian immigrants are associated with illegal drug related crimes (Shipper 2005, 319).
This stereotyping does not happen in Japan only.

This portrayal of different immigrant communities as threats also occurs in the
United States and Europe. In the United States and Europe, the mass media often
focuses on Islamic, extremist terrorism. As I have mentioned elsewhere, the U.S. view
of the Middle East was distorted through politicized religion to promote the violent
invasion of Iraq (Toohey 2007). This has led some to falsely associate immigrants from
Islamic countries with terrorism and assume that they are dangers to U.S. society and
security. The United States government has often kept remembrance of the U.S. atomic
bombings of Hiroshima and Nagasaki and internment of Japanese Americans from
being adequately remembered (Toohey & Inoue 2011) which shows a lack of regard for
Japanese American immigrant and diaspora communities. The mass-media portrayed
Chicana/o (Mexican decent immigrants) as threats to the U.S. nation-states when they
organized civil rights movements (Ontiveros 2010).

The Potential for the Media to Help Provide Useful Images of the Border

My research has uncovered some negative aspects of the media portrayals of the border,
as well as some positive aspects. I next want to focus on positive aspects and practices
for the media when portraying the border. There are a few things that cinema adds to
our analysis of the border. These come through more experiential and open ended
readings that are available in cinema and, to some extent, literature. Two important
practices are: 1) synesthesia, and 2) semiotics. Synesthesia provides a chance for people
to look at the border not just as a distant place to be visited, but also as something that
affects them. Semiotics provides a chance for people to think on their own about
borders.

The division in academic discussions on symbolism is over whether there is one
meaning to symbols, or whether there is multiple meaning to symbols. The psychologist
Sigmund Freud decided that dreams were not only symbolic, but symbolic of trauma
and sex only. Thus, symbols in dreams could mean one thing only. Applied to film and
literature, symbols could mean one thing only. Hence, there is only one interpretation of
what a book or movie will mean. In some situations this can become like viewing
Totalitarian propaganda films from Nazi Germany of the Soviet Union. This leads
toward interactions with books and movies that are not democratic. The reader and
viewer’s interpretation is largely irrelevant. This may lead people, perhaps, to prioritize
the role of corrupt, violent leaders over democratic interaction through visual media
(Deleuze 1989).

In contrast to this interpretation there are other theorists that believe that
symbols can have multiple meanings. Gilles Deleuze (1989) believes that film creates a
space where reality is open for interpretation. If done the right way, film can make us
think, rather than accept predetermined symbols and messages. Hence, films such as
Touch of Evil and El Norte do not exactly tell us what to think about immigration, but
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instead provide us with symbols that we can interpret. Other scholars of open ended
symbolism, such as Umberto Eco (1976), have argued that people reading books have
their own collection of thoughts and experience that shape the meaning of the book.
Hence, someone watching American police violently confronting Mexicans in Orson
Welles’ film Touch of Evil (the re-edited version) may bring their own experiences to
this. Someone who attends protests frequently may have experienced ethically, and even
legally questionable, treatment from police. They may therefore bring this experience to
understand that the police violence against immigrants in Touch of Evil is not an
isolated incident and was done to politically control people. Of course, there is a
limitation too. Someone who watches Touch of Evil and has only received racist
messages about immigrants and believes that police always follow the law may believe
that what happened in Touch of Evil is a distortion of reality made by a film-maker with
questionable ethics. Hence, there is a need for more than symbolism, though open-
ended symbolism is important.

To perfect open-ended symbolism, we need to have a media that creates
empathy and shared experience. As I mentioned, shared experience leads to an
understanding of Touch of Evil (2000) as a politically accurate portrayal of how foreign
nationals are sometimes treated in the United States, rather than a distortion of reality.
But, how do we achieve empathy? One way is synesthesia. According to Martine
Beugnet (2007) synesthesia is the sharing of experience. One example of synesthesia is
scratching a chalk board with fingernails. When a person scratches a chalkboard with
their fingernails, two things happen. First, a terrible sound is emitted. Secondly, both the
person scratching the chalkboard and people nearby feel an uncomfortable shocking
sensation in their hands and arms. In short, people who are not involved in scratching a
chalkboard feel a similar physical feeling to the person scratching the chalkboard. Film
has the power to do this. People watching films where immigrants are undergoing
violence may feel sensations, such as fear, or a light sickness. Hence in films like
Gregory Nava’s El Norte immigrants come into the United States by way of an
abandoned sewer tunnel and are attacked by rats. There is a slight shared revulsion and
possibly a fear of rats. Jill Bennet (2005) refers to this as “empathy,” but warns against
taking this too far. It is not a complete shared pain. We do not get sick and die from
seeing rats attacking immigrants. We are not feeling the same pain as Central American
immigrants immigrating through sewer tunnels. For most of us, it would be
inappropriate and insensitive to say we did. But, as Bennett clarifies, we are getting a
simulation of what it might be like. A simulation is not real, but it provides a limited
version of what something might be like that helps us think of a different reality. This
simulation can help us think about how horrible the experience could be and why it is
wrong. This may create activism under the right conditions that helps immigrants.
Therefore, film and literature, under the right conditions, can create situations that are
not as negative as typical media portrayals of immigrants, and instead lead us to be
more considerate to immigrants and people from foreign countries.

Sources

Altheide, David L. and Jennifer N. Grimes. 2005. “War Programming: The Propaganda

14



Project and the Iraq War,” The Sociological Quarterly 46, no. 4” 617-643.

Arsenault, Amelia and Manuel Castells. 2006. “Conquering the Minds Conquering Iraq
Social Production of Misinformation in the United States a Case Study,” Information,
Communication, and Society 9, no. 3: 284-307.

Bennet, Jill. 2005. Empathetic Vision: Affect, Trauma, and Contemporary Art (Stanford:
Stanford University Press).

Bennet, W. Lance. 1990, “Towards a Theory of Press-State Relations in the United
States,” Journal of Communication 40(2): 103-25, quoted in David A. Snow, Rens
Vilegenthart, and Catherine Corrigallgall-Brown, 2007, “Framing the French Riots: A
Comparative Study of Frame Variation,” Social Forces 86, no. 2: 389.

Beugnet, Martine. 2007. Cinema and sensation: French Film and the Art of
Transgression. (Carbondale: Southern Illinois University Press),

Deleuze, Gilles. 1989. Cinema 2: The Time Image, trans. Hugh Tomlinson and Robert
Galeta (Minneapolis: University of Minnesota Press).

Eco, Umberto. 1976. 4 Theory of Semiotics (Bloomington, Indiana: Indiana University
Press).

Herman, Edward S. and Noam Chomsky. 2008. Manufacturing Consent: The Political
Economy of the Mass Media (London: The Bodley Head/Random House.

Nevins, Joseph. 2008. Dying to Live: A Story of U.S. Immigration in an Age of Global
Apartheid, with photos by Mizue Aizeki. Open Media Series. (San Francisco: City
Lights Books).

Lippmann, Walter. 1922. Public Opinion (Mineola, NY: Dover Publications, 2004).
Nava, Gregory. 1983. El Norte, dir. Gregory Nava, 140 min., Criterion, 2009, DVD.

Ontiveros, Randy. 2010. “No Golden Age: Television News and the Chicano Civil
Rights Movement.” American Quarterly 62, no. 4: 897-923.

Sassen, Saskia. 2006. Territory, Authority, Rights: From Medieval to Global
Assemblages (Princeton: Princeton University Press).

Shipper, Apichai W. 2005. “Criminals or Victims? The Politics of Illegal Foreigners in
Japan.” The Journal of Japanese Studies 31, no. 2: 319.

Toohey, David. 2007. “Material Objects and Aura: Popular Culture Images against and
for War.” Review of Policy Research 24, no. 6 (November): 609-626.

15



Toohey, David and Aya Inoue. 2011. “Memories and the Nation-State: Japanese-
American Discourses on Hiroshima.” Asian Cultural Studies 37.

Welles, Orson. 2000. Touch of Evil, directed by Orson Welles, 95 min, Universal Films,
DVD

TA4E Y R hy—o —BEEE

2000 0 7 v —RFEREE (BURST:, BHRFEIFL) , 2004 FEY 3 —T A1 Y
VRFBRFRE T (EfRIpEL) o 2010 U A REFERFREIGFRME T
(BiR=fi+) , 2004 F£1 Y 2008 FFEFTA—ANUVTZ AR H—T 74
T— h, NUARFBORFRHZ CIEFEGRRAME LT TXA 7 ¢ 7 L BURY) B
B & ERY TEORFAM] 72 EORELHY, 2011 4 L0 BHRFA T EE
B I RIE LR,

TAE Y N by—A —WFERNE

HOR RO 7 REE RIS B 2 K E OB REUR & SRS - EREROM
BEBURHGR, AT AT 00, ANF 2T « ZET 4 —XDF{EE AW THE
%%, 2012 T Lexington Books & ¥ #]D % # [Media and the Borderlands] ({i
) & HRTE,

16



TABRTAYHANEA—F L BARY—:
Discover Nikkei & Densho ®7 =7 %A hEELT) (BH)
“Internet Appication of Oral History to Japanese American History:

Cases of Discover Nikkei and Densho Websites” (Summary)

IIENGESSS

Eriko Yamamoto, Ph.D.*
*1982-86 EWC Grantee; 1998-99 Fulbright visiting scholar to UCLA Asian American
Studies Center
M.A. in American Studies, Claremont Graduate School, 1983
Ph.D. in American Studies, University of Hawaii at Manoa, 1988
ot MBI ERE R SO B - 2K B RAMEETTFE R - UCLA BEITER
HAA =T« B2 bY—%2(JOHA)RLERHER & LT 2003 4F J OHAZNE BT %

TIVT T A MHERIZS - EWC R ASHIE
2011 4F 11 A 19 H @ BA R FHERE

AFaid, ERROABEBRIZESSENOEL
O, FERCIINE - Z2ERITEB ST
FT, EHOFAREBIAITEEL LS
VY, ZHE#E T eyamamotojanm@yahoo.com

F TRV LET,

WHEA—F N« BEA RN =L WA
MHARTHES LIaD, HIREDIEE b
BIAS HAbID L HTlheotz, HAA—
TN B AU —EEREL I, BRICEE LD, FRURNCIIMEHE - AFEL - 1
W EDAHTE, EEOFEE LTHHAENTEZON, SHALICAY K50 B
MEE -7,

TAVACBTDHA—=F - AN —DFEEERV, kA ¥ B a—%7 —7 T8k
BEL. FTUAZ VT P EAFES TREGk - RIFT D L0 D FIEIL, BRI KRG T 2 U
TCTIER -T2, T—F L a—Z—(F—7r « U—L)OHBIC LY FHEIC R > 7= Z O Fik
I, BEEAEES & LA OREZ TR 2 2 & T, G - SKEE A EDORAZ T Bk~ T,
FO®RIFIAEY b T La—F—DERT—RILEY, £ L T1990 FERENBITT

17



CHNGRE T IHN - ETAEREE A X — Ky hOBRITE 5T, B AetkicBE L
7

ARIX, ZOXLIBRFBEOP T, BRTAVDATLLREDLIIZA—T /L - EA LY
— % H LOBERFLERIZID AN TE 7, ZLTA ¥ —Fy hTART 2 &5 Rkl
T2 o TNDINERIT LTz,

I. 74—V« e RXRMY—DHE

F=Tr V= OT—7 - La—F—, a7 YPIREE Ml Th o7, =
BT REOT TV - XU 4 CHER BER) X, ZOEESEMOGERELRFIREL
LT, [EgkE ENPRVALIA v F Ea—% L, TORGFELTRRGFET DL 2RBL
oo BB EIFTHRLEBURR R LR L LT,

L2 L ZOFEE, ZRIEERT A ) IOREFZIIEKRIZD E< Y TUTE-T2, BA
bR EXFERFRVALITIE, HBBROBRE DTz, ~A /2 VT 4K EEHEZ
L LD N 2 BHRENTER LRVERIL, E0NERIZED 2 ERDR R, A
—Zc BEA MY =X, EOICELRAHZ L THBIET L EFREIC L, FFIC197
OFRD~A /U T «d#E) - ZMEOHERPLIRET & #EEH L, AL ELNIZT AL
HICH T ZARWESE DFE ) HOROELICHWO N, FORKR, BRT - 7 2 U bt
g8 - MR - RIEIESE - B0 - B - B - UERE. 2o TEN IS K DI
otz

ILBRT AV INDERLEA—T NV EX Y —

TR=w T A VT4 THDLIERT AV IANE, =T« B A N —DOFRIZ
KR b DR H 5,

AARNPDLT AV D~OBRBIEE > T-DIL, FHELFEDONT A ~OBRPEMIT, 18
8 SEDEMBRIGLMEAKIN L 705, U THEE) BE#m, 7 AV WEEET
ELTWEBRIIM Cho 7o, BRIEFRSANFEENZZT, HEOIT TER] & HMET
NRSH, TAYDERITKREBITRERY . 19 2 0FRUBEEERNNEES, 19
SOFMRITIFZIa=T s DREEL LBHIC, MEBREREBBITEN, BRELTOY
T4 K, fHE~DT T A4 RBRRIEND, HARIZHERE D201, KHABENREI
503, 1942 4 12 A @ B KBIEZITRER L 72 0 | HRADT A U I TOMAIT—ET 5,
1942 4 2 A, KHifES (Executive Order 9066)I12 & v | FEHEF O — it « “HITHEHINAE &
ns,

HRT7TAVAIANTbE D E NEE) [Fef) REEREE L, BEERRKEE SN, §
TRAEFOREE R - Bt B E 2D, BV - R Y AU, #5 % Quiet Americans & FFR
L7z, SREMAFTRBRIIIL & Sdv, —iit - i, ZHICE 6 oRBREFEL ol E
TN ~A VT ¢ LFHINDITE, RHEIRAER G BEME LB RAL, O 55

18



Pk EE AT AR A ST,

FNNELIZOE, 1970 FFRNE TH D, ZWNARMEEE), —X=v 7 «- <A /1
T4 OFEENIMIE S, TOTRT AV BNE LTOEY - HEEZ@EL T, HDHOEERIC
HRE® D, MHIAEOREE %2, —f - ZH1 6T 173?< RFSPMENSEND ST, B
BIVEED T, TORERZEE L, BUSO RGP T~ E v Bneg | =it
— - ZHOBAAR, 1978 4RI i*ﬁﬁ%*@@](fiedress movement) TN D,

SRR ORI Z G T YR OFLERN 72N 2D | FIES (oral testament) W EEGEHLE 72 5,
TAYNHERORERTHRATLOLPEE L LTHERE, BENREREET., =
H7ebik, HOOERBRZ ARG TiES Z & CTHEZIRVIRY | REINEIZT AU B 5O
—EL LT, HENDIANETIHRVWEHERET D, 7 AU N TREZESBEEL 2o T2 K
BEMTEVWIEBERLZEL, TA=v 7 - FI74 RREHINEENZD,

1988 4, B (L—H KFEiH) 22OHiE - MR E B bE->72% b, HRT AU AR
DIRAT - JBoR » HHE 2B (preservation + presentation + education) | EA &R~ L7=, 1

513 H 13X Quiet Americans Tid72 03> 72, AW (public history) * = 2 = =7 ( #9 (ethnic
history) - FARY(family history) 7e HAI T, HRATZHIXEHTEx oA —F 1 - A 1Y
—Tuvxl FERRET DX DITRoT, FREINAE &V O FRRRKRZ B - s
2D LT, REERETD LWV OMmMEN. £ ZIC8 TV,

FENC WIS EA AR L, BRaIa=7 43I L Wzt oo 3, =
A=Y « AXT 4 —ADERVIZEBELOFEEVL, A—F - AN —DWE K -
REEORE N, s ZHOFETZE~OEERS L2V D, TAYIHOE
Fle—L LT, BBIICE bOREZFEYMRE oL BEPE(LL T,

FFBIC L D HRT AV W AA—F 0« EA MU —%, 1970 R BIEA - THL,
RFEM 72 H DX, UCLA @ Japanese American Research Project (JARP)<° California
State University- Fullerton ® Oral History T 5, RREITiE, 1980 FRICE L Sz
Japanese American National Museum < National Japanese American Historical

Society 23 HU W fAx, 1EFE L T o7,

III. AVE—Ry FCTAREINDIARTAIYAAAF—F /- ERA Y —

T AUV SBDOF—F )« A MY —(F dissemination ZHEHT 5, OF W IEINTZA
UH B2 —RERER L L TOMEE RS 572, RIFSNDIET TR FAR
RTRITNERLRNENSI 2 ThD, M1 —Fy MERLRNX, 77— A 7IZHIT
LR EOTEBHES LTV, L, Ay Z—Fy MIZORUE RS E 2Tz,

HRTZAVIDANOA—F /- X MY —1%, Quiet Americans & FHINZRRAME L S
NN BowsL5%% A4 MRS 5, 22 TIE ZFD_>Df| & LT, Densho & Discover
Nikkei & ZHR/ L72u,

19



A. Densho (http://www.densho.org)

FTIEARADE—T Vb A MY —-f X Ea—%IUE- AR L TW2% NPO, Densho
T 5, Digital Archives #FfH, /1 V' F—F v N TT 7 EATZALHIZL WD, i
SFEIEEEE (AAGEDA VX E2—ZAARE)TH D,

Densho (337 hUZHLE A< BRA NPO T, 1996 IR S 4L, RADA v 2 —2
v FYA FEEE L TWD, LETOEKITL, "to pass on to the next generation"& O Z & T,
BRALIRED HARIX, BEINAEINTEART AV DADA =T - e A MY —%IET HZ &
2o, BED BEEIX “to educate, preserve, collaborate and inspire action for equity”
LEINTND,

Bllf%E CHIED Executive Director %, Tom Ikeda *\WHm~A 27 a7 NEHHEDOTT
MR EO=ZMTH D, HOMEE L WG ERRE ChoTe, ~1 71 Y7 T
~)VTF AT 47 CD-ROM 72 & ORI o 7o 1% hrh TA LEIgOBRE ST U
A &L THMZR L, Densho [3HSFFEI & L TIT o TV D LW ) TR ARABTH D,

Densho (X, HRADERZRAF - KT L2 ARIC, =T EAR)— - A
AtEa— (BE7F) OWEL, 7VFNV - 7T—IA4 0L T, —RKIZABRL TS, 20O
T=HA VOMEFTRO X S IZREI TN D,

- Holds over 500 visual histories (more than 1,000 hours of recorded video interviews)
and over 10,800 historic photos, documents, and newspapers

+ Continues to record and collect more

+ Covers the Japanese American experience from immigration in the early 1900s

through redress in the 1980s with a strong focus on the World War II mass incarceration

TUBNEMEEST 52T, BRT AU DAL ZERSED L0 AFIE. ko X
RIS TS,

Densho uses digital technology to preserve and make accessible primary source
materials on the World War II incarceration of Japanese Americans. We present
these materials and related resources for their historic value and as a means of
exploring issues of democracy, intolerance, wartime hysteria, civil rights and the
responsibilities of citizenship in our increasingly global society. We encourage use of
these resources to expand awareness of our country's diverse history, to stimulate
critical thinking, to develop ethical decision-making skills, and to help ensure that

democratic principles are upheld now and in the future.

ZOT =4 T, BRI AFEENTFETLRATE 2, ZROARANZLD

20



AVEE 2=l BEF N T UAZ VT RO TT 7 BATES, BAGEOLD L H DM,
FEHERRIIRICEETH D, 7—vDRa— MEInTWD DT, MREENMIDOT —<IZ
BT 2HRANDFEEE RDOTTENWEBo7eb, F—U—FETHRETLHZLHARETH D,
AN THREDTED, KEEOT 07 4 —VERDHZELARETH D, EEOEST INT
WENHT D720, T A2 Y 7 FOXFET T TIRN=a T VAT 7k
VhREL, UMD ZENHRETH D, HRNIHET kA RIFERLHEE I TE S
VY)—=RENWZDHTHAHI,

(ZDBA v H—Fy MTEDEBEOYA b ORI, http//iwww.densho.org ZBRDZ L)

B. Discover Nikkei (http://www.discovernikkei.org)

b 9 —ODFX, Discover Nikkei T o, HHABKMOARANELSRSEBEY A &L
T, WEE - HARGE - A VR - RV MUAFBEOR—V 5T, EHRHOLTRL, 58IE
EBZoTWARZEETINR—EN, =T - EA M —FZDO—ETH D, Japanese
American National Museum (K H R AP 12 X0 EE S 528, Affiliates & LT
ZH D H RN, KPR ERDrbo TN D,

HR7Z AU NIZETZEH S TOHEIX, “o promote understanding American
experience” & EN LTV 5,

We share the story of Japanese Americans because we honor our nation’s diversity.
We believe in the importance of remembering our history to better guard against the

prejudice that threatens liberty and equality in a democratic society.

F—=Fn A M) =D THLR, bebERARAEMHIIMBOA—F L - £
A RY—+ A X a2—%FHIT T/, Regeneration Project &9 DT, ¥ DOFE(E
WHZBALCTA—F L s ER R —« AU X Ea—%- [WE - REL, hT2 27U
FEROIETHR LY . FFEZR THMIT LT,

Discover Nikkei %, 4K HRAEMEHELIYMHATEER 2 =2 b, Nikkel
Legacy Project 223 E Lo, M KO HARAE LEWHEZED DR T 0= 7 b OFRIER
L LT, BRAZEORSSEE - ZEEBEOEKE Y = 7% bob EF &2 HfE L, 2003
ENBIEE) Uiz, W AAME L BIl& 25T, 7 A U haH L PRk o B R A
. BARANDFIEE (R 2 PO 2004 FFKICIE Y = 7H A b EAHT DICEST

TV M, BENTIEERO A 2 3—2 £ O, FEHE»BREEINDY
oz, (FEHFIT 20034 4 472D 2004 FRKETBMULIZ,) V=T - THAF—iTAF U R
EFEDA XY ZAANTZ STz, S0 5 Affiliates & LT, 7 A U HENO H R K - K3

(RIV=T UHEPE, —a—3— 7 K%, NUAKFE), NPO (Densho, &k HARA

21



JER =2 L) BBML, ZOMOELY—hF X Axva T77V0 TLESTFL,
RITTA, FU,. BRE—DLIIHREE - ITEE DN FMAZA =L LTHILT, B
A HiE, REFIEFR GEABRT). RMAEFR (BEELFRT). MERK (B8
EEEME) 1Bl T 22wz,

INETHARNLOBREZOFFRIT, Off, AROOANL VST, HALEHEN
A ST E /228, Nikkel E WO FHEIZLY, ZO LI R EBL TERY | FHlz >
=7 T& 5D, Discover Nikkei D HIETh 5, £, FEARDA X IZHIFERFEEZT 5,
T TORF, X FORM bR TH D, FTILRGE - AARFE - A V- R
NV HNGEONAEFETEE SN THDL, £20) bHEFEGHFIND, HRADAES
DRERZEFY  FEVERD, BEEZRFELEI LWIHIEREZLZED

Discover Nikkei [C# > TWAA—F /L - B 2 N —BIROR—T 2B THE S,

(ZoBA L H—Fy MCXDEBOY A DN, http//www.discovernikkei.org
BROZL,)

=TGN bARY— AU FEa—iF, FTROLIRETE S,

1. “Stories” OX—TEIRINT 5,

2. “Interviews”Z 3R 95,

3. “Featured People” #&i{R3 5,

4. “Search”Z®INT 5,

5. “Advanced Search”%##&R7 % &, “keywords,” “interviewee,” “topic,” “tags”IZ A JJ L
MRTDHILENTED,

oL AT & EMEERC Affiliates HIAD A v & B o — (FFLET A, b
FURAZ YT N) LT 7 RBATE D,

Fo. A—F) - b AR —DOFELETAMGE LN, 2T v TS T S TR
INTWD, Tk, HRADBLOELZA—TF )L - b 2 MY —%FAWCitek - R7FT
DT EERHT D0, FHIEWHMRICHER - HELTHHX DR BR~v=a T L LR
S TW5, HRADSMZHEIOT2WS—TThH D, WIDITHEMEER 5 » 7 OEPBIND K
D7, HIPNAE Th o7ey, BUEIT/NPRAEIC S 5005 £ 9 RBUETRNATH S,)

1. “Resources’%> 7 U v 7 3%,

2. “How to”7>5 “Interview” Z#iRT 5,

3. “How to do your own oral history interview” T, YT 42 LD EHD,
4. “Share your interview” T, ABHDHEEH 5,

C. £ oot

22



O “The Japanese American Oral History Project Collection”
(http://coph.fullerton.edu/JAOHPAbout.asp)

California State University Fullerton ® The Center for Oral and Public History (Z &
DA =T N b AN —DY A FOHFT, Art Hansen HiZIZ L2519 7 OFRDA 2 B
2—X, FTURZ VT ETTHLN, BEARINTEY, EIRbARETH D, N
BB TTELRTZDOAMFIHLTUELYY) EDOBRWRIADHI TN D,

@ Go for Broke (http://www.goforbroke.org/)

F1 U 7 =7 D H%=1 NPO, Go for Broke National Education Center 75, It
EOF—=TFN - BRI —DETH - A A Ea—EREL, AL TS —xy
YA P THD, ERICR>TND ZHIBEREAN, 7 AU DEREERICLT, £0
KB A = HAEARICEE > TV D,

Iv. AV E—Fy FOHRAA—TF )V« X MY —DIERAFE
ZOEHIHROEZIIWTHET IV BATED L) oA =T BEA N — 1
V—RiF, ZLOANTIERHEND Z ENLEEND,

1. BE DS TORM

FHEICA—=TN - ERA RN —DA U Z 2 —DETARER, NT A7 VT MNEFRIA
SED, MESNZHRAOARFE - EF A 4@ LT, H5OEx OEBRICHND Z &1,
ARIZT TEFRRVWHREIAN D Z L 2 ARRIZT D, WA T2 HARRH AP S HROF S
M ENTED, TAVIOFKTIE, BRANCRETEVALLRVERBREZE>THH
Z&T, BEMNAEDEREZ LRI LD LT HAMVMAL, MEINTWD, AF0 Ik
TH#E-THH ) ZLEFARAETH, A ¥ —Fy b EOFEY Z2FHT 22 & T BB,
BN 2 DR Z RS 5 Z LT L 725, F 72, Discover Nikkei Tid, & D%
Ta g TEET LI EBARRTH DI NG, A ¥ —Fy MEROZAILRRBIT ARG E)
ZEL, BREAOBELERDTH DX DD TIERWES I D,

2. WraEm ToFM

A H—=Fy FEDF =TV - B A MY —E, ENOHRTHROEE L T2 01FH L
EWVWZ DM, BHAREOWFIEIZE W T supporting document & L CHIHT S5 Z LIZAHETH
Do Tm& 2I1EEA I T HEEIZE., Sue Embrey DA > % ¥ =—73 Densho 7"H AFTE 5,
Redress movement OFEL 22, BIHTE L5 THA D,

FOMOFIAAREMEE LTiX, BRADSIEEZBILE - o722 & T, flxidfite =
HOFFEDOERL, NTA LA TOFEDEREDGTARDL LN TE D,

Flo, BATOA =TI - XA N —ERDTH, IZELTHZEBARETHAD, A

23



VA a—FFHE LI2WIEE., S X1EED Discover Nikkei DA ¥ B o —FyEfBAIEA
I CIEH 208, ZRTNIEBREBICRDTHAD, o, A VX Ea—fFleRDZ LT,
NENCSEBIZTE D,

3. BRANEDERY LF@HOY—LE LT
THETAAR~O THEE ] BRADBE L2012, BARNIARACH LT 285 iLH
DRERESTZEVZD, TREL, HERBRAROENS BARNES D L9 8ikH
WEICHD L, OO 725E, FETOHZRADSRZENEEES Z S I3HE LV,
HRADAF—F L« B X MU —iF, FHTHA 2EBICEEL, 20F TRMICAEE
BIVBHZ 9 & LI A DIEEER, Hx DLIZHATIND LN Z D,

bz

HRALIZIE, HRADELDT AT T 4T 4 ZHETLIEREVNEEND LV Z
DM, A—=FN B AN SIIRFICBHETH A D, FIIWIFELEEDL ZLBERTH
D, BORBEHEEZHSOLLE WS BERALND, THERBOKMEZ 2 SO 5
DD, ARICWDEE XX, BREAEET D8 [RENRER ] 2R3 & D H1m 2 5%
U %, $x X DenshoX° Discover Nikkei % W% Z & C, EHR L IXEHZO ANFDBEY B,
ZOWLDEXTRETHD EE L BNDEDTH D,

24



The International Financial Crisis of 2007-2009
BARANZED-HDEEBOEEMEE AP
by
Kenichiro YAMADA
Jiao TONG
Marc BREMER

1. Introduction

The American subprime loan crisis ignited the world’s worst financial crisis since the
Great Depression of the 1930s. More than 20% of American home loans are in serious
trouble and 140 U.S. banks failed in 2009." What at first seemed to be a conventional
real estate bubble and bank crisis largely confined to the United States spread around
the world to have a devastating impact on people and businesses with little apparent
connection to the American economy. The current market prices of homes are
significantly lower in many countries. Unemployment is close than 10 percent in many
parts of the world. Corporate profits and stock prices are far lower too. Even the
mightiest of Japan’s companies, Toyota Motor Corporation, reported the largest deficit
in its history. The crisis, while similar to many of the financial panics that have
troubled the world in the past, is closely related to the development of “structured
finance”.

Structured finance means that the cash flows from one kind of security (for
example, a home loan) are separated and re-combined to create new securities.
Structured finance is one of the most important innovations of the last thirty years. It
has grown a great deal. By one measure, structured financial products of about $100
billion were created in first three months of 2007. > Much of this was for American
home loans. Yet, the market for structured financial products collapsed as the crisis
exploded to be only $5 billion in the April to June period of 2008.

This paper describes the crisis and how structured finance made the crisis far
worse. Although much of the terminology and logic of structured finance is complex,
its basic intuition is not difficult. This paper is an attempt to explain it at a level that is
accessible and serves the interests of Japanese students who would like to improve their
English skills.

2. Structured Financial Products

Traditional banks accepted deposits from individuals and businesses. The banks then
lent this money out to people and industry. These loans were typically short-term for
businesses. Loans to individuals were both short-term and long-term. Longer term
loans were to finance major purchases such as a car. These loans had terms of three to

' Williams, 2010.
% These statistics and others below, unless noted to the contrary, are from Brunnermeier, 2009,
Coval, Jurek and Stafford, 2009, and Mayer, Pence and Sherlund, 2009.
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five years. Mortgage loans to purchase houses typically had much longer terms—as
long as thirty years. Banks usually held these loans to maturity; the borrower would
simply repay the bank. This business model is called, “originate and hold”. “Originate”
means that the bank found the borrower, made sure the borrower would repay the loan
and then finally lent the money while following all appropriate laws and procedures.
Because banks wanted to be sure to be repaid, they collected detailed information about
the creditworthiness (%v%j‘é) of borrowers and the collateral (;E/V{li) or guarantees that
secured the loans. The “hold” portion of the term means that the bank would collect all
payments from the loan, including the final repayment of the loan. Because they held
the loans for a long time, banks had strong incentives to continuously monitor the
ability of borrowers to repay the loan. In an accounting sense, the loan was an asset on
the bank’s balance sheet for its entire life.

Changes in regulations and business practices in the United States that started in
the 1980s permitted banks to gradually adopt a new business model. There was a
separation of the “originate” and “hold” functions. Banks began to “originate”,
“securitize” and “distribute”. Banks still originated in the sense that they found
borrowers and lent money. Yet, once these loans were made, the banks created a new

security from the promised cash flows on these loans; it was called a Collateralized
St AEL LD A

Debt Obligation (CDO) (E#5HHERFEZ:). These CDOs were similar to bonds. Like
bonds, the CDOs represented a promise to receive money in the future; the CDO
payments were actually the repayments of the loans that the bank originated. The
CDQ’s value came from the promised future cash flows and also from the value of the
collateral that was connected to the loan. The banks would then sell these CDOs to
investors—this is the “distribute” part of the business model. These investors buy the
CDOs to earn a higher interest rate and also because they believed that the CDOs were
safe. When interest rates were very low in the early 2000s and there seemed few high
profit, safe opportunities, investors from all over the world were eager to buy these
CDOs. Once the CDOs were sold, the banks were only involved with the loan to collect
the payments and pass these payments on to the investors who owned the CDOs. In an
accounting sense, the banks no longer held the loan on their balance sheet. The banks
made a profit by charging fees to borrowers and investors in the CDOs.

In the new bank business model, banks no longer felt it necessary to be quite as
careful when originating loans because they planned to “securitize” the loans and sell
them to investors. Similarly banks were less concerned with the long-term ability of
borrowers to repay loans because they did not intend to keep the loan. They were less
concerned with the value of the collateral for the same reason.

Also from the 1980s in the United States, many firms entered into the banking
business. These firms were not conventional banks; they did not accept deposits from
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"
individuals, nor were they closely regulated (;Eﬁfﬁll SN B) by the government. Yet they
were banks when it came to making loans. Some were traditional investment banks;
others were parts of industrial corporations. Some specialized in making home loans.’
These firms are part of a class of financial firms called “shadow banks” (

OEALZHELD I ENA

FEERITE&MBEES). In some cases these shadow banks were extremely aggressive in the
way they originated loans, sometimes making loans to people and businesses that were
not likely to pay the loans back. Some shadow banks were actually connected with the

United States government. These included the Federal National Mortgage Association
Cwothi

{a U.S. government sponsored business similar in some ways to Japan’s Jusen ( {E §)
and often called Fannie Mae}, the Federal Home Loan Mortgage Corporation (another
U.S. government sponsored business nicknamed Freddie Mac) and the Government
National Mortgage Association (Ginnie Mae). These shadow banks played a major role
in the production of CDOs.

Although CDOs can be constructed from almost any kind of debt, the most
important type of loan that banks used to create CDOs was American home mortgages.
A mortgage is loan to an individual American to buy a house. The collateral for this

loan is the house itself. The originating banks would combine the mortgage loans for
SEIEATAEL X TA

many houses into Mortgage Backed Securities (MBS) (REIPEFHLRFEZ:). These MBS
would be sold to investors. Of course, there is always a risk that a loan will not be
repaid. The borrower might lose his job, or perhaps have a serious health problem. In
the United States, when the borrower cannot make the promised payments on his home
loan, the lender can take the home, and sell it to recover the borrowed amount. The risk
of an MBS will therefore depend on both the creditworthiness of the borrower and the
value of the home as collateral. Of course, the investors who owned the MBSs were
concerned about these things, but could not effectively monitor the risk of the loans
because they did not have detailed information about the borrowers. The investors
relied on private credit rating companies to evaluate the risk of non-payment. In
addition, investors who were concerned that the promised payments of their CDOs
might not be made could buy Credit Default Swaps (CDS) which are insurance against
non-payment.

In response to the enormous demands of investors and the apparently high
profits that could be earned, the banking system aggressively expanded the amount of
structured finance products that it produced. Initially, most MBS were based on high
quality, low risk residential mortgages, many of which were effectively guaranteed by
the companies associated with the American government. Eventually banks started to
increase the number of higher risk residential mortgages in the MBS that they created.

This was accomplished through a process of combining different kinds of debts. The
BI3MLESFAVNLLADED

first step is to form diversified portfolios (% ffi §if 2 — & % ) of mortgages and other

? Alternative Mortgage Transaction Parity Act, 1982.
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types of loans, corporate bonds, and other assets like credit card receivables. The next
step is to slice these portfolios into different tranches (French for slice). These tranches
are then sold to investor groups with different preferences for risk. The safest tranche—
known as the “super senior tranche”—offers investors a (relatively) low interest rate,
but it is safest because it is the first to be paid out of the cash flows of the portfolio.
Note that it is safe only in the sense that it has a prior claim on the payments from the
home loans. It has no protection against loss of liquidity (%%0) ;;%,j?i&ﬂj& ), early
repayment by borrowers, changes in interest rates or declines in market value. In
contrast, the most junior tranche—referred to as the “equity tranche” or “toxic waste”—
will be paid only after all other tranches have been paid. The mezzanine (French for
middle) risk tranches are between these extremes. Figure 1 shows the logic of the
originate, securitize and distribute business model.

*#%% Figure | about here ***

A very clever thing about slicing the cash flows into payment priorities for the
debt instruments was that different risk level MBSs can be made from the same
securities. With the cooperation of the rating agencies, a portfolio of relatively risky
mortgages could be structured into securities that seem extremely safe (and receive the
very high credit safety rating of AAA) and other more risky securities. Among the most
risky of American residential mortgages are subprime loans and ALT-A loans. These
mortgages have a fairly high chance of default. Yet, with the right structure of cash
flows, these mortgages can be turned into a combination of apparently safe MBS and
other more risky securities.

Subprime Loans

Generally, subprime loans are mortgages given to borrowers with poor credit records.
Poor credit records result from paying debts late or not paying debts at all. Because
subprime borrowers have a high risk of not paying, their loans usually have
substantially higher interest rates. So, for example, while a creditworthy borrower
could get a home mortgage at 5 percent interest, the same home mortgage might cost a
subprime borrower 7 percent interest or more.

Subprime lending started to become popular in the U.S. in the middle 1990s,
with outstanding debt increasing from $33 billion in 1993 to $332 billion in 2003. As
of December 2007, there was an about $1.3 trillion in subprime mortgages outstanding.
A substantial proportion of all the mortgages that originated in 2006 were subprime.
Figure 2 shows the increase in subprime lending. This increase was because banks and
other lenders discovered that they could make large profits from origination fees,
bundling mortgages into securities, and selling these securities to investors.

**%* Figure 2 about here ***
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Alt-A Loans

A classification of home mortgages where the borrower’s creditworthiness falls between
prime and subprime is Alternative A (Alt-A). The borrowers of these mortgages
usually have good credit records, but the mortgage itself might have some features that
mean greater risk. These could include high loan-to-value and debt-to-income ratios or
inadequate documentation of the borrower's income. High loan to value means that the
size of the mortgage is close to the value of the house. High debt-to-income means that
the promised payments on the mortgage are a large proportion of the borrower’s annual
income. Alt-A loans are more risky than prime loans and typically have higher interest
rates.

NINJA Loans

NINJA is a term for loans extended to borrowers with "no income, no job and
no assets". Whereas most lenders require the borrower to show a stable stream of
income or sufficient collateral, a NINJA loan ignores this verification process. Most
NINJA loans offer the borrower a low initial interest rate; later this interest rate may be
increased. The NINJA borrower may hope that the value of their house will appreciate
significantly, allowing them to repay the loan. However, if house’s value does not
increase, NINJA borrowers may have great difficulty making the mortgage payments.
This makes NINJA loans very risky for lenders.

Adjustable Rate Loans

Yet another risky type of home loan is an adjustable rate mortgage (ARM). Borrowers
would initially pay a relatively low interest rate on their home loans. Later, the interest
would increase. The increase meant that borrowers have to make larger monthly
payments on the loans. This could be difficult for borrowers and consequently, these
loans also were more likely to experience default. In early 2007, as much as 80 percent
of subprime loans had adjustable rates.”

There Was a Massive Demand for Structured Finance Products

Extremely high savings rates by developing countries, middle-east oil exporters and
export focused countries such as China and Japan created a huge demand for AAA-
rated debt. Figure 3 shows how much higher the interest rate was for MBS compared to
safe government and company bonds in 2003. Strong demand for AAA-rated debt
encouraged investment banks to create too much AAA-rated debt from their portfolios
of home loans causing newly issued AAA-rated MBS to actually be much more risky
than in the past. Larger proportions of subprime, Alt-A and ARM mortgages were in
these portfolios. Investors demanded safe, higher interest rate investments and were
willing to “pay” for these investments. The American banking industry supplied these
investments, except that they could not actually provide “safety”. Safety was

* Dodd, 2007.
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manufactured by structuring the cash flows of these mortgages and also by providing
credit default insurance by selling CDS.

**%%* Figure 3 about here ****
VEHIFE LS5
Underwriting (3152 3%5) Quality Declined
Banks aggressively expanded their lending to capture more fees and supply the
enormous demand for CDOs. More loans were given to borrowers with little or no
documentation of their income and assets. More loans were given to borrowers who
were investing in houses, not living in the houses. These investors were speculating
that the price of the house would increase. These investors are more likely to abandon
the house if its market value falls below the mortgage value. More mortgages had low

initial interest rates or did not require repayment of principal. These mortgages could
MoRL&EFELL

thus have negative amortization (éd) Z| B {E 20 ) meaning that the mortgage balance
could increase over time. There was evidence of increased borrower misrepresentation
in many home loans. There was an increase of NINJA loans. Of course, there was
concern that many of these loans were not as safe as they should be. Yet, bank officers
felt that the profits from continued lending were justified. In 2007, the president of one
of America’s largest banks admitted that at some point the rapid increase in lending and
fees would end, but also said, “When the music stops, in terms of liquidity, things will
get complicated. As long as the music is playing, you’ve got to get up and dance. We
are still dancing.”

Even thought the risk of the mortgages actually rose due to the substantial
increase in the proportion of subprime loans included in the portfolios that backed the
MBS, bankers believed that the risks of subprime loans could be managed as long as
home prices continued to rise. Yet the rapid rise in home prices was not sustainable.
American home prices actually started to fall in 2006. As home values started to
decline, many borrowers realized that the value of their home was exceeded by the
amount they owed on their mortgage. These borrowers began to default on their loans,
which drove home prices down further and ruined the value of mortgage-backed
securities forcing companies to formally recognize losses because the underlying assets
behind the securities were now worth less.

3. The Credit Ratings Agencies (iﬁ\ﬁ)‘ ﬁé%\:)

The key to the development of the market for structured financial products was the
ratings agencies. In the recent past, economists argued that banks had a unique ability
to evaluate the creditworthiness of borrowers. This ability was based on bank’s
intimate knowledge of borrowers and their superior analytical skills. Investors in
structured finance products such as MBS really cannot evaluate the creditworthiness of
individual borrowers or determine the collateral value of particular pieces of real estate.
Structured finance products can only be sold when investors have reasonable confidence
in the safety of the cash flows promised by the CDOs. Investors will not completely

5 Nakamoto and Wighton, 2007.
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trust the originator of the CDO; these originators will naturally be tempted to overstate
the CDOs safety to earn higher profits for themselves. The solution was provided by an
independent third party whom investors thought they could trust to make an objective
and accurate evaluation of the risk of the CDO. This third party was a credit rating
company—the same companies that had long evaluated the safety of corporate and
government debt for investors.

There are three big credit ratings agencies in the United States: Moody's,
Standard & Poor's, and Fitch IBCA. They assign credit ratings to institutions that issue
debt and the debt itself. CDOs were assigned credit ratings. It is important to
understand that these credit rating companies are profit seeking companies—not
government agencies. They provide credit ratings for fees that are paid by the debt
issuers, or in the case of CDOs paid by the originating banks. Fitch IBCA and Standard
& Poor's use a system of letter grades ranging from the safest rating at "AAA" to "D"
for debt that is already in default. Table 1 shows credit ratings for Fitch IBCA.
Generally, the interest rate (yield) of a CDO will depend on its risk. A low-rated/high
risk security will have a high interest rate. Conversely, a high-rated/low risk security
ranked as AAA rating will have a lower interest rate. The idea is that securities with
higher risk of non-payment will have a higher interest rate.

**%k* Table 1 about here ****

Unfortunately the credit rating agencies did not do a good job of measuring risk.
CDO securities with safe credit ratings actually had much more risk than investors
realized. The agencies made poor guesses about the probability of borrowers failing to
pay their loans back. This was especially true for borrowers of subprime loans. The
rating agencies did not understand that the risk of default on the loans was highly
correlated; they assumed that default risk on the home loans was similar to the default
risk on corporate debt.’ The ratings agencies made significant mathematical errors in
their rating calculations.’ They also assumed that house prices would constantly
increase at 5%.% This was wildly optimistic and extremely wrong.

In addition to misunderstandings, errors and very incorrect assumptions, there is
concern that the rating agencies were not genuinely objective. The agencies worked
closely with the originating banks. The tranches of the MBS were designed with the
cooperation of the rating agencies. Rating agency’ profits depended on rating fees and

6 Similarly, most investors also did not understand the high systematic risk of these securities.
Traditional assumptions about corporate debt, especially the assumption of independence, do not
apply to MBS. For example, the risk that General Motors Corporation will fail to pay its debts was
not highly related to the risk that General Electric Company will fail to pay its debts. On the
contrary, the risk of non-payment on an MBS based on loans made to buy homes in Michigan was
highly related to the risk of non-payment on an MBS based on loans made to buy homes in New
York. See Coval, Jurek and Stafford, 2008, for more about this.

7 Jones, Tett and Davies, 2008.

¥ Rodriguez, 2007.
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the selling of credit rating data. These fees were paid by the originating banks. Hence,

the rating agencies may have been influenced by the originating banks. This is a
YAZEESIFA
conflict of interest (F| Z£#8 /2 ) because safer ratings, perhaps unrealistically safe ratings,

would earn greater profits for the rating agencies.9 The rating agencies may have been
too generous when they granted high/safe credit ratings.

4. The Collapse of Structured Finance and the Financial Crisis of 2007-2009

American home prices increased rapidly from the late 1990s until about 2007. Robert
Shiller (2006) estimated that this increase was about 83 percent, far higher than the
historical average increase. There were several causes; among the most important were
very low interest rates and easy to get home loans made possible in part by structured
finance. However, the rapid increase in home prices was not sustainable. Interest rates
started to increase and gradually home prices began to fall. This was the trigger of the
subprime crisis. At the same time, default rates on subprime loan and adjustable rate
mortgages (ARM) began to increase quickly. However, once interest rates began to rise
and housing prices started to drop during 2006-2007 in many parts of the U.S.,
refinancing became more and more difficult. And falling prices also made homes worth

less than their mortgage loans providing a big financial incentive to enter foreclosure
TLVE S RAB
(3 it #1). Home owners would not want to pay more for the house then it is worth,

so they stopped making payments on their mortgages.

The fall in house prices was mainly in the United States, though a similar pattern
appeared in some other countries as well.  Foreclosures and mortgage loan
delinquencies started to rise in 2005, becoming quite large by 2007. The share of
subprime mortgages that were seriously delinquent increased from about 5.6% in the
middle of 2005 to more than 23% in September, 2008. The default rates on Alt-A
mortgages which had increased from 0.6% of all mortgages in 2005 to more than 11%
by September, 2008 also began to increase. Home prices began a rapid fall. This was
the first country-wide decline in American home prices since the 1930s. Other recent
home price declines had been regional.

As American home prices fell and defaults on mortgages increased, the market
value of structured finance products collapsed. MBSs and CDOs were no longer
eligible to be used as collateral. Indeed their complexity and increasing doubts by
investors about the validity of their credit ratings made it almost impossible to
determine the value of CDOs. The country-wide nature of the home price decline
meant that a diversified package of home loans in a MBS was not a safe investment, as
many investors had thought. The market values of even the safest AAA-rated MBS fell.

Investors in CDOs were not the only ones to suffer substantial losses. Banks
and shadow banks also held large portfolios of home loans and CDO. Banks did not

? United States Security and Exchange Commission, 2008.
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hold only risky MBS (which might have suggested to investors that the banks had faith
in MBS as an investment). Banks held far more MBS than might be necessary to hold
as “inventory” while they are combining home loans into different tranches and
packages to resell as MBS. Banks seem to have invested in MBS because they thought
that AAA-rated MBS were good investments. But as the crisis developed, AAA-rated
MBS actually had a greater decrease in their market values than lower rated MBS. The
losses on CDOs experienced by American banks were so large that the banks started to
fail.

American Banks Loved Risk

Bank managers seem to have changed their thinking to take more risk, or perhaps, bank
managers did not understand the risks they were taking. Bank chief executive officers
may have taken excessive risks to “keep up” with other apparently more profitable
banks even though they understood that these risks were not genuinely creating value.
Flawed internal controls and rewards may have allowed and encouraged lower-level
bank officers to take risks.

Banks and shadow banks developed a dependence on short-term finance. They
changed the way they raised money to invest in their business. Formerly, banks would

borrow for relatively long periods with instruments such as certificates of deposit (CDs)
CrHemDi>Tn&ELEALLILE

(GEJE v HEE W TA4AE ). Banks shifted to very short term borrowing over the period
from 2000 to 2007. This was in part because interest rates were very low due to
American central bank policy. Bank managers may have felt that the chairman of the
American central bank would automatically increase the money supply if there were a
credit crisis or economic downturn. This is an example of moral hazard. 10
Furthermore, large banks may have believed that they will always be rescued if they get
into trouble. They are “Too Big To Fail”. Hence they were encouraged to take greater
risks by borrowing more as well as borrowing for shorter periods.

Banks were able to borrow a large portion of their liabilities at very low rates of
interest for periods of months, weeks and even days. Each month, week or day, the
banks would have to re-pay the maturing claims and borrow again. This exposed the
banks to liquidity risk. They might not be able to get new loans if market conditions
became bad, or investors had doubts about the bank. As the subprime crisis got worse
banks and non-banks became illiquid—they could not borrow at all—they could not
renew their short-term loans. The large New York investment bank, Bear Stearns lost
so much money on its investments in CDOs that it could not borrow anything from
other banks and investors. Bear Stearns was rescued with the help of the American

10 Moral hazard is similar to something you might remember from the old Superman movies you
saw when you were a child. Consider the case of Superman’s girlfriend, Lois Lane. Lois knew that
Superman would always rescue her if she got into trouble. Consequently, she was never careful; she
always took big, foolish risks because she knew that she would be saved. She was always falling off
of'tall buildings and bridges as well as getting caught by the bad guy in those movies.
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central banks. In September of 2008, the giant investment bank, Lehman Brothers
failed. But Lehman’s failure was different from Bear Stearns; Lehman was not rescued.
The failure of Lehman Brothers was the prime note in this disaster although other large
financial institutions were also at great risk. The spreading difficulties of banks meant a
collapse in lending, triggering a world-wide financial panic and recession that even hit
Japan. Unemployment increased in the United States and around the world as
consumers stopped buying expensive items (especially cars). Consumers found it
difficult to get loans from banks and then worried about whether they would even have
jobs in the future.

Loss Spirals

As banks recognized the extent of their losses on CDOs and faced greater difficulty
borrowing money, they aggressively sold assets. Yet these sales greatly pushed down
asset prices which seemed to make the value of the assets that the bank still owned Iess.
So the initial CDO losses induced selling, which lowered values, which induced more
selling. It was a vicious cycle that made banks very reluctant to make loans to other
banks or businesses. Similarly, investors grew concerned that their deposits and loans
to banks might be in danger. These investors withdrew their deposits, refused to renew
their certificates of deposits and even demanded that the securities they had let banks
borrow be returned. The result was a massive world-wide contraction in the availability
of credit to banks, businesses and individuals. Even good businesses and individuals
with excellent credit histories could not borrow. While a vicious cycle was happening
in the U.S. residence market where declining home values caused mortgage defaults
which caused foreclosures which caused distressed home sales which caused declining
home values. A similar terrible cycle was happening in the banking system. The result
was a world-wide financial panic.

Credit Default Swaps

Investors in CDOs and debt in general can purchase insurance to protect against the risk
of the debt’s payments not being made. This insurance is called a CDS. Many
investors also purchased this insurance for their MBS. Among the largest sellers of
CDS was American International Group (AIG)."" AIG received insurance premiums to
guarantee that investors would not lose on their MBS investments. As the subprime
crisis worsened in the late summer of 2008, the CDS insurance contracts required that
AIG deposit very large amounts of money in a safe form to protect the MBS investors
from loss. The required amount was so large that AIG could not pay it, nor could AIG
borrow this amount. AIG was on the verge of failure. It was rescued at the last moment
the American government.

"' AIG’s managers actually thought that there was zero risk that the MBS would default. See
Morgenson (2008).
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Broader Consequences

As the crisis developed, U.S. home prices continued to fall (See Table 2 for a list of the
major events that occurred in the crisis). By September of 2009, about 15% of all
American home mortgages were in trouble. Up to 9 million home foreclosures could
happen by the end of 2012."> The American stock market fell by about 45 percent
between July 2007 and November 2008 (although the stock market had recovered a
great deal by January 2010). Businesses and individuals could not get loans; investment
and consumer spending collapsed causing huge losses to auto makers and other
producers of expensive items. American car makers General Motors and Chrysler were
forced into bankruptcy.

In the financial sector, banks and shadow banks were devastated. Most
American mortgage origination companies failed, closed or were taken over by other
firms. About 165 American banks failed between 2008 and 2009. Several giant
investment banks have been in great distress; Lehman Brothers failed; Bear Stearns and
Merrill Lynch were taken over by other banks while on the verge of failing. The bosses
of Bank of America, Merrill Lynch and Citigroup have resigned. Losses on MBS
lowered bank capital so much that the American government was forced to take
emergency measures to increase bank capital. This was done by buying bank equity
{something similar to nationalization (Iﬁ’%?lé)}, through loans to banks, and purchases
of troubled assets (such as MBS) from banks.'> The giant insurance company AIG was
rescued by the American government as it was about to fail. Gigantic mortgage
companies Fannie Mae and Freddie Mac were taken over by the government as they
were about to collapse. The commercial paper market where most large U.S. businesses
borrow for short periods collapsed and required help from the American government.
The rescue of the financial system will cost hundreds of billions of dollars.

Other countries were hit by the financial panic too. Housing bubbles in Britain,
Iceland, Spain and other countries collapsed with huge losses. Non-American banks
also faced substantial losses. Some even failed. The impact of the panic was less direct
but just as real in Japan."* Major exporters, such as Toyota and Sony experienced sharp
decreases in sales in the United States and other parts of the world. The lowering of
interest rates in the United States contributed to a strengthening of the yen which
reduced Japan’s exports. Japanese firms cut back on the number of workers they
employed and reduced investment. University graduates had great difficulty finding
jobs. Japan’s economy went into a recession and there is now a real possibility of price
deflation.

Conclusion
The financial crisis is not over. Bank failures, bankruptcies and home foreclosures are
still happening, so it is premature to reach conclusions. Still, it is clear that Americans

12 Center for Responsible Lending, 2009.

13 Emergency Economic Stabilization Act of 2008.

' This was not the first time an American real estate bubble had an impact on Japan. See Bremer
and Futagami, 1991.
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borrowed far too much money on terms they could not honor. Similarly, foreign
investors put far too much money into CDOs with inaccurate expectations about the
safety of these investments. In part this overwhelming tide of foreign investment was a
consequence of foreign government policies that sought to build up dollar holdings
from trade imbalances. These dollars had to be invested somewhere; the apparent safety
and apparent high profits of MBS brought these dollars to uncreditworthy Americans
with the help of short-sighted, fee-obsessed bankers. Banks had changed to an
“originate, securitize and distribute” business model. They were far less concerned with
the ability of borrowers to repay their debts. The credit rating agencies proved
incapable of monitoring the repayment ability of these borrowers.

In addition, banks changed the way they raised money to operate their
businesses. They became extremely dependent on short-term funds. They also invested
heavily in MBS. When the American real estate bubble burst, their MBS investments
lost so much, so fast that that they became insolvent. They were unable to borrow new
short-term funds because investors feared they would not be repaid. It seems clear that
bank managers, especially managers of shadow banks, did not understand the risks they
took by relying so much on short-term funds. Nor did they understand the risks of
MBS. They may have assumed that they would simply be rescued by the government.
This is the problem of moral hazard. It is likely that future changes in the regulation of
banks will attempt to reduce the moral hazard problem while making banks less risky.
Regulation of shadow banks may become more like the regulation of conventional
commercial banks. Nevertheless, structured financial products such as CDOs and
MBOs will continue to play an important role in world finance. Hopefully investors,
bankers and regulators will have a better understanding of the risks and complexities of
these products.
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Figure 1

Structured Finance: Creating a CDO

Originate:

Make Loans

A

y

Securitize: Repackage the Cash
Flows

CDO

Risky Cash
Flows

Toxic Waste

A

Distribute:
Sell at low price

A

Risk Seeking
Investor Buys

l

Cash

Ccbo

Mostly Safe

Flows

A

Distr!
Se

ibute:
Il

A

Investor Buys

3

9

\

CDO

Safest Cash
Flows

AAA Rated

A

Distribute:
Sell at high price

A

Conservative
Investor Buys




Figure 2
Subprime Share and Home Ownership
U.S. Subprime Lending Expanded Significantly 2004-2006
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Table 1
Credit Ratings
(FITCH IBCA)

Investment Grade
AAA : the best quality companies, reliable and stable
e AA : quality companies, a bit higher risk than AAA
e A :economic situation can affect finance
e BBB : medium class companies, which are satisfactory at the moment
Non-Investment Grade
e BB : more prone to changes in the economy
e B : financial situation varies noticeably
e CCC : currently vulnerable and dependent on favorable economic conditions to meet
its commitments
e CC : highly vulnerable, very speculative bonds
e C : highly vulnerable, perhaps in bankruptcy or in arrears but still continuing to pay out
on obligations
e D : has defaulted on obligations and Fitch believes that it will generally default on most
or all obligations

Source: Wikipedia: The Fitch Group (2010).

Table 2
Major Events During the World-Wide Financial Crisis 2008-2009
Date Events

May 4 2007 UBS closed its internal hedge fund, Dillon Read, after losing about $125 million
on subprime investments.

May 2007 Moodys put 62 tranches across 21 U.S. subprime deals on warning for a rating
downgrade.

June 20 2007 Two Bear Stearns hedge funds could not meet margin calls and required an

injection of capital from Bear Stearns

June 25 2007 FDIC Chair Shelia Bair cautioned against the more flexible risk management
standards of the Basel 1l international accord and lowering bank capital
requirements generally: "There are strong reasons for believing that banks left to
their own devices would maintain less capital—not more—than would be
prudent. The fact is, banks do benefit from implicit and explicit government
safety nets ... In short, regulators can't leave capital decisions totally to the

banks."

July 19 2007 Dow Jones Industrial Average closes above 14,000 for the first time in its history.

July 2007 The market for short- term, asset-backed commercial paper collapsed.

August 6 2007 American Home Mortgage Investment Corporation (AHMI) declared bankruptcy.
The company expected a $60 million loss for the first quarter of 2007.

August 16 2007 Countrywide Financial Corporation, the biggest U.S. mortgage lender, narrowly
avoids bankruptcy by taking out an emergency loan of $11 billion from a group of
banks.
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August 17 2007

The Federal Reserve cuts the discount rate by half a percent to 5.75% from 6.25%
while leaving the federal funds rate unchanged in an attempt to stabilize financial
markets.

September 17 2007

Former Federal Reserve Chairman Alan Greenspan said "We had a bubble in
housing" and warns of "large double digit declines" in home values "larger than
most people expect.”

September 18 2007

The Fed lowers interest rates by half a point (0.5%) in an attempt to limit damage
to the economy from the housing and credit crises.

October 5 2007

Merrill Lynch announces a US$5.5 billion loss as a consequence of the subprime
crisis, which is revised to $8.4 billion on October 24, a sum that credit rating firm
Standard & Poor's called "startling".

October 31 2007

Federal Reserve lowers the federal funds rate by 25 basis points to 4.5%.

March 16 2008

Bear Stearns is acquired for only $2 a share by JPMorgan Chase. The deal is
backed by the Federal Reserve, providing up to $30 billion to cover possible Bear
Stearns losses.

July 112008

IndyMac, a large private mortgage broker, was put in conservatorship by the
Federal Deposit Insurance Corporate (FDIC).

July 30 2008

President Bush signs into law the Housing and Economic Recovery Act of 2008,
which authorizes the Federal Housing Administration to guarantee up to $300
billion in new 30-year fixed rate mortgages for subprime borrowers if lenders
write-down principal loan balances to 90 percent of current appraisal value.

September 7 2008

American government takeover of Fannie Mae and Freddie Mac, which at that
point owned or guaranteed about half of the U.S.'s $12 trillion mortgage market,
were put into federal government conservatorship.

September 14 2008

Merrill Lynch sold itself to Bank of America.

September 15 2008

Lehman Brothers files for bankruptcy protection.

September 17 2008

The Federal Reserve lends $85 billion to American International Group to avoid
bankruptcy

From September 15 2008

A world-wide credit crisis started

Bank and shadow bank runs started

Interbank lending stopped

Businesses and individuals could not borrow

Massive intervention by central banks and a re-capitalization of major
banks

Major decrease in all economic activity all over the world—even Japan
experienced the decrease

Massive fall in stock markets

YV WV VYVVVY
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Japanese photographic coverage of the Vietnam War

*

Austin Parks

Ina 2001 interview Crown Prince
Naruhito listed as his three of his most
prominent memories of the twentieth century
the 1964 Tokyo Olympics, the 1970 Osaka
Expo, and a 1965 photograph of a family
fleeing across a river in South Vietnam. The
first two are predictable, but why the third?
The fact is: histories of postwar Japan usually
treat the American War in Vietnam as an

event that had little impact on Japanese

consciousness. Like many Japanese in the
1960s, however, the Crown Prince was deeply affected by Japanese photojournalistic coverage of
the War. Books like photographer Okamura Akihiko’s Minami Betonamu Sensoé Jiigun-ki (With the
Army in South Vietnam, 1965) were instant bestsellers, while images by Akimoto Keiichi, Ishikawa
Bun’y6, and others illustrated popular serialized accounts by famous correspondents such as
Kaiko Takeshi and Honda Katsuichi. Other photographers, such Sawada Kydichi and Toshio Sakae
won Pulitzers and other international accolades for their coverage of life in combat zones. The
popularity of Vietnam War photographs in Japan gives rise to a number of intriguing questions.
For instance, why were Japanese, who were not direct combatant in the war, so interested in a
distant war? How did Japanese photographers represent the war, and in what context did their
images reach the Japanese public. How did popular and critical discourse on Vietnam impact
Japanese understandings of self and nation in the tumultuous sixties and seventies?

In my larger project, I seek to address these questions by examining war narratives
fashioned by Japanese photographers active in Indochina from 1963-1975. For this presentation,
however, my scope is more limited. 1 will focus on the work of Okamura Akihiko, Akimoto Kei'ichi,
and Ishikawa Bun’y6 during the early years of the war. While these photographers’ ‘photographic
reports’ (shashin h6koku) were presented as conveying the “reality,” or genjitsu, of the war, the
representations their images created often proved popular because they provided a dramatic and
long-term spectacle and, more importantly, because they resonated with complex and unresolved
problems afflicting domestic Japan. Some of these issues, such as the presence of the American
military in Japan, had direct ties to the fighting in Vietnam. Others, however, such as the
reconfiguration of popular Asia-Pacific War memory, the emergence of a postwar Japanese ethnic

nationalism, and the debate on realism and humanism among photography theorists, seemingly
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had little relationship to the events in Southeast Asia until photographers and commentators
forged such linkages through wartime coverage. I examine how these linkages were constructed
in order to pinpoint the varied, and sometimes contradictory, meanings Vietnam War photography

held for individuals in Japan.

*k
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Gender differences in building local shrine-centered communities

Dana Mirsalis™

Historically, Shinto shrines
have always had very strong
connections  to  their  local
communities. However, since the
end of World War II, the legal
connection between the two has
been severed.

While some shrine

communities have collapsed

without official support, others
have grown and thrived—although not always through conventional means.

What factors help a shrine build a lasting community? Has the recent
increase of women in the priesthood affected the types of organizations with which
the shrine 1s affiliated? How do female priests build communities differently than
male priests, and how will these differences shape how the shrine is perceived in the
future?

By answering these questions, we can begin to understand the role the

shrine plays in both supporting and shaping the local community.
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