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As The Pendulum 
Swings . . .

(A Brief History of 
Financial Regulation)
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The Roaring Twenties
• The Free Market 

Rules
• Levels of stock 

market participation 
at a peak

• Gap between rich 
and poor is at a peak
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The Crash and the Aftermath
1929 crash and the Great 
Depression are the “big 
events” that cause the 
pendulum of financial 
regulation to swing back 
towards increased 
regulation.
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The Era of Increasing Government 
Regulation (1933-1979)

• Modern financial regulatory framework 
established

• Social welfare systems established
• Highly regulated economy
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Stagflation of the 
Late 1970s

• Inflation, interest rates and 
unemployment all high

• Economic growth slow or non-
existent

• Normal Federal Reserve interest 
rate policy options don’t work
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The Pendulum Swings Back
(The Reagan Revolution and Trickle Down Economics)

• Deregulation of 
the economy

• Government 
oversight 
decreasing
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The Free Market Rules (1981-2008)

“Government is 
not the solution; 

government is the 
problem.”

• Increasing financial innovation coupled 
with decreasing financial regulation

• Repeal of Glass-Steagall in 1999 allows 
merger of commercial and investment 
banking

• NSMIA (1996) preempts state securities 
laws for nationally traded securities
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The Great Recession of 2008-2009 and 
the Ponzi Scheme Epidemic

The real estate bubble pops and the 
market for mortgage-backed 
securities collapses, taking the 
stock market (and the entire 
economy) down with it.

The collapse of high-profile Ponzi 
schemes (Bernie Madoff; Sir Allen 
Stanford) adds to the loss of 
confidence in the financial system.




