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In the Season of
Financial Vultures
How Capital interests have
bought democracy and blocked
the path to a sustainable future

Top 0.1% income share incl. capital gains, U. S.1980-2012
All economics must start by
identifying the economic trends that
are responsible for a society’s primary
social changes.

In the current phase of Western capitalism, a game
changer was the shift to a trend of rising income
inequalities, that took hold in the U.S. by the late 1970s

Piketty, Fig. 5.4: Private Capital to Years of Disposable Income

When income concentrates at the top, it will engender accelerated capital
accumulation in consequence of the propensity to save higher shares of
incomes as they rise. This led to a general trend of a rising income/capital
ratios in all developed economies after the late-1970s.

Taxes as Percentage of GDP, United States 1979-2012

With disposable incomes, ie incomes minus taxes, we buy private goods and
services, and perhaps save a remainder (or augment it with debt).
With the tax-part of gross incomes we buy public goods and services.
Neoliberal policies of perpetual tax cuts mean that the North American
economies have decided to reduce an already low consumption of public goods.

In the neoliberal fight against the public, there are
two interests at play.
The free rider impulse of individuals with high
incomes and wealth, which urges them to fight
against taxes and governments.

The interests of corporations (viewed as cybernetic
institutions) in enlarging the private sector and
conversely minimizing market regulations in order to
enlarge the overall scope of profit opportunities.

This brings us to the main point: besides the
mentioned two kinds of goods and services —
public and private, there ia a third category of
‘products’ that money can buy.

This is control over the institutions that decide the
rules of the games played in the various social fields, and
of course in particular, the economic fields.
It is a marketplace where stakes are high and therefore
those with big money, or access to that, dominates the
field.

Intermezzo: presenting the top deregulators

Phill Gramm, an influental Republican senator,
spearheaded the drive for deregulation of the
financial sector, including the repeal of the
Glass-Seagal Act that had separated deposit
and investment banking. Leaving Congress in
2002 he became vice-chairman of UBS, a
leading wealth management bank. Guess what
side he had been on?

Alan Greenspan, Fed Chairman and once
called ‘The Maestro’, believed that the
problem of regulating financial markets was
best left to the self-interest of investors.
After the crash, his reputation deflated
along with the deepening crisis. In the end,
he had to admit “there was a flaw in my
world view”.

Piketty Fig. 12. 6. The net foreign asset position of rich countries (in % world output)

Financial assets held in tax havens are higher
than the net foreign debt of rich countries.

When wealth, engendered by the concentration of incomes, accumulate it is
important to note that all additions to wealth starts in the money form, ie a
form that by itself cannot create yields or returns. In order to create yields,
money needs to be invested.

As in all other economic fields, investments are market
phenomena with supply-demand functions, where
demand is for investment engagements that can yield a
return, and supply is such opportunities.

When demand is strong, Say’s Law reverses: demand will
attempt to create its own supply, but at the margin it
becomes increasingly risk-laden and/or predatory.

Enron’s big slide

The collapse of Enron was a warning signal of the
consequences of removing regulations. Its manipulation of
the Californian electricity market led to price gourging and
in the end brown-outs.

When things went wrong and losses mounted, this was
hidden through off-balance sheet accounting and
derivatives pivoting around entities in tax havens. When
the music stopped and it was declared bankrupt, its
employees not only lost their jobs, but also discovered
that the assets in their pension plans mainly were Enrons
own stocks, that of course went to zero.

A typical sign of predatory financial activities is that they
seek out the weak and gullible. Thus, much of the fuel
fanning the housing bubble came from people who didn’t
earn enough to pay the mortgages after low teaser rates
ended, but were told that since house prices were bound
to continue to go up, they could always refinance.

By the end stage of the housing bubble, when it was
becoming obvious that many of the mortgage pools were
toxic, some of the Wall Street investment banks colluded
with hedge funds, which then bet against the securities
with toxic pools, while the banks continued to sell them
to unsuspecting investors.

Fabrice Tourre, former Goldman Sachs trader, outside of court in Manhattan

Tourre, a Goldman Sachs trader involved in hedge fund
betting against its securities, was convicted of being
responsible for subprime trading losses to the tune of one
billion dollars. His penalty was all but a fine of $865,000.

Tourre is the only person criminally convicted. However,
he is the proverbial scapegoat. And if he isn’t, the verdict
is ridiculous: a fraction of the bonusses he collected
while being part of a fraud that, well, when all was said
and done had just triggered the little side-effect of
tanking the world economy.

Hedge fund owner Paul Singer. After "Death and the Miser," Jan Provoost, early 1500s.

Some hedge funds have specialized in buying distressed
debt, both corporate and sovereign, at deep discounts
and then using this as ransom to block debt
restructuring unless they are paid in full.
Hedge funds including Singer acquired substantial stakes
of Autoparts maker Delphi’s debt at deep discounts. To
keep Delphi and thereby GM afloat the federal
government was forced to pay the hedge funds large
sums, whose profits thus all were taxpayers’ money.

Argentinian president Cristina Fernandez de Kirchner at the UN

Currently, Singer’s game is to block Argentina’s debt
restructuring by demanding being paid in full for debt he
bought at deep discounts years ago. The potential outfall
of economic stagnation and rising poverty in Argentina,
is of no concern.

Argentina’s problem is, besides the reprehensible nature of
the hedge fund’s operation, that if it pay Singer in full, the
93% of their debt holders who have agreed to a 70%
haircut, also will have to be paid in full. Thus, the situation
in locked and Argentina is in technical default.

Mississauga Town Hall,

In Canada and United States, the first-past-the-post
(FPTP) election system has instituted a class of
politicians who either are wealth owners or CEOs on
loan from the corporations, or ordinary people who
become career politicians beholden to those
corporations or PACs that finance the recurrent
election fights for keeping their jobs.
The are two main converging interests in this system:
A) The free rider impulse causes individuals with high
incomes and wealth to want a small, inefficient public
sector so that taxes can be kept at a minimum.
B) The corporations want the economy deregulated and
without interference in their profit maximizing goals.

Federal Taxes as Percentage of GDP, Canada 1991-2013

In this vein, Canada’s federal government has been busy cutting taxes, thereby
severely diminishing our ability to buy public goods. The four percent reduction
is close to a yearly reduction of $75 bn at the current GDP level (2013: $1,881
bn). This is a very substantial shift between private and public consumption.
Fed taxes: http://www.fin.gc.ca/afr-rfa/2013/report-rapport-eng.asp
GDP: http://www.statcan.gc.ca/tables-tableaux/sum-som/l01/cst01/econ04-eng.htm

Note on derivatives:
On the size of the derivative market, The Economist reported that as of June
2011, the over-the-counter (OTC) derivatives market amounted to approximately
$700 trillion, and the size of the market traded on exchanges totalled an
additional $83 trillion. However, these are "notional" values, that greatly
exaggerates the market value and true credit risk faced by parties. For example, in
2010, while the aggregate of OTC derivatives exceeded $600 trillion, the
contractual value of the market was estimated much lower, at $21 trillion. The
credit risk equivalent of the derivative contracts was estimated at $3.3 trillion.
Still, even these scaled down figures represent huge amounts of money. For
perspective, the 2012 budget for total expenditures of the United States
Government was $3.5 trillion, and estimated total current value of the US stock
market is $23 trillion. World annual Gross Domestic Product is about $65 trillion.
And for one type of derivative at least, Credit Default Swaps (CDS), for which the
inherent risk is considered high, the higher nominal value remains relevant. It was
this type of derivative that investment magnate Warren Buffet referred to in his
famous 2002 speech in which he warned against "weapons of financial mass
destruction." CDS notional value in early 2012 amounted to $25.5 trillion, down
from $55 trillion in 2008.
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