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			Book Presentation: It Takes a Pillage by Nomi Prins

			Book Abstract

			In It Takes a Pillage, former Wall Street insider Nomi Prins argues that the current crisis has almost nothing to do with subprime mortgages and everything to do with a financial system that rewards people who move money, operate outside of the media’s gaze, are sheltered from governmental supervision, and use leverage to turn risky deals into insanely risky deals. These people are the most highly-rewarded in our society despite that fact they don’t actually make anything.

			Prins also offers a proposal for extracting ourselves from this downward financial spiral and stabilizing the economy.

			About the Author

			Nomi Prins is a former insider at Goldman Sachs. Today, she is an investigative journalist who writes about the corruption on Wall Street for Mother Jones, the Nation, Fortune, and Alternet. She is a frequent guest commentator on the PBS Newshour, NPR, CNN, MSNBC, Air America, and Fox News.

		


		
			Summary of It Takes a Pillage (Nomi Prins)

			Introduction

			In 2008, the United States experienced the worst financial crisis since the Great Depression. Subprime mortgages were an important factor fueling the meltdown, but they were just the tip of the iceberg. Deadbeat borrowers, of course, have been blamed for the so-called subprime crisis, but the entire financial system was a house of cards waiting to collapse. Put simply, greedy traders and unscrupulous bankers brought the financial system to the brink of collapse.

			Unfortunately, Washington has done little to genuinely reform the system and practices that created the catastrophe in the first place. As a result, another financial crisis is all but inevitable.

			The roots of the current crisis lie in the repeal of the Glass-Steagall Act, Depression-era legislation that built a wall of separation between retail banking and investment banking. Mixing Main Street banking with Wall Street banking was a recipe for disaster. Allowing “mom and pop” banks to merge with “casino style” investment banks eviscerated public-interest safeguards while creating perverse incentives. Bankers and traders could play with other people’s money, which encouraged them to take inordinate risks. Ultimately, taxpayers would end up footing the bill to pay for Wall Street’s excesses and bad bets.

			By and large, the traders at Goldman Sachs, Merrill Lynch, Bear Stearns, and the other megalithic financial firms pillaged the institutions, companies, and clients they presumably served. These investment bankers created nothing of enduring value. Rather, they concocted financial instruments that were too complex for anyone to understand, but which ultimately proved to be worth even less than the paper they were printed on.

			The bonuses Wall Street executives and financial traders collected were obscene, especially given that these masters of the universe nearly destroyed the financial system.

			Basically, Wall Street fleeced Main Street, privatizing gains but socializing risk. But don’t expect contrition from these capitalists now operating on the public’s dime. Wall Street’s power brokers are a special breed; they have a deeply ingrained sense of entitlement and superiority. These characters are ultra-competitive and measure themselves only against their peers. They are virtually immune to the plight of ordinary Americans (whose retirement and investment accounts they wrecked).

			The so-called Troubled Asset Relief Program (TARP) rewarded reckless, unethical, and unproductive behavior, thus making it more likely that we’ll see another round of pillaging followed by financial ruin in the future. Despite the rhetoric coming out of Washington, the government is doing little to reform the financial system. If the government was serious about preventing a future crisis, then it would re-institute the Glass-Steagall Act.

			Put simply, we cannot allow financial firms to get so big (and politically influential) that they threaten to bring down the financial system if they fail. The government has bailed out the financial elite (as opposed to Main Street) because there is a revolving door between Washington and Wall Street. Needless to say, feeding the bottomless appetite of greedy bankers is hardly the best use of America’s financial resources and taxpayer dollars. The public needs to let its elected officials know that enough is enough.

			The More Wall Street Changes, the More it Stays the Same

			Americans are justifiably outraged at picking up the tab for Wall Street’s excesses. Many CEOs at financial firms made more in a minute than most Americans earned in a whole year. This is more than ironic because Wall Street never produces wealth, it merely allocates it.

			America has just experienced one of the most reckless and costly periods in financial history as $50 trillion in global wealth has simply evaporated, millions have lost their jobs, and countless lives have been upended by the financial crisis. Most of the financial carnage could have been avoided by sensible regulation, greater financial transparency, and more diligent oversight. However, Wall Street’s tycoons convinced government officials that financial foxes could look after the proverbial henhouse. It’s no wonder the retirement nest eggs of so many Americans have been shattered.

			Americans “still have a bizarre and misplaced faith that huge corporations – which are designed for the sole purpose of making profits – are somehow able to act ethically and restrain themselves.” In fact, Wall Street has profited handsomely at the public’s expense precisely because it operates with a singular self-interest, behind closed doors, and without accountability. Simply put, Wall Street has been in the business of pushing limits, exploiting loopholes, and selling worthless instruments for the sole purpose of enriching itself.

			“Finance is based on the principle of continuously pushing nothing for something throughout the system.” Making money is a game to traders on Wall Street, but one where they bend and manipulate the rules to their own advantage. In fact, Wall Street is addicted to money. The lure of bigger profits and power is what prompts Wall Street’s hustlers to take ever increasing risks and pursue senseless mega-mergers.

			The U.S. government has shoveled out $13 trillion to bail out the financial system. Purportedly, this taxpayer largess is supposed to benefit consumers by restoring the free flow of credit (the lifeblood of any economy). However, the true beneficiaries of the bailout are not ordinary consumers, but Wall Street tycoons who created the mess in the first place. In fact, recapitalizing these financial firms without real reform will only ensure that Wall Street instigates a new round of pillaging at the expense of the taxpayers.

			The financial instruments Wall Street peddled were “concocted from a little bit of reality and a lot of fakery.” The Collateralized Debt Obligations (CDOs) are a prime example. CDOs are securities based on pools of mortgages that are sliced and diced according to varying levels of risk. Financial firms loved creating and selling these because it meant lucrative fees. It also helped them pawn off risky loans to third parties. These incentives, of course, encouraged lenders to continually enlist new borrowers (no matter how poor their credit was) in order to maintain a steady stream of fee-generating CDOs.

			The world of finance is abstract and complex. CDOs may have been concocted from dubious subprime mortgages, but they were often used as collateral by highly-leveraged institutions. Indeed, many institutions borrowed thirty dollars for every one dollar they had at stake, a strategy that enhances profits if you bet right, but is very risky when you are on the wrong side of a trade. As long as housing prices kept rising, the CDO shell game worked out just fine. But the minute the Fed was forced to raise interest rates, the whole house of cards began to collapse.

			When subprime borrowers began to default, it spooked the market for CDOs. Suddenly, collateral was worth far less than previously imagined and many firms found themselves undercapitalized and getting margin calls just when the market for CDOs was drying up. The massive amount of leverage routinely employed only compounded matters. CDOs were now viewed as toxic waste and trading partners completely lost trust in one another. The extreme leverage backed up by toxic waste meant that no one trusted the financial soundness of potential trading partners. Not surprisingly, credit dried up.

			Where’d the Bailout Money Go, Exactly?

			Hank Paulson, President Bush’s Treasury Secretary, advocated smaller government. Paulson pushed for deregulation and increased leverage limits. This is hardly surprising considering that prior to joining the Bush administration, Paulson was Chairman and CEO of Goldman Sachs, the most elite and well-connected investment firm on Wall Street.

			Paulson has always had an uncanny “ability to make a mess (or at least be part of one), and not be held responsible.” For instance, he once worked for major figures implicated in the Watergate scandal, but he did not get caught in the fallout. Similarly, Paulson’s efforts promoting deregulation and increased leverage limits helped produce the conditions that created the current economic crisis, but Paulson would soon cast himself in the role of a dedicated public servant trying to save the financial system. In fact, the Paulson-orchestrated Fed bailout of the banking system benefited his former firm, Goldman Sachs, at the public’s expense. Paulson had figured Big Government wasn’t so bad, so long as it benefited his friends.

			Interestingly, the Bush administration and the Fed made the decision to allow Goldman Sachs’s main rival, Lehman Brothers, to fail, but they bailed out insurance giant AIG. Not surprisingly, AIG was a counterparty insuring Goldman Sachs’ trades. In other words, bailing out AIG effectively bailed out Goldman Sachs. Much of the money the Fed poured into AIG immediately went to foreign banks that had bought financial insurance with AIG. American taxpayers ended up insuring the risky behavior of foreign financial firms.

			Paulson’s bank bailout plan was delivered as a virtual ultimatum to Congress: approve our bank rescue plan or the financial system goes under. However, Paulson’s 11th hour gambit was intentionally opaque and designed to take advantage of the fear of a second Great Depression. The point of the rescue package was not to help struggling homeowners on the brink of foreclosure; they were on their own. After all, it would have been a lot less expensive for
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					Don’t allow risk to lurk off the books.

					Break up the mega banks into smaller and more manageable entities.

					Fix the foundations of the banking system. In particular, there needs to be a stricter regulatory environment, especially regulations that keep the financial industry from becoming too big and too powerful.

					Don’t capitalize banks you can’t understand. In fact, the government should provide insurance only for consumer banks, not investment banks.

					Stop the Fed. The Fed should not be allowed to spend taxpayer money on opaque bailouts.
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