THE LOOTING OF AMERICA

not work their magic were it not for surplus capital looking for
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investient opportu niEss we redirect that capital, we
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will never be able in in the fantasy-finance casino. .
So what can we possibly do when faced with such vast uncer- -

tainties? For starters, we can take a page from the financial sector:
We can hedge. We should develop a rock-solid insurance policy
to protect us from fantasy finance and its propensity to create
financial crises.
‘Extraordinary times call for extraordinary measures. The bank-
ers and industrial giants have figured out bold survival strate-{
gies for themselves. Raid the vault! We should do the same. To
be sure, the public coffers also should be opened to fund robust
. public investments. But instead of just Eﬂﬂg
~strywe should raid (Re fariiasy-fnance Vaul:

_____ d the fantas ..W-ifff a piece of

~ the casino’s action, starting now. —~
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Financial Disaster insurance

We nwﬂ/or_l\fr_%lgﬂg__boys. We Qe&tj}mllective
w«w\nfhagg_aﬂlwaftdown. Therefore, we, the taxpay-
ers as tepresented by our government, should colkeprmgurance
’premqu_c,md—m-ﬂﬁ"ﬁmmﬂal \gector,

Wy. The premiums would pay us back both

rthe current raid on the treasury and for the recession created

by fantasy finance. The PW&[’W}[WI‘:&
| ncia

Pahvrﬁe\ncxt—&na\/l/tmnami. Unless we entirely elimiinate
pri an_expect a neverending chain

oflm‘//o_rgund-be&ts:"fes, we should mitigate them through wise

egulations and consumer protections. But no one can assure us
that we'll never see another bust. Therefore we should demand
insurance premiums against the pfrobdbility of future financial melt- *
downs—collective protection against the worst-case scenario. We }

W‘Edit default swap on the entire financial sector.

e best way iiito the casifio vault is ro hit up att-financial
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transactions. How much casino action are we talking about!?
According to historian Niall Ferguson, “Every day two trillion
dollars change hands on foreign ex« riarkets. Every month
seven trillion dollars change hands on global stock-mar ets.”
He also calculates there are about $3 trillion in CDOs out thetre
and that the estimated value of credit default swaps “was just

under $600 trillion.” By my back-of-the-envelope calculations,

- I estimate that the global casino sees about $900 trillion worth

of transactions each year, plus or minus a few hundred trillion.
If we-

tted @ 3-basis POIAE insurance premiu ree one-
. huindredths 5t Tess than 1/3 of a peniiy per doilar

on thé face value of each and every transaction, we could collect
about $2.7 trillion per year in total global premiums. I suspect
the 178 shiare would be at least $500 billion per year, year in and
year out.’ Of course; we would have to be careful not to exempt
any kind of transaction: It would only invite our financial wizards
to build new instruments based on the exempted activity.

You want to speculate against currencies? You want to dive in
and out of the markets every few nanoseconds? You want to buy
and sell credit default swaps and CDOs? Go to it. But on each
transaction youw {nsurance premium to the pubtic.
Whv-?"Bé“é’é‘ﬁE? history has taught us that at some point the activ-
ity you are engaging in will contribute to the next financial sector
bust, and we’ll have to suffer the damage and clean up the mess.

But won't this encourage even more of a-moral hazard, since

' the financial community would know a bailout would be coming?

First, these funds should not be designated for bailouts. They
should be used to help us tebuild the economy after financial

rurmoil. When I say we need “financial disaster insurance » 1
don’t mean eharthis s insurance the financial Indus 5 to

protect itsélf: Stects us from thsﬁnancial
industry, paid for by the industry since it is the sourge of poten-

tial harm. This is like medical malpractice nsurance. Doctors

and hospitals pay for malpractice insurance to cover the costto a
patient if they have caused that patient harm.
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Because of the critical role of the financial sector, when it
help us survive the economic crashes since no one y@a&-ﬁgu;id '
+out how o have private capital markets-and not to have booms
TR MW’F\\\‘”“M____ e T
ut will this fund eliminate the need for bailouts of failed
banks and systemically important financial institutions? No,
but i mmégguencywxceuaplﬂ
from financial markets.and moving it into the real economy. We
“mmw crisis, public
money won’t again be used to save the financial system. But in
the meantime, under our financial disaster insurance plan, we'd
be getting revenue to build a stronger real economy.

But shouldn’t the fees depend on the instrument and its level
of risk? No. Such micromanaging is asking for trouble. It would
be hard to determine the risk profiles and it would be’even
harder to figure out how to translate them into a fee structure.
But more importantly, such differentiation would be red meat
for the derivative industry. Inventive quants and lawyers would
certainly work long, hard hours to devise new instruments that
avoided the higher fees and qualified for the lower ones.

In the United States, I would urge that the insurance premi-
ums—the $500 billion or so each year—go directly to repair

CHAPTER TEN

ourselves from the economic damage done when the financial
sector gets into serious trouble, which it is prone to do with great
regularity. We need the tax/insurance because no one can possibly
assure us that our current disaster will end anytime soon, or that
another one won’t befall us in the next decade or two, No one can
provide us with real collateral to back up the claim that regulation
will prevent the next meltdown. At this point in human history,
we’d be very naive to believe that we can prevent free-market
bubbles through regulations or more consumer protections and
support. To ignore our boom-and-bust_history is to engage in
another round of Gubble thinking, of irrational exnberance, of
faith-based economics. Regulations will always be imperfect. And
financial wizards are notoriously ingenious when there are billions
of chips on the table. With financial-disaster insurance, they'll
have to slide some chips our Wiy each artevery tifme they spin
the wth the
pice financial institutions must pay for free financial markets,
above and beyond income taxes, which all of us should pay as
citizens.

Ts"this practical? Won't financial markets, which are elec-
tronic, just move to areas with no insurance premiums? This is
a vexing problem that will require a great deal of diplomacy to
solve. But it should be worth the effort. This proposal works best
if the world’s economic powers—-offshore islands as well—join. -
in a global insurance program. Financial markets connect us all.
The tsunamis are truly global.=And every nation has an intérest
in"insuring teself from fanra

The cere of this idea is not ongmal ]ames Tobin (1918-2002),
a Nobel liureate and Yale economist, proposed a global tax of
1 percent on the transfer of currencies Between countries. He
believed that fhis tax (which became known as the Tobin tax)
would limit currency speculation, which can degtabilize the
financial system and several times has caused extreme hardship

in developing nations. He also hoped funds collected through
the tax would be used to eradicate poverty.

Main Street: for renewable energy, infrastructure, health care,
and education—the most vital real investments a society ca
make. Again, we are not calling for the fund to be set aside ¢
bail out the financial industry. Instead we’re asking that the fun
"prop up the real economy that will, sooner or later, suffer, as w

are suffering now, from collapsing financial markets. Again, we

2 raining money from the fantasy-finance casino and ing
it toward the fedal ¥conomy.
< Bur ist't financial disaster insurance really a tax? It's both Ttis

a tax because it moves money from the private financial sector to.
the public’s coffers, as all taxes do. It is insurance because, acting -
collectively through our government, we are trying to insure
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