
THE LOOTING OF AMERICA

n0l.work their magic were it not for surplus capital looking for [

i~ve~opportul)J.t~es. Unless we ~~~ital, 'Ye ,
will nev able m m the fantasy-finance casino.

So what can we possibly do when face Wit sue vast uncer­
tainties? For starters, we can take a page from the financial sector:
We can hedge. We should develop a rock-solid insurance policyI
to protect us from fantasy finance and its propensity to createl
financial crises.

"Extraordinary times call for extraordinary measures. The banly!
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~_~__~ our_?"", !Tea- !
_~1!XJ~'--~:'~~.!!'E!!!::~e n~ a piece ot!
. the castno s action, srartin now. ---."'''''''.'--''

Financial Disaster Insurance

We need protection fro the bi 90Ys. W~~llective

!ns;:ra~cy ?ainst '9-eltdown. Therefore, we, the taxpay­
ers as rep sente by our government, should co~ilJ!;urance

~~~-tl1e-frna=ial'sector,
beginl)i.Q&i~y. The premiums would pay us back both
¥6rtte cu;;';-nt raid on the treasury and for the recession created

by fantasy finance. Thef~~~emnifyl
,~unami.,Unless we ent.!E:.~i~te
·pryrate tinwdal matkets, we can exp.e~t a nev.e~ng chain,
ofb~es,we should mitigate them through wise
~iations and consumer protections. But no one can assure us
that we'll never see another bust. Therefore we should demand
insurance pr~miums against the probability of future financial melt­

downs--coHective ~rote~tionagainst the wo~st'casescenar\~e1
:,eedo~:.:'~fault swap on rh~ ennre fin:::,cial sector.
'-4ilebesr way mtot~patHm=ial
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transactions. How much casino action are we talking about?

According to historian Niall Ferguson, "Every day !:..~o ttillion
dollars change hands on fore~x~baDgem~verymOl'th ~ <J1
seven ttiLlion dollars cb,;;;:ge hands on lobal stodtmarkets." )
He also calculates t ere are about $3 trillion in COOs out there
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
ori:i:~acrions each year, plus or minus a few hundred "trillion.
If we"collectea a 3,6a818 pOln! insurance premium (three one- __
hLindr~sof 1 ptttclitOrTess than 1/3 of a penny per dollar)
on the face value of each and every transaction, we could collect
about $2.7 trillion "p-~r ~r in total global premiums. I suspect
the O:S:~ifarewo~ldbe 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 actlvlty.

You want to speculate against currencies? You want to dive in

and out of the markets every few nanoseconds? You want to buy J
and sell credit default swaps and COOs? Go to it. But on each
transaction you've got to pay an insurance pretnI~lTitotFiepublic.
Why?-I\ecauSeltisroryhas taught us that at some point the activ-
ity you are engaging in will cont~ibute 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 rebuild the economy after financial
turmoil. When I say we need "financial disaster insurance'~ I

don't mean a IS IS Insurance the nancia In US 5 to
protect-ifse1 . otects us from thejfinancial
industry;-p;;-i;nor by the industry since it is the sour e of poten­
ti"l arm. This is like medica rna practlce msurance. Doctors
aniil:i:;spitals pay for malpractice insurance to cover the cost to a

patient if they have caused that patient harm.

..,

Administrator
Highlight

Administrator
Highlight

Administrator
Highlight

Administrator
Highlight

Administrator
Highlight



THE LOOTING OF AMERICA

Because of the crisical role of the finan,cial sector, when it
_.'.R~rireec;;;;~ suffers. We~me to

help us survive the economic crashes since no one~.fi~
out how to have private capital markets 'and not to have booms

:>-t,=""-----------------.--~,.----.-,.-------
an 5t5.

./ "---'"'---"'ut will this fund eliminate the need for bailouts of failed r
banks and systemically important financial institutions? 2:'0,.
~~~~~ drammg "!,.,,,,-~apltal
from financial markets and moving it into the rea~l1omy.We
can t promise, nor can anyone~is 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 ttouble. 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 detivative 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 dirrctly to repair
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 t
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. A~ain, we
ar raining money from the fantasy-finance casmo and !h<wmg

~o~d tile re~c~my.
j BUt i~ciardisaster insurance really a tax? It's both. It is

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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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 Ot 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
ano~p._~ round at bubble thinking, of irrational exuberance, of
faith-based economics. Regulations will always be impetfect. And
lin~ncialwizards are notoriously ingenious when there are billions

of chips on the table. With financial-disaster insurance, they'll
have to slide some chips ciirWay each and every time they sptn
the <VheeI. The insurance premiums/tax should be viewe4ffi the
pfiCe hnanci~l institutions must pay for free financial markets,

aIi~eand beyond income' taxes, which all of us should pay as
citizens.

--rsthis 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 wotth the effort. This proposal works best
if the world's economic powers--offshore islands as well-join

in a glO"bal insurance program. Financial markets connect us ~11~
The tsunamis .are truly global."A'nd every nation has an interesy
in~insii,l,"lM itSelf from fantasy futa[~. ,/" '

The core ofthis idea is not original. James TObin, (I918-2002)'~
a Nobel laureate and Yale economist, proposed a global tax of
I ercent on the transfer of currencies between countrles. He
believe t at t [S tax w ic ecarne nown as the Tobin tax)
would limit currency speculation, which can deiiabilize 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.
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