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BY DENIS WELCH

ell, you always knew it. You always had your sus-

picions. Now someone has done the homework

and confirmed it. The Business Roundtable is really

an evangelistic church in disguise. A religious

researcher has analysed a truckload of BRT papers
and concluded that, far from being a hard-headed bunch of
businessmen guided by economic pragmatism, the Roundtablers
base all their assertions on blind faith. They believe: and they
want you to believe, too. '

Believe in what? God, of course. But not the old chap up in the
sky, the one who keeps a fatherly eye on us all; he’s not in the
frame any more. Nor are we talking about Allah or Brahma or the
universal lifeforce or some such spiritual woolly-woofterism.
The one God worshipped by the Business Roundtable is the
Market - and the Market’s word is law.

~ “At the heart of any religious movement,” explains Barbara

" Vincenl, “there is a Power lhal transcends and humbles human-
ity, and that needs to be respected and followed for its adherents
to find fulfilment.

“The Market and Market Forces play this role in the docu-
ments of the New Zealand Business Roundtable. The Market is
powerful. It provides. It allocates fairly with an ‘Invisible Hand’.
It solves problems. It cannot fail. It is without error.”

Vincent is the Massey University student who went through
nine years of BRT documentation counting the number of times
that certain words and phrases were used, and analysing the way
in which they were used.* She concluded, basically, that the BRT
is off the planet: zealously convinced of its own righteousness,
*Most popular noun: “system”. Favourite grammatical trick: using nouns as

adjectives, as in “incentive structures” and “efficiency gains”, The words “men” and
"women" never appear.
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it promulgates visions of the ideal society that bear little relation
to the “particular, practical, actual detail of the everyday™.

But does this stop the Roundtablers from telling us how to lead
our lives? Amazingly, no. If anything, rebuttal of their arguments
only causes them to redouble their missionary drive o simash
the false idols of state intervention and converl the world to
unbridled capitalism. They see themselves as shining light inlo
dark places; they preach the word of Our Market, which art in
heaven. .

Take the speech by BRT oxecutive direclor Roger Kerr in
which he says, “I hope with any policy topic that we pick up we
continue to try to put a ‘beacon on the hill’, regardless of the
immediate popularity of the idea.” Now check out Matthew
5:14-16: “You are light for all the world ... And you, like the
lamp, must shed light among your fellows, so that, when they
see the good you do, they may give praise to your Father in
heaven.” ’

Not that the BRT acknowledges the Bible as an influence
(although the similarity is uncanny). Every religious movement
waorth its salt has its own sacred scriptures, and Vincent shows
how the BRT’s holy writ can be traced back to the prophets
Hayek and Friedman, via a closed circuit of international right-
wing think-tanks, and beyond them to Adam Smith and John
Stuart Mill. Enormous authority is attributed to this stream of
thought, says Vincent, and anyone disagreeing with it is, ipso
facto and whoops-a-daisy, guilly of heresy.

This way of thinking is not new, of course. Ity this quote: “The
only way to prevent the people from becoming habitually depen-
dent on government is to bring the operations to a close.”

And this one: “These things should be stopped now, or you
run the risk of paralysing all private enterprise.”

Roger Kerr referring to the DPB? Doug Myers on government
spending programmes? The words are in fact those of British
Treasury head Charles Trevelyan in 1847, opposing Irish famine
relief schemes in the belief that they were bad for the moral
character of the Irish. “It is a great object,” wrote Trevelyan, while
a million people starved to death, “not to revive the habit of
dependence on government aid.”

There’s a place for old Charles in Market heaven ~ that great
roundtable in the sky. There’s a place for us all, if we only
believe. ' |
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As our People's Bank comes under pressure Austrahas
community bank scheme gathers strength

COMMUNITY-MINDED citi-
Zens are flocking to support
the Bendigo Bank's commun-
ity bank scheme with close to
50 branches set up and 30
more due to open by the end
of the financial year.

Such is the level of interest
that Bendxgo Bark has béen
forced to slow the’ rollout of
new, outlets, postponing dis-
cussions with at least 100 oth-
er interested towriships.

The townsfolkk have

tomers but have stumped up’
$250,000  plus by becommg
shareholders.

The altruistic elements of
community banking are well
documented: customers (espe-
cially businesses) are peeved
at big bank branch closures
and seé¢ ‘a contifiling bank
branch as a way of kick-start-
ing their often moribund local
economies.

But how does the schéme
stack up for customers and in-
vestors in terms of self inter-
est? Community bank
customers are subject to the
same fees and interest rates as
those offered by Bendigo
Bank. They also have access to

all, Bendigo ‘Bank products .

such as inférpet bar}kmg,
ATMs and credit cards,
According to research from,

the rates and monitoring
house Cannex, the Bendigo:

Bank/community bank's fees

and rates are broadly in line =

with the market's. A key ad-
vantage is no account- -keeping

fees but this is possible at oth-
er banks if customers have

reasonable account balances.
«Bendigo Bank’s internet

and ‘eftpos-transaction fees ate

on the high end ~ both 60c -

but at 60c a pop the branch .
cash withdrawal fee is mark--

edly lower than bigger banks.

Broadly speaking, custom-"

eérs are no better or worse off
if they switch from a big bank.
But much to thé annoyance of
the big banks, Bendigo Bank
and other regionals are ot on

) not
only proved to be eager cus-

the receiving end of crmcxsm
about retail fees when in fact
some of them are l:ngher

For 'investors, ’ “the com-.
munity banks have'sé far’ pro-—"

duced highly competltwe
returns. -

According to B dlgo Bmk

head ‘of comm
Russell Jenkins, fi
branches have
dividend of betwee

5%, Of the re

three are behind budget. Two -

are in Western Australia’s
drought-stricken wheatbelt

and the tlnrd in NSW, was hit | '
by flosds.

Jenkins said returns were
made at the discretion of the
bank’s local board of
management,

" The profitable Upwey bank
returned 7.5% a year Wwhile the -
Laverton scheme conservéd

capital o open a brdnch in
nearby Altona.
capped at 5 percentage points
above the 90- day bank bxll
rate, currently 10%;

“That’s pleuy generous,”
Jenkins said.

“There aren’t toQ many
companies paying nythmg
like a 10% dividend.”
--The $1 shares are transfer-
& but'so far have been lim-

“ited to private transactions.

Bendxgo Bank is “considering
using -the Bendigo Stock Bx-

.change.as the conduit for a

more founal process.
In the meantime some in-

"leldua] community banks

keép’ a:register of mterested

. buyers and sellecs.

.7While the banks have rules
o prevent one person (or re-

. fated _entity) from owing more

than " 10% of any one com-
munity bank, Bendigo Bank
has: seen considerable outside

mtexest from prospectlve eq-

u1ty holders.
Paladomcally, the strong

growth and increasing profit-’:
abxhty of community “barking -
“raises the risk of the scheme

becoming a victim of §uceess.
If community bank shares

Returns are -

start bemg transferred at hefty
premiumis, it is possible yield-
“ hungry buyers could pressure
‘banks into efficiency measures
§uch as staff cuts which would
, Tun counter to the philosophy
“of maintaining face-to-face
--hanking.
..» Bendigo Bank recognises
he»problem but Jenkins be-
ligves investors have the right
to realise full value for thelr
hares.
“He noted one banL set up
for $250,000 was valued at
$350,000 soon after opening.
Others are nct so sure the
shares :should -ever -be. traded -
above their $1 nomirial value,
-Upwey ; ‘Gommunity Bank
- managérMike Fleming has re-

[ ceived :queries ‘from. people
i outsxde his commumty want-

:ing shares, and fears such a,
frend ¢ould erode the purpose
of the scheme.”

“We have trouble with peo-
ple from any community buy—
ing into other communities,”
,he said.

Thete is also a confhct be-
tween the ¢ommercial Ob_]BC-
tives .of listed Bendigo Bank
and the “softer” phﬂosophles

4 of : the community bankmg

division.

The scheme ‘is cleverly
’structmed so Bendigo Bank
‘receives lialf the income of
each community bank, in re-
turn for backing the ventures
in prudential and other ways.

In effect, the bank achieves
a 50% cost-to-income ratio on
the revenues sourced tlnough
community banks which is far
more efficient than .drawing
revenue through thelr own .
network, :

The commumty bankmg
arm delivered $1 million to
Bendigo B'mk’s net profit in,
1999-2000. It‘s 2000-2001 reé

mmumty banhng will
. jor., drw L of B dxgo
Bank profits. 7+

- \‘\reckend Awtnllan




How the nation’s biggest banks are ripping off American cities
with the same predatory deals that brought down Greece

¥ YOU WANT TO KNOW WHAT LIFE
in the Third World is like, just ask
Lisa Pack, an administrative assis-
tant who works in the roads and
transportation department in Jefferson
County, Alabama. Pack got rudely intro-
duced to life in post-crisis America last
August, when word came down that she
and 1,000 of her fellow public employees
would have to take alittle unpaid vacation
for a while. The county, it turned out, was
more than $5 billion in debt ~ meaning
that courthouses, jails and sheriff’s pre-
cincts had to be closed so that Wall Street
banks could be paid.

As public services in and around Bir-
mingham were stripped to the bone, Pack
struggled to support her family on a week-
Iy unemployment check of $260. Nearly a
fourth of that went to pay for her health
insurance, which the county no longer
covered. She also fielded calls from laid-
off co-workers who had it even tougher.

Iustration by VICTOR JUHASZ

* By.Matt Taibbi *

““T'd be on the phone sometimes until two

in the morning,” she says. “I had to talk
more than one person out of suicide. For
some of the men supporting families, it
was so hard - foreclosure, bankruptey. I'd
go to bed at night, and I'd be in tears.”

Homes stood empty, businesses were
boarded up, and parts of already-blighted
Birmingham began to take on the feel of
a ghost town, There were also a few bills
that were unique to the area - like the
$64 sewer bill that Pack and her family
paid each month. “Yeah, it went up about
400 percent just over the past few years,”
she says.

The sewer bill, in fact, is what cost Pack
and her co-workers their jobs. In 1996, the
average monthly sewer bill for a family of
four in Birmingham was only $14.71 - but
that was before the county decided to
build an elaborate new sewer system with
the help of dut-of-state financial wizards
with names like Bear Stearns, Lehman

Brothers, Goldman Sachs and JP Morgan
Chase. The result was a monstrous pile
of borrowed money that the county used
to build, in essence, the world’s grandest
toilet - “the Taj Mahal of sewer-treatment
plants” is how one county worker put it.
‘What happened here in Jefferson County
would turn out to be the perfect metaphor
for the peculiar alchemy of modern oligar-
chical capitalism: A mob of corrupt local
officials and morally absent financiers got
together to build a giant device that con-
verted human shit into billions of dollars
of profit for Wall Street ~ and misery for
people like Lisa Pack.

And once the giant shit machine was
built and the note on all that fancy con-
struction started to come due, Wall Street
came back to the local politicians and
doubled down on the scam. They showed
up in droves to help the poor, broke citi-
zens of Jefferson County cut their toilet
finance charges using a blizzard of incom-
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prehensible swaps and refinance schemes
- schemes that only served to postpone
the repayment date a year or two while
sinking the county deeper into debt. In
the end, every time Jefferson County so
much as breathed near one of the banks,
it got charged millions in fees. There was
so much money to be made bilking these
dizzy Southerners that banks like JP Mor-

gan spent millions paying middlemen who

bribed ~ yes, that's right, bribed, criminal-
ly bribed - the county commissioners and
their buddies just to keep their business.
Hell, the money was’so good, JP Morgan
at one point even paid Goldman Sachs
$3 million just to back the fuck off, so they
could have the rubes of Jefferson County to
fleece all for themselves.

Birmingham became the poster child
for a new kind of giant-scale financial
fraud, one that would threaten the finan-
cial stability not only of cities and counties
all across America, but even those of entire
countries like Greece. While for many
Americans the financial crisis remains an
abstraction, a confusing mess of complex
transactions that took place on a cloud
high above Manhattan sometime in the
mid-2000s, in Jefferson County you can
actually see the rank criminality of the cri-
sis economy with your own eyes; the mon-
ster sticks his head all the way out of the
water. Here you can see a trail that leads
directly from a billion-dollar predatory
swap deal cooked up at the highest levels
of America’s biggest banks, across a vast
fruited plain of bribes and felonies - “the
price of doing business,” as one JP Morgan
banker says on tape — all the way down to
Lisa Pack’s sewer bill and the mass layoffs
in Birmingham.

Once you follow that trail and under-
stand what took place in Jefferson County,
there’s really no room left for illusions. We

live in a gangster state, and our days of
laughing at other countries are over. It’s our
turn to getlaughed at. In Birmingham, lots
of people have gone to jail for the crime:
More than 20 local officials and business-
men have been convicted of corruption in
federal court. Last October, right around
the time that Lisa Pack went back to work
at reduced hours, Birmingham’s mayor
was convicted of fraud and money-laun-
dering for taking bribes funneled to him
by Wall Street bankers - everything from

was leaking raw sewage directly into the
Cahaba, which also supplies the area
with its drinking water. Joined by well-
intentioned citizens from the Cahaba
River Society, the EPA sued the county
to force it to comply with the Clean Water
Act. In 1996, county commissioners
signed a now-infamous consent decree
agreeing not just to fix the leaky pipes
but to eliminate all sewer overflows - a
near-impossible standard that required
the county to build the most elaborate,

There was so much money to be made
in the Birmingham deal that Wall Street
banks invested $7 million in bribes.

Rolex watches to Ferragamo suits to cash.
But those who greenlighted the bribes
and profited most from the scam remain
largely untouched. “It never gets back to
JP Morgan,” says Pack.

F YOU WANT TO GET ALL GLENN
Beck about it, you could lay the
blame for this entire mess at the
feet of weepy, tree-hugging environ-
mentalists. It all started with the Caha-
ba River, the longest free-flowing river in
the state of Alabama. The tributary, which
winds its way through Birmingham be-
fore turning diagonally to empty out near
Selma, is home to more types of fish per
mile than any other river in America and
shelters 64 rare and imperiled species of
plants and animals. It’s also the source of
one of the worst municipal financial disas-
ters in American history.

Back in the early 1990s, the county’s
sewer system was so antiquated that it
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ecofriendly, expensive sewer system in
the history of the universe. It was like
ordering a small town in Florida that gets
a snowstorm once every five years to build
a billion-dollar fleet of snowplows.

The original cost estimates for the new
sewer system were as low as $250 mil-
lion. But in a wondrous demonstration of
the possibilities of small-town graft and
contract-padding, the price tag quickly
swelled to more than $3 billion. County
commissioners were literally pocketing
wads of cash from builders and engineers
and other contractors eager to get in on
the project, while the county was forced
to borrow obscene sums to pay for the
rapidly spiraling costs. Jefferson County,
in effect, became one giant, TV-stealing,
unemployed drug addict who borrowed
a million dollars to buy the mother of all
McMansions - and just as it did during
the housing bubble, Wall Street made a
business of keeping the crook in his house.
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THE THREE AMIGOS To win lucrative and deceptive deals in Alabama, Charles LeCroy of

= N

JP Morgan (left) funneled $3 million to Bill Blount (center), a locai broker who served as a
bagman for Larry Langford (right), the then-president of the county commission.

As one county commissioner put it, “We're
like a guy making $50,000 a year with a
million-dollar mortgage.”

To reassure lenders that the county
would pay its mortgage, commissioners
gave the finance director — an unelected
official appointed by the president of the
commission ~ the power to automatically
raise sewer rates to meet payments on
the debt. The move brought in billions
in financing, but it also painted commis-
sioners into a corner. If costs continued to
rise — and with practically every contrac-
tor in Alabama sticking his fingers on the
scale, they were rising fast - officials would
be faced with automatic rate increases
that would piss off their voters. (By 2003,
annual interest on the sewer deal had
reached $90 million.) So the commission
reached out to Wall Street, looking for
creative financing tools that would allow
it to reduce the county’s staggering debt
payments.

Wall Street was happy to help. First,
it employed the same trick it used to fuel
the housing crisis: It switched the county
from a fixed rate on the bonds it had is-
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sued to finance the sewer deal to an ad-
justable rate. The refinancing meant lower
interest payments for a couple of years —
followed by the risk of even larger pay-
ments down the road. The move enabled
county commissioners to postpone the
problem for an election season or two,
kicking it to a group of future commis-
sioners who would inevitably have to pay
the real freight.

But then Wall Street got really creative.
Having switched the county to a variable
interest rate, it offered commissioners a
crazy deal: For an extra fee, the banks
said, we’ll allow you to keep paying a
fixed rate on your debt to us. In return,
we'll give you a variable amount each
month that you can use to pay off all that
variable-rate interest you owe to bond-
holders.

In financial terms, this is known as a
synthetic rate swap - the spidery creature
you might have read about playing a role
in bringing down places like Greece and
Milan. On paper, it made sense: The coun-
ty got the stability of a fixed rate, while
paying Wall Street to assume the risk

of the variable rates on its bonds. That's
the synthetic part. The trouble lies in the
rate swap. The deal only works if the two
variable rates — the one you get from the
bank, and the one you owe to bondholders
- actually match. It’s like gambling on the
weather. If your bondholders are expect-
ing you to pay an interest rate based on
the average temperature in Alabama, you
don’t do a rate swap with a bank that gives
youback a rate pegged to the temperature
in Nome, Alaska.

Not unless you're a fucking moron. Or
your banker is JP Morgan.

N A SMALL OFFICE IN A FEDERAL
building in downtown Birmingham,
just blocks from where civil rights
demonstrators shut down the city
in 1963, Assistant U.S. Attorney George
Martin points out the window. He's point-
ing in the direction of the Tutwiler Hotel,
once home to one of the grandest ball-
roorns in the South but now part of the
Hampton Inn chain.

“It was right around the corner here, at
the hotel,” Martin says. “That’s where they
met - that's where this all started”

They means Charles LeCroy and Bill
Blount, the two principals in what would
become the most important of all the cor-
ruption cases in Jefferson County. LeCroy
was a banker for JP Morgan, serving as
managing director of the bank’s southeast
regional office. Blount was an Alabama
wheeler-dealer with close friends on the
county commission. For years, when Wall
Street banks wanted to do business with
municipalities, whether for bond issues
or rate swaps, it was standard practice to
reach out to a local sleazeball like Blount
and pay him a shitload of money to help
seal the deal. “Banks would pay some local
consultant, and the consultant would then
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funnel money to the politician making
the decision,” says Christopher Taylor,
the former head of the board that regu-
lates municipal borrowing. Back in the
1990s, Taylor pushed through a ban on
such backdoor bribery. He also passed a
ban on bankers contributing directly to
politicians they do business with - 2 move
that sparked a lawsuit by one aggrieved
sleazeball, who argued that halting such
legalized graft violated his First Amend-
ment rights. The name of that pissed-

off banker? “It was the one and only Bill-

Blount,” Taylor says with a laugh.

Blount is a stocky, stubby-fingered
Southerner with glasses and a pale,
pinched face - if Norman Rockwell had
ever done a painting titled “Small-Town
Accountant Taking Enormous Dump,”
it would look just like Blount. LeCroy,
his sugar daddy at JP Morgan, is a tall,
bloodless, crisply dressed corporate opera-
tor with a shiny bald head and silver side
patches - a cross between Skeletor and
Michael Stipe.

The scheme they operated went some-
thing like this: LeCroy paid Blount mil-
lions of doliars, and Blount turned around
and used the money to buy lavish gifts
for his close friend Larry Langford, the
now-convicted Birmingham mayor who
at the time had just been elected presi-
dent of the county commission. (At one
point Blount took Langford on a shopping
spree in New York, putting $3,290 worth
of clothes from Zegna on his credit card)
Langford then signed off on one after
another of the deadly swap deals being
pushed by LeCroy. Every time the county
refinanced its sewer debt, JP Morgan
made millions of dollars in fees. Even
more lucrative, each of the swap contracts
contained clauses that mandated all sorts
of penalties and payments in the event
that something went wrong with the deal.
In the mortgage business, this process
is known as churning: You keep coming
back over and over to refinance, and they
keep “churning” you for more and more
fees. “The transactions were complex,
but the scheme was simple,” said Robert
Khuzami, director of enforcement for the
SEC. “Senior JP Morgan bankers made
unlawful payments to win business and
earn fees.”

Given the shitload of money to be made
on the refinancing deals, JP Morgan was
prepared to pay whatever it took to buy
off officials in Jefferson County. In 2002,
during a conversation recorded in Nixo-
nian fashion by JP Morgan itself, LeCroy
bragged that he had agreed to funnel pay-
off money to a pair of local companies to

secure the votes of two county commis- -

sioners. “Look,” the commissioners told
him, “if we support the synthetic refund-
ing, you guys have to take care of our two
firms.” LeCroy didn’t blink. “Whatever
you want,” he told them. “If that’s what
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you need, that’s what you get. Just tell us
how much”

Just tell us how much. That sums up
the approach that JP Morgan took a few
months later, when Langford announced
that his good buddy Bill Blount would
henceforth be involved with every financ-
ing transaction for Jefferson County. From
JP Morgan’s point of view, the decision to
pay off Blount was a no-brainer. But the
bank had one small problem: Goldman
Sachs had already crawled up Blount’s
trouser leg, and the broker was advis-
ing Langford to pick them as Jefferson
County’s investment bank.

The solution they came up with was an
extraordinary one: JP Morgan cut a sepa-
rate deal with Goldman, paying the bank
$3 million to fuck off, with Blount taking

a $300,000 cut of the side deal. Suddenly
Goldman was out and JP Morgan was
sitting in Langford’s lap. In another con-
versation caught on tape, LeCroy joked
thatthe deal was his “philanthropic work,”

since the payoff amounted to a “charitable.

donation to Goldman Sachs” in return for
“taking no risk.”

That such a blatant violation of anti-
trust laws took place and neither JP Mor-
gan nor Goldman have been prosecuted
for it is yet another mystery of the current
financial crisis. “This is an open-and-shut
case of anti-competitive behavior,” says
Taylor, the former regulator.

F ITH GOLDMAN OUT OF
the way, JP Morgan won
the right to do a $1.1 bil-

g - lion bond offering -
switching Jefferson County out of fixed-
rate debt into variable-rate debt - and
also did a corresponding $1.1 billion deal

for a synthetic rate swap. The very same
day the transaction was concluded, in May
2003, LeCroy had dinner with Langford
and struck a deal to do yet another bond-
and-swap transaction of roughly the same
size. This time, the terms of the payoff
were spelled out more explicitly. In & hi-
larious phone call between LeCroy and
Douglas MacFaddin, another JP Morgan
official, the two bankers grodaned aloud
about how much it was going to cost to
satisfy Blount:

LeCrov: I said, “Commissioner

Langford, I'll do that because that’s

your suggestion, but you gotta help

us keep him under control. Because
when you give that guy a hand, he
takes your arm.” You know?

MacFappin: [Laughing] Yeah, you

end up in the wood-chipper.

All told, JP Morgan ended up paying
Blount nearly $3 million for “performing
no known services,” in the words of the
SEC. In at least one of the deals, Blount
made upward of 15 percent of JP Mor-
gan’s entire fee. When I ask Taylor what
a legitimate consultant might earn in
such a circumstance, he laughs. “What’s a
‘legitimate consultant’ in a case like this?
He made this money for doing jack shit.”

Asthetapes of LeCroy’s calls show, even
officials at JP Morgan were incredulous at
the money being funneled to Blount. “How
does he get 15 percent?” one associate at
the bank asks LeCroy. “For doing what?
For not messing with us?” '

“Not messing with us,” LeCroy agrees.
“It’s a lot of money, but in the end, it's
worth it on a billion-dollar deal.”

That’s putting it mildly: The deals
wound up being the largest swap agree-
ments in JP Morgan’s history. Making
matters worse, the payoffs didn’t even
wind up costing the bank a dime. As
the SEC explained in a statement on the
scam, JP Morgan “passed on the cost of
the unlawful payments by charging the
county higher interest rates on the swap
transactions.” In other words, not only
did the bank bribe local politicians to
take the sucky deal, they got local taxpay-
ers to pay for the bribes. And because
Jefferson County had no idea what kind
of deal it was getting on the swaps, JP
Morgan could basically charge what-
ever it wanted. According to an analy-
sis of the swap deals commissioned by
the county in 2007, taxpayers had been
overcharged at least $93 million on the
transactions.

JP Morgan was far from alone in the
scam: Virtually everyone doing business
in Jefferson County was on the take. Four
of the nation’s top investment banks, the
very cream of American finance, were in-
volved in one way or another with payoffs
to Blount in their scramble to do business
with the county. In addition to JP Mor-
gan and Goldman Sachs, Bear Stearns
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paid Langford’s bagman $2.4 million,
while Lehman Brothers got off cheap
with a $35,000 “arranger’s fee.” At least
a dozen of the county’s contractors were
also cashing in, along with many of the
county comrmissioners. “If you go into the
county courthouse,” says Michael Morri-
son, a planner who works for the county,
“there’s a gallery of past commissioners
on the wall. On the top row, every single
one of ’em but two has been investigated,
indicted or convicted. It’s a joke.”

The crazy thing is that such arrange-
ments - where some local scoundrel getsa
massive fee for doing nothing but greasing
the wheels with elected officials - have
been taking place all over the country. In
Illinois, during the Upper Volta-esque era
of Rod Blagojevich, a Republican political
consultant named Robert Kjellander got
10 percent of the entire fee Bear Stearns

earned doing a bond sale for the state

pension fund. At the start of Obama’s
term, Bill Richardson’s Cabinet appoint-
ment was derailed for a similar scheme
when he was governor of New Mexico.
Indeed, one reason that officials in Jef-
ferson County didn’t know that the swaps
they were signing off on were shitty was

had more outstanding swaps than New
York City.

Judgment Day was coming ~ just
like it was for the Delaware River Port
Authority, the Pennsylvania school sys-
tem, the cities of Detroit, Chicago, Oak-
land and Los Angeles, the states of Con-
necticut and Mississippi, the city of Milan
and nearly 500 other municipalities in
Italy, the country of Greece, and God
knows who else. All of these places are.
now reeling under the weight of similarly
elaborate and ill-advised swaps - and if
what happened in Jefferson County is
any guide, hoo boy. Because when the shit
hit the fan in Birmingham, it really hit
the fan.

Y OR JEFFERSON COUNTY, THE
deal blew up in early 2008, when
a dizzying array of penalties and

other fine-print poison worked
into the swap contracts started to kick in.
The trouble began with the housing crash,
which took down the insurance compa-
nies that had underwritten the county’s
bonds. That rendered the county’s insur-
ance worthless, triggering clauses in its
swap contracts that required it to pay off

On a sewer project that was supposed to
cost $250 million, the county now owed
$1.28 billion just in interest and fees.

%

because their adviser on the deals was

a firm called CDR Financial Products,

which is now accused of conspiring to
overcharge dozens of cities in swap trans-
actions, According to a federal antitrust
lawsuit, CDR is basically a big-league ver-
sion of Bill Blount - banks tossed money
at the firm, which in turn advised local
politicians that they were getting a good
deal. “It was basically, you pay CDR, and
CDR helps push the deal through,” says
Taylor.

In the end, though, all this bribery and
graft was just the table-setter for the real
disaster. In taking all those bribes and
signing on to all those swaps, the commis-
sioners in Jefferson County had basically
started the clock on a financial time bomb
that, sooner or later, had to explode. By
continually refinancing to keep the county
in its giant McMansion, the commission
had managed to push into the future that
inevitable day when the real bill would
arrive in the mail. But that’s where the
morigage analogy ends - because in one
key area, a swap deal differs from a home
mortgage. Imagine a mortgage that you
have to keep on paying even after you
sell your house. That’s basically how a
swap deal works. And Jefferson County
had done 23 of them. At one point, they

more than $800 million of its debt in only
Sour years, rather than 40. That, in turn,
scared off private lenders, who were no
longer interested in bidding on the coun-
ty’s bonds. The banks were forced to make
up the difference - a service for which they
charged enormous penalties. It was as if
the county had missed a payment on its
credit card and woke up the next morning
to find its annual percentage rate jacked
up to a million percent. Between 2008
and 20009, the annual payment on Jeffer-
son County’s debt jumped from $53 mil-
lion to a whopping $636 million.

It gets worse. Remember the swap deal

that Jefferson County did with JP Mor- .

gan, how the variable rates it got from
the bank were supposed to match those it
owed its bondholders? Well, they didn't.
Most of the payments the county was
receiving from JP Morgan were based
on one set of interest rates (the London
Interbank Exchange Rate), while the pay-
ments it owed to its bondholders followed
a different set of rates (2 municipal-bond
index). Jefferson County was suddenly
getting far less from JP Morgan, and
owing tons more to bondholders. In other
words, the bank and Bill Blount made tens
of millions of dollars selling deals to local
politicians that were not only completely

defective, but blew the entire county to
smithereens.

And here’s the kicker. Last year, when
Jefferson County, staggered by the weight
of its penalties, was unable to make its
swap payments to JP Morgan, the bank
canceled the deal. That triggered one-
time “termination fees” of - yes, you read
this right -~ $647 million. That was money
the county would owe no matter what
happened with the rest of its debt, even if
bondholders decided to forgive and forget
every dime the county had borrowed. It
was like the herpes simplex of loans ~ debt
that does not go away, ever, for as long
as you live. On a sewer project that was
originally supposed to cost $250 million,
the county now owed a total of $1.28 bil-
lion just in interest and fees on the debt.
Imagine paying $250,000 a year on a car
you purchased for $50,000, and that’s
roughly where Jefferson County stood at
the end of last year.

Last November, the SEC charged JP
Morgan with fraud and canceled the
$647 million ih termination fees. The
bank agreed to pay a $25 million fine and
fork over $50 million to assist displaced
workers in Jefferson County. So far, the
county has managed to avoid bankriptcy,
but the sewer fiasco had downgraded
its credit rating, triggering payments on
other outstanding loans and pushing Bir-
mingham toward the status of an African
debtor state. For the next generation, the
county will be in a constant fight to collect
enough taxes just to pay off its debt, which
now totals $4,800 per resident.

The city of Birmingham was founded
in 1871, at the dawn of the Southern in-
dustrial boom, for the express purpose
of attracting Northern capital - it was
even named after a famous British steel
town to burnish its entrepreneurial cred.
There’s a gruesome irony in it now lying
sacked and looted by financial vandals
from the North. The destruction of Jef-
ferson County reveals the basic battle
plan of these modern barbarians, the way
that banks like JP Morgan and Goldman
Sachshave systematically set out to pillage
towns and cities from Pittsburgh to Ath-
ens. These guys aren't number-crunching
whizzes making smart investments; what
they do is find suckers in some municipal-
finance department, corner them in com-
plex lose-lose deals and flay them alive.
In a complete subversion of free-market
principles, they take no risk, score deals
based on political influence rather than
competition, keep consumers in the dark
- and walk away with big money. “It’s
not high finance,” says Taylor, the former
bond regulator. “It’s low finance.” And
even if the regulators manage to catch
up with them billions of dollars later, the
banks just pay a small fine and move on
to the next scam. This isn’t capitalism. It’s
nomadic thievery.
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The Watchdog

Elizabeth Warren may be the only person in Washington
who stands between us and Wall Street’s next meltdown

ITH THE STOCK MARKET
on a roll and employment
beginning to pick up, it’s
easy to think that the
economy has finally turned the corner.
Leading bankers and politicians assure
us that the financial crisis is behind us
- and the reckless gambles that cratered
the global economy will never be repeat-
ed. But Elizabeth Warren, Washington’s
top financial watchdog, has news for you.
The economy may be growing at long last
- but unless Congress gets serious about
reforming our financial system, we're
doomed to repeat a catastrophic cycle of
boom, bust and bailouts. “We have one
slim chance, right now,” says Warren,
“to put the too-big-to-fail genie back in
the bottle.”

If Congress can deliver on President
Obama’s promise of financial reform,
Warren says, it can create the conditions
needed for 50 years of economic growth
and shared prosperity - just as the Depres-
sion-era reformers did in the 1930s. But if
lawmakers simply paper over the crisis,
she warns, Wall Street’s rash bets will
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* By Tim Dickinson *

continue to be rewarded - and the next
crisis will be far worse, “It will be TARP
2.0,” Warren says, “and our economy will
never be the same.”

A professor of law at Harvard, Warren
has become the folk hero of the bailout
era. Appointed to oversee the $700 bil-
lion TARP bailout, she’s the one official
in Washington who can be counted on to
champion the interests of the middle class.
As chair of the Congressional Oversight
Panel - the aptly named COP - Warren
exposed Hank Paulson’s big lie: The initial
round of TARP money was a $78 billion
giveaway to Wall Street’s most reckless
banks, not, as Bush’s treasury secretary
claimed, a fair exchange of cash for equity.
In a true display of bipartisanship, War-
ren has also kept the heat on the Obama
administration, grilling senior officials
over their sweetheart treatment of AIG.
(For asix-minute primer in Warren's pros-
ecutorial prowess, search YouTube for
“Timmy Geithner squirm.”)

Inthe process, Warren has transformed
her obscure post into a bully pulpit. As the
intellectual architect of the proposed Con-

sumer Financial Protection Agency, she
has waged a relentless media campaign
to ensure that the government safeguards
borrowers from toxic financial products
the same way the FDA protects patients
from toxic drugs. Warren’s critics have
tried to paint her as a self-righteous, bank-
hating, ivory-tower elitist. Sen. Richard
Shelby, a Republican from Alabama,
calls the consumer agency “the nanny
state at its worst,” and the U.S. Chamber
of Commerce has launched an all-out
campaign to “Stop the CFPA,” claiming
that it “would make a bad economy even
worse.”

If Warren has all the right enemies,
she has also cultivated powerful friends.
At the White House, she speaks directly
to presidential wingman David Axelrod,
and Obama himself has made the case
for her agency on The Tonight Show. War-
ren strategized with Rep. Barney Frank;
chairman ofthe House Financial Services
Committee, to steer the CFPA to passage
inthe House. “She has a great sense of how
to operate politically,” Frank says. And in
the Senate, where debate on reform is just
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heating up, Majority Whip Dick Durbin
calls Warren his “go-to person.”

But Warren isn't taking any chances.
“She’s carried this fight way beyond Wash-
ington to the American people,” says Nobel
Prize-winning economist Joe Stiglitz, who
lauds Warren as a one-woman bulwark
against the bank lobby. “So many of our
politicians have failed us - and she has
filled the gap.”

7 ARREN’S LOOK MAY BE
librarian chic - rim-

- ¢ parted down the middle
and tucked primly behind her ears - but
her style is more aw-shucks Midwestern
than populist fireball. She adheres strict-
ly to the Charles Schulz book of cursing
- “Good grief!” and “Holy guacamole!” -
delivered without a hint of irony. When we
meet at a cafe near the White House, she
mentions in passing that she bakes amean
peach cobbler — a recipe she inherited, no
joke, from her Aunt Bee.

Warren’s unwavering defense of the
middle class stems from her own experi-
ence - first as a child in Oklahoma, then
as a professor researching bankruptcey
law, Her parents grew up during the Dust
Bowl, and by the time Warren was born
in 1949, “they were beaten down finan-
cially.” Fleeced by a business partner, her
father was forced into a series of tough,
dead-end jobs. Traveling salesman. Main-
tenance man. He suffered a heart attack.
They lost the family car. At age 16, Warren
managed to earn a full-ride scholarship
to George Washington University. Work-
ing as a summer associate on Wall Street,
she saved enough money to get her teeth
straightened. But while her own hard work
paid off, her family continued to struggle.
“My dad, my brothers, my mother - they're
good people who said, ‘Tl do my best. I'll
get out there, and I'll make this work.’ But
they’re also living proof that it’s 2ard.”

Given her own bootstrap ethic, Warren
began her academic career deeply skepti-
cal of those she saw as taking the easy way
out. As a young law professor in Texas
in the early 1980s, she embarked on a
research project on bankruptcy expecting
to “expose deadbeats ~ people who take
advantage of a too-generous legal system.”
But the data and the case files told a much
different story. Warren discovered that
most Americans who file for bankruptey
are hardworking folks who play by the
rules - and wind up losing, through no
fault of their own. They get sick. Their

-marriages hit the rocks. Their parents
need nursing care. “These are my people,”
she says. “That, for me, was transforma-
tive.” .

The lesson was reinforced a decade
later when Citibank invited Warren to
propose ways to minimize its losses from
cardholders in financial trouble. Warren
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had simple advice: When borrowers show
signs of distress — missed payments and
plunging credit scores - cut them off from
new lines of credit. But after she finished
her presentation, a banker at the back of

the room bluntly rejected her suggestion. -

“We have no interest in cutting back on
our lending to these people,” he told War-
ren. “They are the ones who provide most
of our profits.”

That moment, Warren says, “began
to change my whole vri\sion of consumer
finance.” She cameto see Wall Street banks
as predators, offering too-easy credit and
too-complex contracts designed to “trick
and trap” borrowers into recurring fees
and exploding interest rates. “If people
ended up in bankruptcey,” she realized, “it
didn’t matter for the profit model.”

Today, says Warren, the fortunes of Wall
Street and the fortunes of Main Street
have become disastrously oppositional.
Despite profiting from taxpayer bailouts,
Wall Street has only made life more mis-
erable for those scraping by in what she
calls the “real economy.” Banks are refus-

To make sense of what needs to happen,
Warren distilled for Rorr.13ve STONE the
three-part litmus test she uses to deter-
mine whether a proposed reform will ac-
tually protect consumers and ensure that
we're rebuilding the economy on a solid
foundation rather than erecting another
house of cards. Think of them as Warren’s
Rules for Reform:

RULE ONE

GIVE THE LITTLE GUY
A FIGHTING CHANCE

FOR WARREN, A STRONG, INDEPEN-
dent consumer-protection agency is at
the heart of any meaningful financial re-
form. If a cholesterol medicine carried
a one-in-five risk- of causing a heart at-
tack, it would never get approval from the
FDA. But a subprime mortgage that car-
ries the same risk of ending in foreclo-
sure, she points out, can be sold without
any warning label. Such predatory prod-
ucts ~ running the gamut from payday
loans to reverse mortgages - juice corpo-

Citibank told Warren it planned to keep
~ on lending to distressed consumers:
“They provide most of our profits.”
% _

ing to modify mortgages for the hard-
strapped homeowners they deceived, and
now they’re even bilking credit-worthy
borrowers with arbitrary interest-rate
hikes. Worse, Warren says, bankers like
Jamie Dimon of JP Morgan Chase have
testified before Congress that we should
expect cycles of boom and bust to recur
every five to seven years. “What pisses me
off - I didn’t say that — what malkes me so
angry isthat the financial collapse was not
a natural phenomenon like a hurricane
or a drought,” she says. “It was the conse-
quence of a series of deliberate regulatory
choices. That Jamie Dimon has figured out
how to make a profit off of that may make
him willing to tolerate booms and busts -
but for the rest of us, the consequences are
catastrophic.”

=g VEN WITH WARREN’S PLAIN-
spokenness, the battle over
financial reform involves a
4 host of complex and confusing
options. Should Congress break up big
banks? Regulate toxic deals like credit-
default swaps? Expand the power of the
Federal Reserve? Warren is well aware
that politicians from both parties, what-
ever their differences, are eager to vote for
a bill that they can tout as having reined
in Wall Street. “They’re going to call this
reform, no matter what,” she says. The
question is: Will it do any good?

rate profits by exploiting consumers who
play by the rules, only to discover that the
bank can change their interest rate with-
out warning.

Warren's relentless focus on consumer
protection has earned her honest criticism
on Capitol Hill, even from her admirers.
Sen. Ted Kaufman, a Democrat from Del-
aware, worries that the contentious de-
bate over the CFPA will distract Congress
from the larger question of how to rein
in big banks. “If we don’t do something
about too-big-to-fail and. we go through
a crisis like this again,” he says, “the cost
to consumers is going to be extraordinary
- even if we have a consumer-protection
agency.” ©

But Warren believes such criticism
misses the point: Creating a safe and:
transparent marketplace for borrowers
will ultimately protect Wall Street and the
entire economy. The agency would have
the power to police the kind of predatory
lending - subprime mortgages being the
key example ~ that not only drove indi-
vidual borrowers into ruin, but became
“toxic assets” as they were sliced, diced and
securitized by banks looking for lucrative
new instruments. “This whole economy
failed one bad mortgage ata time,” Warren
says. “The raw material that fed into the
crisis was bad consumer financial prod-
ucts. If nobody can sell mortgage-backed
securities based on trillions of dollars of
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unpayable instruments, there’s a lot less
risk in the overall system.”

AsWarren envisionsit, the CFPA would
streamline government by consolidating
regulatory authority now spread among
seven bureaucracies - including the Office
of the Comptroller of the Currency, which
is run by a former bank lobbyist. The new
agency would police everything from car
loans to home mortgages, ensuring that
borrowers understand the costs and risks
of a financial product before signing on
the bottom line. In 1980, Warren points
out, the average credit-card agreement
fit on a single page. Today, it is more than
30 pages of incomprehensible legalese.
“The maze of fine print and undisclosed
practices,” she says, makes signing up for
a Visa card “like putting your head in a
lion’s mouth and hoping he isn’t hungry.”
The CFPA would make choosing a credit
card or mortgage a straightforward deci-~
sion, based on the best available terms.
Informed speculators would still be able
to flip a house, but the agency would
stop predatory lenders from refinancing
a grandmother out of her home with a
defective loan.

Much of the debate surroundmg the
agency has centered on where it should be
housed. Warren is agnostic about location,
as long as the agency hews to a four-point
checklist: Is the agency headed by a presi-
dential appointee? Does it have indepen-
dent budget authority so it can’t be zeroed
out by a hostile Congress? Can it make and
enforce its own rules? And does its scope
cover the full range of financial products?

In the end, Warren is confident that she
can hold the line on these criteria to ensure
that the new agency doesnt degenerate
into a regulatory mush. “We’ll have some-
thing strong here,” she vows, “or we’ll have
nothing at all.”

i eform to save

S warrant-

.

RULE TWO

MAKE BANKERS PAY
FOR THEIR MISTAKES

AS A BANKRUPTCY LAWYER, WARREN
believes that regulatory reform must put
the possibility of failure back on the table
for America’s biggest banks.

Americans tend to think of Too Big
to Fail in terms of the billions of dollars
it cost us in TARP funds and Federal
Reserve guarantees. But Warren insists
that the problem is best understood as a
permanent form of federal insurance -
one extended only to the world’s richest
and riskiest financial institutions, and

cy that enables regulators to pull the plug
on failing banks before they take down
the entire economy. Although she believes
all three will probably need to be used in
concert, Warren views the third element
as the linchpin. “I hope it is never neces-
sary to kill off one of these companies,
because that’s a scary moment,” she says.
“But that's the point of law. Bankruptey is
there to have a set of rules in place for the
potentially catastrophic moment.”
Warren believes there are two reforms
necessary to make bankruptey work for
massive, interconnected financial firms.
First, make the process as painful as pos-
sible for those responsible. “The bankers

Rather than sparking a ban on accountlng
tricks, Enron offered Wall Street a “giant
how-to manual” for gaming the system.

*

one that produces ongoing hidden costs.
In March, for example, the rating agen-
cy Moody’s disclosed that it has upgrad-
ed Citi’s debt solely because it believes the
government will step in to prevent default.
How much does the government charge
for that guarantee? “Zero. Zip. Nada,” says
Warren. “They paid not a penny for an in-
surance policy that’s worth billions.” That
gives big banks an advantage over small-
er competitors, fueling consolidation and
encouraging risk.

As Warren sees it, there are three basic
strategies available for ending the era of
Too Big to Fail. Break up the banks. Pro-
hibit them from engaging in too-risky
behaviors, such as running their own
hedge funds with federally insured depos-
its. Or create a credible form of bankrupt-

have to know that they’ll go down with the
ship,” she says. “Under TARFP, the execu-
tives got to keep theirjobs and earn bigger
and fatter bonuses than ever before.” Wall
Street needs to know, she says, that if their
institutions falter, top management will
getsacked, shareholders will be wiped out,
and creditors will get back pennies on the
dollar. “It has to be tough enough so that
the Goldman Sachs of the future will want
to manage themselves - no matter what -
to avoid bankruptey.”

The second key, Warren says, is to
close the loophole that Wall Street lob-
byists carved out in 2005, when Con-
gress overhauled the nation’s-bankrupt-
cy laws. Before the latest crisis, Chapter 11
bankruptcy was a tool powerful enough to
wind down even massive, interconnected

b, against bu

2 for klckmg

CLOCKWISE FROM TOP LEFT: ISTOCK PHOTO, DIGITALLY ALTERED BY “ROLLING STONE™; RUDY SULGAN/CORBIS; ISTOCK PHOTO; ONE SALIENT OVERSIGHT; NO CREDIT; NEW LINE; DEPARTMENT OF DEFENSE; GREG CEQ/

GETTY IMAGES, STEPHEN MORTON/BLOOMBERG/GETTY IMAGES, DIGITALLY ALTERED BY “ROLLING STONE™; GOFFPHOTOS COM/NEWSCOM, DIGITALLY ALTERED BY “ROLLING STONE"; SIEDE PREIS/GETTY IMAGES; NO

CREDIT -

CLOCKWISE FROM TOP LEFT: PARKER DROTHERS; PENWUILCOM; MAGGIE WILSON/NEWSCOM; RO CREDIT; PETE SOUZA/THE WHITE HOUSE, ALTRENDO/GETTY 1IMAGES, DIGITALLY ALTERED BY "ROLLING STONE™; MARITIME




CLOCKWISE EROM TOP LEFT: PARKER BROTHERS; PERWUILLOM: MAGGIE WILSON/NEWSCOM;: HO CREDIY; PETE SOUZA/THE WHITE HOUSE, ALTREMDO/GETTY IMAGES, DIGITALLY ALYERED BY “ROLLING STONE™; RARITIME

SAFETY QUEENSLARD; CHIP SOMODEVILLA/GETTY IMAGES, DIGITALLY ALTERED BY “ROLLING STONE™; MONARCH MEDICAL; APPLE; IMAGE SOURCE/GETTY IMAGES, DIGITALLY ALTERED 8Y "ROLLIHG STOHE™; NEWSCOM

Two Brits get 30
days in jail for
kissing in public .
in Dub

institutions like Enron. But the loophole
introduced in 2005 allowed the holders of
derivative contracts to ignore the freeze
on a bankrupt company’s assets. The col-
lapse of Lehman Brothers brought the
entire economy to its knees, says Warren,
because derivatives holders were allowed
by law to make a run on the bank, hol-

lowing out Lehman’s carcass while the -

firm’s other creditors were frozen out. The
resulting panic sparked a market-wide
contagion, which led to TARP. If financial
reform doesn’t shut down this derivatives
loophole, Warren warns, “it’s not real.”

The tricky part of big-bank bankruptcy,
‘Warren knows, is that taxpayer money may
have to be made available to “fund run-
ways for the bad landings.” That requires
Congress to perform a balancing act: It
needs to hold banks accountable for their
mistakes while injecting enough money
into the system to stop a cascade of fail-
ures. “If they don’t find a way to calm the
creditors, then the next Uncle Hank won't
use the bankruptcy authority,” says War-
ren. “Instead, he will do a wholesale bail-
out - which is TARP 2.0”

RULE THREE

STOP COOKING
THE BOOKS

THE GOOD NEWS IS THAT WARREN’S
first two rules have a significant chance
of becoming law. The House has already
passed a version of the CFPA. And the bill
under consideration in the Senate grap-
ples seriously with bankruptcy authority
- though Warren cautions that “the pieces
are not all quite there yet.”

The bad news is that there’s another key
to reform that’s not contemplated in either
bill: accounting reform. The fixes passed
by Congress after the collapse of Enron in
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2001, it turns out, were nothing but cos-
metic changes that papered over the crisis.
They did nothing to stop Lehman Broth-
ers from inventing off-book accounting
scams with code names like “Repo 105,”
or to force AIG to report the massive
risks it was amassing, or to prevent Gold-
man Sachs from masking Greece’s debt
with phantom trades. “Was Enron a giant
how-to manual?” asks Warren. “Have we
learned nothing from Enron but how to
do it? It’s in everybody’s analysis now of
what went wrong in the current crisis -
and yet there’s virtually no serious call to
deal with it.”

If anything, funny-money accounting
has received a federal seal of approval.
Remember all those “toxic assets” that
TARP funds were supposed to buy up and
dispose of? They’re still on the books of big
banks. The only thing that’s changed are
the accounting rules. With a wink from
federal regulators, banks can now pre-
tend that such assets are worth more than
any buyer would pay for them. The same
behavior has defined the response to the
looming erisis in commercial mortgages.
By the end 0f 2010, Warren calculates, half
of all commercial real estate loans will be
underwater. But so far, the government’s
response has been, once again, to sim-
ply tweak the rules for how to account for
loans in default.

The goal of financial reform is to lay
out the rules of the road for the next 50
years. But the best guardrails, Warren
says, aren’t going to make much differ-
ence if our economic engine blows up be-
cause we failed to make the necessary
repairs. With toxic assets and commer-
cial real estate, the economy’s “check en-
gine” light has gone on twice. But instead
of fixing what's wrong, we effectively told
the mechanic, Just turn off the damn light.
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This “extend-and-pretend approach,” says
Warren, destroys transparency and makes
financial statements meaningless. “If this
part doesn’t get fixed,” she warns, “then
every effort to rebuild the economy will
ultimately fail.”

Warren knows that passing real reform
will be tough, given the influence of Wall
Street. Over the past decade, the financial
sector has spent nearly $4 billion - more
than any other industry - to sway policy
in Washington. Capitol Hill now swarms
with more than 1,400 bank lobbyists -
three for every member of Congress. Chris
Dodd, the chairman of the Senate Bank-
ing Committee, is not seeking re-election,
in part, because of a scandal in which the
nation’s largest subprime lender gave him
a sweetheart deal on his mortgage. And
President Obama’s top economic advisers
played a central role in lifting key regula-
tion, as Larry Summers did in the Clin-
ton White House, and failing to police
the reckless bets that caused the crisis, as
Timothy Geithner did as head of the New
York Fed. “There are times I despair,” War-
ren says. “A year and a half ago, I thought
that the will would be there to rewrite the
rules of the road. But the Wall Street lob-
byists have so dominated the conversation
in Washington that even the most obvious
reforms have become a heavy lift”

But Warren hasn’t given up. In recent
weeks, she says, the prospects for mean-
ingful reform have gotten considerably
brighter, thanks to the president’s victo-
ry on health care. “There was a point that
Washington would have accepted any-
thing,” she says. “A couple of statutes that
there could be a nice signing ceremony
around - and everyone dusts their hands
off and says, “That’s great. We're done.’ But
were past that point. I dont think they can

get away with that anymore.” rs]
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