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PRAISE FOR $UPERHUBS


“In $uperHubs, Ms. Navidi skillfully applies network science to the global financial system and the human networks that underpin it. $uperHubs is a topical and relevant book that should be read by anyone seeking a fresh perspective on the human endeavor that is our financial system.”


—PROFESSOR LAWRENCE H. SUMMERS, Harvard; former US Secretary of the Treasury, former Director of the US National Economic Council, former president of Harvard University, and author


“Sandra Navidi’s book $uperHubs is beautifully and effectively done. Not only is it a fascinating description of the power wielded by elite networks over the financial sector, it is also a meditation on the consequences of this system for the economy and the society. In recent times, we have seen extraordinary ruptures—notably Britain’s vote to break away from the European Union and the intensified sense of exclusion felt by much of America’s working class. The last chapter of $uperHubs proposes that this ruling system's “monoculture,” its isolation from the rest of society, and its seeming unawareness of the fragility of what it has built are largely responsible for these ruptures, and that the system may lead to a major crisis in the future.”


—PROFESSOR EDMUND S. PHELPS, Columbia University, 2006 Nobel Prize in Economics; Director, Center on Capitalism and Society, and author


“$uperHubs is a book written with great style but also containing a lot of important substance. The style is so engaging, a real page turner, that I finished it in one non-stop session. But the substance of Navidi’s text is no less compelling. Unlike many, she does not see the global economy as a predictable machine in the competent hands of policymakers, but rather as a complex, adaptive system prone to catastrophic breakdowns and rising inequality. Further, she situates the financial system at the very core of this economy where a concentrated number of real human beings—the “superhubs”—exercise an unrecognized degree of economic and political power. The values of these people, the networks they maintain, and their resistance to constructive change are crucial components threatening the future stability of the economy and even our democratic political systems. By identifying these systemic problems, Navidi brings us one step closer to appropriate solutions. A “must read,” and a pleasure to do so.”


—WILLIAM R. WHITE, Chairman of the Economic and Development Review Committee (EDRC) at the OECD; former Executive Committee Member, Head of the Monetary and Economic Department, and Economic Adviser at the Bank for International Settlements (BIS); former Deputy Governor of the Bank of Canada, and author


“In $uperHubs, Sandra Navidi provides exceedingly illuminating professional and personal insights into the global financial system. She illustrates its structures, interconnections, and inner workings with great expertise and consistent logic. Her analysis is balanced. She critically examines the implications of the increasing interconnections of decision-makers in the financial system and their concentration of power. Of particular benefit is that the book is easy to understand, making it also enjoyable to readers without any prior knowledge. Numerous references allow for further immersion. The thought-provoking impulses make $uperHubs highly recommended reading.”


—PROFESSOR JÜRGEN STARK, former Chief Economist and former Executive Board Member of the European Central Bank and former Vice President of the Bundesbank


“Superhubs—what a clever concept! In $uperHubs, Sandra Navidi impresses with a masterful piece of both reporting and analysis.”


—PROFESSOR KLAUS SCHWAB, Founder and Chairman of the World Economic Forum, and author


“How are we governed? By whom and how? These are the classic questions to which globalization and the financial markets have given a new urgency. $uperHubs provides a front row seat in the theater of fundamental change.”


—OLAFUR RAGNAR GRIMSSON, President of Iceland 1996̵2016


“Today’s complex and challenging environment requires a fresh approach towards addressing key issues. In her book $uperHubs, Sandra has pointed out the interplay between economic, geopolitical, financial, and human development challenges. She highlights the linkages between key elements of change, which—if well managed and coordinated—can be powerful drivers for growth, and profitability. $uperHubs is an analytical, engaging, and insightful guide for business leaders in markets which are global, dynamic, and complex. It is a must-read for all who are striving for growth and excellence!”


—HIS EXCELLENCY, MR. SHAUKAT AZIZ, former Prime Minister and Finance Minister of Pakistan, former CEO of Citibank Global Wealth Management, and author


“In $uperHubs, Sandra Navidi provides an entertaining and absorbing portrayal of the networks used by many of the top executives in finance. She has a unique set of perceptions of how certain elements of that world work. She describes examples taken from meetings in Switzerland at the World Economic Forum and traces relationships and their network effects on a broader basis. She draws many useful conclusions and provides terrific portraits of some of the major players in finance today.”


—STEPHEN A. SCHWARZMAN, Chairman,
CEO, and Cofounder of Blackstone


“An expert tour guide, Ms. Navidi helps us understand the mechanisms that drive our global financial system by ultimately telling a human story of how a select few wield incredible financial and political power. $uperHubs is a substantive book with just the right balance of research and stories to make it an entertaining and satisfying read.”


—THE HONORABLE GEORGETTE MOSBACHER,
Entrepreneur, and author


“$uperHubs is an engaging and provocative analysis of how super-empowered individuals and their powerful networks shape the financial system in ways that are potentially perilous. It is as rich in its narrative as it is in its corroborating research. Based on the premise that the financial world is a complex, self-organizing system, Navidi makes the case that these individuals’ actions collectively cause complexity and—if unchecked—could lead to the system’s breakdown. $uperHubs is a must-read for anyone seeking to fathom global finance and untangle the role of its leading players.”


—FREDERICK KEMPE,
President and CEO, Atlantic Council, and author


“In $uperHubs, Sandra Navidi raises a fascinating question: Who are the captains of global society, and how did they earn this privilege? In particular, Navidi details the links between influence within today’s global financial system and power. She applies social science to behind-the-scenes interactions at some of the financial world’s most exclusive events to paint a compelling portrait of the industry and offer readers new insight into those with the power to quickly change the world.”


—IAN BREMMER, President and Founder of Eurasia Group, and author


“$uperHubs shines a light on our financial world and the tremendously powerful titans who are in charge of it. With vivid narratives and systems thinking, Sandra Navidi effortlessly connects the dots between people, institutions and events. Her conclusions demonstrate the systemic pitfalls and potential improvements. I highly recommend this fun and very useful book!”


—ANTHONY SCARAMUCCI, founder and co-managing partner of SkyBridge Capital, host of Wall Street Week, and author


“Since finance plays an unprecedented role in today’s world order, the crucial question is how its leaders connect and interact while they assume the responsibility for an entire system. By exploring the financial world as a highly complex and powerful human system, Sandra Navidi’s book shares a fascinating look behind the scenes of these influential networks, providing expert insight into their mechanisms. In an increasingly digitalized world, human interaction remains at the core of the global finance system. $uperHubs offers a balanced analysis of the system’s driving forces and raises controversial issues regarding the far-reaching impact of a few all-powerful individuals, addressing the fundamental aspects of the complex human dynamics ruling finance and the world. A spirited and riveting book that makes for an intriguing read.”


—BORIS COLLARDI, CEO of Bank Julius Bar, and author


“As a colleague, confidante, and sometimes critic of prominent financial personalities from Nouriel Roubini to George Soros, Sandra Navidi is in a unique position to observe the factors that give these titans their power. Though brainpower and personalities are important, Navidi shows how the networks they have developed are crucial. Her writing blends personal anecdote and wry observation with a sound grasp of the science of complex self-organizing systems, making $uperHubs a uniquely intelligent and engaging insight into financial power.”


—PROFESSOR STEVE KEEN, Head of the School of Economics, Politics and History at Kingston University London, and author


“$uperHubs is dedicated to a vitally important topic: the state of our financial system and its implications for society. To the non-expert reader, Sandra Navidi’s profound analysis of financial systems is made easily comprehensible by illustrating network science-theory with real-life examples. It makes for a tremendously informative and entertaining read. If you want to understand how our world works, this book is for you.”


—PROFESSOR DIMITAR D. SASSELOV, Phillips Professor of Astronomy at Harvard University, Director of the Harvard Origins of Life Initiative, and author


“The 1 percent isn’t an abstraction; it’s people. And here they are, described with clarity, pity, horror, and sympathy by a woman who gained their confidence, traveled the globe as part of their inner circles, offered them counsel, and—after this book—will be remembered as the woman who revealed how they maintain their plutocracy.”


—PROFESSOR DOUGLAS RUSHKOFF, Professor of Media Theory and Digital Economics at CUNY Queens, author, and documentarian


“Power rests in the network—but the network itself is a complex and moving target. In this personal account of rising from outsider to insider among today’s levers of global power, Sandra Navidi explains how the many high-profile names, readers will recognize in these pages, are themselves hubs and connectors, and how their relations to each other are the bonds of influence that shape the world.”


—PARAG KHANNA, Senior Research Fellow in the Centre on Asia and Globalisation at the Lee Kuan Yew School of Public Policy at the National University of Singapore, global strategist, author, Managing Partner of Hybrid Reality, and Cofounder & CEO of Factotum


“This book is unique in describing and analyzing the human behavior in the upper circles of the global financial system. I agree with the author that unethical behavior has aggravated the increasing wealth gap and social stratification, and thus has fundamentally shaken society’s trust in our financial system. The need for political action to save banks in the crisis of 2008, made clear that the financial system is not just a private sector but also a common good. It is this focus on the common good and the wellbeing of ordinary people that has to be considered in capitalism in general and in the financial sector in particular. This book will empower readers to advocate for change.”


—AART DE GEUS, Chairman and CEO, Bertelsmann Foundation, and author


“Whether a ski weekend in a luxury chalet in Davos or billion-dollar deals on Wall Street—the financial world’s exclusive networks make it possible. $uperHubs is a must-read for those who want to understand how these discrete circles tick, who the most important players, the “superhubs,” are who pull the strings behind the scenes, and how their networks should be reformed to avoid future global crises. Navidi describes vividly and without taboos how the financial elite have created their own cosmos and why it is about time we scrutinize the rules upon which this system is based.”


—ANNETTE HEUSER, CEO, Professor Otto Beisheim Foundation


“Taking an original—and innovative—approach, Sandra Navidi applies network science as a conceptual lens to explain the financial system’s structure. Using personal anecdotes, she illustrates how network dynamics play out in practice and substantiates the far-reaching economic and social implications with further research. $uperHubs is a timely and stimulating reflection on the ramifications of globalization driven by exclusive networks, and an important contribution to the public discourse.”


—STEVEN E. SOKOL, President American Council on Germany


“Sandra Navidi has been a keen observer of the world’s financial power elite for many years. Her book $uperHubs deftly takes the reader through the global and societal consequences of those people’s relationships, power, and money.”


—BILL BROWDER, Cofounder and CEO of Hermitage
Capital Management, human rights activist, and author


“$uperHubs is indispensable for readers who want to understand the financial world’s dynamics. As a financial markets expert, Sandra Navidi is predestined to explain complex economic and financial issues as she has successfully demonstrated for years as an expert on n-tv. Her fascinating insider’s perspective reveals complex linkages among the financial elite and the resulting far-reaching consequences. $uperHubs is a blockbuster!”


—HANS DEMMEL, CEO of n-tv (RTL Group)


“Sandra Navidi is intimately familiar with the financial power brokers and describes them straightforwardly in her book $uperHubs. Superhubs are the people who by virtue of their many superb connections have become gravitational centers in the international financial universe. Sandra Navidi grants us insights into the characters who currently rule our world. She correctly points out that those who influence financial markets influence the entire world. We will see how financial oligarchs—who may be at their zenith, or are perhaps facing their coming demise—tick and how they have instrumentalized most governments to realize their interests. We will see how it has been possible for financial power and wealth to accrue in ever fewer hands. Towards the end, Sandra Navidi suggests solutions. Ultimately, reform can only successfully be achieved through the primacy of politics, but we are very far away from that. $uperHubs demonstrates how far off.”


—PROFESSOR MAX OTTE, University of Applied Sciences, Worms; head of the Cologne-based IFVE; and author


“Money + information + social capital = infinite opportunities. That’s the magic formula of the financial elite according to Sandra Navidi. She vividly describes how homogeneous alpha males maximize their opportunities at glamorous parties and exclusive conferences. Readers will wish that this type of financial elite will disappear, or at the very least, include more women.”


—PROFESSOR THOMAS MAYER, former Chief Economist of
Deutsche Bank Group, Head of Deutsche Bank Research, and author


“Sandra Navidi has written an absorbing portrayal of the financial elite’s power structures. The internationally renowned financial expert takes readers to the world’s power epicenters, where an exclusive circle of the most influential people, the “superhubs,” rules the world. She demonstrates conclusively how the financial elite’s power self-perpetuates. While her analysis is sometimes benevolent and sometimes critical, it is always differentiated. $uperHubs is a definite “buy”!”


—DIRK MÜLLER, financial markets expert, and author
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Foreword

by Nouriel Roubini



Professor of Economics and International Business, Stern School of Business;


Cofounder, Chairman, and Chief Economist of Roubini Global Economics


IHAVE KNOWN SANDRA NAVIDI FOR SEVERAL YEARS, and have had the pleasure of working with her in my capacity as Chairman of Roubini Global Economics, a global macroeconomic research firm. $uperHubs is a natural extension of Sandra’s academic background and her vast professional experience in law, investment banking, macroeconomic consulting, and the media. In her capacity as an expert, insider, and observer, she has gained the respect and trust of the global industry leaders she writes about and has obtained firsthand access to their international power circles.


In interacting with and advising key industry players, Sandra has acquired a keen, almost intuitive understanding of how they think, communicate, and operate. These fascinating encounters with the global financial and economic policy elite in combination with her knowledge of how the system operates inspired her to apply the analytical framework of network science to the world of finance and global financial policy. By doing so, she shows how networks and their nuclei—the “superhubs”—drive our financial system, our economy, our economic and financial policies, and our society.


Her personal anecdotes from the front lines of international finance provide important context and help familiarize readers with otherwise abstract concepts. By connecting the dots between theory and practice in an original way, and underpinning them with psychological, sociological, and anthropological explanations, she illuminates how human nature and systemic forces impact the course of history. While Sandra’s in-depth analysis is substantiated by exhaustive research, she conveys her theories in an entertaining and user-friendly language, giving readers an intriguing insider’s view of many exclusive networking platforms.


$uperHubs breaks down the complexity of networked systems into easily understandable parts, and while the focus is on finance, its sub-themes on network mechanics are applicable to virtually all areas of life. First, the book identifies and characterizes the most powerful people in global finance, economics, and economic and financial policy; it then exposes their interlocking relationships and their individual as well as collective influence on the system—for better or for worse. Moreover, $uperHubs explores the links that connect them: money, information, and opportunities. It also offers insight into how mere mortals become “masters of the universe,” how they connect and transact within their own homogeneous circles, and why women struggle to seize a foothold in the executive ranks of the financial and business world. She also shows that the worlds of academia, economic policy, and global finance are interconnected as a number of individuals—throughout their careers—straddle these three interlocking networks and have played varying key roles in several of them over their professional and business careers.


Notably, $uperHubs also uncovers how the elite and their networks contribute to systemic weaknesses—the overconcentration of economic and financial power, the widening income and wealth gap, gender and racial disparity, social fragmentation, and the overall systemic fragility—and how they affect all of us. And just as these phenomena are not independent of one another, neither are the networks that govern them. As in every other network, the overwhelming influence of a few key players makes our system increasingly imbalanced and unstable—and therefore susceptible to failure and disruption.


This book provides an intimate glimpse into the obscure world of high finance and global economic policy, and while it will undoubtedly appeal to those outside of the inner circle, it should be voraciously consumed by anyone in business. Elite business schools often advertise their network potential to attract new students; however, they do not teach relationship and network building in their MBA programs. $uperHubs ought to be prerequisite reading material, as it provides an indispensable primer in network science and a master course in the intangible art of networking.


Sandra’s balanced yet critical analysis of the financial power elite neither glorifies nor vilifies, nor does it absolve or blame. It warns that we must understand complex systems not only to think differently but also to pose different questions, because the longer the current unstable disequilibrium of power is allowed to exacerbate, the harder it will be to resolve, and kicking-the-can-down-the-road will make such problems like rising inequality even worse.


We should expect increasing national and global disruptions to come from technological innovations that are capital intensive, skills biased, and labor saving. Growing trade and globalization trends challenge workers, firms, and entire industries and economies. Booms and bubbles lead to crashes, busts, and financial crises with severe economic and fiscal costs. And geopolitical conflicts become geoeconomic conflicts thanks to the rise and decline of global powers. Thus, enlightened policies are needed to reduce inequality and provide greater opportunities for more people; otherwise, social and political instability will seriously rise over time within countries and across borders. Given their power and influence, superhubs—which increasingly connect the centers of economic, financial, and policy power—have a special responsibility to make the system fairer and stable. The alternative is economic, social, political, and geopolitical conflict and dystopia.


There are other books about Wall Street, about the power-elite, and about networks, but $uperHubs uniquely combines these three aspects, along with thoughtful—and thought-provoking—critique from someone who has enough access within the network to acquire valuable information and yet who is sufficiently outside of it to remain objective and reflective.


$uperHubs is an incredibly timely book precisely because it’s not only about the people within the system but also about the system itself. The financial world can only be fully comprehended by understanding all three strands—how Wall Street and global financial policy making operates, the superhubs who push its levers, and the networks that form within it. This is not a passing phenomenon. Superhubs will always form within networks, making this an evergreen topic and an invaluable, insightful book for generations to come.










Introduction



GENESIS


$uperHubs is the result of four years of research and the insights gained in the course of my work at the intersection of international law, finance, and the economy. As an attorney admitted to the New York and German Bar, my professional journey began at Deloitte in Germany almost two decades ago, where I advised institutional clients such as insurance companies and pension funds on alternative investments. Subsequently, I moved to New York for a position as general counsel at an investment firm, then transitioned to investment banking and, lastly, worked with noted economist Nouriel Roubini at his global macroeconomic advisory firm before launching my own consultancy, BeyondGlobal.


When I moved to New York, I had to proactively set out to develop connections. As I knew relatively little about networking and the world of finance, this was an organic rather than a strategic process. It was during this time that I came to wonder how a small number of executives, policy makers, and thought leaders manage to rise to the absolute top, lead their institutions to continuous success, and have unprecedented access to power. Eventually my own connections evolved and began to extend to global leaders and other elite decision-makers. My work, which had begun at the micro level of individual transactions and culminated at the macro level of the global economy, has provided me with a bird’s-eye view that has enabled me to recognize different patterns of network formation and certain behavioral principles. I began to realize that in a world where everything can be commoditized and automated, and in which human interactions are increasingly digitized, these select few preside over the most exclusive and powerful asset: a unique network of personal relationships that spans the globe, the cultivation of which cannot be delegated or outsourced.


I have directly interacted with most of the superhubs written about in this book at invitation-only conferences and events, which I routinely attend because of my work as a macroeconomic consultant and strategic relationship manager.



ABOUT THIS BOOK


$uperHubs tells the story of our seemingly impervious financial system with a specific focus on the executives at its very top and their unique personal networks. It introduces the main protagonists, the “superhubs,” who pull the levers of finance and are by far the best-connected and most powerful players. The narratives paint a picture of the human beings behind big institutions, capital, and macroeconomic events; their relationships; and their rarefied world of power, luxury, and privilege. $uperHubs takes you behind the scenes to their exclusive platforms: the World Economic Forum (WEF); the meetings of the International Monetary Fund (IMF); and think tank gatherings, power lunches, charity events, and private parties.


We learn how the superhubs’ alpha personalities, inexorable quest for power, and desire to leave a legacy propel them to top network positions that come with access to unprecedented opportunities. We see the core characteristics most of them seem to share, such as a high degree of emotional intelligence, charisma, and charm. Molded by similar backgrounds within elite schools, the old boys’ network, and exclusive social circles, they understand and trust each other, form deep and resilient alliances, and employ their relational capital to maximize the return on their relationships.


$uperHubs also draws the curtain on the personal sacrifices, pressures, and struggles that come with power and privilege. Women are grossly underrepresented in the highest ranks of finance despite the clear business case in their favor, because they are largely excluded from the predominantly male networks. Superhubs increase the efficiency of their networks exponentially by weaving a tightly-knit fabric of relationships by way of the “revolving door,” lobbying, and campaign financing.


Expulsion from these elite networks is exceedingly rare, but it does happen if legal, ethical, or societal rules are gravely violated—as in the case of the former chief of the IMF, Dominique Strauss-Kahn.


Lastly, $uperHubs examines the instability of the financial system by focusing on the interconnections of individuals rather than those of institutions, the consequences of this instability, and the measures that should be taken to make our system more resilient.



THE FINANCIAL INDUSTRY AND THE POWER OF NETWORKS


Finance is the operating system of our society because it is essential for everything we do. Our dependence on it gives the captains of the financial industry pervasive power. Their decisions influence everything from industries, to jobs, currencies, commodities, food prices, and much more.


With their “network power,” people such as Jamie Dimon, CEO of JPMorgan Chase; Larry Fink, Chair-man and CEO of Blackrock, the largest asset management company in the world; and billionaire hedge fund honcho George Soros shape history, transform the world we live in, and determine the future of our financial system, economy, and society.


Heads of central banks—such as the U.S. Federal Reserve, the European Central Bank and the Bank of England—directly impact the interest yield of our savings, the price of our mortgages, and the performance of our pension plans.


Every action of any one of these financiers directly affects the lives of each and every one of us. Through their interconnections with the corporate sector, they increase their individual power exponentially. According to a study by the Swiss Federal Institute of Technology, a select few financial institutions control a large part of the world’s biggest companies through cross-holdings and board seats.1 Because financial institutions consist of individuals, this ownership structure provides these individuals with enormous influence.



APPLYING THE LENS OF NETWORK SCIENCE: SYSTEMS THINKING


Understanding our complex financial system can be an intellectually overwhelming exercise, and this book will make it more accessible by exploring the underlying personal relationship patterns through the lens of network science. Network science mathematically substantiates the structure and behavior of networks, thereby demonstrating how seemingly amorphous webs of relationships form. Networks consist of “nodes,” which are connected by pathways called “links.” All networks, whether natural or man-made, behave in the same manner. According to the law of “preferential attachment,” all nodes prefer to attach to other nodes with the most connections, because a greater number of connections increases the chances of individual survival. The best-connected nodes at the center of networks are called “superhubs.” Superimposing network science onto the financial system allows us to see how people become superhubs by instrumentalizing status, access, and the transaction potential of social capital.


As you will see, finance is a complex, self-organizing system—like an ant colony, for instance—where the interactions of individual players can produce large-scale effects. Yet individuals have no control over the whole system, as they themselves are subject to its laws and systemic forces. Recognizing the power of the elite few is all the more important as there is no one controlling force, no real checks and balances.


Physicist Stephen Hawking termed the twenty-first century the “century of complexity.” Indeed, technologization, financialization, and globalization have created a level of complexity that we have a hard time keeping up with. To tackle contemporary problems, traditional linear, cause-and-effect thinking is of limited effectiveness. We should rather approach them with systems thinking, which focuses on the interlinked components of the entire system—particularly their connections. The superhubs of finance are amongst the most successful precisely because their advantageous position at the center affords them a wide-angle view, which enables them to see the system in its entirety. This superior perspective allows them to cultivate their extraordinary connections for tremendous actionable advantages. For instance, hedge fund magnate John Paulson made billions with a bet against the subprime mortgage market in 2007. Others—such as Larry Fink, Steve Schwarzman of the Blackstone Group, and Ray Dalio of Bridgewater Associates—have capitalized on their unique understanding by building billion-dollar fund empires.



CRISIS ALERT


Networks can be used as a force for good, but they can also have detrimental consequences. Interconnectedness is an indispensable component of our financial system, because the exchange of goods and services for money by its very nature presupposes connections. In fact, our ability to cooperate within networks distinguishes us from other primates and has made us the most successful species on the planet—so much so that scientists have proposed calling our current time period the “Anthropocene,” the epoch of the human.


However, over time certain network dynamics—such as the “rich-get-richer phenomenon” and self-perpetuating feedback loops—will cause any system automatically to become more interconnected, homogeneous, and complex. Most systems are adaptive and self-correcting, so when they become too lopsided, circuit-breaking feedback loops kick in, restabilizing the system. Systems that fail to correct themselves ultimately self-destruct.


As the events of 2007 and thereafter have shown, networks can trigger and exacerbate financial crises. Yet it is the people at the top, rather than abstract institutions, who make decisions with enormous implications for millions of lives. In order to optimize the system for themselves and their organizations, they build ever more personal connections, driving further technological and geographical interconnectedness and thereby increasing complexity. Potentially corrective shocks—such as the most recent financial crisis—have so far not triggered the necessary “circuit breakers,” because in an effort to protect their vested interests, superhubs have successfully resisted change. The resulting systemic fragility manifests itself in increasing opportunity, income, and wealth gaps and social corrosion. If the system does not self-correct and balance itself out, it will eventually become so lopsided that it will likely collapse.



AUTHORS NOTE


This book, while being critical and raising controversial issues, is not a “bank bashing” book. It seeks to provide a balanced and unbiased analysis of the network dynamics that govern the financial system as the result of the cooperation of a small number of people at the top, so that readers can form their own opinions. Naturally, since I am part of this world, my account is filtered through my experiences, but it is this perspective that I would like to share with you.


By viewing the financial system through the lens of network science, zooming in on the connected elite with the most influence, I hope to inform and educate readers and stimulate a constructive discussion. Ideally, my approach will help empower readers to advocate for change and, taking a page from this book, to possibly build their own “counternet-works” to transform a skewed system into a more equitable and stable one.


I have focused mainly on the U.S. financial industry because the Anglo-Saxon approach is still, at least for the time being, the dominant driver of global finance, while also taking into account international interconnections. Since the top executives are too numerous to mention, I have featured a select group with greater name recognition to make it easier for the general reader to relate. I use “superhubs” as an umbrella term for the best-connected people at the network’s center, such as bank CEOs, fund managers, billionaire financiers, policy makers, and the like. While they have much in common—their relationships, pervasive network-power and high social standing, they differ greatly with regard to individual positions, personalities, and motivations. Accordingly, where applicable I may only make reference to a specific group, whereas in other more general sections I may use “superhubs” as a catchall term. But what these superhubs all have in common is that they are human, and—as you will soon see—finance is, above all, a human system.










CHAPTER 1

The Financial Universe
An Innately Human System




THE STRATOSPHERE OF POWER: DAVOS


It was a gray January day in New York. The frenzied holiday season had passed, the tourists departed, and the traffic deadlock dissolved. The city’s famed energy seemed frozen and its residents hibernating. I, however, was engaged in a flutter of activity, preparing for my most important trip of the year—to the World Economic Forum (WEF) in Davos, Switzerland.


The exclusivity of the event and its high-profile attendees have shrouded “Davos,” as it has become known, in legend. Set in a small ski resort in the Swiss Alps, the Annual Meeting attracts 2,500 global leaders, including heads of state, billionaire investors, managers of trillion-dollar funds, multinational CEOs, and elite academics. There they discuss the world’s most pressing challenges, cut deals, and, most importantly, network. Attendance is by invitation only, and competition over tickets is fierce. The conference has limited capacity, and every year people pull all kinds of strings and call in favors to be admitted, despite the steep price tag. I had first been invited based on my capital markets expertise. Among other contributions, I served on the Council on Systemic Financial Risk, co-authored a study on international financial reforms, and have subsequently remained engaged with the WEF network through the people and firms I have worked with over the years.


Upon arrival at JFK Airport, I checked in at the provisional Swiss Airlines counter that had conveniently been established right beyond the revolving entry doors, exclusively for Davos travelers. Ground staff, clad in stylish dark-gray uniforms, was particularly accommodative and eager to cater to this special clientele. The airport lounge was filled with a cross section of Davos attendees: here George Soros, there Credit Suisse CEO Brady Dougan, and in the back Washington Post heiress Lally Weymouth. They, among many others, relaxed on the heavy leather armchairs, nibbling on delicatessen from the buffet to allow for uninterrupted sleep during the flight. The panoramic windows opened the view on the deepening dusk and a fleet of planes featuring the red-and-white Swiss cross. Conversations among the passengers continued on the plane until seats were reclined and eye masks pulled down. Eight hours later we disembarked in Zürich, where the highest-profile attendees rushed to their $10,000 helicopter rides, bank executives were collected by shiny chauffeured cars, and I, along with the rest, boarded the WEF shuttle bus.


The winding, snowy mountain road was a bumper-to-bumper convoy of limousines, their passengers obscured behind darkly tinted windows. As we reached higher altitudes, the snow deepened and powdered pine trees glistened in the sun. Almost three hours later, we arrived at the alpine resort. Any expectations that Davos might bear some resemblance to Thomas Mann’s description of a timber-chalet-dotted ski resort in his classic novel The Magic Mountain are doused as soon as the village’s dull, flat-roofed concrete buildings come into sight. Luckily, most of the architectural eyesores are covered in snow and dressed up with large event banners announcing the WEF.


Davos is a study in contrast. More basic than sophisticated, it presents a curiously juxtaposed backdrop for the power and riches of the participants. Many hotels are rather outdated—it’s a bit like being caught in a time warp. Only a couple of years ago, rotary phones, which are particularly inconvenient when dialing lengthy international numbers, and faxes in the form of endless paper rolls were still the rule rather than the exception. Amenities generally taken for granted, like Wi-Fi, were more a function of luck than a matter of course, and the stoic Swiss hoteliers met complaints mostly with an indifferent shrug. Even the ultrawealthy must tolerate rooms they would ordinarily consider below their standards. I once witnessed a billionaire complain, in an exasperated mien, that his room at the five-star Steigenberger Belvédère was like a casket with a light attached to its lid.


In the last couple of years, however, the village has grudgingly given in to progress. It now even features a futuristic luxury hotel, the Intercontinental, which is owned by Credit Suisse and has been compared to a golden spaceship. Guests who prefer more privacy and space rent chalets; prices start at $150,000 for the duration of the conference—not including staff. A friend of mine, a Swiss investor, rents out his enormous chalet to “the Russian government” every year because they pay him any price he asks. Other friends rent out their two luxury apartments for $6,000 each.


I checked into my cozy, family-run hotel, a fifteen-minute walk from the conference center. Generally, the conference organization assigns hotels, and participants have little or no say in the decision. However, if attendees dole out extra money for a high-level membership, their chances of being assigned accommodations closer to the Congress Centre increase. VIP guests—along with several dozen heads of state—reside at the Steigenberger Belvédère Hotel, which—other than the Congress Centre—is the most important hub of activity during the event, where many major networking parties take place. The less fortunate might be assigned hotels in neighboring villages, requiring a time-consuming and expensive commute.


Despite being sleep-deprived, jet-lagged, and at the brink of exhaustion, I did not want to miss a single second of mingling at the event. After checking in, I trudged through deep snow in mind-numbing, subzero temperatures to pick up my badge. The precious conference badge gives attendees access to restricted and highly secured areas. During the WEF, Davos is the number-one terrorist target in the world: 5,000 heavily armed police officers and soldiers guard the village and man barbed-wired checkpoints. Masked snipers parole the rooftops, and fighter jets sit on alert to protect the no-fly zone. The security team controls the chaos with Swiss precision. Only officially credentialed participants are granted access, all of whom—except heads of state—must leave their bodyguards at the door and wait in line with everyone else. There is no preferential treatment for the upper echelons here.


Equipped with my new badge, I headed for the modern Congress Centre—a big, bright, state-of-the-art concrete maze of a building—where most of the WEF’s formal activities are held. On my way, I crossed paths with Bill Gates, who gave me a friendly nod; IMF chief Christine Lagarde, who said hello; and private equity billionaire Steve Schwarzman, with whom I exchanged pleasantries. At the coat check, where I replaced my messy boots with elegant dress shoes, I ran into Larry Summers, former U.S. treasury secretary and Harvard economics professor, and Robert Shiller, Nobel laureate and one of the most influential economists in the world. Although I have attended the WEF several years in a row, I am still regularly amazed by the fact that everyone around me is famous, and that every financial titan who is regularly featured in prime-time news and on the front pages seems to have materialized simultaneously in front of me.


I was familiar with many who were there, and after some meet and greet, I withdrew from the babel of languages into a quiet corner, where I scoured the database, deciding on which of the roughly 300 sessions I would attend. The choices ranged from talks on the global economic outlook to more unconventional topics, such as the importance of being happy and the human brain. The multitude of opportunities, choices, and people is both invigorating and draining at the same time, and over the years I have learned to allocate my energy prudently. Every first-time attendee is completely overwhelmed, and although the village is small, it takes time to acclimatize and figure out how everything works. Initially, the density and approachability of powerful and famous attendees feels surreal, but as if by gravitational force, people are sucked into this parallel universe before being released into the world again five days later.



THE ORBIT OF THE FINANCIAL ELITE: THE GRAVITATIONAL FORCE OF NETWORKS


The official purpose of Davos is to foster critical discussions to find solutions for pressing global problems. In the past, the meetings have been described as the world’s largest focus group, a method for taking the global geoeconomic temperature. With dozens of Nobel laureates and hundreds of the world’s most esteemed academics and industry leaders, the intellectual firepower is nothing short of breathtaking, with hundreds of sessions, workshops, and interdisciplinary exchanges. Although I can rarely pinpoint at the time what exactly I have taken away from the meetings, I feel that shortly thereafter the information and ideas form a bigger picture, a better understanding and a clearer sense of what lies ahead.


But the real reason why heavy hitters spare no effort or expense to attend? The endless peer-to-peer power-networking opportunities. The WEF is one of the most famous and efficient fora for connecting leaders in the financial industry, with seven hundred journalists present, who broadcast their importance to the world. Contacts made here ripple through professional and personal lives like concentric circles. As the Davos saying goes, “Three days of attendance saves three months of travel.” This is a key benefit for people who can always make more money but can never make more time.


Among the Davos attendees are many titans of finance who pull the levers of the global financial system. This system is not simply interlinked by institutions and transactions, but it is fundamentally a human system, because on the most basic level it is the result of human interaction. Understanding the interconnections of the key players is vital if we want to understand the system as a whole.


Why should we care? Because the actions of a relatively small group of individuals influence everything from national economies to the stability of the system as a whole. The heads of banks, private equity firms, hedge funds, and central banks make fundamental strategic decisions that directly impact industries, jobs, and living standards—our industries, our jobs, our living standards. Yet, despite their pervasive power, these moguls are still simply human. They make mistakes, and they get lucky. They are motivated by honorable or less than honorable goals. And they are driven by ego and emotion, not dissimilar to the rest of us.


Who are these people who reside at the center of the network? How have they achieved their status, and how do they retain it? What are their weaknesses, and what are their strengths? What kind of power do they wield within the global financial system, and what does that mean for the rest of us? These are the questions I set out to answer. Based on four years of research and many more years of personal experience, I realized that network science paired with stories from the lives of influencers can help us understand the complex structure of relationships in the financial world—and what they mean to the overall system.


The Financial System: Applying the Lens of Network Science


What do the brain, ant colonies, and the financial system have in common? They are all complex self-organizing systems. The brain is a network consisting of billions of neurons connected by synapses that cooperate with one another in a way that creates consciousness.1 The brain does not have a master cell that tells it how to work—it self-organizes out of millions of electrical and chemical interactions. Another example is ant colonies, which function on the basis of collective, decentralized behavior. An individual ant, through communication with other ants, receives instructions on how to behave. There is no “leader-ant” that determines the dynamics of individual interactions or the colony as a whole; together, all ants contribute to a well-functioning and efficient system.2


By the same token, in the global financial system, the actions of autonomous individuals lead to collective activity. Who are the players in this system? They are executives at financial institutions, such as banks and investment funds; leaders of public-sector institutions, such as central banks and the International Monetary Fund; and many other formal and informal actors who interact in complex transactions across national borders. There is no global “central command” that determines how the system works. It self-organizes out of countless connections, interactions, and decisions.


Decision makers influence the system’s dynamics with their actions, but they have no control over the system itself. No one person can change the price of commodities or the fluctuations of the global economy. But by their interconnections and interactions, they produce large-scale effects. For example, the individuals who lead major financial institutions have enormous network power. At the same time, they are subject to systemic forces and governing rules. Essentially, the “game” of finance has rules that influence how they play. In turn, the way they play impacts the rules and the nature of the game itself.


The Human Factor: The Power of Personal Connections


Previous analyses of the financial system and its risks have focused primarily on the interconnectedness of financial institutions, the validity of macroeconomic theories, and the power of quantitative models, while giving less consideration to the networks of people who preside over the institutions that comprise the system. Yet, in the end all comes down to people, because it is they, not abstract entities, who make decisions on institutions’ behalf, who devise theories and decide which models to use. This human dimension adds another level of complexity, because the dynamics of human relationships that result in seemingly amorphous and elusive networks, are not strictly formulaic, and difficult to quantitatively measure.


However, since human networks are also subject to the laws of network science, we can use these laws to help us understand how relationships form and how they are structured. A better understanding of those who have the greatest influence on the system and their connections to each other will help us understand the system itself.


Network science explains the organizational structure of all systems.3 It has gained popularity in recent years, mainly because of the growing importance of social networks. But it can also help explain how some investors have made billions of dollars, such as hedge fund superhubs George Soros and John Paulson. Or why it seems like no one has been held accountable for the events or decisions that led to the Great Recession.


In network science, “[it’s] the pattern that matters, the architecture of relationships, not the identities of the dots themselves.”4 The key players understand that the ultimate competitive advantage relies on the extent and depth of personal bonds and alliances—the network of links or connections that gives a person influence. They understand the system itself, the complex relationship architecture, and the “magic formula” of developing powerful connections. From their superior perspective, they can see how their networks provide them with unprecedented opportunities, resources, and support, and thus a greater ability to influence the system as a whole. The better they understand it, the more successful they are within it. This is exactly why we should try to understand it, because, as Douglas Rushkoff poignantly notes, “If you don’t know how the system you are using works, chances are the system is using you.”5


Hence, we will take a look at the financial world through the prism of networked systems, because our interconnected world requires a more comprehensive perspective. Technologization, financialization, and globalization have created an intricate web of interconnections within the financial world itself and between the financial world and other sectors such as the economy and politics. While new linkages are formed at an unprecedented speed, our capacity to fully grasp the resulting complexity has not quite caught up with the new system we have created—as was evident in the miscalculation of the impact of Lehman Brothers’ failure or the challenges of dealing with the eurozone crisis.


Introduction: Meet the “Superhubs”


Davos epitomizes the principles of network science as they apply to human beings. These meetings tangibly demonstrate that similar people attract each other—and that those who already have the most connections attract even more. The Davos success formula? The resort is hard to reach, isolated, and difficult to navigate. Deprived of their usual environments, infrastructure, and privileges, leaders are crammed into a vacuum with nowhere else to go. Constantly caught in bottlenecks of security controls, coat checks, bus lines, and traffic jams, they have no choice but to become engaged in conversation. You literally cannot escape mingling, and it is this inefficiency that actually drives the über-efficient networking dynamics. Other conference organizers have tried to compete with similar concepts, yet so far none have succeeded.


In Davos, the movers and shakers are relaxed and completely approachable, ready to casually mingle and strike deals in the hallways that will make headlines shortly thereafter. More than half of the attendees participate as speakers and panelists, and they—along with their audiences—bond over shared experiences. Many participants take advantage of the opportunity to hold informal bilateral meetings over a cup of coffee or in one of the designated private meeting rooms off the main corridors. Serendipity often creates the most valuable opportunities. You may run into a person who is or could be immensely important for your business, receive an invite to a circle that was previously inaccessible, or have a conversation that opens up new perspectives. At a recent Davos, I was sitting in the Congress Centre café when an unfamiliar man asked if he could join my table. Of course, I said yes, and eventually he was joined by two billionaires and two prominent fund managers. Thirty minutes later, I had made five new contacts.


Parties hosted by countries, companies, and individuals add an extra layer of networking benefit to the forum. Every year, JPMorgan hosts a glamorous cocktail reception at the Kirchner Museum opposite the baronial Belvédère Hotel and just minutes from the convention center. Even amongst the events in Davos there is a hierarchy, and this stylishly catered affair is considered a must-attend. At the entrance, JPMorgan’s top brass forms a receiving line, which in the last few years has included Tony Blair, the former prime minister of Great Britain. Blair is a highly desired “anchor” who draws other influential guests. At the head of the receiving line is CEO Jamie Dimon, who graciously shakes hands with several hundred high-caliber guests in a row for three hours nonstop. He shines, poses for pictures, and engages in lively conversations. Meanwhile, guests roam around with their eyes set not so much on the extraordinary expressionist artwork but on the other attendees. Here, Ehud Barak, the former Israeli defense minister, mingles with the president of Iceland, Ólafur Ragnar Grímsson; private equity tycoon Steve Schwarzman; Russian oligarch Oleg Deripaska; and many of the more than one hundred billionaires of all nationalities at the WEF. This is a microcosm of the world’s elite, and everyone eagerly takes advantage of the opportunity to meet with as many peers as possible.


These financial titans derive their elite status not only from their privileged position in the network, but also from the importance of the network itself. The financial system is the bedrock of our society and touches everyone’s life, because we are a financial society and every activity we engage in requires finance, whether it is building a business, a house, or an educational background. This close interconnection between our culture and finance can be seen in some of the descriptive terms that finance borrows from our everyday language to express underlying concepts, such as “credit,” which is derived from the Latin word credere and means “to believe,” or the words “equity,” “bond,” “share,” and “trust.” Financial institutions like banks intermediate between savings and investments and allocate resources between different societal groups. This intermediation has created access to capital and opportunities for millions of people, especially those from lower- and middle-class income backgrounds. Moreover, these institutions provide payment systems, without which our highly interconnected world would likely come to a grinding halt.


The shadow banking system—financial intermediaries that do not have a banking license, such as investment banks, hedge funds, and money market funds—provides a variety of financial services. Financial regulators safeguard the system. Central banks are in charge of monetary policies. Think tanks develop new perspectives, offer expert advice, and advocate special interests. Academics and thought leaders provide innovative views and substantiate or invalidate practices in the financial system.


Leaders of financial firms impact the economy in any number of ways. They decide who gets business loans, influencing which industries will thrive and where jobs will be created. They provide mortgages and buy companies or take them public. They can move markets through the assets they control, the capital they direct, and the currencies they trade. The prices of basic necessities, such as energy and food, are impacted by bets they make on commodities, industries, and geographies—potentially fueling booms and busts. When countries are under pressure, their speculation can contribute to downward spirals. The political landscape is shaped through their financial contributions, direct interactions with politicians, and lobbying. During the financial crisis of 2007 and thereafter (hereinafter referred to as the “crisis” or “financial crisis”), they were a driving force behind the bailouts.


Relationships between the private and public sectors are solidified through the phenomenon of the “revolving door”—in which players oscillate between the two worlds. In good times, personal relationships among the superhubs of finance lead to ever more and greater transactions in a favorable regulatory environment. During financial crises, these relationships often tip the scale toward either the success or failure of an institution. In 2008, when the financial system teetered on the brink of collapse, strong personal bonds in both the public and private sectors became an important factor in the bailout of individual institutions and the stabilization of the system as a whole. For instance, Ben Bernanke, Tim Geithner, and Hank Paulson formed an effective trifecta that succeeded in preventing the financial system from collapsing in part because of their good personal relationships. In the midst of dramatic and chaotic circumstances they constructively cooperated, because they respected, trusted, and understood one another. A group of people who did not know and trust one another would likely not have been able to successfully work through such a crisis.


In terms of network science, the people who preside over these private and public institutions or have otherwise prominent positions are “super-hubs,” as they are the most well-connected nodes in the financial network. They are the few hundred executives who set the agenda, dominate the dialogue, and leverage their power on their organization’s behalf. Often, they are in charge of tens of thousands of employees in dozens of countries. They may not be as visible or well known as politicians, yet like a global supragovernment, their power comes close to and sometimes even exceeds that of democratically elected officials. Many financial titans have risen from obscurity to become the wealthiest and most powerful people on the planet. Examples of major superhubs include bank CEOs like Jamie Dimon of JPMorgan; George Soros, the billionaire hedge fund manager; Christine Lagarde, the managing director of the IMF; and economist Nouriel Roubini.


Boasting a myriad of influential interconnections all around the world, all of these “human superhubs” have one characteristic in common: They have successfully built and navigated personal networks based on shared trust, experiences, and backgrounds. While their individual relationships make them powerful, their combined power is exponentially higher and leaves its imprint on the world. Because these relationships are invaluable in regard to access to resources and crucial information, they constantly travel around the globe to cultivate them, despite the significant investment of time, energy, and money. These leaders can outsource all kinds of professional skills, but they cannot outsource the interpersonal skills needed build deep and resilient relationships.


Fault Lines: The Fragility of Our Financial System


From the vantage point of ordinary citizens, finance has become increasingly abstract, impenetrable, and disconnected from their worlds. One of the main reasons for this disconnect is that the powerful self-reinforcing dynamics of the financial system have led to financialization of our economy. Finance has assumed an increasingly disproportionate share of the GDP,6 and its rise has led to a gradual disconnect of the financial sector from the real economy. Rather than producing items of sustainable value for society, the financial services sector has created ever more artificial financial instruments supported by growing household credit—particularly residential mortgages—whose main purpose was to generate fees for the institutions that issued them. This dynamic greatly contributed to the financial crisis, which triggered a systemic breakdown that almost led to a collapse of the global economic system.


Finance has also been one of the key drivers of the growing wealth gap and inequality. While extreme global poverty has consistently fallen over the past decades to the lowest levels ever, the wealth gap has widened significantly. It is now at an all-time high and set to increase further: Today eighty people hold the same amount of wealth as the world’s 3.6 billion poorest, and the combined wealth of the richest 1 percent will soon overtake that of the other 99 percent.7 Many in this group of super-elites are financiers. This development has been exacerbated by the fact that the wealthy can capitalize on returns on ownership rather than solely on labor, a practice known as “rent-seeking.” In other words, they can let their money work for them, and over time these investments yield a higher rate of return than the economy’s rate of growth. In contrast, salaries derived from labor don’t rise as quickly as the returns on capital.8


The opportunity gap has also increased. Rather than perfect competition, our system creates superstars—or superhubs—and amplifies their rewards in a reinforcing feedback loop where the winners of the competition receive the means to win further competitions, so that all but a few competitors are eliminated.9 Tight interpersonal networks contribute to the unequal access to opportunities, and—as a consequence—people lose trust in the system. Yet, cooperation and trust are part of the social contract that binds us together.10 Unequal societies function less well as people’s willingness to cooperate declines. The wealthy want to protect their wealth and use their political connections to do so, while the rest fight for a larger share of the pie. The interests of the 99 percent conflict with those of the 1 percent. Moreover, the interests of those within the 1 percent begin to clash, because as elites grow bigger, they increasingly compete with each other. Ideological polarization leads to fragmentation and instability, as also evidenced in growing political disruption in many regions of the world.


The dangers of these developments are not lost on those of the 1 percent who discomfitingly warn of inevitable impending upheaval. Serial entrepreneur, superinvestor, and billionaire Nick Hanauer has cautioned his fellow zillionaires that the pitchforks are coming. An unapologetic capitalist, he argues that the U.S. is changing from a capitalist to a feudal society. In his opinion, this wealth accumulation is socially destabilizing and will inexorably lead to a revolution, which will likely be triggered by a sudden and unforeseen event.11 Hedge fund billionaire Paul Tudor Jones echoes that view, opining that “income inequality will end in revolution, taxes, or war.” While he also praises capitalism, he feels “we’ve ripped the humanity out of our companies . . . threatening the very underpinnings of our society.”12 And Rob Johnson, who is now executive director of the Institute for New Economic Thinking and previously worked with George Soros on his billion-dollar bearish bet on the pound, revealed that he knows “hedge fund managers buying airstrips in New Zealand in case they need a quick getaway.”13


* * *


In this chapter, we have been introduced to some of the world’s most influential bank CEOs, managers of trillion-dollar funds, and billionaire investors, who pull the levers of our global financial system. We have seen the incredible power they yield due to the role finance plays in our society.


They control multinational corporations, influence the political landscape and further multiply their power exponentially by virtue of their exclusive networks. In Chapter 2, we will take a look at the financial system through the lens of network science to provide a more structured explanation of the dynamics that propel a select few into the very center of networks, where they become the so-called superhubs.
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