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It takes all the running you can do, to keep in the same place.


If you want to get somewhere else, you must run at least twice as fast as that!


—THE RED QUEEN, in Lewis Carroll’s Through the Looking-Glass















INTRODUCTION



What is really amazing, and frustrating, is mankind’s habit of refusing to see the obvious and inevitable until it is there, and then muttering about unforeseen catastrophes.


—ISAAC ASIMOV


If you’ve ever wondered why the stock market seems to always go up but your own financial situation doesn’t behave in the same way, you’re not alone—and you’re not crazy. There are forces at work that fuel financial markets at the expense of destabilizing the real economy. In the world that most of us inhabit, people are struggling to pay rising bills and working grueling hours to make ends meet. There’s a divide between those hard-pressed to cover basic needs and the giddiness of the financial markets, where billionaires thrive; the two groups might as well be living in alternate universes. The economy and high finance do coexist, but they don’t have much to do with each other when you dig beneath the surface. Money is the obvious divider.


The reality is that money, like a virus, will always seek the easiest way to reproduce itself. The profits represented by stocks and bonds have disproportionately accrued to the wealthy and investor class relative to everyone else. That shift has left the world fragmented across multiple economic, political, and societal levels where instability is rampant and wealth relentlessly trickles upward. The epic divide between finance and the real economy is what I have defined as a permanent distortion. This is not a phrase chosen lightly. There’s no going back from here. There’s a seismic rift between, on the one hand, economic growth, wages, and a decent standard of living and, on the other, market-driven wealth accumulation that during a devastating global pandemic minted nearly five hundred new billionaires in 2020 alone—the equivalent of one born every seventeen hours. And that rift is permanent.1


Permanent Distortion is the story of the winners and the losers of today’s financial and monetary system. But the wedge between those who have and those who don’t isn’t just about inequality. While that is certainly a by-product of permanent distortion, the story runs deeper.


There have been two major financial crises since the dawn of the twenty-first century: the Great Recession of 2008 and the pandemic of 2020. But there has been only one response from the most powerful governments, institutions, central banks, and political leaders. Their collective reactions have fostered a desolate landscape of frenetic economic consequences. What that produced is a wave of intensified and widespread social unrest, disjointed political upheaval, dangerous extremism, punishing trade wars, and sweeping isolationism.


Our economic dystopia isn’t simply the result of responses to a once-in-a-century pandemic. Something more is at work. Through either carelessness, greed, incompetence, nepotism, or sheer corruption, leaders now decide how and where money flows during periods of calm and in times of crisis. The rift between the jubilance of the financial markets and the despondency of economies means that markets and their demands, not people and their needs, are reshaping the world.


Today’s financial system is as unhinged from the realities of classic capitalism as it is from the economy. Central banks have become money dealers and inequality enablers. When faced with crisis, they zoomed past being lenders of last resort to being arbiters of who wins and loses in the economy. They are now money-creating machines that are fostering riskier and bigger bubbles than ever before. Their policies are setting up future crises and systemic economic fractures. Institutions may be too big to fail, but the overall market has now become too big to be left alone.


This new era has its roots in the financial crisis of 2008. That was when markets’ addiction to cheap money, driven by the low (zero to negative) interest rates that major central banks offered big banks, took flight. Central bankers characterized their experimental policy decision to unleash trillions of dollars of new money combined with the purchase of trillions of dollars of debt from the biggest banks as an “emergency” reaction. What started as an artificial jolt to Wall Street to juice up the demand for securities ended up triggering the longest bull run in history. The reality of that move is that no policy decision comes without consequences.


After nearly a decade and a half, that policy and its ramifications unfolded in four key parts. First, there was the chaos of the financial crisis that established what was dubbed an “emergency response.” Then came the market addiction to central bank money. That was followed by a policy reaction that took central banks into overdrive facing the next chaos. Finally, we’ve reached a metamorphosis—not just of monetary policy, but into a broad, fresh reality.


As central bank aid turbocharged banks and markets, it acted as a launchpad for record amounts of public and private debt to be issued. These conditions triggered a wave of wealth accumulation without accountability. While central banks could flood the markets with cash, they could not control how it was spent. They could intervene with financial alchemy but had no authority to enforce whether extra debt could ever be repaid through economic growth. The very existence of this debt became a convenient excuse for governments the world over to cut budgets and reduce public spending in areas such as medical care, education, retooling for workers, and infrastructure. Companies that took on massive debt turned to cutting jobs, increasing hours, and reducing benefits to compensate for it. As shareholders reaped the benefits of central bank interventions, workers were being left behind and squeezed out.


The 2008 financial crisis elevated the power of key central banks. What started at that time was a brand of monetary dominance for central banks. The epoch ushered in a philosophy of unmitigated money fabrication and monetary expansion that’s now irreversible. Without cheap money, the equivalent of an oasis in a desert, the banking sector, financial markets, and public systems that rely on them for funding would have cratered. While people in the real economy received support around the edges, the bulk of the money from central banks and governments flowed upward into financial assets, not outward into the economy.


This is not conjecture. It is supported by data, policies, and events that lasted until the middle of 2019. That was when it became increasingly evident that a renewed global economic slowdown was under way. Brewing bank problems were starting to become visible, despite more than a decade of central bank support and tepid regulations to mitigate risk. All was not well.


Even before the pandemic hit, a reinvigorated return to the black hole of monetary policies was marked by interventions beyond those of the highly developed economies’ central banks. The latter half of 2019 saw smaller, developing-economy central banks join in. The move was paralleled by an acute rise in civil and social conflicts internationally.


What was once a rescue mission for Wall Street had morphed into a global money chess match. The fallout of this money mania caused countries to reexamine their relationship with the United States and their position in the international power hierarchy. The result was an exacerbated period of trade wars, extreme polarization, and mounting nationalism.


The reason that most lawmakers ignored the signs of overheating in the market before the financial crisis of 2008, and afterward, was simple. By enabling these extreme central bank measures, policymakers could share in the euphoria of ever-rising stock markets. Rising stocks served as a symbol of financial resilience for the investor class. The Fed’s manufactured money was a stimulant to lift Wall Street’s spirits and prop up the stock market. Similar activities by other central banks pushed that playbook around the world, aggravating the distortion. While workers from Europe to South America may not have directly felt the returns of stock market highs, they certainly felt the abyss of job loss, inflated prices, and the squeeze on small and local businesses every time the markets faltered. Market behavior and economic prosperity had nothing to do with each other. The economic tension that resulted provoked widespread social turmoil.


Central bank policies had other unintended consequences. By default, these financial maneuvers deprived countries of the ability to build and plan for the kind of real economic growth that stems from physical and social infrastructure development. Why? Because the flow of conjured money allowed governments to become complacent. The more that unelected central bankers provided monetary policy stimulus, the less impetus elected policymakers had to campaign on and follow through with fiscal stimulus—except in times of crisis.


The imbalance between where money comes from and where it is deployed has set the world up for more intense catastrophes. The Fed along with its allies produced an ever-volatile monetary system. Their experimental policies served as a temporary, cosmetic salve to the economy and an amphetamine to the markets. They have ensured that the markets are destined to collapse without constant support. They will never fully sell their assets because that would be like removing the foundation from beneath a global house. Their largesse toward the markets has been counterbalanced by austerity measures that hurt the most vulnerable while fueling financial bubbles that inflate systemic risk immeasurably.


The saga of Permanent Distortion follows the money. More than that, it exposes why the rise of populism, social unrest, regional proxy wars, and technology-driven financial alternatives driven by economic fragility will increase. Without a dramatic course correction, each new twenty-first-century crisis will build upon the last, creating an ever-greater pile of debt, asset bubbles, and central bank aid. The disconnect between the markets and the real economy will widen. This will spark a massive alteration in the global power paradigm. More people will continue seeking out fintech, decentralization, and other alternatives to escape a broken financial system. This will amplify financial, political, and socioeconomic pandemonium—and give rise to a new definition of money itself.


Welcome to permanent distortion.…
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Chapter 1



THE FRENZY


We all crave easy money. And plenty of it. If we didn’t, no get-rich-quick-scheme could be successful.


—CHARLES PONZI


The earth may spin on its axis, but the world revolves around money. Populism, nationalism, isolationism, corruption, trade wars, military wars, health crises, inequality, economic hardship, and financial market bubbles—all of them are connected to money. Money doesn’t just drive a wedge between different classes, races, genders, and countries. It is the wedge.


In the 1920s, Charles Ponzi’s name became synonymous with the big swindle. His con was no random event. Like any salesperson, con artist, or politician, he leveraged a unique feature of human nature: that in the end, we all want to be comfortable, secure, and in control of our destinies. That means different things to each of us, depending on our circumstances, backgrounds, financial ambitions, need for survival, or appetite for greed.


What Ponzi did was use that basic desire and an unsettled environment to his advantage. In the year 1920, the United States was facing an economic depression, the aftermath of a brutal world war, and a tragic global pandemic, the Spanish flu. People were tired, stressed, and eager to move on. On that canvas, Ponzi painted a get-rich-quick scheme that contained a perfect cocktail of credibility mixed with enticing reasons to suspend judgment.


The period in which he incited such extreme responses was a key component of his initial success. Today, we would call the enthusiasm Ponzi stirred up for his investment scheme—which involved buying international stamps for one price and selling them for more money to the US postal system—the fear of missing out (or FOMO).


Some of the folks in Boston who first bought into Ponzi’s scheme were rich, while others were poor. Their optimism brought them together. Without the benefit of Twitter, Reddit, or the internet, a swath of disparate, or desperate, investors wanted to get in on his game. Equally, they wanted to believe in Ponzi’s ability to make them richer. By duly paying the initial investors just as he promised, Ponzi successfully peddled the idea that he could make anyone a 50% return in ninety days. That was an enticing prospect since banks were offering a mere 4% return over a full year. Plus, Ponzi, a once-poor immigrant from Italy, had been denied a loan from the very bank, Hanover Trust Company, to which he funneled a large amount of his proceeds. He used that rejection as a marketing ploy. That rags-to-riches narrative gave him a David-versus-Goliath appeal that also embodied the essence of America’s promise to its newcomers and downtrodden. It enhanced their belief in him and what he was offering. That faith was critical for his scam to work.


To provide his customers with maximum confidence, every detail—down to the selection of the name for the company that would house his stamp swindle—was carefully considered to inspire trust. Indeed, that was the entire point. And as he later wrote:


The Securities Exchange Company began its business career under the most favorable auspices. True, it had no capital. But it had no black eye either.1


In an irony for the ages, the acronym for the US Securities and Exchange Commission, SEC, was identical to that of the company Ponzi crafted for his grift. The government body was established under the Securities Exchange Act of 1934.2 Its purpose was to protect the public from fraudulent claims by public firms, though this was not always accomplished with the greatest of success.


Ponzi’s motivation stemmed from a desire to call out Wall Street and beat it at its own game. Once he started, he kept going. He explained in his autobiography, “I knew what I was up against if I stopped. I knew not what I might run across if I kept on. I had unlimited confidence in luck, as well as my ability to exploit it. And on I went headlong, like a bull in a china shop, to smash all precedents and principles of high finance as it was preached, but not practiced, in Wall Street.”3


His enduring place in history is instructive for reasons that transcend Ponzi’s scam. If we don’t ask questions or dig beneath accepted narratives about money no matter who spreads them, repeated crises are inevitable. Whether espoused by fraudsters, financiers, or a monetary system skating on thin ice, embellishment and false promises can cause havoc. Money doesn’t care about politics or activism. But how people create, use, or make it—now, that’s where things get interesting. To the extent that it flows more abundantly into financial markets than into the real economy, it can be lost in a paper vortex, forever. But when money is flowing, it has the ability to manifest the appearance of easy solutions to complex problems.


Merriam-Webster defines “easy street” as “a situation with no worries: a situation of wealth and ease.” In monetary policy slang, “easy policy” means that the cost of money is rendered cheap—interest rates are set low, at zero, or even in negative territory. There have been two main periods of zero interest rate policy (on average) so far in the twenty-first century.


The first was the time between the financial crisis of 2008 and the end of 2015. The central bank of the United States, the Federal Reserve (Fed), acted as global leader on easy monetary policy by lowering rates to zero. It raised them slightly through the middle of 2019 before lowering them again. The Fed provided massive subsidies for Wall Street and the financial system through an ongoing program of quantitative easing (QE) that grew, abated slightly, and then grew again. QE is the process by which central banks manufacture electronic money in exchange for buying securities (usually bonds or stocks) from banks. The policy can serve to inflate the amount of money flowing into the banking system.


Central banks are entities that serve as a major source of money for banks around the world. They can create money and determine the interest rate banks must pay to borrow it. The lower the rate they set, the cheaper that money is. The idea of cheap money being a remedy for economic or systemic banking problems was promoted by major central bankers in reaction to the financial crisis of 2008. The concept was that private banks would lend out cheap money to individuals and small businesses, which in turn would use it in ways to stimulate the real economy. The truth, as we’ll discover, is somewhat different.


During the period from 2008 to 2012, major countries’ central banks provided megabanks unprecedented assistance in the form of cheap money, bond purchases, and attractive loans. Their actions effectively compensated the biggest Wall Street banks for taking on massive risk and for the losses that stemmed from their own mismanagement, greed, and fraudulent practices. I detailed what transpired extensively throughout my book It Takes a Pillage. Without the combination of the Fed’s support, easy money, and the government’s largesse, heavily leveraged investment banks such as Goldman Sachs and Morgan Stanley could have failed.4


Yet none of the largest global private banks, such as JPMorgan Chase, Deutsche Bank, HSBC, and Santander, were ever required to increase their lending to the Main Street economy and its small businesses as a stipulation for receiving their cut of an epic bailout. They were never given the relevant oversight or incentive to help restructure individual loans battered by the broad economic hardship that stemmed from their own unsound lending.


Instead, Wall Street giants and their major corporate clients hoarded money and used significant portions of it to buy back their own shares, elevating their stock price and providing the illusion of financially healthier companies.5 This had the effect of pumping up stock and executive bonuses linked to the price of stock. These firms effectively manipulated their stock prices with central bank support and paid themselves bonuses for doing so—as a result of a financial crisis.


They pulled off the perfect heist—out in the open. Nobody went to jail. No one was subject to real, long-term consequences. In contrast, people the world over were subject to austerity measures that hurt students, the vulnerable, and lower-income earners the most. Prices jumped for everything from food to transportation. Inflation went on to break a record forty-year high. Taxes were used to bankroll major corporations’ move back to health. Calls to regulate banks by breaking them up were met with inaction and disdain. In fact, the Fed was responsible for making big banks bigger by virtue of its merger approval power.


The idiom “rob Peter to pay Paul” dates back to at least the fifteenth century, and originally it related to tax collection and distribution. Church taxes had to be paid to St. Paul’s Cathedral in London and to St. Peter’s Basilica in Rome. The term referred to neglecting to pay the Peter tax (to fund the construction of St. Peter’s) to have enough money to pay the Paul tax (to fund construction of St. Paul’s). It describes the taking of money from one source to give to another—but it can go further than that. With respect to debt, it entails redirecting money destined to pay off one debt to pay off another when there’s not enough money to pay both.


This concept can be expanded to the act of extracting money from the future to finance the present. In terms of debt at a federal level, the US Treasury (or any government arm responsible for issuing debt or borrowing money to fund its nation’s policies) operates under the assumption that this debt will be repaid. The belief is that the government can always find a way to fund itself, even if this means borrowing more to cover its costs. Corporations also issue debt. For individuals, borrowing money in the form of loans or credit cards is far more costly.


In Ponzi’s case, the scheme relies on an incoming stream of money large enough to cover expenses, or promises, going out; the same principle lies at the root of any market bet. Here, robbing Peter to pay Paul means using that fresh money to make good on the bet. The bet (or policy) may not have to have a definitive positive outcome, but the constant influx of money makes it appear as if it does.


The size of US debt has exploded since the financial crisis. It ballooned from $11.9 trillion in 2009 to $27 trillion in December 2020, and it was $28.4 trillion at the close of 2021.6 The Fed essentially supported that debt by buying large chunks of it through the process called quantitative easing. The action had the effect of lifting bond prices and thus lowering bond yields (the rate of return to the bond buyer). By keeping rates low, the Fed limits the amount of interest that the US Treasury would have to pay to its bondholders.


The idea that the US Treasury will make good on its interest payments for the life of any of its bonds is a fair one. The United States has only defaulted (stopped paying interest) on some of its Treasury bills once, in 1979, and it was late on payments in 2013.7 Congress routinely argues about the amount of debt that can be issued (a figure known as the debt ceiling) and then capitulates. As long as the Fed continues to buy US government debt, the United States can keep borrowing more at lower rates. This action enables the government to keep taking from Peter (the future) to fund Paul (the present). Meanwhile, the Fed can keep interest payments low through an ever-expanding variety of methods.


This arrangement has no financial downside for the US government. However, not every country has the luxury of borrowing forever, or at such cheap levels, especially during a crisis. For instance, in Argentina on October 21, 2008, President Cristina Fernández de Kirchner announced that the government would transform $30 billion worth of private pension funds into public debt that carried with it an implicit government backing—a common practice in Latin America—to protect retirees from plummeting stock and bond prices as the global financial crisis raged.8 The measure was criticized by her opponents as a way to plump government coffers. At the time, Argentina was struggling with how it would pay nearly $22.4 billion in debt obligations while grappling with falling commodity prices that were choking its domestic economy.


There is another hidden cost to borrowing abundantly. The greater the size of debt relative to the real economy, the more a government is raiding the future to pay for the present. To the extent that this debt promotes or is directed at real economic growth, it can drive positive results. But if the debt increases more quickly than economic growth does, it’s a net negative. Though an imperfect barometer of people’s daily economic lives, GDP, or gross domestic product (the total value of goods and services produced within a country’s borders, including the amount consumers spend), can serve as a comparative measure of the size of an economy over a specified time period.


The debt-to-GDP ratio (expressed as a percentage) has had its ups and downs over the years. In 1929, the year of the great stock market crash, it stood at 16%.9 That meant that every 16 cents the country borrowed supported $1 worth of economic growth. On Black Tuesday, October 29, 1929, however, all hell broke loose. The Dow Jones Industrial Average index of major stocks had dropped 25% over the prior two days. Before that, it had been buoyed by hope and fraud. That game hit an abrupt end as confidence nosedived. Over six weeks, the Dow lost about half of its value as fear and anxiety rippled through the financial sector and the Main Street economy.


By the summer of 1932, the Dow had lost 89% of its record value. During the years between the stock market crash and March 1933, as the Great Depression plagued the United States and the world, thousands of banks around the country shut their doors for good. In his inaugural address on March 4, 1933, newly elected president Franklin Delano Roosevelt called for “strict supervision of all banking and credits and investments.”10 On March 6, he issued a proclamation ordering a weeklong “bank holiday” to suspend banking activities and the extraction or transfer of gold and silver, which had undergone a fear-spurred frenzy of demand in return for paper dollars. A few days later, Treasury Secretary William Woodin and the banks reached a monetary-system-altering agreement: banks would no longer need to hold reserves in gold against their paper currency (their other assets would suffice), leaving the Fed free to increase the money supply without worrying about how much gold it had in reserve. As Woodin said, “The Federal Reserve Act lets us print all we’ll need. And it won’t frighten the people. It won’t look like stage money. It’ll be money that looks like real money.”11 President Roosevelt went on to raise taxes and increase the amount of federal debt to jump-start the economy, pressing the debt-to-GDP ratio up to 40%. That ratio hit 118% in 1946, after the end of World War II. President Harry Truman borrowed to stave off a postwar recession and invest in global rebuilding initiatives such as the Marshall Plan, which funded food, machinery, and other infrastructure programs.


During the six decades that followed, the US debt-to-GDP ratio hovered in a percentage range between the low 30s and the low 70s.12 By 2009, though, as effects from the financial crisis grew, the ratio jumped to 82%. By 2019 it had shot up to 106%. Because of pandemic stimulus coupled with economic shutdowns and an expansive Fed buying program, the ratio zoomed to 136% in 2020.


Normally, a high debt-to-GDP ratio means high deficits (that is, government spending exceeds revenue). With debt, the size doesn’t have to matter; it’s the way that debt is used for the real economy that’s critical. The question becomes: If debt or the cheap money the Fed injects into the financial system doesn’t directly help the economy in a way proportionate to the size of that stimulus, what is it doing? The obvious answer is that it has flowed to Wall Street, global banks, and financial markets.


The New York Times called the $65 million grift perpetrated by American financier and former New York Stock Exchange chairman Bernie Madoff against his clients the “largest, longest and most widespread Ponzi scheme in history.” His promises of high returns were based on expectations that he could always round up money from new investors to pay the ones already participating in his scheme. The reason his scam ultimately unraveled was the shock of the financial crisis of 2008. With people suddenly extracting their money from the market, or scared to enter it, Madoff didn’t have enough Peters around to pay the Pauls. Questions were asked, and charges were filed. For having bilked his investors out of approximately $17.5 billion, Madoff was given a 150-year jail sentence.13


The reason Ponzi schemes eventually crash and burn is that there’s not enough new money coming into them to cover the promises made. Once central banks unleashed monetary policy to accommodate megabanks, subsidize Wall Street financiers, and bolster global markets, the very idea of free and open markets and laissez-faire investing died. The threat of raising rates or ceasing to buy bonds could catalyze panic, instability, and chaos—so the threat was never issued. No one wanted to call the Fed’s QE a Ponzi scheme. But it was.


Central banks’ extreme reaction to the 2008 financial crisis and what’s unfolded since then never had an exit plan. Injecting money into the markets whenever a pick-me-up is needed became the norm, not an emergency response.


In the wake of the 2008 financial crisis, the goal of QE was to lift the money supply within the financial system and reduce medium- and long-term interest rates. The policy boosted the value of QE-targeted securities and similar ones due to this artificial stimulus. Various versions of QE were implemented before 2008 (the Fed experimented with it during the Great Depression, and the Bank of Japan was a QE fanatic in the late 1990s and early 2000s), but past applications were more modest. The big lie was that this money would somehow trickle into the real economy.


Whether it was done to soothe a stock market crash, a ruptured subprime housing market bubble, or a pandemic, the Fed’s response to the financial crisis of 2008 and later crises has confirmed that it will always seek a way to grease the wheels of capitalism for its wealthiest participants and private banks. The results speak for themselves. According to a 2022 Oxfam International report:


The world’s ten richest men more than doubled their fortunes from $700 billion to $1.5 trillion—at a rate of $15,000 per second or $1.3 billion a day—during the first two years of a pandemic that has seen the incomes of 99 percent of humanity fall and over 160 million more people forced into poverty.


To translate that into even more sobering numbers:


“If these ten men were to lose 99.999 percent of their wealth tomorrow, they would still be richer than 99 percent of all the people on this planet,” said Oxfam International’s Executive Director Gabriela Bucher. “They now have six times more wealth than the poorest 3.1 billion people.”14


Oxfam laid much of the blame for this wealth gap on government policies and tax structures. Yet this was only part of the story. Central banks, by virtue of creating an artificial money supply, widened the inequality gap by pouring money disproportionately into the top levels of the financial system. This money gushed into the markets rather than the foundations of economies throughout the world. For major central banks, governments, and financial markets, there will always be a Peter to rob to pay Paul, even if it’s concocted from thin air. Not so for ordinary people.


The stock, or equity, market reflects an inflow of money from a more varied set of sources. That money seeks one thing—a return that’s greater than the interest any government or corporate security can provide, and far more than it can earn stowed under a mattress. The sheer force of money’s presence in the stock market (whether buying or selling stocks) is enough to move the market. Certain large players carry more weight than others, and much more than the everyday retail investor.


There’s a thin line between what constitutes an investment and a gamble in the financial markets. This mostly comes down to the amount of time money sticks around. In the real economy, money must hang around for longer than it does in the markets to make a difference. That’s because long-lasting infrastructure projects rely on a mix of public and private funds, like the Hoover Dam, the Roman aqueducts, or the Itaipu hydroelectric plant in Brazil, which are real, lasting assets. They require time, planning, and complicated execution to convert invested capital into lasting returns. They can also provide jobs in the process. Unfortunately, bankers and major financial institutions value the quick profits that market bets can provide over this more tangible result.


If money is cheap to borrow, then investment and speculative money will seek an easier, faster way to reproduce. Companies often can, and do, use that extra money to buy back their own shares, which collectively lifts the stock market even if foundational economies are ignored.


By operating as a speculative transfer machine, the stock market has relatively little to do with productive investment. Day trading or even short-term investing has almost nothing to do with a company raising money to fund research and development. The ability of speculators to drive the markets up, and to cause certain companies to be valued higher than the state of their balance sheets should otherwise dictate, has driven a wedge between the fundamental value of companies (as represented by information such as cash flow and debt load) and their share prices. Some companies saw their shares prices blossom in quick spurts. Others were more strategic about establishing relationships with the establishment monetary authorities for the long haul. For instance, during the financial crisis the mega asset management company BlackRock emerged as the lead financial firm advising and supporting the Federal Reserve on its bond-buying operations.15 Though its stock slumped 24% between May 2008 and June 2012, the firm was sowing seeds for the future. It was firmly on the path to becoming the Goldman Sachs of the permanent-distortion era in terms of influence, money, and power.


Since the Fed began buying huge amounts of US government and mortgage debt in 2009, the annualized growth of the stock market has far outpaced that of the economy. The annualized growth of the stock market from its twenty-first-century low point in March 2009 through March 2020, the onset of the COVID-19 pandemic, was on average 12% per year. The average annual growth in US GDP over that same timeframe was about 2%. Dividing that into smaller annual bites, we can see that US GDP dropped by 0.14% in 2008 and by another 2.54% in 2009 (Figure 1).16


The size of the US stock market, $40.7 trillion as of December 31, 2020, was double that of the US economy, with GDP at $21 trillion.17 The world’s total stock market value of $95 trillion in 2020 was more than triple its 2009 value. In contrast, total world GDP hit $84.5 trillion (covering 193 economies) in 2020, which was just a 40% increase since 2009, when it was $60.5 trillion.18
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Figure 1.








US GDP subsequently rose by 2.546% in 2010 relative to 2009. It then hovered between 1.55% and 2% per year from 2011 to 2019, an uninspiring increase. A similar story unfolded around the world. For instance, in the United Kingdom, GDP growth hovered under a 2% average during that timeframe. The same was true of the European Union (EU) and Japan.19 The pattern of escalating markets and lackluster economic growth had some historical precedent, but not to the extent that we saw following the financial crisis. In the wings, an entrepreneur named Elon Musk, having successfully created PayPal, a transformative payment services firm, took his electric vehicle company, Tesla, public in June 2010 at a price of $17 per share. A $1,000 investment made in Tesla in November 2011 would have been worth around $200,000 in November 2021, for a total 20,000% return, compared to a 357% return in the S&P 500 index as a whole.20


History is predicated on a series of events and choices. Decisions are made, dice are rolled. Some moments may appear inconsequential in the grand scheme of a decade or a century’s trajectory. Some moments are so monumental that there is simply no way back.


Wars are fought based on fateful actions. World War I might not have unfolded as it did were it not for the assassination of Archduke Franz Ferdinand in 1914. World War II might not have occurred if the 1929 stock market crash hadn’t produced the global Great Depression, which in Germany catalyzed the rise of the Nazi Party, nationalism, and its genocidal führer, Adolf Hitler.


The arc of high finance has many pivotal moments of speculation and crisis. The Fed might not have come into being were it not for a squeeze in the copper market in 1907 that caused a financial panic. That crisis presented a moment for J. P. Morgan to rescue the country by using the US Treasury’s money with President Theodore Roosevelt’s blessing. It thrust him into the role of absentee host for a group of bankers and politicians at Jekyll Island, Georgia, in 1910 that penned the initial blueprint that became the Federal Reserve System in 1913.


Even our terminology and language reveal history’s selection process. The phrase “Ponzi scheme” might not have become such a common way to refer to con mania if the 1920s hadn’t produced the perfect environment in which to fall for the premise of the unsustainable returns that Ponzi promised. What grew from zero to a $15 million empire in a few months for Ponzi crumbled to zero and a jail sentence in about the same amount of time, popping as so many bubbles eventually do.


In 2008, the Fed created a financial Frankenstein’s monster that altered the course of money and power in the twenty-first century. The idea was that cushioning the fall of a reckless banking system with whatever tools necessary (a phrase used repeatedly in twenty-first-century central bank lingo) was equivalent to securing the real economy, or Main Street.


For those on Wall Street monitoring the deteriorating condition of loans and toxic assets created from them, the global financial crisis had been brewing steadily since early 2006, when subprime loan foreclosures began to spike. Eventually the extent of the crisis born of the financial engineering of subprime loans would be blown into the open by the combustion of two Bear Stearns hedge funds engaged in overborrowing to buy toxic securities laced with subprime loans and complex derivatives. This combustion precipitated the May 31, 2008, takeover of Bear Stearns by JPMorgan Chase, with the Fed’s blessing and financial support, to ensure that JPMorgan got a good price and the Fed bore the brunt of the risk.21 At the time, few even thought to question whether the Fed’s actions fulfilled or were even related to its dual mandate to maintain full employment and low inflation.


In the upper echelons of society, the concern was that banks weren’t functioning reliably, stock and bond markets were in free fall, and scores of investment bankers could see their bonuses evaporating. On the lower rungs of the economic ladder, there was more visceral fear—of not being able to pay rent, losing jobs, being kicked out of homes, and having a less stable future.


There were many facets to the panic that ensued, but one pivotal moment changed the tone of everything. This followed the collapse of one of Wall Street’s oldest, most venerable investment banks, Lehman Brothers, on September 15, 2008.22 The event didn’t appear to be based on a planned action on his part, but was more of a gesture: Hank Paulson, former Goldman Sachs CEO and chairman turned treasury secretary, dropped onto one knee before Speaker of the House Nancy Pelosi.


As the story goes, Paulson pleaded with her to do whatever her considerable political clout could muster. The former Wall Street titan needed the Treasury’s $700 billion bailout package, which contained some crumbs for citizens and ample help for megabanks, to be approved by the House of Representatives. Fears that ATMs the world over might effectively stop spitting out fresh new bills to customers were prevalent—the twenty-first-century equivalent of banks closing their doors as they had during the 1929 stock market crash and the ensuing Great Depression.23


Passing the Emergency Economic Stabilization Act would save the day, said Paulson—or at least save Wall Street.24 Markets were diving, a sign of worse things to come. That was the day that Paulson urged a fiscal solution (meaning funds approved by Congress and ultimately paid by taxpayers) for a banking-caused catastrophe. And so it began.…


On December 16, 2008, the Fed cut interest rates to zero and provided the biggest banks access to cheap funds with no strings attached. Money that cost nothing wasn’t enough, though. Fears about credit seizing up plagued markets. Recessions engulfed the world. This led to a rate-cutting exercise, predominantly by the larger central banks.


Around the world, leaders were deeply concerned that the hubris and greed underlying Wall Street would crash their own markets and subsequently their economies. The chaos that abounded led those countries not in the inner circle of power to call into question the entire US-dollar-centric global monetary system. Smaller emerging countries, larger ones such as China and Russia, and the United Nations and the Organisation for Economic Co-operation and Development (OECD) united in admonishment over the lack of oversight of US banking practice.25


Developing countries faced more inequality and civil strife, as foreign direct investment favored markets over long-term economic projects, too.26 What transpired in the years that followed was social unrest from Hong Kong to Brazil and from Spain to the United Kingdom as people felt economically violated by their governments, while financial markets rallied.


Easy money had a profound impact on political decisions and economies in countries from Latin America to Asia and throughout the European Union. Despite the premise that emergency central bank action would save the Main Street economy, the unprecedented monetary support from the world’s main central banks to the banks and markets increased inequality, magnified debt, ushered in isolationism, and elevated the wealthy and powerful. Ultimately, it was a catalyst for destabilizing the international economy.


From Bretton Woods to the Financial Crisis


World War II gave birth to a United States–led monetary system and structure that came to dominate markets, economics, and geopolitics. In 1944, a group of elite financial leaders representing forty-four nations convened at Bretton Woods, New Hampshire. Their goal was to craft a monetary system centered on US and European currencies and interests. On the surface, the International Monetary Fund (IMF) was created in order to prevent post–World War II balance-of-payments crises. Among its founding intentions were to establish monetary cooperation among the various member countries, promote exchange stability, and help developing nations temporarily balance international payments through the provision of loans to member countries that met IMF requirements.27


But in practice, both the IMF and the International Bank for Reconstruction and Development (the World Bank Group), established at the same time, fortified the economic and global influence of the United States–Europe alliance.28 These multinational financial institutions did so by offering financial incentives, loans, and grants to finance development projects deemed critical. The funds came with strings attached for the emerging-market countries. This often meant that developing economies were pressured to sell off parts of their economies, from water to energy to transportation, and to enact punitive austerity measures. One of the most notorious examples in history is Argentina’s dependence on the IMF. In March 2000, Argentina borrowed $7.4 billion from the IMF to balance its public sector deficit by 2003. By September 2000, it was apparent that Argentina could not make good on that target. Rather than forgive or reevaluate its loan parameters, the IMF slapped on another loan.29 (In a different timeline, another such round of multibillion-dollar IMF loans occurred in 2018–2019.) It has been impossible for Argentina to repay its debt even while privatizing key public goods like water. For similar reasons, a series of “water wars” protests arose in Bolivia in 1999–2000.


Thus it could be said that the IMF and World Bank manifested elements of a real-world Ponzi scheme—effectively robbing Peter to pay Paul on an international scale, but dressed up in monetary- and loan-policy clothes. As a result, many governments of developing nations across Latin America, Africa, Eastern Europe, and Southeast Asia that most heavily calibrated their monetary systems to the US dollar lost relative money and power or otherwise endured periods of high currency volatility. Their poor became poorer.


In the process, developing countries were largely overshadowed and weakened within this new global monetary system structure. As a direct consequence of the Bretton Woods framework, regions such as Latin America and the Caribbean were required to adopt neoliberal agendas, even at the expense of their domestic economic needs.


There was some resistance to this dynamic, to be sure. For instance, the United Nations Economic Commission for Latin America and the Caribbean was established in 1948 to cushion the impact of measures imposed by developed countries. In another part of the developing world, the Association of Southeast Asian Nations was established in 1967 under similar terms and with the target of accelerating economic growth in Southeast Asia.30


However, despite these groups, many nations had to bend their fiscal policies to be considered for financial support from the IMF and World Bank. Developing nations were forced to make tough choices between what was best for their population and external pressures for austerity measures, open markets, and inflation. This pattern reverberated globally, from Argentina to Venezuela, from Greece to Turkey, and from Nigeria to South Africa.


Because of the Bretton Woods paradigm, the central banks that played key roles in this new world order were destined to follow the Fed. This was due to the reserve currency status of the US dollar. The gold standard was established as a peg to the dollar for other currencies. This worked best for developed economies with access to more dollars that they could convert. Yet this system caused, to some extent, a hyperinflationary trend in Latin America and East Asia. Governments had to deal with rapid fluctuations in exchange rates, interest rates, and inflation. The problem was not being able to control such movements relative to outside currency and money flows.


However, on August 15, 1971, under pressure from Wall Street and the Federal Reserve, President Richard Nixon directed Treasury Secretary John Connally to suspend the convertibility of the US dollar into gold. The value of gold had been fixed at $35 per ounce by President Franklin Delano Roosevelt in 1934.31


This dollar/gold peg was the crux of the Bretton Woods monetary system. Once removed, foreign governments could no longer convert their US dollars into gold. That was the moment at which the monetary system went from currencies being backed by a hard asset or commodity to being completely “fiat,” or based on mere confidence in the government system. This cleared the way for central banks to “create” electronic funds at will. This was the beginning of giving central banks more control over money creation, and allowing governments more synergy with central banks to back their debt issuance.


To the American public, suspending the gold standard was sold as a move to help the US dollar withstand runs by foreign-currency speculators. The move provided the Fed with a wider scope of influence and the freedom to conduct currency-related operations in the future without gold-related considerations blocking its way. It also enhanced the power imbalance between nations that had more gold and dollars and those that didn’t.


This international inequality conundrum resurfaced during the twenty-first century. As a result of the financial crisis, central bank leaders from highly developed economies could fabricate more money than inflation-constrained emerging-market central banks could. Latin American and East Asian governments were forced to make a “Sophie’s choice” calculation: to suffer hyperinflation alongside more attractive interest and exchange rates and employment levels, or to try to control inflation with higher domestic rates at the risk of harsh internal credit conditions and rising unemployment. East Asian nations were “luckier,” in a sense, as they could target money toward production and industry and sell public and private assets to balance their budgets, instead of simply privatizing their nations for the benefit of foreign-country investment and control.


How did this spark the massive inequality wedge between the real economy and the financial markets? How did it further the divide between developed and developing nations? By institutionalizing a system that fabricates unlimited money without reference to the productive economy and its participants—workers, consumers, Main Street retailers, households.


Central banks were both unable and unwilling to direct support into the real economy. But that didn’t stop them from providing back-door financing to Wall Street. They insisted that markets and the economy were tightly linked. But the evidence derived since the financial crisis proves they’re not. Central banks were no longer just in the business of balancing money and credit, as per their mandates.32 Instead they had become the force of the markets themselves.


The inequity that the financial system imposed upon the world brought about jarring consequences. Its destructive forces boomeranged between the banking hubs of the United States and Europe. It triggered the Greek crisis in 2009, which was followed by others throughout Europe and beyond. These crises were met with a series of bailouts with even tighter strings attached that targeted weaker economies while benefiting stronger ones—and benefiting the bankers who had caused the crisis.


As former Greek finance minister Yanis Varoufakis wrote in his book And the Weak Suffer What They Must? Europe’s Crisis and America’s Economic Future, “Greece’s bailout, then Ireland’s, then Portugal’s, then Spain’s were rescue packages for, primarily, French and German banks.”33 The process was akin to taking candy from a baby, giving it to a bully, and blaming the baby for crying about it.


Money flowed throughout Europe, but the power brokers of the Troika—the European Commission, the European Central Bank, and the International Monetary Fund—heavily influenced where it went. What surfaced was that Europe was far more fractured than most people understood. The so-called PIIGS nations (Portugal, Ireland, Italy, Greece, and Spain) were given less aid and less room to circumvent rules compared to European economic heavyweights such as Germany and France.


This pattern had existed since the EU’s establishment by the Maastricht Treaty in 1999, but the financial crisis and the ECB’s postcrisis monetary favoritism made issues worse. It fueled growing tensions among citizens of different European nations. The backlash extended beyond the EU currency bloc and fueled long-present distrust across the EU, most conspicuously in the United Kingdom. Nationalism swelled through EU countries, including Austria, Hungary, and the Netherlands. While not focused on central banks or the financial system that left them battered, protests from ordinary citizens on the left and right reached a boiling point.


The Fed’s catastrophic mistake was enabling huge Wall Street banks to become “too big to fail”—a situation that it was responsible for preventing. In some ways the situation was analogous to the sinking of the Titanic. That paradigmatic failure was a result of ego-driven investors wanting to see their mammoth creation quickly return gains on their capital. Instead, the tragedy that unfolded affected the lower classes the hardest—they literally died below decks.


When the Titanic sank at 2:20 a.m. on April 10, 1912—just three hours after hitting an iceberg—its lifeboats were not filled to capacity. Consequently, about 60% of the first-class passengers and 42% of the second-class passengers survived; in contrast, 75% of the third-class passengers and crew members perished. Adding class insult to death, although the RMS Titanic was registered as a British ship, it was owned by American mogul John Pierpont Morgan. He headed the J. P. Morgan Bank, which still thrives as JPMorgan Chase today. Morgan missed the voyage purely by chance: he had fallen ill in Paris.


Over the years, banks made numerous attempts to curtail barriers and regulations that limited their activities. They routinely pressured congressional leaders and federal watchdogs, asserting that regulations stood in the way of competition. One key rule that arose in 1933, in the wake of the great stock market crash of 1929, managed to survive for decades, though. The popular bipartisan Banking Act of 1933 (also known as the Glass-Steagall Act) restricted Wall Street banks from using customer deposits as collateral for large-scale speculation and asset creation.34 However, after decades of bankers taking swipes at it, the act was repealed on November 12, 1999, during the Clinton administration, by a vote of 90–9 in the Senate.


That repeal was a large part of why the subprime mortgage problem morphed into a full-fledged financial crisis. Banks, whose deposits had been protected under the Federal Deposit Insurance Corporation (FDIC), created as part of Glass-Steagall, could now openly originate or buy mortgages and package them together into asset-backed securities, add other bells and whistles to the mix, and then buy and sell the resulting products. This feat of engineering was far more lucrative than just lending money to homeowners. Plus, having FDIC insurance for customer deposits allowed megabanks to loan more money to the big hedge funds, who in turn could buy these packages from the banks or each other. They could also use those packages as collateral for the loans. It was a recipe for the disaster that ultimately occurred.


By late 2008, the Fed had carved out a new role as America’s sub-superpower. It was providing swap lines to major central banks around the world to enable them to convert their currencies into much-desired dollars.35 The major central banks (including the ECB, Bank of Japan, and Bank of England) followed the Fed’s policies for two main reasons: to honor political alliances and out of fear of a more prolonged liquidity crisis if they didn’t. That meant an overall power shift in favor of key central banks. What unfolded across Europe, in Japan, and beyond was an experimental policy that would permanently alter markets and economies.


During a crisis, the Fed and its counterparts looked to garner support for their QE strategies. Central bankers, representing the world’s largest economic power blocs, perpetuated the theory that their fabricated money was required to help stabilize the general economy. To be effective, central bankers had to disperse their impact globally. That’s why, at the onset of the crisis in 2008, the Fed colluded with other central banks to decrease the cost of money worldwide. It did so by exercising its emergency powers under Section 13(3) of the Federal Reserve Act of 1913, which granted it “broad powers to make loans and otherwise keep money flowing in unusual and exigent circumstances.”36


This was a power move not only from within the monetary system but also over the entire financial system. It had consequences that reverberated throughout Wall Street. Although by 2017 the biggest banks would wind up paying $321 billion in settlements for their fraudulent activities, it was but a fraction of what the Fed had provided them through its QE policies.37


By January 2009, the Fed’s balance sheet, or book, held about $2 trillion worth of bonds or assets (nearly double the amount it had held a year earlier). What that meant was that even before the first official round of QE, which began in March 2009, the Fed was already performing QE.38 As Fed chairman Ben Bernanke said on January 13, 2009:


Some observers have expressed the concern that, by expanding its balance sheet, the Federal Reserve is effectively printing money, an action that will ultimately be inflationary.… However, at some point, when credit markets and the economy have begun to recover, the Federal Reserve will have to unwind its various lending programs.39


That unwinding never quite came to fruition. True, some lending programs (or “facilities,” as they were called) were closed, but others eventually popped up in their place.


Meanwhile, in the real world, people were losing their homes. According to RealtyTrac, an online foreclosure research database, “the number of U.S. residential properties receiving at least one foreclosure filing jumped 21% in 2009 to a record 2.82 million. The report also showed that 2.21% of all U.S. housing units (1 in 45) received at least one foreclosure filing during the year, up from 1.84% in 2008, 1.03% in 2007, and 0.58% in 2006.”40


The situation wasn’t unique to the United States by any means. A similar situation had unfolded in Europe.41 In France in 2008, about 12% of low-income households faced foreclosure, triple the proportion for households in general. In Spain, the number of foreclosures more than doubled in 2008 compared to 2007, with comparatively more of them in the poorer regions. In the United Kingdom, there was a 62% increase in the number of mortgages in arrears by the end of the first quarter of 2009 compared to the first quarter of 2008.42


The financial crisis began in the West. Yet the destruction it incited was global. Rising economies from China to Brazil to India were positioning themselves as nascent political powers. China, besieged by the negative elements of the Western-born crisis, was no longer willing to sit back and remain a neutral actor on the matter of monetary policy.


On March 23, 2009, the People’s Bank of China (PBOC) released a critical document titled “Reform the International Monetary System,” by PBOC governor Zhou Xiaochuan. For the first time, Zhou publicly called for a supranational reserve currency related to the IMF’s Special Drawing Rights (SDR) basket. He claimed, “The crisis again calls for creative reform of the existing international monetary system towards an international reserve currency with a stable value, rule-based issuance and manageable supply, so as to achieve the objective of safeguarding global economic and financial stability.”43


The SDR is an international reserve asset that was created by the IMF in 1969 to supplement its member countries’ official reserves. The SDR’s value was first based on a basket of four currencies used to support the international monetary system and relief efforts around the world. Until October 2016, this basket had included the US dollar, the euro (before the euro it had been the German deutsche mark and the French franc), the Japanese yen, and the British pound sterling; after that point, it added the Chinese renminbi.44


In reaction to Zhou’s claims, President Barack Obama, Fed chairman Ben Bernanke, and Treasury Secretary Tim Geithner opposed the idea of a global currency or the SDR’s ascent. At a press conference on March 24, 2009, Obama declared, “I don’t believe that there’s a need for a global currency.”45 A week later in London, at the G20’s second meeting (convened to discuss solutions to the international crisis), that organization’s Leaders’ Statement overrode this US objection. More cracks in the Bretton Woods wall lay ahead.


The markets, on the other hand, had been coddled by the unprecedented money-fabricating actions of the Fed and other central banks. For instance, on March 5, 2009, the Bank of England (BOE) created £75 billion of new money, ostensibly to be pumped into the UK economy.46 The reason for that maneuver, as the BOE admitted, was that it had run out of ammunition, having already cut rates to close to zero, and so other “additional unorthodox measures” such as quantitative easing were required “to prevent a slide into deflation.” Prices of UK government bonds, called Gilts, leapt from investors’ joy over the central bank’s plan to buy about a third of the 5- to 25-year Gilts outstanding. Shortly thereafter, the European Central Bank cut interest rates to 1.5%, which was, at the time, the lowest rate since the 1999 establishment of the eurozone.


On March 18, 2009, the Fed announced that it would pump $1 trillion into the financial system by purchasing Treasury bonds and mortgage securities.47 That was all it could do with its key interest rate already hovering around zero. Buying securities (such as long-term government and mortgage bonds) with money conjured out of thin air was another way for the Fed to inject more dollars into the economy—or into the markets, which was where much of it went. Those actions were the Fed’s biggest yet. They nearly doubled the amount of all its 2008 artificial money-creating measures. The idea was to spur economic activity by somehow getting the banks out of their bad investments. The markets responded with requisite glee: the S&P 500 index leapt by 2% on the announcement.


But a large rift was forming on the back of this central bank intervention. The world was dividing between nations that depended on Fed policies, those harmed by them, and those caught in the middle. Foreign capital slithered around the world like a python. Speculation and central bank stimulus lifted financial markets even as the underlying economies lagged.


Central bank policies in the developed world stimulated an increase of public and corporate debt in the developing world. That’s because once the QE policies and purchases of commercial banks by governments of developed countries took effect, the debt would be transferred to developing countries, which did not have the same mechanisms to safeguard their banks or contain inflationary pressures. The transfer worked like this: Increasing rates to combat inflation in places such as Brazil meant an increase in the expense of servicing those countries’ debt denominated in dollars. Alternatively, when central banks decreased rates, the cost of those funds was able to be better managed in general, without worrying about inflation to the same extent. Such debt obligations for developing nations had to be serviced or repaid, or the threat of default and international scorn would follow. Often, this meant that funds that could have been used for economic growth were deployed to pay off debt instead. Developed economies forced austerity on developing ones by virtue of this debt accumulation.


The austerity measures throttled existing economic and social projects. This drag in productive economic activity spread through emerging markets and hit Mexico, Brazil, Argentina, Venezuela, South Africa, and Turkey particularly hard.


The financial crisis further disrupted emerging-market economies because capital flight, on top of liquidations of domestic assets at bargain prices, drained liquidity. This sharply pushed up domestic yields, and with them borrowing costs. Emerging nations’ central banks exacerbated the problem by selling or devaluing their currency to buy dollars. This was their own artificial way of injecting more dollars into their economies, which were already facing dollar flight due to their currency devaluation. Brazil, for example, adopts this mechanism in times of currency crisis and high inflation. It was a vicious circle. Fear of liquidity shortages and general instability caused foreign and domestic investors to extract money from less stable regions such as Latin America, where central banks in Argentina and Uruguay in 2002 and in the Dominican Republic in 2003 injected money into the financial system in response to banking crises and fears of systemic collapse.48


In contrast to their counterparts in the developed world, central banks in emerging nations didn’t have the same power to control global markets or influence other countries’ central bank policy. As a result, countries such as Brazil, Turkey, India, and Nigeria were forced to find other ways to deal with domestic monetary and economic policy problems that resulted from the actions of the major central banks.49


The fallout from monetary overreach and financial system problems on the lives of normal people was evident everywhere. Throughout Europe, workers and students were casting their votes and voicing their anger against governments set on stealing their benefits because of the actions of big global banks. In July 2011, tens of thousands of British teachers and public sector workers walked off their jobs in protest at proposed changes to their pension plans.50 British students raged against rises in tuition costs and cuts in education spending. They joined thousands of European workers with similar concerns. Irish and Portuguese governments were voted out of office by angry voters livid over austerity measures. In Greece, residents rioted over a plethora of austerity proposals.


Around the world, various groups combined their voices and movements to combat economic injustice. The Occupy Wall Street movement began in September 2011 and was replicated around the world. Arab Spring protests sprouted in Turkey, Lebanon, Iran, and Saudi Arabia. These uprisings weren’t isolated instances so much as signs of global exasperation from citizens who were repeatedly taking the economic hit for the failures of the financial system, even as stock markets rallied in their faces.


As citizens protested, political winds shifted. Large-scale embraces of populism (on both the left and the right), nationalism, jingoism, and extremism surfaced. Realignments and fresh alliances among international superpowers and regional powers were activated in a manner not seen since the end of World War II. The twenty-first-century upsurge of the People’s Republic of China as an economic, monetary, and political superpower was accelerated by the US financial crisis and the PBOC’s criticisms of Fed policy, which resonated throughout the developing world.


The international impact of the Fed’s policies manifested in different ways. With US rates so low, investors sought higher returns elsewhere, while still keeping a foot in the door of US markets. The speculative and leveraged capital flooding around the globe wasn’t the kind looking to fund sustainable infrastructure or long-term development programs. Instead, it could be retracted at any sign of the slightest market, economic, or political disruption.


This “hot money” was less reliable than the longer-term investment capital China was offering in return for growing its relationships worldwide. China sought to extend the presence of its currency, the renminbi, to defuse the power of the US dollar. As China became more powerful, it saw the dollar as an obstructive element in foreign markets, investment, and development. However, true swings in dominant currencies are not frequent, and though pundits routinely announce the looming end of the US dollar, it is not that close at hand.


To cite some historical examples, the Dutch guilder held dominant-currency status during the seventeenth and eighteenth centuries (despite Spain and France being the dominant political and military powers at the time). The pound sterling replaced the guilder after the First Industrial Revolution, and its dominance lasted until World War II (though the size of the US economy had eclipsed that of the United Kingdom’s by the late nineteenth century). The US dollar has been the world’s dominant currency ever since. What history shows is that many factors must come into play over a period of decades or even centuries to evoke a seismic change in the currency order. However, that does not mean that smaller shifts aren’t in the cards.


As Sir Isaac Newton’s First Law of Motion put it, “a body at rest will remain at rest unless an outside force acts on it, and a body in motion at a constant velocity will remain in motion in a straight line unless acted upon by an outside force.”51 In the case of global currencies, that force must be massive and prolonged. Though the shock of Lehman Brothers’ bankruptcy unleashed a crisis that had already been developing, the response to it was a huge flight to safety by American and global investors into dollar-denominated assets. That caused the dollar to appreciate relative to other currencies, given the dollar’s “safe haven” status, even with an expanding Fed balance sheet.


The move was a stamp of approval for the financial vanguard. On January 28, 2010, Ben Bernanke was reappointed as Fed chairman for a second four-year term by President Obama. He was confirmed by the closest Senate vote in Fed history, 70 to 30. Still, it was a sign that the prevailing monetary policy that had elevated the Dow by 16% in 2009 between December 2008 and December 2009 (after it dropped 31% in 2008), despite US unemployment remaining above 9%, was considered a success.52


Even so, one by one, central banks and finance ministers grew more skeptical of Fed policies. They began to echo China’s overt criticisms. Brazil’s minister of finance, Guido Mantega, expressed his concerns on October 8, 2010. Germany’s finance minister, Wolfgang Schäuble, cited his worries a month later in an interview with the German newspaper Der Spiegel. That prompted President Obama to defend the Fed’s QE policy at the G20 summit in South Korea the following month. Meanwhile, the Fed soldiered on, with many ways of injecting money into the financial system under the guise of helping the economy, including a series of bond-buying QE blitzes through October 2014.53


Compounding European Problems


Europe’s debt crisis seemed to have no end. By late 2009, the peripheral eurozone member states of Portugal, Ireland, Italy, Greece, Spain, and Cyprus were unable to either make scheduled payments on their government debt or refinance it without external aid. Their fates would largely be decided by the ECB, the IMF, and the European Financial Stability Facility (EFSF), which was created as a temporary crisis resolution mechanism in June 2010, ostensibly to provide financial assistance to struggling countries.54


By early 2010, as the debt crisis grew, the PIIGS’ economies sputtered. They faced higher borrowing costs on sovereign debt and a widening of credit spreads relative to Germany in particular. The higher cost of borrowing combined with rising deficits made it impossible for certain countries, already facing low economic growth, to make ends meet. To try, though, some invoked austerity measures such as hiking taxes and cutting public funding and social programs. That, in turn, stoked greater social upheaval and civil uprisings.


By November 2010, Ireland followed Greece in needing a bailout. Portugal required one in May 2011. By June 2012, Spain and Cyprus joined in. Greece received several bailouts from the EU and IMF in exchange for adopting harsh EU-mandated austerity measures to cut public spending and raise taxes. But these vampiric measures compounded the anemic economic situation and stoked social unrest. International credit rating agencies slashed the sovereign debt rating of Greece (in 2010), Ireland (in 2011), and Portugal (in 2012) to junk status, making matters worse. More investors extracted capital from those countries, depleting budgets further. It was a downward spiral.


Meanwhile, the IMF, a chief arbiter of bailout packages and requirements, had its own issues. A sex scandal involving former French finance minister and IMF managing director Dominque Strauss-Kahn, who had been widely expected to run for French prime minister after his IMF stint, saw Strauss-Kahn resign from the IMF on May 18, 2011.55 His replacement, Christine Lagarde, elected on July 5, was the IMF’s eleventh managing director (and first female leader).


In her first public speech as IMF leader, Lagarde optimistically said, “When we look at our growth forecasts for 2011, 2012, we are clearly on the rebound and things are improving and are getting better when compared with the situation as it was in 2009 at the height of the crisis.” She noted that economic growth remained “unbalanced” because emerging-market economies were suddenly growing much faster than the economies of developed countries. However, she avoided answering questions about the situation in Greece. It appeared to be a calculated oversight, since she had expressed the view that she wasn’t ready to discuss the next Greek bailout terms yet.56


Easy monetary policy had not led to economic stability. Plus, not every EU country wanted it. Notably, elements of the German government and the German Constitutional Court questioned the legality of QE. Furthermore, claims of its economic impact appeared exaggerated, as unemployment was steadily rising.57


As it turned out, after being sheltered from the acute financial and economic disruption caused by Wall Street from 2009 to 2012, developing-economy GDP growth had far outpaced that of developed economies. Dragged down by their debt, the developed countries only added 20% to world GDP during that three-year period. The BRICS countries (Brazil, Russia, India, China, South Africa), on the other hand, had contributed 55% to global growth during the period, and were the reason that overall global GDP growth reached 2.5% in 2012.58 During the 2011–2012 euro credit crisis, these emerging countries wanted solutions. At the IMF and World Bank meeting in August 2011, Brazil’s finance minister, Guido Mantega, spoke on their behalf when he said that Europeans had a responsibility to ensure that their actions stop contagion outside the euro’s periphery.


But in a world of codependent nations in which money ignores national boundaries, entering and exiting markets opportunistically, the countries that were least able to unleash central bank might in the face of poor economic conditions bore the brunt of the money system’s Animal Farm–style selection process. Argentina would eventually default on its debt in 2014, as its central bank was unable to act independently of monetary policy pressure while facing domestic economic weakness.59 Greece and the rest of Southern Europe were no better off. The EU members that faced the worst recessions were the least powerful and received the least help from the Troika.


All the easy monetary policy had not fostered sustained economic growth. But it had rejuvenated stock markets. The US economy grew just 2.2% in 2012, while the S&P 500 index grew 13.4%. China’s economy was wobbling, too. As of July 2012, its second-quarter GDP growth had slowed to 7.6%, while the Hang Seng Composite stock market index finished the year up 22.9% over 2011. Brazil’s economy grew negligibly—only 0.9%—in 2012, its slowest pace over the prior three years, whereas its stock market rose by 5% between December 2011 and December 2012.60


In its 2012 outlook, the United Nations warned that “the risks for a double-dip recession have heightened.… [I]n accordance with a more pessimistic scenario—including disorderly sovereign debt default in Europe and more fiscal austerity—developed countries would enter into a renewed recession and the global economy would come to a near standstill.” It added, “From the second quarter of 2011, economic growth in most developing countries and economies in transition started to slow notably.”61


Meanwhile, the US financial system was floating on Fed support. European contagion could threaten any American recovery. Indeed, a 2012 report to Congress on impacts of the eurozone crisis on the United States said, “The United States has strong economic ties to Europe, and many analysts view the Eurozone crisis as the biggest potential threat to the U.S. economic recovery.” That was all the Fed needed to know to triple down on its easy-money policy. In September 2012, the Fed embarked upon its third round of quantitative easing (QE3), citing “slow economic recovery.”62 What the Fed didn’t seem to comprehend was that all this cheap money didn’t fix economic woes or calm social unrest. Europe was the prime example of that.


In mid-November 2012, a day of anti-austerity strikes in Europe turned violent. As the Guardian reported, “Hundreds of thousands of Europe’s beleaguered citizens went on strike or snarled the streets of several capitals Wednesday, at times clashing with riot police, as they demanded that governments stop cutting benefits and create more jobs.”63 The stress between what central banks believed they did for the economy, how the market reacted, and how people felt about it all was a ball of anxious string about to unravel.
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Chapter 2



THE INTERLUDE


People weighed down with troubles do not look back; they know only too well that misfortune stalks them.


—VICTOR HUGO, Les Misérables


Half a decade after the financial crisis first struck, a sense of relief appeared to pervade the upper echelons of the global monetary system. Cheerfulness was growing in the banking sector despite billions of dollars of fines and fraud settlements. Wall Street smelled opportunity. This was not because economic growth was particularly inspiring, social unrest was over, or persistent inequality was doing an about-face. Indeed, the opposite was true.


It was because if you ignored the devil in those details, sentiment in the financial markets was relaxed and upbeat. That was considered enough by some—in particular, by the banks that had weathered the storm of their own making and come out bigger and stronger.1 According to the Fed’s data, five US megabanks—JPMorgan Chase, Bank of America, Citigroup, Wells Fargo, and Goldman Sachs—held more than $8.5 trillion in assets by 2013. That size was equivalent to 56% of the entire US economy. It was up from a level of 43% before 2008. Too big to fail had morphed into “Yes, we’re big—so what?”
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