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CHARACTERS: The Conjurers of Money



Shinzo Abe: Japan’s prime minister since December 2012. He had occupied the post in 2006–2007 but resigned because of health issues. After that, Japan was governed by five prime ministers, none of whom stayed in charge for more than sixteen months. Abe’s second term as prime minister was marked by his decision to make economic policy a priority. His economic strategy consisted of three points: monetary expansion, flexible fiscal policy, and structural reform aimed at long-term investments, and is referred to as “Abenomics.”


Tarō Asō: Japan’s deputy prime minister and finance minister from December 2012 to present. He served as Japan’s prime minister from September 2008 to September 2009.


Ben S. Bernanke (“Helicopter Ben”): Succeeded Alan Greenspan as the chairman of the board of governors at the Federal Reserve System for two terms from 2006 to February 2014. He was responsible for leading the monetary policy actions in response to the international financial crisis.


Mark Joseph Carney: Governor of the Bank of England from July 2013 to present. He was governor of the Bank of Canada from February 2008 through June 2013. Earlier in his career, he worked for Goldman Sachs for thirteen years in London, New York, Toronto, and Tokyo.


Agustín Carstens: Governor of Banco de México from 2010 to October 2017. He served as Mexico’s finance minister from December 2006 until December 2009. He was deputy managing director of the International Monetary Fund from 2003 to 2006. He was runner-up for IMF president to Christine Lagarde. He assumed the role of Bank for International Settlements general manager from October 2017 to present.


Vítor Constâncio: Vice president of the ECB from 2010 to present. He was governor of the Bank of Portugal from 1985 to 1986 and from 2000 to 2010.


Mario Draghi (“Super Mario”): President of the European Central Bank from November 2011, when he succeeded Jean-Claude Trichet. Draghi was governor of the Bank of Italy from December 2005 to 2011 and vice chairman and managing director at Goldman Sachs International from 2002 to 2005. Draghi’s ECB presidency has been marked by zero and negative interest rates and major quantitative easing measures. His policies have come under scrutiny in Europe, because Europe has not demonstrated any significant signs of real recovery.


Toshihiko Fukui: Governor of the Bank of Japan from 2003 to 2008, incorporating forty years of service there.


Timothy F. Geithner: US Treasury secretary from January 2009 to January 2013. He was president of the Federal Reserve Bank of New York from 2003 to 2009.


Ilan Goldfajn: Current chairman of the Central Bank of Brazil in the provisional government of Michel Temer. He worked at the IMF from 1996 to 1999 and was director of the Central Bank of Brazil between 2000 and 2003. He was chief economist at Banco Itaú Unibanco, the largest private bank in Brazil.


Hu Jintao: General secretary of the Central Committee of the Communist Party of China from November 2002 to November 2012 and president of the People’s Republic of China from 2003 to 2012, when he retired and was replaced by Xi Jinping. He led China during the 2008 financial crisis, and his team was responsible for maintaining high growth during that period.


Lou Jiwei: Chinese minister of finance from March 2013 until November 7, 2016. He was the chairman and CEO of China Investment Corporation, the sovereign wealth fund responsible for dealing with some of China’s foreign exchange reserves.


Haruhiko Kuroda: The thirty-first governor of the Bank of Japan; he has occupied the post since March 2013. Before that, he was the president of the Asian Development Bank from February 2005 to 2013. Kuroda is a key figure in applying Prime Minister Abe’s economic policy; he was responsible for leading Japan into the negative interest rates zone.


Christine Lagarde: Managing director of the International Monetary Fund (IMF) from July 2011 to present. She won the slot against governor of the Bank of Mexico, Agustín Carstens. Lagarde had worked for the French government since 2005, in the posts of minister of agriculture and fisheries and minister of finance and economy. She was chairwoman of the G20 when France was in charge of its presidency in 2011.


Joaquim Vieira Ferreira Levy: A naval engineer with a PhD in economics from the University of Chicago. He was secretary of Brazil’s National Treasury during the first Lula da Silva government and minister of finance in 2015 in the Rousseff government. He was director of Brazil’s second-largest commercial bank, Bradesco, until appointed minister of finance in late 2014. When he left the Rousseff government, he took a finance director position at the World Bank.


Jacob (Jack) Lew: Replaced Tim Geithner as US secretary of the Treasury for Obama’s second term. He occupied the post between February 2013 and January 2017. Before that, Lew served as White House chief of staff from 2012 to 2013. He is a member of the Democratic Party and served in both the Clinton and Obama administrations.


Li Keqiang: China’s seventh and current premier, in office from March 2013 through the present. Before that, he was the first vice premier in Hu Jintao’s government. Premier Li Keqiang, and his vice premiers, as well as former finance minister Lou Jiwei and People’s Bank of China governor Zhou Xiaochuan, are broadly considered pro-business economic reformers.


Luiz Inácio Lula da Silva: President of Brazil from 2003 until 2011 (reelected in 2006). He was the founder of the leftist Workers Party. In early 2016 he temporarily assumed the position of chief of staff of the presidency of the republic at the end of Rousseff’s government. He was convicted and sentenced for several charges of corruption in the context of Operation Car Wash.


Guido Mantega: Coined the term “currency wars”; he was the most controversial minister of finance of Brazil through the second government of Lula and first government of Rousseff. He is considered responsible for the takeoff of Brazil in international markets of assets, commodities, and investments and the decline of the Brazilian economy.


Guillermo Ortiz Martínez: Former governor of Banco de México from 1998 to 2009. From 1994 to 1997, he served as the secretary of finance and public credit under the Zedillo administration. He was chairman of the board of the Bank for International Settlements from March 2009 to December 2009, and has been on the advisory board for the Globalization and Monetary Policy Institute at the Federal Reserve Bank of Dallas from 2008 to present.


Henrique de Campos Meirelles: Chairman of Brazil’s central bank from 2003 to 2011. Since May 2016 he has been minister of finance of the provisional government of Michel Temer. He holds a degree in civil engineering from the University of São Paulo. Before running the Central Bank of Brazil (BCB), among other things, he was president of FleetBoston’s (formerly BankBoston) Corporate and Global Bank in the United States.


Shoichi Nakagawa: Japan’s minister of finance from September 2008 to February 2009. He died in October 2009.


Enrique Peña Nieto: President of Mexico and member of the Mexican PRI party from December 2012 to present.


Lucas Papademos: Governor of the Bank of Greece from 1994 to 2002, when he assumed the post of European Central Bank vice president, until 2010. In 2011, in the middle of the Greek debt crisis, Papademos assumed the post of Greek prime minister.


Henry (Hank) M. Paulson: The seventy-fourth secretary of the Treasury of the United States, serving from July 2006 to January 2009. Before that, Paulson was Goldman Sachs’s CEO from 1999 to 2006. After leaving the Treasury, Paulson founded the Paulson Institute to promote sustainable growth cooperation initiatives between the United States and China.


Dilma Vana Rousseff: President of Brazil from 2011 until 2016 (reelected in 2014); she was removed after an irregular impeachment process. She worked in the government of President Luiz Inácio Lula da Silva as minister of mines and energy from 2003 to 2005 and chief of staff from 2005 to 2010. During that time, she was chairwoman of the board of directors of Petrobras.


Wolfgang Schäuble: German conservative politician from the Christian Democratic Union, Angela Merkel’s party. Schäuble served as finance minister from 2009 to October 2017. He served as federal minister of the interior from 2005 to 2009. Schäuble was a strident defender of the European Union project inside Germany.


Masaaki Shirakawa: Succeeded Fukui as the governor of the Bank of Japan, a position he occupied from April 2008 to March 2013. During Shirakawa’s term, the BOJ restarted the quantitative easing measures that were created and used by Japan from 2001 to 2006.


Dominique Strauss-Kahn: Former politician from the French Socialist Party. He was the managing director of the IMF from November 2007 to May 2011, when he resigned as a result of sexual assault accusations. He was in charge of the French Ministry of Economy and Finance from 1997 to 1999. During his term, the IMF called for a stronger role for the special drawing rights (SDR) as a possible alternative to the US dollar’s position as a reserve currency.


Michel Miguel Elias Temer Lulia: Acting president of Brazil since May 2016 and confirmed as provisional president after the removal of Rousseff. Previously, he served as vice president of Brazil for Rousseff’s two terms. He is the honorary president of the Brazilian Democratic Movement Party, a party considered center.


Alexandre Antônio Tombini: Former governor of the Central Bank of Brazil (BCB) during Rousseff’s government. He is an economist and had considerable influence as president of the BCB, experiencing some friction with different finance ministers during his tenure.


Jean-Claude Trichet: President of the executive board at the European Central Bank from November 2003 to October 2011. Before that, he ran the French Treasury for six years and was governor of the Banque de France for ten, from 1993 to 2003.


Axel Weber: The president of the German Bundesbank from April 2004 to April 2011, when he resigned one year before the end of his term. He was elected a member of the governing council of the European Central Bank in 2004.


Wen Jiabao: China’s sixth premier, served as the head of the government for ten years, or two terms, from 2003 to 2013. He was the central figure in the establishment of China’s economic policy during that period, especially measures to confront the global financial crisis.


Xi Jinping: General secretary of the Central Committee of the Communist Party of China, president of the People’s Republic of China, and chairman of China’s Central Military Commission from November 2012 to present.


Janet Yellen: The fifteenth chair of the board of the Federal Reserve System, acting since February 2014 for a four-year mandate. Yellen was an economics professor at the University of California, Berkeley. She succeeded Chairman Ben S. Bernanke after being his vice chair from 2010 to 2014. Before that, she served as president and chief executive officer of the Federal Reserve Bank of San Francisco. Wall Street considered Yellen a “dove” who largely maintained the policies of Ben Bernanke. Trump selected Vice Governor Jerome Powell to succeed her in November 2017, for a term starting in February 2018.


Yi Gang: Yi Gang became deputy governor of monetary policy of the People’s Bank of China in 2007. At the PBOC, he served in multiple positions since joining in 1997, including as deputy secretary general of the Monetary Policy Committee from 1997 to 2002. He served as former director of the State Administration of Foreign Exchange from 2009 through January 2016. He earned his PhD from the University of Illinois.


Zhou Xiaochuan: Governor of the People’s Bank of China from 2002. In 2009, at a pivotal moment of financial instability, Zhou gave a speech titled “Reform the International Monetary System” that questioned the role of the dollar as a reserve currency. He pressed for and achieved the yuan’s inclusion in the IMF special drawing rights basket.















AUTHOR’S NOTE



To research this book, I set out on a global expedition. I visited Mexico City, Guadalajara, Monterrey, Rio de Janeiro, São Paulo, Brasília, Porto Alegre, Beijing, Shanghai, Tokyo, London, Berlin, and many cities throughout the United States. I navigated high-speed railways through China’s countryside, witnessed anti-impeachment demonstrations in Brazil, sipped coffee with students, farmers, and small business owners throughout Mexico, and traversed the offices and halls of the US Congress.


The journey included my return to China, where I had first visited as a young banker working for the now-defunct investment bank Lehman Brothers. Financial instruments were less complex in the late 1980s and early 1990s. But it was a time when the role of finance was rapidly changing. So was the nature of the global economy and the risk imposed upon it by bankers. They altered it, trade by trade, bet by bet.


At the time, I was working on the futures and options desk while moving from my master’s to PhD coursework in statistics. I held a purist attitude about analytics (the math behind financial instruments) in contrast with the cocky, salesperson mentality of other colleagues pushing financial products. In my early twenties, I’d argue with the salespeople I worked with, one in particular, about the numbers and who got credit for what new analytical approach. Taking credit, whether or not it was yours to take, was part of the Wall Street survival tool kit. I was never particularly good at that part.


To quell the bickering, management decided to send me and that salesperson on a road trip together—around Asia. If we didn’t kill each other, in the process we’d sell some products or, at least, open accounts. I’d explain the math; the salesperson would sell the products. He was a hothead, but in the end, after various near-death experiences, including our driver’s rush against oncoming traffic to get us to the airport in the Philippines, we reached a truce and garnered some business for Lehman in Asia.


I didn’t realize it then, but the “product” we were trying to sell to the Chinese contained both financial and political underpinnings, as so many do. The People’s Bank of China held more reserves in US Treasury bonds than any other central bank. We introduced them to one of our products called “Term TED Spreads.” We would sell them US Treasury bonds and they would short, or sell back, a “strip” of exchange-traded futures and thereby lock in what was called a Treasury Eurodollar (or TED) spread. It was supposed to represent the way the market viewed the integrity of US government credit against that of LIBOR,1 a rate set by a consortium of major banks. LIBOR would later be criminally manipulated by big banks in the lead-up to the financial crisis of 2007–2008.


Lehman profited from selling both the bonds and the futures. Term TED Spreads was a basic product, but its mechanics were similar to the more complex ones to come. The early nineties represented a simple time, from a central bank perspective. The power of central banks over markets and economies was contained. Though I didn’t know it then, I would be working with and analyzing central banks for the better part of the next three decades.


I left Lehman shortly after that trip and took a position at Bear Stearns in London at which I created the financial analytics department. During my time there, the euro premiered as the official currency of the Eurozone. The Asian crisis struck. Bill Clinton was impeached. The Glass-Steagall Act, which had prohibited bank deposits from being used to fuel speculative activities within big banks, was repealed. Increasingly complex derivatives were sold to the portfolios of any entity with enough cash or credit to buy them, even if that credit came from the sellers of those derivatives.


Returning to New York in 2000, I worked as a managing director at Goldman Sachs, where I was responsible for the analytics underlying a rapidly evolving product, credit derivatives. I also ran a swat team that “hunted” for “white elephant” transactions tailored especially for major financial clients and corporations. The internal pressures within the firm regarding that “hunt” were intense. Wall Street had become less focused on client risk as products became more complicated and lucrative. One senior manager advised me that, if I wanted to get ahead at Goldman, I had to make upper management my clients, not the external customers. That was a pivotal moment for me; though a steady stream of internal politics at Goldman, on Wall Street, and in the corporate world at large is a constant presence, to have it so plainly spelled out stopped me cold. It was the kind of moment from which there is no turning back. It was friendly advice as well, but it just didn’t sit well with me.


Shortly after, the entire country was shattered by the events of 9/11. We each have our stories from those days, where we were, what went through our minds, how it changed us as people, as a nation. For me, those tense moments walking up Broadway away from Wall Street with the acrid, debris-filled smoke of the Twin Towers in the air, was a last straw. I left Goldman Sachs. Partly because life was too short. Partly out of disgust at how citizens everywhere had become collateral damage, and later hostages, to the banking system. Since then, I’ve dedicated my life to exposing the intersections of money and power and deciphering the impact of the relationships between governments and central and private bankers on the citizens of the world.


In 2004, I explored those post-1970s alliances in my first book, Other People’s Money: The Corporate Mugging of America. In that thesis, I warned of the calamities that would ensue as a result of credit derivatives, then a tiny blip on the banking and business media radar. Although other analysts eventually reached similar conclusions, I was one of the first “insiders” who explained when, why, and how this crisis would unfold. What happened following the repeal of the bipartisan-passed 1933 Glass-Steagall Act in 1999 was unavoidable. As long as people’s deposits remained fodder for reckless speculation, I wrote, the world was at risk. Indeed, a few years later, the US economy collapsed, taking down markets and economies around the globe. Some people said banks weren’t to blame, people who couldn’t afford their mortgages were. But that’s not a logical conclusion if you do the math and know how banks create and sell mortgages.


The financial crisis began three years after my book came out and escalated through 2008. Those events led to my next book, It Takes a Pillage: Behind the Bonuses, Bailouts, and Backroom Deals from Washington to Wall Street. The book tapped into the psyche of Wall Street, revealing how the very structure of the financial system hinged on traders flocking to the next big bet, regardless of the stakes. In addition, the same people and families kept popping up, cycling through Wall Street and Washington. They influenced the economy beneath them from their loftier heights of status, private money, and public office, dismantling laws that stood in their way and finding loopholes in others. Private banks normalized market manipulation. Central banks made it an art form, with no limits.


The big banks, with their strong personal and legacy connections to the government and the backing of central banks, particularly the Fed in the United States, thrived through economic and geopolitical conflict. Their bloodlines and family connections spanned a century. In my book All the Presidents’ Bankers: The Hidden Alliances that Drive American Power, I dug deeper. The project took me to presidential libraries across the country. I perused documents untouched for decades—or ever—that supported one conclusion: relationships matter.


Whether central bankers proclaim to support or oppose each other matters. In Collusion, I expose these international relationships and the power grab of central bankers at the Fed, European Central Bank, Bank of Japan, and other central banks that have fabricated or “conjured” money to fund banking activities at the people’s expense. Since the financial crisis, these illusionists have created money, altered the nature of the financial system, and orchestrated a de facto heist that enables the most powerful banks and central bankers to run the world.


The concept for Collusion cohered in my mind after I was invited to address the Federal Reserve, the International Monetary Fund (IMF), and the World Bank in June 2015. Because I had been vocal about labeling recent central bank policies “insane,” at first I thought the invitation was a mistake; I even asked as much of the Fed office that invited me. Their response was, “We are looking forward to what you have to say.”


In the well-appointed and historic boardroom where the Federal Open Market Committee (FOMC) sets monetary policy, I was to address a roomful of international central bankers in the morning kick-off session of the three-day global conference. The boardroom was situated upstairs from the portrait of Carter Glass, who helped steer President Woodrow Wilson’s proposal for the Federal Reserve System that culminated in the Federal Reserve Act of 1913 through Washington. In 1919, Glass became Wilson’s Treasury secretary, succeeding William G. McAdoo in the role.2 Glass in memoriam watched over the atrium where we had our group photograph taken that morning to commemorate the occasion. The central bankers hailed from the same institutions that routinely met at G7 and G20 and other multinational central bank gatherings around the world. My host placed me at the front of the room.


Chair of the Federal Reserve Janet Yellen opened the event, indicating the banking system was better but some instability still lurked. She was followed by an assistant Treasury secretary who touted the accomplishments of the Obama administration in combatting financial risk with the Dodd-Frank Act (which didn’t actually break up the banks). Cardinal Theodore McCarrick, fresh from a meeting with the pope, reminded everyone of their responsibility to help the poor.


Then it was my turn. I explained why years of supporting a private banking system of recidivist felons with no strings attached couldn’t possibly lend itself as a panacea for financial or economic stability. “You have the power to do better,” I told the central bankers. But the real question is, “Do you have the will?” For what began as an “emergency” monetary policy had morphed into an ongoing norm and provoked a shake-up of the world economic order.


Over the days of that conference and ever since, multiple global central bankers (including from the Fed and IMF) have thanked me privately for my honesty. Yet their policies have barely changed at all. No significant regulations have been introduced to fix the structural problems behind the last financial crisis. Banks and the markets have been subsidized by quantitative easing and conjured-money policy. Central banks have colluded to provide global artificial money and subsidies as they see fit rather than to actualize authentic, long-term, tangible growth and stability or require anything in return from the big banks they helped the most.


Whether the broad population knows it or not, this collusion among the most elite central banks has run rampant and deep. Worse, central bankers have no exit strategy for their policies, no great unwind plan, despite repeatedly throwing out words that indicate they do. It’s like pushing a huge snowball to the edge of a cliff and hoping the cliff will morph into a valley before the snowball plunges and destroys whatever is in its way below.


Which means we are headed for another epic fall. The question is not if, but when.















INTRODUCTION





It is not the responsibility of the Federal Reserve—nor would it be appropriate—to protect lenders and investors from the consequences of their decisions.


—Ben Bernanke, Federal Reserve chairman, 2007




The 2007–2008 US financial crisis was the consequence of a loosely regulated banking system in which power was concentrated in the hands of too limited a cast of speculators. Since the crisis, G7 central banks have pumped money into private banks through an unconventional monetary policy process called quantitative easing (QE). QE is an overtly complex term that entails a central bank manufacturing electronic money and then injecting it into banks and financial markets in return for purchasing bonds or securities (or stocks). The result of this maneuver is to lift the money supply within the financial system, reduce interest rates (or the cost of borrowing money, disproportionally in favor of the bigger banks and corporations), and boost the value of those securities. The whole codependent cycle is what I call a “conjured-money” scheme, wherein the cost of money is rendered abnormally cheap.


Speculation raged in the wake of this abundant cheap capital much as a global casino would be abuzz if everyone gambled using someone else’s money. Yet bank lending did not grow, nor did wages or prosperity, for most of the world’s population. Instead, central bankers created asset bubbles through their artificial stimulation of banks and markets. When these bubbles pop, the fragile financial system and economic world underlying them could be thrown into an economic depression. That’s why central banks are so desperate to collude.


Enabling certain banks to become “too big to fail” was the catastrophic mistake of the very body supposed to keep this from happening, the Federal Reserve. The Fed happens to be the arbiter of bank mergers—and it has never seen a merger it didn’t like. Legislation to deter “too big to fail” had been in existence since 1933. In the wake of the Great Crash of 1929, a popular bipartisan act called the Glass-Steagall Act restricted banks from using federally insured customer deposits as collateral for large-scale speculation and asset creation. Banks that were engaged in both of these types of practices, or commercial banking and investment banking, were required to pick a side. Either service deposits and loans, or create securities and merge companies and speculate. By virtue of having to choose, they became smaller. Big bank bailouts became unnecessary. But that act was repealed in 1999 under President Clinton. As a result, banks went on a buying spree. The larger ones gobbled up the smaller ones. Along the way, their size and loose regulations gave them the confidence and impetus to engage in riskier practices. Ultimately, they became so big and complex that they could create toxic assets and provide financing to their customers to buy them, all at once.


That’s how the subprime mortgage problem became a decade-long financial crisis that required multiple central banks to contain it. Big banks could buy up mortgages, turn them into more complex securities, and either sell them to global customers, including pension funds, localities, and insurance companies, or lend substantive money to investment banks and hedge funds that engaged in trading these securities. The Fed allowed all of this to happen.


Massive leveraging (or betting with huge sums of borrowed money) within the securities those big banks created and sold exacerbated the risk to which they exposed the world. Eight years after the crisis began, the Big Six US banks—JPMorgan Chase, Citigroup, Wells Fargo, Bank of America, Goldman Sachs, and Morgan Stanley—collectively held 43 percent more deposits, 84 percent more assets, and triple the amount of cash they held before. The Fed has allowed the biggest banks on Wall Street to essentially double the risk that devastated the system in 2008.


But in the banks’ moment of peril, the Fed unleashed a global policy of injecting fabricated money into the worldwide financial system. This flood of cheap money resulted in the subsequent issuance of trillions of dollars of debt, pushing the global level of debt to $325 trillion, more than three times global GDP.1 By mid-2017, the total assets held by the G3 central banks—the US Fed, the European Central Bank (ECB), and the Bank of Japan (BOJ)—through conjured-money QE programs had hit more than $13.5 trillion.2 The figure was equivalent to 17 percent of currency-adjusted global GDP.


To garner support for their multi-trillion-dollar QE strategies, the G3 central bank leaders peddled the notion that they were helping the general economy. That couldn’t have been further from the truth. There was no direct channel, no law, no requirement to divert the Fed’s cheap money into helping real people. This was because borrowing and subsequent investing in the real economy required funds from private banks, and not from central banks directly. That’s how the monetary system was set up. And private banks were under no obligation to do anything with this cheap money they didn’t want to do.


Central bank money crafters realized early on that simply adjusting benchmark interest rates in their countries was no longer effective without quantitative easing. They had to wax unconventional with monetary policy. And then they had to collude to spread their programs globally. They concocted and plowed cash into their respective banking systems.


Specifically, the largest private banks, including JPMorgan Chase, Deutsche Bank, and HSBC, that inhaled this cheap money were not required to increase their lending to the Main Street economy as a condition of the availability of that money. Instead, the banks hoarded the cash. US banks colluded with the Fed to get that cash by stashing their bonds as “excess reserves” (more reserves for emergencies than regulations required) on the Fed’s books. And, because of the Emergency Economic Stabilization Act of 2008, they received 0.25 percent interest per year from the Fed on those reserves, too. Wall Street used its easy access to cheap money to increase speculation in derivatives and other complex securities. They used it to buy back their own shares, thus effectively manipulating their own stock—in broad daylight and with explicit approval from the Fed. In turn these banks dialed back their lending to small and midsized businesses, which hampered their growth potential.


The danger with having a system rely on so much conjured capital is that when central bankers stop manifesting it, it could go into shock; markets could plunge, credit seize, and a new crisis emerge. That’s why central banks are walking the tightrope between altering their policies and doing nothing to alter them, thereby continuing them by default, with no exit plan.


Sir Isaac Newton’s third law of motion states: for every action there is an equal and opposite reaction. This principle doesn’t hold linearly at the intersection of money and politics, but it’s illuminating when cross-examined. Relationships must be untangled, geography collapsed, and time compacted to grasp the true causes and effects of money in politics.


After the monetary system faces the sober reality of a real shock, the truth is that it may never truly return to its prior state. The system morphs into something new. Collusion chronicles the ascent and interaction of the world’s elite central bankers, who accumulated unprecedented power and influence over the world economy following the financial crisis of 2007–2008. It tells the tale of how these undemocratically selected officials have irrevocably transformed the very system they are sworn to protect.


At the onset of the crisis, the Fed colluded with other central banks to decrease the cost of money. Their fabricated money didn’t come from taxes, revenues, profits, or growth. The Fed did so by exercising its emergency powers under the Federal Reserve Act of 1913 to do whatever it deemed necessary to contain the crisis. Or so it said.


The Fed was established through legislation passed in December 1913 under Democratic president Woodrow Wilson, following a series of bipartisan negotiations orchestrated by Virginia congressman Carter Glass. Development of a US central banking system had begun several years earlier, with the efforts of former Senate banking committee leader Nelson Aldrich, the Republican senator from Rhode Island who convened a select team of private bankers in secret at a club designed by and for the wealthiest members of US society, at Jekyll Island, Georgia. They proposed a central bank that would back private banks in the event of a financial crisis such as the Panic of 1907. The Fed that emerged became the last resort for private US banks that needed liquidity3 or, later, fabricated “money” to operate when credit was tight or unavailable. Secondarily, the Fed was tasked with maintaining stability, low inflation, and full employment through setting monetary policy, or the level of rates—and by whatever means necessary.


Fast-forward about a century. By late 2008, the Fed had gone into overdrive carving out a role as America’s sub-superpower. The central bank adopted an imperial position in the global central bank hierarchy, unleashing a series of power plays among other central banks.


The Fed pushed its strategies globally. It saw no other option. So entangled and codependent were the big US and global banks that the only way to keep the money flowing into the banking system was to enlist the help of allies the world over. The international monetary system of interest rates, currency movements, and debt creation had become so intertwined with the US banking system that “saving” the latter meant co-opting the former. The major G7 central banks followed the Fed for two reasons: geopolitics and fear. They feared a deeper and more prolonged liquidity crisis if they didn’t do the Fed’s bidding.


Central bankers determine the value of money by setting interest rate levels directly and make additional adjustments by purchasing bonds. The more bonds they purchase, the lower they can keep interest rates because they manufacture demand, which pushes up bond prices, which, by the nature of bond math, pushes down interest rates. They influence, or try to influence, the worth of currencies by buying and selling them locally and internationally. These bankers tend to cycle through various public and private posts domestically and on the world stage of the global monetary system network.


SHIFTING MONETARY SYSTEMS: DEVELOPED TO DEVELOPING NATIONS


Emerging from the ravages of the financial crisis, developing countries challenged the status quo of US-and European-led money policies. They developed new economic, trade, and diplomatic alliances to seek refuge from the Fed and the US dollar. That was in stark contrast to prevailing monetary policy history.


The World Wars of the twentieth century had spawned a US-led monetary structure that came to dominate markets and geopolitics. In 1944, self-interested financial leaders convened at Bretton Woods to craft a monetary system centered on US and European currencies and interests. While Europe rebuilt its war-torn cities, the United States capitalized on its superpower role, and developing countries were overshadowed.


In contrast, the twenty-first century gave rise to a financial world war. Conjured money was the weapon of choice. Fabricated funds went toward subsidizing the private banking system and buying government debt, corporate debt, and stocks. By providing the grease that kept money flowing, central bankers superseded governments—they set the cost of money and provided the confidence in ongoing liquidity—the world was their battlefield.


On the surface, the International Monetary Fund (IMF) was established by the United States and Europe (with olive branches extended to other countries) to fund postwar development. But, in practice, both the IMF and the International Bank for Reconstruction and Development (part of the World Bank Group and commonly referred to as the World Bank) fortified the economic and political power of the core US-Europe alliance. The power of this entity increased after the most recent financial crisis, as did its growing embrace of emerging economies, including China and Russia.


Leaders of developed and developing countries embarked on a paradigm shift. The world would gradually be divided between those who depended on Fed policies and those who had been harmed by them. Gatherings and conferences of central bank leaders would become focal points and outlets for criticism against the systemic risk, low growth, and poverty being spawned.


The global financial system elites meet up in swanky locations. They take each other’s calls and tend to avoid mere mortals (some have not driven their own cars in decades). In practice, they operate in such a way so as to continually grow and retain their power. The modern outsized influence of these nondemocratic private-public banking institutions and individual leaders eclipses that of governments and has become an indispensable backdrop to markets and capital flows. Theirs is a natural process of greasing the wheels of banks and markets. Except it’s not. By following the money and power alliances to their source, a more compelling story emerges, one of collusion, forced collaboration, and a changing monetary and financial system hierarchy.


In 2009, the world was coming to terms with how massive the global financial crisis was. The American financial system was broken. The international monetary system was breaking. It was unclear how far that “developing disaster” would extend. Central bankers are not elected by voters. Yet they play at government. They promote policies under the auspices of stabilizing prices, achieving full employment, and maintaining (a somewhat arbitrary level of) inflation. Since the financial crisis, they have ushered in an unprecedented period of artificial intervention.


Before the crisis, central bankers exhibited gross negligence of their regulatory responsibilities to contain bank risk and fraud. In an effort to minimize the fallout, they lavished extreme monetary intervention on the biggest banks and markets in which they operated. What started as a rescue mission for the biggest US banks in the form of liquidity “lifelines” metastasized and became global.


This in turn caused other countries to reexamine their positions in the international financial hierarchy relative to the United States. Non-Western nations such as China and Russia had no interest in becoming casualties of another US-led crisis and came to understand that dependency on the US dollar put them at risk. Emerging market nations began to gravitate toward China for refuge, seeking a way to maintain trade while diffusing exposure to the risks of the US.


Classic monetary policy sets rates and credit conditions in “pursuit of maximum employment, stable prices, and moderate long-term interest rates.”4 But after the financial crisis, zero percent interest rate money remained manna for stock and real estate markets. What began as self-described “emergency measures” by the Fed became the new normal. Like Dr. Frankenstein, the Fed had created something with implications far beyond what it understood.


Wall Street was nourished by this monster. Foreign capital slithered around the world like a ravenous snake in search of prey. Speculation, short-term profit, and central bank encouragement allowed for global collaboration and ultimately unsustainable markets. All this created the illusion of economic stability.


The financial crisis of 2007–2008 converted central bankers into a new class of power brokers. Their behavior ran roughshod over the very notion of free markets because they rendered markets sustained through artificial means. Central banks re-redefined the balance of power in the international order. In developed countries, they launched a strain of financial warfare whereby they backed governments, implicitly forcing austerity on weaker countries. In developing countries, they advocated austerity for their own populations.


In the decade that followed, US debt rose from about $9 trillion in 2007 to $20 trillion in 2017.5 The debt-to-GDP ratio nearly quadrupled, from 40 percent to 105 percent. The Fed held the equivalent of almost one-third of this amount as “reserves” on its books. This was effectively debt created by the US Department of the Treasury, bought by big banks, and returned to the Fed to earn interest for those banks. It did nothing to support the real, or foundational, economy. And without a solid foundation, you don’t have a solid economy.


Something had to give—people’s patience. The Fed’s rising influence and power to create money—but not financial security or economic prosperity—prompted major shifts in voter preferences. Large-scale moves toward nationalism were met with bitter battles to maintain globalism. Superpower realignments and fresh alliances were activated with a zeal not seen since the wake of World War II. The Fed’s fabricated-money strategy left other central banks with a choice: collusion or consequences.


THE POWER GAME


Classically, central banks hold reserves in case of emergencies, set interest rates, and allocate funds to calm or restructure the world after panics or wars. The more recent role they have assumed is one of securing the entire financial system and influencing the economic trajectory of entire sovereign nations. This is the antithesis of democratic rule. Such a monetary oligarchy operates beyond democratic norms and limits.


The scope of their activities, and the sheer level of international coordination and its results, was unthinkable before 2008. Never before has money been so cheap—for so long. Never before has there been no imagined alternative to artificial capital. Never before have certain elite central bankers sought to control all others. Never before have central bankers attempted to dominate the world monetarily and economically—and been able to do it.


Much of the twentieth century belonged to Wall Street. The twenty-first century now belongs to the central banks. Historically, every bubble has been followed by a bust. Central banks have created an artificial money bubble, specifically crafted for the purpose of lavishing banks and markets with cheap capital. Though the Fed began to signal a reduction in the size of its book in mid-2017, by miniscule percentages, reducing it substantively in practice has significant ramifications. These include catalyzing a rise in rates and therefore the cost of debt denominated in dollars around the world. That could impair the ability of emerging markets (EMs) that borrowed money in US dollars to repay their debts. In turn, these actions could lead to corporate bond defaults for companies, forcing major job loss or wage reductions in order to remain afloat.


A handful of officials control the fates of billions of people. The more these officials rely on artificial money, the greater their power. G7 central bankers, such as Fed leader Ben Bernanke, followed by Janet Yellen, ECB head Mario Draghi, and BOJ head Haruhiko Kuroda, sought to subsidize their banking systems and markets through unprecedented intervention.


This situation belies an integrated network of a new, influential breed of central bankers. Lurking behind their actions is a monumental yet subtle shift. The rise of the Fed’s power and that of its allies catalyzed irrevocable changes that have provoked the increase in non-G7 central bank powers, such as that of the People’s Bank of China, and instability in major emerging market nations such as Mexico and Brazil.


POWER OF THE UNELECTED


From public or private posts, central bank governors are usually appointed by government offices or officials on the basis of ideology and personal relationships. In the United States, there is a pretense of public choice, and then Congress votes on the candidate. In practice, however, no candidate for governor of the Fed has ever been rejected by Congress, so de facto the US president selects that individual. For purposes of job security, central bankers can either stay aligned with the president or they stay above ideological politics. But they don’t have to. They are free to decide monetary policy as they see fit, without transparency or accountability.


In countries like China, Brazil, and Mexico, the president or minister of finance appoints the central bank governor. The selection is fraught with political undertones, even though some presidents stress that the central bank operates independently of the government. In the case of the multinational central and development banks that shape monetary policy, such as the IMF, the World Bank, and the Bank for International Settlements (BIS, or “the central bank of central banks”), leaders are chosen by member countries. Thereafter, they are selected and appointed by former members. It’s a rotating, exclusive club.


SUPPLYING DOLLARS, INCREASING INEQUALITY


Beginning in 2008, the Fed provided US dollar liquidity to international markets by doubling its foreign exchange swap lines with the Bank of Canada, Bank of England, Bank of Japan, National Bank of Denmark, European Central Bank, Bank of Norway, Reserve Bank of Australia, Bank of Sweden, and Swiss National Bank, from $290 billion to $620 billion. This was the central bank equivalent of “the House” providing extra money to the gamblers at nearly no cost, so they could keep placing wagers until their spate of bad luck dissipated.


When these carefully crafted (think: artisanal) subsidies, called “currency swaps,” were first used by central banks in the 1960s, the dollar was weakening as other countries hit post–World War II production strides. In that environment, the Fed offered $20 billion of currency swaps in dollars, an amount worth $160 billion today. The idea was to furnish foreign banks with US dollars with which to engage in trade and financial transactions with US banks. That amount was one-quarter of the figure on offer by the Fed in 2008. Currency swaps weren’t the only provision of money on the menu, nor were they enough to satiate the imperiled financial system, starving for more dollars.


By September 30, 2008, markets had devoured these currency swaps, pushing the value of the king dollar relative to other main currencies back on top. The global financial crisis was caused by US banks and their negligent-at-best regulator, the Fed. Yet, the dollar exhibited its most acute appreciation since being allowed to “float” after the gold standard was abolished in 1971. This happened by virtue of the Fed’s crafting just enough dollars to keep the system going, but not enough to drive down demand for the dollar. The Fed was the perfect drug dealer, keeping its customers always wanting a little bit more.


The dollar’s rise was attributed to traditional reasons: it was a “safe-haven” currency, there was a shortage of demand, and traders were “unwinding” or getting out of trades that had bet on a weaker dollar. All that was true. But the biggest factor was the Fed’s choreography.


Starting in 2012, the Fed portrayed the desire, but not the action, to retreat from its policies of providing liquidity to world markets and major banks. The US central bank offered a gamut of benchmarks, from inflation to unemployment, as necessary conditions to shift to tightening rate policy. But it feared negative repercussions of a major policy shift. So, the Fed’s goalposts stayed in constant flux.


Global citizens saw no significant upgrade in their personal financial conditions. To the contrary, the majority of wages stagnated after 2008. Between 2012 and 2015, developing country wage growth slowed from 2.5 percent to 1.7 percent. Among developed G20 countries, it rose from 0.2 percent in 2012 to 1.7 percent in 2015, but most of that increase went to the top 10 percent of the population.


Despite central banks’ claims of spurring economic growth with their methods, the wealth gap between the rich and the poor remained near record levels. In November 2016, the Organisation for Economic Co-operation and Development (OECD) announced that, although the richest 10 percent had rapidly bounced back, long-term unemployment, low-quality jobs, and greater job insecurity had disproportionately hit low-income households. According to the OECD’s study of thirty-five member countries, “By 2013/14, incomes at the bottom of the distribution were still well below pre-crisis levels while top and middle incomes had recovered much of the ground lost during the crisis.”6


Since 2009, central bank leaders in developing nations, from Brazil to China, and in struggling developed nations, have warned the public about the false sense of security this cycle of government debt creation and central bank debt possession provides. On June 29, 2014, Jaime Caruana, governor of the Bank of Spain and head of the BIS, noted, “Ever rising public debt cannot shore up confidence. Nor can a prolonged extension of ultra-low interest rates. Low rates can certainly increase risk-taking, but it is not evident that this will turn into productive investment… if they persist too long, ultra-low rates could validate and entrench a highly undesirable type of equilibrium—one of high debt, low interest rates and anemic growth.”7


The Bank for International Settlements was established in Basel, Switzerland, in 1931 during the Great Depression. This was a time when people had lost confidence in their banks and their ability to extract money when they needed to. The BIS was to sit above all the world’s central banks and monitor global behavior to thwart crises and stimulate coordination. In practice, because all the elite central bankers were involved, it was a central bank club more than a monitor. Even the BIS, in strange irony, has become critical of zero interest rate policy as an economic cure-all. In its words, “Globally, interest rates have been extraordinarily low for an exceptionally long time.… Such low rates are the remarkable symptom of a broader malaise in the global economy.” The conclusion of the BIS report minced no words. It pronounced an epic shift. “Global financial markets remain dependent on central banks.”


Dependent is a strong word. Yet a more accurate way to depict the situation had emerged. The biggest central banks had become the market.


The only policy intentionally propping up the entire global financial system is that of cheap money. According to the BIS, “Since the global financial crisis, banks and bond investors have increased the outstanding US dollar credit to non-bank borrowers outside the United States from $6 trillion to $9 trillion.”8


The Fed exacerbated a cheap-money addiction through its obtuse and often impromptu messaging, releasing disparate statements to tease or test markets. It behaved like an encroaching army: it colluded with allies but left no options on how to oppose its orders.


The symbiotic relationships among central banks, major governments, and private banks are nothing new. What is new is the extent to which the Fed’s collusive monetary policies first elevated and then diminished the status of Western central bank leaders relative to Eastern ones. The overriding reach of the Fed had the unintended consequence of opening the United States to the loss of its political superpower status. If the Fed raised rates too high or too quickly, it would cause a global crash, the ultimate proof of the policy’s ineffectiveness at fostering long-lasting economic stability.


Until the middle of 2015, the IMF had been mindful not to be too openly critical of the Fed. The time had finally come; when faced with the threat of the Fed raising rates and damaging already weakened emerging market currencies and potential debt payments, its managing director, Christine Lagarde, became emboldened to do so. She cautioned the United States and the world about the side effects of the Fed’s cheap-money policy, pointing to the problems that could arise if the Fed raised rates too quickly or by too much.9 Meanwhile, the IMF worked with the Chinese government and central bank to add the yuan to the “basket” of currencies backing the “IMF currency,” or special drawing rights (SDR) basket. This was in allegiance to the rising power of China and diversification of the global monetary system away from the US dollar.


The G20, relatively dormant on the issue of monetary policy since its creation in 1999, rose to prominence in the year following the financial crisis. In 2016, the global forum for governments and central bank governors comprising the twenty major economies convened in China for the first time. The move boosted a major US rival and reaffirmed its rising spot as a prominent economic and diplomatic contender. It punctuated and portended the trend of growing tension among developed and developing states.


The countries I explore in Collusion represent the main pivot points of the world’s post-crisis political-financial shift. Mexico was caught between its tight relationship with the United States and its growing desire for independence; Brazil, the largest Latin American economy, was deepening its associations with China but grappling with its United States–centric tendencies. China used the financial crisis to elevate its diplomatic and trade hegemony, globally. Japan was caught in the crosshairs of its old US alliance and fresh opportunities with Europe and its former foe, China. For Europe, certain elite leaders embraced United States–backed monetary policy, but the resulting internal political-economic turmoil would tear apart its structure. They represent case studies of the dual machinations of central bankers domestically and on the world stage.


MEXICO


In Mexico, the financial crisis and the Fed’s reaction to it presented a domestic conundrum. The Central Bank of Mexico, or Banco de México, had to decide whether and when to play follow-the-leader with Fed policy. On the surface, the United States’ southern neighbor had no choice because of trading relationships. The governors of Banco de México over that period, Guillermo Ortiz and then Agustín Carstens, were well situated globally because of their US relationships. However, they were also caught in the vortex of following the Fed or paying homage to their country’s domestic economic needs.


Both men were critical of US monetary policy and the risk the US banking system imposed on the world. Carstens, the more politically leveraged of the two, was nominated along with France’s Christine Lagarde for the second-most-powerful central bank post in the world, the head of the IMF. He lost. His US allies did not support him. The decision was one that could have altered the nature of the relationships between the United States and Latin America. Chapter 1 explores the growing rift between Mexico’s US allegiance and independence. The adversarial relationship of President Donald Trump with Mexico affects not just the economies of both countries but also their central bank coordination. Carstens resigned his post as central bank governor after Trump became president, opting for a more international platform as general manager of the BIS instead.


BRAZIL


In the wake of the financial crisis, Brazil burst onto the international stage with a determination that it had not exhibited before. The Latin American powerhouse led the charge to adopt an alternative to a financial and monetary system centered around the US dollar. The BRICS10 alliance afforded Brazil sizable financial and political benefits, because China and India were destined to contribute more than 40 percent to global economic expansion through 2020 versus the US contribution of just 10 percent.11


The story of Brazil in Chapter 2 probes the impact of the Fed’s policy on a country that once had relatively little impact on the international stage from a monetary policy perspective. In the global struggle for supremacy between the United States and China, Brazil emerged as a leading financial and trading battleground.


CHINA


To artificially stimulate its markets and banks, the People’s Bank of China (PBOC) adopted a variety of money-conjuring techniques. The Chinese central bank emerged as a primary critic of the Fed, its superpower rival. Raw disdain for the Fed’s policies catapulted China onto the global stage as a currency alternative and economic partner for emerging market nations. In October 2016, the yuan was accepted into the IMF’s SDR basket of currencies, receiving the third-largest weight, behind the dollar and the euro. This represented a seismic shift from the IMF’s former adherence to G7 currencies.


As the United States exuded an increasingly anti-China attitude publicly, China forged other trade and economic alliances. These were accelerated by China’s reactions to the Trump administration. China’s story in Chapter 3 highlights the evolution of the PBOC and renminbi against the backdrop of ongoing political jockeying between Beijing and Washington.12 It illuminates the reimagining of the existing global monetary system behind this superpower battle.


JAPAN


When Haruhiko Kuroda, governor of the Bank of Japan, came to power, he executed the largest conjured-money play in the world. The BOJ’s quantitative and qualitative easing (QQE), which began in 2013, augmented a negative interest rate policy with large-scale purchases of Japanese government bonds (JGBs).


The real story behind such actions, told in Chapter 4, is one of collusion between Japan’s government and its central bank. As with Mexico and Brazil, balancing the domestic economic situation and US demands created tension. Japan chose to follow the United States from a monetary standpoint but quietly arranged monetary alliances with its neighbor and historical rival, China. In the process, the Bank of Japan amassed a larger ratio of assets to GDP in Japan than any other country in the world. In early 2016, Kuroda led the BOJ into negative interest rate policy (NIRP). From 2013 to 2017, the BOJ expanded its balance sheet from a figure equivalent to 35 percent of Japanese GDP to 94 percent. It bought 80 trillion yen (over $600 billion) of securities monthly to keep rates negative.


EUROPE


Finger pointing between central bankers and governments exploded during the financial crisis and its aftermath. The inherent economic stability that resulted ignited a battle between the ECB and the German Bundesbank, the area’s strongest central bank before the euro existed. Wolfgang Schäuble, German finance minister, has been the main critic of the ECB. To curtail market “contagion” in the Eurozone, ECB head Mario Draghi repeatedly invoked quantitative easing with even more creativity and enthusiasm than the Fed.13


For her part, German chancellor Angela Merkel was politically cautious on Draghi’s policy amid a period of uncertainty about her own political future. Political instability infused with conjured-money policy reshaped EU internal power dynamics. Real growth remained anemic. Youth unemployment reached all-time highs. Greece had to pay for more austerity-linked debt with money it didn’t have. Voters removed or reduced support for old political leaderships. The refugee crisis placed extra political pressure on an already unstable union, pushing voters to the right and ignoring the instability caused by money-conjuring policies.


Central banks in Europe and the troika—the European Commission (EC), the ECB, and the IMF, and the officials who led them14—exacerbated the instability and growing inequality in Europe. This was a leading cause of the fractured environment that crucified Greece, promoted Brexit, and gave rise to greater potential cracks in the wall of the EU project. It was a sign of a voting pattern traversing Europe, emphasizing the north-west versus south-east divide, invoking nationalism, and weakening the European Union as a whole, as discussed in Chapters 5 and 6.


What began as a monetary policy commitment to copy the Fed and foster banking liquidity under the guise of promoting growth revealed the disconnect between the money conjurers and ordinary citizens. Citizens were not taking it quietly. They were aware that something was amiss and didn’t know whom to blame besides establishment politicians because they did not realize the extent of the influence of establishment central bankers upon them.


We have arrived at a new—unstable—normal. There’s no hard stop, no external force or organization to dial back the artificial lubrication of the banking system and financial markets. Yet, “QE infinity” isn’t a solution to real economic growth. It is financial chicanery that can lead to worse problems, ranging from asset bubbles to the inability of pension and life insurance funds to source less risky long-term assets such as government bonds that pay enough interest to meet their liabilities. Low rates hamper savers from reaping adequate interest, which forces them into riskier investments just to grow their nest eggs. Higher rates, however, would constrain the artificially concocted liquidity in the system.


The issue isn’t whether this money-conjuring game can continue. It is that central banks have no plan B in the event of another crisis. As collusion continues, the Fed continuously reaffirms itself as having succeeded in restoring the economy and stabilizing the banking system. Janet Yellen declared in June 2017 that the dangers of another crisis would hopefully not occur in “our lifetimes.”15


A decade earlier, her predecessor, Ben Bernanke, got it wrong as well, having declared in May 2007, “We do not expect significant spillovers from the subprime market to the rest of the economy or to the financial system. The vast majority of mortgages, including even subprime mortgages, continue to perform well.”16


Quantitative easing has resulted in the issuance of trillions of dollars of debt and historically high levels of debt-to-GDP. According to the McKinsey Global Institute, total global debt grew by $57 trillion, and no major economy decreased its debt-to-GDP ratio since 2007.17


By late 2017, the Fed, ECB, and BOJ held about $14 trillion of this debt on their books. The first decade of the “new normal” began and ended with the hubris of the Federal Reserve’s leadership. It is underscored by global markets and banks that have become dependent on central bank liquidity, too-big-to-fail banks that are bigger than before, and epic debt. Central bankers are “talking up” economies to prove their own effectiveness. This projected illusion of strength is predicated on manufactured money and the masking of structural, systemic flaws. No significant changes have been made in core developed nations to foster real growth and foundational stability. And that means—a more vicious crisis is building.
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MEXICO: There’s No Wall Against US Financial Crises




We’re in round one or two. This is a fifteen-round fight.


—Guillermo Ortiz, governor of the Central Bank of Mexico, World Economic Forum in Davos, Switzerland, January 23, 2008




In early 2008, Mexico boasted a large and thriving economy. After five years of steady growth, GDP had reached over $1.1 trillion by 2008 from $770.2 billion in 2002.1


As a gateway to Latin America, Mexico seemed destined to be a US subsidiary, not a partner. So it was doubly ironic when the United States “sneezed,” as it were. The recklessness of the US banking system and insufficient oversight by its key regulator, the Federal Reserve, caused a US financial crisis that temporarily inflicted a “cold” on one of its top three trading partners.


Having suffered several crises over the previous decades, Mexico had attempted to strengthen its financial stability by crafting a diverse economy that boasted an ambitious population keen on expanding cultural, business, and technological prowess. Mexico was also well positioned with a bounty of natural resources. Both a burden and a curse, the country relied heavily on the United States economically. This would prove to be one of the principal challenges that its central bank, Banco de México, faced when trying to act independently of the Fed.


Balancing its domestic responsibilities with the demands of the Fed put a strain on Mexico’s historic devotion to US policies. Both of Banco de México’s successively serving governors, Guillermo Ortiz and Agustín Carstens, reacted in different ways to the push from the Fed and pull from their country.


Ortiz was a man of fortitude, though. He had navigated several Mexican economic crises, including as minister of finance during the 1994 peso crisis. At the time, the New York Times called Ortiz “a bulldog administrator—short on style but tough enough to take on anyone who crosses him.”2 Prior to that, he was chief negotiator for Mexico during NAFTA (North American Free Trade Agreement) discussions and an executive director at the IMF from 1984 to 1988.3


Ortiz served two consecutive six-year terms at the helm of Banco de México, from January 1998 to December 2009. His father was a soldier during the Mexican Revolution. The military family background affirmed Ortiz’s stalwart personality.4 He led the central bank with a steady hand. He played by the rules of procedure, mixed with lessons of past experiences. That understanding cemented his decisions while giving rise to political tensions when the central bank’s monetary policy clashed with the government’s fiscal one.


His successor, Carstens, had a slightly more global establishment background and disposition. He was well versed in the ways of the International Monetary Fund and maintained personal friendships with its leadership. Carstens was more Americanized than Ortiz and was an avid Chicago Cubs fan from his graduate years at the Milton Friedman school of economics, otherwise known as the University of Chicago.


The Fed’s emergency money-conjuring policies stoked domestic power squabbles between the central bank and the government. Growth in Mexico’s international reserves had enabled the central bank to withstand adverse moves in capital markets like the US financial crisis. But the aspirations of the two men varied. Ortiz was a product of the Mexican establishment; he understood its power dynamics and how to navigate its political channels. For his part, Carstens (a confident, corpulent, well-connected multinationalist) believed the central bank was more tied up with the United States than either would have liked.


HOW IT ALL BEGAN


On a frosty day in late January 2008, Banco de México5 governor Guillermo Ortiz traveled to Davos, Switzerland, to address the World Economic Forum, a gathering of political-financial glitterati that included prominent politicians, central bankers, and private bankers. The topic was “The Power of Collaborative Innovation.”6 It was an optimistic banner given that financial innovation was about to breed financial crisis. Elite-speak often touts widespread collaboration, but the main power alliances call the shots. This exclusive gathering instigated the divide between emerging market countries and the United States.


The United States wasn’t in full crisis mode yet. Even though it remained in denial, other nations could not ignore the subprime market and toxic assets built upon this shaky foundation that was about to self-destruct. If they knew, there was no other option but to watch and develop a defensive strategy for the future. This meeting in the Swiss Alps stoked nothing short of an embryonic mutiny against the world’s major power.


Brazil was the nation chairing the G20 that year. At the Davos proceedings, Henrique Meirelles, head of Brazil’s central bank, presciently announced that leaders should focus on restoring financial stability in the wake of the US subprime crisis.7 Other officials concerned about the US banking system included European Central Bank president Jean-Claude Trichet and Malcolm Knight, chief executive officer at the Bank for International Settlements, the central bank of central banks. Though the looming crisis had not grabbed the public spotlight yet, impending system failure in the United States was already evident to these elites and any journalist paying attention.8


Nevertheless, everyone paid homage to the US financial system on the surface, even though beneath its veneer of success lay a cesspool of lurking financial dangers. But at one of the panels, Ortiz appeared to have other ideas. He was complimentary in characterizing the United States as “an innovator” in the financial markets. However, he took the opportunity to warn that such innovation was dangerous as well because “almost as a matter of definition, the market outpaces regulation.”


His panel was hosted by US media personality Maria Bartiromo.9 When asked to comment on credit freezes spanning the global markets, Ortiz quipped, “Well, I can say: ‘This time, it wasn’t us.’”10 Indeed, it was the US Fed failing to do its job properly.


In Mexico, concerns of an impending crisis were mounting. The United States could afford to act nonchalant. Mexico could not. Ortiz claimed that regulators “didn’t understand” the complexity of various financial instruments.11 He was right. But like other Latin American counterparts who voiced concerns or left rates high when the Fed didn’t, his stance would dampen his career trajectory and was largely disregarded by the major money conjurers. Yet, by breaking away from some of his larger fellow moneymakers, Ortiz sealed not just his professional fate but also in many ways that of Mexico’s economy.


Conditions in Mexico had already stumbled as a result of the economic recession that brewed in the United States since late 2007. In January 2008, the Hacienda y Crédito Público, Mexico’s Treasury Department, lowered its 2008 forecast to 2.8 percent from 3.7 percent growth in GDP. “That the U.S. downturn will affect us—there can be no doubt,” Mauricio Gonzalez, president of Mexico-based analysis firm Grupo Economistas Asociados, told USA Today.12


Despite warnings of overheating financial innovation, there was a long-standing partnership between the Mexican central bank and the US Federal Reserve System. Shortly after the leadership gathering at Davos, the Mexican central bank head ascended to a high level of elite status: in February 2008, Ortiz was appointed to the advisory board for the Globalization and Monetary Policy Institute at the Federal Reserve Bank of Dallas, a group studying the impact of globalization on US monetary policy. The Dallas Fed had a tradition of such exchanges with Mexico’s central bank leaders, by virtue of the geography and because Mexican bankers were often connected to US elites. Their alliances ran through academic institutions, American boards of directors, and government relationships.


Ortiz’s appointment was a culmination of decades of collaboration with his US counterparts. “I have known Guillermo Ortiz for over 30 years,” said John B. Taylor, advisory board chairman and Mary and Robert Raymond Professor of Economics at Stanford University. “He brings unparalleled skills, experience and knowledge about central banking and its global dimensions.”13 Legacy connections proved critical in driving coordinated monetary policy.


Ortiz’s personal ties with the United States were extensive. He had received his PhD at Stanford University. In 1999, he became a member of the Group of Thirty, an elite economic and monetary affairs consultancy group comprising the public and private sectors and academia and based in Washington, DC.


Ortiz sensed the magnitude of shocks to befall the US banking system before US president George W. Bush, Treasury secretary Hank Paulson, or Fed chairman Ben Bernanke did. Bernanke, a so-called expert on Depression-era economics and crashes in America, was readying a massive monetary intervention to eclipse that of the Great Depression of the 1930s. It would signal the birth of major collusive and conjured-money policy across oceans and borders.


On February 4, 2008, the White House submitted its budget to Congress. Bush proposed a $150 billion stimulus package and the highest military budget since World War II.14 He told Mexico’s president Felipe Calderón that his spending plans would also help Mexico’s economy.15 The United States needed Mexico to stay strong as its own center crumbled. In the age of globalization, stability mattered. What transpired on one side of the border was just as important as that on the other.


Calderón took his cue from President Bush. On March 3, 2008, he announced a Mex$60 billion (US$5.6 billion16) stimulus package of tax breaks, utility rate discounts, and other spending programs to help Mexico weather the US slowdown.17 He assured businesspeople at the National Palace in Mexico City that his plan would “help make medium-term growth more dynamic.” His words soothed the impresarios seated in the historic locale, where Mexico’s leaders had assembled since the days of the Aztecs.


As events unfolded, so did financial chaos. It turned out that Bush was preparing for a monsoon with a $5 umbrella. Two weeks later, Bear Stearns, a New York–based investment bank in operation for eighty-five years, collapsed. The bank had leveraged too many complex securities stuffed with subprime mortgages. One CEO in particular who would benefit from Bear’s downfall was Jamie Dimon, a Class A board director at the NY Federal Reserve board.


On March 16, 2008, JPMorgan Chase got a $30 billion bailout from the Fed in the form of a guarantee to purchase Bear Stearns (my former firm). That figure was five times the Mexican stimulus amount. It was a sign of worse to follow. In a March 18, 2008, press release, the Fed noted, “Financial markets remain under considerable stress, and the tightening of credit conditions and the deepening of the housing contraction are likely to weigh on economic growth over the next few quarters.”18 That understatement opened the door for emergency monetary policies and greenlighted the blueprint for central bank collusion later on. The financial crisis was brewing, big Wall Street banks were frantically selling their worst assets to the least sophisticated investors. The Fed was slowly reducing rates in anticipation of a liquidity squeeze. The world noticed.


About a month later, on April 22, 2008, the three NAFTA leaders, US president George W. Bush, Canadian prime minister Stephen Harper, and Mexican president Calderón, gathered in New Orleans to discuss the impact on Mexico of the impending financial crisis. As President George W. Bush’s numbers plummeted to the lowest of his administration, he told his counterparts, “Now is not the time to renegotiate NAFTA.” Bush emphasized, “Now is the time to strengthen free trade.”19 He believed the three were stronger together and that, with the banking system buckling, strength was definitely in order.


Harper, seeing the light at the end of the tunnel with the Bush administration, said Canada would consider a renegotiation of NAFTA—but with the next US president. He took the opportunity to say that his government would not want to restrict NAFTA’s major trade cornerstones. For Canada, that meant oil—it was the largest single supplier of oil to the American economy.


Calderón concurred: “This is the time to strengthen and reinvigorate this free trade agreement among our three countries.… We talked a lot about the NAFTA, and of course we agreed that this is not the time to even think about amending it or canceling it.”20


During the press conference, a reporter asked Bush how deep and how long the US economic recession would be and how it would affect Mexico.21 His response was, “I—we’re not in a recession, we’re in a slowdown.… I’m probably the most concerned about the slowdown.… That’s why we passed… a significant pro-growth economic package.”


Calderón had also passed a growth package in Mexico. As Bush said, “The President is plenty capable of handling reform.… And he’ll do what he thinks is right for the country of Mexico.”22 The United States didn’t interfere much with Mexico, as long as it stayed in line with what the United States wanted it to do. In the eyes of American policymakers, if Mexico was to succeed, it would be because of the US government. However, if it was to fail, it would be because it remained obstinate to US guidance.



LEADING TO CRISIS, FIGHTING INFLATION


By mid-2008, Mexico, Latin America’s second-largest economy after Brazil, faced a problem of its own: inflation.23 Usually, rising prices solicited one monetary policy remedy, that of raising rates. Making it more expensive to buy things in turn reduces demand and decreases prices.


That’s exactly what Ortiz proposed. Banco de México increased its benchmark overnight interest rate on June 21, 2008, from 7.5 percent to 7.75 percent.24 As a rate move, it was an insignificant increment. Its deeper meaning was more substantial, however: it was the first such move by Banco de México governor Ortiz since October 2007.25 Concerned about runaway prices caused by a world food supply crisis, Ortiz raised the bank’s key interest rate mere days after President Calderón publicly pressured him to cut borrowing costs to boost growth, per Fed policy.26


Ortiz further raised rates to 8.25 percent by August 15, 2008.27 The move helped the peso strengthen to a near six-year high versus the US dollar.28 It demonstrated a degree of independence from Mexico’s central bank leaders in contrast to the Federal Reserve’s headquarters at the Eccles Building in Washington. Mexico was deviating its monetary policy from the Fed’s. The US central bank had cut its federal funds rate to 2 percent from 5.25 percent the prior September.29


The decision would return to haunt Ortiz. The act of raising rates, even a little, flew in the face of the Fed’s new protocol of flooding the financial system with cheap money in the guise of “stabilizing” its shaky economy and looming credit crisis. The key rules in this artisans of money game were the unwritten ones—international collusion on monetary policy, especially by a “friendly” neighbor, was to exhibit a united front. Dissention in the ranks had consequences.


It was natural for Ortiz to weigh international etiquette against national need and pick the latter. Yet his rate-hike decision lay in contrast to the wishes of President Calderón,30 who did not want to raise rates but rather wanted to follow US policy. Three days earlier, Calderón had chosen a different path to provide relief, freezing food prices on 150 staple food items.31


The rate hike pitted former friends—Calderón and Ortiz—against each other. Ortiz wanted to keep Mexico’s central bank independent of politicians and was dead set on anti-inflation measures in an autonomous manner. Calderón wanted to follow the Fed’s lead.


CREDIT SQUEEZES AND US BAILOUTS HIT MEXICO


By August 2008, Mexico faced a double whammy: a credit crunch at the hands of US banks operating there, and increasing volatility in the foreign exchange market. Ortiz took decisive action. Banco de México altered its auction mechanism—in place since May 2003—to prevent worried banks from stockpiling reserves with the central bank and instead encouraging them to loosen up and allow for domestic capital flow.32 If the Mexican peso depreciated by more than 2 percent on any day, various mechanisms unleashed the auctioning of reserves to prevent a “free fall.” A strong peso signified foreign investor confidence. (It also meant exports would be more expensive, which would mean less money to Mexico from US tourism or business flows.) The preemptive move occurred a week before financial Armageddon.


On September 14, 2008, US Treasury secretary Hank Paulson, Fed chair Ben Bernanke, and NY Fed president Timothy Geithner pressed Bank of America to purchase Merrill Lynch (run by Paulson’s Goldman Sachs protégé John Thain) for $50 billion.33 On September 15, Lehman Brothers declared bankruptcy for reasons similar to Bear Stearns’s. On September 16, insurance giant and Wall Street guarantor AIG received an $85 billion federal bailout. The government gift indirectly saved the group of big Wall Street banks with tight political connections, including Goldman Sachs and JPMorgan Chase.


The Fed’s unprecedented intervention in the private sector coupled with the demise of Lehman Brothers caused a death in liquidity that ran southward like a mudslide. The contagion barely even blinked for the $700 billion bank bailout package passed by the US Congress on October 3. Ultimately, the Fed would cut rates to zero on December 16, 2008. The era of limitless cheap money had arrived.


Stakes and tempers rose. At the National Association for Business Economics 50th Annual Meeting on October 7, 2008, Bernanke tried desperately to diffuse the damage the United States was causing, but for which it was taking no responsibility, by offering the world US dollars. “To address dollar funding pressures worldwide,” he said, “we have significantly expanded reciprocal currency arrangements (so-called swap agreements) with foreign central banks… which helps to improve the functioning of dollar funding markets globally.”34 The swaps were with South Korea, Singapore, and Mexico. Bernanke proliferating dollars throughout the world demonstrated his overall confidence in the dollar. Beyond the need to keep up with dollar demand as the major world reserve currency was a play for survival. If his central banking colleagues around the globe believed in the dollar, they would believe in the crafting of money. Mexico, connected as ever to that scheme, had to believe—its economy depended on it.


By that time, Mexico had spent a tenth of its foreign exchange reserves defending the peso. The cost of credit was soaring for local Mexican companies.35 Several large firms began selling pesos to cover their hedges on the exchange rate, making matters worse. Mexico hadn’t experienced such currency depreciation since the “tequila crisis” in the early 1990s,36 when the rapid devaluation of the peso to US dollar caused massive capital flight from Mexico by foreign investors seeking a shield from volatility in the country. According to the Economist, “The peso’s slide was exacerbated by the unwinding of derivatives contracts that had been profitable while the currency was steady.”37


The siesta was over quickly. Mexico was no longer independent from the crisis and its currency was unraveling fast. In August 2008, the peso stood at 10 per dollar—its strongest level since 2002. By October 2008, it had bled 30 percent of its value, plunging to a level of 13.2 per dollar.38 That was just the beginning.


FOUR FATEFUL DAYS


The rest of Latin America fared no better. On October 8, 2008, stocks in Colombia crumbled 5.9 percent; Argentina’s major index shed 4.3 percent. Stocks in Brazil shed 3.1 percent.39


Mexico’s Foreign Exchange Commission40 accelerated its intervention. This was noteworthy. Since its establishment in 1994, when the Foreign Exchange Commission allowed the central bank to begin floating the peso, the commission had executed only minor interventions.41 By late October, the peso was down 18 percent against the dollar from the start of the year.42 The US subprime crisis had become Mexico’s currency crisis.


The Fed was in its own crisis mode. It cut rates half a point and cited “intensification” of the crisis as its reasoning. It would not operate alone in response to the US banking catastrophe. The Fed knew it would take an international full-court press. So Bernanke urged five other central banks to cut rates, too.


The Bank of England cut its rate by a half point. So did the Canadian, Swiss, and Swedish central banks. The Bank of Japan expressed support but because its rates were already so low took no further action. It was the Fed’s eighth cut since September 2007.43 When Alan Greenspan ran the Fed, he was dubbed the maestro.44 Bernanke, on the other hand, was the consummate magician. He provided the illusion of competence in his orchestration of global monetary policy collusion—so long as no one looked behind the curtain.


The joint cuts by that group of central banks were exceptional and rare, and these orchestrated efforts foreshadowed global collusion beyond prevailing imagination.


Ortiz had to act fast. In Mexico City, he and the secretary of finance and public credit, Agustín Carstens, called a press conference at the presidential palace to calm national nerves.45 Ortiz opened the event. Carstens sat pensively to his right.46


Ortiz announced Banco de México would sell US dollars into the market through two types of “extraordinary” auctions. These indirectly helped the Fed in its liquidity drive. US dollars would be sold directly into the market to meet demand for this “safe-haven” currency. If all went right, selling dollars would prevent further deterioration of the peso. The first type of auction totaled $11 billion between October 10 and October 23.47 The second was to reduce exchange rate volatility.48 In all, Mexico sold $15.18 billion worth of US dollars in late 2008 alone. Mexico would not only act in the spirit of confidence with the United States but also sell its currency.


Mexico was leaking money on diminished trade and capital outflows. Poverty began rising significantly after 2007 as food prices jumped.49 The underemployment rate rose by 3.5 percentage points between the second quarter of 2008 and second quarter of 2009, from 6.5 percent to 10 percent.50 From September to October of 2008, Mexican stocks shed 21 percent.51


In the world of high finance, what cures the markets does not always offer relief to real people. However, Ortiz’s actions did soothe Mexican markets. He calmed international investors to retain foreign capital. (In 2010, the BIS would call Ortiz’s moves “stabilizing” for tempering the foreign exchange market during late 2008.)52 Then Ortiz flew to Washington, DC. He was hell-bent on saving the system, despite the perception that Mexico and other Latin American countries were shielded from the worst of the US crisis or that they were not integral players when it came to solving problems.


On the morning of October 9, 2008, Ortiz and Bernanke conducted a thirty-minute closed-door meeting at the Eccles Building, which housed the Fed’s chambers.53 The Wall Street Journal reported, “Mr. Ortiz declined to discuss details of the discussions, but the fact that officials in Washington are talking to foreign officials such as Mr. Ortiz suggests they are open to learning from other countries’ experiences—even as the current crisis roiled those very nations.”54


That these two individuals were meeting was in itself significant. Either Ortiz was consulting with Bernanke, or the other way around, but it was a departure from the norm. Ortiz had more experience with crisis than the Fed chairman, though Bernanke, a self-titled “student of the Great Depression,” would never give him credit for his opinions. Bernanke mentioned Ortiz and the Bank of Mexico just once, in a sentence fragment unrelated to the crisis, in his memoirs of the crisis period, The Courage to Act55 (he did not mention Ortiz’s successor, Agustín Carstens, at all). During the crisis, Ortiz was an important, underrated figure critical to the United States. Had Ortiz completely failed in Mexico, the situation north of the border could have been catastrophic. Bernanke needed to secure his friends, as any military commander would.


While Ortiz was in Washington, a normally optimistic Calderón, who had run for office on an “employment” pledge, gave a somber nationally televised speech to announce his $4.3 billion spending plan. His plan, he assured, was “not a financial rescue.” (His statements reflected those of Brazil’s President Lula and its central bank head, Henrique Meirelles.) He promised to focus on “strengthening the motors of our economy,” on emergency infrastructure plans (roads, schools, houses), oil, and small businesses.56 He emphasized sustaining Mexico’s “main street” economy.


In paternalistic tones, Calderón underscored the central bank’s strength. “Unlike in the past, when a lack of dollars led us into terrible crises,” he said, “today we have foreign reserves of more than $90 billion and we practically have our external debt paid through the next year and a half.”57 Regardless of those reserves, the peso was feeling the heat.


On October 10, 2008, the Bretton Woods Committee’s International Council hosted its annual Luncheon for World Financial Leaders at the prestigious Willard hotel in Washington. Keynote speaker former US Treasury secretary Larry Summers gave a talk titled “Renewing the Bretton Woods Compact.” He outlined the elements he felt were important to a successful financial rescue package.58


The United States amplified its control over the existing system during the crisis US banks caused. This arrogance would rip that system apart. Other countries, such as China, uninvolved in the crafting of Bretton Woods hierarchy, saw opportunity in a new financial order.


For his part, Ortiz observed a glaring absence of political leadership. He cautioned that central banks should be proactive, but not overstep their role. “Central banks have been thrown into a role they should not be playing. They are not political actors—and do not have the legitimacy to act in this capacity.”59 Little did he know.


Central bank leaders clashed over what to do about the escalating global crisis, alternating between blaming each other and seeking solutions. The Dow posted its worst week ever, falling more than 1,874 points, or 18 percent.60


Early Saturday morning, October 11, President Bush, in the Rose Garden flanked by Treasury secretary Henry Paulson, announced, “We’re in this together.” He said the G7 nations had agreed to a plan of action that would help “systemically important financial institutions and prevent their failure.”61


The next day, while the Fed was approving the mega-acquisition of Wachovia by Wells Fargo, Ortiz and Dallas Federal Reserve Bank president Richard Fisher sat among a group of central bank heads at the Institute of International Finance (IIF) conference in Washington. They discussed the crisis and its consequences for the global economy.62 Confidence in the international monetary system was fading fast.


Ortiz stressed, “It’s better to err on the side of doing too much rather than doing too little.”63 He admonished the US government and his US counterparts for their handling of the US banking system. It was imperative to stop its bloodletting because the wounded animal to the north had the propensity to starve the south to save itself. “Do whatever it takes to restore confidence,” he warned from experience. “Once you lose it, it’s very difficult to get it back.”64 Meetings with Bernanke and the Fed likely had not been as conducive as Ortiz would have liked, hence the harsh tone. He couldn’t cross the top dog at the water bowl, but he could bark loud enough to get attention.


While Calderón deployed government stimulus, Ortiz returned to Mexico to craft market intervention techniques to both replicate and defend against those of the Fed. The Fed, meanwhile, opened copious lines of credit to demonstrate its commitment to “large well-managed emerging markets” that were bearing the brunt of financial collapse.65


By that time, it was clear to the world’s top central bankers and finance ministers that the US Fed had placed them in a precarious position. No one was happy about it. The painful irony was that they had to take direction from the Fed in order to exit the crisis that the Fed’s enabling of Wall Street speculation had caused. Mexico, too, was forced to take part of the financial crisis on the chin.


On October 19, 2008, at a Bank of Mexico conference, Ortiz spoke beside the IMF first deputy managing director and former vice chairman of JPMorgan Investment Bank, John Lipsky, a man sporting a sizable mustache to accent his elite résumé. Regarding implications for emerging markets (EMs), Lipsky said, “Structural improvements—and the improvement in the management of fiscal and monetary policies—bolstered the resilience of most large emerging market economies to external shocks, allowing them more perspective on their response to the crisis.”66


But Ortiz knew the system was stacked against emerging markets. That was the way the IMF functioned. It wasn’t personal, it was business. The idea was to use crisis to press structural reforms, which meant more open markets to exactly this sort of chaos was no antidote. His country had experienced this countless times. Latin America was ground zero for the IMF’s financial experimentation.


Bernanke was in over his head. Fortunately for him, he ran the most powerful central bank in the world. So, he diverted attention to problems of other nations. Mexico’s anemic condition rose to prominence on his agenda because it was the most connected to the United States. On October 20, 2008, Bernanke stressed the need for global coordination with his allies. For the conjurer, the appearance of synchronized efforts was as powerful in fostering confidence as results.


Bernanke touted coordination as if the world was a willing partner rather than hostile participant. Speaking before Congress, he said, “The United States consulted with other countries, many of whom have announced similar actions. Given the global nature of the financial system, international consultation and cooperation on actions to address the crisis are important for restoring confidence and stability.”67 Though the latter was true, it was the US (and European) banking system that lay in disarray. The king money magician was deflecting culpability for Wall Street’s recklessness by blaming the world for reacting to crisis with crisis.



GIVE A BANK A DOLLAR, THEY’RE GONNA WANT TRILLIONS MORE


The United States and Mexico were both very concerned over one another before and after that October period. The Fed began to take notice. On October 28, 2008, at a Federal Open Market Committee meeting, Nathan Sheets, director of the board’s Division of International Finance, addressed the issue of ongoing market operations and the swap proposals the Fed was conducting, noting, “Our interdependencies with Mexico are particularly pronounced.”68


The question was whether there would be a broader effect on US banks if their global outposts suffered in a sort of secondary shock basis. In that case, it might come down to preserving the big US banks with Mexican subsidiaries. As Sheets added, “If the Bank of Mexico or the Mexican authorities move to address tensions in their financial system, the standard that has been set by several Federal Reserve actions… my feeling is that Banamex, owned by Citi[group], would have the same access to these kinds of facilities as other Mexican institutions.”69


In his dual capacity as vice chair of the FOMC, Tim Geithner concurred. It wasn’t Geithner’s first Mexican rodeo either. He had served in the Clinton administration during the 1993 NAFTA negotiations, which opened a new age for trade in North America. And during the first peso crisis, when the Mexican peso was hit by speculation from international bankers, he was deputy assistant Treasury secretary for international monetary and financial policy (in January 1999 under Treasury secretary later turned Citigroup executive Robert Rubin).70


Geithner corrected Sheets. The United States might back US bank subsidiaries in Mexico “if a weak US institution in Mexico faces substantial needs in Mexico.”71 In other words, the United States would call the shots on Mexico’s banking system as it pertained to US mega-banks. It could provide stimulus to US banks with international subsidiaries.72


In the world of conjured money, US banks in foreign lands, like military outposts, could count on Fed support. Citigroup had massive exposure to Mexico—$35.0 billion by December 31, 2008.73


To further supplement its falling foreign reserves, Banco de México agreed to a $30 billion foreign currency swap line with the Fed on October 29, 2008. Just as artisans are vocationally skilled in designing hand crafts, these central bankers crafted facilities to dispense money on the fly. It was the first time the Fed lent money to emerging market countries to prevent a global dollar shortage.74


The Fed established more swap “facilities” to support US dollar liquidity in amounts of up to $30 billion each with the Banco Central do Brasil, Banco de México, the Bank of Korea, and the Monetary Authority of Singapore.75 The purpose was to mitigate difficulties in obtaining US dollars in countries with solid economic fundamentals.76


The IMF, rising in prominence as a result of the crisis, established a Short-Term Liquidity Facility to help member states, mostly those from emerging countries.77 Even the most elitist of the elite hit panic mode. “Exceptional times call for an exceptional response,” IMF head Dominique Strauss-Kahn proclaimed on October 29, 2008.78


Meanwhile, in San Salvador, El Salvador, Latin American leaders joined leaders of Spain and Portugal for the Ibero-American summit. United Nations secretary-general Ban Ki-moon issued an ominous video greeting: “A global financial crisis endangers our work. Prices for food and fuel have escalated, and trade talks are stalled.”79 While the United States focused on its banks, the rest of the world focused on keeping people from starving.


Faces around the room were ashen. When he rose to speak, Calderón said, “Our first goal is to avoid an increase in extreme poverty.” He added, “The drop in employment and the rise in fuel prices could push new millions into poverty in just a year.” Inflation in Mexico had nearly doubled to 5.80 percent since 2007.80 Loan defaults and the amount of past-due loans were mounting quickly.


To help facilitate liquidity in its own country, Banco de México executed a Fed QE move. The central bank announced a program to repurchase up to Mex$150 billion (or US$18 billion) of debt securities issued by the IPAB (Instituto para la Protección del Ahorro Bancario, the Bank Savings Protection Institute).81 It implemented a Mex$50 billion auction of interest rate swaps for investors to switch long-term for short-term debt. This was their version of quantitative easing, similar to actions taken during the 1994 peso crisis.82 Banco de México described them as “measures designed to foster a more orderly functioning of financial markets.”83 Still, Ortiz proceeded with care.


HISTORY REPEATS ITSELF


The pandemonium in 2008 wasn’t the first time US banks and monetary policies hampered Mexico’s economic stability. By the early 1990s, big US banks like BankAmerica, Chase Manhattan, Chemical Bank, Citicorp, Goldman Sachs, and JP Morgan accounted for 74 percent of US–Latin American exposure, or $40.4 billion.84 If the credit worthiness of the region fell, so would the profitability of these giant banks.


Into that debt haze, the Clinton administration signed NAFTA on December 8, 1993. The first victors were banks. The Los Angeles Times concluded, “Banking will be among the first industries opened to foreign competition under NAFTA.” Prior to NAFTA, foreign banks had been barred from operating subsidiaries in Mexico for fifty-five years.85


By January 30, 1995, Mexico’s central bank reserves had shrunk to $2 billion from $24.4 billion the prior year. At the request of former Goldman Sachs co-CEO turned secretary of the Treasury Robert Rubin, President Bill Clinton invoked his emergency powers. He extended a $20 billion loan to Mexico from the Treasury Department’s Exchange Stabilization Fund so that it could repay its debts to US banks. US banks were saved.


Citicorp posted an historic $3.5 billion profit for 1995. As a result of the US bailout, Mexico ultimately underwent a $135 billion bailout of its own banks in the late 1990s. Many local Mexican banks were sold to foreign banks. According to the US State Department, at the time, “The implementation of NAFTA opened the Mexican financial services market to US and Canadian firms. Foreign institutions hold more than 70 percent of banking assets and banking institutions from the US and Canada have a strong market presence.”86


The share in total assets of foreign-controlled banks rose from 24 percent in 1998 to nearly 50 percent by the end of 2000 and to over 70 percent after the purchase of Banamex by Citigroup in 2001.87 In February 2010, Mexican president Ernesto Zedillo joined Citigroup’s board of directors.88


By 2015, five foreign banks, led by Citigroup/Banamex, owned 64 percent of Mexican financial assets, more external bank ownership than in any other country. The top five banks held 72 percent of the country’s total financial assets. Only one—Banorte—was local.89 Foreign banks in Mexico, armed with cheap money, could afford to be less accountable for speculative activities. Citigroup was also an important bank for Mexican elites.


THE PRE-THANKSGIVING SUMMITS OF STATUS QUO BATTLES


The G20 subgroup of developing and emerging central bank governors assembled in São Paulo, Brazil, on November 8–9, 2008, to address their fears. It was a week before the full G20 event in Washington. They released a routine joint statement. However, packed in the final communiqué was a bold message, the kernel of an alternative monetary system solution. The group still wanted to reform rather than banish the old system, but this was a start:




The Bretton Woods Institutions must be comprehensively reformed so that they can more adequately reflect changing economic weights in the world economy and be more responsive to future challenges. Emerging and developing economies should have greater voice and representation in these institutions.90





The declaration sparked power struggles. For Mexico, it opened the door for competition between France’s Christine Lagarde and Mexico’s Agustín Carstens over the second-most-important global monetary policy slot, head of the IMF. Emerging countries found glaring fault in the divide between old institutions and their domestic and global interests.


The IMF had never been led by a non-European member, just as the World Bank had never appointed a non-American president. These were Western democratic institutions, yet they were supposed to work primarily with the developing world. The opportunity to allow a leader from outside Washington or Wall Street signified hope and change in the power structure of Western and developed nations relative to emerging market ones.


The G20 emerging nations subgroup had no sympathy for the advanced nations that had inflicted crisis and economic hardship upon them. The final communiqué from that Meeting of Ministers and Governors in São Paulo in November worried, “Advanced economies, where the crisis came into being, are slowing markedly and some are already close to or in recession.” The group expressed support for a stronger IMF watching over developed economies, stressing, “We believe that the IMF must enhance its early warning capabilities with due regard to systemically important economies, in order to anticipate stresses and identify at an early stage vulnerabilities, systemic weaknesses and spillover risks across financial markets that can endanger both the international financial system and the global economy.”91


Mexico was ground zero for this clash because of its proximity to the world’s most developed economy. The developing countries saw opportunity in establishing a unified voice to consider alternatives to the Bretton Woods system. If they were not to be given a real seat at the table, they would eventually build another one altogether.


Though he did not attend that São Paulo meeting, the year marked Ortiz’s tenth anniversary as a G20 governor. He had attended his first G20 meeting in 1999.92 Ortiz knew the financial landscape well, understanding Mexico’s place in it and the balance of collusion and independence.


A week later, the main G20 Summit on Financial Markets and the World Economy opened in Washington, DC. The atmosphere was tense, hostile even. The broader DC assembly neglected to address the purposefully agitated language of the São Paolo statement as well as its focus on advanced economies’ sabotage of developing ones.93


In DC, Calderón, not Ortiz, spoke on behalf of Mexico, in more tempered tones than Ortiz would have. “The international financial institutions must adopt a much more active role,” he stressed, “supporting emerging and less developed countries so that the impact on economic activity and poverty is minimized.”94


Ortiz was across the Atlantic, in Europe, attending the Fifth ECB Central Banking Conference in Frankfurt, Germany. The two-day conference focused on the topic “The Euro at Ten: Lessons and Challenges.” He joined Bernanke and ECB head Jean-Claude Trichet on a panel to discuss international interdependency and monetary policy during the recent crisis.95


Ortiz remarked that “emerging markets must be cautious and they cannot engage in a persistent fiscal expansion.”96 It was—and remains—typical US dogma to press developing countries for open financial borders regardless of risk. It meant less control over their own economic destiny and more reliance on the whims of the major central banks during financial crises and exaggerated monetary interventions. The more the Banco de México attempted to separate from the Fed, the more it was drawn in. That seemed to be the case with many global central banks—but Mexico had the additional burden of geography.


A December 2008 New York Times article titled “When the US Sneezes, Mexico Catches Cold” noted, “But this recession, it is the profligate United States pulling down fiscally disciplined Mexico.”97 It was a distinct shift from prior crises.


Still, Banco de México’s 2008 year-end report waxed pessimistic. “Deterioration and uncertainty about both financial markets and the outlook for the US and the rest of the world economies negatively affected the Mexican economy and its financial markets… risks of a downward adjustment in economic growth for 2009 have increased considerably.”98 The Mexican Stock Market Index had shed 23.6 percent of its value over 2008.99


To quell the hemorrhaging, Ortiz called for more auctions through December 2008. He later published a paper with the Brookings Institution (in July 2016) explaining that these were established “to provide liquidity to the foreign exchange market and restore its proper functioning, an absence of which threatened to preclude corporations from meeting their US dollar obligations.”100


The world was bailing out the United States. The US government and the Fed were bailing out Wall Street.


Despite slumping markets, Mexico’s GDP for 2008 achieved a 1.4 percent growth rate.101 The figure represented a third of Mexico’s January 2008 forecast of 3.25–3.75 percent. It was worse up north. During the final quarter of 2008, the US economy posted its largest contraction in twenty-six years. US GDP fell 3.8 percent, adjusted for inflation.102 That was alarming for Mexico, with 80 percent of its exports sold to the United States.103 Mexico feared financial shocks from the market, but the ripple effects could be catastrophic if not contained.


GLOBAL CRISIS BENEFICIARY: THE DOLLAR


As a sign of the insanity of money-conjuring policy, the US dollar rose relative to the peso in late 2008—even though the Fed was cutting rates to zero, and Mexico’s rates had risen to 8.25 percent by the end of 2008.104 In a normal world, higher interest rates translate to stronger exchanges rates. External capital is always seeking the highest returns for the least amount of risk. High interest rates provide high returns and therefore attract more capital, which strengthens a country’s economy and therefore its currency. However, this wasn’t a normal world. It was a panicked one, and in panic, the safe-haven currency reigns supreme, even if it’s the one causing the panic.


Bank analysts offered their perspectives on this phenomenon. The dollar’s rebound “is a sign of real panic and risk aversion,” Kathleen Stephansen, head of global economic research for Credit Suisse in New York, told the New York Times on October 22.105 Rising US dollar strength, or “panic behavior,” as Alberto Bernal, head of emerging markets research at Bulltick Capital Markets, called it, “has nothing to do with Mexico and everything to do with the US.”106


Yet it was Mexico that suffered. By the end of 2008, 37,500 jobs in the formal sector of Mexico’s economy were lost.107 In the informal sector, a job pool equal to nearly half of the formal sector, numbers were far higher.108


NEW US PRESIDENT, SAME FED POLICIES


With the financial crisis in full throttle, Barack Obama was inaugurated as the forty-fourth US president on January 20, 2009. Six days later, Tim Geithner was sworn in as his Treasury secretary, sliding over from his New York Fed president slot, where he supported bailouts and neglected proper Wall Street bank regulation.109 Under his watch, national debt would jump from $10.6 trillion to $16.5 trillion. At least a third of that rise went straight to the Fed in the form of bank reserves, more money than would ever reach those suffering on Main Street.


The change of US presidents and political parties did not provoke a similar change in the Fed chair spot: Bernanke remained captain of the money-conjuring ship. Time magazine named him Person of the Year in 2009, and the Fed continued to craft money from thin air. On inauguration day, the Fed offered $150 billion to US banks in the form of eighty-four-day credit through its Term Auction Facility.110 Two weeks later, another $150 billion auction in twenty-eight-day credit followed.111


The Fed busily coordinated multi-trillion-dollar global central bank efforts to keep the US financial system and its European counterparts artificially solvent and capital markets primed. In contrast, in 2008 the US government fashioned a mere $152 billion economic stimulus package for the “people.”


Mexico followed suit—but with comparatively less grandiosity. On January 7, 2009, Calderón introduced a $150 million economic stimulus package to prevent layoffs (a tiny sum compared to the amount of Banco de México money made available to buy bonds from struggling banks). Then minister of finance Agustín Carstens predicted zero growth. Ortiz characterized that forecast as optimistic in an economic clash of Mexico’s current and future central bank heads. Banco de México predicted a contraction of between 0.8 percent and 1.8 percent and 450,000 formal job losses for 2009.112


Ortiz was fighting a losing battle against the Fed on rates. He finally relented and announced the first cut on January 16, 2009, of 50 basis points, from 8.25 to 7.75. During the first seven months of 2009, he slashed the overnight rate from 8.25 percent to 4.50 percent113 in an attempt to stimulate the economy. The actions were politically motivated, too. The decision to imitate US monetary policy boosted Ortiz’s career.


As a nod to Mexico, Ortiz was promoted from board member to chairman of the BIS on January 12, 2009, succeeding Jean-Pierre Roth.114 Ortiz had joined the board in 2006 along with top central bankers the world over, including the People’s Bank of China governor Zhou Xiaochuan and ECB president Jean-Claude Trichet. In keeping with BIS protocol, directors were elected based on relationships. Ortiz and Carstens were governors of central banks the BIS had close relationships with through its representative offices in Mexico City and Hong Kong. Ortiz’s three-year term as chairman began March 1, 2009.115


Bernanke sharpened his tack of blaming the world for US bank–instigated economic weakness. As he told a US Senate subcommittee on February 24, 2009, “In contrast to the first half of last year, when robust foreign demand for US goods and services provided some offset to weakness in domestic spending, exports slumped in the second half as our major trading partners fell into recession and some measures of global growth turned negative for the first time in more than 25 years.”116 In addition to his skills at conjuring money, he proved adept at conjuring denial.


Complementing the Fed’s money-fabrication strategies, from October 2008 to February 2009, Banco de México pumped $28 billion into the markets.117 The central bank supported the Mexican peso by selling $17.9 billion US dollars of its reserves.118 In February 2009 alone, it initiated six interventions, pumping a total of $1.83 billion into the market through direct sales to market participants to reduce foreign speculation.119


However, those actions didn’t halt its declining economy. Exports fell in the first quarter of 2009 by 26 percent owing to the US economic downturn.120 The peso was imperiled. Mexico was considered a risky bet compared to the United States. The peso hit its then-lowest point since 1990 of 15.45 pesos per dollar.121 Mexican banks were losing the confidence of international investors, and markets were bleeding foreign capital. Yet, cheap-money collusion by the Fed, reluctantly replicated by Ortiz, could only go so far.


As the Wall Street Journal observed in March 2009, “Seeking a port in the global storm, investors have piled out of historically less reliable IOUs issued by national treasuries around the globe and into US Treasury bonds.” The Journal lamented, “Mexico is numero uno on the victim list.”122


In May 2009, at the Reuters Latin American Investment Summit in Mexico City, Ortiz noted, “There is a sensation that we have probably touched bottom in this crisis.… I think that we have firm signs that we will see a better second half compared to what we saw in the first half.”123 His central bank had already loaned $3.22 billion of the $4 billion it auctioned the prior month and activated a $30 billion swap line with the Fed. Ortiz needed that bottom to be secured in order to save face domestically.


Smack in the middle of the economic crisis, on July 5, 2009, Mexico held midterm congressional elections. Results reflected economic fears. The Institutional Revolutionary Party (PRI) won 241 of the 500 seats in play, up from 106. President Calderón’s National Action Party (PAN) placed second with 147 seats, losing 59 seats.124 The PAN became the minority party, receiving less than 30 percent of the vote. In 2006, an estimated 42 million people lived in poverty in Mexico. Toward the end of Calderón’s term, that number had leapt to 53 million (of a population of 114 million).125 It wasn’t the result he had bargained for before the US financial crisis.


To combat the brewing credit crunch in Mexico, Ortiz tapped his international connections.126 He had served on the IMF Committee on Governance Reform from September 2008 to 2009, the only Latin American leader on the nine-person committee.127 He now turned to the IMF for help. It offered an investor and geopolitical confidence boost, approving a $47 billion line of credit to Mexico on April 17, 2009.128


Internally, the Mexican economy remained in jeopardy. Money was flowing out. Mexico’s unemployment shot to a fourteen-year high of 6.4 percent in August 2009 before dipping back to 5.9 percent in October 2009. The figure belied a severe job problem in the manufacturing industry, mostly located along the US-Mexico border.129


The idea of austerity or spending cuts reared its head. In tandem with its US and EU counterparts, Mexico’s elite decided the working class should contribute its fair share to the local economy. Like other financial alchemists before him, Ortiz now supported this fiscal position. At a press conference at the Mexican senate in September 2009, he remarked, “It obviously has costs, but the greatest cost for a country would be not doing anything.” The package combined tax increases and government spending cuts.130 If central bankers were subsidizing the banks that crashed the economy, the working class would pay the price to rebuild it.


The Fed, determined to disperse culpability for the crisis, did Mexico no favors. Instead, in its 2009 third-quarter statement, the Fed poured salt on Mexico’s wounds: “Reminiscent of pre-Tequila tensions is the vast amount of foreign reserves the central bank is spending trying to contain peso pressures. Since the peso weakness began in October, the central bank has provided almost $20 billion in liquidity to ease peso volatility. Evidence of capital flight also materialized in the cost of the country’s debt. The premium Mexico pays relative to comparable US instruments more than tripled last fall.”131


ORTIZ’S DAYS WERE NUMBERED


Ortiz’s ongoing public criticism of inadequate US banking regulation was a thorn in Calderón’s side—the president preferred to maintain the country’s relationship with the United States free of accusatory language. Yet, he wasn’t stopping but increasing his call to normalcy.


At a Stanford University roundtable on October 24, 2009, moderated by veteran US TV host Charlie Rose, Ortiz urged more transparency in banking, given that “the amounts of money involved are so huge.” When the financial sector “becomes disconnected from the real world,” he said, the economy “turns into a betting game.… If we have to use taxpayers’ money to make these bets, there’s something very wrong.”132 That was exactly the case.


Four days later, in its quarterly inflation report released October 28, Banco de México cited the combination of decreased consumer spending and a dry spell in tourism as having cost Mexico $2.3 billion in 2009.133 GDP contracted by 7 percent for 2009.134 Capital outflows and bank losses were exacerbated by Mexico’s high degree of foreign bank ownership (the highest of any country in the world) and the Fed’s turning the screws.


Ortiz sounded the alarm across the most prestigious of academic networks. In a Yale University speech in November 2009, Ortiz was adamant. Complex securities and derivatives were too much for current regulators to handle. He explained to the audience that “OTC [over-the-counter] derivatives were also used in what turned out to be mere speculative trades.”135 The main banking regulator was the US Fed. It was also the central bank that subsequently called the shots for Mexico, and ultimately the world.


A year after the developing nations subcomponent of the G20 had issued their statement stressing the need for a different post–Bretton Woods monetary system, Ortiz was on a roll. He urged a new financial order, one in which developing countries had more of a say in their own destinies than developing ones. He said, “One of the outcomes of the current crisis has been the recognition that the G10 economies have lost some of their clout in favor of other countries and regions.” He wanted it back.


“This, together with the failure of some of these countries to regulate and supervise their own financial institutions,” he said, “has raised the question of their ability to continue leading international policy coordination and to establish principles and standards for best practices and regulations. The result has been the acceptance of the idea that international efforts should be led and coordinated by a wider and more representative set of countries, the G20.”136


This recognition was one of the most momentous shifts in the expansion of power beyond the core G20 in the early days after the crisis. The United States was responsible for paving the way to a rejection of the old monetary system. Through its irresponsible regulatory and subsequent monetary policy behavior, other countries had put the United States on notice. An elite outsider, Ortiz called the elite insiders out on their right to run international policy.


But it was official: Ortiz had gone too far for Mexico’s president.


THE ASCENSION OF AGUSTÍN CARSTENS


Ortiz’s six-year term was up at the end of 2009. On December 9 of that year, Calderón nominated Agustín Guillermo Carstens to take his spot.137


Carstens began serving on January 1, 2010. He brought with him an arsenal of US alliances and stellar connections.138 He had received his MA and PhD from the University of Chicago, with its free market doctrine. From 2003 to 2006, Carstens served as deputy manager of the IMF.139 He had chaired the IMF and World Bank Joint Development Committee from March 2007 to October 2009. He even had personal ties to the main US-Mexico bank, Citigroup-Banamex (Banamex Financial Group was purchased by Citigroup in August 2001 for $12.5 billion). His wife, Catherine, had been chief economist for the Futures and Options division of Euro American Capital Corp., an offshore subsidiary of Banamex, the first Mexican bank to offer and trade derivatives.


Ortiz’s perceived ousting was publicly controversial because many believed that Mexico needed continuity during the financial chaos. By that time, the crisis looked to be receding, but Ortiz had become too much of a wildcard in the artisanal money stakes. Carstens was likely to be more of a yes man—under Calderón’s lead. With his establishment background, he would be a point person of the Fed and offer a gateway to Washington Beltway economic leaders. Carstens was also considered more of a “rank-and-file” Wall Street guy. Ortiz, on the other hand, chose to believe in the “autonomy” of Banco de México from the government, which was supposed to be its mandate. Like Ortiz, Carstens came from the minister of finance position, a sign that true independence between the central bank and government wasn’t going to happen.


As for Ortiz, he moved to the private sector. He served as chairman of the board of Grupo Financiero Banorte from March 2010 to December 2014 and chairman of its advisory board from 2015. In October 2015, he became chairman of the Brazilian bank BTG Pactual Casa de Bolsa Mexico. Where he once straddled the reform gap between the BIS and IMF, he now served to bridge the gap between two of the largest banks in Latin America.


That revolving door was as normal in Mexico as it was in the United States. Ortiz would continue a tradition of Latin American leaders transitioning into private banking, prestigious academic institutions, and intergovernmental arenas that offered them huge sums of money.


FOREIGN MONEY FLOWS AND CURRENCY WARS


The Mexican economy stabilized, growing by 5.5 percent in 2010, its fastest annual growth rate in ten years140 and one of the highest in the OECD.141


Carstens guided Banco de México through a low-rate policy, as expected. The by-product of Mexico clawing back from its worst recession since 1932 was peso appreciation. Yet, that currency strength opened up another can of worms: fear that too much of a rise in the peso could have an undesirable impact on Mexican exports, rendering them too expensive and cutting into demand.142


By the evening of October 24, 2010, Ortiz, now on the outside looking in—warned of a currency war that for Mexico arrived in the form of the peso overheating, not devaluing. In the game of global currencies, through a mix of monetary policy, economic strength, and speculative bets, there are always winners and losers. As Financial Times reporter Adam Thompson noted, “While most people in Mexico were using their Sunday to unwind, Ortiz was telling an audience at the Mexico Business Summit in Toluca, just outside the capital, that the ease of investing in Mexico was increasing the risk of an overvalued currency.”143


Attracting foreign capital, which could increase the currency’s value, was both a badge of honor and a competitive sport in Latin America. Mexico’s main rival for foreign money, Brazil, boasted a much higher benchmark rate of 10.75 percent compared to Mexico’s rate of 4.5 percent. Both levels had the capacity to lure foreign investors seeking higher returns than the zero rates offered in the United States and Europe. This cheap money was easy to come by—and even easier to lose. That fear complicated the game of attracting foreign capital but didn’t end it, by any means.


Still, a headstrong Carstens took an opposite tack from developing countries such as Brazil and Colombia. They began imposing levies and ending tax exemptions on foreign capital in a bid to temper hot money speculation. He, in contrast, following University of Chicago theories of free market capitalism, openly criticized such seemingly isolationist moves.


In an October 27, 2010, interview, Carstens told Mexico’s Radio Formula that currency wars are “very destructive.”144 At a press conference in Mexico City that day, he reported that employment exceeded pre-crisis levels.145 Yet he signaled there might be more rate cuts to attempt to help the peso decline to a more comfortable level. In practice, it was a monetary policy head fake; he would impose no cuts until December 2015.


Meanwhile, the Fed and ECB had slashed rates. The Fed was planning to pump hundreds of billions of dollars into the markets (or, as it said, “the economy”). The move bothered Carstens for the same reasons it had Ortiz. He told reporters on November 17, 2010, “This could generate the risk of generating bubbles in emerging economies. When these burst they generally cause a lot of volatility.”146 Carstens was well aware that in the new interconnected world of central banking, what the Fed did would soon affect his policymaking ability. It would also significantly impact the Mexican economy and people.


In November 2010, China chimed in and criticized the Fed’s second round of QE as it threatened to “shock” emerging markets with “hot money.” Brazilian finance minister Guido Mantega compared it to “throwing money from a helicopter.”147 Hence, “Helicopter Ben” became Ben Bernanke’s money-conjuring nickname.


In the end, though, Carstens’s US allegiance won. He concluded Mexico would benefit if the Fed’s monetary stimulus boosted US economic growth. “It’s an understandable measure, and up to some point even desirable,” he said. “If I were in Ben Bernanke’s shoes, I would do the same.”148 Carstens had made his decision. He was all in with the Fed.


ZOOMING HOT MONEY


By 2011, foreign inflows to Mexico had almost doubled over the prior year to Mex$70.4 billion (US$5.78 billion) as international investors anticipated the Fed would pump more liquidity into the US economy (read: its banking system) and continue zero interest rate policies. That meant US rates would stay low. Investors sought greater returns elsewhere.


Meanwhile, Mexico’s central bank head’s status was elevated globally. On January 10, 2011, the board of directors of the BIS elected Carstens as a board member.149 Carstens saw this as an opportunity. He had climbed the ranks of the IMF. The BIS served as the next step in a career that extended beyond the Mexican central bank. And in that role, he would likely seek to render the BIS an even more powerful global entity.


A few months later, at the G20 and IMF assembly of finance ministers and central bank governors in Washington on April 14–15, 2011, Carstens touted Mexico’s recovery: “There have been some mixed figures about the US economy, we still are optimistic about the evolution of the Mexican economy.”150


Yet, despite it being a foreign capital magnet, the Mexican economy itself grew only 3.9 percent in 2011, the weakest pace in two and a half years. The services sector dipped, and a renewed global slowdown emanating from Europe dampened exports.151 Indeed, Mexico looked like a beacon of financial light compared to what was going on across the Atlantic. Portugal had to cut a €78 billion bailout deal with the EU/IMF.152 Greece received notice for a second bailout of $155 billion (€109 billion) in order to prevent contagion in Europe.153


Similar to the leader before him, Carstens’s star power was ascending. In May 2011, he was rumored to be in the running to replace a scandal-plagued Dominique Strauss-Kahn as managing director of the IMF. “It would be appropriate to have a non-European because a pair of fresh eyes could see European problems with greater objectivity,” Carstens told El País on a visit to Spain as part of his strategic international lobbying campaign for the exclusive position.


“I think emerging countries have been faithful partners in the international economy in recent years and we should be recognized,” Carstens said.154 It was a subtler attempt to enter the world’s higher echelons than Ortiz had executed. From there, Carstens could navigate a tighter Latin America–emerging market partnership but remain on par with the Fed and its global allies.


In May 2011, at the United States–Mexico Chamber of Commerce Annual Gala in Washington, DC, Ben Bernanke and Carstens were both awarded the Good Neighbor Award. Carstens pressed Mexico’s case (and his own), beaming, “For the first time in several years the Mexican economy in 2011 will grow at a faster rate than Brazil’s.”155


On June 13, 2011, the IMF released its official statement of consideration for the nominations of Agustín Carstens and Christine Lagarde for the post of IMF managing director.156 Battle lines were drawn. Carstens met with Tim Geithner—if he could get US financial leadership to back him, he had a far greater probability of gaining the position.


The United States, with nearly 17 percent of the voting power, didn’t need Carstens in that position enough, though, and supported Lagarde. Venezuela, Bolivia, Peru, Panama, Uruguay, Mexico, Paraguay, Belize, Honduras, Guatemala, the Dominican Republic, Nicaragua, and Colombia backed Carstens’s bid for the IMF helm. So did Australia and Canada. But Brazil broke ranks, backing Lagarde.157


About two weeks later, Carstens was named runner-up for the IMF post. Even though Mexico was a top three trading partner, the United States was not about to step in the way of France’s Christine Lagarde and the institution’s sixty-five-year history. China, India, Brazil—all emerging powers—voted against Mexico’s bid for the IMF. The Wall Street Journal observed that Carstens, the Chicago Cubs fan, knew the odds had him as a long shot.158 “I think also someone coming from the outside would speak their mind more frankly and I think that would be an advantage,” Carstens had said. But Europe was facing a sovereign debt crisis and it wanted a European at the helm of the IMF in case it needed help.


Undaunted, Carstens traveled to New York City in September 2011 to attend the Bloomberg Markets 50 Summit. “The balance of risks in Mexico still calls for a relatively neutral monetary policy, which is precisely where we stand today,” he told the summit. “There may be circumstances in the future that call for lower rates.”159 The Wall Street crowd, business executives, and various leaders did not only see a banker from Mexico—they saw one of their own.


Carstens met with William Dudley at the New York Federal Reserve for a working lunch and meeting afterward.160 That month, he was named Central Bank Governor of the Americas for the Year 2011 by Emerging Markets magazine. Later that year in Miami, Florida, he received a Bravo Award 2011 by Latin Trade magazine.


Then Mexico’s currency took a turn for the worse. The peso fell 14 percent from August to late September, hitting 13.56 per dollar.161 This slump was in part attributed to speculation that Mexico would follow Brazil in cutting its key rate. Putting it into context at the Fed’s annual late-August Jackson Hole central bankers gathering, Carstens noted his concern about a US slowdown, but not about rate comparison in Latin America.


The rivalry between Mexico and Brazil, the rock stars of the emerging markets, intensified. The battle lines were drawn around legacy relationships and geography. Mexico had proximity to the United States, whereas Brazil had regional dominance and major trade relations with China. Private investors saw opportunities in playing both sides of this monetary combat, and currency speculators were equally happy to take bets on how the regional political relationships would impact exchange rates.


Respective national banks also sought to take advantage of shifting geopolitics and investor appetites by competitively offering their services. The next president of Mexico would offer significant reforms, a different approach to cartel violence, and an opportunity for financial innovation. Elections on both sides of the border had investors eager to bet on the outcome. The Mexican economy, where the risks were known compared to some of the other emerging market countries, was an outpost of the American marketplace.


FASTER GROWTH AND A NEW PRESIDENT


According to the Organisation for Economic Co-operation and Development, Latin America was expected to grow 4.1 percent in 2012. Mexico was blossoming again while Europe was flailing.


The year 2012 brought another US presidential election and a debt and identity crisis in Europe. There was also a general election in Mexico. As a July 2012 New York Times op-ed pointed out, “If ever there were an election preordained as a result of economic performance, it would be Mexico’s election.”162 Centrist PRI leader Enrique Peña Nieto won handily (Calderón by law could not run for a second term anyway, but his party was trounced). Peña Nieto had been the governor of the state of Mexico from 2005 to 2011 and had worked for President Zedillo during the Clinton years. Peña Nieto was a lot like Obama—young, charismatic, he had a lovely wife. But his party, like the others, was riddled with corruption, and, as with Calderón, the election invited voting controversy. As his minister of finance and public credit, he appointed Luis Videgaray Caso, an MIT graduate and his confidant since 2005.


The Fed remained cautious on Mexico. In July 2012, Fed governor Elizabeth A. Duke visited Mexico City to discuss central bank cooperation in times of crisis. She observed, “Though Mexico’s recovery in the second half of 2009 was strong, it had less momentum and considerable economic slack remained in the country. As such, the Bank of Mexico did not consider it necessary to raise policy rates during its recovery period, unlike many other Latin American central banks.”163 Mexico had passed the good neighbor monetary policy test. Other Latin American central banks had deviated from the Fed’s cheap-money policy to attend to inflation. In contrast, Mexico had toed the line, the collusion blueprint.


At the same event, Carstens supported the Fed’s artisanal-money coordination policy. He stated, “These turbulent episodes showed that international coordination in implementing policies is more productive and efficient than unilateral implementation… in times of crisis the benefits of coordinated action are more than evident.”164


Mexico now proved comparatively beneficial to the United States as European debt problems grew. The peso was again dropping relative to the dollar though. The depreciation lowered the price of Mexican exports to the United States and raised the cost of its imports.165 Brazil and China were forging a stronger economic alliance with each other. The United States needed Mexico in its corner.


Because of that, the Fed announced another money-crafting measure on September 13, 2012. Nearly four years after the crisis, US banks still couldn’t sell their toxic mortgage assets. So the Fed jumped into action by purchasing $40 billion worth of them per month.166


When asked for his comments on the measure by Reuters, Carstens responded in solidarity: “We welcome the measures because for Mexico the most important issue is to have a strong US economy.” He added, “If monetary policy can do something to strengthen the economy of the United States, then obviously that will end up helping us as well.… We agree with the policies adopted.”167 A sharp slowdown in the United States would hurt growth south of the border.


With the European debt crisis intensifying, talk of a double-dip recession spooked markets, central banks, private banks, and the general population. It was a US election year and Obama wanted to take credit for “saving” the economy, which meant the economy had to preserve its state of “recovery.” Sure enough, underscored by the Fed’s money-conjuring policy, Obama easily retained his position as leader of the free world against Republican challenger Mitt Romney. Bernanke kept his post until 2014. His eventual successor and former Clinton adviser, Janet Yellen, would advocate his policies.


Meanwhile, Europe entered double-dip-recession mode despite, or perhaps because of, actions of the troika (the IMF, ECB, and EC). Anti-austerity measures blanketed Southern Europe. Portugal, Spain, Italy, and most notably Greece became grounds for widespread protest and strikes.


Latin America provided a breath of fresh air for speculators and conjured-money flow. While Europe faltered, Mexico roared. As the International Business Times reported on December 11, 2012, “Quietly, steadily and without much of the glitz and attention afforded its northern neighbor, the Mexican stock market has been on a tear this year.”168


SEEKING SOLUTIONS


In the midst of Mexico’s lukewarm economic rebound, on March 8, 2013, Banco de México cut its key rate by 0.5 percentage points to a record-low 4 percent. It was the first cut since 2009. After a nervous global market reaction to the cut, the bank assured the markets the cut was not part of an overall easing cycle for the future.


In Banco de México’s inflation report, the biggest concern was growing global risk. “The slowdown of the Mexican economy, which had been observed since the second half of 2012, intensified. This loss of dynamism derives from a series of adverse shocks, both domestic and external, which have amplified the slack in the economy.”169
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