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Part 1

Introduction



1

Crony Capitalism around the World

Although this book is about crony capitalism in America, it is
sometimes easier to see more clearly what is not right before
our eyes. We will therefore start with a brief tour of crony
capitalism abroad, and then decide how much of this applies
to us at home. The first stop of our tour will be
post-Communist Russia.

In

Russia today, failing companies have the usual choice: make
changes necessary to become profitable or shut down. But
many of them can fall back on a third choice as well: cash in
chips with government cronies. As might be expected, this
third option is not without its complications.

For example, shortly after the

Crash of 2008,

Alfa Bank, led by economic oligarch, Mikhail

Fridman, sought repayment of a $650 million loan from a
holding company,

Basic Element, owned by another oligarch, Oleg Deripaska.
On hearing this, Deripaska called Dimitry Medvedev, the then
Russian president. Medvedev told Fridman to back off. 1

This was not the end of the story.

Basic Element had previously laid off many factory workers
and owed some of them pay. Vladimir Putin, who preceded
and succeeded



Medvedev as president and who was then prime minister,
staged a media event in which he dragged Deripaska before
some of these laid off and unpaid workers and, in full view of
state television cameras, proclaimed, “I wanted the authors of
what happened [to these workers] to see it with their own
eyes.”

Turning to Deripaska directly, he added menacingly, “You
have made thousands of [workers] hostage to your ambition,
your lack of professionalism, and perhaps your greed.”2

Was Deripaska about to lose his company? Was he in danger
of being sent to prison? Would he be treated like Mikhail
Khodorkovsky, another “oligarch” who had offended

Putin by supporting

democracy and opposition political parties in Russia? No,
there was not the least danger of any of this happening.

The dressing down was just for the cameras and no doubt
carefully rehearsed.

Deripaska was on friendly terms with both Medvedev and
Putin, and at that very moment was being bailed out by a
state-owned bank, which would also support new stock
issuance by the company. Even Alfa’s loan would be paid, so
Fridman too would be happy.

What Medvedev and Putin got in return, or had gotten at
some earlier time from Deripaska, we do not know. But we
can guess. Stories have circulated in Russia about how a
business “friend” of Putin’s has siphoned off hundreds of
millions in “

charitable” contributions from Russian companies, totaling
billions, in order to create off-shore accounts for Putin and



also build him what is alleged to be a billion dollar villa on
the Black Sea.3

This is only one of Putin’s lavish residences. He enjoys 20 in
all, along with four yachts, countless cars, helicopters, and
airplanes, one of which has an $18 million cabin with a
$75,000 toilet.4 Meanwhile the president reports total
personal income of $113,000 a year. In all, including 250,000
personnel involved in personal security, the cost of
maintaining Putin is believed to total $5 billion a year.5

Russian reformer Yegor

Gaidar said about the Putin regime: “A self-serving state . . .
oppresses ... society, ... destroys ... it and in the end
destroys itself.”6

He died mysteriously in 2009 at age 53.

The Russian state no longer claims ownership of the
economy, as it did in Soviet days. How much better to control
it without having to take direct responsibility for any of its
failures? But there are few boundaries between private and
public. Businessmen depend on the state for favors. The state
siphons off whatever money it needs or wants, either for
political or personal use. As much as possible, it is all done
behind closed doors. If control of money and media does not
produce the right election result, ballots can be stuffed, also as
discretely as possible. And opponents can be intimidated or if
necessary beaten, jailed, or killed.

Although Russia may be the “poster boy” for cronyism

among the larger national economies today, there are many
other vivid examples. Respected economic columnist Larry
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Kudlow has written that “the Communists in China have
adopted deregulated free market capitalism.”7

He must have been joking.

The Chinese

banking system is perennially insolvent, because of bad loans
to government cronies, but is always rescued with new cash
created by the central bank. The whole country lurches from
government-financed bubble to bubble. Stimulus program
funds, also in large part generated by the central bank, have
been used by state-owned companies to buy private rivals.8 If
this essentially corrupt system finally implodes, as is likely,
the entire world will feel its effects, thanks to

China’s central role in world trade, by far larger than
Russia’s.

In South America, cronyism has taken deep root, but the most
tragic example may be Argentina. Before Juan

Peron introduced his own brand of fascism in the 1940s, the
country’s income per head rivaled that of the United States.
Waves of European immigrants came to the country seeking a
better life. As Alan

Beattie has noted, “The millions of emigrant Italians and Irish
feeling

poverty at home at the end of the 19th century were torn
between two destinations: Buenos Aires or New York.”9

Sixty years later, Argentine income per head had fallen to less
than 20% of the US figure.

Given

Argentina’s natural riches and other advantages, the decline is
almost entirely attributable to rampant crony capitalism,
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which has only gotten worse with time. In 2002, the
government defaulted on its global debts. In 2010, it seized
private

pension monies, and channeled some of these funds to

private sector cronies, allegedly to build

housing. In 2012, it rewrote rules for the central bank to give
itself unlimited use of national reserve funds.

Friends of the government buy a dollar for 4.5 pesos, while
others pay 6, if they can get a dollar at all. Taxes are
suffocating and on the rise. Economic statistics are all so
cooked that the

International Monetary Fund has officially criticized them
and international publications like The

Economist refuse to run them. Inflation, always a threat
despite government cover-ups, is surging along with
unemployment, but Argentine economists are fined for even
releasing projections. The government commandeers
television whenever it likes and otherwise restricts what is
said or shown.

Meanwhile the recent rulers of Argentina, first Nestor and
then his wife

Cristina

Kirchner, have grown rich, principally through land and hotel
deals in their native province. When Mr.

Kirchner was governor there, he bought at least one piece of
land from a town government. An unknown number of
purchases were financed by a bank that had been privatized
and sold to a family friend. What happened to the proceeds of
the privatization sales, including a large oil company, remains
a mystery.10
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Zimbabwe too was once considered a breadbasket, in this
case of Africa, but in the 2000s began to suffer mass
starvation. The principal reason was that President Robert
Mugabe promised land reform, but actually gave the once rich
farms to his cronies. At about the same time, everything was
price controlled, often below the cost of production. The
Central Bank was printing unlimited numbers of Zimbabwean
dollars, so that by 2008 prices were rising 98% a day.
Property and market values plunged by at least 99%, but it
was hard to say for sure, because there were no buyers. While
these events were unfolding,

Mugabe railed against “greedy entrepreneurs, ruthless
markets, and the forces of globalization.”11

Russia,

China,

Argentina, and Zimbabwe are all extreme examples of crony
capitalism, and therefore useful in defining what we mean by
the term. At the same time, they are by no means isolated
cases. Most of the world today is crony capitalist to one
degree or another.

The kind of political and economic system exemplified by
these four countries has clear roots in the “

national socialism” developed by

Mussolini in Italy and copied by

Hitler in Germany. But it was by no means a 20th century
invention. The earlier monarchies of Europe and Asia worked
in a not dissimilar way. Indeed it may be argued that
cronyism is as old as recorded human history and has always
been the dominant system.
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This is precisely why the human race has made so little
progress in overcoming

poverty. For most of human history, there has been no
economic growth at all. People born poor died poor.
Whenever economic capital began to be accumulated, it was
generally stolen by rulers or their friends or allies.

The British economist John Maynard

Keynes observed in the 1930s that only one treasure trove,
taken by the English privateer Sir Francis

Drake in the 16th century from a Spanish galleon, the

Golden Hind, invested at 3%, would have equaled the entire
English economy by the time he wrote. Such is the power of
compound interest from a successful business or financial
investment. But for most of human history, large-scale
investments have been unthinkable. It has not been safe to
make them. Treasure was to be spent or hidden.

By the beginning of the 18th century, the world was just as
impoverished as it had always been. But very gradually, in
some countries, especially in Britain and the newly formed
United States, governments learned to be less greedy, to avoid
killing the goose of enterprise that laid the golden

eggs. Reforms, especially reforms that freed some prices from
government control, were achieved, the so-called industrial
revolution began, and poverty began to decline, especially by
the 19th century.

Even then, reform was limited, cronyism remained strong,
and millions remained in poverty despite advances. Outside
the more reformed and thus more advanced countries, people
remained uncertain about their next meal. How could it be
otherwise when their economy was run on crony capitalist

14



lines—principally for the benefit of rulers and powerful allied
special interests?
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2

Crony Capitalism in America

The United States, Europe, and

Japan are some of the advanced economies that benefited
from the 18th and 19th century reforms of the old crony
capitalism. They have nothing in common with

Russia,

China,

Argentina, or

Zimbabwe. Or do they?

By 2012, the US government was financing most of its $1.2
trillion

deficit by “borrowing” from its own central bank, the US
Federal Reserve. It was thus “borrowing” more from itself
than from foreign lenders such as

Japan or

China. This money printing had not reached peak
Zimbabwean levels. But once a country starts using newly
printed money to pay its bills, it is not easy to control the
process. The 28 recorded national

hyper-inflations (prices advancing 50% or more a month) of
20th century world history12 attest to this.

During the US

bubble years (about 1995-2008) fueled by all the money
printing, political and financial scandals increased apace.
Why? One explanation is that government and private
interests were “partnering” more; the line between the two
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was increasingly blurred. Looked at one way, this meant more
government control of private interests. Looked at another
way, it meant the opposite: more control of government by
private interests.

Economic textbooks refer somewhat misleadingly to “public”
and “private” sectors. Before the rapid expansion of the
federal government by the

George W. Bush and Obama administrations, the

public sector (including federal, state, and local) was thought
to represent about a third of the economy. The nonprofit
sector, often overlooked, accounted for another 10%. This
math suggested that just a bit over half of the economy was
“private, for-profit.” But taking into account companies and
other organizations that are directly or indirectly run by
government, it becomes clear that most of the economy is in
the “public” sphere.

The term Government Sponsored Enterprise (

GSE) is often applied to so-called private enterprises that
have been founded by government and still enjoy public
support of one kind or another. Pre-eminent examples include
the mortgage giants

Fannie Mae and

Freddie Mac.

It is appropriate, however, to apply the term GSE more
broadly to include:

* The defense industry (sells mostly to the government);
» Healthcare,

drugs,
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housing,

banking, finance,

agriculture, food,

autos,

broadcasting,

railroads,

trucking,

airlines,

education (closely regulated, subsidized, price supported,
protected, or cartelized by government);

* Law and

accounting (expanded through government regulation and
allowed to earn enormous fees in areas such as medical
malpractice law);

* Unions (exempted from anti-trust law and favored in many
other ways);

* Other niche organizations such as the

American Association for Retired Persons (

AARP) (ostensibly exists to influence government, although
it has become in effect a large business conglomerate aided
and assisted by government).

It is clear enough why all these “private” firms and
organizations reach out and try to ally themselves with
public officials. They may be looking for:

* Sales

* Favorable
regulations
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* Exemption from regulation
* Regulation that discourages new or small competitors
* Access to credit

* Access to
cheap credit

* Loan guarantees
* Monopoly status
* Extension of
monopoly status (
patents and
copyrights)

* Noncompetitive bidding or contracts

Subsidies
* Bail-outs

* Promise of a future
bail-out (which reduces current cost of credit)

* Protection from competitors, domestic or foreign
* Favorable price restrictions

* Targeted tax breaks
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Public officials in turn have a list of what they want:
» Campaign contributions

* Direct
campaign assistance

* Indirect
campaign assistance

* Assistance with “messaging”

* Money (illegal if takes the form of a bribe, but not
necessarily in other cases, e.g. assistance with a loan or access
to a “sweetheart” investment)

* Support from “foundations” related to campaign
contributors

* Regulatory fees to support agency jobs

« Jobs for friends, constituents, or eventually themselves

* Travel, entertainment, other “freebies”

» Power, control, and deference

The alliances and relationships formed between

public officials and

private interests may at first seem counter-intuitive. A
company may give more campaign money to a potentially

hostile legislator than to a friendly one, in order to forestall
trouble. For example, Senators Chuck
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Schumer (D-New York) and Harry

Reid (D-Nevada) received large contributions from

Wall Street

hedge funds in 2007-2009 in an effort to head off a plan by
House Democrats to tax the funds’ “carried interest” profits at
regular income rather than capital gains rates. As a result,
Democrats raised twice as much from

hedge funds in the 2008 cycle and in 2009 as Republicans.13

Uganda dictator and ruthless killer Idi

Amin once observed that “in politics there are no permanent
enemies or permanent friends.” This is indeed evident in what
are often shifting alliances among

private interests and

public officials. On most occasions, the US

Chamber of Commerce (representing business interests)
competes with large trade

unions for favor on Capitol Hill, in the White House, or in
government agencies. But if budget cuts threaten spending on
highways or mass transit, the antagonists join forces to stop it.
They have also agreed about

bail-outs for banks,

bail-outs for

General Motors and

Chrysler, and stimulus bills.

Many of these players are not even US citizens. Much of the
money newly minted by the

Fed after the

2008 Crash went to support foreign banks. An

MSNBC headline read: “Wind at Their Backs: Powerful
Democrats Help Chinese Energy Firm Chase Stimulus
Money.” The article explained how Senator Reid (D-Nevada)
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received campaign money from a Chinese project’s backers.
Although it is not widely known,

foreign nationals may legally contribute to US federal and
state campaigns, so long as they hold a green card.

After the 2008 Crash, commentator Michael

Barone noted that many people expected US voters to turn
against “

Big Business” and “market solutions” in favor of more “

Big Government.”14 But it is difficult to draw such
distinctions when

Big Business, Big Finance, Big Labor, Big Law, and

Big Government all merge together into a single
conglomerated entity, one that seems devoted to its own
welfare rather than the public good.

The position of

rich people is always ambiguous, but especially so under such
circumstances. In the past, they had generally been
characterized as predators and parasites (the unfavorable
Marxist view) or sage investors and job creators (the
favorable view). Now these stereotypes were further
complicated by the source of the wealth.

Many of the new mega rich of the 1990s and 2000s got their
wealth through their government connections or by
understanding how government worked. This was especially
apparent on

Wall Street, which had first use of all the new money printed
by the Fed and which had gotten very rich under President
George W. Bush, then even richer under President

Obama.* Economist George

Reisman, author of
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Capitalism, a brilliant 1,000-page defense of its title subject,
regarded rich government cronies as “aberrations,”15 but in
the

bubble years they seemed no longer the exception, rather the
rule.

This was all the more regrettable because, in a crony capitalist
system, the huge gains of the few really do come at the
expense of the many. There was an irony here. Perhaps

Marx had been right all along! It was just that he was
describing a crony capitalist, not a free price system, and his
most devoted followers set up a system in the Soviet Union
that was cronyist to the core.

A

free price system is not what economists call a

zero sum game, in which existing wealth simply changes
hands. On the contrary, it continually creates new wealth,
large amounts of new wealth, and everybody potentially
benefits. A cronyist system by contrast is a negative sum
game; it destroys what wealth exists without creating much
new wealth to replenish it.

A few years after the

Crash of 2008, Sol

Sanders, columnist for a ‘“conservative” newspaper, wrote
that President

Obama should “begin weekly meetings in closed session with
a group of recognized private-sector leaders to brainstorm
recovery strategy and tactics.” No worse advice can be
imagined. Such a meeting—behind closed doors no
less—would not be a recipe for job creation. It would be a
recipe for more of the cronyism that has already destroyed
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millions of jobs and brought the economy to the brink of utter
ruin.

Whom would the president invite? Which of the powerful
private economic interests that despise open, honest,
competitive markets and conspire with government to protect
what they have and prevent any change threatening them?
Would it be the head of the president’s outside economic
council, the CEO of

General Electric, which just happens to have been rescued by
the government and is also a major government contractor?
The heads of the major banks that were bailed out and are still
being bailed out by the

Federal Reserve? The heads of drug companies whose
monopoly is jealously guarded by the Food and Drug
Administration (

FDA), an agency that

drug companies directly fund? The head of Government
Motors, aka

General Motors?

Such access to government leaders in a crony capitalist
economy is worth a lot. How much? Here is one measure.
When word of Timothy

Geithner’s selection to be President

Obama’s treasury secretary leaked, the stocks of companies
considered close to him immediately jumped by an average of
15%.16 This is hardly surprising.

Geithner had already saved many of these companies billions
of dollars when, as president of the New York

Fed, he had quietly vetoed a plan for banks to take losses on
their contracts with failed insurer
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AIG, and had instead decided that the government, that is the
taxpayers, would absorb the loss.17

18th century economist
Adam Smith warned that

people of the same trade seldom meet together, even for
merriment and diversion, but the conversation ends in a
conspiracy against the public, or in some contrivance to raise
prices.

How much worse, then, if these merchants are meeting
behind closed doors with the president of the US or secretary
of the Treasury? The Obama White House presumably
understands the potential value of such meetings, because it
first offered to provide full

logs of all White House visitors, pointedly excluding the first
nine months, and then began scheduling

lobbyist visits outside the White House, at the nearby Jackson
Place offices, where the promise of logs was deemed not to
apply, or even at coffee houses.18

An earlier secretary of the Treasury, William
Simon, had written that

I watched with incredulity as businessmen ran to the
government in every crisis, whining for handouts or
protection from the very competition that has made this

system so productive. ... Always, such gentlemen
proclaimed their devotion to free enterprise. ... Their own
case [however] ... was always unique and ... justified [an

exception].19
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Today’s deal-making between

private interests (not just businesses) and government goes far
beyond the kind of special pleading that

Simon describes. It involves what “public interest”
economists broadly call

rent-seeking,” pursuing special deals and advantages of every
kind. In most cases, the deals require some further
interference with

free prices, interference that makes some people much richer
and society as a whole much poorer.

Humorist P. J.
O’Rourke says about this:

I don’t mind America becoming a third world country. ...
The troubled economy will soon be a thing of the past. Once
we’ve got third world-style full-blown business [,
non-business,| and government corruption, there won’t be an
economy.20

* Wall Street made as much profit in the first three years
under Obama as in the prior eight years under Bush.
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Part 2

Crony Politicians
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3

Pay to Play: A Capitol Hill Primer

If you are a politician looking for campaign contributions, a
few basic rules apply:

1. Make laws and

regulations as complicated and vague as possible. Take the
tax code for example. The more complex and vague it is, the
easier to trade special deals and provisions for campaign
money or assistance. This is the primary reason that the

tax code keeps getting longer and longer, ever more dense
and impenetrable, even though anyone can see that a simpler
and more transparent system would raise more money and
immeasurably help the economy.

2. Complicated and vague laws also directly benefit
lawyers, accountants, and tax preparation firms, all good
sources of campaign money.

3. The more complicated and

vague legislation is created, the more powerful special
interests will be interested in having “friends” in government.
When the Constitution was first ratified, there were only three
federal crimes: treason, counterfeiting, and piracy. Today no
one is sure how many federal crimes there are, but a 2007
study estimated 4,450.21

Even if laws were not so numerous, complex, and vague,
large companies today regard close ties to key government
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figures as a very necessary kind of insurance policy, and they
are right to do so. For example, why were Goldman Sachs
executives never prosecuted for Senate testimony under oath
following the

Crash of 2008, when some objective observers thought they
had clearly perjured themselves? Was it because of

campaign contributions? Because of payments made to the
law firm where the Attorney General, Eric

Holder, had worked and would presumably return to work?
For whatever reason, Goldman Sachs executives got away
with it, even after a Senator sent the dossier to the

Justice Department. We shall return to this question in a later
chapter devoted to

Goldman Sachs.

4. When crafting a bill, leave as much as possible to be filled
in by regulatory agencies. The

Affordable Care Act (Obamacare), the

Dodd-Frank Act “reforming” Wall Street, and the

Food Safety Act of 2011 are all good examples. This is
advantageous because it means that the bill will take shape
over many years, and special interests will keep making
campaign donations in hope of influencing the

regulations long after the statute has passed. As we shall see
in a later chapter, the Dodd-Frank

Wall Street reform bill, 2,000 pages long, was expected to
require five years of regulation writing, which would fill
hundreds of thousands of pages.22

5. Whenever possible, provide for waivers and exemptions
from new legislation, but only on request to regulatory
agencies. This means that friends can be rewarded. For
example, President
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Obama’s

Stimulus Act had a *

buy American” provision, but it could be waived on request.
His Affordable Care Act also provided for waivers, which in
the first year mostly went to

union and other supporters.

6. If through an oversight, an exemption or waiver is not
included in the statute, the next best thing is to include it as a
regulatory rule. Thus, after the Dodd-Frank Act was passed
requiring

hedge funds to register and report to the government, a rule
was written to exempt funds handling only “family money”
(however defined). George

Soros, a major Obama campaign contributor who had earlier
called for regulation of

hedge funds wunder Dodd-Frank, promptly returned
non-family money to investors so that he could claim the
exemption for his own fund.23

7. Reward your friends but also punish your foes. For
example, in 2009, Congressman James L. Oberstar
(D-Minnesota) slipped a 230-word provision into legislation
re-authorizing the

Federal Aviation Administration. The provision would have
moved regulation of the

Federal Express Company from the

Railway Labor Act to the

National Labor Relations Act. This was a long-time objective
of

FedEx’s competitor,

United Parcel Service (

UPS) and its
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Teamster Union allies, which thought the move would
“hobble”

FedEx and help the unionized

UPS.

Not surprisingly

Bloomberg News reported that the

UPS political action committee has “given more money to
federal lawmakers than any other company over two decades”
and that Mr. Oberstar had received $77,900 from

UPS employees. The Teamsters over the same period had
given $86,500 to Oberstar.24 In 2009, the

Oberstar maneuver was blocked in the Senate, but that may
not displease the congressman. So long as the issue remains
unresolved,

UPS and the Teamsters are likely to stay firmly allied with
him.

8. If you cannot directly punish your foes, try to intimidate
them. For example, in 2011, the

Obama Administration threatened to issue an executive order
requiring any company bidding on a government contract to
list prior political contributions. The implicit threat was that if
you have donated to the opposite party, you will not get the
contract. The leak of this plan was timed to chill donations to
the other party just as the presidential campaign was getting
under way.25

Another example was Senator Dick Durbin’s October, 2011,
speech describing

Bank of America’s new $5 a month debit card charge as an
“outrage” and encouraging customers to leave the bank. This
was a rather extreme tactic in that the Senator was in effect
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trying to create a “run” on a major bank, that is, a sudden
withdrawal of deposits, something that the government has
tried to prevent since the Great Depression. In this case, the
Bank dropped the new fee (knowing it could recoup with
other, less visible fees) and also probably made a private
decision to increase, not decrease, its contribution to Senator
Durbin.26 Senator Durbin would be unlikely to receive $14.6
million from financial firms, as his close colleague senator
Charles Schumer (D-New York) has over the years, but then
Schumer “represents” Wall Street, and always fights for what
it wants, while Durbin threatens

Wall Street, a less remunerative but still robust fundraising
strategy.27

9. When punishing, intimidating, or indirectly seeking
campaign contributions from “the other side,” look for issues
that will affect as many of them as possible. A classic
example of this was President

Obama’s proposal (

American Jobs Act of 2011) to allow the unemployed to sue
employers for discrimination when they have been turned
down for a job. This sent a clear message: business employers
had better stay in touch with the administration (direct
campaign contributions or contributions raised by

lobbyists) as the presidential race was getting underway.28

10. Don’t always aim to punish or intimidate foes. Sometimes
it is better to placate them. For example, when Congressional
Democrats offered a restrictive campaign finance bill in June
2010, they decided, after consultation with the White House,
to exempt their foe, The

National Rifle Association, in order to forestall the powerful
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NRA’s opposition. In order to camouflage this move a bit,
they also exempted an ally, the

Sierra Club, and the more non-partisan

Humane Society.29

11. Whenever passing legislation, look for a chance to create
a role for friends. For example, when Washington bailed out
Wall Street during the

Crash of 2008, different pieces of legislation authorized
hiring consultants from—where else?—

Wall Street to advise government agencies and monitor
bail-out activities.

Black Rock, whose CEO Larry

Fink is especially well connected, and which is well known
for its political contributions, won the lion’s share of the
business, without competitive bidding or indeed any
disclosure of how the selection was made,30 although other
firms benefited as well.

12. When directly subsidizing

private interests, it is helpful to create a confusing array of
overlapping programs. That way, favored donors can win
multiple

subsidies without being noticed. For example, the same
company can be directed to the

Defense Department,

Agriculture Department,

Energy Department, and

Small Business Administration for loan guarantees and also
pick up a grant from the

Stimulus Program.
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13. Try to keep government contracts on a “no-bid” basis. For
example, a company controlled by a major Obama

donor won a $433 million

no-bid contract on an experimental

smallpox remedy, although it is uncertain whether

smallpox even still exists.31

14. Rely on

lobbyists to find campaign donors and do not look too hard at
the ones they produce. Recent investigations have uncovered
a

lobbyist directly reimbursing donors, which is illegal, or
indirectly reimbursing them by paying inflated fees for vague
services. Super-

lobbyist Paul

Maglinocchetti was convicted and sent to prison for these
practices in 2011.32

15. Help to create

monopolies and

cartels, e.g. the

National Football League, other sports franchises,
patent-based businesses such as

drug companies, securities rating services, license-restricted
businesses such as medicine, and

labor unions, among many others. Cartel owners can be relied
on to support their cartel status by making plentiful political
donations.

16. Keep in mind that large companies, even when they are

not granted cartel status by government, still benefit from
dense
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regulations, mandates, and assorted entitlements. All of these
legal complexities discourage new competitors, especially
small companies which have not grown big enough to afford
an army of accountants,

lawyers, and political advisors. As

New York Times columnist David

Brooks has said,

What do corporations, when they go to Washington, ...
want? One, they want

subsidies. Two, they want to crush

small businesses who are hoping to compete with them by
erecting regulatory hurdles.... They want to stifle
competition.33

17. Whenever possible snag a seat (or even better a
chairmanship) of a Committee with authority over taxes or
other money matters. A dispute over the use of

rum taxes filled New York Democratic Congressman Charles
B.

Rangle’s campaign coffers in 2009 because he chaired the
tax-writing

House Ways and Means Committee.34

18. Condition your support of a major bill on the inclusion of
a specific provision, often unrelated to the bill in question,
favoring a friendly special interest supporter or constituent
group. Senator Harry

Reid (D-Nevada), Senate Majority Leader, said about the
Affordable Care Act (

Obamacare) in December 2009: “There’s 100 Senators here.
... If they don’t have something in [the bill] important to
them, it doesn’t speak well of them.”35
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19. Completely unrelated provisions favoring a particular
constituent are usually termed earmarks. Thousands of them
may be included in a single major bill, especially a “must
pass” appropriations bill. The most famous recent example
was the Alaskan “

bridge to nowhere.” Sometimes these maneuvers do not go as
intended. In 2009, House Democratic Whip James E.

Clyburn (D-South Carolina) thought he had successfully
earmarked $100,000 for a library in Jamestown, SC, but
found that through a clerical error the money had gone to
Jamestown, CA, a town that does not even have a library.
Following efforts to end

earmarks, it has become more popular to designate

nonprofits as the recipient—since nonprofits are excluded
from the proposed bans. In some cases, this has resulted in the
creation of new nonprofits to receive funding that had already
been requested for companies or other

private interests creating the nonprofit.36 In other instances,
earmarks have funded projects close to property owned by the
legislator.37

20. Use judgment when agreeing to help campaign donors or
powerful special interests. Consider how it will appear if
made public. For example, it was not wise for the US
Department of Veteran Affairs in 2009 to approve
Prudential’s withholding of lump sum life insurance
payments to families of soldiers killed in combat (replacing
them with retained asset accounts, on which the company
continued to earn interest). Making money off fallen soldiers
was going too far, and this was also too crude an example of
crony capitalism. Or, perhaps it was not. The policy has not
been changed, and a federal lawsuit will take years to
unfold.38
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21. If necessary, stretch or even break the law. For example,
the

Obama Administration told Defense

contractors not to announce layoffs prior to the election of
2012. In return, the administration promised to reimburse the
firms from government funds if waiting to give notice led to
higher severance costs, even though no legislation authorized
this.39

22. Although federal contracts or stimulus grants are tangible
rewards for donations, less tangible rewards are also
important. Major Obama

donor and “bundler” (collector of donations) Donald H.

Gips received $13.8 million in federal

stimulus money for his firm,

Level 3 Communications. But he was also named ambassador
to South Africa.40

Other donors have been invited to high level administration
“briefings” or White House events, in addition to being given
access to high officials. President Obama hosted an
end-of-Ramadan dinner to reward Muslim donors, a novel
addition to the usual St. Patricks’ Day gathering, state
dinners, intimate gatherings in the White House movie
theater, or even more intimate golf outings or basketball
games.41 The president was occasionally criticized for
playing too much golf; but the golf games were important
fundraising opportunities.

When running for president in 2007, then Senator

Obama attacked “the cynics and the

lobbyists and the special interests who’ve turned our
government into a game only they can afford to play. ...
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They write the checks and you get stuck with the bill.” In
keeping with this, he promised to accept public funding of his
presidential campaign, even though it would legally restrict
his private fundraising. But when he saw an opportunity to
out-fundraise his Republican opponent, Senator

McCain, he quickly broke his promise and dispensed with
public funding so that he could raise an unlimited amount of
private money.
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4

Political ATMs:
Fannie and Freddie

Conventional wisdom blames the US housing bubble of the
2000s on

Wall Street greed. This is only a half-truth. When government
serves free drinks by printing money, driving interest rates
down, and overspending,

Wall Street tends to get drunk. This is very convenient for
government because, when the hangover comes, the average
person will blame the drunk, not the bartender. This happened
each time a bubble popped, at the end of the 1920s, the end of
the 1990s, and the end of the recent housing bubble.

Throughout the

housing bubble, the

Federal Reserve, by far the most powerful government
agency, sought to provide cheap mortgages by driving interest
rates down, generally with the help of other central banks. By
holding the

Fed Funds Rate below the rate of

inflation for three years, it virtually made a free gift of money
to those with the clout and the collateral to get it. These initial
borrowers then made the money available to other borrowers,
especially to consumers for housing loans.
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The US government had already greased the housing industry
by making mortgage interest tax deductible and eliminating
most capital gains

taxes on homes. It also provided loan

guarantees through the

Federal Housing Administration (

FHA) and its own cheap mortgages through both the

Federal Home Loan Banks and the private/public entities
Fannie Mae and Freddie Mac. The government’s

Department of

Housing and Urban Development mandated that Fannie and
Freddie invest what became 50% of assets in lower-end
mortgages, including, if necessary,

unqualified mortgages, the ones that later blew up.42 The
federal government has no fewer than 160 housing programs
in all43; each of them contributed in some measure to
blowing up the bubble.

Even the Federal Reserve joined the effort to get more
mortgage loans out to what were often

unqualified buyers. While

HUD pressured Fannie and Freddie, the Fed told the banks it
regulated that “discrimination may be observed when a
lender’s underwriting policies contain arbitrary or outdated
criteria that effectively disqualify many wurban or
lower-income minority applicants.”44 Examples of “outdated
criteria” included exclusion of

welfare or

unemployment

insurance income and consideration of past repayment
history.
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By the end of 2007, government-sponsored mortgages
accounted for 81% of all the mortgage loans made in the
US,45 and by 2010 this had risen to 100%. Many of these
loans during the 2000s were developed by shady “bucket
shops” that, when shut down, just reopened next door under a
new name.46 During 2008, Fannie Mae also developed the
Home Saver program. This enabled defaulting homeowners to
borrow additional money to cover the arrears in their
mortgage payments.

Although ostensibly designed to help struggling homeowners,
the new Home Saver loans meant that none of the original
loans had to be considered in default. More importantly, none
of them had to be written off or at least not immediately
written off. It is true that many of the new loans themselves
fell into default and had to be written off, but the write-offs
were small compared to the original loans that could be kept
on the books for a while longer. In this and other creative
ways, Fannie executives kept kicking the can (of mortgage
defaults) down the road a bit further into the future.47

Official government propaganda touted home ownership as
the American dream. No one paid attention to studies
showing that countries and regions with the highest home
ownership also had the highest

unemployment rate. Why? Because

home ownership makes it difficult for workers to move to
where the jobs are, especially to where the best jobs for their
particular skills are.48 This was finally noticed after the
housing crash.

Democratic politicians especially liked Fannie and Freddie.
They exempted them from state and local
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taxes and some

Securities and Exchange Commission (

SEC) requirements and also gave them implied government
backing for their bonds. They fought off Bush administration
efforts to regulate them more, even after it became apparent
that both firms had issued false accounting statements. They
also saw nothing wrong with Fannie and Freddie borrowing
$60 for each $1 of capital, much more leverage than even
Wall Street used. At

FHA, the leverage rate reached an eye-popping 840 to 1 by
2012.

Representative Barney

Frank (D-

Massachusetts), chair of the US

House Financial Services Committee, said that fears of a
looming crisis were ‘“exaggerated.” His counterpart in the
Senate, Christopher

Dodd (D-Connecticut), chair of the

Banking Committee, agreed.49 As late as July 2008, Dodd
said that “[

Fannie and Freddie] are fundamentally sound and strong;
there is no reason for the reaction we’re getting.”50 Before
the end of that year, both companies had collapsed and been
refinanced by the government.

By June 2011, the federal government had spent $130 billion
bailing out Fannie and Freddie, and the

Congressional Budget Office estimated that another $187
billion would be needed to restore their solvency.51 By
March 2012, the loss to date had risen to $183 billion. The
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Obama Administration was also pressing for more
forgiveness of loans. This would help the homeowners of
course, but also the big banks, which often held

second mortgages atop the

Fannie- or Freddie-guaranteed first mortgages. These

second mortgages, currently worthless, would become
valuable if some or all of the first mortgages could be written
off.52

The financial condition of the

Federal Housing Administration received less notice, but
behind its lax accounting standards, it was deeply insolvent as
well. Choosing simply to disregard the hole it was in, it kept
piling on the loan

guarantees, tripling its book in 2008-2010. Congress as usual
made things worse by increasing the maximum single loan
guarantee to $729,750 before the crisis; FHA responded by
moving to guarantee loans on luxury Manhattan apartments
featuring concierge service, pet spas, massage rooms, and
rooftop lounges. Down payment required?—only 3.5% of
purchase price. Loans were even available where 70% of the
building remained unsold, which meant the project was not
yet viable.53 Post crisis, the limit on

jumbo loan guarantees was reduced—to $625,500.54

Prior to 2008,

Frank worried that any attempt to rein in Fannie and Freddie
would make housing less “affordable,” presumably for people
of modest means. He did not explain how

jumbo loan guarantees fit into his goal of helping those with
less. Nor did he explain how soaring home values, fueled by
cheap government money, made homes more affordable.
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By 2006,

cheap credit had doubled the price of the average house in
less than ten years.55 By then, the housing bubble had spread
around the world and become the largest and most universal
bubble in economic history. The 1920s bubble in the US led
to a total debt to gross domestic product ratio of 185% by
1928. The

housing bubble led to a total US debt to GDP ratio of 357%
by 2008.56

What nobody mentioned throughout the debate about

Fannie and Freddie was how convenient their supposedly
private (but actually public) status was for politicians. As
private companies, they could make

campaign contributions through their employees and their
PACs (Political Action Committees). Their “foundations”
could also provide “soft” funding for a host of political
purposes. As

Forbes magazine publisher

Steve

Forbes noted in August 2008:

The two most mammoth political powerhouses in America
today are Fannie Mae and Freddie Mac. Their

lobbying muscle makes Arnold Schwarzenegger look like a
90-pound weakling. Directly and indirectly, they employ
legions of ex-pols to help them [and their friends] on the Hill.
They hand out largesse of one sort or another to any pol who
matters and is willing to take it. Fannie Mae’s “charitable”
operations have field people in virtually every congressional
district.
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These monsters are fiercely resistant to any change affecting
their ability to tap Uncle Sam’s ATM at will while privatizing
profits and socializing losses.57

Fannie’s “non-political” money even went to ACORN, the
group charged in 2008 with voter fraud.58 Altogether,
excluding “charitable” gifts, Fannie spent $170 million on
lobbying from 1998-2007 and $19.3 million on campaign
contributions from 1990. The largest sum during the
20062008 electoral cycle went to Senate

Banking Committee Chairman Dodd, and the second largest
to then Senator

Obama.59

Senator

Dodd was the second largest recipient of funds (in this case
exceeded by President Obama) from a political action
committee (PAC) organized by

Countrywide Financial, a leading

subprime mortgage lender.60 He was also recipient of two
mortgages from Countrywide’s VIP program that waived
points and other fees. Later Dodd stated that he did not realize
he was getting special treatment and refinanced the loans
elsewhere.

A sweetheart Countrywide loan also went to Jim

Johnson, Fannie executive and Obama advisor. When the
chairman of the

House Oversight and Government Reform Committee,
Edolphus

Towns (D-New York), issued a subpoena to gain access to
Countrywide records, he exempted his own records, which
would have revealed two such loans.61 President Obama did
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not receive a Countrywide loan, but there are questions about
how he bought his own

Chicago home on a double lot. Tony

Rezko, a developer, political operator, and campaign

donor now in jail, put up the cash for the second lot, and
Northern Trust provided a discounted rate mortgage as
confirmed by the

Federal Election Commission.62

Vice President Joe Biden also seems to have made some
“sharp”

real estate deals. He sold a luxurious home in Delaware for
$1.2 million to mortgage firm

MBNA Vice Chairman John

Cochran at full listed price during a weak market.

MBNA also hired Biden’s son. With profits from the house
sale, Biden then bought a 4.2-acre lakefront lot from a

real estate developer, Keith

Stoltz, who had paid the same price five years earlier, and
thus did not make a profit.63

Private/public entities like Fannie and Freddie were not just a
ready source of funds for politic