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this story is not about the origins of 2008’s 
financial meltdown. You’ve probably read more than 
enough of those already. To make a long story short, it 
was a perfect storm. Reckless lending enabled a historic 
housing bubble; an overseas savings glut and an un-
precedented Fed policy of easy money enabled skyrock-
eting debt; excessive leverage made the global banking 
system so fragile that it couldn’t withstand a tremor, let 
alone the Big One; the financial system squirreled away 
trainloads of risk via byzantine credit derivatives and 
other devices; and banks grew so towering and so in-
terconnected that they became too big to be allowed to 
fail. With all that in place, it took only a small nudge to 
bring the entire house of cards crashing to the ground. 

But that’s a story about finance and economics. This 
is a story about politics. It’s about how Congress and 
the president and the Federal Reserve were persuaded 
to let all this happen in the first place. In other words, 
it’s about the finance lobby—the people who, as Sen. 
Dick Durbin (D-Ill.) put it last April, even after nearly 
destroying the world are “still the most powerful lobby 
on Capitol Hill. And they frankly own the place.”

But it’s also about something even bigger. It’s about 

the way that lobby—with the eager support of a resur-
gent conservative movement and a handful of pow-
erful backers—was able to fundamentally change the 
way we think about the world. Call it a virus. Call it a 
meme. Call it the power of a big idea. Whatever you 
call it, for three decades they had us convinced that 
the success of the financial sector should be measured 
not by how well it provides financial services to actual 
consumers and corporations, but by how effectively 
financial firms make money for themselves. It sounds 
crazy when you put it that way, but stripped to its 
bones, that’s what they pulled off.

There’s more to say about how they accomplished 
this, but to understand just how extravagant the finance 
lobby’s power is, you need to understand some back-
ground first. There are a lot of places we could start: the 
election of Ronald Reagan and the beginning of the 
great era of financial deregulation. The collapse of Con-
tinental Illinois National Bank and Trust in 1984. The 
$100 billion bailout of the savings and loan industry. 
The Mexican crisis of 1994. The Asian crisis of 1997. 
But for our purposes, the best place to start is 1998. That 
was the year a hedge fund called Long-Term Capital  

capitalcity
A year after the biggest bailout in US history, Wall 

Street lobbyists don’t just have influence in  
Washington. They own it lock, stock, and barrel.

 by kevin drum
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Greenspan and by Robert Rubin, Bill Clin-
ton’s treasury secretary.

In any sane world, it would have been 
a call to arms. After all, ltcm was only 
worth a few billion dollars. If a relative 
minnow like that could pose a risk to the 
global economy merely through the use of 
profligate leverage, what might happen if 
a money-center bank worth 100 times as 
much did the same thing?

But we don’t live in a sane world. We live 
in a world where leverage—as well as Wall 
Street’s nearly endless stream of new con-
trivances for exploiting it—is largely con-
trolled not by regulators or congressional 
committees, but by the finance lobby. And 
the last thing the finance lobby wants is con-
straints of any kind. So Wall Street prom-
ised solemnly to take the lessons of ltcm to 
heart and then got right down to the busi-
ness of ignoring them. In fact it spent the 
next decade not merely blocking reform, 
but making things worse by lobbying relent-
lessly to expand leverage, complexity, regula-
tory forbearance, and risk.

Now if the aerospace lobby had told 
us after the 1986 Challenger disaster that 
the key to better performance was to tur-
bocharge the engines and quit performing 
preflight inspections, everyone would have 
agreed that they were crazy. Yet that’s es-
sentially what the finance lobby has done 
over the past decade, and in some weird 
way we were too mesmerized to recognize 
it. Within months of a near catastrophe 
caused by one of the industry’s brightest 
stars, the lobbyists were busily making cer-
tain that it would happen again—and that 
when it did happen, it would be bigger and 
more disastrous than ever.

Unleashing the Banks
It’s hard to directly observe any lobby at 
work—by nature, it’s not business typically 
done out in the open—but in the same way 
that a meteor leaves behind a crater that 
lets you know its size and force of impact, 
so does the finance lobby. Sometimes these 
are laws passed by Congress. Sometimes 
they’re tax breaks kept in place by friendly 
senators. Sometimes they’re rulings by the 
Federal Reserve. Sometimes they’re green 
lights from federal watchdog agencies. All 
of these are part of our story, but it starts 
with Congress, which left behind the two 
biggest craters of them all in 1999 and 2000, 
a little more than a year after the ltcm col-

right, but it also allows you to lose lots of 
money very quickly when they don’t. And 
in 1998 things didn’t go right. Spreads that 
were supposed to narrow kept widening, 
and ltcm was forced to dip into its own 
capital to pay back the huge short-term 
loans it had taken out to leverage its bets. 

Losses kept mount-
ing, creditors called in 
their loans, and even-
tually everything came 
crashing down.

But a funny thing 
happened on the way 
to the crash: The New 
York Fed stepped in 
and arranged a bail-
out. Almost all of Wall 
Street’s biggest firms 
participated, and they 

did so for one reason: The Fed convinced 
them that ltcm was too big to fail. An un-
controlled bankruptcy might set off a dom-
ino effect that could bring down dozens of 
banks. A few months later, an interagency  
report concluded, “The near collapse of 
ltcm illustrates the need for all participants 
in our financial system, not only hedge 
funds, to face constraints on the amount of 
leverage they assume.” It was a bipartisan 
judgment, signed by Fed Chairman Alan 

borrow other people’s money. Lots of it.
It’s easy to see why. A typical ltcm bet 

would start when someone noticed a spread 
that seemed a little out of whack. For ex-
ample, two bonds might trade for slightly 
different prices even though they were near-
ly identical. So ltcm would go long in one 
bond and short in the 
other, essentially bet-
ting that the spread 
would narrow. Bond 
traders deal in basis 
points—hundredths of a 
percentage point—and a 
bet like this might de-
pend on a spread of, 
say, 20 basis points nar-
rowing to 10. That’s a 
nearly invisible move-
ment, and on a million-
dollar trade it nets you a grand total of 
$1,000. Hardly worth bothering with unless 
you make it a billion-dollar bet instead. 
That’s what ltcm did: It mastered a method 
that let it borrow huge sums of money prac-
tically for free and that turned thousand-
dollar profits into million-dollar profits. Do 
that a few hundred times a year and you’re 
talking real money.

But leverage is a harsh mistress: It allows 
you to make lots of money when things go 

Management imploded and very nearly took 
the global financial system down with it. It 
was, if you will, a dry run for 2008.

The Warning
At the time it was founded, ltcm was the 
biggest, most prestigious hedge fund ever 
created. The brainchild of John Meriwether, 
former head of bond trading at Salomon 
Brothers, it had two future Nobel Prize win-
ners as partners, a staff of virtuoso traders 
and brilliant mathematicians, $10 million 
worth of fancy engineering workstations, 
and an initial capitalization somewhere 
north of $1 billion. It was the largest start-
up hedge fund in history.

It was also one of the most successful. 
But ltcm didn’t make its money by do-
ing anything so crude as betting on things 
like the rise and fall of the stock market. In 
fact, like most big hedge funds, ltcm paid 
very little attention to stocks. The Dow 
Jones average might get all the attention, 
but Wall Street pros know two things: The 
market for debt is far larger than the market 
for equities, and it provides far more fertile 
ground for mathematical manipulation 
and epic profits.

But clever mathematics alone isn’t 
enough to make Gatsbyesque fortunes. For 
that, you need to use leverage. You need to 

henhouse, meet fox
The latest round of bankers and lobbyists in charge of Wall Street regulation

Goldman SachS ceo turned Treasury Secretary hank Paulson wasn’t the first, or the last, to use the revolving door between Wall Street and Wash-
ington. here’s a short list of obama officials who got their start in the private sector—many, like Paulson, at “Government Sachs.” —Andy Kroll

official

Neal Wolin

Mark Patterson

Gene Sperling

Larry Summers

Rahm Emanuel

Herbert Allison

Kim Wallace

Karthik Ramanathan

Matthew Kabaker

Lewis Alexander

Adam Storch

Lee Sachs

Gary Gensler

Michael Froman

 
current role in washington 
Deputy secretary of the treasury (Tim Geithner’s No. 2)

Treasury secretary’s chief of staff

Counselor to the treasury secretary

Obama’s chief economic adviser

White House chief of staff

Assistant secretary of the treasury (oversees tarp)

Assistant secretary of the treasury for legislative affairs

Acting assistant treasury secretary for financial markets

Deputy assistant secretary of the treasury

Counselor to the treasury secretary

Managing executive of the sec’s Division of Enforcement

Counselor to the treasury secretary

Chairman of Commodity Futures Trading Commission

Deputy assistant to Obama, deputy nat’l security adviser

 
previous role on wall street
Exec at one of the largest insurance and investment firms

Goldman Sachs lobbyist

Made nearly $900,000 advising Goldman Sachs 

Made $5 million as managing director of a hedge fund

Made $16 million as a partner at a Chicago investment bank

Longtime exec at Merrill Lynch; headed Fannie Mae 

Managing director at Barclays Capital and Lehman Brothers

Foreign exchange dealer at Goldman Sachs

Made $5.8 million at the Blackstone Group in 2008-2009

Chief economist at Citigroup; paid $2.4 million in 2008-2009

VP of Goldman Sachs’ Business Intelligence Group

Made more than $3 million at a New York hedge fund

18 years at Goldman Sachs, where he made partner

Managing director of a Citigroup investment arm
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customers’ funds in any way they wanted. 
In essence they became the world’s biggest 
hedge funds. And if ltcm was too big to 
fail, suddenly Citigroup and JPMorgan 
Chase were way too big to fail.

By itself, this was dangerous enough. But 
then Congress made things even worse. 
In the previous decade the world of de-
rivatives—swaps, futures, and options—had 
become ever more complex and lucrative. 
The finance lobby was eager to make sure 
they remained largely unregulated, and in 
2000 the Commodity Futures Moderniza-
tion Act granted their wish. Long-standing 
state laws against “bucket shops”—informal 
exchanges that allowed investors to gamble 
on securities they didn’t actually own—were 
preempted, and Wall Street was officially 
turned into a casino. Banks could literally 
bet on anything.

Like so much else about the finance lob-
by, this was a bipartisan binge. The fsma 
is also known as the Gramm-Leach-Bliley 
Act, and it’s true that all three of those gen-
tlemen were Republicans dedicated to the 
cult of deregulation. Alan Greenspan was a 

lapse. The first was the Financial Services 
Modernization Act. The follow-up was the 
Commodity Futures Modernization Act. 

The fsma was designed to tear down a 
Depression-era law, the Glass-Steagall Act, 
that had set up the fdic to guarantee com-
mercial bank deposits and put up a fire wall 
between commercial banking and invest-
ment banking. The idea behind the 1933 
law was pretty simple: Commercial banks 
should use their government-backed funds 
only for reasonably safe activities. Invest-
ment banks could take more risks, but they 
were on their own if things fell apart.

But starting in the 1980s, that became 
increasingly intolerable to Wall Street. 
Commercial banks were sitting on an enor-
mous pile of money that they were pro-
hibited from investing in anything more 
interesting than business and home loans. 
So they lobbied Congress. They lobbied 
the Fed. They lobbied the Treasury. They 
lobbied tirelessly for 20 years, and finally, 
after spending $209 million in 1998 alone, 
they got what they wanted: The wall was 
torn down and they were free to gamble 
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happened on the way 
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out. Almost all of Wall 
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did so for one reason: The Fed convinced 
them that ltcm was too big to fail. An un-
controlled bankruptcy might set off a dom-
ino effect that could bring down dozens of 
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report concluded, “The near collapse of 
ltcm illustrates the need for all participants 
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capitol shills 
Big finance’s 10 favorite lawmakers (for now) 

here’S hoW To reap Wall Street’s largesse on capitol hill: represent new York, sit on a finan-
cial committee, hold a leadership position—or, if you’re chuck Schumer, trifecta! —A.K. 

legislator
Sen. Charles  
Schumer (D-N.Y.) 

Sen. Harry Reid 
 (D-Nev.) 

Sen. Kirsten  
Gillibrand (D-N.Y.) 

Sen. Chris Dodd 
(D-Conn.) 

Rep. Eric  
Cantor (R-Va.) 

Sen. Michael  
Bennet (D-Colo.) 

Rep. Jim  
Himes (D-Conn.) 

Sen. Blanche  
Lincoln (D-Ark.) 

Rep. Barney  
Frank (D-Mass.) 

Rep. Melissa  
Bean (D-Ill.) 

Source: Center for Responsive Politics (donations as of 10/25/09)

 
donations from  
big finance, 2009 
$1,735,900 
 

$1,019,110 
 

$944,950  

$745,698 
 

$499,197  

$458,008 
 

$423,873 
 

$409,300 
 

$382,349  

$364,875 
 

why wall street wants  
his/her attention
The Street’s favorite Dem fought regs for 
derivatives, credit ratings, and accounting

As majority leader, signed off on tarp; all 
finance-related bills need his approval 

Junior senator voted against the bailout 
twice—perhaps she’ll come around 

Once a deregulation fan, he’s now facing a 
reeelction fight—and pushing for reforms

Minority whip’s October ’09 (!) op-ed said 
Americans underappreciate derivatives 

Used to retool bankrupt companies for 
conservative billionaire Philip Anschutz 

Ex-VP at Goldman Sachs, member of pro-
business New Democrat Coalition

As ag committee chair, she must sign off 
on any new derivative regulations  

Financial Services Committee chair has 
called for “death panels” for failing firms 

Tried to weaken consumer protection bill, 
voted against taxing giant aig bonuses 
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The Paycheck Lobby
The finance lobby isn’t just banks. Techni-
cally it’s known as the fire lobby—Finance, 
Insurance, and Real Estate—and it includes 
basically anyone who makes money by 
handling money. That means big money- 
center supermarket banks, small commu-
nity banks, Wall Street investment banks, 
insurance companies, mortgage brokers, 
hedge funds, credit card issuers, trade 
groups like the International Swaps and De-
rivatives Association, private equity firms, 

keen advocate too. But the law was passed 
by a big bipartisan majority in the House, 
signed into law by Bill Clinton, and had 
been eagerly supported by Treasury Secre-
tary Robert Rubin. 

By the time it was passed, however, Rubin 
was long gone. He had taken a top job at 
Citigroup, one of the banks that had lob-
bied hardest for the deregulation that 
would eventually be its downfall. Deregu-
lation would help Rubin earn over $100 
million in the following decade. Not bad.

laughing all the way  
from the bank

 A rogues’ gallery of the execs who cashed in on the boom and the bust 

Vikram 
Pandit, 
Citigroup 
ceo, 2007- 
present

claim to fame: Ordered 
a $50 million private 
jet, announced huge 
layoffs, and jacked up 
credit card aprs—after 
getting bailed out
quote: Told Congress 
last February, “My salary 
should be $1 per year with 
no bonus.” Didn’t mention 
that he took $1.6 million in 
stock options as Citi lost 
$18.7 billion in 2008.
his haul, 2008:  
$10.8 million

Robert 
Rubin, 
Citigroup 
Board of 
Directors, 
1999-2009  

claim to fame: As 
Clinton’s treasury 
secretary, he pushed to 
overturn regulations 
prohibiting finance-bank 
hybrids such as...Citigroup.  
quote: Wishes he could 
have reined in Citi but “I 
don’t know what I could 
have done” as just a board 
member. 
his haul, 1999-2009:  
$124 million
citi’s tarp: $45 billion
additional bailout: 
$328.7 billion

Ken Lewis, 
Bank of 
America 
ceo and 
President, 
2001-2009

claim to fame: Okayed 
$3.6 billion of Merrill 
Lynch bonuses when 
buying the troubled 
firm. Said he’d return $1 
million in past earnings, 
but still gets a $53 million 
pension. 
quote: He’s against 
regulating “the banks 
that caused this mess” 
because they’d been 
“held accountable by 
the toughest, most 
unforgiving master of all: 
the free market.” 
his haul, 2008:  
$10 million 
his haul, 2001-2007: 
$145 million
b of a’s tarp: $45 billion
additional bailout: 
$18.1 billion

Jamie Dimon, 
JPMorgan 
Chase 
ceo and 
President, 
2005-present

claim to fame: Cutting 
comments (“That’s the 
dumbest thing I’ve ever 
heard!”) and cutting perks 
(“You’re a businessman. 
Pay for your own Wall 
Street Journal.”)
quote: Over lunch 
at the Four Seasons: 
“Corporations can waste 
a tremendous amount of 
money. It’s destructive. 
It’s wrong.”
his haul, 2008:  
$19.7 million
his haul, 2005-2007: 
$95.7 million
jpmc’s tarp: $25 billion 
(repaid)
additional bailout: 
$73.1 billion

Joseph 
Cassano,  
aig 
Financial 
Products 
Executive, 
1987-2008

claim to fame: Mr. Credit-
Default Swap. In 2008, his 
unit cost aig $99 billion.
(aig then paid $1.5 billion in 
bonuses and awards.)  
quote: Before the crash: “It 
is hard for us…to even see a 
scenario within any kind of 
realm of reason that would 
see us losing $1 in any of 
those transactions.” 
his bonus, 2008:  
$34 million 
his haul, 2000-2008:  
$280 million 
aig’s tarp: $69.8 billion 
additional bailout:  
$112 billion

After Goldman Sachs, JPMorgan 
Chase, and Morgan Stanley an-
nounced hefty profits last fall, the 
Obama administration’s pay czar 
said that he’d cap pay at Citigroup, 
Bank of America, and five other 
bailed-out companies. The move 
was largely symbolic: It capped 
salaries for only 25 executives, kept 
big stock bonuses in place, and 
did nothing to address the culture 
of rewarding folks who sowed 
our economic destruction. Below, 
some of the players who made out 
like bandits during the bubble and 
the bailout. —Nomi Prins

Additional Bailout

TARP

2009 Compensation (est.)

2008 Compensation 

2007 Compensation

AIGMorgan Stanley*Wells FargoGoldman Sachs*JPMorganBank of AmericaCitigroup

$3
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.7
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1.
2B

$1
81
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B
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1B

$9
8.
1B

$5
3.
4B$6

8.
9B

$7
4.
6B

goldman sachsbank of americacitigroupaig (total compensation figures not available)

Sources: sec filings and market data. Research by Krisztina Ugrin.

Additional bailout

2009  total executive 
compensation (est.)
2008  total executive 
compensation
2007 total executive 
compensation

tarp funds

piece of the action. By any customary defi-
nition, this is ordinary income, the same as 
a sports agent taking his 10 percent or a ceo 
whose bonus depends on performance.

But enough money can buy you a de-
fense of the indefensible. “If you get Chuck 
Schumer on your side, you are okay,” one 
former sec official told the New York 
Times, and that’s exactly what the finance 
lobby has done. The New York Democrat 
is a member of both the Senate Commit-
tee on Finance and the Senate Committee 
on Banking, Housing, and Urban Affairs, 
and he’s received so much money from 
Wall Street over the years—more than $14 
million—that he actually shut down his 
personal fundraising efforts between 2005 
and 2008. Since then he’s raised a stag-
gering $284 million for the Democratic 
Senatorial Campaign Committee, which 
he headed until recently, and much of it 
has come from Wall Street. In June 2007 
alone, when lobbying for the carried inter-
est rule reached a fever pitch, employees 
of private equity firms contributed nearly 
$800,000 to the dscc. 

It was money well spent: Schumer 
agreed to support a repeal of the rule only 
if taxes were also raised on things like ven-
ture-capital and real-estate partnerships, a 

credit unions, and more. Some of them, 
like the hedge funds, didn’t lobby heavily 
for the big deregulation of 1999 and 2000, 
because they were already pretty lightly 
regulated. Instead, they lobbied for other 
things. Like protecting bigger paychecks. 

Wall Street bankers may seem like a 
pretty well-off bunch, but when they de-
cide that a million dollars doesn’t go as 
far as it used to, they leave and start up a 
hedge fund. Hedge fund managers typi-
cally get paid 2 percent of the value of the 
assets under their control plus 20 percent 
of the investment profits, and for a suc-
cessful manager this can add up to tens or 
even hundreds of millions of dollars a year. 
Aside from market reversals, the only real 
threat to their riches is the irs.

Their defense against the taxman is 
something called the carried interest rule, 
and it’s elegant in both its simplicity and 
its shamelessness: It simply declares their 
compensation to be capital gains, not ordi-
nary income. That means it gets taxed at 15 
percent instead of 35 percent.

At first, it’s hard to figure out how they 
get away with this. After all, capital gains are 
the profit you make on money of your own 
that you invest. But hedge fund managers 
invest other people’s money and get paid a 

t h e  a c c o u n t a b i l i t y  d e f i c i t
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Additional Bailout

TARP

2009 Compensation (est.)

2008 Compensation 

2007 Compensation

AIGMorgan Stanley*Wells FargoGoldman Sachs*JPMorganBank of AmericaCitigroup

Additional Bailout
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2009 Compensation (est.)

2008 Compensation 

2007 Compensation

AIGMorgan Stanley*Wells FargoGoldman Sachs*JPMorganBank of AmericaCitigroup

Additional Bailout

TARP

2009 Compensation (est.)

2008 Compensation 

2007 Compensation

AIGMorgan Stanley*Wells FargoGoldman Sachs*JPMorganBank of AmericaCitigroup

Additional Bailout

TARP

2009 Compensation (est.)

2008 Compensation 

2007 Compensation
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consumers must opt in to overdraft protec-
tion, it didn’t address the central flaw: Over-
draft fees are essentially a form of loan 
sharking. Consider that the average overdraft 
amount is $17 and is paid back in five days. 
With the typical overdraft fee now around 
$35, this works out to nearly $2 in fees for 
every $1 borrowed, an effective annual per-
centage rate of more than 10,000 percent. 
Not even the Mafia has a vig like that.

And the only reason it’s legal is because 
in 2004 the Federal Reserve bowed to in-
dustry pressure and ruled that overdraft 
fees shouldn’t be classified as loans. Sure, it 
conceded, banks promote overdraft protec-
tion “in a manner that leads consumers to 
believe that it is a line of credit.” And the 
Fed politely encouraged them to shape up. 
But it didn’t actually require anyone to stop 
these practices. It was yet another multibil-
lion-dollar cash cow protected by the fi-
nance lobby at the expense of consumers. 

As recently as 40 years ago this would 
have been inconceivable. In 1968 Con-
gress passed the Truth in Lending Act, 
which, among other things, regulated the 
disclosure of interest rates on consumer 
loans and prevented credit card companies 
from charging customers more than $50 if 
someone stole their card and ran up a big 
bill. The financial industry didn’t much 
like the new regulations, but the idea that 
banks should be required to watch out for 

stand that guaranteed resistance from 
enough interest groups to let the hedge 
funds’ special treatment survive unscathed. 
A million-dollar investment had allowed 
the hedge fund industry to keep a billion-
dollar loophole. Not a bad return.

A Flock of Scandals
Congress isn’t the only place that draws the 
finance lobby’s attention. When the Federal 
Reserve was created in 1913, it was designed 
to be an independent agency. But that only 
means that it’s technically independent 
from Congress and the president. It’s not 
independent from the finance lobby. 

Just the opposite. The 12 regional Federal 
Reserve Banks—including the all-important 
branch in New York City—are governed by 
boards of directors dominated by bankers 
chosen by…the banks themselves. 

That might explain why the Fed has 
dragged its feet addressing the scandal of 
overdraft fees on debit cards. And “scan-
dal” isn’t too strong a word. The overdraft 
industry, which started only 16 years ago, 
has grown to nearly $40 billion. It’s one of 
the banking industry’s biggest honeypots.

How? Well, many people don’t realize 
that you can incur more than one overdraft 
fee in a single day, or that many banks delib-
erately reorder purchases to ensure that you 
pay the maximum number of fees. And 
while the Fed finally ruled that come July 

John Thain, 
Merrill Lynch 
ceo, 2007-
2009

claim to fame: Asked 
for a $10 million-plus 
bonus as Merrill lost $27.6 
billion in 2008. Then redid 
his office for $1.2 million 
and approved bonuses 
all around. As the firm’s 
hidden debts nearly 
scuttled its sale to B of A, 
he headed to Vail. 
quote: Bonuses were 
“the right thing to do for... 
the reward of the people 
who were performing.” 
his haul, 2007:  
$83.1 million  
merrill’s tarp:  
$10 billion 
additional bailout: 
$6.8 billion

Jamie Dimon, 
JPMorgan 
Chase 
ceo and 
President, 
2005-present

claim to fame: Cutting 
comments (“That’s the 
dumbest thing I’ve ever 
heard!”) and cutting perks 
(“You’re a businessman. 
Pay for your own Wall 
Street Journal.”)
quote: Over lunch 
at the Four Seasons: 
“Corporations can waste 
a tremendous amount of 
money. It’s destructive. 
It’s wrong.”
his haul, 2008:  
$19.7 million
his haul, 2005-2007: 
$95.7 million
jpmc’s tarp: $25 billion 
(repaid)
additional bailout: 
$73.1 billion

John J. Mack, 
Morgan Stanley 
ceo, 2005-2009, 
and Chairman,  
2005-present

claim to fame: Earned 
the sobriquet Mack the 
Knife by slashing jobs. His 
battle cry: “There’s blood 
in the water; let’s go kill!” 
quote: Told Congress, “If 
you gave me no bonus 
in the best year, I would 
still be here,” but later 
griped that smaller post-
bust bonuses led to “an 
exodus of key people.” 
his haul, 2008:  
$1.2 million 
his haul, 2005-2007: 
$77.7 million 
morgan’s tarp:  
$10 billion (repaid) 
additional bailout: 
$25.9 billion

Lloyd 
Blankfein, 
Goldman Sachs 
ceo and 
Chairman, 
2006-present

claim to fame: Oversaw 
Goldman’s risky bets on 
the housing bubble, then 
turned the investment 
firm into a bank so it 
could get tarp money 
quote: Says the financial 
industry looks “self-
serving and greedy in 
hindsight” but that he’s 
been “doing God’s work.”  
his haul, 2008:  
$42.9 million 
his haul, 2006-2007: 
$114.4 million 
goldman’s tarp:  
$10 billion (repaid) 
additional bailout: 
$43.4 billion

John G. Stumpf, 
Wells Fargo  
ceo, 2007- 
present

claim to fame: Made a 
tidy $12.6 million in first 
six months on the job 
quote: Asked before 
Congress about his 2007 
pay, he conceded that 
he’d gotten $67 million in 
stock—but “at the values 
that pertained in 2007, 
which wouldn’t look 
familiar to you now.” 
his haul, 2008:  
$13.8 million 
wells’ tarp: $25 billion 
additional bailout: 
$13.4 billion
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goldman sachs wells fargo morgan stanley merrill lynch

Sources: sec filings and market data. Research by Krisztina Ugrin.
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piece of the action. By any customary defi-
nition, this is ordinary income, the same as 
a sports agent taking his 10 percent or a ceo 
whose bonus depends on performance.

But enough money can buy you a de-
fense of the indefensible. “If you get Chuck 
Schumer on your side, you are okay,” one 
former sec official told the New York 
Times, and that’s exactly what the finance 
lobby has done. The New York Democrat 
is a member of both the Senate Commit-
tee on Finance and the Senate Committee 
on Banking, Housing, and Urban Affairs, 
and he’s received so much money from 
Wall Street over the years—more than $14 
million—that he actually shut down his 
personal fundraising efforts between 2005 
and 2008. Since then he’s raised a stag-
gering $284 million for the Democratic 
Senatorial Campaign Committee, which 
he headed until recently, and much of it 
has come from Wall Street. In June 2007 
alone, when lobbying for the carried inter-
est rule reached a fever pitch, employees 
of private equity firms contributed nearly 
$800,000 to the dscc. 

It was money well spent: Schumer 
agreed to support a repeal of the rule only 
if taxes were also raised on things like ven-
ture-capital and real-estate partnerships, a 

credit unions, and more. Some of them, 
like the hedge funds, didn’t lobby heavily 
for the big deregulation of 1999 and 2000, 
because they were already pretty lightly 
regulated. Instead, they lobbied for other 
things. Like protecting bigger paychecks. 

Wall Street bankers may seem like a 
pretty well-off bunch, but when they de-
cide that a million dollars doesn’t go as 
far as it used to, they leave and start up a 
hedge fund. Hedge fund managers typi-
cally get paid 2 percent of the value of the 
assets under their control plus 20 percent 
of the investment profits, and for a suc-
cessful manager this can add up to tens or 
even hundreds of millions of dollars a year. 
Aside from market reversals, the only real 
threat to their riches is the irs.

Their defense against the taxman is 
something called the carried interest rule, 
and it’s elegant in both its simplicity and 
its shamelessness: It simply declares their 
compensation to be capital gains, not ordi-
nary income. That means it gets taxed at 15 
percent instead of 35 percent.

At first, it’s hard to figure out how they 
get away with this. After all, capital gains are 
the profit you make on money of your own 
that you invest. But hedge fund managers 
invest other people’s money and get paid a 
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both themselves and their customers was 
popular and widespread. The bill passed.

By the end of the 20th century, though, 
that sort of George Bailey attitude was 
gone. In fact, an effort to strengthen the 
Truth in Lending Act to regulate predatory 
lending failed four separate times between 
2000 and 2003 thanks to tenacious resis-
tance from the finance lobby. So what hap-
pened between then and now?

Money, of course. To get a better sense 
of just how much money, let’s take a virtual 
stroll down K Street and see what every-
one is spending on the world’s second-
oldest profession. It’s all laid out for us 
by OpenSecrets.org. The defense lobby? 
Pikers. They contributed $24 million to in-
dividuals and pacs during the last election 
cycle. The farm lobby? $65 million. Health 
care? We’re getting warmer. Health care 
was the No. 2 industry, at $167 million.

And the finance lobby? They’re No. 1, 
with a very, very big bullet. They contrib-
uted an astonishing $475 million during 
the 2008 election cycle. That’s up from 
$60 million almost two decades ago. 

But this just pushes the question back a 
step: How can the finance lobby afford to 

the small-print declaration on millions of 
credit card applications that banks could 
retroactively raise interest rates on consum-
ers at any time for any reason. 

It was why the fbi’s warnings of an “epi-
demic” of mortgage fraud as early as 2004 
were completely ignored. 

It’s why no one ever did anything about 
the multibillion-dollar abuse of the “yield 
spread premium,” a kickback paid to mort-
gage brokers for guiding their customers into 
higher-interest loans than they qualified for. 

It was why the Fed ignored years of plead-
ing from community groups to do some-
thing about abusive mortgage lending. 

It’s why the credit card industry could 
afford to spend 10 years and $100 million 
lobbying for a punitive bankruptcy bill 

spend so much more than anyone else? It 
feels silly to say that it’s because they have 
all the money—these are banks we’re talking 
about, after all—but that’s basically it. They 
have all the money. Princeton econom-
ics professor Hyun Song Shin laid it out 

last June in a paper that tracked the flow of 
money through various parts of the econ-
omy. Between 1954 and 1980 every sector 
he studied grew at roughly the same pace, 
increasing about tenfold. (See “The Securi-
ties Boom” chart, page 30.) But in 1980, after 
the great financial deregulation of the Rea-
gan era began, his charts show a sudden dis-
continuity—while households, corporations, 
and commercial banks grew another tenfold 

between 1980 and 2008, the securities sector 
grew nearly a hundredfold. 

This was the financialization of America, 
as Wall Street evolved from providing finan-
cial services to creating products—junk bonds, 
credit default swaps, subprime loan securiti-
zation, collateralized debt obligations—de-
signed to allow Wall Street itself to prosper. 
By the height of the credit bubble between 
2000 and 2007, the financial industry earned 
a staggering 40 percent of all corporate prof-
its recorded in the United States, four times 
what they earned in 1980. Over the same 
period, average pay on Wall Street doubled, 
while bonuses at the top sextupled. 

It was, depending on your perspective, 
either a vicious circle or a virtuous one. De-
regulation produced vast profits, and those 
profits in turn provided the money to lobby 
for further deregulation. It was this ocean of 
money that allowed the financial industry 
to spend nearly $500 million on political 
contributions in just a single election cycle, 
and it was those contributions that helped 
keep so many flagrantly abusive—but prof-
itable—practices alive and well. It was, for 
example, what allowed Big Finance to keep 
Congress from banning “universal default,” 
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big bank theory
How they got “too big to fail” 

The naTion’S 10 larGeST financial institutions hold 54 percent of our total financial assets; in 1990, they held 20 percent. in the meantime, the 
number of banks has dropped from more than 12,500 to about 8,000. Some major mergers and acquisitions over the past 20 years:

where reform goes to die
Congress takes on the derivatives industry: a farce in three acts 

There’S all kindS of voguish talk in Washington these days about 
bringing transparency to the nation’s financial sector. But when it 
comes to the most dangerously opaque kind of financial instruments—
the “over the counter” derivatives that were at the root of 2008’s melt-
down—open discussion seems to be the last thing congress wants. off 
and on since the summer, various congressional committees have been 
considering a bill to create a regulated “open exchange” for a market 
that has ballooned almost entirely outside the regulatory system. But 
the exchange model is pocked with so many glaring exceptions and 
loopholes as to render it nugatory.

“The banks are permitting congress to regulate by tough general rules 
that are eaten away by the exceptions in the fine print,” says michael 
Greenberger, a former director with the commodity futures Trading 
commission. among the exceptions are what Greenberger calls ongoing 
“dark market”—i.e., wholly unregulated—derivatives for currency ex-
changes, and permission for some investors to continue using unregu-
lated over-the-counter trading. “These are exceptions that swallow the 
whole,” says Greenberger, who cites estimates indicating that the loop-
holes could end up covering between 50 and 95 percent of the market 
for over-the-counter derivatives. What’s more, he adds, the face value of 
the international market for these instruments works out to more than 
$600 trillion, so that even lower estimates for the exceptions (house 
committee on financial Services chairman rep. Barney frank says they 
would cover a mere 15 percent) are “hardly a trivial amount.” 

regardless of their scope, the exceptions didn’t end up in the legis-
lation by happenstance. in a July 30 email obtained by Mother Jones, 
cory Strupp, government affairs director for the Securities industry and 
financial markets association, one of the leading trade groups for the 
derivatives sector, outlined the ways in which industry officials had suc-
cessfully watered down the reform bill’s core principles. among other 
things, a mandate that derivatives must be listed on the open exchange 
had been eliminated; another provision, restricting trades that were 
“insufficiently liquid” (i.e., valued at far more than the value of the un-
derlying commodity), was in the process of being diluted as well.

While lobbyists are helping to draft the legislation, critics can barely get 
in the door. in one hearing this fall, the house committee on financial Ser-
vices scheduled seven industry-affiliated witnesses for a hearing on the al-
ready industry-friendly bill, then wedged in a single critic (robert Johnson, 
the former chief economist for the Senate Banking committee) at the 11th 
hour—only to cut him off after six and a half minutes. Banking interests, 
says Johnson, are gaming congress to their advantage. “i knew there 
was a rat in the spring when they didn’t do comprehensive hearings on 
derivatives reform,” he says; indeed, the hearings at the subcommit-
tee levels have flown almost entirely under the media radar. and ex-
pect more of the same as the bill moves upstream. “The banks will walk 
through the motions, to make it appear they’re behind legislation that 
will incorporate the necessary dimensions of reform,” says one source 
familiar with the negotiations. “real Potemkin stuff.” —Chris Lehmann

more     for more MoJo coverage of the financial crisis, including our story about “foreclosure 
Phil” Gramm’s role in unleashing derivatives, go to motherjones.com/accountability-deficit.  k
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The finance lobby contributed 
$475 million during the  

2008 election cycle—almost 
three times what the 

 health care lobby spent and 
684 percent more than 
finance spent in 1990. 
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the small-print declaration on millions of 
credit card applications that banks could 
retroactively raise interest rates on consum-
ers at any time for any reason. 

It was why the fbi’s warnings of an “epi-
demic” of mortgage fraud as early as 2004 
were completely ignored. 

It’s why no one ever did anything about 
the multibillion-dollar abuse of the “yield 
spread premium,” a kickback paid to mort-
gage brokers for guiding their customers into 
higher-interest loans than they qualified for. 

It was why the Fed ignored years of plead-
ing from community groups to do some-
thing about abusive mortgage lending. 

It’s why the credit card industry could 
afford to spend 10 years and $100 million 
lobbying for a punitive bankruptcy bill 

that, among other things, made it harder 
to write off credit card debt. 

It’s why banks are paid fat subsidies to 
make government-backed student loans 
even though the Congressional Budget 
Office estimates taxpayers would save $80 
billion over 10 years if the government 
made the loans outright. 

It’s why Hawaii Sen. Daniel Akaka’s bill to 
require a warning to consumers about how 
long it takes to pay off a credit card balance if 
you make only the minimum payment was 
effortlessly swatted aside year after year. 

It’s how the late Delaware Sen. William 
Roth (also the creator of the Roth ira, anoth-
er bank windfall) could get away with slash-
ing tax audits on the superrich by doing 
nothing more than holding transparently 

comical hearings in 1997 and 1998 that por-
trayed irs agents as jackbooted thugs who 
kicked down doors and held guns to young 
girls’ heads while forcing them to undress. 

But there’s more to the finance lobby than 
just money and political influence. Their 
real power lies in the fact that they’ve so 
thoroughly changed our collective attitude 
toward financial regulation that sometimes 
they barely need to lobby in the traditional 
sense at all. That became obvious one spring 
day more than five years ago—or rather, it 
would have, had anyone paid attention. 

Stockholm Syndrome
In April 2004 the sec held a hearing. It was 
sparsely attended and quickly forgotten, 
but in 2008 Stephen Labaton of the New 
York Times got hold of an audio record-
ing of the session and wrote an account of 
what happened.

between 1980 and 2008, the securities sector 
grew nearly a hundredfold. 

This was the financialization of America, 
as Wall Street evolved from providing finan-
cial services to creating products—junk bonds, 
credit default swaps, subprime loan securiti-
zation, collateralized debt obligations—de-
signed to allow Wall Street itself to prosper. 
By the height of the credit bubble between 
2000 and 2007, the financial industry earned 
a staggering 40 percent of all corporate prof-
its recorded in the United States, four times 
what they earned in 1980. Over the same 
period, average pay on Wall Street doubled, 
while bonuses at the top sextupled. 

It was, depending on your perspective, 
either a vicious circle or a virtuous one. De-
regulation produced vast profits, and those 
profits in turn provided the money to lobby 
for further deregulation. It was this ocean of 
money that allowed the financial industry 
to spend nearly $500 million on political 
contributions in just a single election cycle, 
and it was those contributions that helped 
keep so many flagrantly abusive—but prof-
itable—practices alive and well. It was, for 
example, what allowed Big Finance to keep 
Congress from banning “universal default,” 
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big bank theory
How they got “too big to fail” 

The naTion’s 10 largesT financial institutions hold 54 percent of our total financial assets; in 1990, they held 20 percent. in the meantime, the 
number of banks has dropped from more than 12,500 to about 8,000. some major mergers and acquisitions over the past 20 years:

where reform goes to die
Congress takes on the derivatives industry: a farce in three acts 

regardless of their scope, the exceptions didn’t end up in the legis-
lation by happenstance. in a July 30 email obtained by Mother Jones, 
cory strupp, government affairs director for the securities industry and 
financial Markets association, one of the leading trade groups for the 
derivatives sector, outlined the ways in which industry officials had suc-
cessfully watered down the reform bill’s core principles. among other 
things, a mandate that derivatives must be listed on the open exchange 
had been eliminated; another provision, restricting trades that were 
“insufficiently liquid” (i.e., valued at far more than the value of the un-
derlying commodity), was in the process of being diluted as well.

While lobbyists are helping to draft the legislation, critics can barely get 
in the door. in one hearing this fall, the house committee on financial ser-
vices scheduled seven industry-affiliated witnesses for a hearing on the al-
ready industry-friendly bill, then wedged in a single critic (robert Johnson, 
the former chief economist for the senate Banking committee) at the 11th 
hour—only to cut him off after six and a half minutes. Banking interests, 
says Johnson, are gaming congress to their advantage. “i knew there 
was a rat in the spring when they didn’t do comprehensive hearings on 
derivatives reform,” he says; indeed, the hearings at the subcommit-
tee levels have flown almost entirely under the media radar. and ex-
pect more of the same as the bill moves upstream. “The banks will walk 
through the motions, to make it appear they’re behind legislation that 
will incorporate the necessary dimensions of reform,” says one source 
familiar with the negotiations. “real Potemkin stuff.” —Chris Lehmann

more     for more MoJo coverage of the financial crisis, including our story about “foreclosure 
Phil” gramm’s role in unleashing derivatives, go to motherjones.com/accountability-deficit.  k
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capital city
the size of the biggest banks, and additional 
powers were given to the Fed, which has 
shown repeatedly that it’s too close to Wall 
Street to ever regulate it effectively. 

What’s worse, it’s not clear that even 
what’s left will ever see the light of day. One 
of the best parts of Obama’s proposal—and 
the scariest to bankers—was a new Consum-
er Financial Protection Agency that would 
regulate financial products the same way 
the Consumer Product Safety Commission 
regulates toasters. Even Alan Greenspan, 
perhaps humbled by the Fed’s failures un-
der his watch, supported the idea. The Fed, 
he admitted, simply wasn’t likely to ever 
crack down on lending abuses.

Needless to say, the financial industry 
likes it that way, which is why the cfpa is the 
part of Obama’s plan they’ve been working 
the hardest to eviscerate. And where intel-
lectual capture isn’t enough to do the job, 
there’s always money. After a brief dip in 
political outlays at the end of 2008, the fi-
nancial industry spent $402 million in the 
first 10 months of 2009 on both lobbying 
and campaign contributions, enough to 
put them on track to break 2008’s record. 
Members of the House Committee on Fi-
nancial Services alone received more than 
$8 million in industry contributions.

Whether the cfpa eventually survives 
is still up in the air, but the finance lobby 
scored a big victory almost immediately 
when Obama’s proposal went to Capitol 
Hill and was quickly stripped of its require-
ment that banks offer consumers “plain 
vanilla” products—things like standard 30-
year fixed mortgages and low-interest, low-
fee credit cards—in addition to their more 
convoluted options. A couple of weeks 
later banks with less than $10 billion in 
assets—a category that includes 98 percent 
of all US banks—were exempted from the 
cfpa’s scrutiny entirely. And proposals to 
regulate derivatives by forcing them to be 
traded on supervised exchanges, as stocks 
and commodity futures already are, were 
watered down as well.

How could all this happen so soon after 
the financial industry’s reckless behavior 
nearly caused a global meltdown? Ironical-
ly, it’s probably because the bailout was so 
successful. Without a sense of crisis to drive 
things, the political will to take on the indus-
try has largely dissipated. Even after nearly 
destroying the world economy, the finance 
lobby is, still, simply too big to fight. n

mer Fed chairman Paul Volcker, for exam-
ple, suggests that commercial banks should 
simply be banned from securities trading 
altogether. They should go back to making 
loans and underwriting bonds, but leave 
the risky, leverage-heavy trading to hedge 
funds, where it’s fire-walled away from 
the plumbing of the overall banking sys-
tem. Another former Fed chairman, Alan 
Greenspan, thinks we should break up big 
banks the same way we broke up Standard 
Oil 100 years ago. “If they’re too big to fail, 
they’re too big,” he said in October. Other 
economists have proposed a small tax on 
all financial transactions (perhaps a quarter 
of a percent or so), something that could 
reduce short-term speculation and help re-
duce the long-term deficit all at once.

But those reforms were never even con-
sidered. The problem isn’t that Obama 
administration officials don’t know where 
the real fault lines lie. Treasury Secretary 
Tim Geithner released a set of guidelines 
earlier this year that focused squarely on 
leverage, capital requirements, and regula-
tion of the shadow financial system, not 
just on commercial banks. And a month 
later Obama economic adviser Larry Sum-
mers noted that our current deregulated 
system has produced economic crises like 
clockwork every three years. “Surely we 
cannot be satisfied with a system that mis-
fires so seriously so frequently,” he said.

But Obama’s actual regulatory proposal 
didn’t reflect any of this sense of urgency. 
“We don’t want to tilt at windmills,” he ex-
plained last June—and there was little doubt 
which windmill he was talking about. Just 
a couple of months earlier the financial in-
dustry had won a stunning victory over a 
seemingly shoo-in administration proposal 
to modify bankruptcy laws for strapped 
homeowners—and they had not only won, 
they had managed to get billions in extra 
bailout money at the same time. That re-
markable demonstration of raw power 
caught the Obama administration’s atten-
tion, so rather than risk another defeat it be-
gan compromising even before its proposal 
was introduced. Top bank executives and 
financial lobbyists were part of the plan-
ning from the start, and as a result mutual 
funds and hedge funds got away with only 
modest new limits, credit ratings agen-
cies were left largely untouched, the most 
dangerous varieties of derivatives were left 
alone, almost nothing was done to reduce 

over the past couple of years, we might bet-
ter call it Stockholm syndrome. 

Like all the other products of the in-
dustry’s three-decade lobbying spree, the 
change to the net capital rule ended up in 
disaster when the overleveraged financial 

system nearly collapsed on itself. By Octo-
ber 2008, even former Fed chairman Alan 
Greenspan, one of the country’s biggest 
cheerleaders for self-regulation, was admit-
ting the obvious: There was a “flaw” in the 
free-market worldview. “Those of us who 
have looked to the self-interest of lending 
institutions to protect shareholder’s equity, 
myself especially, are in a state of shocked 
disbelief,” he said in testimony before the 
House oversight committee.

If the case against self-regulation was 
strong then, it’s stronger now. Far from 
being chastened by last year’s meltdown, 
banks are back to their old tricks. The sliced-
and-diced mortgage securities that caused 
so much trouble during the credit bubble 
are being re-sliced and -diced via something 
called a re-remic (resecuritization of real 
estate mortgage investment conduit)—and 
business is booming. At Goldman Sachs, 
leverage in the first half of 2009 was at its 
highest level in its history. Even more as-
tonishingly, the Wall Street Journal estimates 
that overall pay on Wall Street will rise to 
record levels in 2009, higher than at the 
height of the bubble. It’s as if the global col-
lapse that nearly destroyed them has been 
completely forgotten.

So what happens next? Congress and 
the Obama administration have plans to 
re-regulate the financial industry, but you 
can’t undo 30 years of intellectual capture 
in a few months—especially when the re-
form effort is mostly in the hands of for-
mer finance executives. That’s evident in 
the fact that the simplest, most striking 
proposals for reining in bank behavior 
aren’t even getting a serious hearing. For-

The issue at hand 
was something called the net capital rule. 
Originally put in place in 1975, it set lim-
its on how much leverage investment banks 
were allowed to carry on their books—limits 
that all five of Wall Street’s biggest invest-
ment banks wanted loosened. Goldman 
Sachs ceo Hank Paulson, later to become 
George W. Bush’s treasury secretary, had be-
gun pressing for higher limits in 2000. Now, 
the sec was considering doing just that.

The sec meeting took place almost six 
years after the collapse of ltcm had dramati-
cally demonstrated the systemic danger of 
unrestricted leverage. It came four years af-
ter a Fed staffer wrote a journal article clearly 
pointing out that banks were hiding more 
and more leverage. It came two years after 
the fdic had passed a rule allowing banks to 
use complex hedges to effectively increase 
their leverage even more. It came at a time 
when the housing bubble was already heat-
ing up, the credit derivative market was ex-
ploding, and the Fed’s easy money policy 
was in its third consecutive year.

What’s remarkable, when you listen to 
that recording, is not that the banks got ev-
erything they wanted—of course they did. It’s 
that the new policy passed virtually without 
question. There was a single written dissent 
from an unknown risk management expert 
in Indiana, a couple of routine queries from 
one commissioner, and reassurances from 
staffers that the new rule posed no problems 
because the banks would police themselves. 
After less than an hour of desultory discus-
sion, the new rule was in place.

In other words, very little lobbying was 
even required. After three decades of de-
regulatory fervor, it had simply become 
unnecessary. The sec, like so many other 
government watchdogs, was by 2004 a thor-
oughgoing victim of regulatory capture, 
its appointees mostly Wall Street insiders 
with more sympathy for banks than for the 
public they were supposed to protect. 

But the problem was bigger than just that. 
Unlike most industries, which everyone rec-
ognizes are merely lobbying in their own 
self-interest, the finance industry success-
fully convinced everyone that deregulating 
finance was not only safe, but self-evidently 
good for the entire economy, Wall Street 
and Main Street alike. It’s what Simon John-
son, an mit economics professor and former 
chief economist for the imf, calls “intellec-
tual capture.” Considering what’s happened 

[continued from page 43]

Banks are already back to 
their old tricks. The sliced-

and-diced mortgage securities 
that caused so much trouble 

are being resliced and rediced. 
Business is booming.
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the size of the biggest banks, and additional 
powers were given to the Fed, which has 
shown repeatedly that it’s too close to Wall 
Street to ever regulate it effectively. 

What’s worse, it’s not clear that even 
what’s left will ever see the light of day. One 
of the best parts of Obama’s proposal—and 
the scariest to bankers—was a new Consum-
er Financial Protection Agency that would 
regulate financial products the same way 
the Consumer Product Safety Commission 
regulates toasters. Even Alan Greenspan, 
perhaps humbled by the Fed’s failures un-
der his watch, supported the idea. The Fed, 
he admitted, simply wasn’t likely to ever 
crack down on lending abuses.

Needless to say, the financial industry 
likes it that way, which is why the CFPA is the 
part of Obama’s plan they’ve been working 
the hardest to eviscerate. And where intel-
lectual capture isn’t enough to do the job, 
there’s always money. After a brief dip in 
political outlays at the end of 2008, the fi-
nancial industry spent $402 million in the 
first 10 months of 2009 on both lobbying 
and campaign contributions, enough to 
put them on track to break 2008’s record. 
Members of the House Committee on Fi-
nancial Services alone received more than 
$8 million in industry contributions.

Whether the CFPA eventually survives 
is still up in the air, but the finance lobby 
scored a big victory almost immediately 
when Obama’s proposal went to Capitol 
Hill and was quickly stripped of its require-
ment that banks offer consumers “plain 
vanilla” products—things like standard 30-
year fixed mortgages and low-interest, low-
fee credit cards—in addition to their more 
convoluted options. A couple of weeks 
later banks with less than $10 billion in 
assets—a category that includes 98 percent 
of all US banks—were exempted from the 
CFPA’s scrutiny entirely. And proposals to 
regulate derivatives by forcing them to be 
traded on supervised exchanges, as stocks 
and commodity futures already are, were 
watered down as well.

How could all this happen so soon after 
the financial industry’s reckless behavior 
nearly caused a global meltdown? Ironical-
ly, it’s probably because the bailout was so 
successful. Without a sense of crisis to drive 
things, the political will to take on the indus-
try has largely dissipated. Even after nearly 
destroying the world economy, the finance 
lobby is, still, simply too big to fight. 
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figure.” Last July, 
Douthat wrote a column acknowledging 
Palin’s “missteps, scandals, dreadful inter-
views and self-pitying monologues.” But he 
also defended her as a victim of gender and 
class prejudice.

Some of his columns contain what blog-
ger Yglesias calls “a characteristic Douthat-
ian error…a powerful desire to believe, 
contrary to the evidence, that some or an-
other Republican Party blowhard is secretly 
an ambitious policy wonk.” It is this faith in 
people that trumps his sense of sin just when 
we need it most—to call to account a dissem-
bler like Palin or a warmonger like Cheney. 
In fact, Douthat can be almost Unitarian in 
his agnosticism. Sometimes that’s a virtue: 
He quit blogging for a time after conclud-
ing he was unqualified to comment on the 
Iraq War. Other times it’s a shame: The 
bumbling, touching candor he brings to the 
subject of gay marriage would make for a 
memorable, important column.

Maybe he will write that column one 
day. And maybe he’ll write another one 
reflecting what he said when I asked what 
he’d do about abortion if he made the laws.
(Douthat’s writings tend to extol a culture 
of life without suggesting what that might 
look like, so I was curious.) He began with 
the boilerplate position: “It would probably 
be a blanket ban on abortion with excep-
tions for rape, incest, and to save the life of 
the mother.” He went on, however, to say 
such a ban would require “radical experi-
mentation with the welfare state” and likely 
“a lot of new welfare agencies of one kind or 
another,” plus orphanages and an expanded 
“network of crisis pregnancy centers.” No-
body involved would go to jail, he said, 
as “it is possible to believe that abortion is 
murder and also believe it is a completely 
unique form of murder. Abortion would be, 
you know, if you have first-degree murder, 
second and third degree…it’s like seventh-
degree murder or something.”

“But,” he quickly noted, “those things 
aren’t on the table.”

No, they’re not. What Douthat envi-
sions falls into the realm of the utopian—
it’s magical, Tolkien-like thinking. Few 
of today’s Republicans would be so con-
cerned with the welfare of those babies af-
ter birth, or be so lenient with the doctors. 
Still, it provides a glimpse of the real Ross 
Douthat, a young man who is still very 
much interested in the impossible. 

[continued from page 65]
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