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{0>A crise financeira sem mistérios<}0{>The Economic Crisis with No Mysteries<0}
{0>Convergência dos dramas econômicos, sociais e ambientais<}0{>Convergence of Economic, Social and Environmental Dramas<0}
{0>Ladislau Dowbor<}0{>Ladislau Dowbor<0}
{0>4 de fevereiro de 2009<}0{>February 4, 2009<0} 

{0>“Os benefícios fundamentais da globalização financeira são bem conhecidos:<}0{>“The fundamental benefits of financial globalization are well known:<0} {0>ao canalizar fundos para os seus usos mais produtivos, ela pode ajudar tanto os países desenvolvidos como os em via de desenvolvimento a atingir níveis mais elevados de vida.”<}0{>by channeling funds to their most productive uses, it can help developed and developing countries alike achieve higher standards of living.” <0}
{0>IMF, Finance & Development, March 2002, p. 13<}0{>IMF, Finance & Development, March 2002, pg. 13

<0}
{0>“Os administradores de fundos enriqueceram e os investidores viram o seu dinheiro desaparecer.<}0{>“Fund administrators have gotten rich and investors have seen their money disappear.<0} {0>E estamos falando de muito dinheiro, em todo esse processo”  ​- Paul Krugmann, Folha de São Paulo, 30-12-2008<}0{>And we are talking about lots of money throughout this process.” - Paul Krugmann, Folha de São Paulo, 12/30/2008<0} 

{0>Resumo:O presente artigo visa apresentar os principais encadeamentos da crise financeira.<}0{>Abstract: This paper aims to introduce the main chains of events leading to the financial crisis.<0} {0>Partindo dos mecanismos imediatos que a desencadearam, analisa em seguida a deterioração dos mecanismos e das instituições de regulação, e o papel chave que os Estados Unidos desempenham.<}0{>Drawing on the immediate mechanisms that gave rise to the crisis, it analyzes the deterioration of the ruling mechanisms and institutions and the key role played by the United States.<0} {0>Na linha da avaliação dos impactos, busca delinear quem deverá em última instância pagar pela bancarrota do cassino, analisando como a especulação financeira contribui para a concentração de renda, e como os mecanismos se dão de maneira diferenciada no Brasil.<}0{>While assessing the impacts, it tries to delineate who, as a last resort, will pay for the casino's bankruptcy, analyzing how financial speculation has contributed to income concentration and how mechanisms are used differently in Brazil.<0} {0>Na parte final, o artigo apresenta dois grupos de propostas, dos que querem manter o sistema, mas melhorar a sua regulação; e dos que vêem a crise como oportunidade para se colocar de maneira mais ampla os problemas da alocação racional de recursos em função dos dramas sociais e ambientais:<}0{>The final part of this paper introduces two sets of proposals: one by those who want to keep the system but improve its regulation and another by those who see the crisis as an opportunity to discuss the problems associated with rational resource allocation in a broader sense in function of the social and environmental dramas:<0} {0>é a crise no seu contexto mais amplo, na sua dimensão de oportunidade de resgate do desenvolvimento sustentável.<}0{>it is the crisis in its wider context, in its dimension of opportunity for rescuing sustainable development.

<0}
{0>Palavras-chave:<}0{>Keywords:<0} {0>globalização, crise financeira, especulação, regulação.<}0{>globalization; financial crisis; speculation and regulation.

<0}
{0>Tirando a roupa (financeira)<}0{>Taking Off the (Financial) Clothing<0}
{0>As pessoas imaginam profundas articulações onde, em geral, há mecanismos bastante simples.<}0{>People usually imagine profound explanations for what are generally quite simple mechanisms.<0} {0>Nada como alguns exemplos para ver como funciona.<}0{>There is nothing better than examples for showing how things work.<0} {0>Há poucos anos estourou o desastre da Enron, uma das maiores e mais conceituadas multinacionais americanas.<}0{>A few years ago, the world witnessed the Enron disaster - the collapse of one of America’s leading and (up until then) most prestigious multinational companies.<0} {0>Foi uma crise financeira e um dos principais mecanismos de geração fraudulenta de recursos fictícios, foi um charme de simplicidade.<}0{>It was both a financial crisis and one of the main mechanisms for generating fraudulent fictitious capital – a spell of simplicity.<0} {0>Manda-se um laranja qualquer abrir uma empresa laranja num paraíso fiscal como Belize.<}0{>You assign a middleman to open an offshore company in a fiscal paradise such as Belize under his/her own name instead of yours.<0} {0>Esta empresa reconhece por documento uma dívida de, por exemplo, 100 milhões de dólares.<}0{>This company issues a document recognizing a debt of US$ 100 million, for instance.<0} {0>Esta dívida entra na contabilidade da Enron como “ativo”, e melhora a imagem financeira da empresa.<}0{>That debt is entered as an “asset” for Enron, thus improving the company’s financial image. <0} 

<}0{>The balance sheets become more positive, which in turn boosts the confidence of stocks buyers.<0}
 {0>As ações sobem, o que valoriza a empresa, que passa a valer os cem milhões suplementares que dizia ter.<}0{> The company’s value increases as stocks go up and it is now worth the supplemental hundred million dollars that it was said to be.<0} 

{0>Os executivos da Enron acharam o processo muito interessante.<}0{>Enron’s executives found this process very interesting. <0} {0>O setor de produção (que produzia efetivamente coisas úteis) foi colocado no seu devido lugar, e os magos da finança se lançaram no filão que apresentava a vantagem de ser menos trabalhoso e mais lucrativo.<}0{>The production sector (the one that actually produced useful things) was put in its place, and the magicians of finance jumped into the ‘ore lode,’ which presented the advantage of being less toilsome and more profitable.<0} {0>No momento da falência, a Enron tinha 1600 empresas fictícias na sua contabilidade.<}0{>When it went bankrupt, Enron had 1,600 fictitious companies in its accounts.<0} {0>A empresa de auditoria Arthur Andersen não percebeu.<}0{>Arthur Andersen, the accounting firm, had not noticed.<0} {0>As empresas de avaliação de risco não perceberam.<}0{>Neither had the risk assessment companies.<0} {0>A primeira tinha a Enron como cliente de consultoria.<}0{>The former had Enron as a client for consulting services. <0} {0>As segundas são pagas pelas empresas que avaliam.<}0{>The latter are paid by the companies they assess.<0} 

{0>Partimos deste exemplo da Enron porque é simples, representa um mecanismo de fraude honesto e transparente.<}0{>We started with Enron’s example because it is a simple one, representing an honest and transparent fraud mechanism. <0} {0>Não viu quem não quis.<}0{>Those  Those who did not see it were those who chose not to. <0} {0>E também para marcar o que é uma cultura da área financeira, onde vale rigorosamente tudo, conquanto não sejamos pegos.<}0{>The example is also helpful in that it highlights some features of the financial sector culture: everything is valid as long as you are not caught doing it.<0} {0>Não é o reino dos inteligentes (tanto assim que quebram), mas dos espertos.<}0{>It is not the kingdom of the intelligent (so much so that they fall), but rather that of the clever. <0} {0>E os que buscam produzir bens e serviços realmente úteis são levados de roldão, em parte culpados porque toleraram idiotas disfarçados em magos de finanças e marketing.<}0{>And those who endeavor to produce useful goods and services are caught in a pell-mell run, partly guilty for having tolerated a bunch of idiots disguised as finance and marketing magicians. <0} {0>Qualquer semelhança com empresas nacionais que se lançaram em aventuras especulativas é mera coincidência.{1>fn<1}<}0{>Any similarity with national companies that threw themselves into speculative adventures is merely a coincidence.{1>
<1}<0} 

{0>O estopim da crise financeira de 2008 foi o mercado imobiliário norte-americano.<}0{>The fuse for the 2008 financial crisis was the North American real estate market.<0} {0>Abriu-se crédito para compra de imóveis por parte de pessoas qualificadas pelos profissionais do mercado de Ninjas (No Income, No Jobs, no Savings).<}0{>Credit had been opened for real estate purchases by people who the market professionals called Ninjas (No Income, No Jobs, No Savings).  <0} {0>Empurra-se uma casa de 300 mil dólares para uma pessoa, digamos assim, pouco capitalizada.<}0{>You pressure someone who is, so to speak, poorly capitalized, to buy a house worth 300,000 dollars.<0} {0>Não tem problema, diz o corretor:<}0{>No problem, says the agent:<0} {0>as casas estão se valorizando, em um ano a sua casa valerá 380 mil, o que representa um ganho seu de 80 mil, que o senhor poderá usar para saldar uma parte dos atrasados e refinanciar o resto.<}0{>home values are increasingly going up. After one year, your house will be worth 380,000, which represents an 80,000 dollar profit that will allow you to pay off part of the arrears and refinance the rest. <0} The real estate agent transfers this contract – nicely qualified as “sub-prime” – since it is not really a first class contract, but a sub-first class one – to a bank, and both split the juicy prospect of a US$ 80,000 gained and paid as reimbursement and interest. When it sees the increasing “sup-prime” volume in its loan portfolio, the bank then decides to transfer part of what is internally called “junk” (basically trash) to someone who will “securitize” the operation, in other words, assure certain guarantees in case of total non-repayment, obviously in exchange for a fee. One more small profit on the future US$ 80,000 that is evidently still hypothetical. Hypothetical but likely, since the mass of credit launched into the real estate market drives purchases, thus pushing prices up. 

The financial companies, accumulating a large mass of “junk” signed by the so-called “ninjas,” start worrying and pass the papers on to someone else. The ideal one would be, for instance, a Swedish citizen hoping to build a savings account, to whom a local agency offers what is supposed to be a “great deal” for retirement, since it is a “sub-prime,” or in other words,  slightly risky but rewarding in terms of interest.   To make the business even more appetizing, the junk itself was broken down into AAA, BBB and so forth.  The name of the junk changes to SIV, or Structured Investment Vehicle, which is much more respectful. That is how the papers start spreading. As the real estate value keeps growing in the United States, producing the so-called “bubble,” the system continues to function and disseminate it, since a neighbor tells another how his or her retirement fund has already grown.   

 In order to understand the current crisis, whose very course is not much different from the Enron case, simply examine things from a reversed perspective.  

With too many people with no money to guarantee repayment, the US bank branches are compelled to execute the mortgage, that is, take the houses away.  For a bank there is no interest in amassing houses unless it can sell them and recover the money.   With several different bank branches putting houses on sale, prices begin to fall sharply. The Ninja, who expected to earn the US$ 80.000 to finance his/her irresponsible purchase, realises that his house not only fails to become more valuable but it actually lost value. The real estate market becomes saturated and prices slump even lower as each bank branch or individual strives to sell quickly before prices fall more. The bubble burst.     The Swedish man who was the last link of the chain and kept the papers – now qualified as “toxic papers” – is informed by his banking account manager that his retirement fund has unfortunately shrunk. “What could we do? As you know, the market is always risky.” The Swedish man looses his pension; the Ninja goes back to the street. Someone had to lose. And that someone would not be the financial intermediate, naturally. Pension funds are the favorite target, as they had been in Enron’s case.  
But where did the bank branch find all this money to lend in such an irresponsible way? After all, they were supposed to deliver the Ninja a US$ 300.000 check for the purchase.  The mechanism is strictly simple here as well. They do not deliver money to the Ninja, but rather a check. The check goes to the party selling the house, which will deposit it in the same bank or in other one. In the first case, the check came back home and the bank will advise the new depositor on how to invest the check value at the same bank branch. In the second case, since many banks issue checks in a reasonably balanced manner, the overnight compensation mechanism ensures that everyone is more or less in the same situation. The bank, therefore, needs little money to cover momentaneous unbalances. The relationship between the money lent - in practice, the check issued corresponds to money issued – and the money that must be present in cash so as to avoid a lack of funds is called leverage. 
The leverage, discovered or at least generalized during the Renaissance by the Venetian bankers, is a marvelous thing. It allows banks to lend money they do not have. In international agreements (gentlemen’s agreements, no one would be so rude as to check it out...), within the frame of the BIS (Bank for International Settlements) in Basel, Switzerland, it is recommended, for instance, that banks not lend out more than nine times their reserves. It is also recommended that they preserve a minimum coherence between loans and repayments terms so as to avoid overdraw in the short term, even if they are counting on receiving money over the long term. To provide an idea of the importance of such recommendations from Basel, it suffices to say that the U.S. banks that went bankrupt had a leverage of between 1 and 40.

There is a great advantage to lending money you do not have. For instance, someone investing money in a bank branch will see his or her money yield a rate of about 10% a year. The bank has to credit those 10% to the investor. If it lends that money to someone else at 20%, for instance, it will have to deduct the 10% related to the investment from the profit. But when you lend money you do not have, you do not have to pay anything: it is net profit. The leverage becomes even more attractive. And the temptation to exaggerate the difference between the money you actually have and the money you lend grows stronger.   Mostly when you see that other banks are not cautious and are earning increasingly more money. It is a race to see who gets the client first, regardless the risk. And the profits are stupendous... 
The Fiction of the Regulation

The real estate “bubble” had been commented on for at least three years. Greenspan had foreseen a soft landing – in other words, a soft deflation of the bubble, not the crash landing that actually happened. It is interesting to compare the IMF’s overoptimistic patriotic words in 2002 (quoted as a reference at the beginning of this paper) to a much more cautious and even alarming evaluation published in 2005: “While it is hard to be categorical about anything as complex as the modern financial system, it’s possible that these developments are creating more financial–sector induced procyclicality than in the past. They may also create a greater (albeit still small) probability of a catastrophic meltdown.”
 
In December 2007, the IMF bellowed: “Global governance: who’s in charge?” says the magazine cover, clearly suggesting that there is no one “in charge” and nobody is regulating anything. “Lax, if not fraudulent, underwriting practices in subprime mortgage lending largely explain the rise in the rate of seriously delinquent loans from 6 percent to 9 percent between the second quarter of 2006 and the second quarter of 2007.”  At that moment, the IMF already estimated that the toxic trash (the so-called troubled loans) was disrupting the American financial market at the rate of US$ 57 trillion.  According to the IMF, system globalization is the culprit, as it abandons the “local depository institutions [which] make loans” in favor of the “major Wall street banks and securities firms, which employ the latest financial engineering to repackage mortgages into securities through credit derivatives and collateralized debt obligations.”  The use of fiscal paradises is also well mapped: “Securitization involves the pooling of mortgages into a special-purpose vehicle, which is simply a corporation registered in what is usually an off-shore tax-haven country.” This and other channels were used, according to the IMF, “to keep the subprime assets off their books and to avoid related capital requirements.” “Keep off their books” is a colloquial term that is equivalent to the Brazilian caixa 2.
 There is no sense in attributing the crisis to “panic” and other irrational manifestations. Panic does exist, since people do not like to lose money. However, its origin lies in the fraudulent (if not criminal) behavior of the major financial institutions, and mostly in the lack of any will or regulation capacity from both the FED and the North American government. 
As small local banks become global giants, the media presents the evolution as something positive, saying that the banks become “more solid.” The truth is that they become more powerful and thus less controlled. Overall, what happened with financial globalization is that the papers circulate all over the world, while the national central banks are fragmented in some 190 nations. In practice, nobody is in charge to regulate anything. And if ever a country decides to control capitals, they will flee to more market-friendly places, in a process very similar to that of the fiscal war between municipalities. In the analyses conducted by the United Nations, this is called “the race to the bottom” of those who weaken their own control skills even further. 
Let us recall here that the globalized finance giants, the so-called Institutional Investors, constitute a small, select group. According to the New Scientist, no more than 66 groups administrate 75% of the globe’s speculative transactionstotaling approximately US$ 2.1 trillion per day on the eve of the worsening of the crisis in 2008. 
 It is easy to imagine the political power that corresponds to this capacity to irrigate any economy with money or unbalance it with capital flights. Stiglitz clearly reminds that it is about a club of people that move alternately in between Wall Street, the U.S. Treasury Department, the IMF and the World Bank. Paulson, the U.S. Secretary of the Treasury during the Bush Administration, belonged to Goldman & Sachs. The mechanism is familiarly known as the “revolving door.”
It would be necessary to consider as well the regulatory role of the risk assessment agencies. The very conservative The Economist rebukes the importance earned by this three-company oligopoly – Moody’s, Standard & Poor (S&P) and Fitch – that “face heavy criticism over recent years for having made a mistake with regard to crises such as those involving Enron, WorldCom and Parmalat. Some people are beginning to get nervous about such errors, the growing importance of the agencies, the lack of competition between them and the absence of an external scrutiny.”   The Economist also   argues that the rating agencies are paid by those that issue securities, not by the investors who will use the risk assessments, with evident conflicts of interest. The result is that “the most powerful force in the capital markets lacks any meaningful regulation.”

Regulation capacity was put to its end in the late 1990s with the annihilation of the separation between traditional commercial banks – which tipically received deposits from people who had bank accounts and bestowed loans locally – and institutional investors. Everybody started doing as they pleased: the financial intermediaries became financial product “supermarkets” and even big industrial and commercial companies turned into speculators.

Fiscal paradises play an important complimentary role in this discrepancy between global finances and domestic regulation: they are about 70 “nations,” fantasy islands where very often the number of registered companies surpasses the number of inhabitants and where neither taxes are paid nor activity reports required. Such paradises currently assume the role played by certain Caribbean islands in the 18th century: permanent pirate shelters where illegal products could be stocked, exchanged and sold. The only difference is the kind of product, including not only illegal funds (called Caixa 2, a term equivalent to the so-called “slush funds”) but also fiscal evasion, arms trafficking and money laundering. There will be no minimum financial order in the world as long as such off-shores of illegality exist.
Circus, casino, financial ring-around-a-rosy, these are terms experts have been using for a long time to name the economical carnival promoted by the different kinds of profiteers dealing with someone else’s money – it is about people’s savings or the issuing of money with public authorization – and inevitably leading to the bankruptcy not of the profiteers themselves, but people, companies or countries that produce, save and invest.   
The Role of the United States

The epicenter of the current crisis is in the United States, and the catalyst was the real estate market.  Nevertheless, the difference with regard to the crises of the hedge funds or the LTCM (Long Term Capital Management) some years ago represents the new fragility of the United States.  The ideological tradition requires us to consider the United States either on the brink of collapse or as the powerful bastion of the capitalism, depending on the positions. In fact the United States is indeed a powerful bastion, although one that has been severely weakened.   
The United States’ public debt amounts to US$ 10.5 trillion. Since no one dare imagine what such an amount represents, it is worth recalling that the world’s GDP is approximately US$ 55 trillion. That is, the North American public debt represents about one-fifth of the world’s GDP. It is a country that lives above its means. The “American Way of Life” is largely artificial. Not to mention the content of the activities: the costs of business-related legal advice amount to US$ 370 billion a year, and you may easily doubt that this increase in GDP will improve the quality of the “Way of Life.”  
The indebtedness as a nation is mirrored by the families’ situation. The average North American adult has eight credit cards and spends one third of his or her income paying debts. Introduced at the moment of the grant, credit appears as an instrument to improve the situation dynamics, since it increases the family’s purchasing power. Nevertheless, each debt means not only reimbursement but also payment of interests and, as a matter of fact, what you do obtain with indebtedness is an anticipation of consumption, not an increase. When the time has come to pay, the effect is the opposite. How far will the North American families go in the make-believe of prosperity?
Private Debt as a Percentage of GDP
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         Source: Monthly Review. John Bellamy Foster and Fred Magdoff (Dec. 2008)

The total domestic indebtedness, including public and private debt, amounted to almost US$ 48 trillion in 2007. Let us recall that the world’s GDP is US$ 55 trillion and Americans’ debt nears that value, since they live artificially in a castle of cards.

Both public and private debts depend, in the American case, on an imbalance between import and export of some US$ 1 trillion yearly.
 Such a systematic deficit has led to an accumulation of reserve funds in dollars especially by China, which astonishingly detains today an impressive capacity to destabilize the American monetary system. “Imagine” – as Ignacy Sachs remarks informally – “the Chinese Communist Party saving the American economy.” 
As 2008 draws to a close, the main-offices of the North American multinational companies are purchasing dollars in the world markets to recapitalize, and countless companies with debts in dollars are also searching for the currency, as speculators try to convert rotten papers into real cash, thus increasing their value. As for the medium term for this process, it is simply a question mark, especially if we take into account the huge mass of dollars issued by the United States when their currency was – and in part still is – at the same time national currency and global reserve-currency.

The United States’ unbalancing effect on the world is powerful, making the responsibilities of the new elected government all the more important. Monetary and financial unbalances have been accumulating over decades of neoliberal spree, and today they are engraved in the production structures. Even more importantly, the recent dynamics of income concentration in the United States, including a drastic reduction in the taxes paid by the rich, have generated an easy-profit culture and a structure of power that will do whatever it takes to preserve the system. The adjustments will have to be major.
Who Pays the Bill?

The bill of the North American irresponsibility, duly imitated by other countries that used to give us lessons until only yesterday, is still to be presented.
 Over the very short term, in an effort to contain the panic among electors, the governments of the most affected countries tried to appease the millions of small depositors. Accordingly, several countries have started guaranteeing these account holders compensation of the losses up to US$ 100,000, or even with no limit, depending on the country. The process is interesting, since the account holder’s own money would be compensated with money that he or she had previously paid the government under the form of taxes. Many people may find it difficult to understand the government’s generosity and think that maybe the speculators should be debited: after all, they were the ones that had been speculating, precisely with the money that belonged to the savers.  
However, the major financial movement obviously emerged to rescue the financial institutions. At the beginning of 2009, the bill of the funds mobilized amounts of some US$ 4 trillion. As President Bush candidly explained, it was against his convictions, but since a general breakdown would be even more harmful to the population, and the people’s welfare being his greatest concern, he had to mobilize the money required. Public money, of course, since it was precisely a matter of not coming to harm banks and insurance companies. Here as well a deeply ambiguous feeling pervaded the public: relief because that would avoid, or put off the general breakdown, but also the bitter confirmation that speculators were being saved with public money. At the first overturning of the “market” after the announcement of the US$ 700 billion from the U.S. government, when the market recovered momentarily, there were statements – lamentably public – by speculators: “The happy days are back.” They do not say the same thing any longer, at least for the time being. An essential point: it is necessary to remember that the trillions of dollars spent by the government will not be available for health, education and other public policies. Somedy has to pay. 
Another drama of unforeseeable dimensions is still taking its course, affecting both those who have been saving money all their lives to form a pension fund and the big funds themselves, whose assets were invested in stocks that lost value. It is important to point out that the administrators of the big speculation institutions work essentially with third parties’ money and have their salaries guaranteed – generally as high as tens of millions a year – and that they were the first to know how to reallocate what they had in company options.  However, the shareholders lost overwhelming masses of funds: more than US$ 30 trillion at the beginning of 2009. When somebody has a thousand dollars in cash, his or her purchasing power is guaranteed unless there is an outbreak of inflation. But when this individual’s dollars have been turned into papers that lost all their value, he or she is ruined. In the quest for hard cash, many people went in search of dollars to get rid of the shares from companies that were perfectly productive and made useful things, thus aggravating the process.
This generates a multiplying effect in which the irresponsibility of financial speculation affects production areas. It is worth noting here that “speculation” is the technically correct term. There is no difference in English between the Portuguese terms investimento (investment) and aplicação financeira (act of investing money to earn a financial return). In technical terms, it is about investimento, for instance, when somebody builds a factory and then pays off the loan and the interests with the profit from production. In that case, a production activity corresponded to the financial movement. When it is about aplicação financeira, there is only a transfer of financial assets from an area to another and no goods or services are generated. 
 The Economist, which has always considered the latter as an “investment”, and for decades stated that speculation was useful for the mobility of capitals, and therefore promoted their most productive use, now faces major difficulties escaping an embarassing situation: since they do not want to call their old friends speculators, they started calling them “speculative investors”
 Not even the sophists from the ancient times could have devised anything better. 
The deviation of financial resources that would be available for investment, rather turned into financial applications, in fact sterilizes the savings system and the capacity for real economic development.  This breaks an implicit pact: we may talk about the injustice of having some people making fortunes while others live in misery, but in our heads it remains that the rich, after all, would invest their profits, thus generating products and employment. This is no longer the case. Such sterilization of the savings system becomes evident in the chart below, which shows how profits rise as investments fall. 
Profits and Net Investment as a Percentage of GDP - 1960 to Present
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We have then an unbalanced process in which on one hand the impressive technological advances allow for strong increases in the planet’s systemic productivity, while on the other hand intermediates are the ones that appropriate the surplus generated, as opposed to the producers and much less the workers.   Such a deviation of the financial capacities from the productive investment to the sphere of speculation is at the heart of the systemic perversion we face nowadays. 

Speculation and Income Concentration

Within a wider perspective, therefore, the system itself is destabilized in terms of the allocation and appropriation of resources, even when there is no crisis. In a particularly interesting study on the subject called The Divine Right of Capital, Marjorie Kelly analyzes the U.S. stock market and verifies that the idea of the companies capitalizing by selling stocks is nonsense, since the process is marginal: “The dollars invested only arrive at the corporations when new stocks are sold.” In 1999, the value of the new stocks sold in the market amounted to US$ 106 billion, while the value of the stocks traded reached the gigantic amount of US$ 20.4 trillion. Thus, no more than 1% of the volume of stocks circulating in Wall Street actually reached the companies.   Accordingly, we can conclude that the market is 1% productive and 99% speculative. Nevertheless, people naturally gain with stocks and there is an outflow of funds: “In other words, when you look at both decades from 1981 to 2000, you find no net inflow oif shareholders’ money, but rather outflow.  The net outflow to new issues of stocks since 1981 was negative by US$ 540 billion…” “The net outflow has been a very real phenomenon – not a statistical trick.” Instead of capitalizing the companies, the stock market has been decapitalizing them. For decades the stockholders have constituted themselves as the immense drains of the corporations. They are the deadliest of the deadweights. And it is even imprecise to refer to the shareholders as investors, since they actually are extractors. When we buy stocks we are not contributing with capital, but buying the right to extract wealth from them.” 

This manner of draining the wealth produced by companies is based upon a joint pact within the corporations, by which the shareholders are well rewarded for their initial contributions and the administrators earn opulent salaries (within the range of tens and even hundreds of millions of dollars per year, plus options)
. Here we find the good old plus value (capital gain), where labor productivity rises at a quick pace thanks to new technologies, while the share in labor remuneration declines. The IMF presents a quite clear table concerning the more developed countries:
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Source: IMF, Finance&Development, (June 2007, p. 21).
It becomes evident that the share of income that goes to labor systematicaly declines between 1980 and 2005 in the advanced countries. It is the most direct practical effect of neoliberalism. It is important to remember that the neoliberal wave begins in 1980, with Reagan and Margareth Thatcher. And it is important as well to refer to the statistics provided by the IMF, hardly a suspect in the case. 

It is important to understand this “background”, since it is not only about a good system that went into crisis due to environmental scenarios: the financialization of the economic processes has been nourishing itself for decades on the appropriation of the productivity gains made possible  by the technological revolution currently underway, in a radically unbalanced way. The subject will not be further explored here, although it is worth recalling that the income concentration is reaching absolutely obscene levels.
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 The champagne glass image is extremely expressive, since it shows who drinks what part of the content, and as a rule people are not aware of the depth of the drama. The wealthiest 20% have 82.7% of the income. As an order of magnitude, the poorest two thirds own only 6%. In 1960, the wealthiest 20% had 70 times more income than the poorest 20%, and in 1989 they had 140 times more. The income concentration is absolutely scandalous and forces us to face both the ethical problem of the unfairness and dramas of billions of people and the economic problem of the exclusion of billions of people who could be not only living better but also contributing in a more amply way with their productive capacity.  
Such a concentration is not due exclusively to financial speculation, but the contribution of the latter is significant, and most of all, it is an absurd to deviate capital from obvious global priorities. The Economist brings an impressive figure concerning such appropriation of the social surplus, essentially generated by technological advances of the production area, by the sector it kindly calls the “financial services industry.”  “The financial-services industry is condemned to suffer a horrible contraction. In America the industry’s share of total corporate profits climbed from 10% in the early 1980s to 40% at its peak in 2007.” A clear rifting is generated between those who bring technological innovation and produce goods and services that are socially useful – the process engineers, so to speak – and the system of financial, commercial and legal intermediates who appropriate the surplus and deform the orientation of the whole.

The parallel evolution of the falling wages in the GDP and the rise of financial profits seen in the charts below by Foster and Magdoff provide further evidence for this process. 
Growth of Financial and Non-Financial                      Wage and Salary Disbursements as Percentage of GDP


                     Profits Relative to GDP (1970 = 100)
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Source: Monthly Review. John Bellamy Foster and Fred Magdoff (Dec. 2008).
The casino became a central obstacle in the general development process. Besides the traditional extraction of the plus value (capital gain) through wage politics at companies, an instrument was generated to concentrate income at the macroeconomic level by means of deregulated financial circuits in a process we have been calling social plus value.  
So the crisis, by the force of its impact, is simply re-establishing an elementary truth: the financial system is not an end, but only a means that must facilitate socially useful activities, providing a reasonable remuneration in the process.  Even The Economist, a long-time defender of the “speculative investors”, put the dilemma into words: “In fact, the choice hinges on the interests of the economy as a whole. After all, it is taxpayers and savers who pay for the financial crises.” The report also quotes James Tobin: “I suspect we are throwing more and more of our resources, including the cream of our youth, into financial activities remote from the production of goods and services, into activities that generate high private rewards disproportionate to their social productivity.”
 This system has generated a deep divorce between those who contributed productively to society and those who are remunerated. The evil tongues that criticize the Bolsa-Família (Family Grant Program) in Brazil would say it is about “welfarism.”
Financial Profits in Brazil
Finally, before starting with the proposals, a comment on the particular situation of the financial intermediation in Brazil: basically, five groups dominate the market. The National Association of Finance, Administration and Accounts Executives (ANEFAC) presents each month the average interest rate actually practiced with the final borrower – either individual or legal entity. 

Interest Rates September/2005 vs. October/2008 – Natural Person

	
	September/2005
	
	October/2008
	
	

	TYPE OF FINANCING
	Rate Month
	Rate Year
	Rate Month
	Rate Year
	Fall in percentage points

	Trade
	6.12%
	103.97%
	6.34%
	109.10%
	5.13

	Credit Card
	10.30%
	224.27%
	10.46%
	229.96%
	5.69

	Special Check 
	8.24%
	158.61%
	7.93%
	149.87%
	-8.74

	CDC Banks
	3.53%
	51.63%
	3.25%
	46.78%
	-4.85

	Personnal Loans-Banks
	5.71%
	94.71%
	5.62%
	92.73%
	-1.98

	Personnal Loans Financial Companies
	11.74%
	278.88%
	11.62%
	274.03%
	-4.85

	AVERAGE RATE

	7.61%
	141.12%
	7.54%
	139.24%
	-1.88


Source: ANEFAC, Pesquisa de Juros (Interest Survey)
Here we find interest rates of approximately 140% (general average), reaching stratospheric levels in special checks, credit cards and personal loans from financial companies. These rates are from 6 to 7% (per year) at the most in Europe. 

Interest Rates September/2005 vs. October/2008 – Legal Entity
	
	September/2005
	
	October/2008
	
	

	TYPE OF FINANCING
	Rate Month
	Rate Year
	Rate Month
	Rate Year
	Fall in percentage points

	Working Capital 
	4.27%
	65.16%
	4.18%
	63.46%
	-1.70

	Disc. Of Promissory Notes
	3.81%
	56.63%
	3.78%
	56.09%
	-0.54

	Check Discount
	4.01%
	60.29%
	4.06%
	61.22%
	0.93

	Account Guaranteed
	5.63%
	92.95%
	5.68%
	94.05%
	1.10

	AVERAGE RATE

	4.43%
	68.23%
	4.43%
	68.23%
	0


Source: ANEFAC, Pesquisa de Juros (Interest Survey)
For legal entities, annual interests remain at 68% over a three-year period, while in Europe they would be approximately 3% per year. It is important to point out that during this time period the SELIC basic interest rate fell from 19.75% to 13.75%, that is, 6 percentage points (or a 30.4% drop) with no reduction of the average rate for legal entities or natural persons in the financial market.
The situation here is entirely different from that of the banks in developed countries, which work with low interest and very high leverage.  It is essential for us to understand that to bear the weight of interest rates as high as 1,000 per cent in Brazil, as compared to the interests practiced abroad, is something that requires a true cartelization. Just to provide an example, Banco Real (Santander Brazil) charges 146% for the special check in Brazil, while in Spain Santander charges 0% (zero per cent) for up to 5,000 Euros for up to six months.  Therefore, the profits from foreign groups in Brazil support the main offices. Let us also remember that ANEFAC only presents the interests, without mentioning the fees charged.  The outcomes are fantastic spreads and impressive profits earned by the sector on a volume of credit that is rather limited as a whole (39% of the GDP) for such an economy as that of Brazil. Accordingly, financial intermediation has become a core factor of the so-called “Brazil cost” and a key vector of income concentration, thereby constituting it as an obstacle to production processes.   The profits are so impressive that under the cover of such a cartel even trade groups now concentrate their operations in financial intermediation instead of concentrating on providing good commercial services.

The unequal relationship between the increased work productivity and remuneration (CUT – Unitary Cost of Work) appears clearly in the IPEA survey. 

[image: image7.png]Grdfico 11 — Produtividade fisica da industria brasileira e CUT, 2001-2008
(nov/2001=100 com ajuste sazonal)

125 T 1,02
122,6

115

110 |

105 -+

95

+ dez/01

Produtividade (acumulada) (nov/2001=100) —#- CUT (custo unitario do trabalho)
Fonte: Pesquisa Industrial Mensal (Produgdo Fisica ¢ de Emprego ¢ Salario) / IBGE. (Elaboragio prépria.)

3





Such a process only accelerates a historical trend. In the Brazilian case, the decline of the share of work compensation in national income during the years 1995 – 2004 was between 45% and 35%, representing at the same time a more accelerated decline than that of the developed countries previously mentioned and an unreasonable low level. More recently, despite the strong social advances of the Lula Administration, less than half of the gains in productivity have been passed on to the workers.

The figures indicate that the country is experiencing a good economic and social moment. It is necessary, however, to mind the fact that the world of labor is not yet capable of transferring to the workers a significant part of the gains obtained over recent years. For instance, IBGE’s Monthly Industrial Survey – Physical Production shows that between 2001 and 2008 there has been a 28.1% growth in physical production, with 22.6% gains in worker productivity. On the other hand, the payroll per worker recorded real growth of 10.5% during the same period. In view of these facts, the Work Unitary Cost (Custo Unitário de Trabalho or CUT) – understood as the ratio between the average actual efficiency per worker engaged and the productivity – decreased 10.2% during the same period. In other words, the workers’ pay has not fully followed gains in productivity achieved by the Brazilian industry. If it is not the salaries that fully incorporate the gains in productivity, there are no perceivable signs of pressure when it comes to production costs, which suggests some inflationary pressure. The failure to fully transfer productivity to the workers stimulates the expansion of the highest stratum in income distribution.
Brazil evidently has a big trump card, which is the possibility of using the official banks to reintroduce competition into the cartelized market, thus improving the dynamics of the economy while driving consumption and investments. Everything seems to indicate that such a mechanism is being progressively introduced. The financial intermediation system of the big groups will be forced to evolve toward competition mechanisms, since cartelization is illegal. Over the short term, however, it seems clear that the protected functioning of the competition within a group of giants with huge profits paradoxically generates a more stable situation than that of the overexposure of the financial groups in developed countries. The problem here is that instead of financial intermediates that facilitate economic initiatives, we have profiteers that make them more expensive. Financial intermediation here became one of the major instruments of income concentration and social inequalities.  

As a rule, both in developed countries and in Brazil, corporate profits are increasingly nourishing financial profiteers, thus generating a wide class of annuitants.  The question, seen from the standpoint of “those who pay”, tends to move, in people’s view, into thinking better about “to whom we pay.” It is about the population’s savings. This is an essential point, since because it is a casino generated by the population’s money, protecting the speculators may be legitimally seen as protection against the population whose money runs a risk.  Of course, this fact generates a position of blackmail, and the corresponding position of power. It also allows for the discarding of what should be the key issue in savings channeling:  not whether the intermediates are earning or losing money, but rather what economic agents, what activities, what kind of development and at what environmental cost those savings must serve. Will it suffice to ensure that a system whose final product is not useful will not become bankrupt?  
For Brazil, paradoxically, the crisis may represent an opportunity. We are the country of inequality. Half of the population still lacks access to diversified basic consumption, including not only food and other basic goods but also social goods such as health and education, social infrastructure (such as a basic sanitation system), broadband communication networks and so forth. In other words, an expansion of the programs already largely developed by the government has the advantage of simultaneously starting to discharge our huge social debt and improving the dynamics of the business activities themselves through greater aggregate demand (popular consumption and public investment). To increasingly reorient our financing capacities in such a direction – even by reducing the volume of financial annuitants and speculative activities – makes a great deal of sense. 

The Measures Proposed: Save the System or Transform it?
Naturally, given the political weight of the global speculative system engendered over the last decades, the quest for a single fix predominates in the media and in the public positions; an arreglo, as the Hispanics say, allowing the speculators to come back to the good days. Explanations about the mechanisms are scarce: the media concentrate on what has been called the “elevator economy,” throwing out figures on profit and loss percentages daily, interviewing magicians who decipher the future of the ups and downs about which they generally have no idea. The keywords that protect the consultant are always that the “market is nervous,” which implies scientifically that everything is possible.  
Nevertheless, the fact is that some things have definitely changed and constitute systemic displacements. First, there is the fact that the credibility of the United States and its role as global leader, already strongly shaken thanks to the blows against the United Nations, the irresponsible wars, the blatant use of torture and the general disregard for international agreements – sank in an impressive way. There has been a systemic geopolitical displacement toward a multipolar world.
Second, if people already spoke of the death of the Bretton Woods System after the Nixon swindle in 1971, when the dollar was disassociated from its provision in gold, today the vision becomes much greater, since there has been a widespread    breakdown of the regulation mechanisms previously thought to be functional. The financial regulation, particularly, had been constructed as an instrument aimed at impeding the irresponsible behavior of developing countries and the crisis arises in the countries that proposed themselves to be the models.  There is no multilateral regulation instrument for such a situation. The image of Bretton Woods II, in the sense of a systemic reformulation of the regulatory processes and game rules, is visible on the horizon.    
A third important point is that, differently from the 1929 crisis, in which each country retreated on guard to lick its own wounds in protected markets, this time there is a concerted and multilateral attitude to face the crisis. The speed of the fundraising to save institutions whose credibility is extremely low, but which have immense power to do great damage, points toward a new construction culture of multilateral politics, as well as toward the huge political power of the speculators, who will do what they can to contain the structural changes. 
Fourth, and particularly important for us, for the first time, with the G20 meeting on November 15, 2008, there is a worldwide acknowledgement of the so-called “developing world” – not only as a source of raw materials and problems, but also as a key factor for constructing solutions.
 
Finally, the global shaken trust in financial institutions is irreversible, since millions of people suffered losses to their savings and retirements, and all over the media we can see the double accountings, the use of fiscal paradises to defraud both the public and the tax obligations, the adulteration of data concerning the institutions’ actual situation and the exaggerated, unjustified protection that governs the activities of the risk rating agencies. In Enron’s case, after WorldCom and Parmalat, there has been an aggressive propaganda campaign in support of the system, suggesting the image of bad apples within a healthy system. Today the image has changed, and it will only be possible to restore confidence if there are possibilities for systemic changes.  They are a lot of bad apples. The contextual change has not yet arrived to Basel.

It is not the case here of entering into details on the flooding of proposals emerging: we will only take a look into the general courses. It is interesting to consult the 47 proposals listed after the G20 meeting in November 2008, the set of suggestions developed by Barack Obama to rebalance the North American economy (going much further than the financial market), the consultation organized by Eichengreen with a panel of experts a few days before the G20 meeting and the preliminary proposals of the Basel Committee on Banking Supervision. So far, they are no more than proposals. 

In the same way that Bretton Woods required two years of preparation by technical teams, there will not be real reformulation over the short term. So far, it is only about an extensive list of ideas. And we should not lose sight of the fact that those responsible for (and beneficiaries of) the system will hold the cards of time, waiting for the crisis to calm down so that nothing changes. We list next some elements of these first proposals, bearing in mind that they still lack the technical frame for systematization and political power for implementation. 
Grouping the proposals according to their axes of impact, the most significant among them have to do with the act of governing, since nobody was governing anything at all.
 The major issue involves with the existence (or the absence) of a supranational instrument of global financial regulation, some kind of a World Financial Organization (WFO) similar to the World Trade Organization (WTO). Given the international character of the speculative processes, their evolution into rational systems to channel capitals based on actual development needs shall be subject on some level to a worldwide coordination effort. During the G20 meeting, any option in this sense has been rejected by the United States, which stated in its conclusions that the problems will be solved mostly by “national regulators.” The United States have thus preserved their capacity to act globally, but regulate themselves domestically. This vision makes it clear that there will simply be no regulation at all. 

What remains then is the cosmetic pertinent to the existent multilateral organizations. It has to do with the capitalization of the International Monetary Fund, whose financial resources, amounting to US$ 250 billion, are laughable when compared to the volume of the financial gaps generated by the banks. The redistribution of the votes in the Fund is another proposal that would deprive the United States of their power of veto. The BIS should also be administrated more amply, be given more powers and so forth. Nevertheless, the core dilema in the frame of the proposals is still there to be faced: finance has become worldwide but there is nothing such as a world central bank. Worldwide flows versus national regulation; global processes versus fragmented management: Who’s in charge?
A key argument has also been placed here: with the current fragmented regulation, any country putting some control on the entry and exit of capitals that aims at ensuring their productive use and avoiding procyclical movements is immediately discriminated and restrained by both institutional investors and risk rating agencies.  Under such conditions, regulation is either global or inefficient.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      
The contents of the proposed reinforced regulation are relatively obvious and not very mysterious: above all, it is about limiting leverage, whose levels have become absurd. It is also about ensuring the transparency of the processes and organizing access to information, not only individually, but also in systemic terms.
 Another equally obvious requirement is the control of double accountings, a practice which has become widespread, and the control of fiscal paradises and frauds associated with financial offshore. The risk-rating agencies would gain a regulatory framework and could not be financed by those rated by them. 

This type of recommendation constitutes a vision that the system must be maintained but that its governance should be improved. The basic problem is of course that of the governance conditions themselves. The elephant in the middle of the room – something that cannot be seen, much too big to move – is the small club of world giants that manage this entire process that unleashed the chaos, the one we call “market forces” for some mysterious reason. The courtesy with which this group is being treated is deeply touching. In the G20 Statement of November 15, it earns no more than three lines: “The financial institutions too (!) must assume their part of responsibility in the turmoil, and should do their part to surmount it, acknowledging the losses, improving information disclosure and strengthening their governance and risk management practices.”

 Claessens is among the few ones that clearly claim the need for “a new regime for large international banks”: “One internally consistent approach, perhaps the only one, is to establish a separate regime for large, internationally active financial institutions. This would mean an ‘International Bank Charter” with accompanying regulation and supervision, liquidity support, remedial actions as well as post-insolvency recapitalisation fund in case things go wrong. The idea is that a separate international college of supervisors, with professionals recruited internationally, would regulate, license and supervise these institutions”
 In return, the groups could “act freely.” 

In all, it is obvious that a system in which a country has the power to issue an internationally used currency is structurally unbalanced. Any proposal to regulate the global giants with no effective supranational system is structurally ineffective. As a matter of fact, we remain here in the realm of wishful thinking, where proposals are bound to negotiate the transition until we are magically rescued after having touched the bottom, to greet the return of the happy days and wait for the next crisis to come.

The great unknown element at the start of 2009 is the next president of the United States, who has inherited a deeply demoralized and chaotic country in political, military, economic, and above all, ethical terms. The chaos generated during the Bush Administration, when power in fact was exerted not by a president but rather by corporations, corrupt politicians and religious fundamentalists, makes room for some major changes. Whether the forces gathering around Barack Obama will be dynamic enough to generate institutional changes is still in question. By any means, it is indeed a potential and an opportunity.  In fact, by cementing Obama’s election, the crisis has already brought about something positive.
The Convergence of the Crises: Another Development, Other Institutions
We have immediatelly had, therefore, numerous proposals to fix the system without touching its logics. The idea is to clearly show that it will be different in the future, since we will have strict and austere governments that will call for results. There will be proper conduct and ethics in the reformed system. And the groups responsible for all of this, which by the way are scarcely present in the media on the good days, will start behaving in a socially responsible way. The proposals arise even without any institutional basis or technical elaboration, because the mass of savers around the globe is being affected directly – from the middle to upper classes – by the melting of their savings and hopes of retirement.
 And since the financial chaos generated by speculators hits the effective producers of goods and services, people in general suffer the consequences.   Within the system, there is a clear awareness of the politic volatility of the situation. Therefore, proposals arise quickly. Their implementation – except for the trillions demanded by the large groups – will follow different drums.
The systemic chaos generated and the evident loss of economic governance facing the despair of an immeasurable mass of people that have been cheated out, are generating a new political climate. New possibilities are opening to put on the table broader proposals focused on development with both rhyme and reason.  More precisely, a space is emerging for development alternatives and for our money to be put into service for useful purposes – which does not seem like an exorbitant goal. We should not set our sights too high – much of the political space generated will depend on the depth of the crisis – and that is an incognito.  However, it is important to organize systemic alternatives, since we are suffering a structural short and medium term crisis within a framework of broader crises approaching that will have strong social, climatic and energy-related effects and which will also have repercussions on food, water and other issues. 
Proposals arise from people such as Jeffrey Sachs, who suggests that the use of financial funds be formally tied to the construction of the Millennium Goals. Stiglitz proposes that the allocation of funds be oriented by the objectives of quality of life, and not only by the so-called Gross Domestic Product.  Hazel Henderson restores the importance of the Tobin Tax, which would levy all international speculative financial transactions to finance socially just development.   Ignacy Sachs states that there is a convergence between the financial and the energy crises and insists on the need to rethink our development model in a systemic way. It is not about an excess of idealism, but rather a cold-headed appreciation of our challenges. 
The graphic below summarizes macrotrends over a historical period from 1750 until today. The scales have been juggled and some of the lines represent processes for which we only have recent figures. As a whole, however, the chart allows for connections between areas traditionally studied separately, such as demography, climate, automobile production, paper consumption, water appropriation and others. The synergy of the process becomes obvious, as does the dimension of the environmental challenges.
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Source: New Scientist (October 18, 2008, p 40).
The New Scientist’s comment is equally significant:
The science tells us that if we are serious about saving the Earth, we must reshape our economy. This, of course, is economic heresy. Growth to most economists is as essential as the air we breathe: it is, they claim, the only force capable of lifting the poor out of poverty, feeding the world’s growing population, meeting the costs of rising public spending and stimulating technological development – not to mention funding increasingly expensive lifestyles. They see no limits to growth, ever. In recent weeks it has become clear just how terrified governments are of anything that threatens growth, as they pour billions of public money into a failing financial system. Amid the confusion, any challenge to the growth dogma needs to be looked at very carefully. This one is built on a long standing question: how do we square Earth’s finite resources with the fact that as the economy grows, the amount of natural resources needed to sustain that activity must grow too? It has taken all of human history for the economy to reach its current size. On current form, it will take just two decades to double. 

We are here among people who understood that it is about a system that no longer works and hence is in crisis, but most of all it is an unviable system even when it works. The solutions have to be more extensive. This more ample vision can – and only can – make more extensive changes feasible. 

The financial crisis has that particular feature of not being transparent enough in terms of dynamics and solutions for the population in general.  It does not make much sense to go protest on the streets against the Basel BIS regulation mechanisms. The greatest defense of the absurd speculation system we are now facing is that very few people understand what is going on. If the mechanisms are obscure, however, their effects are visible – and these can in fact mobilize.
The fact that people who performed their productive duties well lost their jobs because of some irresponsible individuals who wanted to earn money from other people’s savings generates indignation. The loss of the base for subsistence by some 300 million people around the world who used to live from small fishing operations because large oceanic fishing companies are extinguishing life in the seas is another source of political exasperation. The climatic chaos is offering the first samples of its potential, and generating both further despair and greater awareness. Fresh water contamination by excessive chemicals, clamorous insufficiencies in sanitation and emptying of the water bearing strata are leading to a set of sector-specific crises involving everything from reduced fish to the tragic deaths of 1.8 million children each year who lack access to drinkable water, and also to endangered rural zones that depended on a second harvest with irrigation.
It is not our intent here to make a list of our tragedies. But the fact is that, from an outside point of view, they are no longer sector-specific crises. Instead, they represent a broader crisis of local, national, regional and global governance.    There is a convergence of problems that are building up and whose synergy makes them even more threatening; and their common root lies, after all, in the fact that our current governance mechanisms do not suffice. With the globalization, financialization and oligopolization of the great axes of economic activities, the market loses its regulatory functions at a quick pace. And the alternatives, particularly the capacity to plan and intervene in an organized fashion, participative and decentralized management models, networked management and partnership systems are still crawling on all fours.  And the central role of the State must obviously be restored, although from a much more horizontal and participative perspective. 
Ignacy Sachs summarizes the dilema very well: what kind of development do we want to achieve?  And what kind of state and regulatory mechanisms is necessary for that type of development? There is no way to minimize the dimension of the challenges. With 6.7 billion inhabitants – and an additional 70 million each year – yearning for increasingly unregulated consumption and handling more and more powerful technologies, our planet shows all of its fragility. The basic issue for the reformulation of the financial intermediation system is that wasting our savings and the financing potential of the global casino is a crime when we face such huge and urgent social and environmental challenges and funds are vitally necessary to overcome them. 
The wasting of our financial resources in the current scenario is overwhelming. According to the United Nations, “measured in 2000 purchasing power parity terms, the cost of ending extreme poverty – the amount needed to lift 1 billion people above the $1 a day poverty line – is $300 billion.” 
 The fact is that the marginal utility of money in terms of its capacity to generate quality of life decreases quickly as income increases. In other words, the more money directed at low income, the greater its utility. In trivial terms, it yields more.  Ensuring a global minimum wage makes perfect sense: with the technologies we have today, it is a simple way of multiplying the actual value of the funds. Moreover, since the funds arriving at the base of the pyramid are transformed into effective demand, and not into speculation, thus stimulating production and employment, it is the funds’ systemic productivity itself that grows. The solution that allows us to simultaneously face the social dramas and environmental challenges and achieve the rational use of economic resources lies in the organized response to the most pressing needs at the base of the pyramid.  We are living the era of waste. It is time to direct the resources toward more productive uses.
The alternatives will not be elaborated overnight. Some measures are obvious, and are fully discussed nowadays: controlling fiscal paradises, levying speculative movements, organizing control and regulatory systems for financial intermediates, returning to the practices of separating banking activities from institutional investors, creating local financing systems and so forth. 
Within a more encompassing vision, however, we must be aware that we are facing the construction of a new institutionality.  The planet cannot survive – and even less the biped curiously called homo sapiens – without broad collaborative processes, long-term vision, planning and systemic interventions.  The role of the State must be restored, no longer in terms of coming to the rescue after irresponsible corporate initiatives, but to help promote a more just and sustainable development, one in which organized civil society participates extensively.     
Another world is not only possible but necessary. The challenge for the progressive world is to take advantage of the windows of opportunity opened by the financial crisis in order to officially implement an alternative view. We have to demonstrate that another type of management is possible.
Feasible? Unfortunately, that is not the question. The measures will have to be taken. Global warming, for instance, is in progress, and what is on the table is not the option of whether we want to face it or not, but how we will face it.  The financial crisis is only an opportunity – and not a guarantee – for us to organize a convergence of social forces interested in development with a minimum of economic feasibility, social balance and sustainability.
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Chart 11 – Physical Productivity of the Brazilian Industry and CUT, 2001-2008 (Nov/2001 = 100 with seasonal adjustment)
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� {0>“A sedução do jogo envolveu até gerentes de empresas industriais, como os da Sadia, que perdeu R$670 milhões apostando em derivativos, e a Aracruz, que perdeu R$1,85 bilhão” – Bernardo Kucinski, Revista do Brasil, Novembro 2008, p. 18; a Sadia demitiu 350 funcionários em janeiro de 2009, como se fossem os responsáveis.<}0{>“The game’s seduction even involved managers from industrial companies, such as Sadia, which lost R$ 670 million betting on derivatives, and Aracruz, which lost R$ 1.85 million” – Bernardo Kucinski, Revista do Brasil, November 2008, p. 18; Sadia laid off 350 employees in January 2009, as if they had been responsible for the losses.    <0}  


� Lehman, for instance, with a 31 leverage in 2007, started a race to reduce it and try to avoid the bankruptcy that finally took place. (Business Week, July 28, 2008, p. 27). The magazine explains a simple mechanism: if an institution has lent US$ 150 billion on a US$ 10 billion capital, thus with a leverage of 15,  then a US$ 3 billion reduction in its own capital would force it to reduce its exposure by US$ 45 billion (3 billion x 15) to maintain the same leverage. Let there be “liquidity.” At the moment that Lehman went bust, they had a billion dollars in about one million derivative agreements with some 8,000 companies, a fact that heavily disoriented the new managers.  (Business Week, October 20, 2008, p. 34)


� Raghuram Rajan, Director of Research at the IMF, Finance and Development,  IMF, September 2005, p. 54, under the title “Risky Business.”


� IMF, Finance and Development, December 2007, Sub-prime: Tentacles of a Crisis, p. 15 and following. The author, Randall Dodd, is Senior Financial Expert in the IMF Monetary and Capital Markets Department.
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� Marjorie Kelly – The Divine Right of Capital – Berrett-Koehler, San Francisco, 2001, pages 33 and 35 – We reproduce here a segment from what we reviewed more widely in the study Democracia Econômica (Economic democracy), Vozes, 2008 – See also � HYPERLINK "http://dowbor.org" ��http://dowbor.org� .


� The different classifications of payments made to corporate managers, with their respective values, may be found at � HYPERLINK "http://toomuchonline.org/ExecPayScoreboard.html" ��http://toomuchonline.org/ExecPayScoreboard.html� 


� Source of the chart: IMF, Finance&Development, June 2007, p. 21


� There is a lot of literature available on the subject. The chart above is from the 1992 UN Human Development Report; for an update in 2005, please see Human Development Report 2005 p. 37. No substantial changes have been noticed. An excellent analysis of the recent aggravation with regard to those figures may be found in Report on the World Social Situation 2005, The Inequality Predicament, United Nations, New York 2005; The Next 4 Billion, a paper by the World Bank estimating that there are 4 billion people that “do not enjoy the benefits of the globalization” is another interesting source – IFC. The Next 4 Billion, Washington, 2007; we are talking about two thirds of the world’s population. For further  analysis  of the processes, see our Democracia Econômica, Vozes 2008, as well as the article “Inovação Social e Sustentabilidade” (Social Innovation and Sustainability), both available at � HYPERLINK "http://dowbor.org" ��http://dowbor.org� . 
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