Preface

Every day brings further evidence of how dysfunctional capital markets
have become across the world. The global financial crisis is the latest, if
most catastrophic, in a series of boom-bust-regulate-deregulate-boom-
bust cycles. As the impact moves progressively and decisively from Wall
Street to Main Street, the enormous political, conceptual, and socio-
economic costs associated with a failure to address the question of the
role of the corporation and markets more generally in society comes into
clear view. The President of the United States, Barack Obama, has
promised to fundamentally review the structure of financial regulation
following what he termed “the winter of our hardship.” Obama
maintained the need to inculcate a new spirit of political and corporate
ethics informed by the old virtues of “honesty and hard work, courage
and fair play, tolerance and curiosity, loyalty and patriotism....What is
required of us now is a new era of responsibility—a recognition on the
part of every American, that we have duties to ourselves, our nation, and
the world, duties that we not grudgingly accept but rather seize gladly,
firm in the knowledge that there is nothing so satisfying to the spirit, so
defining of our character that giving our all to a difficult task.”" Rhetoric
alone, however, will be insufficient to deal with the enormity of the
conceptual and practical challenges facing the incoming administration
in fashioning a coherent response to a scandal of monumental
proportions.

" Inaugural Address (Washington DC, 19 January 2009).

vii
ENGINEERING A FINANCIAL BLOODBATH - How Sub-Prime Securitization Destroyed the Legitimacy of Financial Capitalism

© Imperial College Press
http://www.worldscibooks.com/economics/p565.html




viii Engineering a Financial Bloodbath

The elevation of innovation over security generated a flawed risk
paradigm. Legitimated by influential policymakers, such as the former
chairman of the Federal Reserve, Alan Greenspan, a new model of
financial capitalism was exported across the globe. The implosion of that
model and the regulatory framework on which it operated, across rules-
based and enabling systems of oversight, has created what the chair of
ANZ bank, Mike Smith, has termed a “financial services bloodbath.”

This book tracks how and why that process developed. It derives
from a program of research, funded by the Economic and Social
Research Council (RES 156-22-0033) and GOVNET, an Australian
Research Council funded network. I am grateful for the continuing
support of the Director of the World Economy and Finance Program at
the ESRC, John Driffil, and the Convener of GOVNET, Charles
Sampford. Sally Wheeler at Queen’s in Belfast has been a constant
source of encouragement, as has my good friend Mel Dubnick, along
with his wife Randi who proofread and indexed the manuscript. I
benefited enormously from Visiting Professorships at the University of
Glasgow and the University of New Hampshire. The Center for Study
of Law and Society at the University of California at Berkeley proved to
be a perfect location to complete the final edit of the manuscript and I
am grateful to its director, Lauren Edelmen, for being such a gracious
host. Fredrik Galtung at TIRI provided encouragement during frequent
visits to Tel Aviv, while Michael Scallon provided friendship in Paris.
Peter Murtagh commissioned major pieces for the Irish Times. The
Australian Financial Review provided an excellent forum to explore
initially some of the themes developed in this book. The Centre
for Applied Philosophy and Public Ethics provided an intellectually
rich environment and I wish to acknowledge, in particular, Christian
Barry, Tom Campbell, and Seumas Miller. I would also like to thank
John Braithwaite, Kevin Davis, Martin Fahy, Greg Golding, Pamela
Hanrahan, Ian Harper, lan Ramsay, Malcolm Rodgers, and Warren Scott.
Writing a book on the financial crisis as it unfolded was an exceptionally
rewarding, if at times frustrating, experience. It would not have been
finished but for the strength of my children, Elise, Jack and Justin, the
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unstinting support of my brothers, Brian, Kieran and TJ, Barney and
Angela Devlin, Kevin and Joan Gilmartin, and, most of all, Jennifer
Henry, whose love and friendship provided sustenance for body and soul.

Justin O’Brien
Berkeley, May 2009
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