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Twenty years of deregulation and market liberalization on a planetary scale have eliminated 
all the safety barriers that might have prevented the cascade effect of crises of the Enron 
type.  All capitalist companies of the Triad and emerging markets have evolved, some with 
their own variations, on the same lines as in the USA.  The planet's private banking and 
financial institutions (as well as insurance companies) are in a bad way, having adopted 
ever riskier practices.   The big industrial groups have all undergone a high degree of 
financialization and they, too, are very vulnerable.  The succession of scandals shows just 
how vacuous are the declarations of the US leaders and their admirers in the four corners 
of the globe (see Ahold, Parmalat,…).    
A mechanism equivalent to several time-bombs is under way on the scale of all the 
economies on the planet. To name just a few of those bombs: over indebtedness of 
companies and households, the derivatives market (which in the words of the billionaire 
Warren Buffet, are « financial weapons of mass destruction »), the bubble of property 
speculation (most explosive in the USA and the UK), the crisis of insurance companies and 
that of pension funds. It is time to defuse these bombs and think of another way of doing 
things, in the USA and elsewhere.  Of course, it is not enough to defuse the bombs and 
dream of another possible world.   We have to grapple with the roots of the problems by 
redistributing wealth on the basis of social justice.  
 
From the late 1990s until 2001, American capitalism was held up as the model1. The US president 
and the chairman of the Federal Reserve did not hesitate to speak of the US "genius".  In Europe, 
most journalists and politicians, including those of the Socialist and Labour parties, followed suit.  
This model spread gradually to the management of "European" multinationals (Vivendi, Vodafone, 
Arcelor…) with the encouragement of governments - of all political hues - and the European 
Commission.  The most frequently heard critics called for greater speed in applying the model.  In 
France, the Jospin government, known as the plural left, had a law passed by the National 
Assembly on 2 May 2001 on "new economic regulations", which was directly inspired by the US 
model still in vogue at the time.  
 
Far from recognizing the non-reproducible and artificial nature of the growth achieved by the USA 
between 1995 and 2000 (the formation of the stock-market bubble, credit inflation and the 
enormous influx of European and Japanese capital to the USA), potential imitators round the world 
were mesmerized by the idea of corporate governance. Corporate governance was seen as being 
in the best interests of shareholders, most of whom were now institutional investors: pension funds, 
insurance companies, investment banks. It was meant to resolve the conflict between 
shareholders' and managers' interests. Indeed, according to the proponents of corporate 
governance, managers seek to enhance their power and pay by taking advantage of the privileged 
information they are privy to through their job in the company.  "Corporate government" sets its 
sights on preventing this.  It aims to reduce the “information imbalance” between shareholders and 
managers.  The idea is to oblige managers to provide regular information to shareholders via 
quarterly reports. "Corporate government" aims to incite managers to run the business in the 
interests of the shareholders, doing everything possible to increase the value of shares. 
To achieve this aim, managers' pay is (generally) proportionate to the company's profits.  One of 
the main techniques used is stock-options, whereby executives and managerial staff are offered 
the opportunity ("buy options") to acquire shares in the company at lower rates than those on the 
stock market and to sell them on in the future when their value has increased.  (Later we will see 

                                                 
1 Note: at the end of the 1980s, it was Japan and Germany which were seen as the models to imitate.  A few years later, 
Japan sank into a deep crisis and has still not re-emerged in 2003.  As for Germany, although in a better situation than 
Japan, it has still not completed the reunification process begun in 1991. Also, between 1993 and mid-1997, the model 
was given as South Korea, Thailand and Malaysia, which were later hit by the crisis.  In short, models come and go like 
fashions, they may be all the rage but do not usually last long.  
 



what this led to in the case of Enron and Co.) Stock options are therefore supposed to incite 
executives and managerial staff to make decisions in the interests of shareholders, i.e. to obtain a 
higher share-value on the stock market and increase dividends.   
 
 
What was presented as a new kind of capitalism has turned out to be a disastrous fiasco from the 
capitalist point of view and a social tragedy for wage earners.  From 2001-2002 on, bankruptcies 
on a monumental scale and repeated scandals pointing up systematic criminal practice have 
awakened memories of the late 1920s and the crisis of the 1930s.   
 
The succession of scandals in 2001 and 2002 was preceded by the growth of a stock-market 
bubble on an international scale from 1998 to 2000 (especially in North America and Europe).  
Share prices on the Stock Exchange rocketed and the volume of stock-market capitalisation 
expanded impressively. 
The expanding bubble triggered a mad rush of clearly unviable merger-acquisitions and a wave of 
massive investments (especially in telecommunications and information technology) quite 
unrelated to any real possibility of selling the products.  The bubble hid a phenomenon of great 
concern to capitalists: a major fall in company profits from 1997-1998 (Robert Brenner, 2002). In 
the euphoria of the exuberant markets, the institutional investors closed their eyes to the 
completely speculative and disproportionate nature of the stock-market value of companies, some 
of which made no profits. (This was the case for many « start-up » companies). 
 
In their frenzied rush to increase prices on the Stock Exchange, managers (in full view of the 
shareholders) took their companies into high levels of debt.   The debt incurred by the companies 
enabled them to buy up other companies in the same sector.  (For a given company, one of the 
aims of these take-overs is to get as big as possible so as to avoid being taken over by others.)   
A second objective in incurring debt was for the company to buy up its own shares on the Stock 
Market to keep prices high.  On the Paris Stock Exchange in 2002, 273 companies bought up their 
own shares, to a total of over 11 billion euros.  So the method is widespread.  For example, in 5 
years Danone bought 31 million of its own shares, i.e. about 20% of its capital, for a total of 4 
billion euros.   
Company debt in the USA progressed phenomenally in the late 1990s (as did household debt, 
enabling a high level of consumption to be maintained).  The exuberance of the Stock Market, the 
massive indebtedness of companies and their frenzy of take-overs and mergers, the high level of 
investment in certain sectors (to increase production capacity), the tendency for households to 
consume more using more and more credit, all produced what was called "the wealth effect".  
Many pro-capitalist commentators glorified it as "the new economy".    
 
When the stock-market bubble showed signs of imploding and prices began to fall (from the 
second semester of 2000), CEOs falsified their accounts to simulate profits and convince "the 
markets" to keep on buying their shares.  They further increased the debt of "their" company in 
order to buy even more shares to maintain share-prices.  Some companies pumped up their 
operating revenues in any way they could to fake continued growth.   Faced with cheating on such 
a scale, the monetary authorities of the USA - Alan Greenspan, president of the Federal Reserve, 
then Larry Summers and Paul O’Neill2 who succeeded one another as Secretary of State to the 
Treasury - hypocritically pretended not to know what was going on and made a show of total 
confidence in the presiding genius of the markets.    
 
Yet the practices of directors of companies such as Enron were well known.   President G. W. 
Bush and Vice-president Dick Cheney had themselves resorted to such practices a few years 
before (see below). A. Greenspan, for his part, had saved the hedge fund LTCM in September 
1998 and well knew what erring ways had led to its bankruptcy.   
 
The US authorities hoped that, by some miracle, the Stock Exchange would see prices rise again.  
In fact, it was quite a different story.  The downward spiral of stock-market prices all over the planet 
revealed the plight of a number of companies in the USA (and elsewhere) which had embellished 

                                                 
2 An indication of the extent of the fiasco: Paul O’Neill was forced to resign by G. W. Bush in December 2002, and 
replaced by John Snow. 



their accounts.  Like gamblers, hoping to pick up again quickly, they took ever greater risks and 
borrowed heavily in the hopes of wiping out their debts.   Between March and November 2000, 
with the fall of stock-market values and the partial deflation of the stock-market bubble, over 15 
000 billion dollars world-wide went up in smoke, of which about 7 000 billion in the United States. 
 
An emblematic case: the ENRON  scandal 
 
The rise, the fall and the bankruptcy of Enron will have a special place in the sordid history of 
capitalist globalisation.  On 2 December 2001, just when Enron went down, it was considered to be 
the biggest bankruptcy case in history.  However, it was rapidly superseded by WorldCom.  On 
seven occasions, Fortune magazine awarded the title of Most Innovative Company to Enron. 
Before declaring bankruptcy, Enron’s directors helped themselves to more than 700 million dollars 
from the till.  The bankruptcy caused losses of 26 billion dollars to shareholders and 31 billion to 
banks.  Most of the employees of the parent company were made redundant with a mere 16 500 
dollars a head severance pay and some of them (1200) lost 90% of the value of their pension 
savings.  In all, Enron and its 800 subsidiary companies employed almost 25 000 staff round the 
world. 
 
Enron was a brokerage firm which speculated on raw materials (oil, gas, aluminium, coal, forests 
for wood pulp), energy (electricity), water and on the derivatives markets (one of Enron’s 
innovations was a derivative product protecting its holders from the effects of climate change!). The 
company had operations in 40 countries, had electric power stations in India, forests in 
Scandinavia, activities in the former Soviet republics and, at the time of the bankruptcy, was trying 
to buy up the energy sector in the Czech Republic. Enron made 25% of its revenues outside the 
USA.  At its height, it controlled 20% of the electricity market in the USA and Europe (Wall Street 
Journal, 1/12/2001).  
 
Enron used subterfuge for the systematic evasion of tax due to the US Treasury and in other 
countries where it operated. It created 874 subsidiary companies based in tax havens, 195 of 
which were in the Cayman Islands3 (*). It was there that profits were declared, so that no income 
tax had to be paid to the US Treasury over the last five years of its existence.  Taxation was low or 
non-existent in the tax havens where most of its business was registered. 
Another subterfuge was to file an official tax declaration containing different information on 
company accounts from that presented to shareholders.  To the taxman, stock-options were 
counted as a cost.  For the shareholders, who needed to be shown proof of continued growth, 
stock-options were not included in the balance-sheet.   Enron wanted to hide its losses and debts 
from the money markets so that its shares would remain attractive.  So the true state of the 
company had to be concealed.  To avoid unwanted scrutiny, Enron's financial report did not 
include the records of the whole of the Enron group… All this manipulation and concealment was 
possible. 
 
Enron paid for the co-operation of all those responsible for monitoring the company's financial 
health by sharing out the spoils with all of them: the auditors (Arthur Andersen), the investment 
banks (Merrill Lynch, Morgan Stanley…) and the commercial banks (Citigroup, JP Morgan).   
 
Enron and the deregulation of the US electricity market     
 
Enron’s operating  revenues took a great leap forward from the end of 1992 when it obtained 
exemption from government control over its speculative activities on the derivatives markets. Enron 
systematically paid out hush-money to Democrat and Republican representatives.  Over twelve 
years (1991-2002), Enron made gift payments into the kitties of both Democrat and Republican 
candidates to a total of over 5.5 million dollars (75% for the Republicans, 25% for the Democrats). 
This ranks Enron among the most "generous" US corporate contributors to the two capitalist 
parties who take turns in office. The Republican politician who received the most money from 

                                                 
3 The number of 874 subsidiaries in tax havens is published by Public Citizen : www.citizen.org,  For a partial lis t, see 
www.transnationale.org/fiches/817512280.htm.. 



Enron was Senator Phil Gramm4 who, in exchange, used his influence to further Enron's objectives 
in deregulating the electricity market.  
 
His wife, Wendy Gramm, had served in the administrations of both Ronald Reagan and George 
Bush Senior. In 1992, she got the Commodity Futures Trading Commission (CFTC), which she 
presided at the time, to exempt Enron from its obligation to report on its operations on the 
derivative products markets.  She pushed this decision through with unseemly haste in the very 
last days of the George Bush Senior administration.  Six days later, she resigned, and five weeks 
later, she was hired onto Enron’s board of directors.   There, she headed the audit committee, 
where she had privileged access to a great quantity of financial information and was privy to the 
scale of account manipulation and criminal financial activity underway at the company.  She said 
nothing to authorities.  Between 1993 and 2001, she earned a huge amount of money (over 
915,000 dollars)5. 
 
The deregulation of the energy market was started in 1996 in the USA during the Clinton 
presidency.  Numerous public companies producing and distributing electricity were privatised, 
which was a great boon to companies like Enron.  In 1999-2000, Enron spent 3 and a half million 
dollars on political lobbying to get even greater deregulation of the US energy market.  Enron's 
donations for George W. Bush's presidential campaign were significant.   In December 2000, 
Senator Phil Gramm got the change in legislation that Enron wanted.  The company took the 
opportunity to create a new subsidiary, EnronOnline, which soon controlled the electricity and 
natural gas markets in the State of California.   After the change in legislation, the state’s electricity 
supply deteriorated rapidly, with continual electricity cuts, to the point that a state of emergency 
was decreed 38 times during the first semester of 2001. Over the same period, Enron's revenues 
doubled.    
 
How did Enron's behaviour contribute to creating this crisis situation and how did it profit from it?    
 
First it is important to mention that Enron did not produce energy in California (or at least, very 
little).  Its activity consisted in buying electricity from the producers and selling it to the State of 
California, to companies and to households.  In 2002, several enquiries, particularly some based 
on internal company documents and on the admissions of Timothy Belden, formerly responsible for 
commissioning electricity for the West Coast of the USA, were able to show that the company had 
deliberately caused electricity shortages by sending electricity out of the State, only to bring it back 
in and sell it at bloated prices.  This type of operation was nicknamed « Operation Ricochet » 
within the company.  
The company used another type of operation, which was a variation on the first.  The idea was to 
put out a rumour announcing an electricity shortage and to pretend to buy electricity from another 
State, allegedly for California consumers. In fact, this electricity, sold at extortionate rates, did not 
come from outside but from California itself.  This operation was known inside the company as  
"death star".   All this was made possible by the exemption of Enron and its subsidiaries (mainly 
EnronOnline) from any controls.  
 
In 1999-2000, Enron paid 1.14 million dollars to George W. Bush for his presidential campaign.  In 
return, once elected president, Bush prevented Congress from taking action to reinstate public 
control of the prices on the West Coast electricity market.  It was not until 19 June 2001 that at last, 
despite G.W. Bush and other political supporters of Enron, a vote in Congress (where the 
Democrats had a slight majority) brought back price controls.  The time wasted by President 
George W. Bush’s stalling tactics cost the government and California consumers billions of extra 
dollars.   
 

                                                 
4 In December 2002, his name was put forward as a possible replacement for the Secretary of State to the Treasury, Paul 
O’Neill (Financial Times, 9/12/2002). 
5 In a report published in December 2001, the organization Public Citizen called for Phil and Wendy Gramm to be 
summoned to appear in the Enron trial. 



 
The Decline of Enron 
 
So far, the rise of Enron had seemed irresistible.  The story began in 1984 when Kenneth Lay, 42 
years old, former Under-secretary of State for Energy under Ronald Reagan, took over the 
management of the company Houston Natural Gas which was to become Enron.  
Between 1990 and 2000, their income rose by 1,750 % (Public Citizen, December 2001, p. 8). On 
21 December 1991, Enron shares were priced at 21.5 dollars ; by 7 August 2000, they had climbed 
to 90 dollars; by 3 December 2001 (the day after bankruptcy was declared), they had fallen to 1.01 
dollar. Between 2000 and 2001, Enron's sales quadrupled, from 12 to 48 billion dollars. In August 
2001, Enron declared 401 million dollars' profits; three months later, on 26 October, it admitted to 
losses of 618 million dollars. 
 
The fall was precipitated by a return to more regulation from June 2001, as has just been seen.  
But the seeds of the crisis were sown much earlier.  Stock-market capitalisation of the company, as 
for most other US companies, had shown a tendency to fall off since 2000, and real profits fell too.  
To keep their shares attractive, the CEOs had artificially bloated the accounts by recording bank 
loans as income (especially those granted by the leading world bank group, Citigroup and by JP 
Morgan) and other operations. To conceal losses, the CEOs removed them from the financial 
report.  With the same aim of maintaining the highest possible price on the Stock Exchange, they 
had Enron buy up its own shares on a massive scale.  Still in the same vein, they encouraged the 
Pension Fund of Enron's employees to increase the proportion of Enron shares in its portfolio, to a 
level of 62%. In July 2001 Enron's boss, Kenneth Lay, while inviting his employees to buy Enron 
shares, was secretly selling them off and pocketing a large profit-margin over the price he had paid 
for them as stock-options. (Between November 2000 and 31 July 2001, Kenneth Lay sold 672 000 
Enron shares).  By doing this, he accelerated the collapse of Enron share-prices.  At the same 
time, the employees were forbidden from selling their shares as the structure of the Enron Pension 
Fund was undergoing reorganisation and all operations had to cease. 
 
 

Kenneth Lay:  Jesus was a markets guy 

 
“I believe in God and I believe in free markets. That’s the fairest way to allocate and price 
resources. It does create more wealth and a higher standard of living for people than any 
other alternative. That ought to be the conclusive statement on markets… Certainly Jesus 
attempted to take care of the people  around him, attempted to make their lives better. He 
also was a freedom lover. He wanted people to have the freedom to make choices. The freer 
the country in terms of its market and political system, the higher the standard of living of 
the people”.. (K. Lay – Enron boss-, The son of a Baptist minister, in The San Diego Tribune, 
2 February 2001) 
 
“You must cut jobs ruthlessly by 50% or 60 %. Depopulate. Get rid of people. They gum up 
the works”. Jeffrey Skilling, Enron’s former chief executive 
 
1984: Kenneth Lay takes over as CEO of Houston Natural Gas. 
1985: Houston Natural Gas merges with Inter North and becomes Enron 
1993: Enron is exempted from public control over its energy market operations thanks to the 
intervention of Wendy Gramm, President of the CFTC. Six days later, Wendy Gramm resigns from 
the presidency of CFTC to become a director of Enron. Between 1993 and 2001, she receives 
from Enron, in different forms of remuneration, over 915,000 dollars. 
1996: Deregulation of the electricity market. Privatisation of local companies producing and 
distributing electricity. 
1999-2000: Enron spends 3,450,000 dollars to influence a change of legislation.  
December 2000: Senator Phil Gramm, Wendy Gramm's husband, is the instigator in the US 
Congress of a change in legislation in favour of more deregulation. 
20 January 2001: Start of the presidential mandate of George W. Bush.  
First semester 2001: Completion of deregulation of the energy market. Through its subsidiary 
EnronOnline, Enron controls the West Coast energy market. 38 times, a state of emergency for 



energy is declared by California authorities.  Electric power is suspended for hundreds of hours as 
a result of Enron's manipulation designed to cause systematic cuts to force up prices (and profits).  
22 February, 7 March, 17 April 2001: Meetings with Kenneth Lay and the Energy Commission 
under the influence of US Vice-president, Richard Cheney. 
17 May: The Energy Commission reports that it approves most of Enron's proposals, including 
rejection of the Kyoto agreement.  
19 June: Congress deregulates the electricity market once again. 
14 August: The executive director Jeffrey K. Skilling resigns; Kenneth Lay takes on the 
responsibilities of CEO and vice-president. 
16 October: A net loss of 618 million dollars is recorded for then third term. 
22 October: Enron announces that the Securities Exchange Commission (SEC) has opened an 
internal enquiry into the company.   
23 October: K. Lay reassures investors at the Shareholders' Meeting. 
29 October: K. Lay approaches the Federal authorities, the Ministry of Trade, to try to hush up 
negative information from the brokerage firm Moody’s about Enron's credit worthiness. 
8 November: K. Lay compares Enron's situation with the finance company, Long Term Capital 
Management.  This was a speculative fund which went bankrupt during the crisis of 1998 and 
which received the full support of the FED and the US government, forcing the big private banks, 
including some Swiss banks, to inject funds.   
9 November: Dynegy, a rival company in the energy sector, considers taking over Enron for 9 
billion dollars. 
28 November: The Dynegy/Enron merger falls through. 
29 November: The SEC broadens its enquiry to include the audit company, Arthur Andersen. 
2 December: Enron is adjudged bankrupt; however, its shares remain on the stock market.   
10 January 2002: Arthur Andersen admits that confidential documents were destroyed during the 
months of September, October and November 2001. 
June 2002: Arthur Andersen is charged with obstruction of justice. 
June 2003: Federal Energy Regulatory Commission bans Enron from selling power in the US and 
the Labor Department plans to sue Enron, alleging its actions led to huge losses in employee 
retirement accounts. 
December 2003: beginning of the Enron trial. 
 
Stock-Options: Jeffrey K. Skilling, then CEO of Enron, pocketed 62.5 million dollars of stock-
options in the year 2000 alone.  Kenneth Lay, between November 2000 and 31 July 2001, sold 
672,000 Enron shares in small quantities. Jeffrey K. Skilling sold 500,000 shares on 17 September 
2001. Jim Derrick, another director, sold 160,000 shares from 6 to 15 June 2001. Lou Pai, 
executive director of Enron Xcelerator, sold 1,100,000 shares from 18 May to 7 June 2001. Stock-
option sales by Enron's directors had already been assive in 2000: « This personal enrichment was 
carried out to the detriment of the State.  Taking advantage of existing tax laws, Enron deducted all 
expenses relating to the practice of stock-options and their profits. Result: instead of paying 112 
million dollars of tax on the companies in 2000, it benefited from a tax credit of 278 million. » (Le 
Monde, 6 April 2002. Trans.VB). 
 
The Bush family and Enron 
 
Both the Bush family and Enron are based in Texas and have their main economic interests there.  
The Bush family has a big interest in the oil sector. Enron and George Bush, Senior and Junior, 
have constantly had interests in common. In 1988, George W. Bush used his influence on the 
Argentine Minister of Public Works to get a contract in favour of Enron concerning a pipeline.  
Once he had become Governor of Texas, he allowed Enron to violate the State's anti-pollution 
laws.  Later, Enron had no trouble in persuading him to reject the Kyoto Agreement on global 
warming and the emission of greenhouse gases.    
 
Talking of energy: what about oil? 
 
In UNCTAD's 2001 report on Trade and Development, the authors note that the significant 
increase in the price of oil in the year 2000 was essentially due to speculative activities on oil 
reserves in the industrialised countries by brokerage firms (see also the Bank of International 



Settlements' 2001 report).  Enron, the main brokerage firm for petroleum products, was one of the 
companies at the origin of these speculative operations.   
 
In 2000, the rise in the price of oil was attributed by the Western press and in official Northern 
government discourse to the actions of OPEC (Organisation of Petroleum-Exporting Countries).  In 
fact, the main actors were the big companies of the North that speculated on oil reserves.    
 
Enron, in the thick of the California electricity crisis of 2001 
 
Similarly, in the midst of the California electricity crisis in 2001, secondary players were singled out 
for blame, i.e. private California electricity-producing companies who were accused of not having 
invested enough in improving their productivity.  The charges were fair6 but these companies were 
neither solely nor mainly responsible.  Moreover, the Republicans, especially George W. Bush and 
his Secretary of State for Finance, Paul O’Neill (asked to resign in December 2002), blamed the 
crisis on the local authorities (the Governor of California was a Democrat) and insisted that 
deregulation was beneficial.  Analysis reveals that the party most responsible for the power cuts 
was none other than Enron (and a few others of the same ilk), who, as explained above, 
deliberately caused the shortages.  This is proved by the fact that from a single case of "state of 
emergency n°3 »7 for energy in 2000 to 38 such cases in the first semester 2001, i.e. the period 
when Enron had complete freedom to manipulate the markets through its subsidiary EnronOnline. 
On 19 June 2001, Congress, under pressure from the small Democratic majority, abolished the 
deregulation measures taken at the end of 2000.  In the second semester of 2001, there was again 
not a single case of "state of emergency n°3". 
 
When talking about oil, it is hard not to think of the tampering of George W. Bush and Richard 
Cheney. 
 
The SEC, which polices the markets, opened an enquiry concerning George W. Bush in April 1991 
that concluded in October 1993 that there were no grounds for prosecution.  One may doubt the 
seriousness of the enquiry, in so far as the president of the SEC at the time had been appointed by 
George Bush Senior.    
George Bush Junior began a career as a businessman in the early 1980s at the head of a small oil 
company called Spectrum 7 Energy. This firm was bought out in 1986 by Harken Energy. George 
Bush Junior received 200,000 Harken shares, a place on the board of directors and a consultancy 
contract worth 125,000 dollars a year.  Bush was criticised for using his administrative post to get a 
loan of 180,000 dollars with which he bought, via stock-options, 105,000 further shares.  This is a 
practice that George Bush Junior, once president, put a stop to in 2002.  He was also accused of 
having sold a very large number of shares at a high price two months before the company Harken 
announced unprecedented losses of 23.2 million dollars and share-prices dropped to half the value 
he had sold his for.     
 
 As an administrator, George W. Bush was informed of the company's poor health.  He made 
848,560 dollars from the sale reported above.  This is precisely the kind of behaviour for which he 
later criticised the directors of Enron, WorldCom, etc. 
 
George W. Bush is not the only highly placed politician whose business practices have come under 
fire.  The Vice-president R. Cheney also gave rise to a series of revelations in 2002.  It is reported 
that, in August 2000, while he was the CEO of Halliburton, world leader in petroleum research,  (* 
In 2003 under the Bush Administration, Halliburton was involved in operations to check Iraqi oil-
production), Cheney made a profit of 18.5 million dollars by selling more than 600,000 of his 

                                                 
6 According to a report published by Public Citizen (« Blind faith: How deregulation and Enron’s influence over 
Government looted billions from Americans », December 2001) and used several times in this chapter, the firm 
Williams Co, based in Oklahoma with operations in California, was prosecuted for having closed down one of its 
California electricity plants, thus enabling it to demand a price twelve times higher for electricity from its other power 
station located nearby!!!   
7 “State of emergency n°3” is declared when operational reserves of electricity fall below 1.5%.  This forces the 
authorities to carry out massive electricity cuts to increase the "reserves".    



company's shares.  Two months later, the company announced poor results and the share-price 
dropped dramatically.  
In 2002, revelations of George W. Bush's insider trading and his policies in favour of big capital 
rattled American public opinion.  A poll conducted in July 2002 for the Washington Post and ABC, 
found that 54% of respondents considered that President Bush's measures against management 
fraud were "not severe enough".  In another poll published by the New York Times and CBS in the 
same period, two thirds of people consulted were convinced that the Bush administration preferred 
to defend big business rather than citizens. 57% thought that the President was hiding something 
or lying about his past management of the oil company Harken Energy.  When war broke out 
against Iraq in March 2003, it came just at the right time to focus public opinion on other issues.    
 
Dynegy, CMS and others 
 
Dynegy, whose Head Office is 200 metres away from Enron's in Houston, was a direct rival of the 
latter.  It is controlled by the oil company Chevron Texaco. It wanted to take over Enron in 
November 2001, taking advantage of the stock-market collapse it was going through.  However, 
Dynergy was also spattered by scandal at this time and was unable to carry its project through.  It 
was the trans-national firm, USB Warburg, which seized the opportunity to buy up Enron's 
brokerage activities for a song.  
 
Dynegy had a very simple trick to embellish its accounts: the round trip.  To do a round trip, there 
need to be two players.  The company Dynegy sells electricity to CMS for a billion dollars on Day X 
at midday.  That is the outward trip.  On the same day, at the same time, CMS sells Dynegy 
electricity for a billion dollars.  That is the return trip.  No one makes any money in this game, but 
the advantage is that each has extra revenues of a billion dollars to show for it.    
 
The companies mentioned above carried out such operations several times in 2000 and 2001.  
The same type of operation was identified by the investigators of the Securities Exchange 
Commission (SEC), the markets authority.  It had taken place on 15 November 2001 for a sum of 
1.7 billion dollars, i.e. 13% of Dynegy's revenues for the third term of 2001 (see Wall Street Journal 
of 10/05/2002 and Le Monde of 30/05/2002). Dynegy and CMS intended to use this phoney 
operation to fool the markets by increasing their companies' revenues. In the case of Dynegy, the 
transaction of 15 November 2001 represented half of the growth of its revenues for that term.  
(Around this time, Dynegy was preparing to take over Enron, now teetering on the edge of 
bankruptcy.)  
Dynegy has other skeletons in its closet, such as a similarly phoney contract, to provide gas over a 
period of five years (the "Alpha" project).  The CEO was forced by the scandal to resign in May 
2002.  He was replaced by Daniel Dienstbier, hitherto president of Northern Natural Gas, a pipeline 
that Dynegy had bought from Enron a little earlier… It's a small world! Dynegy's new president was 
previously vice-president of Chevron Texaco, the USA's no. 2 oil company.  
In October 2002, the CEOs continued to play musical chairs.   Dienstbier was replaced by 
Williamson, from Duke Energy, another Texan company in the same sector, which he had directed 
after learning the trade in the trans-national Royal Dutch / Shell. These people and their origins are 
mentioned to show that all arrangements take place within a very narrow circle.  
Furthermore, Dynegy's partner in the round trip, mentioned above, the company CBS based in 
Michigan, was also the object of a SEC enquiry in 2002.  The authorities reckoned that CMS had 
practised enough round trips to bloat its financial report by 4.4 billion dollars in 18 months (in 2000-
2001). 
 
WorldCom: a monumental scandal 
 
The WorldCom scandal followed on Enron's. As the USA's second long distance 
telecommunications operator and world leader in Internet services, the company's revenues for 
2000 totalled 35 billion dollars.  When it filed for protection under Chapter 11 of the US federal 
Bankruptcy Code, WorldCom was 41 billion dollars in debt.  WorldCom employed a workforce of 
85,000 and had 20 million subscribers in 65 countries. Like Enron, it was a star, symbolising the 
euphoric America of the late 1990s.  The founder of the company, Bernard Ebbers, like his 
colleague at Enron, Kenneth Lay, was the darling of the financial world and press. Within about ten 
years, WorldCom went from a little start-up company to a full-blown empire, threatening ATT, the 



longstanding giant of the telecommunications sector. Between 1998 and 1999, WorldCom shares 
on the stock market increased in value six-fold.    
As with Enron, the fall was all the more sudden and hard. Between 1 January 2002 and the 
declaration of bankruptcy on 21 July, WorldCom shares lost 99.38 % of their values.  Like Enron, 
WorldCom systematically cooked its books.  After the SEC enquiry was opened in March 2002, the 
directors admitted to having fiddled the accounts to the level of 9 billion dollars, which led to the 
eviction of the CEO, Bernard Ebbers, in April. 
 
AOL Time Warner: the flop of the e -economy  
 
The merger between AOL and Time Warner (imposed by AOL) in January 2000 saw the birth of 
the biggest global company from the point of view of stock-market capitalisation and the biggest 
audio-visual group in the world.  (It was followed at the time by the "French" Vivendi-Universal and 
the German company, Bertelsmann). AOL Time Warner was a sort of leading light in the new 
economy for several reasons.  AOL (AOL, Compuserve, Netscape), the dazzling star of the 
Internet, had gone from being a little start-up to playing in the big leagues in a few short years. One 
fine day, it took over media and entertainment behemoth Time Warner, owner of television 
channels, music labels, movie studios and magazines. AOL was able to do this because its stock-
market capitalisation at the time of the merger had reached 190 billion dollars, while Time Warner's 
was "only" 129.  The AOL boss, who became the boss of the newly merged company, described it 
as a company of the future.  Thanks to the Internet, it was going to provide all the cultural and 
news products of traditional companies such as Time Warner to an ever-expanding audience. 
A year and a half later, the stock-market capitalisation of AOL Time Warner had fallen to a mere 
sixth of its value at the time of the merger (55 billion in July 2002 as against 319 in January 2000). 
The 55 billion of stock-market capitalisation corresponded to the estimated value of Time Warner, 
AOL's value having fallen to near zero. The former boss of AOL, now the boss of AOL Time 
Warner, was fired and replaced by a director from Time Warner.  
In July 2002, AOL Time Warner was under the scrutiny of the Department of Justice and the SEC 
for falsifying the accounts.  Moreover, a group of minority shareholders is prosecuting the company 
for "broken promises" (El País, 20 July 2002, Le Monde, 30 August 2002, Time, 12 August 2002).  
 
Business banks 
 
The main US investment banks, Merrill Lynch, Morgan Stanley, Credit Suisse First Boston (Credit 
Suisse Group), Salomon Smith Barney (Citigroup), Goldman Sachs, played a very active role in 
the fraudulent practices behind all the scandals.  These investment banks perform several 
functions.  They analyse the financial health of companies to advise investors on the stock market.  
This includes recommending buying or selling shares in this or that company and managing very 
big portfolios of shares for themselves and for third parties such as Pension Funds, who entrust 
them with huge amounts to invest on the Stock Exchange.  They deal with bringing companies 
onto the stock market.  They issue loans when companies, States or municipalities want to raise 
funds on the money markets.  Some of them, such as Credit Suisse First Boston and Salomon 
Smith Barney, are the business-banking affiliate of a larger banking group.    
 
This was allowed by the repeal of the Glass-Steagall Act in 1999 under the Clinton administration. 
The « Glass-Steagall Act » had been passed in 1933 during the Depression to avoid repeated 
catastrophic bankruptcies of financial institutions which combined the collection of savings with 
stock-market investments and with capital participation in businesses.  The purpose of the law was 
to separate investment banks (holdings companies) and banks.  In full neo-liberal euphoria, with 
financialization of the economy proceeding apace, big financial groups like Citibank were 
successful in influencing the Clinton administration to get the obstacles to their expansion 
removed.    This is how Citigroup, a major global finance group, was able to see the light of day, 
thanks to the repeal of the « Glass Steagall act ». Citigroup arose from the merger between 
Citibank and Salomon Smith Barney.  
 
Merril Lynch, Morgan Stanley, Salomon Smith Barney (Citigroup) and Goldman Sachs were 
involved up to their necks in the Enron, WorldCom and other scandals.  The stock-market crisis 



and the economic slowdown added to the effects of their own fraudulent practices put them into a 
very bad position.  Between January 2001 and the end of 2002, Merrill Lynch shares lost more 
than half of their stock-market value.  In 2002, all these business banks became the object of 
lawsuits on the part of the SEC and the Department of Justice.  Furthermore, complaints were filed 
against them by investors, shareholders and employees.  In 2002, to put an end to the legal 
proceedings, about ten of these banks accepted the principle of a total penalty of 1.4 billion dollars. 
Credit Suisse, First Boston and Merrill Lynch all paid 200 million dollars to the Treasury.  As for 
Citigroup, it paid 400 million dollars. These investment banks have been accused of collusion with 
the directors of Enron, WorldCom and other bankrupt companies.  The authorities have plenty of 
evidence, made public in April 2003, that analysts from these business banks deliberately issued 
recommendations to buy shares in companies that they knew very well were in difficulty.    
 
They did this because the business banks which employed them were themselves shareholders in 
the companies concerned.  A fall in their stock-market value would have gone against the interests 
of the business bank.  
 
In the case of Merrill Lynch, the authorities got hold of internal documents written by their leading 
analyst, Henri Blodget, a specialist in the new economy.  He called the company AtHome a « piece 
of crap » while at the same time strongly recommending investors to buy its shares. In another 
internal document, Blodget explained how he and his team had taken part in 52 commercial 
transactions in violation of all ethical principles between December 1999 and November 2000. The 
business bank increased Blodget's salary four-fold to reward him (from 3 to 13 million dollars). 
Since these revelations, dozens of class action suits have been filed against Merrill Lynch by 
furious customers. It could cost Merrill Lynch two billion dollars. 
 
Salomon Smith Barney (Citigroup) got rid of their star analyst, Jack Grubman, in August 2002.  He 
had been attacked by the press for having upheld positive recommendations of companies like 
WorldCom.  Jack Grubman received 32 million dollars as a golden handshake. He does not seem 
too depressed. "Although I regret that, like many others, I failed to see the coming collapse of the 
telecom sector and I understand the disappointment and anger that investors feel due to this 
collapse, I am still proud of my work and of that of the other analysts who worked with me." (Le 
Soir, 17-18/02/02). Jack Grubman and Henri Blodget have both been forbidden from exercising a 
financial profession and fined 15 and 4 million dollars respectively (Les Echos, 29/04/2003) 
 
Another directly corrupt practice was when business banks gave privileged clients, such as the 
directors of companies like WorldCom, Qwest, Metro Media and others, packages of shares in 
companies that they were about to put on the stock market.  The clients sold off the shares a few 
days after they had been launched on the stock market, while the markets were still euphoric, and 
thus made considerable profits.  By this practice, business banks sought to persuade big 
customers to hire them for major contracts.  In September 2002, B. Ebbers and four other CEOs 
were the object of lawsuits by the Attorney General of New York, Eliot Spitzer, who demanded that 
they repay 28 million dollars obtained as deal sweeteners from business banks. 
 
Rating agencies 
 
Three firms dominate the sector of rating agencies on the global market. Two are American 
(Moody’s, and Standard & Poor’s); the other is French (Fitch). These three companies evaluate the 
financial position of all big borrowers: States, municipalities, companies, investment funds.  The 
ratings they assign play a decisive role in fixing the interest rates that the borrowers will have to 
pay to their creditors. In 2002, a volume of 30,000 billion dollars of debt was concerned.  They 
therefore wield considerable power.  Their rates enable potential lenders to evaluate the health and 
the seriousness of candidates for loans.  Marks go from "very safe" to "extremely risky" through 
"fairly safe" and "risky".  "Very safe" is expressed by a triple A being attributed to the borrower.  
According to the rating agency, bad pupils will be rated with the letter C or D.  
 
Moody’s has more than 700 analysts and employs 1,500 people in fifteen countries. Its ratings 
cover 100 countries. Standard & Poor’s employs 1,000 analysts in 21 countries and its analyses 



also cover about a hundred countries. Fitch employs 1,200 people of whom 600 are analysts; it 
evaluates borrowers from 75 countries.     
 
These companies have been strongly criticized for the role they played during the crises of the 
1990s.  They were particularly targeted during the East Asian crisis of 1997-1998. Indeed, they 
maintained favourable judgements of private East-Asian companies when these were borrowing 
massively and had been in difficulty since 1996.  Once the crisis had broken in 1997, the rating 
agencies turned round and attributed drastically low ratings to the Asian companies and States 
concerned.  As a result, borrowers were forced to pay several billion dollars more in interest 
payments. The role of rating agencies has also been criticized with regard to their evaluation of the 
country risk for Argentina and Brazil between 1998 and 2002.  
 
They have also come in for heavy criticism of their role in the various scandals that broke out in the 
USA in 2001-2002.  In 2001, Moody’s maintained a very high rating for Enron just as it was 
hanging on the cliff edge.  These rating agencies are anything but independent of the companies 
they rate as they are also the ones who pay them.  In some cases, to force the clients to use their 
services, they give unsolicited rates, usually less favourable than if they had been paid for.  
 
Audit firms 
 
The Enron affair brought to light the collusion between the directors of the company and Arthur 
Andersen, the audit firm responsible for checking the accounts. Arthur Andersen was found guilty 
of obstruction of justice in June 2002.  This verdict forced it out of business. Arthur Andersen had 
helped disguise the accounts for Enron that had paid it 50 million dollars in 2000, for all the 
different services rendered.  To get rid of the evidence of its collusion with Enron, Arthur Andersen 
destroyed tens of thousands of compromising documents in October 2001 when the SEC had 
begun its investigation.  « At the end of October Arthur Andersen's Houston office suddenly started 
destroying a ton and a half of documents a day instead of the usual 35 kilos on average throughout 
the year,» declared the public prosecutor at the time of the trial.    
 
Clearly, connivance between audit firms and the companies whose accounts they revise is 
widespread.   Arthur Andersen no doubt rendered services comparable to those Enron benefited 
from to a good number of its 2,300 client companies.  Audit firms have other functions than merely 
checking company accounts.  Their main source of income comes from the advice they proffer.  
For every dollar earned through auditing, they earn three more as consultants.  Arthur Andersen is 
no exception.  Indeed, the four other leading audit firms are all under investigation by the SEC.  
KPMG revised the accounts for Xerox who admitted having bloated their revenues by 6.4 billion 
dollars over the period 1997-2001. Deloitte Touche Tohmatsu checked the accounts of Adelphia 
Communications whose resounding bankruptcy made headlines in June 2002. 
PriceWaterhouseCoopers is involved in the Tyco scandal, where the director is accused of having 
made fraudulent handouts of a total of 96 million dollars to 51 of the company's top executives.  
Ernst & Young is accused of having exceeded its duties as an independent auditor by developing 
and marketing software with PeopleSoft while at the same time auditing its accounts (Le Monde, 
18 June 2002). 
Before Arthur Andersen went bankrupt, the five above-named audit firms had control of (almost) 
the entire global auditing market (see table below). When Arthur Andersen went to the wall, the 
four other firms divvied up its customer base.    
 

 Global revenues In 
billions of dollars in 2001 

No. of employees 
worldwide in 2001 

PriceWaterhouseCoope
rs 

22.3 150,000 

Deloitte Touche 
Tohmatsu 

12.4 95,000 

KPMG 11.7 100,000 
Ernst & Young 9.8 84,000 
Arthur Andersen 9.3 85,000 



From 2002, the Bush administration and the US Justice Department tried to clean up the 
situation   
 
In 2002, the Enron trial was announced for December 2003. This was an opportunity to get to the 
bottom of all the jiggery-pokery. 
In 2002, 25 big companies, 150 CEOs or top executives (45 of whom intend to plead guilty) have 
been under full investigation and/or the object of legal proceedings on behalf of the market 
watchdog, the SEC, and the Justice Department.  Some of the charges are: falsification of 
accounts, insider dealing, personal enrichment at the company's expense, tax evasion, association 
to commit offences, and obstruction of justice. Criminal behaviour has become so widespread and 
general that the US president had to intervene directly to threaten CEOs with prison.  « If you’re a 
CEO and you think you can fudge the books in order to make yourself look better, we’re going to 
find you, we’re going to arrest you and we’re going to hold you to account » (quoted in Time, 12 
August 2002). “CEOs found guilty of fraud are liable to financial sanctions and if they have 
indulged in criminal behaviour they will go to prison» (Le Figaro, 1 July 2002)(trans.VB).  
Alan Greenspan, chairman of the Federal Reserve, presents things a little philosophically: 
 
« It is not that humans have become any more greedy than in generations past. It is that the 
avenues to express greed had grown so enormously. 
 
Thus our market system depends critically on trust --trust in the word of our colleagues and trust in 
the word of those with whom we do business.  
 
Falsification and fraud are highly destructive to free-market capitalism and, more broadly, to the 
underpinnings of our society.  
 
In the end, a CEO must be afforded full authority to implement corporate strategies, but also must 
bear the responsibility to accurately report the resulting condition of the corporation to shareholders 
and potential investors. Unless such responsibilities are enforced with very stiff penalties for non-
compliance, as many now recommend, our accounting systems and other elements of corporate 
governance will function in a less than optimum manner. 
 
In August 2002, nearly 2,500 CEOs were legally obliged for the first time to certify and sign off on 
their company's accounts.   The threat of the big stick aimed to force them to clean up their 
accountancy in a desperate attempt to restore public confidence and avoid what could result in a 
cascade of bankruptcies.  On the whole, the executive and legal authorities have stopped at mere 
intimidation.  No sitting CEO was locked up in 2002.  Only Dennis Kozlowski, former head of Tyco, 
actually went to prison, but after having been sacked by the company.  Some top executives were 
taken away in handcuffs for interrogation but none spent any time in prison.  Yet they had 
accumulated through criminal behaviour tens, even hundreds, of millions of dollars; they caused 
bankruptcies that drove some redundant employees to suicide; they ruined hundreds of thousands 
of lives; they cost taxpayers hundreds of billions of dollars.  Meanwhile, for minor crimes such as 
shoplifting, tens of thousands of ordinary US citizens languish in overcrowded gaols.    Between 
George W. Bush and his predecessor Bill Clinton, the politics of double standards has carried on 
regardless: prison for the poor and golden retirements for rich friends.  In January 2001, President 
Clinton, three days before leaving the White House, amnestied Mark Rich. This US, Belgian and 
Spanish citizen, a multi-billionaire through speculating on raw materials, had been wanted by the 
US authorities for seventeen years for a host of crimes. These included providing strategic goods 
to regimes under international embargo (South Africa during Apartheid, North Korea…), tax 
evasion, racketeering, etc. (Ziegler, 2002, p. 98).  It must be said that Bill Clinton, who had himself 
been mixed up with the law, had received a fine gift from Mark Rich's ex-wife.  Hoping to obtain the 
presidential pardon for her ex-husband, she had just paid 450,000 dollars into a foundation run by 
Bill Clinton, the Presidential Library at Arkansas.   
 
 
In September 2002, Congress passed a law called the Sarbanes-Oxley Act, with the aim of 
preventing the repetition of behaviour like that revealed by the affairs of Enron, WorldCom, etc. 
The law provides for tougher sentences for different financial crimes.  Penalties for obstructing the 
course of justice and destroying vital evidence, of which the firm Arthur Andersen was found guilty 



in the Enron affair, were doubled to a maximum of twenty years in prison.  Concerted operations 
with the intent to deceive shareholders are henceforth considered as criminal offences liable to ten 
years' incarceration. CEOs now have to certify and sign off on their company's accounts.  A false 
declaration is punishable by twenty years' imprisonment. Banks and brokerage firms are forbidden 
from penalising analysts who produce unfavourable opinions on client companies.  Directors are 
no longer entitled to privileged loans from their companies.  On this last point, George W. Bush 
could have been sued for the privileges he enjoyed when he was a director of Harken, if such 
legislation had existed at the time.    
 
In the end, CEOs and capitalist companies alike got off lightly with regard to the law. The fines that 
companies were (or will be) condemned to pay can be deducted from taxable income.   If this 
weren’t enough, in 2002 George W. passed a law by which dividends distributed among 
shareholders are now also deductible. Just a little booster to get the motor started again, with the 
usual suspects in the driver’s seat.  
 
Watchdogs in the dog house 
 
The crisis has directly hit the main institutions whose job it is to put the economic house in order.  
In November 2002, Harvey Pitt, president of the SEC, resigned.  The head of the auditor's office of 
the SEC also resigned. A few days later, he was followed by William Webster, newly appointed 
president of the Public Company Accounting Oversight Board, founded in summer 2002 to oversee 
the clean-up.  W. Webster, former director of the CIA and the FBI, threw in the towel after the 
Council's first meeting!  He fell foul of unfortunate revelations: W. Webster headed the Audit 
Committee of the company US Technologies, accused in court of accountancy malpractice. (Le 
Monde, 14/11/2002).  
 
Furthermore, hardly had it been created by the Bush administration then the special anti-corruption 
financial squad came in for violent criticism, since its head, Larry Thompson, Under-secretary in 
the Justice Department, had been a director of Providian Financial, a company involved in fraud 
charges.  Under his watch, Providian Financial, specialised in credit cards, was forced to pay the 
Treasury 400 million dollars to escape prosecution for fraud.    
 
Another gem of information: the head of the Anti-trust division of the Justice Department, Charles 
James, resigned in October 2002 to join the oil group Chevron Texaco as vice-president and legal 
adviser.  He had been appointed in June 2001 by George W. Bush and had been the architect of 
the out of court settlement between the Justice Department and Microsoft.  Needless to say, the 
settlement was highly favourable to Bill Gates' company. 
 
US Pension Problems 
  
While the bosses got off lightly, thanks to the good graces of the executive and legislative 
authorities, things were less rosy for the workers.  Company profits were on the rise again in 2002, 
according to the World Bank report of April 2003. (WB, GDF (=Global Development Finance), 
2003, p. 20).  On the other hand, the workers' pensions are under threat.  The "pay-as-you-go" 
system of pensions is rare in the USA and those who are entitled to it draw only a small income of 
about 40% of their salary. Under Ronald Reagan's administration, the system of pensions by 
capitalisation, already widespread, was strongly encouraged within the framework of what was 
known as « 401 K plan » (enacted in 1982). As long as the stock markets were rising, even 
euphoric, this system seemed highly attractive to some, as a large proportion of workers' savings 
was invested in the form of shares. 
Then what had to happen, happened: 40 million workers with a 401 K plan pension-scheme found 
themselves in trouble as they had neither guarantee nor security.  Their savings, which totalled 
about 1,500 billion dollars, was put on a forced slimming diet to the tune of 175 billion a year 
following a series of auditing scandals, bankruptcies and a creeping stock-market crash.  Workers 
from Enron, Global Crossing and WorldCom with 401 K plan pension schemes lost practically 
everything.  In recent years, many companies have invested their employees' savings in their own 
shares, hardly even consulting the workers about it. Some examples for 2001 are Procter & 



Gamble's 401 K plan whereby 94.7% of savings were invested in the company; Coca Cola, 81.5%; 
General Electric, 77.4%; Texas Instruments, 75.7%; McDonald, 74.3%; Enron (as was), 62%. 
 
The other major category of workers whose pension depends on the system by capitalisation 
represents 44 million private-sector workers.  They are part of a pension scheme known as 
"defined benefit" (which predate the “defined contribution” 401 K plans).  A large number of 
workers in the automobile, air transport, metallurgy, petroleum, pharmacy and telecommunications 
sectors depend on this system which guarantees a fixed monthly income paid by the company they 
work for.  In theory, and unlike the 401 K plans, they do not depend on the ups and downs of the 
stock market. 
The trouble is that the companies responsible for financing these funds have not done so to a 
sufficient degree.  The situation is all the more serious as company revenues are falling and a 
large proportion of the funds supposed to finance pensions come from profits made on capital 
placed on the Stock Exchange by the companies.  According to studies published in 2002, 26 large 
companies should see their financial situation deteriorate when they re-float their pension funds. 
(Ford should make good a loss of an estimated 6.5 billion dollars) and some would be forced into 
insolvency.  
This does not only concern US companies.  Taking the example of the Swiss-Swedish 
multinational ABB, researchers from the Morgan Stanley business bank estimate that the ratio of 
debt to capital went from 202 to 374 % if due pension outlay was included and considered on the 
same level as other debts.  « It's a time-bomb.  The question is not whether it will go off, but when» 
declared Michael Hirsch, vice-president of the Lynnvest Group in the Financial Times of 1 October 
2002,. In its 12 March 2003 issue, the Financial Times , which reports regularly on the catastrophic 
situation of private pension funds, announced a shortfall of 300 billion dollars in the treasuries of 
US companies for honouring their pension commitments.  In one year the shortfall had doubled.  
The same source claims that in Great Britain, the shortfall comes to 136 billion dollars for the 
country's 100 main companies.  Meanwhile, the European Commission has managed to get the 
European Parliament to allow private pension funds to operate in the EU.    
 
The biggest pension funds in the USA are those of the civil service.  The biggest of these is 
Calpers (California Public Employees Retirement System ) with, in 2002, assets of 150 billion 
dollars spread over 1,800 companies.  Total assets for all the different civil-service pension funds 
came to over 1,500 billion dollars. After the insolvency scandals of 2001-2002, they demanded a 
change in the law to clean up management practices in the private companies of which they were 
shareholders. Calpers lost 585 million dollars in the bankruptcy of WorldCom alone. Enron's failure 
resulted in a loss of 300 million dollars for the third largest pension fund. 
 
The bosses are less concerned about their pensions, clearly they do not share the same worries.  
Take the case of the former CEO of General Electric as reported by the economist Paul Krugman: 
“The messy divorce proceedings of Jack Welch, the legendary former C.E.O. of General Electric, 
have had one unintended benefit: they have given us a peek at the perks of the corporate elite, 
which are normally hidden from public view. For it turns out that when Welch retired, he was 
granted for life the use of a Manhattan apartment (including food, wine and laundry), access to 
corporate jets and a variety of other in-kind benefits, worth at least $2 million a year. The perks 
were revealing: they illustrated the extent to which corporate leaders now expect to be treated like 
ancien regime royalty. In monetary terms, however, the perks must have meant little to Welch. In 
2000, his last full year running G.E., Welch was paid $123 million, mainly in stock and stock 
options.” (New York Times magazine, 20/10/2002).  
 
Salaries: an adjustment variable  
 
During periods of economic slowdown, when companies face falling profits and exacerbated 
competition, bosses like to cut costs. The first budget item to get axed is staff pay (reduction of 
salaries and of staff).  The workforce is the main adjustment variable to ensure improvement or 
stabilisation of the company's results.  Shareholders do not want to suffer from economic 
uncertainty. They want workers to bear the burden of risk. 
 



Astronomical pay and glittering golden handshakes for rotten, corrupt bosses.  
 
Since the Ronald Reagan and Margaret Thatcher years, the gap between workers' pay and that of 
the CEOs (who are capitalists, even though they are paid a salary) has widened dramatically.  
According to Business Week , in 1980, the average managing director ( CEO in the USA) earned 
42 times more than a blue collar worker; in 1990, he earned 85 times more and 531 times more in 
20008. 

The trade union, AFL-CIO, compared the incomes of three CEOs to the fortunes of their 
company's share prices on the Stock Exchange over the period 1996–2000. Whereas the share 
prices of the company they were managing had fallen sharply (even though it was a period of 
strong growth in general) their incomes were nothing short of amazing.  

 

Company Director Period Revenue 
cumulated over 
the period 

Share prices compared 
to the S&P 500 index 

Bank of 
America 

Hugh McColl 1996-2000 95.6 million $ - 34 % 

Sprint William Esrey 1996-2000 218.4 million $ - 34 % 

Conseco Stephen 
Hilbert 

1995-1999 146.2 million $ - 50 % 

 
For the year 2001, the New York Times published the following, even more suggestive chart.  It 
presents the overall evolution of CEO pay, the evolution of profits and of stock-market 
capitalisation.  The table shows what a farce corporate governance turns out to be.  Whereas the 
evolution of CEO salaries should follow that of their company's results, what can be seen is quite 
the reverse.     
 
 
CEO Pay Grew While Profits and Stocks Declined 
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Source: The New York Times (see www.aflcio.org/paywatch/index.htm)  
 

                                                 
8 See website of AFL – CIO : www.aflcio.org/paywatch/ceopay.htm 



A similar state of affairs exists beyond the borders of the USA.  In 2001, while Vivendi Universal 
was sliding into the red, Jean-Marie Messier's salary increased by 19% (a 66% rise after tax).  
Unbeknownst to shareholders, Jean-Marie Messier sold more than 300,000 shares at the end of 
December 2001, yet in May 2002, he claimed he was still buying them.  In Switzerland, Mario 
Corti, top director of Swissair, received 8.3 million euros to turn the failing airline company around - 
a few months later, it went bankrupt.     
 
CEO pay is comprised of a salary, stock-options (which represented twice the salary, on average, 
in 1999-2000), and bonuses.  Add to that a golden retirement pension, one or several flats 
provided, unlimited expenses, one or more cars provided, a chauffeur, sometimes even an 
aeroplane provided.  To a CEO's pay should be added the revenue earned from their capital.  Not 
forgetting gifts from client companies (for example packages of free shares).  
Stock options were all the rage in the 1990s and until 2001.  They netted colossal sums of money 
for several thousand CEOs.  In 2000, Jeffrey Skilling, former Enron CEO, pocketed 62.5 million 
dollars thanks to stock options. In December 2002, the Wall Street Journal drew up a list of the five 
bosses who did best out of stock-options between 1998 and 2002 in the USA.  The results, which 
follow, do not include other forms of remuneration.   Lawrence J. Ellison, Oracle CEO, got 706 
million dollars; Michael D. Eisner, CEO of Walt Disney, 570 million dollars; Michael S. Dell, Dell 
Computer CEO 233 million dollars; Sanford I. Weill, Citigroup CEO, 220 million dollars; Thomas M. 
Siebel, CEO of Siebel Systems, 174 million dollars.  Obviously, if there are winners, there must be 
losers.  These are on the side of the public Treasury and modest taxpayers.  Indeed, the way 
stock-options were accounted by companies did the US Treasury out of 56.4 billion dollars in 2000.  
 
What crowns it all, are the fabulous severance packages for bosses who led their companies to 
bankruptcy.  Percy Barnevik, CEO of ABB, received 98 million as a severance package in 2002, 
leaving behind a shortfall of 793 million euros.  It is worth noting that this is the very Percy Barnevik 
who provided an infamous definition of globalisation:   « I would define globalisation as the freedom 
for my group to invest wherever it likes, for as long as it likes, to produce whatever it likes, buying 
and selling wherever it likes, and having to bear the fewest possible constraints as regards labour 
laws and social conventions.».  Percy Barnevik, omnipresent at every Davos Forum, created the 
Global Compact in 2000 with UN General Secretary, Koffi Anan.  This informal agreement drawn 
up between the UN and the planet's main transnationals is officially designed to promote a "code of 
good conduct" for transnationals in the Third World.  In fact, it ensures extra money for the UN 
from the private sector in exchange for which the donor transnationals gain a little in respectability.  
Thus the idea of a UN sponsored by transnationals is one of Percy Barnevik's finds. Until 2002, the 
CEO of ABB could do no wrong, as far as the pro-globalisation press was concerned. The 
Financial Times wrote, with a spot of irony, « The only reason Mr Barnevik does not walk on the 
water between Denmark and Sweden is that he doesn't have the time.» (FT quoted in J. Ziegler, 
2002, p. 115). 
 
One might also mention Jean-Marie Messier (CEO of Vivendi Universal), Bernard Ebbers 
(WorldCom CEO) and dozens more.  Even when they are not given generous severance 
packages, it does not mean that they are hard done by.  Dennis Kozlowski, former Tyco CEO, did 
very well indeed.  According to the legal authorities, he had pinched 170 million dollars from his 
company's till as well as pocketing 430 million dollars reaped from the fraudulent sale of company 
shares.  His ex-wife very magnanimously paid bail of 10 million dollars in September 2002 to get 
him out of prison until his trial came up.  He had not been in there for long.  In June 2002, he had 
organised a party in Sardinia at the expense of his company, for the tidy sum of a million dollars 
(Financial Times, 20/09/2002). Fancy that ! 
 
Need the crisis of Enron and co. concern the rest of the world?   
 
Twenty years of deregulation and market liberalization on a planetary scale have eliminated all the 
safety barriers that might have prevented the cascade effect of crises of the Enron type.  All 
capitalist companies of the Triad and emerging markets have evolved, some with their own 
variations, on the same lines as in the USA.  The planet's private banking and financial institutions 
(as well as insurance companies) are in a bad way, having adopted ever riskier practices.   The big 
industrial groups have all undergone a high degree of financialization and they, too, are very 



vulnerable.  The succession of scandals shows just how vacuous are the declarations of the US 
leaders and their admirers in the four corners of the globe (see Ahold, Parmalat,…).    
A mechanism equivalent to several time-bombs is under way on the scale of all the economies on 
the planet. To name just a few of those bombs: over indebtedness of companies and households, 
the derivatives market (which in the words of the billionaire Warren Buffet, are « financial weapons 
of mass destruction »), the bubble of property speculation (most explosive in the USA and the UK), 
the crisis of insurance companies and that of pension funds. It is time to defuse these bombs and 
think of another way of doing things, in the USA and elsewhere.  Of course, it is not enough to 
defuse the bombs and dream of another possible world.   We have to grapple with the roots of the 
problems by redistributing wealth on the basis of social justice.  
 
 
Eric Toussaint, president of  CADTM (Committee for the abolition of the third world debt),  is 
co-author of The Debt Scam: IMF, World Bank and the Third World Debt, VAK publications, 
Mumbai, 2003; author of Globalisation: Reality, Resistance and Alternatives, VAK publications, 
Mumbai, 2004 and of Your Money or Your Life. The Tyranny of Global Finance, Pluto Press, 
London, 1999 and VAK publications, Mumbai, 1999 (a new edition will be available end 2004).  
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