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n late 1999, a Republican congressman hc?ld a party m

ington to celebrate the passing of new legislation dffs il

have a profound effect on Wall Strefzt and the entxrg%
cial industry in the United States. Despite the date on tk
the principle upon which it was based actually hz?d bee 3
nerstone of the Reagan revolution 15 years earlier. g_,f;*-«n
seemed a bit late. .2

The centerpiece of the affair was a large cake bearing the
message “Glass-Steagall, RIP, 1933-1999.” Sipping champagn
with one of the new law’s sponsors, Jim Leach, Republica
lowa, were Alan Greenspan, chairman of the Federal ]
Board, and various Treasury officials and congressmen w
been instrumental in getting the new legislation passed,
repealing the most talked about law of the twentieth
After years of failed efforts and false starts, the Bankin
1933, as the Glass-Steagall Act was officially known, k
erased from the books and replaced by the Financial
Modernization Act of 1999, the Gramm-Leach-Bliley .
champagne flowed and congratulations were offered by
before had a law had so many detractors yet been so harc
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tively replace. The battle against Glass-Ste:
revived in the 1960s, and became a major plan
platforms of the1980s. Ironically, it was not until
century that it finally was repealed. s
Since the dark days of the Depression, the Gla
had come to symbolize the fundamental cornerston
had become known as the social “safety net” erected by Co
protect the American consumer. The law provided depo
ance (left intact in 1999), allowed the Federal Reserve |
control bank interest rates (this power was repealed in
1982), and most importantly, separated commercial and i
ment banking. This last part of the act was the most conte 1
at least to the banks themselves. Any institution that ace
deposits from customers was not permitted to underwrite
porate stocks or bonds. The securities markets were cons
ered too risky to use customer deposits for underwriting.
conditions that caused the Crash of 1929 were not going to k
repeated again. - Al
Over the course of the next 70 years, the Wall Street sec:
ties houses came to love Glass-Steagall because it created a vir
ally oligopoly among the major investment banks. They coul
not be owned by, nor could they own, commercial banks so |
two sides of the banking business were indeed separated. T
most lucrative side of what was known before 1933 as Han
in general—investment banking—became the sole province
Wall Street, paying fat salaries and bonuses and fanning
occasional periods of speculative excess. The less lucrative,
steadier side remained commercial banking: taking depos
making loans, and clearing checks. This was not excitin;
ness and for years it had looked enviously at Wall Stree
good year, all of those fat fees earned by investmen
could easily exceed the less spectacular fees earnec
doing their ordinary, run-of-the-mill business. If o
sides could be rejoined. =
The banking law did not survive the pa.ssmgs

century, but other parts of the safety net did. 1 :



UNDUE INFLUENCE

hange Act of 1934 both L
because they aimed at reforming the p
dustry rather than dividing it in the name
of consumer protection. But the 1933 act had some gaping hole:
in it, acknowledged even when it was passed, that man aged.
remain plugged until the 1990s. Then, a wave of accountir
fraud hit some of the «New Era” companies most conspicuoy

during the 1990s’ bul

The unfortunate part . B
caused in no small part by the deregulation that preceded it. The

plaster had cracked, but it was the banks that were fueling &
the speculative fires of the mid- to late 1990s. The Gramm-Leach. :
Bliley Act officially was passed in 1999, but its effects had been felt 4
for several years before since the Federal Reserve had allowed aJ]
of the deregulation mentioned in it to already occur on a de
facto basis for almost 10 years. The market meltdown and scan-
dals that followed were the most serious since 1929.

A larger question remained unanswered in the post-bear
market debris left by a deregulated banking system: How was it
possible that another series of scandals so similar to the one 70' B
years before could occur after decades of regulatory and legaj |
developments? Part of the answer was obvious. Investors were still
as gullible as ever, hoping to make a quick killing in the market;. :
It was as if everyone had heard the old stories about the vast i
amount of wealth created during the nineteenth century and :
was only waiting for a New Era to begin. Many investors knew A
about the great American fortunes made in the Gilded Age and F
the jaz.z Age. Now, new technologies were being used that couki
usher in a similar era of unforeseen riches almost a hundj:"fé}' E
years later. The frenzy that followed was natural. Cautionary Voigétj

of 1933 and the Securities Exc

survivors of the 1930s
tices of the securities 1N

Vlv;re still heard in the marketplace, as they had been in the late

Chii()rsr,n but noltd vgry loudly. The best that the Federal Resé b
an could do was to call the period one of “irrati

» : ; of “irrational ex1

beralzxcel. The major policy tool at his disposal for calmin o

markets never was used. In 1930, the Fed was loudly blam. 8! \

not stopping the market roller coaster. In 2001, the worst



quickly enough.

The market collapse of 2001 was caused by a succes
paign by Wall Street and bankers in collaboration
minded individuals in the Clinton administration and Con
many of whom with strong ties to the Street, to erase the De
sion era laws constraining the markets. They inherited the s
ment from the generation of Republicans preceding them »
wanted to abolish the banking laws in the name of free mar

1999, it represented one of the most successful campaigns by 2
odd combination of Republicans, New Democrats, and othe
ostensibly interested in free markets to put their imprint on t

financial markets. The move also helped revise Amencan his
tory, adding to the 1deolog1cal fervor of free marketers,

fortunately, the result was the market collapse in the new centur

Activists opposed the deregulatory bill, fearing that Iz
banks would ignore minorities and local communities in fa
corporate customers. In addition to Alan Greenspan, the Cl
administration broadly supported it, including Treasury ’

especially among insurance companies and smalles
companies, which assumed that it would allow them |

began for its qulck passing.

While the details were being negotlat“ '
to come occurred. A Connecticut-bases
Capital Management—began to totte




