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“Greed is good: Even for the Federal Government”
We can all take solace in the fact a democratic government is “for the people, by the people and of the people…” The fact remains that despite a seemingly fair process to select and run the government, it comprises of human beings who usually operate on certain basic instincts; a major one being GREED. The recent events in the capital markets in my view have clearly demonstrated the priority of humans to self serve before serving for the greater good. 

Let me start by observing the recent actions of the Federal Deposit Insurance Corporation (FDIC). With the takeover of Indymac Bank, the FDIC incurred a cost of approximately $9 billion. With a total corpus of $45 for the FDIC reserves, that seems to be a steep price, particularly under the current circumstances of uncertainty with the number of banks that may need a bailout or the insurance support of the FDIC. Following this rescue, another provocative episode was the last week’s takeover of Washington Mutual Bank by the FDIC. 
Surprisingly, this takeover was accomplished by the FDIC without any intimation to upper management or the knowledge of the major stockholders. I wonder if Ms. Sheila Bair, the FDIC Chairperson, was adhering to the rules and regulations of the FDIC mandate, or was the fear of FDIC insurance reserve depletion a major motivating factor in case of the WaMu takeover. The interesting aspect of the WaMu saga is that the FDIC allegedly influenced the Office of Thrift Supervision (OTC) to lower the ratings on WaMu, in order to expedite the takeover proceedings. Concurrently, was Ms. Bair feeding information to JP Morgan, in order to prepare a bid in anticipation of WaMu’s takeover by the FDIC? This situation seems more like the Wild West, with the exception of being concocted under the protection of government mandates. 
Another major point of discussion in this episode is the role of investors vs. the depositors. The corporate law states that in case a business seizes as an ongoing operational entity or files for a bankruptcy; the assets on liquidation would be distributed in the order of priority, starting with creditors, then to bond holders, followed by preferred stock holders and finally to equity (stock) holders.  In the case of WaMu, a mega billion dollar private equity firm known as Texas Pacific Group (TPG) infused close to $7 billion since February 2008, of which $1.7 billion was its own funds. Currently, the value of this investment is next to nothing. In retrospect, the investing public can infer that this was a poor speculative investment on the part of TPG. On the other hand, this investment directly impacted and supported WaMu’s books providing it 6 months of breathing time in helping to maintain debt equity ratio required by the FDIC. 

In an alternative scenario that TPG never invested in WaMu, the FDIC would have had to come to its rescue sooner a may have incurred a higher cost than it did with the takeover of the Indymac Bank. In addition, the $1.9 billion paid by JP Morgan for the $45 billion plus deposits of WaMu, could have been arranged by TPG and a combination of other private investors, given an opportunity. 
The important question to ask is whether the democratic system is developed to function fairly for all or it allows fulfillment of self interest under the shelter of regulations and supposedly for the greater good.
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