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If you’ve been paying any attention, you know that credit default swaps are one of the major
factors  for  the  current  economic  crisis.  Even the  derivatives  cheerleader-in-chief,  Alan
Greenspan, admits they are a problem, and they should have been better regulated.

Now, the SEC, Fed, Commodity Futures Trading Commission and even President Bush are
pushing regulation of CDS.

As Bloomberg writes:

U.S. regulators said at least one clearinghouse for the $33 trillion credit-default
swap market  will  be running by year-end after  they agreed on a plan to
regulate the entities.

…

The Fed, Commodity Futures Trading Commission and Securities and Exchange
Commission signed memorandum of understanding today that they said will
provide consistent oversight of the clearinghouses and the credit-default swap
market. The group laid out guidelines they said would provide more public
information on potential risks and also lessen the chance of systemic losses.

…

“Bringing transparency to  this  market  is  vitally  important,”  SEC Chairman
Christopher Cox said in a statement today. “The virtually unregulated over-the-
counter  market  in  credit-default  swaps  has  played  a  significant  role  in  the
credit  crisis.”

The accord signed by the Fed, the CFTC and the SEC “establishes a framework
for consultation and information sharing” for the new entities, according to a
statement.

Indeed, CDS will  even be a topic of the G-20 meeting this weekend: “George W. Bush
yesterday said the G-20 meeting in Washington tomorrow would discuss regulation for
credit default swaps and other financial instruments”.

Why Now?

Why are Bush, Cox, Bernanke and the boys calling for regulation of CDS?
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Well, it is certainly partly because they get that CDS are a large part of what caused the
economic crisis. But that was obvious a long time ago.

The real reason is that many people are increasingly furious that CDS have helped bring
down the world economy, and are increasingly demanding that the CDS “weapons of mass
destruction” be canceled and rescinded (based on fraudulent misrepresentation of how
“safe” they are), or declared worth a nominal amount (say $1 each). People are also calling
for the heads of the politicians who let this happen.

Indeed, the pressure to grab the bull  by the horns has become so great that the U.S.
government is being forced to try to look like it is doing something about CDS.

Too Little Too Late?

I’m  glad  that  our  “leaders”  are  finally  addressing  CDS.  But  they’ve  waited  until  the  world
economy is in shambles before even mentioning them.

And I am not convinced that it will be enough.

Given the mess that Bush, Cox, Bernanke and the rest have gotten our economy into, their
repeated actions in helping their corporate buddies at the expense of taxpayers, and their
ongoing political theater yelling at horses to get back in the barn after they let them out of
the barn in the first place, I assume that this regulation effort won’t be very effective, either.
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