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It takes a banker to make a real difference – to really misuse the country’s money with 
appropriate flair and deception.

That’s what former Goldman Sachs chairman and CEO Henry (aka Hank) Paulson did. 
Though politically on the other side of the aisle from the likes of Robert Rubin, he was 
part of the same Goldman fraternity and espoused its free-market, deregulatory, 
competitive-to-the-point-of-destruction philosophy. Which goes to show you that money 
trumps political party affiliation, and Wall Street heritage trumps both.

At Paulson’s confirmation hearing on June 27, 2006, he addressed “some of the steps that 
could be taken to achieve a stronger and more competitive U.S. economy.” (Note: When 
Paulson and his ilk use the word competitive, they mean reckless business practices and 
the absence of cumbersome restrictions on their viability. In reality, competition between 
financial institutions drives them to make profits out of the most esoteric securities and 
behaviors, while merging to dangerous levels of concentration.)

In addition to “maintaining and enhancing the flexibility of our capital and labor 
markets,” Paulson promised to prevent “creeping regulatory expansion from driving jobs 
and capital overseas.” He was good, that Paulson. Regulation equals jobs going overseas. 
No one wants to lose his or her job. Ergo, no one should want regulation. Good thing he 
prevented us from losing our flexibility, jobs, and capital.

His actions helped create the economic crisis that began a couple of years later, when 
deregulated banks leveraged their solid assets, such as citizen deposits, into oblivion, all 
in the name of competition. But at least his friends on Wall Street were freed from the 
shackles of regulation.

Paulson Loves Small Government for Big Reasons

Hank Paulson was confirmed for the Treasury post during a three-hour Senate hearing 
lovefest, which followed a unanimous Senate Finance Committee voice vote, on June 28, 
2006. “In the world of finance and international markets there’s simply no equal to Hank,” 
cooed Senator Charles Schumer (D-NY). 

On July 10, 2006, Paulson was sworn in as treasury secretary. It wasn’t his first time in 
Washington. Paulson had been there before he joined Goldman in 1974. After completing 
Dartmouth College and then Harvard Business School, he went to work in the Nixon 
administration as Staff Assistant to the Assistant Secretary of Defense at the Pentagon 
from 1970 to 1972 and was Staff Assistant to John Ehrlichman (the man who 
masterminded Watergate) from 1972 to 1973. The Guardian, for one, was impressed by the 
young Paulson’s propensity for good timing: “Not only was he well connected enough to 
get the job, but well connected enough to resign in the thick of the Watergate scandal 
without ever getting caught up in the fallout.” Though Paulson’s initial run in D.C. was 
brief, it endowed him with a trait that would come in handy later: the ability to make a 
mess (or at least be a part of one), and not be held responsible.
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Walter Minnick, one of Paulson’s closest friends, described Paulson during those years as 
“a bulldog, very much like a young Dick Cheney… Hank is a salesman’s salesman, and this 
combination of being tenacious as well as enthusiastic made him very effective.” Now if a 
friend of mine compared me with Dick Cheney, I’d have to find a new friend. But I’m 
guessing Paulson took it as a compliment.

Even after decades on Wall Street with Goldman Sachs and a successful turn at running 
the über-powerful investment bank, Paulson had reservations about the Treasury post. He 
was concerned about taking a position that wouldn’t have enough of a central policy-
making role (read: power).

John Snow, Paulson’s predecessor, never had much sway. Mostly, he just championed the 
Bush policies that gave a disproportionate tax break to the wealthiest people in the nation 
and lavished the largest corporate tax breaks in two decades. The Senate passed a $70 
billion tax-cut package, mostly along party lines, which extended tax breaks on capital 
gains and dividends through 2010, as well as Bush’s 2003 tax cuts.

Paulson, of course, would have been a private-sector advocate of Bush’s dividend tax cut 
in 2003. With it, he saved about $2 million per year in taxes on the Goldman stock he 
owned at the time. But the best tax coup came from his new job and left every other Wall 
Street executive’s sign-on bonus in the dust. There is a little loophole in the tax code that 
enables government officers to defer capital gains taxes on assets they had to sell based 
on divestiture requirements for the post, as long as the money received from the sale of 
those assets was put directly into U.S. Treasury securities or a list of acceptable mutual 
funds within sixty days. The intent is to prevent the anointed from not taking a public 
post, for fear of suffering a tax hit.

By leaving Goldman for the Treasury position, Paulson saved himself about $100 million 
in immediate tax payments, a handsome chunk of change for taking a job that pays only 
$183,500 per year in salary. All that he needed to bank the money was a “certificate of 
divestiture” from the Office of Government Ethics, which he got just before he sold 3.23 
million shares of Goldman stock on June 29, 2006, worth nearly half a billion dollars. The 
sale remains completely tax-free until the day the U.S. securities get resold.

Paulson was surely unaware of what he signed up for regarding the looming economic 
implosion. In a way, that lack of awareness underscored the disconnect between the 
moneyed-powerful and the rest of the world. Any car-assembly workers or schoolteachers 
or tour guides in the country could have told you they were feeling inordinately pinched 
(as I found out while researching my previous book, Jacked, from late 2005 through early 
2006) and were maxing out on credit cards to pay for essentials like food, medicine, and 
health care. Or perhaps Paulson knew but didn’t want to admit it. Maybe he thought the 
signs of strain would simply go away. Which is why, as the economy started slipping and 
banks began to post losses, he insisted that things were fine.
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On January 29, 2007, Paulson told a roundtable discussion of big-business types what he 
thought of the U.S. economy: “One of the very pleasant surprises I had coming to 
government has been the strong economy we have today. I can’t take a lot of credit for it 
but I’m still very, very pleased about it.” 

Seven months and a Fed rate cut later, on August 21, 2007, Paulson had a slight change of 
heart, in an interview with CNBC, noting that the economy was “stressed”: 

We’ve been seeing stress and strains in a – strains in a number of capital markets but 
this is against the backdrop of a strong global economy, a very healthy U.S. economy, 
and the reason I start by making this point is that markets ultimately follow the 
economy. I’ve been through periods of stress, turbulence in the market for over the 
course of my career, various times, and never in any of those other periods have we had 
the advantage of a strong economy underpinning the markets.

His choice of words was a little odd, implying that the economy just needed a good 
massage and then everything would be fine, but at least he was starting to acknowledge 
that the capital markets weren’t perfect.

But as we all know, the economy “underpinning the markets” tanked about a year after he 
made that statement. The reasons were numerous, as we’ve discussed, but they were 
largely because of practices that took place before Paulson left Wall Street for 
Washington. We can’t, after all, give him all of the credit for our financial ruin; however, 
he did encourage raising leverage limits for investment banks to dangerous levels and had 
a feverish hunger for deregulation at Goldman and later at the Treasury Department.

Paulson Discovers Big Government for Little Friends

As things got worse, Paulson eventually came to terms with the idea that protecting the 
general economy’s health was kind of, like, his job, and that he should probably do 
something about it. So, he had some fire-drill meetings to discuss the fall of Bear Stearns 
and how the Federal Reserve would help JPMorgan Chase acquire the fallen investment 
bank in March 2008, a subject we’ll return to soon enough. But that didn’t halt the 
economic conflagration, and the autumn of 2008 would bring another set of disasters. On 
the evening of Friday, September 12, 2008, Paulson, New York Federal Reserve President 
and CEO Timothy Geithner, and Securities and Exchange Commission chairman Chris Cox 
held an emergency meeting with a few of the heavy hitters of the financial world: Morgan 
Stanley CEO John Mack, Merrill Lynch CEO John Thain, JPMorgan Chase CEO Jamie 
Dimon, Goldman Sachs CEO Lloyd Blankfein, and Citigroup Inc. CEO Vikram Pandit. They 
were all scared about the market conditions but even more about their own books. None 
wanted to be seen as weak. None wanted to be the next to fail. Shockingly enough (well, 
no, not really, I’m just saying that), no official records of their conversations have ever 
been – or probably ever will be – released. 
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Notably absent from the meeting was Lehman Brothers CEO Dick Fuld. At that point, 
there were two potential buyers for Lehman as it tottered on the brink of extinction: Bank 
of America and London-based Barclays. Neither stepped up.

Two days later Fuld was facing the demise of his firm, but his phone calls to Paulson, 
Geithner, and Cox had met a cold reception. As treasurer and designer of the federal 
bailout program, Paulson had ascended to become the arbiter of who lived and died on 
Wall Street. Though he had help from Geithner on the Bear Stearns deal and subsequent 
deals, Paulson wasn’t the kind of guy to play second fiddle. There were no buyers for 
Lehman and no money from the Fed in return for Lehman’s toxic assets. It was over. 
Paulson pressed the firm to bite the bullet late Sunday night, September 14. Early Monday 
morning, Lehman became the biggest corporate bankruptcy in U.S. history. The next day, 
Barclays came back, and for $250 million in cash, it bought Lehman’s core assets, worth 
$72 billion, and $68 billion worth of liabilities. Barclays didn’t even have to pick up 
Lehman’s toxic real estate-backed assets. By stepping away from the table just days 
earlier, Barclays ended up with a sweet deal, while the Lehman name was no more.

It would have been insane for any suitor to buy Lehman outright, with its impending 
mammoth losses. With stunningly convenient timing, it dawned on Thain that since 
Lehman was toast, his firm would be next on the chopping block. Merrill Lynch was in 
need of a buyer ASAP, and Bank of America was over Lehman. So, Thain put in a call to 
Bank of America CEO Ken Lewis but was unsure about proceeding with a Bank of 
America-Merrill merger. Paulson, on the other hand, knew exactly what had to be done, 
and he spelled it out for Thain. Thain had to cut a deal, quickly, or Merrill would take its 
last breath. 

That wasn’t exactly Thain’s version. He told the Financial Times that the Fed and the 
Treasury “were initially focused on Lehman but grew concerned about us. They wanted to 
make sure I was being proactive [but] they didn’t tell me to call Ken Lewis.”

We will probably never know the exact details, although if I had been a fly on the wall, I 
would have bet that whatever Paulson said was gospel. The Merrill deal, which made Bank 
of America the country’s largest player in wealth management, was hammered out in 
forty-eight hours. The $50 billion takeover was announced just hours after Lehman’s 
bankruptcy, and after that, there was no way out for Ken Lewis, even when Merrill’s stock 
kept diving. What do you do when you’re up against the Fed and a mini-cartel of strong-
arming Goldmanites, including the treasury secretary, who have you backed up against 
the wall and are using your own addiction to acquisitions against you? You agree to 
acquire an investment bank, even though there’s no way you have time to analyze it. Not 
to excuse the recklessness of the decision to take on a giant mess of a firm, but there’s no 
way around the fact that Lewis was outnumbered. He wasn’t the only one who sold the 
future of Bank of America down the river; it was all of the power brokers in that room who 
may never be held monetarily accountable for the decision.
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Six months later, during questioning at the New York City office of Attorney General 
Andrew Cuomo on February 26, 2009, Lewis stated the obvious. He had been pressured by 
the best of the best. The Bank of America Board of Directors had strongly considered 
scrapping the deal in mid-December by invoking a material adverse change (MAC) clause, 
due to mounting losses on Merrill’s balance sheet, then at $12 billion and later reaching 
$15 billion. Paulson would have none of it.

As Lewis recalled, he met in Washington, D.C., that evening with Paulson, Ben Bernanke, 
and a bunch of Treasury Department and Fed officials. “At the end we were basically told 
to stand down,” Lewis said. After a follow-up call to Paulson that weekend, which found 
the treasury secretary riding his bike, Lewis got the sense that if he called for the MAC 
clause, he’d be out of a job. 


