7

.. ﬂ.& Emg.._oio Herd

o September 1997, Malaysia’s Prime Minister, Dr. Mabathir

Mohamsd, used the World Bank meeting in Hong Kong to denounce

En%on%o?%é%ﬁ:gaggtﬁ
* ravaged by global and local investors. Mahathir blasted “morons” who
trade in currencies, and he accused the “Great Powers” and financiers
ugwaosaomg%ggsgg&gnoés
Eguggggmgw.ggsgxgﬁ

. competitors. He compared today’s global capital markets toa jungle of

ferocious beasts,” g.ga&ggiﬁggnu%o&a.

" Listening to Mahathir's rant, T tried to imagine what then-U.S. Treasury . .

moﬁggg_igggﬁo%{ocﬁgﬁaamoem
Malaysian leader had he really beea able to speak his mind. I think it
would have been something like this:.- - . _

“Ah, excuse me, Mahathir, but what _E..,na are you living on? You

talk about participating in globalization as if it were a choice you had.
* Globalization isn't a-choice. It's a reality. There is just .Sanv&.Bu.aﬁ
today, and the only way you can grow at the speed your people want (0
gwsgsueseuaﬁaasnﬁco%%.gsﬁs
out multinationals to invest in your country and by selling into Ea global
_5&3 system what your factories produce. And the most basic truth
about globalization s this: No one is in charge—not George Soros, not
‘Great Powers’ and not L I didn’t start globalization. I can’t stop it and

neither can you—except at 8 huge cost to your 8&3..!@5 ua%ooc
for growth. You keep looking for someone to complain to, 8585.5

-take the heat off wo.,:. markets, someone to blame. ¢.<o=. guess what,
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Mahathir, there's no one on the other end of the phone! I know that's
hard to accept. It’s like telling people there’s no God. We all want to
believe that someone is in charge and responsible. But the global market-
place today is an Electronic Herd of often anonymous stock, bond and

“currency traders and multinational investors, connected by screens and

networks: And, Mahathir, don’t you play dumb with me, We both know

- your Central Bank lost 3 billion dollars speculating on the British pound
_in the early 1990s—s0 don’t give me that innocence crap. The Electronic
‘Herd cuts no one any slack. No one. It does not recognize anyone's

unique circumstances. The herd knows only its own rules. But the rules -

of the herd are pretty consistent—they’re the rules of the Golden Strait-

jacket, Now, the herd feeds in 180 countries, Mahathir, so it doesn'thave
‘time to look at you in detail all the time. It makes snap judgments about
whether you are living by its rules, and it rewards most lavishly those :

countries that are transpareat about what they are doing. The herd hates -

. surprises. For years Malaysia seemed to be living by those rules, and it

attracted massive amounts of direct investment and portfolio investment,
which enabled you to raise your per-capita income from 350 dollars to -

5,000 dollars in & couple of decades. But when you started to break the

rules by overborrowing and then overbuilding, well, the hérd sold you
out. Did you really need.to build the two tallest office buildings in'the

- world? Have you rented even half their office space? I hear not. So the -
'herd stampeded you and left you as roadkill. The KLCI Index, your Dow
Jones, fell forty-eight percent in 1997, and your currency hit a twenty-

six-year low. But when. that happens you don’t ask the herd for mercy, .
you don’t denounce the herd as a ‘Jewish conspiracy,’ you just get up,
dust yourself off, put your Golden Straitjacket on a little tighter and get

back with the flow: of the herd. Sure, this is unfair. In some ways the herd .
" Jured you into this problem: It kept offering you all this cheap money and
you took it and then overbuilt your dams, your factory capacity and your

office towers. But that’s what's really scary, Mahathir: The herd is not
infallible. It makes mistakes t00. It overreacts and it overshoots, But if .
your fundamentals are basically sound, the herd will eventually recog-

‘ize this and come back. The herd is never stupid for too long. In theend,

italways responds to good governance and good economic managemeant.

. Hey, America had similar fluctuations when it was an emerging market,-
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with our railroad busts and booms. You just have to manage them and
build in as many shock absorbers as possible. I track the herd’s move-

ments all day on the Bloomberg screen next to my desk. Democracies

vote about a government's policies once every two or four years. But the
Electronic Herd votes every minuts of every hour of every day. Anytime
you want to know, the herd will tell you exactly how you look in a
Golden Straitjacket and whiether it fits well or not. Tknow you think that
I'm the all-powerful U.S. treasury secretary. But, Mahathir, I live just
like you—in terror of the Electronic Herd. Those idiots in the media keep
putting me on the front page, as if I'm actually in o_Ewo. and I'm sitting
here terrified that if our Congress refuses to grant the president authority
to expand free trade, or bists the budget ceiling, the herd is going to turn
against me and trample the dollar and the Dow. So.let me tell you a little
secret, Mahathir—and don’t tell anyone else. I don’t even keep a phone.
on my.desk anymore, because I know better than anyonc: There's
Eve&.%n&r... K : : . o
Like it or not, my imaginary treasury secretary is basically talking the
truth. Countries cannot thrive in today’s world. without plugging: into
the Electronic Herd, and they cannot survive unless they learn how to
get the best out of this herd without being overwhelmed or shocked by .ws
inevitable surges. The Electronic Herd is just like a high-voltage wire

_ that comes into your house, In normal times it can warm you, light your

home and provide many of your encrgy needs. But if you-don't __.n<,o the
right electricity regulators and surge protectors, and there is a sudden

" power surge or drop, it can shock you, fry you to .n,nm% Ea leave you for |

" The Electronic Herd today consists of two basic groups. One group I
call the “short-hom cattle.” This includes all those people involved in the
buying and selling of stocks, bords and currencies around the world, and

who can and often do move their moncy around on a very short-term

- basis. The short-horn cattle are currency traders, major 5189_ and pen-
sion funds, hedge funds, insurance companies, bank trading rooms and
individual investors. They include everyone from Merrill Lynch to Crédit

Suisse to Fuji Bank to the Charles Schwab Web site, where anyone with

a PC and a modem can trade on line from his living room. .
The other group I call the “Jong-hom cattle.” These are the multi-
nationals—the General Electrics, the General Motorses, the Ez_.m. the
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Intels, the mmoaoaoml,..tan_— are increasingly involved in foreign direct -
investment, building factories around the world or striking international
long-~term production deals or alliances with overseas factories to make
or assemble. their prodiicts. I call them the long-hom cattle because they
have to make longer-term commitments when they invest in a country.
But even they now move in and out, like a herd, with surprising speed.

Though the Electronic Herd was bom and nurtured in the Cold War
era, its Bnu&o_a o.oEn, never gather the critical mass, speed or reach in
that overly regulated, walled-up system. Zo% countries maintained cap-
ital controls (at least until the 1970s), so capital could not move across

‘borders the way it can in today's globalization system. This made it

much harder to get a global herd together. In. the relatively closed
economies of the pre-1970s Cold War system, a government’s own mon-
etary policy completely dominated the setting of iis own interest rates
and a government’s-own fiscal policy was far and away the dominant
instrument for stimulating growth. Also during the Cold War, the U.S.
and Soviet governments could easily justify the high taxes needed for fis-

<cal policy by invoking the Cold War: “We need your tax dollars to fight

the enemy, put a man on the moon first and build a new highway system
50 We can move our army around faster.” At the same time, many devel-
oping countries could muddle through by milking one of the super-
powers-—namely, the United States, the Soviet Union or China—or -
international lending institutions to fund a dam, support an army or build
a highway. And because the citizens of these developing countries were

not nearly as aware as they are today of how everyone else in the world N

was living, they were ready to tolerate the lower living standards that

come from having a relatively closedeconomy. i
But with the gradual lifting of capital controls in-the 1970s, the.

democratizations of finance, technology and information, the end of the

Cold War system and the. fall of walls everywhere, there suddenly
‘emerged a vast global plain where investor herds from many different

countries could roam freely, It was on this wide-open’ plain, later
expanded into cyberspace, that the Electronic Herd could really graze,

.~ grow, multiply and eventually gather in uoio_.?_ Supermarkets. By the

late twenticth century the dominant fact of the global financial system
was that the private’ m88n|.£§ I call the Electronic Herd and the
Supermarkets—had become, as U.S. Treasury Secretary Larry Summers
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once put it, “the oﬁniso_a_un source of capital for growth,” ac_SSw

the public sector. This has been true both within countries and between
the developed countries and developing countries. According to the U.S.

Treasury, in the _89_68% $1.3 trillion in private capital has flowed to
the emerging market economies, compared to roughly $170 billion in the

1980s and arclative pittance in the 1970s. There is no better indicator for -
the i»« in which the Supermarkets have 3@-8& the superpowers as

sources of capital for growth. :

- The Supermarkets are the gﬁan_*os of aowwo manw?:. Sydney,
Singapore, Shanghai, Hong Kong, Bombay, Sdo Paulo, Paris, Zurich,
Chicago, London and New York. They are where the biggest members of
the Electronic Herd come together, exchange information, execute their

gp&?ﬁuggngnﬁaﬁa«aasavgmﬂnsgs_

feed upon. According. to University of Chicago globalization expert
. Saskia Sassen, by the end of 1997 twenty-five Supermarkets controlled
83 percent of the world’s equities under institutional management and
accounted for roughly half of global market SEEEEQIBEE
$20.9 trillion (Foreign Affairs, Jan. 1999). v

* This Electronic maal.a&eom:gs where :w&.oa to feed
.wunvgiuﬁcoooangsggzgaﬁsoﬁo?

EgmwmgéoggnoSiﬁﬂEgaggﬁ like -

nation-states, they are able to shape the behavior of nation- states in many
areas, Egai__tgnggi—:—o&ono_niﬁuﬁggp

system based on a balance between states, the globalization system is
_based on a balance between states and other states, and between states
and the Electronic Herd and Supermarkets. Ever since,the inveation of -

Enggnosgssngio&iﬂuﬂu%ﬁocgsg

. sort of Electronic Herd has been at work, but during the Cold War system -
. _ﬁiﬁgﬂﬁggzﬁgﬁéaﬂip@oﬁg«ugu

3»888:9&58:8553359&8«.&828%%?
today" s Eloctronic Herd—both its short-horn cattle and its long-horn'cat-
: n0|83c:§-§.€8n§&<§&8»&§8=2288c&2«?

history. >Bo§ogus=n5~§§woxga8= ‘They are
‘both called “tails,” but when one swings itlias a-very different effect on -

Eoiﬁ&gamngﬁoog?gagsessg

globalization was like the tail of a mouse. Today’s Electronic Herd is like: .
§E~%-§S€E?§ E%.:E:%..ssﬁs
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- around it in some ?:gaﬁ ways. This nrnv.o.. explains how this herd

has become such an irresistible source for economic growth today and, at.
the same time, such an intimidating force that it can even topple govern-
ments when it swings. -

' The Short-Hon Cattle .

The first thing. that strikes one today about the short-hon cattle is the

. incredible diversity of financial products they can now feed on. The cor-

nucopia of stocks and bonds, commodities and futures contracts, options
and derivatives being offered from scores of different countries and mar-
wnegsnioaag Euﬂwocgankoucagagngv.&.:w
today, =

* Indeed, when I look uﬂ the feed bag now being on..o_.& the Electronic

. Herd, I am always reminded of that scene from Guys and Dolls in which

Nathan Detroit wants to. bet Sky Masterson on whether Mindy’s sells

more cheesecake than strudel. It goes like this: Nathan Detroit: “T would

855.88._8:«2 on_sua.io:_nwo: 8«5253:85 Baa.
cheesecake or more strudel?” :

gg«ugwosmonggavamggioangg.

Ewuggggug ‘What follows is a spirited - -
.ﬂngogngaﬁrmwwio&gsﬁésggg‘

over strudel—with Nathan, who has already checked with the kitchen

_EgggggggngEmew .
' into putting his money where his stomach is. Now, Sky Masterson i3 8.
‘nan who loves to bet. Normally, he would bet on cheese spreads as -
aﬁ&wﬁumaogwaggugso&ngouﬁggi :
_ spreads. wﬁm_QuBo:-»uoEv ZEE..&ScSwB.SB&Sa
~ thousand-dollarbet. = -

mo%gg.ﬂ.m@omoaguogg&osgg

...Z»EuFEEos:«o::g he says. “On the day when I left home

SBnroBv.ia‘BEnionEBv.gSowEoSoaoa&. ‘Son,’ my-
daddy says to me, ‘I am sorxy I.am not able to bankroll you to a very

" large stock. But not having the necessary lettuce to get you rolling,

Eug:BuoEwSuS_swo:SuoBo<ﬂ.<<a§u—o§$8.9—oom

A ana&u.uv.oﬁ.nuﬁ_unn&smoEmSnvoimocscEE ..uiaonwon
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cards on which the seal is not yet broken. Then this guy is going to offer
to bet you that he can make the Jack of Spades jump out of this deck and
squirt cider in your ear. But, son, you do.not accept this bet, because as
sure as you stand there you are going & , wind up with an car full of cider’
Now, Nathan, I do not suggest that you have been clocking Mindy's
cheesecake . . " I | .

Nathan: “Would I do such a thing?” . o

Sky: “However” (cupping his hand over Nathan's bow tie), “if you
are really looking for some action, 1 will bet you the same thousand
bucks that you cannot name the color tie you have on. Have we got a
bet?” _ o

Nathan: “No bet.” o : . : o

Then, looking down at his bow tie, Nathan exclaims: “Polka dots! In

the whole world nobody but Nathan Detroit could blow a thousand bucks -

on polka dots!”

‘Well, if Nathan and Sky were sound today there would probably be &

bond they could buy that would be based on the sales of both cheesecake
and strudel at Mindy's. And there would probably be some customized
financial instrument they could buy in order to hedge their bets, whether
they put their moncy on strudel or cheesecake or polka dots. Because of
the democratization of finance, and the explosion of securitization,
almost anything today can be turned into a bond. You can even issue
bonds in yourself and your own unique talents, as the singer David
Bowie did. He raised $55 million in Bawie bonds.in 1997, backed by his

projected royalties, The New York Times saiditallina headline, “You too

can be rated AAA.” : A .
My friend Lesley Goldwasser, 8 ]eading bond trader on ‘Wall Street, is
 anexpertin furning yet-to-be-made movies into bonds. She explains how

it works: “Suppose you are & home mortgage coinpany in Minneapolis.

and you have & hundred home mortgages out in the locil market. And

_ those hundred home mortgages involve an outlay by the mortgage com- .

pany of a hundred million dollars and they bring in one million dollars a
-month in interest and principal payments. That mortgage company can

* bundle all its home mortgages togethec and then issue them as bonds that

you or I can buy for a thousand dollars each. The advantage for the mort-
gage company is.that it can get its hundred million dollars back unE
away, without having to wait for all these people to pay off their Bon.
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Lgages over thirty years. The advantage for the bondholders is that they -
are paid off by the cash flow from the interest and principal payments
that come in each month, and the interest rate will be a few points higher
than a moncy market or savings account would pay. ira..ugo_d. the
bonds will be backed up by actual homes, and since there are usually .
several hundred in each bundle, even if a few default the odds are that

_ most of the others will pay off their loans accordingly. Well, people fig-
ured that if you could bundle home mortgages, why not bundle Holly-

wood movies—even unmade Hollywood movies. Say you are a movie
company and you don’t have any credit rating, What my investment bank
will do is bundle together ten of your movie ideas. They-don’t even have-
to be in the production stage yet, just in the pipeline. We will then do a
statistical analysis of the probability of how ten such movies will per-
form, based on historical precedents: One will be a megahit, one will be a

-big hit, two will be-minor hits, two will be flops and four will more or

less break even. On the basis of that probability analysis we'll figure out
how much money you will earn over a period of five years. Let's say we
think the movies will cost five hundred million dollars to make and will
togethér earn six hundred million. Then we will advance your movie

 companiy four hundred million at an interest rate equal to that on a three-

year Treasury bond, plus another percentage point or two. Your movie

~ company will have to-come up with the other hundred million in produc-
" tion costs itself. Then we'll take that four hundred million we loaned

your movie company and chop it up into bonds, selling for a thousand
dollars apiece, that you and I can buy. The interest and principal on those
bonds will be paid by the movie receipts as they start to come in. Presto,
your movie company, which has no credit rating and only a small amount

* of capital, gets money to.make its films that it would never be able to

raise from a bank, and you, the investor, get to buy a piece of itand carn a
jittle higher return than you normally would at the bank. That's how it
works. As long as what you are doing, manufacturing or performing pro- -
‘duees a cash flow that can be statistically predicted over a period of time,
we can tum it into a bond.” . .
And it doesn’t matter whether it is the cheesecake sales at Mindy’s,
home mortgages, credit card receivables, bad debts, auto loans, commer-
cial loans, remakes of Titanic, Brazilian corporate debt, Lebanese gov-
cmment T-bills, auto finanicing for General Motors or the income stream
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of rock star David Bowie. .:5 Boao capital controls have ?:33?8:
countries, the more everyone is offering everything for sale as stocks,

4 bonds or derivatives. This move toward securitizing everything has “fun-

: gg«ogaﬁogﬁom?.a&"%: says the veteran
Wall Street oconomist Henry Kaufman. It’s easy to see why. In the old
days your pareats’ home mortgage, car loan, credit card debts, life insur-
ance policies or even the loans taken out by the government: of Brazil
from your parents’ bank were never traded on an open market. They were
oni&ou&ogﬁomqoﬁvﬁﬁ:.gongggéaa
their original face value, and they were usually held by those institutions

a8 assets until they reached their date of maturity. But as the 1980s olled -

Eo:&gnn:onegoguﬁngggv%&n@o&ﬂgn
EBSSB.SES«SE.REB«.?EES.9&8&@85&9
.ae&&&.ss_:se%s&&«s%aagiﬁa.
Engwotgggasieﬁg%ngmgaa

. gﬂosangigﬂgggonggeﬁ&s

ogg,?g&g.ﬂﬁggwgg%ggg
opened up literally trillions of dollars’ worth of ‘assets—which cither
iﬂoggc&gﬁgﬁﬁwagsangea&ss
bonds—"to the harsh glare of changing market circumstances.” All of
_ awsnguaae&u&gsoagasﬁ%alnéeo
Electronic Herd so many more things to feed on than ever before—and
has added an element of fluctuation to assets that were never previously

?omoov—oigg8=<o=§mc§n8uo=ﬁ.om9o~8nca_m§§

Blectronic Herd. They remember what it was like to graze in the old
" fencéd-in days of the Cold War. Leon Cooperman, the former director of -
- %aﬂggg.ggugn??aga!goﬁ ,
Eoggggg.sgiugm“gwawero—o :

carcer at Goldman Sachs—1967 to 1991—I never owned a forcign stock
auggan%z%:lﬁr%%%oaaaoﬁa

in Russia, Brazil, Argentina and Chilé, and I worry constantly about the .

dollar-yen rate. Every.night before I go to bed I call in for the dollar-yen

nSs.an_Es.sgeozﬁn:g.EjE?:ﬁmé E
Ea_w.&s@iaupﬁgségaaﬁﬁggigsa _

there"—he points to one of his traders, who is looking down at'a hand-
ggmsggggg.ﬁngmﬂéséggﬂ
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indexes—*is long on the Canadian dollar. We have bets all over the
place. I would not have worried about any of thesc tweaty years ago.
Now I'have to worry about all of them.” o _
Coopermap then pulls out a copy of that day’s Wall Street Journal
‘and starts reading the different bets he can make: “Let's sec here. ..
Eurodollars, U.S. Treasury bonds, S&P futures, British pounds, soy-
beans, heating oil, light sweet crude, Singapore bonds, Venezuela bonds,

'NASDAQ 100, Japan index, Dow index, mutual funds, utility bonds,
. high-yield bonds, corporate bonds, intermediate bonds . . .” As I get up

‘to leave a minute later, he is still reading the lList.

.. ‘This diversity of investment instruments and opportunitics hasbeena

godsend for both: developed and developing countries and companies. It
has enabled some of them to grow at previously unimaginable speeds. As
The Economist once observed: “Poor countries, with large investment
needs, are no longer hamstrung by a lack of capital. Savers are not con-

" fined to their home market, but can [now] seek investment opportunities

that offer the highest returns around the world” (Oct. 25, 1997). Today,

 every major U.S. mutual-fund family offecs at least one exotic “emerging

market” investing option. E

When you have so many different products, with so much informa-
tion always available at such high speeds, your ability to get an edge on
the competition and seize on an oppartunity before everyone else sees it
gets smaller and smaller. So investors have to do all sorts of different
things now to find that litdle edge that might steal a march on the rest of
eoaa_ﬁ..,_ .

“Whea I joined Goldman Sachs in 1967,” Cooperman recalled, “I -

was the head of research and I hired analysts. In those days, a typical

‘analyst covered seventy-five companics and maybe six different indus-
. tries: I was recently talking to one of the analysts I had hired back then

and he told me he was terribly overworked now because he had to cover
twelve companies. I just laughed. Only twelve companies? But you have

_to look into those twelve companies so much more deeply now in order

to get somie edge that it takes up all of his time. It is the same with eco-"

nomic data. [In the old days] when the government would issue the .

unemployment number all everyoni looked at was the rate of unemploy-

ment. Then they started to look underneath ‘that general number atthe

payroll figures—are ‘total payrolls up or down?—because that might -
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indicate something {you could bet on]. Then they started looking at the
composition of payroll figures. Who is up and who is down and what
does that tell you? The amount of work you have to do to gain an edge to
make money now is just 5o much greater” . .

I know a hedge-fund trader who spends hours poring over weather
repoits. Weather reports! The idea, he explained to me, “is to look for -

unconventional trends and how they might affect economic data. For
instance, the fact that we had no-winter in 1998 may have given us a
stronges-looking economy thn really is the case, so 1 might find & way to
. use that knowledge to make a certain bet on what will happen with inter-
est rates. Or take the fact that we had terrible ‘mudslides on the West
Coast in the exact week when economic data was collected by the gov-

ernment for some major statistics, like the consumer price index. Since ..

this economic data only matters at the margin, a few mudslides at the

right time in a major state, like California, can make a difference in the
statistics. So I might say, ‘Gee, the stock of Home Depot, which sells all . -
kinds of home-repair products, would probably benefit from mudslides-

and tornadocs.’ Or I might notice that there happened 10 be a huge snow-

storm the week that the government put together the unemployment .

numbers. And that might léad me to conclude that there is really a blip in
those numbers. Maybe everyone is expecting 250,000 new nonfarm jobs
to be created, but because of the weather, the number actually came in at
-only 150,000 new jobs, which suggests that the economy might be slow-
ing and is softer than people thought, but in reality it is not, because this
weather anomaly is reflected in the numbers. But because the numbers

. came in that way you know that people might conclude the economy is

slowing and interest rates might be coming down and that would be good
for bonds. So you might go long on bonds in advance of the uneémploy-

. ment numbers—just based on the weather report—ride them up when

the unemployment numbers come in lower than expected, but sell them
out quickly afterward, before the next month’s numbers come in,
because they will show that the previous month’s numbers were anom-
alous due to the weather. It's an opportunity to make a few bucks by just
using the weather report. You could use the weather that way to speculate
~on oil futures, heating oil or interest rates, clectricity futures, _SEB_
gas futures, consumer price index futures, corm, soybeans, gasoline,
unledded gasoline; Brent crude, gas oil, hogs, copper, gold, silver .. "

THE ELECTRONIC HERD - . L s

. So EE&., B&wna. so much .m_mo::wnon. so little &mn. So when all
o—mo fails, don’t call your broke, call the weathermian.

Mn order 8 :Bwo.n.—onn« E such a market, the short-horn cattle _..ooa not
only that tiny extra edge: they also need to make larger and larger bets

 on top of it. Imaginc a billion dollars stacked on the head of a pin and you -

have the right idea. This is usually done by fund managers employing
exotic trading products—swaps, futures, forwards, options, derivatives
and Eanxb:ouvé then F,,E.w..mwuw them by borrowing even  more
money than their investors have given them in order to expand each of
their bets. This has contributed to the huge increase in the volume of
transactions sloshing around the world every day. As a fund manager,
when you win, big now, you can win very, very big, and when you lose
now, you can also lose very, very big. That is one reason why in recent’
years we have seen whole .E.ownnu_mn houses (Barings bank being the
most prominent) brought down by the bets of a sirigle broker using lever-

“age. It is also what exaggerates the swings of the Tyrannosaurus Rex’s
-tail, A friend of mine at a major American investment bank tald me one.

of the bank’s clients was a hedge fund that had $200 million in original

* capital, Through the miracle of leveraging, though, this hedge fund
~ acquired $900 million in Russian bonds and $5 billion worth of Sallie .

Mae bonds. (These are bonds made up of bundled American student
loans.) When Russia crashed in August 1998, this hedge fund lost virtu-
ally all its capital in Russia. So what did it do? It suddenly sold a large
position of American student-loan bonds to pay off its Russian losscs,
sending the student-loan bond market into a temporary tailspin and -
destroying some of my friend’s positions in that market, which should
have had nothing to do with Russia. T
Not only is the herd’s feed bag more diverse, but so too is the herd
itself, particularly the short-homn cattle. As Kaufman notes: “The relative

" weight of traditional commercial banks, savings and loans and insurance

companies has diminished. Instead, a new breed of institutional partici-

* pants has come to the fore. These institutions are distinguished by their
- emphasis on short-term investment performance, their heavy use of

leverage and their ability to move in and out of markets, whether equi-

ties, bonds, n_._.:,ou&ou or ooBBo&ﬁnu.. wherever E@ believe the returns
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will be the highest.” The most E.o.EnoB of Eouo new players are the so-
called ‘hedge funds, which bring together large pools of cash from
wealthy individuals and institutions, then magnify that pool by borrow-

ing from the banks to make high-risk, high-reward bets on cusrencies,

stocks and bonds around the world. But what has happenied in recent
years, notes Kaufman, is that many major banks, brokerage firms, invest-
ment banks, insurance companies, corporate treasury departments of
major multinationals and even the trading rooms of major world central
banks have felt a need to establish their own hedge-fund-like trading
operations. It is not unusual for a major investmient bank to be the broker
for a hedge fund's trades and also to be mimicking that hedge fund’s
trades with its own private trading operations. . . o
Naturally, the more the fenices.come down, the more people start
roaming into areas they know nothing about. Imagine it working like

this: The Thei Farmers’ Savings & Loan Bank gets a call from the .

Bangkok office of First Global Investment Bank, headquartered in the
Cayman Islands, and they say, “Hey, you guys should really be-in Rus-

. sian bonds, They're paying tweaty perceat, and even if the ruble devalues

a bit, you can still make a fortune.” Suddenly the Thai Farmers’ Savings &

Loan is sitting with $20 million in Russian bonds on its books, and when

* those bonds tank, a bank that was chartered to make loans to Thai rice
farmers goes under. The world was shocked and amazed by how many

" Korean banks were holding Russian bonds when Russia started to col-
lapse in 1998. When credit becomes easily available, what tends to hap--

pen is that “the marginal moron,” the person who would never get funded
"in a more cautious or recessionary period, is .able to get money from
investors and banks and make bets along with the more serious play-
ers. These marginal morons can really exaggerate swings in the global
,—.g—.KOP,. : , . ‘ N
The combination of the Supermarkets and the Internet has made

global investing fast and easy not simply for the big guys, but for Mom .

and Pop as well, who can now trade from their bedroom through an
online broker. Competition between these online brokers -is now so
intense that they charge virtually nothing to execute a trade. Because
global investing has become so. much easier and more accessible, it can
lull people into thinking that every market in the world operates the same
as Wall Street. As Treasury Secretary Larry Summers likes to say: “It is
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like when you build better highways, people tend to drive faster. And
actually more people end z.v dying in auto accideats on these new high-
ways, because they make a mistake in estimating how fast they can drive,
and they end up driving much faster than they should.” :
So First Global Investment Bank calls the Thai Farmers® Savings & .

.géﬂﬁ.:&o:ﬁé<%=—a.v&=§§.&o:§5§ 4
a killing right now.” The Thai banker says, “Turkish bonds are paying

twenty-five percent, eh? I didn’t know Turkey had a bond market. Sure,
P'll take a few million. If you say so.” But here’s the rub. Whea people
hear “Turkish bond market,” they think, “Oh, Wall Street has a bond mar-
ket, Frankfurt has a bond market, Tokyo has a bond market and now
Turkey has a bond market. Isn’t that nice.” But while the Turkish bond

 market may quack like a market, Walk like s market and look like a mar-
ket, it is nothing like the Wall Street bond market, And you discover this

when your Turkish bonds go down and you want to sell them. That's
when you find out that the Turkish market is 50 small that when just a few
Bao—.u—nwdﬂtuasmn-_gcou&.asa.-uouogws.gs%rﬁ
uidity on the downside and therefore no exit. As Kaufman notes, global- -
ization of markets creates the illusion that all markets *“‘are oaomou.r
:n&&,gﬁ éﬁ&:ﬁggagaggg
parency in each market, Far from mr._uﬁn.ﬁnwvcoﬁ.gugogéﬁ
‘of all Microsoft stock in late .Geoiﬁﬁo::numoocmmo??gcas.

-this one U.S. stock was worth far more than all the stocks on all the

emerging-market stock markets in all the rest of the world put together.
 And everybody is playing. In 1980, 4.6 million American houscholds -
owned shares in mutual funds. BY the year 2000, more than half the U.S.

?Esnssagﬁseouﬁwﬁ;aaag%sﬁnaa&

purchased themselves or through mutual funds or through their pension-

. retirement plans. I did a short interview one day in mid-1999 for CNBC.

1 was listening to the show with half an ear before I weat on the air.
>§mo=&o§§oaaaiaswnsonn5§cteau§

. ing advice about differeat stocks to callers telephoning from around the
: 855.>nonn.vo§9nw=uo=§uaqgsn§~8=2£8 ‘Adam

from Michigan.” He sounded like 2 little boy. So Ron Insanta of CNBC

" asked him how old he was, Adam said he was twelve years old! He asked

the guru, “I recently. bought CVS [pharmacy stock] and I wonder how
much it could go up™ (I found this a revealing, but rather disturbing phe-
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~ nomenon.) Mutual-fund assets in retirement plans, such as IRAS, grew .

from $412 billion in 1992 to'$1.6 trillion in 1997. Of these mutual-fund
assets, about 10 percent were invested in global stocks, For the first time
in American history both Joe Six-pack and Billionaire Bob are watching
CNBC to sec how their shares in the market are faring, Indeed, a 1998
commercial by Charles Schwab, the discount brokerage firm, shows a
middle-class couple, Marion and Rick, sitting on a couch talking about
their summer vacation. ST I
Marion: “When we were traveling crogs-country and we stopped ata

. _.ge&ga&ssﬁgr??ﬁe%za%%g. .

ket was going down and we said that there were these stocks that we
iggsg«gnoaﬁoginoz—&nn:.: S
Rick: “Called up Schwab because we didn’t have a phone modem in
~ our motor home, 80 we couldn’t trade online, Where were wel”
Marion: “Utah.” v } .
- Rick: “Utah?”
Marion: “We were jn Utah” .
Rick: “On a pay phone talking to-Schwab.”
Marion: “Tryingtoget.. " S : . -
 Rick: “Buying the stocks. And there was a feeling of exhilaration.
Hey, we've done it. . . . And then we get back in the motor home, trav-

. eledonourway” . :

Marion: “And those purchases pavedomewell”
~ Rickand Marion, welcome to the Electronic Herd. 1 am glad they did
* well, but the fact is this proliferation of investment instruments has lulled

* alotof Ricks and Marions into markets they have o business being in. T

. cannot prove this, but I would guess that never before in history have
_ more people invested more money in more places that they cannot find

on the map. As Leon Cooperman points out: “In the Tast five years the

guy who would normally take his savings and buy Treasury bills, to
make sure he never lost any of that income, has gone out and bought
bonds instead. And the guy who would normally buy bonds, because he
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is that some people who have moved up this risk ladder will lose a lot of
their money and then they will move back” - * - u .
Global integration has raced ahead of education, Thanks to globaliza-
tion, we ali defimitely know “of" one another more than ever, but we still
don't know that much “about” one another. What's scary is that the
diversity of players in the Electronic Herd has so expanded that it’s not
just the dentist in New Jersey who doesn't know what's going on, it’s
even some guys running big emerging-market funds. My favorite quote
in this regard Was the unnamed hedge-fund manager who told Moisés.

Nafm, edifor of Foreign Policy magazine, after the 1995 Mexican debt -
‘crisis: “We went into Latin America not knowing anything about the
- place. Now we are leaving without knowing anything about it.”

2.-&9, we are on the subject of the &<oaa of the Electronic Herd, *
there is one other critically important thing We should always

" keep in mind sbout it—this herd is not simply an exogenous force. It is

not just made up of stateless offshore money funds, Intemet investors
from abroad and distant Supermarkets. It is also made up of locals in
every country that has opencd itself to the herd. What gives the herd its

- power is not only the fact that when capital controls in a country are

lifted foreigriers can easily come in and buy and sell currency, stocks.and

" bonds. It is the fact that the locals can easily go out! The biggest untold -

secret about the Electronic Herd is that most stampedes don’t begin with

& hedge fund on Wall Street or a big bank in Frankfurt They begin with a
" local banket; local financier or local moncy manager moving his money
. out of & country by converting from his local currency into dollars or bet-

ting against (shorting) his own country’s currency in the forward market.
The 1998 IMF study “Hedge Funds and the Financial Market Dynamics”
noted that careful analyses of the 1994-95 Mexican peso crisis all found
that “domestic residents and not international investors” played the lead-

~ ing role in that crisis. In a world of globalized financial markets, the IMF
- concluded the following: Foreign investors managing internationally

diversified portfolios may find it difficult to keep abreast of conditions in
myriad countries. The smaller the emerging market, the less the incentive
for large investors to do so. Consequently, domestic residents with a
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comparative &Egosgugaugsnﬁo.ﬂgpaoa :
nouggggwoggﬁnnansguuo:gug:_ _

fixed currency. Eggoncmggvoggaé
international financial transactions, which long inhibited position-taking

by domestic residents, makes it much easicr now for them to do so. In.
other words, it was local Mexican financiers, local Indonesian specu-
lators, _Saagcppgigcoﬁnﬁoanav&ﬂggoi:.

currencies, stocks and bonds—with the rest of the Electronic Herd fol-
lowing. Eongﬁugggasngmoﬁuﬁo
almost always going to be better informed through PB&. friends and
g§=8=§§cﬁtgu§=<§mg§=8§5§a

nﬁomoag5«05@83%»28308£§9n§88§ :

- And today they can do it very easily—without having to smuggle out

Bgamasggoasoﬂnnnsewncgwggﬂgg

was the case in the old days of capital controls. - -
Richard Medley, who does political and economic risk analysis for

many international banks and hedge ?_au. told me he started waming
E%agpgwggEggﬁagggﬁ .
five months before it actually happened in 1997, not because he was such _

:oaﬁrzg_siﬁ:ugnsaﬂooag “The first thing I

look for,” Egugfig_ggggoanag .
E_gsunégsﬁgong—gag If a Thai-

.chiS.ESnEgEEgcﬁrspgﬁg

" on lending in dollars or yen, it means it knows that something is wrong
_ with the Thai currency and it might not hold its value. You have to.
, &ggggomggggsgwgﬁaﬁn.
economic data lags. FEE«%%%EE?F?F :

Ei&..paﬁﬁgsoggn—oag;o .

. ?gnsggﬂggiﬁgsg—sngﬁ
fully 858:59858&&3 have done, not just because it's afraid
E!.ﬁgaagngnno_nsggegio:ﬁgaasndacﬁuao

S.guoasu?a:io&na.copzosoonnaegmaoﬁ_
~ people would transfer abroad. They have good reason: A huge black
%zg«%asg?:%gsoguooﬁ4
g?EﬁnﬁBﬁ%ﬁﬁS%Emﬁa«rﬁSﬁaﬁ.

of a conversation he had with a Chinese friend who was complaining
about the 83@53.: o». Western gwna and woano funds who SE out
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the currencies of Thailand, Z»—&EP mo:& No—.ou Bn Fnonnen aE.En |
the 1997-98 Asian economic crisis. :

:S«naggsmgSEq:EoQ:naogEomEBw&nﬁ

' American reporter.

“Tell me,” the American nEEoS_ —dvono_. Bmioaa. ~5<o wo: sold
any [Chinese] yuan for dollars lately "

dﬂ.;ﬁo.eoggsgmgogoo&n ~Bw=5o£9. :

ried about the situation.”

gg?ﬂ%ﬁEomoangsmSBv&o aom::
v:: is Einv.m a 58._ S

ot o.& is the EoonoEo Herd bigger E& Boa &<o_.mo than ever
comﬂng—nanggagwngﬁuaagw B=o==588=.

nected. Joseph Sassoon, a partner in Goldman Sachs’s London office, -

joined the Electronic Herd back in 1982. “In London in 1982, because
we were five or six hours ahead of New York, we usually didn't find out
ign.ocoio~§2522<oﬁ52€08§5905.§5m.

"he once told me. “A few people had Quotron machines, but that was it.
9§m§§§.=§§5§§9«?§§8§§<.. .
in the New York office realized one day that he could pay akid to come

into the officé at three-thirty a.m. New York time. The kid would make &
photocopy of the two key Wall Street Journal columns, ‘Heard on-the

Street” and ‘Abreast of the Market'—stock-tip columns that often moved

the market—and then he would 85‘ the contents to London. It gave us a
four-| voE.ruun start on all the other London brokerage firms, so we could’
‘go'out and wﬁr stocks with our clients that were being touted in New,

"York before our competition ever knew about it, because they were wait-
. ing until their New York offices opened before getting the Journal. It
" took them a while to figure out what we were doing. This was just 1982,

but when I tell people around our office about : today, they look at me

. like I'm telling them about Great-grandpa.”

‘No wonder. Walk around a hedge-fund office in New York 8&3. and
you will see people. carrying around palm-held market monitors wher- .

- ever they go, iw_ousnwgwawnworn&.msano_&oa.saanso 80
.9&8:38.-308&28&.8:5&noSBoc»EBoE._oﬁao:nno .

home. The wheels 8&&. have been 50 Eonc:nEv. greased that huge
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Euo_gs. of what .ooouonam" David Hale calls “gypsy capital” can move

around the world to exploit buying and selling opportunities anywhere, -
with transaction costs that are virtually zero, transmission costs that are -

virtually zero and speeds that are <5=E< instantaneous. The state of

play can be summed up by the vESr line from an & that Crédit -
Suisse/First wous._ began running in 1998 for its service, called Prime

Trade, that offers the fastest possible execution of any trade in any of the
world’s listed derivatives exchanges. “The ad says: S.Es Trade: Any
market, Any time, Anywhere.” . .

The fact that so many more uoou_o now _S<o the __58:8:8.5 con-
nections and information to trade from anywhere all the time is ‘another
reason 89« s Electronic Herd is so much bigger and. voﬁ::w:« more
volatile. It was long assumed that the more information investors had, the
more stable this would make markets. But, in fact, the ogoazn seems to

* be true. I have learned that firsthand. Many vnmmo..wn. planes in the

United States today provide a GTE 8:.2.25 service, with a phone
plugged into-the middle seat in each row. In 1999, GTE connected those
cell phones to Eo Dow Jones EEBE Average, the American Stock
Exchange and the NASDAQ So you can now sit in your seat, if you hap-
vonsgnﬁsmngswgmg.gaiua__sau_nsoi_EEo
U.S. markets are doing every minute. In fact, if you are in the middle

seat, you almost can’t avoid watching it. The little screen on the back of -

the phone that tracks the markets is right in mBE of you. I found myself
. o:wn_w_:SOo_anco:oa& RBE:w:anuoi:&. T used a device
in the GTE phone that enables you to get a quote on any stock off
Eooaco_.n by punching in the stock’s initials, using the letter keys on
the phone's dialing pad. On’ this three-hour flight from Washington to
Denver, I checked my’ man_n five times, and sold it from a pay phone in
Denver airport a3 soon as [ landed. T never would have had the informa-
tion or the ability to track Ea 8: that mSo_n with such ==Eo&§ a
decade ago.

But that isn’t necessarily. going to 8»_6 markets more mBEn Edward ,

Chancellor, in his book on the history of financial speculation, Devil Tuke
the Hindmost, explains why the conventional wisdom was 8o wrong
about the impact of more information on the stability of the Electronic
. Herd. Most commentators, he noted, “viewed advances in information
" technology as a boon. If Bp..wnc were E-Soun«. oB&Br they would

.-.:u urmn.—.w°2~0 —.—NHU .mw— :

become even more so ira: supplied with co:n_. information. They -
B_m—: even become rather dull, like a reliable motorcar. In fact, there is
little historical evidence to suggest that improvements in _communica-

 tions create docile financial markets or better Emoa_oa investment -

behavior. If anything, the opposite appears to be the case. In the past, the

- wider availability of financial information and improvements in commu-

nications have tended to attract impulsive new players to the speculative
game: the first generation of daily newspapers stimulated the South
Sea Bubble, the new ‘money market’ columns of the British newspapers
contributed to-the mining mania of 1825, railways facilitated railway
speculations in the 1840s, just as the ticker tape assisted stock market

- wBsEEm in the Gilded Age and radio programmes in the 1920s excited a

~ later generation of speculators. More recently, the Internet has brought .
* the stock market into the home, where it has thrived . . . 'This has led to
. the appearance of hordes of ‘day traders,” amateur speculators who oper-

ate mostly from their homes, using their computers to access the cheap
urm..o.ao&_:w services provided by on-line brokerages. By the summer
0f 1998, five million Americans had accounts with Internet discount bro-
kerages and around a million of them were day traders. Average turnover

* on these on-line 83::8 was twelve times heavier than at conventional -
: !d_no_dmou Some traders reportedly carried out a thousand trades a day.”.

Indeed, NASDAQ markst-makers will tell you that it isn’t the Jong-horn
cattle in the Electronic Herd—the big mutual funds—who' push Internet
stocks up and. down like a ..o:o_. coaster. It's the little short-hom day-
traders, impulsively buying 200 or 300 shares at a time on one whiff of
news or another. Most of them don’t even know the companies they are
S«Em or selling, but are just trading symbols. :
To be sure, if the herd comes your way, it can, in short o—do—. rain bil-
_58 and billions of dollars on your country’s stock and bond markets, as

-well as directly into plants and factories. That is why more and more

countries are interested in doing whatever it takes to plug into this herd.
But when for political, economic or social reasons markets in one coun-
try become unstable or weak, the Electronic Herd can transform what
_En_: have been a brutal but limited market adjustment downward into -

SanEEw much more painful and exaggerated, and it can also transmit
instability much more nEoEu‘ between markets, and from bad Eﬂ_noﬁ to
good BE.woc
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" As Alan Greenspan has noted in %om&nu. the very same financial -

. globalization “which bes induced such dramatic increases in private cap- -
_w_»_..wwﬂcg also exhibited significantly improved capacities o transmit
ill-advised investments.” The Federal Reserve oggs&u that “one
can scarcely imagine the size of losses ($1 billion) of a single trader
employing modem techniques that contributed to the demise of Barings
in 1995 being accomplished in the paper-trade environment of earlier

ivi Teate improved measur-
, %o&g.QoE«.oEvaacowSQsaaps_o.aﬁg_Eﬁo In .
ably in recent years." Or as Egypt's Minister of Economy, 4.\05.&.
‘Boutros-Ghali, likes to say: “In the old days you panicked in a room with

a hundred bankers, now wo:e.pa.,“ Saiggnggﬁao?
A A.raawnoagoaogéwﬂooiﬁu:g.éwoﬂ%?ﬁ
comes around faster, but then it also goes around faster again. While
problems can come faster, 50 too can solutions—provided your country
does the right things. When everything is speeded %.,a_aio_..ag a
shorter memory. Mexico stiffs creditors in 1995 and by. 1998 it’s a dar-

" ling of international investors again, and no one remembers 1995, Korea:

pearly goes bankrupt in 1997 and by 2000 Wall Street is lining up again
tobuy Koreanbonds: * . .~ B o

' The Long-Horn Cattle

it is often the big shiort-hom cattle of the Electronic Herd, such as
Mwa.mozmsawsa.o.ﬂg am_a the headlines theso days, the-long-hom cattle
play an increasingly important role. The long-hom cattle are B.En.
national companies who engage in what is _Boia as ..».o._o_.wu direct
" jnvestment"—meaning that they don't just invest in a developing coun-
try's stocks or bonds, but rather invest directly in its factorics, utilitics,

" energy plants and a whole host of other. projects that take time to plan .

overni he long-horn cattle are
ild and can’t be pulled out overnight. The long-horn
uo“naupesga such as Ford, Intel, Compag, Enron and Toyota. Thanks mo
w_oc&m,s&cl they are investing more money abroad in more i&:.. and in
more countries than ever before, . . o .

Under the Cold War system, when countriés often protected their

| _.sagniesnmsaﬁaagg.%ausﬁfaaiﬁ.
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_ R & 3
long-term multimillion-dollar investments in big-market countries pri-
marily for the purpose of jumping over those walls. In other words, Toy-
ota would get around the American quota on Japanese auto imports by
building a factory in the United States that would make Toyotas to be
sold almost exclusively in the U.S. market, and Ford would 0 the same. 2
in Japan. In order to survive in a world of walls, multinationals had to
?Eangou.mn.s markets uoggo,o:—u.coooﬁsggs
ducers and sellers in that market. S _ S
Once the democratizations of technology, finance and information -
blew away many of the Cold War walls, however, the long-hon cattle in.

. Eug.ggugg.gggg&mgrg. _
" tive to build factories abroad. Increasingly, there was a single, ‘open

global marketplace, and cyberspace, where a multinational company -

 could sell ‘anything anywhere or. make anything anywhere, This has
sharpened competition and squeezed profit marging in many industries,”
As a result, every big multinational needs to try to sell globally, in order

88&:@56-:8&8%@395&5.5::8&838_
produce globally—by slicing up its production chain and outsourcing :
each segment to the country that.can do it the cheapest and most effi-

ciently—in order to keep manufacturing costs down and remain compet-

itive. This has led to more multinationals investing in more cost-lowering
ggggggégiegg?

 tractors abroad—uot to survive in a world of walls, but to survive in a .’

world without walls. In the era of globalization, multinationals increas-
ingly need to expand overseas, not because it's the only way to be an

* effective local producer in these countries, but because i's now the only
- way to become an effective global producer. C S
. USA Today's Kevin Maney had a story in the April 24, 1997, edition .

that captired how IBM is now using all sorts of foreign partners and sub-
sidiaries to become a better, smarter global producer in a world without

 walls. Maney reported the following: “A group of computer program-

mers at Tsinghua University in Beijing is writing software using Java .
technology. They work for IBM. At the ead of each day, they send their

. work over the Internet to an IBM facility in Seattle. There, programmers
build on it and use the Intemnet to zap it 5,222 miles to the Institute of

Computer Science in Belarus and the Software House Group in Latvia,

‘From there, the. work is sent cast to India’s Tata Group, which passesthe
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8».2.5 back to q.apnwﬁ. by morning in Beijing, back to mmu&o §w 50
" onina great global relay that never ceases until the project is done. ‘We

call it Java Around the Clock,” says John Patrick, vice president of Inter-

net Technology for IBM. ‘It's like we've created forty-cight-hour day

through the Internet.’” . . o
" In the 1970s, the Canadian-owned shoe company Bata might have
had a dozen shoe factaries in key markets around the world, but each

would have been targeting that local market, adapting to.the local styles
and demands and selling virtually 100 percent of its output in that mar- -

ket. Today, by contrass, Nike can design a shoe in Oregon E& 5.51:
. by fax or E-mail its latest design adjustments overnight to its factories

and subcontractors all over-Asia who will start turning out a new .5,% :

sioe for global consumption the nextday. ..

While it is true that the Fords, Ciscos, Nikes and Toyotas—he long-
hom cattle—don't move their capital arourid as fast as the short-hom cat-
" tle, they E.o shifting it from country to country faster than many people

realize. A lot of the foreign investing that the long-hom cattle do these

days is not building factories anymore. It is %&o_ovmnw alliances with

locally owned factories, which serve as affiliates, subcontractors and

partners of the mulfinational firms, and-these production relationships
can be and are moved around from country tc country, producer to pro-

ducer, with increasing velogity in search of the best tax deals and most B
efficient and low-cost labor forces. Cisco has thirty-four factories around

the world manufacturing its equipment, but only two of them are owned

by Cisco. The others are alliance partners intimately tied .an.roommoo..
" design, inventory and marketing system through the Intermnet. Cisco calls

them “virtual manufacturing” facilities, Thanks to the Web, by which

i . ve. ) wholly owned
they are tied together, they behave as though they an:ni |
_ mnnw.oé.. but they are not, and production can be shifted E§§8§< |

between them, S _ R
The long-hom cattle can and do play off every n%&o?:m. 8.“__._5
against the others. Each of these countrics is desperate for multinational

investments, because it is the quickest way for them to make technologi-

eaps, Nike fii i ia jon facilities in Japan,
cal leaps. Nike first established its Asian m.—.,o&-onon .

but when that got too expeasive it hopped over to Korea and then i,onns.
Thailand, China, the Philippines, Indonesia and Vietnam.

“They are a necessary good,” says Brazilian management consultant |
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~ Joel Kom, 4.3%55 about multinational firms. “Latin America is still
- highly dependent on external capital, becavse domestic savings are sim-

ply not enough to sustain high cconomic growth. So we need direct for-

eign investment. [These long-hom cattle] also bring international

standards and technologics and help us become attuned to the patterns of
different markets, and they also bring foreign partnerships, which them--
selves bring technology transfers and new markets of their own. If you
‘don't let [the Eun.ro:_ cattle] in today, it's as if you're living alone on a .
- different planet.” I o o
~ Although this sort of globalized production began in the Cold War
system, it has vasily expanded in the era of globalization, as the long- -

.bom cattle have been very busy procreating. According to the World

Bank, the share of tota] world output by the local affiliated factories of

- multinational corporations has gone from 4.5 percent of world Gross

Domestic Product in 1970 to double that amount today. While these per-
centages may scem small, the dollars behind them are enormous,
because we are talking about total world output. In 1987, foreign direct

_investment in developing countries accounted for 0.4 percent of their

total GDP, Today it is over 2 percent and it is now spread out, not just to
the ten big emerging markets, but all-over the world. If you look at all
U.S.-owned foreign affiliates-——companies such as Ford Motor Mexico,

 for instance—and ask what percentage of their sales were exported in. - -

1966 and what percentage were sold to the local markets, the answer
would be 20 percent was exported in 1966 and 80 percent locally con-
sumed. Today, 40 percent is exported and only 60 percent Jocally con-
sumed. No wonder Craig Barrett, the chairman of Intel, told me he has a
string of ambassadors and statesmen from all over the world calling on
him every month in Silicon Valley, with one message: “Came hither with
your factory” = . C , o

~ George St. Laurent is chairman of Vitech, the Brazilian-based com-
puter manufacturer that he founded in Bahia state in northeastern Brazil,
and he is a typical long-horn member of the Electronic Herd. He knows
that in his-own way he has a lot of power today, and he explained to me

~ one afternoon. in Brazil that he does not hesitate to let the Brazilian .

authorities kmow exactly what he needs if he is going to keep his com-

" puter company there, with all the jobs and technology transfers that

come with it. He said: “ have to have 8 stable currency to c