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Global Crossing

Global Crossing is an international telecommunications business delivering phone and data services to Europe, Asia, and Latin America. Global Crossing went public in August 1998 at a split-adjusted $9.50 a share, and barely seven months later, its price had soared to $64. Its market cap, at $47 billion, briefly exceeded that of General Motors Corp. Like many of the other tech companies of the 1990s, Global Crossing’s corporate status was brief.  It was plagued with unstable management (five chief executive officers in four years) and with accusations of questionable accounting practices. Global Crossing filed for Chapter 11 bankruptcy on 28 January 2002.   Global Crossing’s Bankruptcy, at $26 Billion, was the fourth largest in U.S. History ranking just after Enron, at $63 Billion, Texaco, at $36 Billion, and Financial Corp. of America at $34 Billion.

Gary Winnick founded global Crossing Ltd. in 1997.  It started by laying fiber-optic cable across the Atlantic in 1998, and by late 1999 the telecommunications firm had grown to deliver data services to Europe, Asia, and Latin America. Global Crossing was wildly successful. Winnick’s secretary became a millionaire, and Winnick paid what is thought to be the highest price ever for a single family home in the U.S., more than $60 million for an estate in Los Angeles’ Bel Air neighborhood.  According to Winnick, “Money’s no fun unless you spread it around.” 

Unfortunately the grand days of Global Crossing were brief. In 1997, when Global Crossing was founded, the commercial logic of heavy investments in fibre-optic networks seemed impeccable – there was a global shortage of high capacity cable necessary to meet the data transmission needs of the quickly growing internet. Many high tech firms attempted to meet this need, and due to competition, bandwidth prices soon plummeted. Like that of many other once high-flying technology and telecommunications companies, the stock of Global Crossing slid precipitously after March 2000. After reducing its earning forecasts sharply during August 2001, the company announced on Oct. 4 that its revenues and cash flow would fall even further below expectations. The next day, Standard & Poor's Corp. removed Global Crossing from the S&P 500-stock index. Gary Winnick’s stake in the company shrunk from $6 billion to $30 million. In 2003 Gary Winnick was dropped off the Forbes magazine list of the 400 richest people.

The Federal Bureau of Investigation, and the Securities and Exchange Commission both opened inquiries into the accounting practices of Global Crossing in February 2002 after Global’s former vice-president, Roy Olofson, stated that the firm artificially inflated its profits. Global Crossing was sold to Singapore Technologies Telemedia in October 2003. Although the FBI, the CIA, and the Pentagon all objected to its sale due to STT’s close relationship with the Singaporean government, President Bush said he had no problems with the sale. The probable sale price is only $250 millions to control 61.5% percent of the firm.

-- Kirby R. Cundiff, Ph.D., Hillsdale College
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Hoarding

Hoarding is the act of acquiring a large amount of a commodity in an attempt to increase the market price of the commodity to well above the price obtainable if there were many buyers and sellers in the market for the commodity.  This type of market manipulation has also been attempted for several types of financial assets.  Examples of goods that may have been manipulated in this manner include silver, oil, treasury bonds, and diamonds.

Silver Hoarding and the Hunt Brothers. In 1973, the Hunt family of Texas, possibly the richest family in America at the time, decided to buy precious metals as a hedge against inflation. At the time private citizens could not legally own gold, so the Hunts began to buy an enormous quantity of silver. In 1979 the sons of patriarch H.L. Hunt, Nelson Bunker and William Herbert, together with some wealthy Arabs, formed a silver pool. In a short period of time they had amassed more than 200 million ounces of silver, equivalent to half the world’s deliverable supply.  When the Hunt’s had begun accumulating silver back in 1973 the price was in the $1.95 / ounce range. Early in 1979, the price was about $5. Late ‘79 / early ‘80 the price was in the $50’s, peaking at $54. Once the silver market was cornered, outsiders joined the chase but a combination of changed trading rules on the New York Metals Market (COMEX) and the intervention of the Federal Reserve put an end to the game. The price of silver began to slide, culminating in a 50% one-day decline on March 27, 1980 as the price plummeted from $21.62 to $10.80. The collapse of the silver market meant countless losses for speculators and the Hunt brothers declared bankruptcy in 1987. In August of 1988 the Hunts were convicted of conspiring to manipulate the market.

Treasury Notes and the Salomon Squeeze. Another example of an attempt to corner a market was the Salmon Squeeze.  During the May 1991 two-year Treasury note auction, Salomon Brothers Inc., was in violation of the rules of the treasury auction procedure.  They submitted some bids on behalf of customers without obtaining their authorization and, in the process, ended up controlling a major fraction of the May 1991 two-year note supply.  During July and the first half of August 1991, government regulators launched a sweeping investigation of Salomon Brothers Inc. alleging that the firm might have controlled 85% of the two-year Treasury notes that were auctioned on May 22, 1991. Treasury auction rules bar any one organization from buying more than 35% of a single issue at auction. Treasury note prices commonly decline modestly right after auctions, when interest in the note sale fades.  In a strategy designed to profit on the two-year note’s trading pattern, many traders and arbitragers sell the two-year note short ahead of the auction.  With most of the notes owned by Salomon Brothers after the May 1991 auction, the only way the short sellers could meet their delivery obligations was by buying the notes from Salomon Brothers at whatever price Salomon demanded.

De Beers and the Diamond Monopoly. The discoveries of 1870–71 led to a great number of prospectors staking out diamond claims in South Africa, but Cecil Rhodes quickly brought about the merging of these interests into De Beers Consolidated Mines, Ltd. Established in 1889, De Beers, was an effective monopoly over the diamond industry. The Illicit Diamond Buying Act, which limited the trade of diamonds to licensed buyers and imposed penalties for the possession of uncut stones without a license further, consolidated the monopoly position of the company. Most of the major diamond producers were forced to belong to or cooperate with the De Beers–led marketing cartel, which was formed to maintain the price of diamonds at a high level. De Beers, under Harry Oppenheimer’s leadership (1957–84), maintained its dominant position in the industry by using its numerous worldwide companies to buy up new sources of diamonds and to control distribution of industrial diamonds and production of synthetic ones. Due to increased competition in the last decades of the 20th century De Beers’ hold over the unpolished diamond market has decreased, and in 2000 the company announced it would end to its policy of controlling diamond prices through hoarding and shift its focus to increasing sales.

Franklin D. Roosevelt and Gold Confiscation. Governments have sometimes forbidden the “hoarding” of commodities by individuals.  The most famous case of this type is Franklin D. Roosevelt’s confiscation of gold in the United States in 1933. Roosevelt believed that the gold standard was somewhat responsible for the banking crises of the 1930s – many economists believe the Federal Reserve’s overprinting of money was the problem.  With Presidential Executive Order 6102, President Roosevelt made the ownership of more than $100 worth of gold or gold certificates by any individual, partnership, association, or corporation illegal in the United States. All individuals and organizations were required to turn their gold over to the Federal Reserve System by May 1, 1933.  Individuals who did not comply with this order were subject to a fine of up to $10,000. Private ownership of gold in the United States for investment purposes was not re-legalized until 1974. 

Oil Companies and Price Controls. During the 1970s U.S. oil companies were accused of hoarding oil in an attempt to inflate oil prices. While people were waiting in line for gasoline and many gas stations ran out of gas, there were reports in the news media about large numbers of fully loaded tankers standing offshore and full oil storage tanks around the country not being sold.  These reports turned out to be largely spurious; price controls, not hoarding were largely responsible for the oil shortage in the United States.  Oil price controls were imposed in August of 1971, which held down the supply of oil since many domestic sources and some foreign sources of oil could not be developed at a profit. After 1981, when price controls were repealed a major surge in domestic drilling and production occurred despite the fact that the U.S. government imposed an extremely high windfall-profits tax that deprived the oil companies of a major part of the benefit of the repeal of price controls. 

-- Kirby R. Cundiff, Ph.D., Hillsdale College
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