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Channeling the Outrage Over AIG Bonuses

The American people are understandably
outraged to learn that the American

International Group (AIG), a corporate giant §& 1
that has received almost $200 billion in total
TARP/TALF funding, has recently paid $165
million in retention bonuses to its top
executives. The fact that these payments
were made to fulfill already-existing
contractual obligations and that most of the
recipients have reportedly indicated a
willingness to return the money has not
done much to quell the public anger. After
all, a company in such dire financial straits
to require vast infusions of federal bailout
funds should not be giving its employees
millions of dollars in bonuses, period.
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The House of Representatives responded quickly to the news about the bonus payments by passing
legislation on March 19 that would tax the bonuses at a 90 percent tax rate as a means of recovering
almost all of the payments. The Senate has yet to act on similar legislation. But in their haste to pass
this legislation, the House members who voted for it very conveniently overlooked the fact that the
money their selective tax would recover would represent less than one percent of the TARP/TALF
funding AIG has received. How about the remaining 99-plus percent? And they also either overlooked
the fact — or did not know — that the tax they would impose is unconstitutional.

The Constitution explicitly states: “No Bill of Attainder or ex post facto Law shall be passed.” Bills of
Attainder were acts punishing a person of group without the benefit of a trial. In The Federalist, No. 44,
James Madison, the Father of the Constitution, wrote: “Bills of Attainder, ex post facto laws, and laws
impairing on the obligation of contracts, are contrary to the first principles of the social compact, and to
every principle of sound legislation.” Madison’s assessment is understandable: if the U.S. government
could retroactively impose a confiscatory tax on a particular person or group — as the House-passed bill
would do in the case of the AIG executives who received bonuses — then no man’s purse would be safe.

The day after the House action, Senator Judd Gregg (R-N.H.) issued a statement explaining the folly of
this legislative approach without mentioning its unconstitutionality. “It is wrong for members of the
United States Congress and the President to propose to use the taxing authority of the government in a
manner that is arbitrary, punitive, and targeted on a single group of people who they have deemed as
having acted improperly,” Gregg stated. “The ability to tax is one of the most powerful and important
roles of a democratic government, and that power should not be used in a way that undermines its
credibility and creates precedents that could lead to significant abuse.”

But in his statement Gregg did not call for ending the bailouts as an appropriate response for ending
abuse of bailout money. Instead, the Republican senator opined: “The actions that occurred at AIG
relative to bonuses were despicable but arose, in large part, because of the Administration’s failure to
conduct proper oversight of the funds distributed to AIG.”
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http://web.archive.org/web/20090330030535/http://gregg.senate.gov/public/index.cfm?FuseAction=PressRoom.PressReleases&amp;ContentRecord_id=246fcc29-802a-23ad-4d24-53d36f90b0be&amp;Region_id=&amp;Issue_id=
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And the Democratic administration is moving to provide more oversight — on a grand scale. Testifying
before the House Financial Services Committee on March 24, Treasury Secretary Timothy Geithner said
that “the Administration and Congress have to work together to enact comprehensive regulatory
reform” and that “we must create a new resolution authority so that the federal government has the
tools it needs to unwind an institution of the size and complexity of AIG.” This new authority “would
allow the government to provide financial assistance to make loans to an institution, purchase its
obligations or assets, assume or guarantee its liabilities, and purchase an equity interest.”

Geithner added that “the Administration proposes legislation to give the U.S. government the same
basic set of tools for addressing financial distress at non-banks as it has in the bank context.” In short,
the administration wants the authority to seize nonbanks.

But is extending regulation to the point of nationalization the way to solve abuses of bailout funds? Why
not simply end the bailouts — and save not just the money that was used to pay bonuses to AIG
executives but all of it?

That was the point Congressman Ron Paul made in a March 20 interview with CNN.

https://www.youtube.com/watch?v=MshgrVIJF28

“People are concentrating on these bonuses right now, but they’'re missing the point,” Paul said. “The
point is that we shouldn’t be in the business of bailing out all these companies. And we don’t even know
where the rest of the money went. We just discovered — probably inadvertently — that there were
bonuses.”

Photo of Timothy Geithner: AP Images
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Subscribe to the New American

Get exclusive digital access to the most informative,
non-partisan truthful news source for patriotic Americans!

Discover a refreshing blend of time-honored values, principles and insightful
perspectives within the pages of "The New American" magazine. Delve into a
world where tradition is the foundation, and exploration knows no bounds.

From politics and finance to foreign affairs, environment, culture,
and technology, we bring you an unparalleled array of topics that matter most.
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Unlimited access to past issues
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60-Day money back guarantee!

Subscribe Cancel anytime.
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