Structural Analysis of Defense
Contracting, Financial Volatility, and
Policy Frameworks (2001-Present)

Legal and Financial Frameworks of Market
Speculation

Under United States federal law, the prosecution of financial crimes and the recovery of illicitly
obtained assets rely on distinct statutory and common-law doctrines. Unjust enrichment is
defined as an equitable claim arising from a benefit obtained from another that was not intended
as a gift and is not legally justifiable, requiring the beneficiary to make restitution or
recompense.’ In civil litigation, the burden of proof rests on the plaintiff to establish unjust
enrichment by a preponderance of the evidence.* The doctrine is built on implied-in-law
contracts; consequently, the Court of Federal Claims lacks jurisdiction over such claims.®

To establish criminal liability or enforce asset forfeiture in capital markets, federal authorities
must meet a much higher legal threshold, proving the presence of scienter, which constitutes
guilty knowledge, mens rea, or intentional wrongdoing rather than standard market speculation
or gross negligence.! Proving scienter in insider trading cases under Rule 10b-5 requires
showing that the defendant executed trades while consciously possessing material, non-public
information.’

In the days leading up to September 11, 2001, capital markets experienced highly anomalous
trading volumes, particularly a surge in put option contracts on United Airlines (UAL) and
American Airlines (AMR)—the two carriers whose aircraft were hijacked.'® Investors placing
these trades were gambling that the airline stock prices would plummet in the short term, a
strategy that yielded at least $5 million in profits.'® Academic research, notably by Allen
Poteshman (2006), analyzed options market data and concluded that the high level of long,
out-of-the-money put options on the specific airlines was statistically anomalous and consistent
with trading on advance knowledge of the attacks.”

Supplementary studies on Standard & Poor's 500 (SPX) index options also identified significant
pre-attack anomalies, with trading patterns matching bearish speculation strategies such as the
Put Purchase, Put Bear Spread, and Naked In-The-Money Call Write, which were confirmed by
spikes in the Chicago Board Options Exchange (CBOE) Volatility Index (VIX)."°

However, regulatory investigations conducted by the Securities and Exchange Commission
(SEC) and the 9/11 Commission concluded that this anomalous activity had no connection to
the terrorist attacks." The SEC traced 95 percent of the United Airlines put options purchased
on September 6 to a single U.S.-based institutional investor with no ties to al-Qaeda, who
executed the trade as part of a broader hedging strategy that included buying 115,000 shares of



American Airlines stock on September 10." Additionally, much of the suspicious put option
volume on American Airlines on September 10 was linked to a retail options trading newsletter
faxed to subscribers on September 9."" Because these trades had benign explanations, the
resulting $5 million in options profits remained unclaimed in CBOE accounts.

Table 1: Comparative Analysis of Legal Thresholds and Pre-9/11 Market Activity

Legal Standard /
Concept

Unjust Enrichment

Scienter / Mens
Rea

Pre-9/11 Put
Option Volatility

SEC and 9/11
Commission
Findings

Federal Threshold
or Volume Metric

Implied-in-law
contract; civil
standard of
preponderance of
the evidence;
restitution of
benefits wrongfully
retained.

Intentional
wrongdoing,
conscious
deception, or guilty
knowledge; required
to distinguish illegal
insider trading from
speculation.

Abnormal long,
out-of-the-money
put options on UAL
and AMR; SPX
index bearish
strategies (Put
Purchase, Put Bear
Spread, Naked ITM
Call Write).

95% of UAL puts
traced to a single
U.S. institutional
investor; AMR puts

Operational
Impact / Findings

Excluded from
Court of Federal
Claims jurisdiction;
focuses on equity
rather than
contractual breach.

Standard of proof
required to execute
federal asset
forfeitures or secure
criminal securities
fraud convictions.

Highly anomalous
pre-attack options
volume confirmed
by CBOE VIX;
statistically
consistent with
advance
knowledge.

Ruled out insider
trading linked to
al-Qaeda; $5 million
in options profits

Source Citations



traced to a retail remained
trading newsletter. unclaimed.

Policy Frameworks: Neoconservative Grand Strategy
and the New Pearl Harbor

The Project for the New American Century (PNAC) was established in 1997 by neoconservative
theorists William Kristol and Robert Kagan to promote American global leadership through
military strength and moral clarity.™ In September 2000, the think tank published its seminal
report, Rebuilding America's Defenses: Strategy, Forces and Resources For a New Century,
with Thomas Donnelly serving as the principal author.™ Other prominent contributors and
signatories included Paul Wolfowitz and I. Lewis "Scooter" Libby."

The document advocated for a grand strategy of Pax Americana, recommending a substantial
increase in defense spending to 3.5 to 3.8 percent of GDP, the deployment of a global missile
defense system, the creation of a new military branch called the US Space Forces, and the
preemptive use of nuclear, biological, and chemical weapons to protect vital interests.®

The report established four core military missions: defending the American homeland, fighting
and winning multiple simultaneous major theater wars, performing regional constabulary duties,
and transforming the armed forces to exploit technological superiority.'* Within the context of the
late 1990s, which was characterized by post-Cold War reductions in the federal defense budget,
the report noted that the process of military transformation would likely be a long one "absent
some catastrophic and catalyzing event — like a new Pearl Harbor"."® Neoconservative analysts
recognized that democratic societies rarely approve massive military expenditures or structural
overhauls without a severe external shock.'’

Following the September 11 attacks, senior Bush Administration officials associated with
PNAC—including Dick Cheney, Donald Rumsfeld, Paul Wolfowitz, John Bolton, and Richard
Armitage—utilized this strategic framework to rapidly implement their pre-planned geopolitical
goals.'® The administration codified these concepts into the Bush Doctrine, justifying
pre-emptive military interventions and unilateral regime changes in Afghanistan and Iraq.'® This
policy shift reversed previous fiscal constraints; defense budgets surged through massive base
budget increases and off-budget Overseas Contingency Operations (OCO) funding, thereby
financing the long-term military modernization and global power projection originally outlined in
the PNAC report.'”

Corporate and Network Analysis of the Defense
Sector

During the post-9/11 defense procurement surge, private equity firms occupied a highly
influential role in the defense-industrial complex, epitomized by the operations of the Carlyle
Group."® Approximately 14 percent of Carlyle's portfolio was concentrated in defense and



aerospace, leveraging the political capital of senior advisors like former Defense Secretary
Frank Carlucci, former Secretary of State James Baker, and former President George H.W.
Bush." These political ties facilitated public-to-private transactions, lobbying efforts, and
lucrative exits.®

For instance, United Defense, a Virginia-based contractor manufacturing vertical missile launch
systems and combat vehicles, developed the Crusader artillery gun.'® Despite prior
administrative cuts, Carlyle took United Defense public in December 2001, capitalizing on the
post-9/11 defense boom.'® Even when Secretary of Defense Donald Rumsfeld canceled the
Crusader program, the company received a parallel multi-million-dollar contract for an
alternative weapons system, eventually allowing Carlyle to sell United Defense to BAE Systems
for $4.2 billion in 2005."

Carlyle's corporate network also integrated transnational capital, including investments from the
wealthy Saudi Binladin Group.?' In 1995, the family invested $2 million in Carlyle's $1.3 billion
Carlyle Partners Il Fund.?" This relationship became highly controversial when Shafiq bin Laden
attended Carlyle’s annual investor conference at the Ritz-Carlton in Washington, D.C., on the
morning of September 11, 2001, alongside George H.W. Bush.?° Although the bin Laden family
liquidated its holdings in October 2001 to mitigate political fallout, the connection highlighted the
convergence of international sovereign wealth and private military investment.?° Domestically,
the political capture of state capital was demonstrated when the board controlling the Texas
teachers' pension funds—appointed by then-Governor George W. Bush—allocated $100 million
in public funds to Carlyle.?!

This rapid capital expansion occurred alongside severe institutional accounting vulnerabilities.?®
On September 10, 2001, Secretary of Defense Donald Rumsfeld announced that the Pentagon
was unable to track $2.3 trillion in internal transactions, pointing to incompatible legacy
accounting systems.? Prior to this, the Pentagon’s financial ledger was in such disarray that
money managers had made approximately $7 trillion in arbitrary adjustments in 1999 to balance
the books, with $2.3 trillion lacking any supporting receipts.?®

The physical destruction of records on September 11 severely hindered subsequent forensic
auditing efforts.?” The crash of American Airlines Flight 77 into the Pentagon damaged Wedge
1, which was five days from complete renovation and housed the Army's financial management
division, Resource Services Washington.?” The impact and subsequent fires killed civilian and
military auditing personnel and destroyed physical ledgers and server databases.?” The
subsequent reconstruction program, designated Project Phoenix, required an emergency
appropriation of $740 million to restore the damaged facilities.?

Concurrently, the collapse of WTC 7 at 5:20 p.m. on September 11, 2001, caused further
institutional data loss.®® Debris from the collapse of the nearby North Tower ignited uncontrolled
fires on multiple lower floors of WTC 7; due to a lack of water pressure, the building's sprinkler
system failed, leading to the buckling of structural Column 79 and initiating a complete
progressive collapse.®* WTC 7 housed critical federal agencies, including the SEC (floors
11-13), the Secret Service (floors 9—10), and the CIA (floor 25).2” The destruction of the SEC
offices resulted in the loss of thousands of active regulatory and enforcement files, including



critical evidence for high-profile accounting fraud investigations into Enron and WorldCom.*®
Despite statutory mandates under the CFO Act of 1990 requiring comprehensive audits, the
DOD resisted full compliance for decades.?* When annual audits were finally executed
beginning in 2018, the department failed repeatedly.?* By late 2025, the Pentagon failed its
eighth consecutive audit, reporting $4.65 trillion in assets and $4.7 trillion in liabilities, with
auditors identifying 26 material weaknesses and two significant deficiencies.® A primary driver
of the failure was the Joint Strike Fighter (F-35) Program, where the Pentagon failed to track or
value its Global Spares Pool assets, leading to major misstatements on the agency-wide
financial statements.* In response, legislative remedies like the Sanders-Grassley Audit the
Pentagon Act propose returning 1.5 percent of funding to the Treasury for any DOD component

that fails an independent audi

t.24

Table 2: Key Transactions, Allocations, and Valuation Data

Entity / Program

Carlyle Group
Portfolio

United Defense
IPO

Binladin Group
Investment

Project Phoenix

Financial Metric /
Value

14%
aerospace/defense
concentration;
$1.3B Carlyle
Partners Il Fund.

December 2001
IPO; BAE Systems
acquisition for
$4.2B in 2005.

$2M in Carlyle
Partners Il Fund

(1995); liquidated in

October 2001.

Rebuilding cost of

Operational
Impact / Findings

Leveraged
ex-officials
(Carlucci, Baker,
Bush) to secure
federal contracts
and manage
regulated assets.

Capitalized on
post-9/11 defense
procurement
expansion;
insulated against
weapons program
cancellations.

High-profile
international
sovereign capital
linked to Carlyle
senior advisory
networks.

Reconstructed

Source Citations

21

27



WTC 7 Destruction

DOD FY2025 Audit
Metrics

$740M for

Pentagon Wedge 1.

Complete structural
progressive
collapse at 5:20 PM
on September 11.

$4.65T assets;
$4.7T liabilities; 26
material
weaknesses.

400,000 square feet
of destroyed offices
and restored Army

auditing capabilities.

Thousands of SEC 27
regulatory,

enforcement, and
litigation files lost,
including
Enron/WorldCom

fraud records.

Failed 8th 38
consecutive audit;
material

misstatements in

Joint Strike Fighter
Global Spares Pool.

Elite Networks and Political Demographics

Sociological evaluations of power structures within the executive branch and intelligence
communities reveal the persistent influence of exclusive collegiate networks, most notably Yale
University's Order of Skull and Bones.*® Members, known as "Bonesmen," refer to
non-members as "barbarians" and occupy senior leadership roles across public and private
sectors, including the presidency, cabinet secretariats, and regulatory agencies like the SEC,
which was headed by Bonesman William Donaldson in 2004.4° These networks operate through
institutionalized patronage, where established alumni actively recruit and promote younger
members into key institutional positions, creating highly coordinated networks bound by lifetime
oaths of absolute confidentiality.*°

The 2004 United States Presidential Election, which featured incumbent Republican President
George W. Bush against Democratic Senator John F. Kerry, served as the first "Bones versus
Bones" contest in American history.*’ Both candidates belonged to the society (Class of 1968
and 1966 respectively) and refused to answer public queries about their membership.*
Sociologically, this shared background contributed to a significant bipartisan convergence on
foreign policy and military grand strategy.'®

Although Kerry criticized the tactical execution of the Iraq war as "bungled," his core policy
positions aligned with the Bush Administration, including his voting support for the Iraq War
resolution and the USA PATRIOT Act.™

Kerry's proposed alternative did not challenge the underlying objective of American hegemony,



instead calling for an additional 40,000 active-duty troops and the integration of the National
Guard into domestic security architectures.'® This alignment indicates how shared elite
socialization limits public choice, framing national security debates around administrative
competency rather than the fundamental direction of the state's military-industrial apparatus.'®
This consensus is further illustrated by past bipartisan efforts, such as Kerry’s collaborative work
with Senator John McCain to normalize relations with Vietnam.*?

Comparative Modern Adaptations: The Securitization
of Space

The conceptual framework justifying military-industrial expansion has evolved from the
land-centric campaigns of the early Global War on Terror to the orbital domain of space.*® This
trajectory traces directly to the January 2001 report of the Rumsfeld Space Commission, which
warned of a "Space Pearl Harbor" where a surprise attack against U.S. satellite systems would
disable national defense capabilities.*® Following a period of focus on regional conflicts, this
rhetoric reemerged as near-peer adversaries, notably China and Russia, demonstrated
advanced anti-satellite capabilities and maneuverable inspection satellites like Cosmos
2542/2543 .4

In December 2019, this culminated in the creation of the United States Space Force (USSF)
under the Department of the Air Force, codifying space superiority as a primary military mission
alongside orbital warfare, electromagnetic warfare, and space battle management.*

The political economy of space defense has altered aerospace procurement.** To mitigate
counterspace threats, the USSF is shifting its procurement strategy away from a small number
of extremely expensive satellites toward massive, resilient constellations of lower-cost,
disposable satellites.** This procurement shift has created a lucrative market for defense
contractors.* Traditional contractors like Northrop Grumman and Boeing continue to receive
multi-million-dollar sustainment contracts for the Space Based Space Surveillance (SBSS) Block
10 system.*

Meanwhile, commercial aerospace entities like SpaceX secure massive launch services
contracts, further integrating private launch networks into the national security apparatus.**
However, this highly regulated and capital-intensive market poses severe barriers to entry for
smaller firms, prompting calls for the modernization of Department of Defense mentor-protégeé,
SBIR, and STTR programs to facilitate the integration of small businesses into the orbital
defense supply chain.*®

Table 3: Space Defense Procurement and Structural Evolution

Program / Initiative | Leading Strategic Source Citations
Contractors Objective

SBSS Block 10 Northrop Grumman, Track orbital debris, 45



Resilient
Mega-Constellatio
ns

USSF Core
Missions

Small Business
Integration

Synthesis and Conclusions

Boeing, Ball
Aerospace, Harris
Technologies.

SpaceX,
commercial

aerospace partners.

Multi-service
military space
commands.

Emerging
aerospace small
businesses.

satellites, and
anti-satellite (ASAT)
weapons; maintain
space situational
awareness.

Deploy hundreds of
low-cost, disposable
satellites to
withstand near-peer
counterspace
attacks.

Secure space
superiority through
orbital warfare,
electromagnetic
warfare, and space
battle management.

Address high capital
costs and complex
regulatory
compliance to
diversify the space
industrial base.

44

43

48

The structural analysis of defense procurement, policy frameworks, and financial markets from
2001 to the present demonstrates that major geopolitical crises function as systemic catalysts
that reorganize both state power and private capital. The transition of neoconservative grand
strategy from think-tank proposals to executive policy following the September 11 attacks
illustrates how external shocks overcome democratic and fiscal constraints, unlocking massive,
long-term funding streams. This administrative shift creates a self-reinforcing financial cycle:
private equity firms leverage elite political networks to capture highly profitable defense
contracts, while the resulting consolidation of the defense-industrial complex drives lobbying for
continued military expansion.
Concurrently, systemic accounting failures, compounded by the physical destruction of financial
databases and auditing files at the Pentagon and WTC 7, have historically insulated defense
budgets from statutory oversight, culminating in decades of failed independent audits. This lack



of public accountability is further reinforced by elite demographic structures, which produce a
bipartisan consensus on core military and geopolitical objectives, limiting electoral choices to
matters of administrative competence.

As the defense apparatus transitions its rhetoric from the Global War on Terror to space
superiority and the prevention of a "Space Pearl Harbor," the underlying mechanisms of private
capital accumulation, political capture, and institutional insulation remain fundamentally
unchanged, perpetuating a highly financialized permanent war economy.
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