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TO THE READER

. ..I have not found among my belongings anything as dear to me or
that | value as much as my understanding of the deeds of great men,
won by me from a long acquaintance with contemporary affairs and a
continuous study of the ancient world; these matters | have very
diligently analyzed and pondered for a long time, and now, having
summarized them in a little book, I am sending them to Your
Magnificence. -- Machiavelli, The Prince.

This book has been written in the shadow of the greatest financial crash of all human history. The
idea of writing it came to me when | was speaking at a conference in Melbourne, Australia in July
1995, when | heard the news that Japan's Cosmo Credit Union had gone bankrupt. "That is the
beginning of the end,” I told my very kind Australian host when we heard this news on television.
That event could already have triggered an immediate world-wide banking panic, and it prompted me
to consider what | could do to issue a warning to persons of good will. The text was well advanced by
October 1997, when the wave of panic from Hong Kong virus was hitting the American and
European markets. The last phases were completed in August-October 1998, against the background
of the Russian, Brazilian, and Long Term Capital Management debacles, and on the eve of the
sinister false dawn of the euro.

It has been my aim to offer an overview of the collapse and disintegration of the world financial
system before the breakdown had been completed. My goal was to provide something more than an
instant book which appears shortly after the fact. | wanted if possible to write a pre-emptive book, a
forecast that would help people to survive as individuals, and which, more importantly, would give
them the concepts needed for the United States and the other modern nations to withstand the crisis.
By the time you read this, the central political issue of the day may well be whether the International
Monetary Fund will put the United States into receivership, or whether the United States should put
the IMF into bankruptcy liquidation. In my view, it is the IMF, along with the entire globaloney
system of world finance, which has to go.

| considered it important to present this analysis in the form of a book. Newspaper and magazine
articles are valuable, but ephemeral. Because they are written for the moment, they always tend to
express the political or financial hopes and fears of the moment. In other words, their common failing
Is that they can easily become propaganda. Anyone who believes as | do that the world financial



system is indeed well advanced on the path leading to collapse and disintegration has the
responsibility of making the case for that view in the systematic, inclusive and permanent form which
a book-length study affords. Anyone who declines to assemble in book form an overview of the
disintegration, while offering piecemeal a program of measures to deal with it, hardly lay claim to the
mantle of historical or economic prescience. Agencies with far greater manpower and resources than
| possess could have produced a book of this type, but have not done so. I therefore offer my own
work to fulfill a vital need emerging in the world.

But why should anybody care about the opinions of Webster G. Tarpley about the world economy?
The comprehensive answer is represented by this book as a whole. But in terms of an immediate and
ponderable credential, | offer the following. This analysis was written for a private client in one of the
three top Swiss banks, and was issued on November 15, 1993.

IS THE DERIVATIVES CRASH AT HAND?

It has of course become a commonplace in the world financial press that the very
possible defeat of NAFTA on Nov. 17 could collapse the Mexican and other third world
stock exchanges, thus precipitating a world-wide financial and banking panic that could
bring down the US dollar and the American banking system. This "NAFTA 1929"
scenario is eminently plausible, especially because possible warning tremors of the
long-awaited derivatives panic have already been observed.

The Dow Jones Industrial Average continues to trade near its record highs in the
neighborhood of 3700. But during the first two weeks of October, an alarming decline
has taken place in the Dow Jones Utilities Average, and this appears to be associated
with a reversal in the overall direction of the market for long term US Treasury bonds.

On October 29, the Dow Jones Utilities closed at 240.18. On Monday, November 15,
the Dow Jones Utilities closed at 222.52. This represents a decline of more than seven
per cent during a relatively short period, a significant correction in a sector of the market
that is likely to be easily upset by volatility. Utility companies include electric power
companies and similar firms that tend to appeal to conservative investors who are averse
to risk but want stable prices and safe returns. Wall Street observers stress that the
utilities average is prediscounting a rise in the rate of inflation that is now widely
reputed to be on the horizon, including such basic sectors as food.

The decline in utilities was then quickly reflected in the prices of long-term US
Treasury bonds. Interest rates on the 30-year reached their lowest point on October 15,
with yields hovering around 5.75%. This corresponded to the highest price on these
bonds in recent history. By Friday, October 29, the last trading day in the month, the
interest rate on 30-year bonds had backed up to 5.96. During the following week the
interest rate on these long bonds rose a startling one quarter of one per cent, bringing the
yield up to 6.20%. This was accompanied by a downward slide in prices and above all
by markedly increased volatility, with the long bond price jumping around from hour to



hour like the quotation of a highly speculative stock. The New York Times noted on
November 5 that the selloff was a "little like the fires in California. Selling has swept
the market like wind-driven flames while traders and investors watched, stunned and
unable to stop it." On Nov. 15, with long bond yields only slightly better at about
6.15%, the same paper discussed the skittishness of the bond market under the headline
"Signs of Investor Nervousness Grow." Many of the Wall Street crowd now think that
the long rally in bonds, which had its beginnings back in 1991, is now definitively over.
If so, the resulting instabilities could prove profoundly unsettling to the world of
finance.

This turned out to be a highly accurate forecast. The bond rally was indeed over, and interest rates
were turning sharply upward. What followed was the great bond market crisis of 1994, the worst
since the period after World War I. This was the turning point which Soros, Orange County, Barings,
Goldman Sachs, and other powers of the financial world guessed wrong. By their miscalculation,
they variously incurred bankruptcy, liquidation, default, grievous loss, and personal ruin. Based on
this track record, it is worth reading this book, even if its analysis contradicts the allegedly
authoritative insider opinion being offered by brokers, bankers, and economics professors. If Robert
Citron and Nick Leeson -- to name just two -- had heeded my advice at the end of 1993, they would
have avoided the kind of notoriety which they achieved in 1994 and 1995.

It is the author's hope that the programmatic ideas in this book may be used to facilitate the immense
task of world economic recovery and reconstruction in a post-oligarchical twenty-first century.
Ideally, it might be employed as a sourcebook by candidates preparing to run for office in the
aftermath of the cataclysm, or by government officials around the world. The basic ideas of
economics are universals, and their essence does not vary much from place to place.

Today, some economic authorities deny that there is any crisis, and thus maintain that nothing needs
to be done about it. Others admit that there is a crisis, but deny that anything can be done -- this is a
group which is destined to grow. Some others have been predicting the crisis for a long time, and
claim that only they know how it can be solved. The author indignantly rejects the idea that economic
recovery is some kind of book sealed with seven seals, which only a certain individual or party has
been mysteriously empowered to open. No mortal human being, or group of them, has any monopoly
on the ideas and programs which can produce economic recovery. The notion that they do represents
an obscurantism worthy of Simon Magus, the founder of gnosticism. There is nothing esoteric,
nothing secret at all about economic recovery. There is only the blindness generated by vast and
stubborn ignorance, hardened by greed, pride, envy, and the other cardinal sins. Valid economic
theory has developed historically over many centuries, and it is no one's private property.

The author's hope is that the considerations contained here may contribute to the rise of a new school
of thought in economics, history, philosophy, sociology, and other areas of inquiry. This might be
called the anti-oligarchical school, and the contention here is that it is the typically American outlook.
Oligarchy is the social reality behind globalization and usury. An anti-oligarchical current in modern
thought would provide the needed antidote to the oligarchical assumptions which now pervade the
Zeitgeist, and which make the task of dealing with the looming breakdown crisis of world civilization



much more difficult than it really needs to be. Every nation on earth would profit from promoting an
enlightened and tolerant nationalism as against the presently dominant oligarchical modes of
thinking. For the United States, the effective countering of oligarchical axioms would necessitate a
revival of the ideas of Franklin, Hamilton, Lincoln, and Franklin Roosevelt, whose eclipse has made
our intellectual tradition insipid.

This book aims at intellectual as well as economic reconstruction. In the late twentieth century,
people think of education and learning as questions of information. This notion of information
silently accepts empiricism and pragmatism as the inevitable ways of looking at the world. This
boom rejects empiricism and pragmatism as philosophical schools, and rather attempts to exemplify
the historical-philosophical method associated with Plato and his successors. Readers are therefore
encouraged to concentrate on the philosophical method which the information is meant to convey.

The great need of the current moment is for a regroupment of anti-oligarchical and anti-globaloney
forces worldwide. This needs to be done on a civil basis, without abuse or vituperation, and carefully
respecting the human dignity of each and every participant. Methods inherited from the Protestant
sectarians of the seventeenth century, from the Inquisition or counter-Reformation, or from the Third
and Fourth Communist internationals will surely be counter-productive. Rigidly organized
formations have often turned out to be their own worst enemies, and in any case belong to the past.
Instead, there are two relevant models for the type of discussion which the author of this book hopes
to stimulate. One model goes back to the gardens of the Rucellai mansion in Florence in the years
just after 1515-1516. Here in the so-called Orti Oricellari a group of Florentine and Italian patriots
gathered in the midst of a very difficult age to discuss strategy. Machiavelli was one of the
participants, and one of the lasting fruits of these discussions is Machiavelli's masterpiece, the
Discorsi, a book which perhaps more than any other influenced the American Constitution of 1787,
and thus the entire concept of the modern state. The other model is the network of correspondents
maintained by G. W. Leibniz during the years before and after 1700, which provided the impulse for
many of the scientific innovations which have made the modern world possible. A modern equivalent
for the Orti Oricellari or the Leibniz network might be found today on the Internet. In this spirit, the
author invites comments and criticisms of his work, and will attempt, within the ever-present
financial constraints, to find a way to expand his web site so as to promote a many-sided dialogue
among serious participants. Others should do the same.

Parts of Chapters VI, VII, and X have previously appeared in different form in various publications
and at my website.

Finally, I would like to apologize to those who ordered pre-publication copies during the autumn of
1998 for the considerable delay in shipping the computer disks on which this book is being issued.
Thank you for your orders, and thank you for your patience.

Webster G. Tarpley
December 1998



This publication is designed to provide accurate and authoritative
information in regard to the subject matter covered. It is sold with the
understanding that the author and publisher are not engaged in
rendering financial, investment, legal, accounting, or other professional
service or recommendations. If legal or financial advice or other expert
assistance is required, the services of a professional advisor who can
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contents.
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CHAPTER |

THE ONCOMING CATACLYSM

You remember the closed banks and the breadlines and the starvation wages; the
foreclosures of homes and farms, and the bankruptcies of business; the "Hoovervilles," and
the young men and women of the nation facing a hopeless, jobless future; the closed
factories and mines and mills; the ruined and abandoned farms; the stalled railroads and the
empty docks; the blank despair of a whole nation -- and the utter impotence of the federal
government. - Franklin D. Roosevelt, September 23, 1944.

Around the end of the second millennium, the world is poised to experience the final disintegration
of the current international financial system. If the present policy consensus among the Group of 7
nations persists, virtually all of the leading financial institutions of the planet will be wiped out in a
panic of awesome scale and rapidity. The International Monetary Fund, the World Bank, the Bank
for International Settlements, the Federal Reserve System, the Bank of England, the Bundesbank,
the Banque de France, the Bank of Japan - all will be at high risk of default, bankruptcy,
liquidation, and final demolition. Not just the United States dollar, but all currencies and all paper
financial instruments risk becoming virtually worthless and non-negotiable - inevitably so, if the
current policies are not urgently reformed. Entire types of markets, such as many stock markets
and derivatives markets for futures and options on paper instruments, will almost certainly cease to
exist.

The approaching cataclysm must not be confused with a mere collapse in these markets. A
collapse is a decline in prices. Today the Dow Jones Industrial Average hovers above 8000 points.
Within a day or two it could descend to 1000, to 50, or to 10. That is a collapse, the same type of
event which we saw in 1929 or, in a milder form, in 1987. But what happens when the Dow
Industrials approach zero? What happens when the New York Stock Exchange suspends trading,
as it came close to doing in the worst moments of the 1929 and 1987 crashes? What happens if the
New York Stock Exchange shuts down and stays shut, the market for Dow stocks becomes so
illiquid as to disappear? If the stocks in question become non-negotiable paper, in the same class
with the bonds of Tsarist Russia, the Confederate States of America, and other lost causes, then
this kind of instrument can be said to have disintegrated. If something similar happens in bonds,
futures, options, indices, and other paper instruments, and if we also have a panic run on banks and
a currency crisis, then we begin to see what a disintegration might look like.

Decades ago, Al Capp's comic strip L'il Abner featured the rasbucknik, a communist-bloc currency
unit. The peculiarity of the rasbucknik was that it not only had no exchange value, but actually had



negative value. How can a currency have negative value? Because, if you had a mass of
rasbuckniks, you had to pay someone to take them away. A great deal of the $200 trillion or so in
financial paper which oppresses the world towards the close of the twentieth century will soon be
found to be in the same category with the rasbucknik.

Disintegration is much worse than 1929 or 1987, or the Panics of 1837, 1873, or 1893.
Disintegration is worse than the Tulip bubble, the Mississippi bubble, or the South Seas bubble.
The classic modern example of financial disintegration is the German hyperinflation of 1923,
when the German mark fell from 4.2 to a US dollar in 1914 to 10-12 trillion marks to a dollar by
mid-November 1923. That meant that the value of all existing paper instruments had been wiped
out, and order had to be restored from outside of the country. Collapse is a bear market, followed
by severe economic slowdown and high unemployment. Disintegration is no market -- and, what's
worse, no job, no food, no electricity, no clothing and other merchandise - unless and until an anti-
depression program is proposed by the President and validated by the Congress.

In the era of credit cards, debit cards, and electronic fund transfers, the concept of disintegration
has acquired new and ominous overtones. A meltdown of the interbank settlement systems,
followed by a shutdown of most banks, would lead to a freeze on most plastic money, checks,
automated teller machines, and the like. Ask yourself how much cash you have in your pocket
right now, and how many days you and your family could live with food bought with that cash.
Then recall that the entire world System (has Henry Kissinger reverently refers to it) could be shut
down in 3 to 5 business days, or even sooner.

Ponder the food shelves of your local supermarket. Note that apart from bread and grains, a rising
proportion of that food is now imported, including meat, fish, fruits, vegetables, and other items.
What will happen if the US dollar is no longer routinely accepted in world trade, as could very
easily happen in the kind of crisis that now looms? Many varieties of food that are now available
will no longer be there. If food supplies are cut off for several days, food riots with the looting of
supermarkets are likely to follow. A scenario like this one gets much uglier as the days go on. Ask
the residents of Moscow or Jakarta, who have been living through it. And of course, it can happen
here.

Disintegration implies no mere financial blowout, however inconvenient. Disintegration threatens
the breakdown crisis of a whole mode of civilization, as in the collapse of the Roman Empire after
Diocletian and Constantine, or as in the combination of war, bankruptcy, and plague which
wrecked the civilization of Medieval Europe. The fourteenth century breakdown crisis in Europe
reduced the population by about one third. Given the more demanding thermodynamic
prerequisites of the late twentieth-century world economy, a full-fledged breakdown crisis now
might reduce today's world population from almost six billion to less than a billion, possibly over a
period of several decades. Demographic collapse can already be observed in Russia, to cite only
one example.

This is the cataclysm which is now rapidly approaching. The handwriting is on the wall: since the
fall of 1994, we have experienced an unprecedented series of financial and economic crises. After
the fateful turn upward in US Treasury bond interest rates in October, 1993, we had first of all the



great bond market crisis of 1994, which was the worst since World War Il. Then, around
Thanksgiving 1994, came the Orange County bankruptcy - the biggest municipal bankruptcy in
American history. Popular legend blamed Robert Citron, the man in charge of Orange County's
investments. But Citron's practices were absolutely typical, and the insolvency of this once-rich
county had been caused by derivative investments sold to Orange County by Merrill Lynch.

It was through the Orange County debacle that many ordinary people first heard of derivatives.
They were surprised to find that these extremely volatile "financial products” had already inflicted
grievous losses on Procter & Gamble, Gibson Greeting Cards, Ferruzzi, and Cayuhoga County,
Ohio. Pay attention to these derivatives, since they are destined to play a key role in the coming
collapse, much as brokers' margin loans did in 1929, or as portfolio insurance did in 1987. In early
December 1994 there began the crisis of the Mexican peso and the Mexican stock market. The
Mexican crisis revealed the foolishness of those who had touted the so-called "emerging markets"
around the world, promising windfall profits in the looting of underdeveloped nations which had
turned away from protectionism, communism, or statist models. From Brazil to India, from Poland
to Argentina, all emerging markets were touched by panic.

By the last Sunday in January 1995, the Mexican crisis had brought the world to the edge of panic
and collapse. On that day Georgia Senator Sam Nunn told one of the Sunday morning television
interview programs that a US bailout package for Mexico could not pass the Senate. On Monday,
January 30 the Mexican stock and currency markets panicked. That evening President Clinton
decided to use emergency powers and Executive Orders to halt the Mexican panic with a US
bailout package. When Clinton acted, other lending institutions joined in, and the result was a $50
billion bailout package. Clinton's action on Tuesday prevented the fall of the Mexican banking
system on Wednesday, which would have been followed by panic runs and bankruptcies for the
main Wall Street banks on Thursday. By Friday, the European, Japanese, and world banking
systems would have been in ruins. Clinton had solved nothing, although he had bought some time.
As for Mexico, it began to undergo a violent contraction in real economic activity along the lines
of the US experience in 1930-33.

At the end of February 1995, Barings Bank went bankrupt. A previous crisis at Barings had
detonated the Panic of 1893 in Wall Street. This time Barings ceased to exist. Attempts by Barings
to blame its bankruptcy on a rogue broker are an insult to the intelligence of the public. It is now
an institutionalized practice to scapegoat a "rogue trader" if a large financial institution is
bankrupted or decimated by derivatives losses. This is about as ridiculous as the kindred practice
of blaming every political murder or act of terrorism on a deranged "lone assassin." But in May
1995, another venerable British merchant bank, S.G. Warburg, had to be saved from bankruptcy
through a takeover by the Union Bank of Switzerland.

By March 1995, the crisis of the United States dollar occupied center stage. It was natural that a
worldwide financial crisis should envelop the world's leading currency. Some suggested making
the German mark or the Japanese yen into worldwide reserve currencies, but these are even less
capable than the dollar of discharging such functions. The dollar's wild roller-coaster of instability
during the rest of the spring calmed somewhat during the summer, but started up again in
September.



In June, in the midst of the financial equivalent of a category V hurricane, the heads of state and
government of the Group of Seven - the leading economic powers of the world - met at Halifax for
another of their yearly consultations in the series started at Rambouillet in 1975. Although the US
delegation was able to at least place crisis symptoms like Mexico and Barings on the agenda, no
serious measures were ordered to deal with the reality of the crisis. Rather, the G-7 consensus
called for "reflationary crisis management,” pumping up money supplies in order to stave off
liquidity crisis and bankruptcy. Much of the new liquidity was to come from Japan, which had
embarked on attempted reflation with a 0.5% prime rate. The world continued to drift into the
maelstrom.

During the summer months of 1995, it became evident that the colossal family fortunes of the
titled European nobility, especially the British, were aware that the bubble of paper investments
was about to explode. They began shifting their assets into gold, silver, other precious metals,
basic metals, strategic metals, oil, grain, and other foods. They were buying in the cash market,
and they were demanding immediate delivery to their own warehouses. They did not want options
or futures; they insisted on taking physical possession. These oligarchical families were thus
preparing for the cataclysm, going short on paper instruments and long on commodities. Their
policy was no longer paper speculation; it was speculative hoarding of tangible, physical raw
materials. This move by the leading oligarchical fondi was studiously ignored by the leading
financial commentators.

As July 1995 turned into August, the icy breath of banking panic was felt in Japan and Taiwan.
This was the run on Tokyo's Cosmo Credit Union. Cosmo was soon followed by Hyogo Bank, the
first bank failure in postwar Japanese history. During the following weeks it emerged that the
leading Japanese banks had built up more than $1 trillion in bad loans in their real estate lending
portfolios. Soon the ratings of the Japanese banks in question, which include the very biggest in
the world, went past F to FFFF or 4-F, unfit for service. In the last week of September 1995, a new
and unexpected ingredient was added to the panic: Speaker of the House Newt Gingrich,
Chairman Pete Dominici of the Senate Budget Committee, and more than 154 Republican House
members began to agitate for a Treasury default on the public debt of the United States. Such a
default had never occurred in recorded history so far, but Newt and his fellow enthusiasts of the
Conservative Revolution were threatening to use the need to raise the $4.9 billion ceiling on the
public debt to force Clinton to accept a reconciliation bill that would include a capital gains tax cut
plus savage cuts in Medicare, Medicaid, Social Security (in Title 4A, aid to families with
dependent children, commonly known as welfare), farm support payments, student loans, and
other entitlements. Dominici was claiming that ten market insiders like Soros's man Druckenmiller
had told him that balancing the budget would far outweigh the problems inherent in a default. On
the day that Gingrich made his threats, the US dollar fell by about 5% against world currencies. It
was clear that a default by the US Treasury, which had become a distinct possibility for October-
November 1995, had the potential to detonate the final phase of the ongoing collapse, and perhaps
thus to usher in disintegration itself.

The situation of the Japanese banks and the desperate measures undertaken by the Tokyo
government to bail them out dominated the financial news during late 1995 and 1996. Japanese hot



money dished out by the Bank of Japan to keep Japanese commercial banks above water was the
key to price gains in US stocks. In the fall of 1995, the US branch of Daiwa Bank reported over a
billion in losses, and this was blamed once again on a rogue trader. In June 1996, it was allegedly
another Japanese "'rogue trader" who racked up astronomical losses for Sumitomo and its copper
trading operations. How long could Japanese interest rates at 0.5%, providing liquidity to pump up
the world bubble? These were the questions the speculators asked each other in 1997.

1997 saw one of the greatest monetary crises of the postwar period. In 1992 and 1993 the
monetary crisis was centered in Europe. In 1994 the epicenter was the Mexican peso; in 1995 the
US dollar was collapsing for a time. In 1997 it was the turn of Thailand, the Philippines, Malaysia,
Indonesia, Singapore, and finally Hong Kong. The danger emerged that a financial debacle in one
or more of these countries could administer a lethal blow to the Japanese banking system, and
magnify a regional currency crisis into the beginning of world disintegration. This potential began
to turn into reality with the explosion of the Asian regional crisis in the summer and autumn of
1997. The regional crisis was immediately as systemic one, involving Russia, Latin America, and
all the so-called merging markets. Russia began to fall part in May 1998, and by August Russia
had defaulted. In the meantime, Brazil was in the tempest as well. In the midst of it all, the
Japanese banking system continued to deteriorate, and the world was moving deeper into
economic depression, towards final financial disintegration.

THE FAILURE OF PROFESSIONAL ECONOMICS IN THE AGE OF GLOBALONEY

The implication of these recent events is that this is not a time of financial stability, and that we do
not have a stable world financial system. Risk is pervasive, and the danger of default is never
absent. We see the empirical fact of a series of crises. But behind them there is the larger issue that
combines practical survival with theoretical economics: what about a new world depression on the
scale of the 1930s, or even worse? What about a worldwide financial meltdown? What about, to
use the bankers' own code word, the threat of "systemic crisis"? Academic economists are usually
found cheerleading for some new rip-off of the public interest in the name of "competitiveness in
the global economy" (hereinafter "globaloney" for short). But a few of these older academics, in
their lucid moments, are willing to admit that economic theory is in total crisis. The Keynesian
synthesis was overturned by the monetarists, they will say, and the monetarists have been
overturned by the unexpected consequences of monetarism as practiced by governments from
Nixon to Carter to Thatcher and Reagan. There is no theory left standing, concede the academics,
as they leave for their next board meeting. Economics as a science in search of truth is long since
dead. All that is left is chaos theory and "fuzzy engineering", the specialty of the quantitative
analysts employed by hedge funds and securities firms.

THE INGREDIENTS OF GLOBALONEY

Most economists are only too happy to repeat the absurd litany of globaloney. But everyone
should remember the warning that sausage-eaters should stay out of the sausage factory, since they
are sure to be shocked when they see how their favorite snacks are really made. So it is with that



most dubious sausage, globaloney. Here are some essential components of this new creed:
1. Floating exchange rates among currencies, with wild gyrations and no gold convertibility.

2. Hot money speculation, stockjobbing, and usury, culminating in hedge funds and the $200+
trillion worldwide bucket shop of financial derivatives.

3. Privately owned and privately controlled central banks, with the private Bank for International
Settlements as the flagship, the Federal Reserve, the Bank of England, etc.

4. Free trade, dumping, and the runaway shop, as in NAFTA, GATT, the European single market,
etc.

5. Secular deflation; depression as cure for inflation (Keynes in reverse), with high interest rates
expressing the political ascendancy of the bondholders.

6. Deregulation, especially of financial markets, with growing domination by oligopolies and
cartels.

7. Stagnating and declining world production, especially in basic industry and especially in per
capita terms.

8. Casino society, frantically seeking monetary wealth under the constant threat of systemic crisis.

9. Permanently high unemployment and declining standards of living, with weak labor unions,
union-busting, a shrinking middle class, and fabulous wealth for a tiny, parasitic oligarchy of
financiers of about 500,000 persons worldwide.

10. Anti-statism, with the withering away of the national state, its infrastructure, and its social
safety net, except when the insolvency of financial institutions threatens systemic crisis (Bush
S&L bailout, Greenspan's backdoor bailout of US banks at Treasury expense, $50 billion Mexican
bailout fund, $500 billion Japanese bailout fund, and IMF bailouts funded by taxpayers of IMF
member states).

11. A race to the bottom among nations (and even among states and provinces) to gut health,
environmental, safety, and other regulations, while offering tax incentives to venture capitalists.

12. Oligarchy, more often referred to under such terms as "the establishment,” "the elites,” "the
market, "market forces," or "market democracy."

13. Class war of the tiny finance oligarchy against the vast majority of humanity.
Such are the principal axioms of the way things are done at the moment. Many a career has been

made with these crude slogans. Each of these points is a shibboleth of the globalized economy, and
each one is at the time an affront both to God's natural law as well as to the practical needs of



developing human society. That leaves the question of whether these arrangements are headed for
systemic crisis. Reagan, with the help of VVolcker, had been the harbinger of a serious recession in
1982. Bush had also presided over a pronounced downturn. But these had been contained. What
about the possibility of a collapse or even of a disintegration, accompanied by bottomless
depression?

During the collective insanity of a dying financial bubble, almost nobody wants to hear anything
about economic crisis. But this remains the great issue of our time, and the evidence looks worse
and worse the more one looks. For example: economic depression itself is not a theoretical
possibility; in terms of declining industrial production and infrastructural decay, depression is
already a practical reality and has been with us since the height of Volckerism in 1982-83. By
postwar historical standards, economic depression is already a given. The only question is when
this state of affairs begins to impact the consciousness of the hedge-fund operators and mutual
fund speculators who dominate “the market."

In the past, economists were capable of frankly discussing the possibility of a new world economic
depression. Let us hear once more the comforting words of Paul Samuelson, the MIT professor
whose textbook, Economics, was the standard college introduction to economics for several
decades. Samuelson for many years reassured everyone that a new depression was impossible
because of the "built-in stabilizers™ of the modern US economy. (In the meantime, one of the last
of his stabilizers, the cold-war military economy, has been dismantled.) Samuelson was also sure
that the government would never permit a new depression. We cite from Samuelson's 11th edition,
published in 1980:

Banks are much safer than they used to be before the depression.... Banks are safe today
because everyone realizes that it is a vital function of government to stand behind them (and
behind its Federal Deposit Insurance Corporation, set up to protect depositors) should a
depression come and panicky 'runs' on the banking system ever recur.

No banking system with fractional reserves - i.e., none which keeps less than 100% of its
deposits in cash - can ever turn all its deposits into cash on a moment's notice. So every
fractional-reserve system would be a 'fair-weather system' if government did not stand ready
to back it up. If panic ever came again, Congress, the President, and the Federal reserve
Board would act, even using their constitutional powers over money to print the money
needed in a national emergency! Had this been said and done back in the black days of the
early 1930s, history might have been different. Our country might have been spared the
epidemic of bank failures that destroyed the money supply, creating fear and crisis for the
whole capitalist system.

With the American people of both political parties realizing that the government stands
behind the banking system, it is highly improbable that a panic could ever get started. Here
is a case where being prepared to act heroically probably makes it unnecessary to do so.
[Samuelson, 281-282]

Unfortunately, since the coming of global deregulation and globalization, and since the Republican
Party's conservative revolution of November 1994, nothing remains of the factors cited by
Samuelson to justify his optimism. An Executive Branch whose chief concern is to hold Kenneth



Starr and the would-be impeachers at bay may not be able to act. The US Government has done
much to make the economic crisis worse, and cannot be relied upon to fight the breakdown crisis,
even when it is finally evident to all. Citizens must mobilize to secure a positive outcome.

WARNINGS

The coming of the final collapse phase has been to some degree an open secret. While publications
that cater to the gullibility of the American middle classes have seldom devoted any systematic
analysis to the possibility of a financial cataclysm, publications addressed to the international
financial elite -- that is to say, to the beneficiaries of globalization -- have sometimes conducted a
brutally cynical discussion of the dimensions and timing of the catastrophe over the period of the
last several years. A number of popular writers have also pointed to the danger of depression. To
bring the average American up to speed, we will provide a quick overview of this debate.

The popular author Douglas Casey has been predicting world economic depression since the time
of the Carter administration. In his most recent book, published in 1993, he reaffirmed this
perspective that what he calls a "Greater Depression” will soon be upon us: "In Crisis Investing
(1979) and Strategic Investing (1982), | argued that a depression was inevitable. This prognosis
still holds, and | believe this depression will dwarf the events of 1929. ...Why should a depression
occur now? A depression could have materialized out of any of the credit crunches in the last three
decades, including the financial squeezes of 1962, 1966, 1970, 1980, and 1982. With each episode
inflation went higher, interest rates rose, unemployment increased, and the bankruptcies were
bigger. Near bankruptcies (such as Lockheed, New York City, Chrysler, Continental Bank)
became more numerous and dangerous and more likely to demand a government rescue. But each
time we experienced just a recession that the government ended before the underlying distortions
in the economy had been eliminated.... there likely will be a titanic struggle between the forces of
inflation and the forces of deflation. Each will probably win, but in different areas of the
economy." [Casey, 3,9,30] Notice that Casey believes that it is government which is ultimately
responsible for depressions.

A MUTUAL FUND CRISIS

One specific feature of the coming crisis was singled out for attention in 1993-1994 by Donald
Christensen, the publisher of the Insider Outlook newsletter. Christensen's focus is the mutual fund
market, and the likelihood of a severe decline, cause in part by mutual fund managers engaging in
high-risk speculative practices, including "weird instruments,” as he calls derivatives. In his book
Surviving the Coming Mutual Fund Crisis, Christensen warned of a coming "mutual fund crisis
[that] will probably come to a head some time in 1996 or 1997." "If we are lucky," Christensen
added, "- if for some reason the push to ease mutual fund investment limitations slows or if
America's unquestioned love affair with the mutual fund idea cools - we might make it to the turn
of the century.” [Christensen, 177]



THE BIGGEST FINANCIAL CATASTROPHE SINCE 1776

A secular decline in stock and other asset prices based on analysis using the Elliott Wave Theory
was offered by Robert R. Prechter, Jr., in his July 1995 book, At the Crest of the Tidal Wave.
Prechter forecast a "slow-motion economic earth quake that will register 11 on the financial
Richter scale." According to Prechter, "Markets that began declining early will continue their
descent to depths currently inconceivable to conventional observers. The giant wash will take with
it wholesale prices, consumer prices, employment, profits and tax receipts, as well as the fortunes
of banks, manufacturers, insurance companies, and pension funds. Ultimately, the process will
devastate the debt balloon, the welfare state, the solvency of municipal and federal governments,
and the political status quo." [Prechter, 408] Specifically, Prechter predicts the following: "(1) the
stock market is near the end of Cycle wave V from 1932; (2) the Dow Jones Industrial Average
will fall back to at least 1000; and (3) when the stock market falls that far, we will have a
depression." [Prechter, 409]

Prechter's view is derived from material published in the Elliott Wave Theorist going back to the
early 1980s. At that time, Prechter was predicting about a dozen fat years of spectacular bull
markets, followed by the "biggest financial catastrophe since the founding of the Republic"
towards the middle of the 1990s. In this perspective, we are faced today with the end of a Grand
Supercycle bear market; the result will be to wipe out all financial gains reaching back to the
conclusion of the American Revolution. According to the Elliott Wave analysis, the coming crash
will be so severe as to provoke a worldwide monetary and economic collapse, including
"worldwide banking failures, government bankruptcy, and eventual destruction of the paper
money system.” [Elliott Wave Theorist, April 6, 1983 and April 3, 1984] Prechter's expectation is
that the long-term low point in world markets will be reached between 1998 and 2004, and he
recommends liquidating stocks and bonds, getting out of debt, putting cash in T-bills, and
acquiring a gold hedge.

Another early warning came from economist Lyndon LaRouche. In the Executive Intelligence
Review of June 24, 1994, LaRouche offered the following forecast:

The presently existing global financial and monetary system will disintegrate during the
near term. The collapse might occur this spring, or summer, or next autumn; it could come
next year; it will almost certainly occur during President William Clinton's first term in
office; it will occur soon. That collapse into disintegration is inevitable, because it could not
be stopped now by anything but the politically improbable decision by leading governments
to put the relevant financial and monetary institutions into bankruptcy reorganization." [EIR,
June 24, 1994]

Possible financial collapse has also been widely discussed in the daily newspapers, especially in
Europe. On August 2, 1995, the liberal German daily Frankfurter Rundschau used the occasion of
the panic run on Japan's Cosmo Credit Union to analyze the relations of the Japanese banks to the
rest of the financial world. According to this paper, "The fear is spreading outside of Japan that a
much bigger bank than the troubled medium-sized Cosmo Credit Union could go under, thereby
triggering a chain reaction in the international financial system." This soon happened.



On September 8, 1995 the German financial weekly magazine Wirtschaftswoche assembled
various commentaries on the parlous state of world financial markets under the title "Selling in a
Panic." Leading the Cassandras was Roland Leuschel of Banque Bruxelles Lambert (Lambert as in
the late lamented Drexel Burnham Lambert) who predicted new market turbulence: "this time as
well," said Leuschel, "there will be a crash at the stock exchange." Leuschel had stated earlier that
"the countdown to the crash has begun. We are paying the price today for the creation, during the
past two years, especially in the United States, of the biggest financial bubble in human history."
To this were added the ruminations of hedge-fund magnate George Soros, to the effect that "at
present, the market is in a boom phase, but exactly because of that, it has the potential for a crash."
Soros quickly added that "something special has to happen in order to trigger a collapse.” But a
few weeks later Soros, for one, decided that he had been too bearish for his German readers. At
this time, Soros was announcing profits of hundreds of millions of dollars raked in by selling the
US currency short. On September 22, 1995 Leuschel repeated his analysis to the Sueddeutsche
Zeitung of Stuttgart in an article entitled "Clouds Over Wall St." This time Leuschel focussed on
the unrealistically high price/earnings ratios of the S&P 500 stocks. For Leuschel, these p/e ratios
were comparable only to levels reached in Japan in 1989, before the Nikkei turned downwards,
and in the US before the 1929 crash. Leuschel also characterized the German public debt and
budget deficit as "a time bomb."

A PARASITIC PREDATOR

Another critical estimate of the perspectives of the global economy came in 1995 from David C.
Korten, a disciple of Willis Harman who proceeds from New Age premises towards a utopian
ecological and communitarian program, but offers numerous valid observations along the way.
Korten sees first of all that the world financial system has separated itself from the productive
economy, and is now attacking the latter. He describes graphically the life of the half-million or so
persons who make up the world's financial elite, rising each morning to immerse themselves in
tracking the market gyrations that flicker across their computer screens and the same time to
ignore the reality around them. "The global financial system," he finds, "has become a parasitic
predator that lives off the flesh of its host -- the productive economy.” [Korten, 193] Korten sees
derivatives as what they are, new and risky forms of leverage purchased using borrowed money.
Derivatives create risk; they do not manage it, because it is becoming unmanageable. Financiers
love volatility for its own sake, since it brings fees and profits. Korten portrays "corporate
cannibalism,” the practices of the raiders and leveraged buyout specialists. "A rogue financial
system is actively cannibalizing the corporate sector,” he stresses. [Korten, 214] Summing up
recent financial explosions, Korten concludes that "this system is inherently unstable and is
spiraling out of control -- spreading economic, social, and environmental devastation and
endangering the well-being of every person on the planet. Among its more specific sins, the
transmogrified financial system is cannibalizing the corporations that once functioned as good
local citizens, making socially responsible management virtually impossible and forcing the
productive economy to discard people at every hand as costly impediments to economic
efficiency.” [Korten, 206]



"SHOCKPROOF"!

By contrast, one of the most absurd blanket denials of any current possibility of financial system
meltdown came at the beginning of 1996 in Foreign Affairs, the organ of the New York Council
on Foreign Relations, which is itself the American branch of the Royal Institute for International
Affairs, the so-called Chatham House. The author was Ethan B. Kapstein, the director of studies at
the CFR. Kapstein's line of argument might have made the most unscrupulous mutual fund
salesman blush. As evidence of imperturbable stability, Kapstein cited the great financial debacles
of 1995, including the Mexican crisis, the Barings bankruptcy, and the losses of Daiwa bank in
New York. Kapstein was mightily encouraged by the ability of the System to survive these
dramatic financial collapses: "...the markets responded to these financial crises with little more
than a 'ho-hum'. In fact, the US stock market boomed, and interest rates around the world declined.
The Bank of England allowed Barings to fold, and nothing happened. American regulators closed
Daiwa Bank's New York office, and the markets did not squeal. Both inside and outside the US
government and international organizations, analysts continue to debate whether the Mexican
bailout was really necessary.” So the idea is that the System has been able to deal with three
potential catastrophes without batting an eye. The title of Kapstein's piece suggests his
conclusions: "Shockproof: The End of the Financial Crisis."

Look at the difference -- enthused Kapstein -- between 1995 and the bad old days of 1974, at the
dawn of the deregulated hot money era, when bank failures of the small to middling sort like
Herstatt and Franklin National were capable of sending the entire System to the brink of
insolvency! According to Kapstein, the sage central bankers, with their 1975 Basel Concordat and
their 1987 Basel Accord on minimum capital standards, have guaranteed that the markets will
continue unshakable. Kapstein's conclusion is that "Over the past 20 years the leading economic
powers have created a regulatory structure that has permitted the financial markets to continue
toward globalization without the threat of systemic collapse.” No more depressions, assures
Kapstein, who ends on a note of nostalgia for Schumpeter's theory that depressions brought
"creative destruction™ and kept the System dynamic. Kapstein chose to ignore the greater Japanese
banking crisis of which the Daiwa shenanigans were but a facet. This Japanese crisis, as Kapstein
surely knew, had in mid-1996 impelled the US government to ready a bailout fund of $500 billion,
ten times as large as the Mexican bailout fund which he does mention. From 1996 on, the Japanese
banking crisis remained the most obvious menace of systemic breakdown.

The Basel Accord and its purported minimum capital adequacy standards have been rendered
meaningless by the so-called off-balance sheet activities of the biggest banks, including
derivatives. What use can these standards be if Chase Manhattan's derivative exposure amounted
to 267 times its equity capital at the moment that Kapstein was writing? In reality, as we will
show, the world financial System has been to the brink of meltdown and breakdown about three
dozen times since the world monetary crisis began over 30 years ago with the November 1967
devaluation of the British pound sterling. By now, all the available energy of the System is
devoted to preventing the wild speculative instability and volatility of the System from destroying
it, as they constantly tend to do. The growth of the speculative bubble means that these recurring
crises are more and more likely to initiate the downfall, and not less and less likely to do so.



THE END OF THE BUSINESS CYCLE?

Even the editors of Foreign Affairs must have been aware that Kapstein's crude argument,
amounting to the classic "this time is different” or "new paradigm" often heard in the last stages of
a speculative bubble, could hardly have been convincing. In their July-August 1997 issue,
accordingly, they published another article in the same spirit, buttressed this time by a more
detailed analysis, but arguing for a thesis just as absurd as Kapstein's: this time the assertion was
that not just financial panics are relics of the past, but that periodic contractions of business
activity are also passé. If Francis Fukayama could assert the “end of history" some years earlier, no
one should be surprised if the CFR now tries to consign both financial panics and economic
depressions to the dustbin of history.

The idea of the business cycle is mainly a mystification. Especially in modern American history,
what are usually labeled as business cycles represent the results of British political-economic
machinations occurring within the context of virtual economic warfare. As we will discuss at some
length, severe panics and depressions generally take place because powerful forces want them to
take place -- and that someone is more often than not the City of London finance oligarchy.
Another way of saying this is to point out that the depressions of the post-Napoleonic era have
been crises either of a world monetary system centering on the British pound sterling and British
debt structures, or (after 1944) of a world monetary system based on the dollar in which the British
capacity to create mischief was still quite robust. So 1929 was not a cyclical crisis.

In "The End of the Business Cycle?" Professor Steven Weber, a political scientist at Berkeley
asserts that, given the globaloney economy of the late twentieth century, "in the advanced
industrial economies the waves of the business cycle may be becoming more like ripples.” Even
professional economists have commented on the weakness of what they call the current recovery,
but for Weber this is a harbinger of a new historical pattern. From now on, he argues, the business
cycle will be "dampened."” Among the factors contributing to the new era Weber lists the service
economy, which weakens trade unions, whose strength was anchored in manufacturing.
"Declining union power," Weber points out, "contributes to the development of increasingly
flexible labor markets, extending to downwardly flexible real wages in some OECD countries,
notably the United States.” This mirrors John J. Sweeney's point that of all the advanced industrial
nations, the United States is currently experiencing the most extreme decline in real wages and
growth of inequality in remuneration - a situation which itself constitutes a crisis, but which Weber
sees as a factor of stability. Pausing to congratulate the Fortune 500 companies for reducing their
full-time work force by more than 30% over the last 15 years, Weber celebrates the rise of the
temps, whose numbers have grown by 19% over the last 3 years and who now constitute no less
than one tenth of the entire American work force. In the fast-growing professional and technical
fields, Weber asserts, "paradoxically, permanent status as a temporary worker is becoming an
increasingly respectable career path."

It is under the subhead of "More Markets, More Money" that Professor Weber skates on the
thinnest ice of all. He attempts to argue that the new, exotic, and very dangerous financial



instruments called derivatives have increased the stability of the international financial system:

The growth of other financial markets as well as mutual funds and similar products
has been phenomenal -- particularly, but not only in the United States. Concerns
about derivatives trading reflect that enormous growth. In developed countries,
trading in over-the-counter derivatives exceeded $8.5 trillion in 1993, along with
more than $6 trillion in interest rate swaps outstanding. Activity in standard financial
instruments traded on exchanges (currency futures, stock market index options,
interest-rate futures) doubled between 1992 and 1994. These new financial products
spread and diversify risk. And despite a few heavily publicized losses on derivatives
contracts in the mid-1990's, these numbers will probably climb higher as corporate
treasurers and fund managers become better at using these new tools to stabilize
financial flows and protect themselves against shocks.

Were there any dark clouds on Weber's horizon? He sees a secular decline in world inflation,
which he fears may bankrupt developing countries that borrow money on the expectation that the
task of repaying it in dollars cheapened by inflation. Some countries, he feels, will have forced
either to default or to renegotiate their debt. "Does this signal another international debt crisis?",
he asks. Not to worry, replies Weber, the big banks have long since quit making loans to the third
world, so private investors and mutual funds (which contain the life savings of the American
middle class) will be left holding the bag. Weber's conclusion is that "...debt rescheduling need not
spawn a systemic crisis as it did in the early 1980's."*

Weber's piece represents the apotheosis of the stateless, deregulated, hot money financial system:
"Global capital markets, " he writes, "are increasingly efficient at linking capital to production,
managing risk, and providing shock absorbers that cushion economic fluctuations.” He describes
the benefits of securitization of debt in glowing terms: "Investors can buy repackaged pieces of
risk and spread their holdings across countries, industries, and time periods.” He impatiently
dismisses warnings of a possible systemic crisis, and seems to belittle the recent emergencies that
have taken the world to the brink of meltdown: "The doomsday argument, advanced by writers
like William Greider, that complex markets might act in synergy and come crashing down together
is simply not supported by a compelling theoretical logic or empirical evidence. Two and a half
years after the peso collapsed in Mexico, the striking aspect of that ‘crisis' is how limited the feared
‘Tequila effect' turned out to be in both scope and longevity." There are a couple of million

! Ironically, the same issue of Foreign Affairs that offered Professor Weber's desperate optimism also hosted the
somewhat more sober view of MIT's Professor Paul Krugman. In a review critical of a book converging on the
"end of the business cycle", Krugman covers his own flank more cannily than Weber, noting that "anyone who
reads the business press knows that the mood these days is one of ‘what, me worry?' optimism. After six years of
fairly steady growth with surprisingly quiescent inflation, every major newspaper or magazine has either suggested
or flatly declared that the business cycle is dead -- that the recession of 1990-91 was the last such slump we will
see for many years to come...near the end of another long recovery, in the late 1960's, pronouncements that the
business cycle was dead were just as prevalent as they are today." Krugman believes that the business cycle will
continue, simply because the economics problems of the future will be new, "and because the problems are new,
we will handle them badly, and the business cycle will endure.”



unemployed workers in Mexico who might want to take issue with that retrospective.

Weber's prose, like the 1920s irrational exuberance of Professor Irving Fisher of Yale and
Professor Joseph Stagg Lawrence of Princeton cited with such consummate irony by Professor
Galbraith in his celebrated book The Great Crash, appears destined to illustrate the stubborn
persistence of human folly and vanity in some future account of the millennium crisis. We can
only hope that policy makers are not guided by such a distorted and utopian outlook.

At the Federal Reserve, Greenspan, rather than consider reforming the system, was readying his
printing presses for the eventuality of a total panic. On May 7, 1998, Greenspan a conference
sponsored by the Federal Reserve Bank of Chicago: "With financial leveraging there will always
exist a remote possibility of a chain reaction, a cascading sequence of defaults that will culminate
in a financial implosion if it proceeds unchecked. Only a Central Bank, with unlimited powers to
create money, can with a high probability thwart such a process before it becomes destructive."
Others were less confused. On February 8, 1996, Senator Edward Kennedy told an audience at the
Center for National Priorities that the United States and the world had entered a "quiet
depression."

THE WORLD FINANCIAL SYSTEM IS IN PIECES

At the Group of Seven meeting in Lyons, France, held on June 27-29, 1996, IMF Managing
Director Michel Camdessus gave a talk on world financial conditions to a seminar. Camdessus'
remarks were summed up in an article written by journalist Clovis Rossi for the Brazilian
newspaper Folha de Sao Paulo, June 28, 1996. The title of the article was "Next Crisis is in the
Banks, says IMF." Rossi quouted Camdessus as saying that "the 'next earthquake' in the world
after the Mexican crisis will be in the banking sector.” "The world financial system is in pieces and
it is urgent to tighten the screws."

IT WILL START WITH A BANKING CRISIS

A few months later, at a September 28, 1996 Washington press conference of the Inter-American
Development Bank, Camdessus was asked where he thought that "financial lightning" might strike
next. "l suspect it will start with a banking crisis," replied Camdessus. Camdessus also demanded
the urgent reform of Latin American banks so as to prevent repeats of the Mexican banking crisis
in other nations. "Ladies and gentlemen," croaked Camdessus like the proverbial raven of ill
omen, "Nevermore! Nevermore! This just cannot be so!" At the 1996 annual meeting of the IMF
in Washington, Camdessus elaborated on this warning. He told the IMF board on October 1 "to
take urgent care of the Achilles' heel of the global economy today, the fragility of national banking
systems." Camdessus added that "in many countries a banking crisis is an accident waiting to
happen.... On the basis of recent experience, let me tell you that this is something we truly don't
want to see repeated.... We must also avoid the systemic consequences such a crisis can entail."”



RECIPE FOR A DEPRESSION

The issue of economic depression, which it was for a long time taboo even to mention, has
belatedly begun to preoccupy elite opinion-makers of the US Eastern Anglophile Liberal
Establishment. The July 1996 issue of the Atlantic Monthly ran a cover featuring a "Recipe for a
Depression,” with the legend "mix falling wages, a push for zero inflation, and a bipartisan drive
to eliminate the budget deficit. Simmer." This cover called attention to a featured package of two
articles, the first entitled "The Forces Making for an Economic Collapse," written by New School
economist Thomas |. Palley. Palley discussed the slow and anemic recovery from the Bush
recession of 1990-91, the chronic weakness of consumer demand as families struggle under
massive accumulations of consumer debt, and the dangerously deflationary impact of deficit-
reduction measures like the proposed balanced budget amendment. He also criticized the apparent
deflationary obsession of Alan Greenspan and the Federal Reserve Board, which was insisting on
combating the specter of cost-push inflation even when real unemployment and underemployment
were at a minimum of 14%. Palley pointed to the impact of labor-market globalization under free
trade and the declining power of trade unions.

According to Palley, under NAFTA (the North American Free Trade Accord, which includes the
US, Canada, and Mexico), the US merchandise trade surplus with Mexico, which was $5.4 billion
in 1992, has turned into a deficit of $15.4 billion. If, as NAFTA backers claimed, every billion
dollars of US exports translates in to 19,000 jobs, then NAFTA has already destroyed 395,200
jobs, many of them in manufacturing. In an interesting twist, Palley also listed the world-wide
guild of professional free-trade economists, with their deflationary bias, as a cause of the possibly
looming depression. As Palley summed up the situation:

The past twenty-five years have witnessed a persistent weakening of structural conditions
within the US economy. This weakening has been predicated on changes in labor markets
which have undermined the position of American workers, polarizing income distribution
and increasing job insecurity. The effects of these changes have been obscured by a debt
binge by households and government, and by favorable demographic factors. However,
households now face increasing financial constraints, government faces political constraints,
and the demographic situation is changing radically. At the same time, in the face of
increased capital mobility, wages continue to decline and job insecurity widens. These are
the grounds for believing that the next economic recession could spiral into a depression.”
[Palley, 58]

US BANKS ARE INSOLVENT

The British Tory Lord William Rees-Mogg is the former editor of the London Times; he was a
publicity man for Sir Anthony Eden's imperialist policy in the Suez fiasco of 1956. His resentment
against the United States for refusing to rescue the British Lion from the Suez humiliation marks
him, like many of his British contemporaries, down to this very day. Lord Rees-Mogg and his
American annex James Dale Davidson have theorized about the financial outlook in a recent book.
They wrote in 1993:



We said that the 1990's would be a decade of depression. To a greater extent than
conventional wisdom would allow, this forecast too, has come true. Britain is clearly
in depression. The Financial Times said on October 16, 1992, 'The British economy is
like a battered car on a steepening descent. The same can be said of Scandinavia. New
Zealand and Australia entered slumps years ago and have not recovered.
Unemployment in Canada has reached 11.8% as we write, 30% higher than it stood at
the end of 1930." [Rees-Mogg, 13]

In Lord Rees-Mogg's view, the depression was already upon us. He cited the crushing debt burden
of the advanced sector:

Running huge debts to postpone a further decline in living standards has been
considered a policy success by the few observers, like David Levy of the Jerome
Levy Institute, who acknowledge that the current environment is a depression.
Indeed, Levy worries that the government deficit may be too small to offset the
implosion of the private economy.... Those who speak optimistically about a
‘contained depression' beg the question."” [Rees-Mogg, 390-391]

Lord Rees-Mogg made no bones about that fact that some of the largest US money center banks
were unsound: "The lowest-rated American banks, including the 'too-big-to-fail' banks, have $600
billion in assets, of which only $500 billion appeared to be performing in 1992. The capital of
these banks is far less than $100 billion. They are insolvent.” [Rees-Mogg, 398]

In the summer of 1997 Lord Rees-Mogg, partly because of the fall of the Tory government and the
ascent of a Labour Party regime (albeit a Thatcherized one), became thoroughly pessimistic, and
began to see Tony Blair (despite his "Cool Britannia" image) as the new Ramsay MacDonald of
the current world economic depression. Let us concentrate on the financial aspects of Rees-Mogg's
forecast. He writes: "After 1929, everyone vowed that there must never again be so great a Wall
Street crash, and there never has been. Yet such crashes have occurred in other advanced stock
markets, notably in the Tokyo market after 1989, that fell by about 70 percent from the peak, about
as large a fall as Wall Street suffered in the three years after the 1929 crash. There is nothing in the
organization of late-20th century stock markets which makes a crash impossible; indeed, some
people think that the growth of derivatives makes a crash more likely. . . .the values on Wall Street
are now out of line with any historical precedent in the 125 years of Wall Street statistics. There
probably will be a major correction, and there certainly could be a crash. If it happens on Wall
Street, it will also happen in London, though the London values are more moderate." [London
Times, June 26, 1997]

LIKE THE ROLLING CRISIS IN AUSTRIA, MAY 1931

Then we have the veteran economist Charles Kindleberger, Paul Samuelson's colleague at MIT
during the 1960s. Kindleberger was also aware that something had gone wrong in world finance:
"In 1994 especially, a number of Latin American countries encountered trouble, the worst of



which was felt in Mexico.... the United States and Canada came to the rescue.... The crucial and
unanswerable question is whether in stopping the crisis in Mexico, the financial authorities may
have prevented a run on emerging markets more widely, in a perhaps-fanciful analogy with the
rolling crisis that started in Austria in May 1931." [Kindleberger, 186-187] The historical analogy
is not fanciful but valid. But Kindelberger, like Greenspan, seemed to think that as long as we have
an international lender of last resort, like the IMF or the BIS, any depression can be kept under
control. He pays no attention to the hyperinflation that can derive from the monetizing of debt.

A CONTAINED DEPRESSION

Financial journalist Steven Solomon is the author of a useful insider account of how central bakers
have attempted to cope with recurring threats of systemic crisis in the world financial system, a
subject on which he is more blunt than many of his colleagues. Solomon acknowledged the
existence during the early 1990s of a "contained depression”, but quickly added that the way out of
this situation is a global economy administered by a cabal of unelected central bankers, and not by
national governments: "Like the stock market boom and abrupt global crash on Black Monday
[October, 1987], the [1982-83] (less developed country or third world) debt crisis was a
manifestation of the dangerous debt explosions and revulsions unleashed by the global capital
regime. So too were the real estate overlending booms and busts in Japan, the United States, and
the United Kingdom, which made the 1990s 'contained depression' unique in the postwar era."
[Solomon, 41] But for the end of the nineties, Solomon saw a recovery in the US, thanks primarily
to the efforts of the Greenspan Fed. Solomon thought that the real danger might come from a
"curtailment of central bank independence in a futile effort to boost growth through lower interest
rates, or to trade protectionism. Either could abort the world recovery prematurely and possibly
topple the faltering world economic and monetary order.” [Solomon, 493]

What will be the outcome of the great speculative episode of the 1990s? Historically, every boom
had led at length to a bust. Economist John Kenneth Galbraith responded in a recent book that
"...one thing is certain: there will be another of these episodes, and more beyond. Fools, as it has
long been said, are indeed separated, soon or eventually, from their money. So, alas, are those
who, responding to a general mood of optimism, are captured by a sense of their own financial
acumen. Thus it has been for centuries; thus in the long future it will be." [Galbraith 1990, 110]

One of the most perceptive economists in the world is doubtless the Frenchman Maurice Allais,
the winner of the 1988 Nobel Prize in Economics, which is awarded by the Bank of Sweden.
Maurice Allais has been a consistent voice for realism, and a critic of the global hot-money
finance system and of its ideology, the so-called doctrine of globalization. Economists of the
Anglo-American school like to present globalization as a process of metaphysical inevitability.
Allais is wise enough to show that globalization does not have ontological status, but is rather the
product of the greed and blindness of certain power groupings or financier factions. "A gigantic
accumulation of debt is eating away at the core of the world economy,” wrote Allais in Le Figaro
on November 29, 1993. "The pursuit of global liberalization of the exchange markets . . . [is] at
minimum adventurous, and in reality very dangerous." In January 1994, Allais assailed the
globaloney gospel propagated by the World Bank and OECD in their pamphlet "Trade



Liberalization: Global Economy Implications,” which he categorized as "pseudo-scientific" and
"totally erroneous.” Allais commented that "the same men at the World Bank, OECD, and GATT
who hold out the prospect of an increase in wealth of $213 billion per year [through free trade] by
the year 2002, remain absolutely silent about the financial flows amounting to an average $1.1
trillion per day, 40 times more than the amounts corresponding to trade payments. These financial
flows totally destabilize foreign exchange markets and make it impossible to apply trade
agreements in any reasonable way. The fact that experts from such leading institutions practice
such disinformation, consciously or unconsciously, is unbelievable.” Allais pointed out in the
spring of 1996 that "the globalization of the economy is certainly profitable for a group of
privileged persons. But the interests of these groups cannot be equated the interests of humanity.
Rapid globalization must produce general unemployment, injustice, confusion, and instability.
This is disadvantageous for all nations and is neither unavoidable, nor necessary, nor desirable.”
[Le Monde, April 9, 1996]

MELTDOWN CAUSED BY AN UNCONTROLLED DOLLAR PLUNGE

The 1994-1995 dollar dive that saw the battered greenback lose about 17% of its value against the
Japanese yen and about 13% against the German mark was ostentatiously ignored or downplayed
in many quarters, but it was taken seriously by some. One was Paul Erdman, remembered by many
as the author of that engaging novel, The Crash of 1979, who dedicated a short book to this latest
season of shocking monetary instability. Erdman was able to discover the potential for a systemic
breakdown in the combination of currency gyrations, derivative speculation, and the uncertainty of
international interbank settlement. Erdman warned that the "Herstatt effect” of 1974 might now be
repeated on a vast scale With foreign exchange transactions worldwide over $1 trillion per day by
1990, the value of Japanese fund transfers alone had reached 100 times the country's official Gross
Domestic Product. Erdman cited BIS figures showing that it took less than three days for Japan's
interbank funds transfer systems to generate a turnover equal to Japan's total economic output for
one year. The same process also took about three days in the US, and four days in stodgier
Germany. Erdman described this "ballooning™ of the value of world financial transactions, citing
Peter Norman of the Financial Times, who wrote that "big UK clearing banks have at times found
the equivalent of their entire capital committed in temporary overdrafts by mid-morning. This need
not matter if business flows normally. But in the event of a failure the authorities could be
confronted with a chain reaction that could jeopardize the world financial system. [Erdman, 72-
73] Certainly no one could deny that the ballooning of international financial transactions, which
had reached an estimated $5 trillion per day by the summer of 1997, contained the obvious
potential for a liquidity crisis and consequent panic.

As Erdman sumed up this latter eventuality: "Simulations carried out on the CHIPS system, one of
the two large interbank transfer systems in the United States, have suggested that an unexpected
failure by a big participant could result in nearly half of all institutions being unable to settle
transactions, with perhaps a third of them being left in limbo. And because the dollar is the
currency in which the vast majority of global financial transactions are settled, if the American
clearing system goes down, so does the world's. The risk of a meltdown caused by an uncontrolled
plunge in the dollar, which could set off a chain reaction that would start in the foreign exchange



market but then spread throughout all derivative markets, is definitely there." [Erdman 75] This
was clearly one of several potential Achilles heels of the entire System.

VOLCKER: A SYSTEM IN DISARRAY

One of the most celebrated protagonists of postwar financial and monetary affairs is at the same
time associated with an almost apocalyptic pessimism regarding the dollar. We refer to Paul A.
Volcker, a former official of the US Treasury and the former Chairman of the Federal Reserve
Board of Governors. VVolcker was present at the destruction of Bretton Woods at Camp David on
August 15, 1971, and must bear significant responsibility for today's world economic depression,
as we demonstrate further on in this book. VVolcker knows from personal experience that when a
dollar fall acquires momentum, the decline can be extremely difficult to stop, even when other
governments try very hard to be cooperative. After Volcker's Plaza currency deal in 1985, the
dollar lost 41% of its value against the Japanese yen -- rather more than the central bankers had
wanted. [Volcker, 269] One of by-products of braking that fall of the dollar was the October 1987
world stock market panic.

The lability of the dollar is amply chronicled in Volcker's memoir Changing Fortunes, a kind of
monetarist duet sung together with Toyoo Gyohten, formerly of the Japanese Finance Ministry at
the Woodrow Wilson School in Princeton. In this memoir, VVolcker admits his deep "concern about
an excessive depreciation of the dollar." [Volcker, 279] Volcker cites a 1984 Federal Reserve
memo which, he says, summed up his great fear for the fate of the greenback. That memo
commented that "we have reached a rather uncertain equilibrium with a large budget deficit and a
large current account deficit, both financed in large part by borrowing overseas . . .the capital
inflow can shift very quickly if confidence in the dollar should diminish. Such a loss of confidence
in the dollar could be triggered for example by fear of the re-emergence of US inflation or a shift
in the preferences of fickle investors.” But Nixon's capitulation of August 15, 1971, counseled by
Volcker, had placed the country at the mercy of such "fickle" investors in the first place. These
risk factors remain emphatically with us.

When he was at the Fed, Volcker was constantly haunted by the fear that the dollar would
suddenly disintegrate. "Sooner or later,” he writes, "I thought there would all too likely be a
sickening fall in the dollar, undermining confidence...." [Volcker, 180] He laments that President
Reagan did not care about a dollar dive. In this connection Volcker has supplied his own epitaph
as a policy maker: "Increases of 50 percent and declines of 25 percent in the value of the dollar or
any important currency over a relatively brief span of time raise fundamental questions about the
functioning of the exchange rate system. What can an exchange rate really mean, in terms of
everything a textbook teaches about rational decision making, when it changes by 30 percent or
more in the space of twelve months only to reverse itself? . . .The answer, to me, must be that such
large swings are a symptom of a system in disarray.” [Volcker, 246] The world financial system
described by Volcker is clearly crisis-prone and ultimately unworkable. Volcker's colleague
Gyohten calls the current arrangement a "non-system™ and he stresses that it "was not the result of
anyone's choice." Rather, the global economy "was inevitable when the Bretton Woods system
became unsustainable. What is wrong with the current non-system is its lack of stability and



predictability in exchange rates, which seems to hurt the stable growth of trade and investment."”
[Volcker, 303-304] So we have been living for thirty years amidst the ruins of Bretton Woods. It is
surely time to restore a functioning world monetary mechanism.

MONETARY MELTDOWN

Another analysis involving systemic breakdown as a consequence of dollar and other monetary
instability comes from Judy Shelton of the Hoover Institution at Stanford University in her 1994
book, Monetary Meltdown. Here the starting point is the post-1971 currency chaos, which the
author contrives to present as a result of Keynesian theory, even though it was the arch-monetarist
Milton Friedman who was the loudest advocate of the abolition of government-set currency
exchange rates. Shelton surveys the "breakdown in orderly currency relations around the world"
and wonders if we are "slated for a new round of beggar-thy-neighbor exchange rate policies"
reminiscent of the competitive devaluations pioneered by the British during the 1930s. With
governments now officially excluded from the exchange rate business, Shelton wants them to
intervene anew, but only so as to exclude themselves once again, this time via the institution of
"honest money" in the guise of fixed parities, but with a brutally deflationary gold coin standard,
an idea she says is backed by Robert Mundell, Jack Kemp, Lewis Lehrman, and others.

Shelton asks: "...in this nuclear age . . . shouldn't we take evasive actions to halt the process that
begins with currency turmoil and protectionist exchange rate policies and ends with political
confrontation and the possibility of military conflict? . . Can the syndrome be interrupted to
prevent a catastrophic outcome?" [Shelton, 12] What Shelton seems to have in mind is less a
catastrophic financial breakdown crisis per se than a process of international conflict which
escalates through trade war and economic war into military hostilities. "Money meltdown," she
says, "is a warning sign that nationalistic economic policies are threatening to dissolve the trade
and financial relationships that undergird a peaceful world community.” [Shelton, 12] During the
world financial turbulence occasioned by the Russian default, Ms. Shelton appeared from Paris on
CNBC to call for a new Bretton Woods monetary conference to be prepared by an international
commission chaired by Greenspan. She also wanted the US to apply conditionalities to the $18
billion refunding being sought by the International Monetary Fund. One useful aspect of her
remarks was the demand that the United States subject the IMF to conditionalities about the use of
the funds; the cherished dream of the IMF bureaucrats has long been to subject the United States
itself to the Diktat of monetarist conditionality.

EMERGING MARKETS A CASINO

In October 1996 the German economic paper Handelsblatt carried an analysis by Rimmer De
Vries, the well-known former resident economist of J.P. Morgan & Co. in New York. De Vries
observed that "this time, unlike two years ago with Mexico, if problem debtor countries like
Thailand or Turkey have a currency crisis, there will not be any billion-dollar rescue packages.
The crisis will simply be allowed to happen.” This underestimated the addiction of the IMF to the
bailout approach to crisis management. But in a timely warning for holders of US global economy



mutual funds, De Vries also warned that "what today is called 'emerging markets' by the
international credit markets, can only be likened to a casino. And the time will come when the
banks and investment funds responsible for this will simply pull the rip cord."

L'HORREUR ECONOMIQUE

As the anaconda of economic globalization slowly tightened its coils of speculation, downsizing,
and marginalization around the struggling body of humanity, thinkers of all sorts grappled with the
need to comprehend the incubus of the end of the twentieth century. One who attracted
international attention in 1996 was Viviane Forrester, the author of a longer essay entitled
L'Horreur Economique. Mme. Forrester became a celebrity as a prominent critic of the bateau ivre
of the new economic order, revered by students and other protestors against the Balladur-Juppé-
Chirac policy of sacrificing the welfare of France to the all-consuming Moloch of the Maastricht
treaty, with its monomaniacal 3% limit for budget deficits. The title of her book is drawn from a
verse by Arthur Rimbaud (1854-1891), the French late romantic poet. Mme. Forrester, who had
previously been a novelist, believed that world civilization has entered a time in which most
people are superfluous, simply no longer needed by the rapacious and profit-obsessed ruling caste
of financiers with laptops who spend their time trading "options on options on options" in
international financial markets: "Pour la premiere fois -- she writes -- la masse humaine n'est plus
materiellement necessaire, et moins encore economiquement, au petit nombre qui detient les
pouvoirs...." Employment, she feels, is historically over, and it is only because of the cowardice of
politicians that society maintains the pretense that unemployed persons should be forced to find
jobs, when there are no jobs. "On ne sait" -- she writes --"s'il est risible ou bien sinistre, lors d'une
perpetuelle, indéracinable et croissante penurie d'emplois, d'imposer a chacun des chémeurs
decomptes par millions -- et ce, chaque jour ouvrable de chaque semaine, chaque mois, chaque
année -- la recherche 'effective et permanente' de ce travail qu'il n'y a pas." Dismayed by
permanent mass unemployment in Europe, Mme. Forrester is of course too fatalistic, since high
jobless rates are the result of identifiable government and corporate policies, and not of any fatal
laws of economics as such. In reality, there is an abundance of productive work that needs to be
done, but which is blocked by the financial system. But Mme. Forrester performs a useful public
service when she warns that if high unemployment persists, it will be only a question of time
before fascist demagogues (she points to the racist Jean-Marie LePen) come forward proposing the
Final Solution for this new surplus population. Permanently high unemployment levels may elicit
calls from financiers for the elimination of the useless eaters. In the global economy, the value of
human life has indeed been cheapened. Mme. Forrester also succeeds in expressing some of the
mutilation and degradation of humanity during the saison en enfer called globaloney. Her chilling
message is that the outcome of the post-industrial utopia is not likely to be leisure and comfort, but
rather genocide.

ONE BILLION UNEMPLOYED

The reality of world unemployment and underemployment is most stark. According to a
September 1998 report from the UN's International Labor Organization, world unemployment was



headed for 150 million persons, reflecting 10 million who had lost their jobs as a result of the
crises of 1997-98. The ILO also reported that the number of persons either lacking full-time jobs
or earning less than the minimum necessary for survival was between 750 and 900 million, or
about 30% of the world population. Here was another eloguent indictment of globaloney.

1.5 BILLION HUMAN BEINGS ON LESS THAN $1 A DAY

According to a June 1999 report of the World Bank, about 1.5 billion persons on this planet were
eking out their existence on a per capita income of less than $1 per day. The World Bank defines
$1 per day as a kind of poverty line; only if you get along on less are you considered truly poor in
globalized terms. According to the report, those living below this poverty line had increased by a
stunning 200 million persons as a result of the 1997-98 Asian financial crisis. To get an idea of
how poor you really are on $1 per day, we should recall that the average person in the United
States requires a total of about $90 in goods and services to get along each day, and the US is
hardly a bed of roses.

At the same time, the inequality of property ownership had reached nightmare proportions. In a
report released in mid-July 1999, a United Nations subsidiary found that the 200 richest
individuals controlled assets which were greater than those possessed by 40% of the world's
population. By this accounting, the top 200 plutocrats own more than the bottom 2.4 billion or so.

PBS television commentator Tony Brown comes to a broadly coherent conclusion about world
property distribution in his recent book, Empower the People. Brown's finding is that 356
individuals control 45% of the wealth of this planet. Thus, Brown points out, these 356 fat cats
have more money than perhaps 3 billion at the other end of the scale.

Given these conditions, there appears to be no defense against the charge raised in this book that
financial globalization is a euphemism for an oligarchy/plutocracy of the most pernicious sort.

THE DEPRESSED WORLD ECONOMY OF THE MID-1990s

The so-called "global economy" of the 1990s turns out to be a euphemism for a new and more
acute phase of a world depression which has been going on since 1982. Only a purblind ideologue
could argue that the global economy (or: globaloney economy) has been successful or beneficial
for the people of the world. Under globaloney, Europe has taken the prize for mass unemployment,
while the United States leads in the decline of living standards; Japan has experienced permanent
recession and banking crisis. The old Soviet economic sphere, the COMECON, has lost up to two
thirds of its factory and farm production, while Latin America has undergone a sharp contraction
in jobs and living standards. In Africa, life expectancy was spiking downward. Southeast Asia,
after a phase of expansion, is now beginning to pay the piper. The winners, by contrast, are tiny
cliques of financiers and oligarchs.

If we examine a data series as fundamental as world crude steel production, we find stagnation
during most of the 1990s at levels inferior to 1989. World steel production reached 785.9 million
tons in 1989, but then fell for several years, touching an interim 1990s low of 722.7 million tons in



1992. After that, steel output hovered around 750 million tons, with 752 million tons in 1996.

For a time after World War Il, the world economy was supported by the forward momentum
generated in the United States. For two decades after 1945, economic progress was maintained by
the reconstruction of Europe and Japan. Now, as we look across the world, there are no positive
factors left, and no factors of stability. The US has been in productive decline for almost 40 years,
since the 1958 recession. Japan has a banking crisis. Germany is drowning in unemployment and
debt. Eastern Europe and the former Soviet sphere are being decimated by IMF shock therapy.
Latin American is experiencing a violent contraction. Southeast Asia is rapidly beginning to fall
apart. Africa is chiefly the theater of famine, civil war, and genocide. There is nothing left. The
world speculative bubble has no visible means of support. It is a vagrant world.

GERMANY: MORE JOBLESS THAN WHEN HITLER SEIZED POWER

All European countries have been in recession throughout the 1990s, with brief periods of weak
and ephemeral recovery. The case of Germany is highly instructive, since it also provides a
barometer for the state of the entire world economy. For many years in the recent past, Germany
has been the world's largest exporter, often exporting more than Japan, a country with almost twice
its population. Now Germany, with a national debt of about DM 1.5 trillion at the end of 1995, has
one of the heaviest per capita debt loads in the world. In January 1997, it was officially announced
that Germany had 4.66 million unemployed -- or 12.2 percent. To this figure must be added
320,000 part-time workers, 260,000 participants in government make-work programs, 1 million
trainees and re-trainees who have dubious job prospects, and almost 2 million who have dropped
out of the official government unemployment system and are working in the black economy,
drugs, crime, and so forth. This makes a grand total of 8.138 million Germans who do not have a
normal full-time job. New jobless claims in January 1997 over December 1996 -- about 510,000 --
also constituted the biggest one-time increase since the government began keeping official jobless
figures during the 1920s.

Compare today's 8.138 million to the unemployment figure when Adolf Hitler seized power in
Germany: then it was 6.1 million. Today's German unemployment, with a comparable population,
is one third greater than in the depths of the Great Depression. There are true pockets of despair in
eastern Germany, where youth unemployment is between 40% and 50%. According to Wilhelm
Noelling, the former governor of the central bank of the German federal state of Hamburg,
Germany is already in a "Maastricht depression."

Since the German economy is central to the European economy as a whole, we see that all of
Europe is in depression, with more than 16 million official unemployed in the EU countries. Under
current policies, there will be no European economic recovery. The deflationary Maastricht Treaty
for European monetary union prescribes that no country can join the new European currency, the
so-called euro, if its yearly budget deficit is more than 3% of its "gross domestic product.”
Entrance to the Euro is also barred to countries whose public debt is more than 60% of their yearly
gross domestic product. The country's rate of inflation must not exceed 3.3% The country's long-
term interest rate must not exceed 9.3%. The country must have managed to show its exchange



rate stability by joining the Exchange Rate Mechanism and remaining there for a prescribed time.
By contrast, the unemployment rate can be sky-high, and the standard of living can be falling at
any velocity - the country can still join the euro.

THE GNOMES OF LONDON

The Maastricht Treaty also creates an unelected, unaccountable private central bank which is
beyond the reach of national governments and beyond the reach of the elected European
Parliament in Strasbourg. Maastricht expressly forbids the issuance of subsidized credit or low-
interest credit, which happens to be the only way to get out of depression. In the autumn of 1995,
the attempt of the French regime of the neo-Gaullist Prime Minister Alain Juppé to observe the
Maastricht austerity criteria elicited resistance from many levels of society in the form of the most
extensive general strikes since 1968. At the time, Juppé tried to deflect the blame to British
finance. Speaking in Avignon in mid-October, Juppé announced that "I do not want to cut the
deficit in order to please the market, those people I'll call...the gnomes of London." Juppé specified
that the gnomes of London were "the modern version of the gnomes of Zirich...speculators who
take sur|zolus value out of the economy...earning their living by creating tensions and difficulties for
others."

In May 1997, German pro-austerity Finance Minister Theo Waigel announced that falling German
tax revenues made it unlikely that Germany itself could meet the infamous Maastricht
convergence criteria. A year later, the discrepancies were papered over by accounting tricks. The
grim European panorama extends to reputed strongholds of banking like Switzerland. Remember
the fabled soundness of the Swiss banks? Guess again. According to a 1997 official report released
by the Swiss Banking Commission, between 1991-1996, Swiss banks lost a total of 42.2 billion
Swiss francs, a sum approaching $30 billion. Most of the losses had come in Swiss real estate
since the mid-1980s speculative bubble burst in 1991.

THE EX-USSR

In the larger countries of the ex-USSR, including Russia and Ukraine, the "transition to a market
economy” promised by the IMF turned out to be one of the most colossal disasters in modern
history. In Russia, "economic reforms" like price deregulation and the privatization or selloff of
state property were carried out by President Boris Yeltsin, Prime Ministers Yegor Gaidar and
Viktor Chernoyrdin, privatization czar Anatoly Chubais, and outside advisers Anders Aslund and
Jeffrey Sachs. The policy was called shock therapy, and it was fully backed by Camdessus and the
IMF. In launching this folly in October 1991, Yeltsin promised that the worst would be over by the
end of 1992. But even after the end of Yeltsin's catastrophic 5 year plan at the end of 1996, there
was no end in sight to the unfolding disaster.

Over the initial five year period of shock therapy, Russia's Gross National Product went down by
52%. IMF shock therapy turned out to be worse than Hitler: during the 1941-1945 onslaught of the

2 For the gnomes of Ziirich, see Chapter IV.



Wehrmacht, the Soviet economy lost only 24%. During the 4 worst years of the Great Depression
in America, GNP sank by just over 30%. Russian industrial production was down by 55%. This is
again worse than 1929-1933 in the United States, when industrial production went down by just
under 54%. Most dramatic, and most fraught with evil portent for the future, was the decline in
investment, which was down by 78% by 1995 and kept falling.

Russia experienced a bout of hyperinflation during the first year of shock therapy in 1992, with
prices rising by a rate of 1,354% over the entire year, and touching a momentary yearly rate of
2,318% by the end of December. In that dark December, Moscow prices were rising by about one
per cent per day, conjuring up the specter of Weimar. After that, average yearly inflation subsided
somewhat to 896% for 1993, 302% for 1994, 190% for 1995, and 48% during 1996. But real
incomes kept dropping. During 1996, it was estimated that real incomes in Russia were down by
about 46%. Inflation may be back to 300% by early 1999.

In the chronically troubled Russian farm sector, the grain harvest dropped from 99.1 million tons
in 1993 to 81.3 million tons in 1994 and a disastrous 63.5 million tons in 1995. This was the worst
result for Russian grain production in thirty years. 1996 was not much better with a harvest of 69.3
million tons. The 1998 harvest was the worst in 40 years, with only 48.6 million tons of grain
officially reported. This was about half of the level of 1997. By 1994, Russian production of all
kinds of food was estimated to be about half of what it had been during the last years of the Soviet
era. Tractor production was down by 87%. Textile production was down by 85%. By October
1998, 15 million Russians -- one out of every ten -- were officially unemployed. An estimated
40% of the entire Russian population was below the very austere official poverty line. Those who
were getting the minimum wage were receiving the equivalent of $5.50 per month, and wages
were many months in arrears.

This economic implosion produced an unmistakable demographic impact: between 1992 and 1995
the Russian population declined by 728,000 persons, with a rising death rate combining with a
falling birth rate to do the damage. In 1996 alone the birth rate dropped by an additional 5%.
Speaking at a Woodrow Wilson Center forum in Washington DC on December 9, 1997, Dr.
Murray Feshbach reported that the population of Russian was declining at a rate of 1 million
persons per year. As causes for the decline, Feshbach singled out communicable diseases -- both
infectious and parasitic -- and the material and psychological toll exacted by the economic crisis.
The further social effects of shock therapy, especially the formation of a criminal elite in politics
and business, have been strikingly chronicled by Stanislav Govorukhin in his book, The Great
Criminal Revolution.

In the case of Ukraine, the economist and member of the national parliament Dr. Natalya Vitrenko
reported that the gross domestic product of the country had fallen by 58% between 1990 and the
end of 1996. The decline was 10% during 1996, so there was no sign even that the collapse was
slowing. The 58% loss of GDP turned out to be worse than the collapse of production in Nazi
Germany at the end of World War Il, which totaled minus 56%. Submitting to the IMF thus turned
out to be worse than losing a world war. Dr. Vitrenko estimated that of the 22 million jobs existing
in Ukraine at the end of the Soviet era, 8 million had been destroyed. 71% of the Ukrainian
population had a real income of less than $1 per day or less than $25 per month. 27% had incomes



between $25 and $50 per month. Only 2% of the population got an income over $50 per month.
The IMF puppets responsible for this carnage were President Leonid Kuchma and Prime Minister
Pavlo Lazarenko. Ukraine was also suffering from an acute demographic disaster: the total
population of the country fell from 52.2 million in 1992 to 50.5 million in mid-1998, a decline of
1.7 million or 3.25%.

LATIN AMERICA

After the brush with national bankruptcy in 1994-1995, the Mexican government was required as a
precondition for international lending to impose a very severe austerity regime. This austerity
produced a violent contraction in the levels of production and employment in the entire Mexican
economy. Over the 1995, the austerity program produced more than 1 million new unemployed.
By the end of 1996, Mexico had reached almost 50% unemployment, up from 41% in 1991.
Productive employment -- as distinct from service employment -- has declined by a third since the
eve of the first Mexican debt crisis in 1981. The Mexican manufacturing sector had declined by
about one half over the same 15-year period. Mexico had a real international indebtedness of $214
billion, much more than the official figure. Bailout funds borrowed from the United States early in
1995 were repaid, but only by taking out loans from other borrowers. To avoid the worst of the
contraction, Mexico needed an open-ended debt moratorium, the nationalization of its central
bank, and exchange controls to prevent the flight of domestic hot-money capital. But Mexico got
none of that. Other Latin American countries have been battered since December 1994 in a way
similar to Mexico.

El Financiero of Mexico City reported that between 1994 and 1998, the number of indigent
persons suffering from malnutrition in Mexico had risen from 20 to 26 million. According to this
report, another 40 million of Mexico's 96 million population were living in extreme poverty, while
another 20 million were surviving on incomes insufficient to buy a even a third of what the UN
Economic Commission for Latin America identified as the rock-bottom market basket for labor.
This would mean that 86 million of Mexico's 96 million people were living in poverty. 3

ASIA

For a number of years, Japan has been in the throes of its worst postwar downturn. Between April
and July 1997, Gross Domestic Product declined by a sickening 11%, indicating a severe
contraction in domestic economic activity. The Hashimoto government, inspired by monetarist
criteria, responded to its large budget deficit (now estimated at 7% of GDP) by sharply increasing
the tax bite, an austerity policy that only made matters worse. The background for these events
was provided by the ongoing Japanese banking crisis, which , as noted, centers on some $1.5
trillion in bad real estate loans left over from the 1980s bubble economy. Japanese banks reported
aggregate losses of $17 billion for the first 6 months of their 1997 fiscal year.

In South Korea, the beginning of 1997 saw the bankruptcy of Hanbo Steel, the country's second-
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largest steel company and a leading chaebol or conglomerate. Hanbo succumbed to a debt burden
of about $6 billion, which was 22 times the company's equity. The demise of Hanbo also
undermined a number of South Korea's leading banks, who were left holding the bag for this large
debt. The impacted banks included Korea First Bank, Cho Hung Bank, the Korea Exchange Bank,
the Seoul Bank, and the government-run Korea Development Bank. The Hanbo debacle was the
opening of a protracted financial-political crisis in South Korea which featured the bankruptcy of
the largest of the leading industrial groups, including Kia and other giant firms. Kia was
nationalized and Korea First Bank received a government bailout.

Then began the collapse of the myth of the so-called "Asian Tigers" or NICs - "newly
industrialized countries” - featuring Hong Kong, Thailand, Singapore, and Malaysia. At the
beginning of March 1997, the largest and most prestigious finance company in Thailand, the $3.8
billion Finance One PLC, went bankrupt. From this obscure event commenced the unraveling of
the entire world, something only deregulated globaloney could have made possible. The Thai
government implemented financial emergency measures to prevent a total national panic and
crash. Trading in all bank and financial institution stock was halted by the central bank, the Bank
of Thailand. Finance One was quickly merged with the country's twelfth largest commercial bank,
and a government bailout was carried out. The stock market fell to one half of its 1996 peak, and
$700 million fled the Thai finance companies. IMF Managing Director Michel Camdessus quickly
appeared on the scene, and called on ASEAN, the association of southeast Asian nations, to save
Thailand by bailing out the international hot-money speculators. Camdessus complacently told the
Thais: "What you are doing is exactly what you must do to avoid the recurrence of a Mexico-like
crisis." As we have seen, this was bad advice. The Bank of Thailand affirmed its readiness to act
as a buyer of last resort for the commercial paper and promissory notes of all finance companies.

One bar