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BIS Warns, Bankers and Economy
Are Just Blowing Bubbles
by Paul Gallagher

While “economic recovery” propaganda in the United States
and Europe reached truly hysterical levels in early March, the
next phase of economic and financial collapse was becoming
clearly visible. Those who knew enough to watch the unfolding fate of J.P. Morgan Chase Bank, for example—the United
States’ second-largest, with assets over $800 billion but falling—could see the next shoe of the Enron collapse preparing
to drop. On March 14 the Wall Street Journal ruefully admitted “the possibility that the bank will be forced to seek a
merger with another big Wall Street firm”—the acknowledgment that the huge bank’s foundations are shaking as masses
of debt and derivatives continue to implode throughout the
rotten financial system.
The disaster stalking J.P. Morgan Chase and Wall Street
in general, is the “great derivatives cluster-bust,” which Lyndon LaRouche in early February saw rumbling out of the
Enron collapse.
No amount of American households playing the mortgage-refinancing game to keep buying houses and consumer
goods, can touch the basic driver of the collapse—the hopeless level of indebtedness and speculative funny-money on
(and hidden off) the books of firms throughout the economy,
and on the household books of those consumers themselves.
That debt bubble is continuing to implode. The U.S. economy
has been through five consecutive quarters of declining profits
as a result. As of March, the collapse of the biggest firms
in the telecom sector was continuing: Lucent Technologies
announced a further shrinkage of investment occurring
throughout the sector; fiber-optic giant Nortel’s debt was cut
to junk-bond rating by the agencies; a near-term bankruptcy
of the big communications firm Worldcom is rumored; the
biggest mobile phone maker, Nokia, announced a huge fall
in sales. “The industry can’t survive this way,” as the CEO of
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Verizon put it.
On March 11, a realistic warning came from an unexpected source: the Bank for International Settlements, after
its meeting of the world’s central bankers in Basle, Switzerland. BIS general director Andrew Crockett said that the Japanese financial crisis today is much worse than most people
think; and that what now threatens, from the U.S. Federal
Reserve’s attempt to overcome the collapse by money-printing, is a new Japanese-style bubble, this time on a worldwide
scale. (At the end of 2001, the broad U.S. money supply was
already increasing at a 22% annual rate.) In its March 2002
Quarterly Review, the BIS warned against the latest increases
in the U.S. stock market, achieved through such money-printing. U.S. corporate profits have declined by 47% in the past
year, says the bank, much worse than during the 1990-91
recession; consequently, “the price/earnings multiple for the
S&P 500 briefly exceeded the levels it had reached at the peak
of the equity price boom in April 2000.”

Look at the Real Economy
Not just telecommunications, but the whole real, physical
economy is continuing to shrink in the world’s two largest
economies. The European economies are following them
down.
In Japan, the government announced on March 7 that
capital investment fell 12% in the last quarter of 2001; new
machinery orders by 22%; construction orders received by
the nation’s top 50 contractors, by 14%. The government also
increased yet again, the official estimate of the rate at which
the Japanese Gross Domestic Product is now shrinking.
In the United States, despite the Department of Commerce’s announcement of increased new orders for manufactured goods in January, Commerce’s own report simultaneEIR
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ously showed the underlying reality. In comparison to one
year ago, there is only one category of manufactured goods,
where new orders are rising strongly, and that is—not surprisingly—“defense aircraft and parts,” up 53.9% year-on-year.
Automobile orders are up 6.6%. In almost all other categories,
new orders are still sharply down compared to the year before.
Iron and steel orders are down 5.9%; aluminum and nonferrous metals orders, 14.5%; industrial machinery orders,
15.4%; metalworking machinery 10.2%; turbines, generators, power transmission equipment, 33.9%; material-handling equipment 29.8%. Then in the fields of electronics and
communications equipment, the picture gets even worse: orders for electronic computers, down 25.5%; for non-defense
communications equipment, down 39.1%; and for electronic
components, down 33.8%.
Just a couple of weeks earlier, on Feb. 21, the U.S. Department of Agriculture had released its World Outlook Forum
publication, and had forecast that all American farmers combined will lose money on farming in 2002, which would be
the first time this had ever been statistically recorded. The
USDA forecasts the losses will average about $200 per farm,
whereas the average farm gained $7,500 only four years ago.
This means that U.S. farmers, as a whole, are supporting their
agricultural “hobby” by other jobs—what will happen to the
nation’s food supply as they lose them?
Unemployment in the United States is obviously continuing to increase, even as the unemployed are, statistically,
kicked out of the labor force, to back up the “recovery” delusions. The U.S. Labor Department records approximately 1
million workers as having “left the labor force,” stopped looking for work, over the course of the past year. A report from the
Labor Department on March 13, concerning the Washington,
D.C. area, showed the amount of statistical massaging going
on. The Department, which had been reporting throughout
2001 that the capital area was gaining jobs, in defiance of the
national “recession,” suddenly acknowledged that in fact, the
area had lost 20,900 jobs during 2001.
Add to this, the fact that the United States’ national
railroad corporation, Amtrak, has announced that it will
likely have to close down most of its long-distance rail
service this year; and that large-scale layoff announcements
are still coming from the retail, telecommunications, and
auto and other industrial sectors. And at the same time,
virtually all of the 50 states of the Union have been plunged
into fiscal crisis by collapse of their tax revenues, and are
savagely cutting away at public school funds, medical-care
support for the indigent and elderly, transportation and construction spending, etc.
Thus Federal Reserve Chairman Alan Greenspan’s pronouncement of “an expansion,” as even his fellow central
bankers of the Bank for International Settlements realize, is
nothing but a bubble-blowing delusion. LaRouche has identified this delusion, widely accepted by “public opinion,” as
the greatest danger to an actual recovery policy.
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A schizophrenic headline in one of the dailies of the capital, the
Washington Times, shows the lunatic quality of wishful thinking
which has produced the U.S. economic “recovery.”

‘Free Trade’ Myth Cracking
There were signs that President George W. Bush himself
was dubious about Greenspan’s announcement to Congress
of “an expansion.” Bush told the press that “number crunchers” didn’t convince him that the economy was now fine;
he added that there was still plenty of unemployment and
suffering in the country.
Bush’s move to announce tariff protection for the U.S.
steel industry, which has almost completely collapsed into
bankruptcy since 1998, was the first sign of a critical shift—
highlighted by LaRouche in statements on the decision—
from the “free trade” axiom of ingrained American public
opinion of the last decades, toward “fair trade” and regulation.
Other such signs are appearing. On March 5, the Senate began
debating restoring the power of the Commodity Futures Trading Commission (CFTC) to regulate the trading of energy
derivatives. The deliberate removal of that power in 1998,
involving the sacking of the CFTC’s chairman, opened the
door to Enron’s looting of the economy and then its ruin.
Greenspan publicly opposes regulation of derivatives markets, even now.
At the same time, the Senate began debate on legislation
to save and upgrade the Amtrak rail infrastructure with largescale Federal funding.
Such shifts, confronting the dominant insanity of the “recovery” mantra, depend on the LaRouche forces in the United
States, to bear fruit.
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