The Role of the U.S.A.

It would appear to many, that, since the present U.S. Bush
Administration is hysterically opposed to any reforms along
the lines I have outlined, the reforms I have indicated would
be unrealistic ones. Behind that Administration’s mask of
mixed self-delusion and willful deception, the reality is quite
different than many around the world have been misled to be-
lieve.

If you look at the widely circulated broadcast and other
reports I have given since late November of this past year, the
current Bush Administration has followed the ill-fated course
of policy-making I had warned it would, during the period
prior to Jan. 20 of this current year. Already, as a result of
Bush Administration blunders against which I had warned,
the first phase of a political revolt against the new Administra-
tion has occurred, in the form of a Democratic Party regaining
of control of the U.S. Senate.

Now, as the second quarter of 2001 has been a worse
catastrophe than the first quarter, and the third is on the way,
the currently leading internal political issues of the U.S., en-
ergy, inflation, and health care, will be taken over by a grow-
ing panic over the obvious onrush of a general economic de-
pression.

With the presently accelerating collapse of the U.S. as the
world’s chief importer of last resort for Asia and other parts
of the world as a whole, the world is near to that sense of
global crisis, at which the need for a general, more or less
planet-wide monetary and financial reform will be a leading
theme of political discussion in many parts of the world, in-
cluding the U.S.A. itself.

I shall not predict that the U.S.A. will be prepared to
propose cooperation with the kinds of economic and related
cooperation with which President Putin’s efforts are associ-
ated. I merely say that under the likely changes in mood now
developing within the United States, the dumping of fanatics
such as Zbigniew Brzezinski, in favor of U.S. cooperation
with a Eurasian development perspective, ought to become
U.S. policy. It should be seen as a policy well worth working
to make a reality.

A growing number of influential U.S. circles, within the
U.S. Democratic Party, and other circles, are now persuaded
that my warnings and proposals are relevant. I am presently
enjoying some significant political support for these efforts
inside the U.S. and elsewhere. However, since, in politics,
nothing good is ever guaranteed by fate, we must work all the
harder for success.

Thank you.

Sergei Glazyev: Perhaps you will sit here [at the dais], to
answer questions. If there are no questions now, I think they
may arise later, and we can come back for discussion, espe-
cially because we have planned a series of presentations,
which will provide additional food for thought and conclu-
sions.
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Institute. The text has been translated from Russian, and sub-
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I would like in my presentation to focus on some fundamental
aspects of the global financial crisis, especially the nightmar-
ish situation that has developed in the American economy and
financial system.

Ordinary people most likely would say, “We in Russia
would like to have the problems that the Americans have. The
Americans are so rich, that things could never be as bad as
they are here.” Indeed, there’s a lot of money in the United
States —foo much. That in itself is a main symptom of the
illness. These monetary aggregates are not connected with the
creation of real wealth, but were generated through gigantic
monetary emissions by the Federal Reserve System, com-
bined with the so-called credit multiplier of the banking
system.

In this way, during the 1990s the greatest financial bubble
in human history was created inside the financial systems of
the United States and other countries. That bubble is now
collapsing. And, in contrast to the illusions of some moneta-
rists, this collapse process is absolutely irreversible in terms
of its destructive effect on the world economy as a whole.

I would like quickly to show you some graphs, which I
think represent certain essential aspects of the problem in the
world, and America in particular. First of all, you can see here
what LaRouche calls his “Triple Curve” (Figure 1), which
gives a qualitative representation of the crisis. On the one
hand, you have a steep growth of the nominal value of finan-
cial assets —stocks, bonds, and so forth— shown by the upper
curve. At the same time, there is growth, or expansion of the
money supply, both the direct printing of money, and the
expansion of the effective money supply through the banking
system. That is the second, middle curve. The money supply
is expanding, but not as rapidly as the nominal value of the
financial aggregates. This was the situation approximately
two years ago.

The third curve, the descending one, shows the real
growth of the physical economy. You can see this world-
wide —that the world economy is experiencing negative
growth. I am talking not about the monetary side of the world
economy, but the real, physical economy; the real, material
standard of living; the condition of infrastructure, and so forth.
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In other words, there is net looting. Some investments are
made, but at the same time, the scale of the looting of the
world economy’s productive assets is so enormous, that the
net physical growth of the world economy is negative. The
divergence of these three curves represents the main mecha-
nism of the crisis we are now experiencing.

A Shift in the Situation

My second graph (Figure 2) provides a qualitative repre-
sentation of the situation that has developed during at least
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FIGURE 30
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the past 12 months, where the growth of the nominal financial
value of shares, and so forth, has begun to stagnate. There has
even been a collapse of the stock market and other indicators.
The growth of the financial asset bubble has stopped, while
the pumping of money into the economy continues. In other
words, the expansion of the money supply continues, but this
mechanism of pumping up the economy by means of increas-
ing the money supply is less and less effective.

Here we see (Figure 3) —related to the top curve of Figure
2 —the steep growth of world stock market capitalization,
especially in the New York market, which people are familiar
with. As I said, the situation has now changed toward stagna-
tion, and even collapse.

If you look at the expansion of the money supply in the
United States, the so-called M-3, you see that there was an
important turning point in 1994-95 (Figure 4). At that time,
the U.S. Federal Reserve launched its liquidity-pumping pol-
icy, of very rapidly increasing the money supply.

It is very important to see that the so-called “economic
miracle” in the United States during the past decade, was
created by means of a colossal accumulation of internal
indebtedness (Figure 5). Everybody talks about the debt
problem of Russia, or other countries. But the U.S. economy
has the greatest accumulation of debt in the world. Officially,
U.S. domestic debt is at the level of $26-30 trillion. Half of
this is corporate debt, and the other half comprises household
debt and the debt of the Federal government.

A very interesting aspect is the creation of new debt, that
is, the increase of U.S. corporate debt through bank credit
and corporate bond issues (Figure 6). You can see the steep
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growth of corporate indebtedness in the mid-1990s, above all
in the telecommunications sector, and generally the so-called
New Economy sector, which is supposed to be the basis for
the so-called economic miracle in the United States and
other countries.
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The growth of household debt in the United States (Figure
7) shows that this “miracle” is not based on any stable house-
hold income, but rather on the expansion of consumer credit.
Many U.S. families are now hopelessly in debt, due to the use
of credit cards, and so forth.

Typical for the United States and other countries now, is
that the savings rate has become negative (Figure 8). One
reason is the growth of the stock market. People took their
money out of the bank and put it in the market. Now you have
a situation, where about half of American household assets
are invested in the stock market. As a result, the collapse of
the stock market not only means losses for speculators, but
also very serious losses for ordinary people.

Figure 9 is not terribly important, but it is the Dow Jones
Index, which you can see has stagnated during the past two
years. The market is highly unstable. Figure 10 shows the
so-called Nasdaq index of stock prices for so-called New
Economy firms — telecommunications, and so forth. This in-
dex has fallen by 50% during the past two years.

Very briefly, I shall show you the echo of these phenom-
ena in the U.S. media. The first picture (Figure 11) shows
that many hospitals are being closed, including the only public
hospital inthe U.S. capital, Washington, D.C.Itis closed now.

The energy crisis has gripped California, about which I
shall say more in a moment. In much of California, the elec-
tricity system doesn’t work for periods of time (Figure 12).
Not only in California, but in many other states, schools are
unable to pay for power and heat, because of the sharp increase
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FIGURE 80
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FIGURE 100
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lapse in the Nasdaq, the German Nemax index
of telecommunications, Internet, biotechnol-
ogy, and other such firms, also fell very
steeply, from 9,400 down to 1,400 points. In
the United States, the total capitalization of
New Economy companies fell from $6 trillion
to $3 trillion. The shares of the biggest compa-
nies in the computer, Internet, and telecommu-
nications sector lost more than half their value.
Some of them have already gone bankrupt,
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Another good example is the major Cana-
dian company Nortel, which lost $19 billion
just in the first quarter of this year. This is a
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record in the history of business: $19 billion!
There is now an unprecedented wave of corpo-
rate bond defaults, especially in the telecom-
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of prices for natural gas and other fuels.

In a few minutes, I shall discuss the problem of derivative
contracts in the banking system. Here is an example from
Germany (Figure 13). Deutsche Bank is the largest bank in
Germany. On the left, you see the bank’s capital, on the right
are the bank’s derivatives contracts. These derivatives are
very complex, some of these contracts work automatically,
and are not regulated or entered on the books. You can see
that the slightest instability of these derivatives, can create a
huge crisis for the bank.

Sergei Glazyev: Let me make sure this is clear. The red dot,
the tiny one, is the capital of Deutsche Bank. The green circle
is its assets, and the huge blue circle is the derivatives men-
tioned by Mr. Tennenbaum — all sorts of secondary securities,
which are not even on the balance sheets, if I’m not mistaken.

Tennenbaum: Yes. Alongside the 50% col-
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$33 billion, which is more than in all of 2000.
Since March 2000, eighteen major telecom-
munications companies have defaulted on a
total of $18 billion. The American telecom-
munications crisis is also a threat to the bank-
ing sector. During the past two years, these
companies have taken out more than $300 bil-
lion in new loans from American banks.

The most dramatic case is that of the giant
Dutch telecommunications firm, KPN, whose
stock fell more than 60% in four days at the beginning of
June. It is now quite possible that KPN will default on its 23
billion euro debt.

Hyperinflationary Tendencies Have Appeared

I already mentioned inflation. At first glance, one of the
surprising aspects of the New Economy of the last ten years
inthe United States, is the fact that, despite the colossal expan-
sion of monetary aggregrates, created by the policy of sup-
porting the financial bubble by pumping new liquidity into
financial markets, there has been no corresponding increase
ininflation. Actually, there was inflation, but the inflation was
limited to an artificial increase in the prices of financial assets
themselves. But, over the last 24 months, this situation has
sharply changed. Strong inflationary and even hyperinfla-
tionary tendencies have appeared in connection with energy
and food prices and other goods.

Recently a very cautious expert observer, the head of the
Basel Bank for International Settlements (BIS), Andrew Cou-
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per, spoke at the latest BIS meeting on June 11, expressing
his deep concern about the financial and economic situation
in the United States and the world. He said that the crisis in
the United States would be prolonged and deep, and would
have a great impact on the global economy. He warned of
new financial earthquakes. Couper mentioned that for the first
time since World War I1, the total assets of American families
decreased, while the debt of private households reached re-
cord highs in comparison to income. In view of the record
U.S. trade deficit (which we estimate at $600 billion) and the
unprecedented monetary expansion of recent years, Couper
raised the question of whether the United States would be
able to continue to support the present level of the dollar,
which he believes is considerably over-valued. He said that
the devaluation of the dollar is inevitable, and that unless a
gradual, controlled devaluation is carried out in the months
ahead, there will be an uncontrolled collapse of the global
monetary system.

Couper believes that the overall state of the world finan-
cial system is unstable, chiefly because the nominal growth
of the American and other economies during the past decades
has been accomplished only through a huge increase in the
money supply and excessive inflation of nominal values on
the stock markets. As aresult, there is now a collapse on world
stock markets; during the past 12 months, total world stock
market capitalization has fallen by $10 trillion. In other words,
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a quantity of money, corresponding to one-third of world
GDP, was wiped out.

At the same time, the global pyramid of national, corpo-
rate, and household debt continues to grow, and its growth
is even accelerating. Couper drew attention to another aspect
of the current situation, namely, the sharp rise in the use of
“credit derivatives” by banks. In order to protect themselves
against the growing risk of loan defaults and bad loans, they
issue special derivatives contracts, which are mainly bought
by the large insurance companies. Couper notes that the
enormous accumulation of these contracts, which—Ilike
all derivatives —are off-balance-sheet, has already resulted
in a situation where “nobody knows who carries which
risks.”

It should be added, that the total volume of derivative
contracts in the world has reached $300 trillion. The threat
of an explosive collapse of the derivatives pyramid is the
equivalent, in financial relations, of a nuclear bomb. Once
this process begins, no one can stop it.

These warnings, coming from a conservative representa-
tive of the international banking community such as the
BIS’s Couper, should be taken seriously, but they do not
describe the full reality of the threat of global economic
catastrophe, which lies not only in the financial realm, but
in the interaction between the creation and growth of the
bubble of fictitious, speculative financial value, and the pro-
cess of large-scale looting of the real, physical economy of
most of the world. This interaction, which is illustrated by
LaRouche’s “Triple Curve,” is poorly understood by most
economics and financial experts, who don’t study physical
economy.

A Cerisis of the Entire System

The very fact of globalization, ultimately, shows that the
current crisis is global in scale. It has gripped the dollar, the
euro, the Japanese yen, and other currencies. It is a crisis of
the entire global financial and economic system. The crisis
involves the huge accumulation of indebtedness by almost all
the countries in the world. With the possible exception of
China and a few other nations, practically all countries in the
world are in a serious economic and financial crisis. Africa is
living a nightmare, there is a nightmare in South America,
Europe faces great difficulties, and so forth.

This crisis was the result of a prolonged process, which
built up over more than 30 years. It is profoundly structural in
nature, irreversible, and cannot be solved by merely technical
financial measures. Therefore, people who say that the
American economy will soon overcome the consequences
of the steep collapse on the so-called New Economy stock
market, and then everything will go back to normal again,
have failed to understand the problem. Such wrong evalua-
tions, naturally, can be heard every day in the U.S. and other
mass media.

There are constant attempts to deny the nightmarish
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dimension of the world economic crisis. This is nothing
new. Before, and even many months after the famous crash
of the New York stock market in 1929, leading financial
experts and politicians in the United States kept on talking
about how there would be no depression, how everything
would be normal. So, for example, the famous British econo-
mist John Maynard Keynes wrote in 1927: “We will not
have any more crashes in our time.” In 1928, the well-
known industrialist Michael Forbes said: “There will be no
interruption of our permanent prosperity.” At the end of
October 1929, after the sharp drop in stock prices, the chair-
man of Continental Illinois Bank of Chicago, Arthur Reyn-
olds, assured investors: “This crash is not going to have
much effect on business.”

In an official forecast in December 1929, the U.S. Depart-
ment of Labor proclaimed that 1930 would be “a splendid
employmentyear.” And,inJune 1930, U.S. President Herbert
Hoover triumphantly announced: “The depression is over.”
Only when Franklin Roosevelt became the new U.S. Presi-
dent in 1933, were emergency measures finally adopted for
overcoming the crisis, in line with the real situation in the
country and the world.

I think that this is a very important lesson for us today in
the world and in Russia.
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Dmitri Lvov

Russia Must Initiate
Solutions to the Crisis

Sergei Glazyev: I would like to ask Academician Dmitri
Semyonovich Lvov to comment on the presentations that
have been made. . . . Dmitri Semyonovich needs no introduc-
tion, being well known to us as the Academician-Secretary
of the Division of Economics, of the Russian Academy of Sci-
ences.

Dmitri Lvov: Dear colleagues, I would like to share with you
some considerations, which directly concern the important,
extremely urgent problem, which has been placed on the table
at today’s parliamentary hearings. I am concerned that this
problem not be oversimplified. There exists a whole array of
aspects that need to be brought to light, which reflect real
processes and, especially, deep, causal relationships. Then,
obviously, we should be able to draw better-grounded, objec-
tive conclusions about the situation that has to be dealt with.

It seems to me that, generally speaking, the process of
globalization of the world economy is going forward. The
leading world power, the United States, has sufficiently large
material and financial potential, to today determine a large
number of trends in world development. And this cannot be
left out of account.

We can say many times over, that we observe crisis phe-
nomena both in U.S. finances, and in the dollar-based world
monetary system—and it is really the case. But it would be
incorrect not to see also those colossal changes, which have
occurred in United States itself. First of all, in the social
sphere, and in the restructuring of the financial system of such
a powerful country as the United States, without which the
world cannot reckon today. . . .

What disturbs me is, above all, the following circum-
stance. Today’s world financial system is really quite unsta-
ble; it can be depicted as a sort of inverted financial pyramid,
the base of which is the real sector of the economy, which
accounts for an estimated approximately 12-14% of the world
volume of financial resources, while the upper, wide part of
this inverted pyramid, accounts for about 67-68% [of finan-
cial resources], the lion’s share of which thus have nothing to
do with the real sector, but rather involve financial derivatives,
speculative operations, and so forth.

And we observe, on the one hand, the colossal successes
of the post-industrial information-technology society, which
provides unprecedented possibilities for the development of
the productive forces and increased productivity: the Internet,
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