FIGURE 5
Economic Collapse Is Principal Cause of
Fall in Individual Income Taxes in FY 2002
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the Congressional Budget Office, the Bush tax-cut reduced
individual incometaxes by $40 billionin FY 2002. Thisrep-
resented 29% of the total $138 billion fall in individua in-
cometaxesinFY 2002, asshowninFigureb. But, that means
that the remaining 71% of thefall inindividual income taxes
is attributable principally to economic collapse. Thisis the
percent that neither Democrats nor Republicans want to talk
about.

This is, however, exactly what Lyndon LaRouche has
talked about: It is the economic breakdown that is driving
everything, including the U.S. budget.

The collapse of individual income taxesin FY 2002 sent
the U.S. general revenue budget to adeficit of $317.3 billion,
the second highest in history. Then, on Nov. 21, the U.S.
Treasury Department reported that in October 2002, the first
month of the FY 2003 budget, the U.S. registered a $57.7
billion general revenue budget deficit. Thisis an incredibly
large single month budget deficit. Based on the accelerated
collapse of the U.S. economy, it is possible that the entire
FY 2003 general revenue budget deficit will be between $400
and $500 hillion.

TheConservative Revol utionariesinthe Congress, asevi-
denced by their refusal to extend basic unemployment bene-
fits, are on aslash-and-burn budget-cutting warpath. But such
cuts reduce economic activity, which reduces tax revenues,
the very problem gripping the budget.

What is needed isto break the vicious cycle of mounting
budget deficits and deeper cuts, by rebuilding the economy in
a fundamental way, and thus restoring revenues. Uniquely,
Lyndon LaRouche isthe one talking about that.
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Bank of Japan Warns
Of ‘Unprecedented’
Bank Stock Crash

by Kathy Wolfe

Bank of Japan Governor Masaru Hayami said on Nov. 21 that
an “unprecedented” plungein bank shares hasthe BOJon an
alert to provide cash to the banks. “ Stock prices, especially
those of banks, have fallen in an unprecedented manner,” he
toldthepress. “Thefall in bank sharesisextremely troubling.
| think it’ sthefirst timeinthe post-war period that we' ve seen
such a situation. | don’t recall any such rapid falls in bank
share prices since | entered the BOJ in 1947—that’s been
55 years.” The BOJ tweaked monetary policy on Nov. 19,
announcing that it would raise system funds to the top of its
$122-163 hillion range.

Shares of the $700 billion UFJ Bank have fallen 52% in
November alone, and 72% since Sept. 30, amid a barrage of
media reports that it will be nationalized soon; they plunged
10% thelast week in November. Moody’ swarned that it may
soon downgrade UFJ stock to “Bal"—junk—from “Baa2.”
Shares of the world' s largest bank, the $1.3 trillion Mizuho
Holdings, havefallen 46%in November, and 51% since Sept.
30. Since Heizo Takenakabecame Japan’ stop financial regu-
lator, shares of Mizuho Bank alone have lost $12 billion in
equity. The$700 billion Sumitomo Mitsui Bank haslost 34%
in November, and 51% since September; the $900 billion
Mitsubishi Tokyo Bank has dived 19% and 28% in those
timeframes. The Tokyo Stock Exchange’ sbanking index has
fallen 18.7% in November.

With UFJ stotal capitalization now shrunk to $4 billion,
and Mizuho's to $8 hillion, these banks “are now buyout
targets for cash-rich financial institutions in Europe and the
U.S.,” Nikkei news agency reported Nov. 19. There are no
Japanese buyers.

Japanese industrial companies, which, under the tradi-
tional “cross-share” system, still hold alot of stock in their
main lender-bank partners, are desperate now to unload bank
stocks beforethey have to declare major losses. According to
an estimate from Daiwa Ingtitute of Research, non-financial
companieshad unrealized portfoliolossesof some$17 billion
in bank stock holdings over the last six months.

Market ForcesNot Working

Japan must “take seriously” the Nov. 21 decision by Lon-
don Fitch IBCA to downgrade the nation’s debt rating, as
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Japan’ sfiscal situationisunder closeglobal scrutiny, Finance
Minister Masgjuro Shiokawa said on Nov. 22. Fitch down-
graded Japan’ s long-term, yen debt to AA- from AA, dueto
deterioration in government finances.

In fact, if Japan permits continued rule by strict “ market
forces,” the country’s finances could be destroyed. Simple
nationalization of the banks raises the threat that the govern-
ment woul d haveto print massiveamountsof Treasury debt—
downgrading, under “market theory,” the value of the debt.
Inal110% “free market,” thereisno way out for Japan.

Despitethe BOJ s massive money printing, interbank in-
terest rates are rising sharply for the first time in years, due
entirely to the rush amongst the banks themselves to hoard
cash reserves, including borrowing from the Bank of Japan
in an unprecedented manner. On Nov. 21-22, rates bid by
banks for BOJ cash were up by 10% from the week before.
The reason for the action is that “fi nancial institutions are
rushingto securefundsbecausewe cannot shake of f our broad
concerns of how depositors may respond to ayear-end finan-
cid crisis,” an official at amajor bank told Nikkei. Anything
from “accelerated bad-loan cleanups, to bank stock slumps,
could prompt depositors to withdraw their money from
banks,” he said.

Infact, without using thefull range of measures proposed
by Lyndon LaRouche, onthemodel of what Franklin D. Roo-
sevelt did in the 1930s, starting with a*“bank holiday,” there
islittle Japan can doto stop the* market value” of these banks
fromfallingto zero. The" market” hasgoneinsane. Themore
fear of nationalization spreads, the more bank stockholders
are going to dump the shares at any price they can get, asin
most nationalizations, shareholders get nothing.

FDR-Style Bank Holiday

A bank holiday isthereasoned alternativeto flat national -
ization, and need not mean nationalization. FDR applied fair
“Chapter 11" bankruptcy reorganization laws to the banks.
Chapter 11 isa“standstill,” which protectsindividuals from
predatory creditors, the famous American aternative to the
old European “debtors prison.” But the person given Chapter
11 protection must also get hisownaffairsinorder, and cannot
continue any unsound activities. For banks, what FDR did
wasto freezeall activities, bothirrational selling by creditors,
and unsound activities by the banks, so a competent group of
managers (public and private) could investigate. On average,
banks were only closed 5-10 days.

Withthe* general welfare” of the population and physical
economy first in mind, a bank holiday protects the popula-
tion’ s savings and the operating cash of basic industry, infra-
structure, and services. The freeze is then used to sort out
productive assets which can be saved, from speculative and
non-productive assets, and to reorganize banks accordingly.
The mgjority of banks can be re-opened without national-
ization.

The real problem has been the “Wall Street Business
Model,” which dictates that “no one may judge’ what is a
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productive loan, versus a non-productive loan! Under the
“Enron Model,” anything that made quick profits was king,
and no businessman or government official dared call it “un-
productive.” That isthe axiom which hasto die. Both govern-
ment and bank official scan and should makejudgmentsbased
on sound industrial banking. All the shouting in Japan that
“bank managers heads must roll” is mis-directed. It’s the
“Enron Model” that has to go, and any manager who agrees
honestly to keep the rules of sound industrial banking in fu-
ture, can stay.

‘Fiddling While Japan Sinks

The Bank of Japan announced on Nov. 18 that it will
start its highly publicized program of buying shares from
commercial banks on Nov. 29. But the problem now is, that
with stock pricesat a19-year low, the banks may be reluctant
to sell stocksand take such gigantic losses, making thewhole
exercisefutile.

“Fiddling While Japan Sinks’ was the apt title of the Yo-
miuri News editorial on Nov. 11, atone of outrage which is
becoming widespread in Japan. “ Domestic commodity prices
have fallen for 54 consecutive months, while stock prices
have dropped to an all-time low since the collapse of the
bubble economy. How long will the government and the rul-
ing parties continueto sit by and do little to fight the nation’s
worst deflationary crisis? Theadministration of Prime Minis-
ter Junichiro Koizumi must be sternly criticized” for focus-
sing narrowly on the budget deficit.

“The current deflationary economy is dealing a severe
blow to thefinancial health of thestate. A declinein corporate
sector’ sperformanceisseriously reducing corporatetax reve-
nues. Gains from income tax are a so shrinking, due to wage
cuts at many corporations. Meanwhile, revenues from the
consumptiontax havefallen below an earlier estimatelargely
because of falling domestic prices. The government is ex-
pected to face $20-30 billion in tax revenue shortfalls during
the current fiscal year alone. . . .

“Koizumi’s adherenceto his 30 trillion yen limit on gov-
ernment bond i ssuanceis aggravating deflation in what could
amount to a crushing blow to the government’ s finances. All
this has obviously arisen from Koizumi’s misguided eco-
nomic management.”

In“Deepening Autumn Gives Way To Winter In Japan,”
Nikkei News on Nov. 21 editorialized similarly. In a trip
outside of Tokyo, the editor wrote, “1 encountered Fall in its
splendor, but what was particularly intense was the pathos of
the people, suffering under Japan’ sdefl ationary spiral. Count-
less people echoed the sentiments of one person who told
me, ‘Y ou probably can’'t understand this in Tokyo, with its
construction boom and all, but outside the capital, we hardly
have any moretearsleft to cry. Almost no one walksthrough
the shopping district anymore.’

“1 wonder whether our society has been on theright track
over the past year, during which all our energies have been
focused on ‘reform,” " he concluded.
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