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were  they  limited  to  their own money. This  leverage 
was highly profitable—at least virtually—as long as the 
game was expanding, but turned deadly when the music 
stopped. Then, reverse leverage set in, and the players 
began  losing not only  their bets, but  the money  they 
borrowed  to  place  those  bets.  This  reverse  leverage 
made it possible for the gamblers to lose multiples of 
the money they put in, before the loans.

Another  innovation  that  was  highly  “profitable” 
before it blew up, was the market for credit derivatives 
(a.k.a., credit default swaps, or CDS), a form of insur-
ance policy for bonds and derivatives bets. While the 
derivatives market was in full swing, banks, insurance 
companies,  and  other  financial  firms  sold  trillions  of 
dollars of credit derivatives to guarantee the value of a 
wide range of securities. The credit derivatives were a 
fig leaf, a necessary part of the derivatives scam.

The obvious point is that, in any widespread securi-
ties crisis, the credit derivatives sellers would never be 
able to cover the insurance they wrote. AIG, for exam-
ple, wrote hundreds of billions of dollars of credit de-
rivatives,  including  a  substantial  amount  based  upon 
securities issued by Lehman Brothers. When Lehman 
failed, so did AIG, which has now received some $120 
billion in emergency loans from the Fed.

The settlement date for credit derivatives written on 
Lehman  securities  was  Oct.  10,  at  which  point  the 
Lehman  securities  were  valued,  optimistically,  at  just 
8.6¢ per dollar of  face value. This will be  the  largest 
payout ever for the credit derivatives market, assuming 
the sellers (protection-writers) can afford the payments.

Shut It Down
The attempt to save the fictitious “values” and “prof-

its” of the derivatives market is one of the prime drivers 
of the largest bailout attempt in history. 

It is therefore essential that the bailout of the deriva-
tives bubble be stopped,  immediately. All derivatives 
trades should be declared null and void, and wiped off 
the books of the speculators. Any financial instrument 
containing a derivative should also be declared null and 
void,  and  wiped  off  the  books. This  unregulated,  in-
sanely leveraged casino should be shut down, and all 
claims arising from derivatives bets nullified, as if the 
bets had never occurred.

There can be no compromise on this. Shut it down, 
and shut it down now. Your life, and that of the nation, 
depend upon it.

johnhoefle@larouchepub.com

International Bankers’ 
Scramble Shows Money 
Can Solve Nothing
by Nancy Spannaus and Claudio Celani

Oct.  11—The  week  that  began  with  the  ramming 
through of the U.S. Congress’s bailout bill on Oct. 3, 
was supposed to demonstrate that the U.S. political-fi-
nancial establishment, and its European colleagues, had 
brought the global financial meltdown under control. In 
fact, all it showed was that the current financial author-
ities have no credibility, and that the issuance of money, 
trillions of dollars of it, will do absolutely nothing to 
save the financial system.

Rather, as Lyndon LaRouche has emphasized con-
sistently, the current financial system cannot be saved. 
It must be put through bankruptcy reorganization, and 
replaced.

The unprecedented collapse (800 points) of the U.S. 
stock market on the day immediately after the bailout 
was  signed,  launched  a  process  of  escalating  panic, 
which  unfolded  day  by  day  over  the  week.  Leaving 
aside most of  the European measures, which we will 
relate later below, the following shows the increasing 
amounts of money which were thrown down the bot-
tomless sinkhole:

Oct. 6: The Fed increased to $900 billion the lend-
ing limit in its Term Auction Facility, and announced 
that  it would begin paying banks  interest on their re-
serves, thus, de facto, reducing interest rates by 0.75%.

Oct. 7: The Fed invoked emergency powers to es-
tablish a new unit, funded by a deposit by the Treasury 
at the New York Fed, which will buy up an undisclosed 
amount  of  unsecured  commercial  paper,  which  busi-
nesses are no longer able to sell to banks to fund their 
daily operations.

Oct. 8: As the stock market opened in the U.S., the 
central banks of  the Group of 7 announced a coordi-
nated cut in interest rates, in the alleged pursuit of pro-
viding liquidity to the banks. The cut brings the U.S. 
rate down to a nominal 1.5%. The Fed announced that 
it was issuing an additional $38 billion to AIG, because 
it has already burned through most of the first $85 bil-
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lion, without touching its “core business.”
Oct. 9:  Treasury  Secretary  Henry  Paulson  an-

nounced  that  he  may  devote  $200-300  billion  of  his 
$700 billion bailout fund to purchasing preferred stocks 
in  U.S.  banks,  rather  than  dump  it  all  in  purchasing 
toxic bank assets.

Oct. 10: With market turmoil sweeping worldwide, 
despite the bailout efforts, the only thing the U.S. gov-
ernment could think of to do, was to bring out President 
George W. Bush to address the public—after which the 
U.S.  markets  went  through  unprecedently  wild  gyra-
tions, but ended up only 128 points down.

The European Epicenter
It has long been LaRouche’s contention that the Eu-

ropean banking crisis was, in fact, worse than that of the 
United  States. The  last  week  exemplified  this  reality 
dramatically.

On Oct. 8, the British government intervened with a 
mega-bailout plan of £500 billion pounds (about $1 tril-
lion), a figure approaching the almost £600 billion total 
government  spending.  The  plan  will  see  the  govern-
ment spend up to 50 billion pounds ($86 billion)—the 
equivalent  of  £2,000  for  every  taxpayer—on  buying 
proprietary shares in the banks in order to increase their 
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The LaRouche Youth Movement organizes in Germany’s 
financial center, in Frankfurt. The sign says, “What do Obama 
and Saakashvili have in common? Their political and financial 
godfather George Soros.”

BüSo (Civil Rights 
Solidarity 
Movement) 
organizers in Berlin. 
Left: “The only 
Liquid Bank Is the 
Sperm Bank.” Right: 
“Financial Crash: 
LaRouche Was 
Right: 3 Point Plan 
Now!”

 EIRNS/James Rea EIRNS/James Rea



30  World News  EIR  October 17, 2008

capital. Half is available immediately, while a further 
£25 billion can be used if necessary in future. In addi-
tion, the government will make £250 billion ($500 bil-
lion ) available to underwrite the banks’ medium-term 
debts. Meanwhile the Bank of England will inject a fur-
ther £200 billion into the markets, by offering Treasury 
bonds for “toxic assets.” This makes a potential liability 
of £500 billion, which amounts to more than a third of 
the British GDP and would almost double public debt. 
So far, eight banks are reported to be seeking govern-
ment  help  under  the  new  scheme:  Abbey,  Barclays, 
HBOS, HSBC Bank, Lloyds TSB, Nationwide Build-
ing Society, DBS, and Standard Chartered.

But, as the emergence of this week’s crisis in Ice-
land showed, the financial house of cards centered in 
the City of London is going to be hit a lot harder.

Iceland had been built as a “carry trade” center by 
British banks over the last few years. In a country of 
little  more  than  300,000  inhabitants,  massive  money 
was poured in, in order to exploit the different exchange 
rates between the Japanese yen and the Icelandic krun. 
Money was borrowed in Japan and used to buy Icelan-
dic bonds. The whole country was transformed into a 
hedge fund! Icelandic banks were flooded with money, 
which they invested in assets totalling over ten times 
the GDP.

A few years ago, when the carry trade flow was in-
verted, the money turned into a huge debt. The collapse 
of  the derivatives bubble created a  reverse  leveraged 
dynamic, as the Icelandic government tried to prevent 
capital outflow by repeatedly increasing interest rates, 
until the whole thing collapsed.

Facing bankruptcy, Icelandic authorities ordered the 
country’s banks to begin calling in their loans and le-
verage positions, particularly in Great Britain. The Brit-
ish launched a pre-emptive strike, and the UK Financial 
Services  Authority  seized  the  British  subsidiaries  of 
Kaupthing,  Landsbanki,  and  Glitner.  This  was  done 
under  anti-terror  legislation.  This  was  a  move  that 
forced the Icelandic government to move in, and take 
over  the banks under  the new emergency  legislation, 
which gives the government the right to take over full 
control of the banks. Kaupthing Bank was taken over 
on Oct. 9, along with Glitner, after the government can-
celled its plan to purchase the bank for Eu600 million. 
Landsbanki was taken over earlier this week.

This had an immediate repercussion in Britain, as 
hundred thousands of Britons have their money in Ice-
landic  accounts.  This  includes  private  citizens,  local 

governments,  banks,  and  utilities.  For  instance,  the 
county of Kent had £40 million, the London transport 
authority £30 million, various municipalities have any-
where between £10 and £20 million apiece.

Measures of Self-Defense
While the British measures were the most dramatic, 

national  governments  throughout  Europe  felt  com-
pelled to make decisions this week to try to protect their 
banking systems, and populations. While none of these 
is  adequate—nor  could  it  be  under  conditions  of  the 
collapse of the global dollar-based system—their very 
failure will tend to impel national leaders to move in the 
direction of  the FDR-style measures which are being 
championed by LaRouche.

Most  importantly,  as  we  emphasized  last  week, 
these  country-by-country  emergency  measures  have 
once again asserted the primacy of national sovereignty, 
as against the bureaucratic impotence (if not malevo-
lence) of the European Union bureaucracy.

Germany announced over the Oct. 4 weekend that it 
would provide unlimited state guarantees for bank de-
positors. It was followed by Sweden and Denmark on 
Oct. 6, and by Italy on Oct. 8. The ability of these na-
tions to carry out these intentions is clearly in doubt: 
Germany would need to have a Eu1.6 trillion fund to 
protect all depositors, as would Italy. Such an expendi-
ture would bring Germany to the current state of indebt-
edness of Italy, while Italy’s debt would become over 
twice its GDP.

Clearly,  the  primary  intention  of  these  announce-
ments was to prevent panic runs on the banks, rather 
than to actually pour in funds.

So far, the government which has come the closest 
to acting for the public good has been Iceland’s. Prime 
Minister Geir Haarde, in taking government control of 
the banking system, froze bank assets, and divided them 
into two categories, one of which (dealing with the do-
mestic economy) would be guaranteed a credit line, and 
the other of which was put on a second tier. On Oct. 8 
Haarde  announced:  “The  total  indebtedness  is  such, 
that there is no way that the Icelandic population can 
take responsibility for the debt these private companies 
have incurred. It happens every day in bankrupticies, 
that some are burned.”

A New Bretton Woods
There is, in parallel, an increasingly lively discus-

sion within Europe on moving beyond self-defense, to 
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Russian State TV Puts LaRouche On 
The Air: Revive FDR’s Bretton Woods

building  a  new  monetary  system.  President  Nicolas 
Sarkozy  of  France  and  Economics  Minister  Giulio 
Tremonti of Italy have both called for a New Bretton 
Woods system. Sarkozy, who this week hosted an inter-
national conference on the world financial crisis which 
included  Russian  President  Dmitri  Medvedev,  has 
raised the call for an emergency international confer-
ence  on  this  matter,  to  be  held  in  the  United  States, 
probably immediately after the November Presidential 
elections.

One of the most active debates on the New Bretton 
Woods is occurring in Italy, where Sen. Oskar Peterlini 
has  introduced  Motion  1-00029,  a  resolution  which 
outlines  the  requirements  of  a  New  Bretton  Woods 
credit system. The motion identifies LaRouche as the 
author of such proposals, and backs LaRouche’s call for 
a Four Power agreement (United States, Russia, China, 
and India) to establish a New Bretton Woods system. 
The motion will be debated next week.

In a Senate debate on Oct. 9 on the world financial 
crisis,  Sen.  Gianpiero  D’Alia  called  for  bankruptcy 
reorganization and a new monetary and credit system 
as the only possible solution to the crisis. D’Alia re-
ferred  to  Peterlini’s  motion,  and  read  through  the 

main elements of that text.
“It is not thinkable,” D’Alia said, “that the hole cre-

ated by speculation could be completely filled, nor it is 
admissible that public money be used to cover losses 
caused by mortgage-based assets and by derivative in-
struments  that  multiplied  speculative  values  beyond 
imagination. . . .  It  is  therefore  necessary  [to  have]  a 
system of rules where such speculative debts are extin-
guished  or  cancelled,  the  banks’  balance  sheets  be 
cleaned  up  guaranteeing  small  depositors’  moneys.” 
D’Alia spoke before a full house, convened for listen-
ing to emergency communications by Economics Min-
ister Tremonti.

Tremonti, who has appeared publicly in discussion 
on  the economy with LaRouche, has been outspoken 
against the economics of speculation, for the building 
of Europeanwide insfrastructure, and for a New Bretton 
Woods.

What can be said for sure, is that the discussion of 
establishing a new global financial system will be in-
creasing over the next weeks, as it becomes ever clearer 
that throwing money at the systemic breakdown, will 
not feed or clothe anyone—and will only make the situ-
ation worse.

The Vesti Nedeli (News of the Week) program on Rus-
sia’s national TV Rossiya channel put American econo-
mist Lyndon LaRouche on the air Oct. 5, in a segment 
about the current global financial meltdown. In excerpts 
from  an  interview  with  correspondent  Konstantin 
Syomin, LaRouche laid out both the inevitability of the 
total demise of the current financial system, likely by the 
end of this year, and the emergency alternative that he is 
fighting for.

During the program, anchorman Yevgeni Revenko 
drew attention to recent proposals by Russian President 
Dmitri Medvedev for a new financial architecture, as 
well as Prime Minister Vladimir Putin’s insistence that 
spurring  the  real  economy,  as  opposed  to  financial 
crisis-management, is the key to a lasting solution.

Vesti Nedeli is the Sunday prime-time news round-

up program on TV Rossiya, whose regular viewing au-
dience numbers 70 million people.

Here, from the third segment of the program, is an 
edited transcript of the program.

The Financial Crisis: Victims of the American 
Dream

[Yevgeni  Revenko:]  On  Friday,  Oct.  3,  the  U.S. 
Congress  finally  approved  the  bailout  plan  for  the 
American economy. An astronomical sum will be allo-
cated—$700 billion, although from Monday to Tues-
day, after the crash, the U.S. economy slimmed down 
by $1.3 trillion.

Late Saturday evening, the leaders of the four EU 
countries  that are also members of  the Group of 8—
Germany,  France,  Italy,  and  Great  Britain—finished 


