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A TIME LIKE NO OTHER ?
According to numerous voices from
the White House, the Congress and our top
government agencies and departments, our
economic system arrived at a point of near
collapse last fall which called for massive
injections of new capital that only the federal
government could provide.
History, tradition and ideology all
caved and, in spite of contrary assurances, our
country committed itself to a course unlike
we had ever undertaken before. Although the
end results could not then, nor cannot now,
be known, our economic system, and especially
the face and form of American capitalism, has
been irrevocably altered.
We do not argue with those who have
described our situation in dire terms. We must
hope for the “best”, although there is no real
“best”, while recognizing that the elements we
face and the stark choices they may impose are
of our own making.
How did we get here? What were the
legislative, ethical, managerial, political and

human failures that produced this meltdown?
Today we can provide only a few answers.
There will be more, as time releases them, but
even now it is evident that we are surrounded
by tragedy, folly, arrogance, power and greed
that would have intrigued Shakespeare had he
been able to imagine them.
*

*

*

History, as always, is a great teacher
and can provide answers. As for solutions,
they’re something else, and for them we have
to go elsewhere, but let’s start with history.
As far back as our colonial period there
was a common bond between our politics and our
economics which expressed itself in preference
for minimal intrusion by government in either
area. Our resentment of England’s monarchical
power was the basis both for our revolution
and the continuing embrace and emphasis of
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processes that now bear heavily upon our society and the price they exact upon our governmental
aspirations.
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independence thereafter in our lives,
culture and government.
Our economic persona was no
different. It was marked by independence
from birth, and this imprint was a guiding
force in its early growth and later
excess. Our colonial period was not an
economically easy one. With the exception
of expensive imports from Europe (mostly
English) everything — food, clothing,
housing, furnishings, and transportation
— was either home grown or homemade.
And yet a level of commerce
developed that could sustain the
operation of an elemental banking system.
Our earliest step towards a production
based economy was the manufacturing and
marketing of textiles centered on the free
source of waterpower offered by New
England’s rivers.
Waterways
could
provide
transportation as well as hydropower
and grew from early local usage to the
completion in 1825 of the 352-mile long
Erie Canal which joined Lake Erie and
the Hudson River. But canals required
relatively flat terrain, water availability
and either man or horse for motive power.
As the country and its travel distances
grew, however, their role diminished.
The
answer
to
America’s
transportation needs (the silver bullet
in more ways than one) came in the form
of the railroad. Trains moved people and
goods safely, economically, profitably,
quickly and mostly directly from one point
to another across our continent.
Originally invented in England
to accommodate travel over much
shorter distances, trains proved to be
able to provide travel benefits of cost
and comfort on our larger scale. They
bound the country together socially,
psychologically and politically, provided
the beginning of a distribution system for
a production based economy and became
the first and, perhaps, most essential step
in moving our country from agriculture
to industry.
Our age of the railroads lasted
for just about 100 years until auto and air
travel appeared. In this railroad century
we closed our geographical frontiers and
established the structure for a mixed
agricultural/industrial economy that has



been able to continue to compete and grow
so that it can now serve our vast twentyfirst century highly technical consumer
markets.
The framework within which our
economic growth occurred was that of
laissez-faire capitalism, the natural heir
of the economic/political independence
which attended our birth and early
growth.
Our 19th century economic and
territorial expansion called forth an
economic system that provided rich rewards
and harsh penalties. In addition, laissezfaire capitalism avoided any regulation,
elevated competition, both corporate
and individual, and was relentless in its
pursuit of maximum profit and efficiency.
These goals were considered as equally
appropriate for both corporate production
and financing.
And nowhere was this more evident
than in the golden age of railroads. While
routes were obtained, labor hired, fed
and housed and miles of track laid as fast
as possible, an equally determined game
was being played out on Wall Street and in
other financial centers.
There, lacking any meaningful
regulation until the Sherman Anti-Trust
Act of 1890, highly competitive efforts
raised capital in amounts large enough to
build the nation’s railroads and some of
its largest personal fortunes. Bond and
stock issues were often floated by bogus
boards of directors for companies lacking
both rolling stock and rights of way. Many
engaged in these financial battles failed;
others such as Morgan, Harriman, Gould,
Vanderbilt and Hill prevailed.
In this century of dominant laissezfaire capitalism other industries engaged
in financing activities similar to those of
the railroads, but the latter remained the
“gold standard”. During the early part
of the twentieth century the emergence of
our labor union movement and the income
tax, along with the elevated unity and
patriotism of WWI, dented our capitalistic
image, but its considerable political and
psychological momentum was able to
deflect these challenges.
With the stock market crash of
1929 and the Great Depression of the
1930s, however, it was clear that our

capitalistic system would have to be modified. Quite
simply, laissez-faire capitalism, which had enjoyed a
century of supremacy and withstood every challenge
of its time and place, could not stand shoulder to
shoulder, nor eyeball to eyeball, with the jobless poor
who moved from production to bread lines.

prefer the milder “recession” and even held off its use
until as late as possible.
Before proceeding there is one note of warning
to sound. Our western culture concerns itself with and
makes use of the past in many ways — “those who ignore
the past are condemned to repeat it”, for example. And
yet, in this study we find and cite instances where, in
forming policy for future actions, the conditions are
so different that our past will not apply.
The tendency to use the GD as a standard of
measurement for our current problems is one of these
instances as it implies that these two events have more
in common than they actually do. In fact, there are some
very significant differences which we must recognize
and understand.
At the most basic level, the numbers are entirely
different. We are dealing in trillions, not millions,
or perhaps billions, of dollars, and our population
is more than twice what it was in the 30s. Scale-ups,
whether economic or industrial, do not always perform
as intended, especially if the human factor is present.
In economics money can be a commodity. It can also
be a weapon. We are challenged to employ trillions
of dollars to achieve a first effort success. The
possibility of unintended consequences is very real.
In a prior issue we commented on the difficulty
of visualizing large numbers. Kathleen Parker of the
Washington Post provides help by stating that a million
dollars in one thousand dollar bills would form a
four-inch high stack, whereas a trillion dollars would
reach a height of 67.9 miles. 1
This is the first of two visual challenges that
face us. A stack of currency 68 miles high creates
perspective. It helps us to comprehend fiscal enormity.
But will it help us to visualize a trillion people when
our global population reaches that mark later in this
century? Our second visualization problem is somewhat
different in that it involves events as well as numbers.
It appears later in our text.
In listening to people talk about the GD,
especially those who did not live through it, there is
often the sense that its ten-year life was controlled
and that it ended as the result of the Roosevelt
administration’s efforts. This is only partially true,
as it was the economic improvement wrought by our
preparation for and participation in WWII that ended
the GD without which it might have continued.

It enabled us to have a national conversation
between ourselves and our government.

FDR unleashed a barrage of legislation which
extended government’s reach into areas previously
considered private of which the economy was clearly
one. But another enormous change was underway. It
was technological development and, with radio, the
first step towards our modern consumer society. Radio,
as television would later, bound the country together.
It enabled us to have a national conversation between
ourselves and our government.
With WWII the call of patriotism tied us even
more closely to each other and to our government.
The latter, by honor rolls, bond drives, rationing, new
taxes, travel restrictions, production priorities and
both civilian and military mobilization, entered into
our lives in many new and unexpected ways.
1939 was a line in time that changed the world
and WWII was fought to determine who would make its
changes — democratic or totalitarian forces. Russia
fought with the former, but in the postwar period
revealed its true intention to achieve global domination
for communism. It took another generation of the Cold
War before the USSR succumbed to its own internal
failures.
It is against this backdrop of our capitalistic
history that we must view our present economic
circumstances and the various methods and attitudes
now emanating from Washington that seek to provide
remedies.

*

*

*

THEN AND NOW
The situation that our nation now faces is
as dangerous as any we have experienced in the past
with the exception of Pearl Harbor and the Civil War
both of which involved military struggle for survival.
The closest non-military threat to which our present
circumstance is compared is the Great Depression (GD),
although official sources of both political parties now

In our situation nothing is assured,
and false hope is worse than none.



Our tendency to see it as a neat ten year event
carries over into references to our present recession

that include arbitrary time lines for policy success.
This poses both a psychological and a practical threat.
In our situation nothing is assured, and false hope is
worse than none.
But the most striking, and perhaps telling,
difference between our times and the GD lies in our
level of private, commercial and governmental debt.
Any effort to relate these two events to each other
must fail on this account.
Prior to WWII and FDR’s kick-start spending
programs the country still aimed to create budgetary
surpluses. Commercial debt was moderate and consumer
debt was minor and tightly controlled. It would
have been impossible for anyone, within or without
government, to imagine the trillion dollar scale of
our present debt structure for private and public
debt alike. We face an economic musket-to-missile
discrepancy between these two times and yet somehow
we must develop enough coherence to bring relief to
our own and other economies around the world.
This will be a formidable undertaking. We
will need an enormous amount of good fortune, the
understanding and fairness of the American people and
the ability of our elected government to cooperate in
the nation’s interest, none of which is guaranteed.

*

*

In those times, as communications and bank
records keeping were primitive, panics could form and
spread without warning. The causes of these painful
disruptions were not clearly understood, although
their effects most certainly were. This helped to foster
a view that the “market” was an omniscient force with
its own unnerving rhythm and regulation best served
by lack of human interference.
The economic and psychological pain of the GD
was so severe and extensive that FDR was convinced
that government intervention was necessary to save
the country. His were the first real steps for our
government on the path of economic macromanagement,
and they encountered bitter resistance from those who
considered our “free market system” one of the pillars
of our form of government.
Today, the “free market” is one of the conservative right’s most frequently used mantras, although our
“free market” has become considerably less free. It is
allowed to function freely only up to the point when it
causes political pain for one party or the other. Then
intervention is permitted.
Currently, intervention
is undergoing a severe test, not philosophically but
because of the enormity of the numbers involved. Even
President Bush, viewing Wall Street’s systemic failure
last fall, felt it necessary to scrap the “free market”
mantra and weigh in with massive government funding
to avoid a complete collapse of our financial system.
As this drama continues to play out, it becomes
increasingly clear that we are embarked upon a game we
have never played before. We no longer speak in terms
of billions, or hundreds of billions, but trillions. We
do not know what the effect of government intervention
on this scale will be. Henry Paulsen’s attempts were
ill-fated. Will Secretary Geithner’s be any better?
Why? He has not told us. Is there any reason to believe
that a few cabinet officers can produce results that
will cure our malady? Witness our newspaper and auto
industries where “top” management now presides over
their collapse.

*

Our present economic crisis is made of several
parts. They go by different names, strike at different
times and targets, but they are interrelated and their
cumulative effect could alter our attitudes about our
government, our future, our society and ourselves. We
are at one of those perilous moments in history when
the old controls may fail and the new ones are not yet
in place.
The first is the credit crunch in which banks find
themselves unable and/or unwilling to conduct their
usual lending function. This has been blamed on the
“toxic” securities marketed by the mortgage industry
and the associated failure of the housing market, but
equally important was our general high level of debt
that seems to know no boundaries.
Credit crunches, formerly known as “panics”,
are not new to our economic life. In our nineteenth
century period of homage to laissez-faire capitalism
they occurred frequently, striking large banks and
communities as well as small ones. Cash was king;
credit was mostly local and personal; and many people
and businesses slipped from prosperity to insolvency.
Surviving these sudden “panics” required being wary
and alert.

And with trillions,
there can only be one try.



In any activity, when we abandon the comfort of
our human scale in pursuit of the gigantic, we incur
greater risk. This is true in weaponry, transportation,
architecture, investments, etc., and there is every
reason to believe it will apply also to the distribution
of trillions of dollars to various states, authorities,
localities, agencies and contractors. We have not
dealt in these numbers before and it is suspect to
conclude that a very few people, just recently elected

GLOBALISM

or appointed, will get it right on the first try. And with
trillions, there can only be one try.
We can hope for the country’s sake that our
programs succeed, but the numbers are daunting and
we may encounter problems of scale as difficult as
visualizing a stack of thousand dollar bills almost 68
miles high.
The element of time is important in attempting
to repair our broken economy. Certainly, any remedy
that would take ten years, as with the GD, would not
be deemed a success. And yet, various comments from
administration sources, suggesting that we may begin
to see evidence of a turnabout in the next year or two
seem highly unrealistic to us. Larry Summers and
Tim Geithner are intelligent and successful economic
managers, but we run the risk that some of the major
forces they face, which have been gathering for years,
may prove beyond their rescue capability. Or they
may provide improvement in some sectors and further
problems in others; or perhaps short term benefits
followed by long term penalities. Here again, the
image of our three major automobile companies and
their failure to deal with the political and economic
problems of their industry offers some insight.
But the economic challenge is not all that the
new administration and congress must face. There is
also the parallel problem of our national psychology
which is now in a seriously troubled state. As the
number of our people that are unemployed, in pain,
insolvent or in poor health increases, so does their
disbelief in encouraging statements from Washington.
For, as they listen, they recall the lies from the past
and the multiple failures of other programs such as
“the war on drugs”, immigration and energy which
give the sense that we are not in control of our own
destiny.
In the past, wars have often served to provide
unity and improve our psychological state. That option
is no longer available due to our depleted financial
and military resources. The war in Afghanistan is an
important economic and psychological factor in how we
survive our current crisis. At the worst, its conduct
and outcome could become another negative; at best,
it might be neutral. As always, we must hope for the
best.
With regard to our national spending policies
we are in a “damned if we do and damned if we don’t”
situation, and our present purpose seems to require
us to mortgage our future. We cannot foretell with
assurance what will result from our massive spending
programs, but can be certain that their impact on our
nation and way of life will be long and deep.

*

*

*

The roots of globalism extend back to the
postwar period when America, with its currency and
production capability intact, was able to create export
markets throughout the world. This put pressure
on foreign producers to design and build innovative
products that could compete with ours.
Our increased exposure to foreign cultures
during and after WWII led Americans to seek the
products they offered, and we used our strong dollar
to increase imports.
The auto industry shows quite clearly how
imports, which were originally limited to luxury
models, were able to compete with our higher priced
cars and become successful enough to establish their
own production plants in this country.
Over time, our high standard of living with its
built-in high labor cost made American manufacturers
vulnerable to the new designs, engineering and consumer
benefits that foreign manufacturers developed and
marketed.
Not surprisingly, our corporate sector came up
with a way to increase profits by “offshoring” — i.e.
moving our homegrown, high labor cost production and
services to lower labor cost areas such as India, China,
Eastern Europe, Latin America, etc.
Globalism is essentially a continuous effort
to combine available capital and labor in such a way,
time and place that profit is maximized. Any number can
play, and do so instantly, thanks to the 24/7 trading and
managing capability of our global markets.
Offshoring is one globalistic technique which
has proved profitable for its corporate sector sponsors
but damaging to our country’s economic base. Here is
how, more often than not, it works:
1) Ajax Inc. is a manufacturer of a line of consumer
products faced with growing foreign competition
and a high labor cost per unit. In spite of having
taken a series of cost-cutting actions, profits
continue to erode.
2) It relocates its manufacturing operation to India
where it can take advantage of lower priced Indian
steel and labor. Encouraged by the results of its
manufacturing move, it also relocates its customer
service function and then its design and engineering
department.
3) For the US this results in job losses which
translate into reduced tax receipts and increased
unemployment expense at three different, but
important, levels of our economy. Net effect for
the US is a minus.
4) For the exiting corporation, the move is a plus, as
it accomplishes savings in raw materials and labor.



“AS FAR AS THE EYE CAN SEE”

It can dispose of its US plant, and operations will
benefit from the elimination of both its property
taxes and employee health and retirement plans.
Profitability is restored; shareholders are pleased;
and management can logically argue for increased
compensation.
5) The goods newly manufactured in India are sold
back into the US as imports which provides a profit
opportunity for the manufacturer and calls for
expense by the US. Again, the net effect is corporate/
positive and US/negative. Nor should we forget
that the sales revenues generated in India may be
put to use there or elsewhere and not repatriated
in which case they can qualify for special US tax
treatment substantially less than what would have
been due under domestic manufacture.
6) In each direction, exiting and entering, revenues
and savings are enhanced for the corporation and
diminished for the US.

In 2001, when G. W. Bush took office this was
his forecast of budget surpluses. Today, it is accepted
by both political parties as a reasonable prediction of
deficits. That’s a 180° reversal! Such a result does not
come easily. What happened? Do we need new lenses,
or values or measurement forms? Probably some of
each.
Our budget deficit future appears beyond
bleak and reaches almost to impossible. To further
complicate the situation, while Pres. Obama has tried to
correct some of the less than transparent accounting
techniques of his predecessor, the view ahead that we
are now given by the administration and Congress seems
both incomplete and optimistic.
The annual budget deficits of the Reagan, Bush
I and Clinton’s first term years averaged $134 billion.
There were then three years of surplus in Clinton’s
second term and one year of G.W. Bush’s first term
followed by seven years of additional Bush II deficits.
The annual average of budget deficits under Bush II was
$253 billion which did not include off-budget items,
most notably the war in Iraq2.
Looking ahead, the same source predicts
deficits totaling just over $6 trillion, or an average
of $864.3 billion for an Obama presidency expected
to last for two terms. Another government source3
carries its projections out through 2019 and estimates
total deficits of $6.35 trillion with an annual average
of $577.3 billion. Although their time frames differ
both sources arrive at a total deficit figure around $6
trillion.

Globalism’s goal to align the elements of the
world’s economies in the most profitable way possible
attracted the participation of many international
financial institutions that recognized the opportunities
for new and larger fees and interest payments. With
governmental and private institutional acceptance in
place, the corporate sector did not want to be left out.
The necessary pieces of the puzzle were in place and
globalism developed a surging momentum that overcame
most doubts and defied opposition.
But here, again, the matter of human scale
arises. The combined trade figures of the world’s
economies measure in trillions and it is not easy for
bureaucrats in Bombay, Brussels or Boston to fully
understand at all times the effect of the movement and
relation of these vast numbers.
Their interrelatedness made for a cohesive
market in the expansion phase which most participants
viewed as permanent. But as error or instability, at
first locally and then more widely, began to appear,
the mass and reach of this interrelatedness proved to
have unforeseen and dangerous consequences. Shared
benefits could quickly become shared penalties. And
nowhere was this more apparent than in the closeness
of the international banking community.
At first this may sound like nothing more than
another comment on human greed which, of course, it
is. But it may be more, if negative results persist and
governments are called upon to make real changes in
their international financial structures. Presently,
this appears to be both highly possible, and perhaps
probable, as recession increases and we contemplate
the deeper pain of a major depression.
*

*

*

the expectation that they can be controlled
and applied effectively grows less realistic.



All such projections represent fantasy of one
kind or another. The possibility of accuracy with
numbers of this size with which we have no experience is
slim, indeed. Add that these funds are to be distributed
to a mix of locations and projects selected at the
national political level but administered locally, and
the expectation that they can be controlled and applied
effectively grows less realistic.
As a consequence, our own estimate of the task
ahead to repair our economy is that it will take longer
and be more costly by another $2 trillion than what
is now proposed. If this is the case we can expect our
official national debt to approach $20 trillion in the
next decade, and our total, or true, debt to increase

from our present $56 trillion4 to $64 trillion.
These are sobering figures. And yet, more than
dollars are involved. Even if we are able to withstand
their arithmetic, they will have a profound effect upon
how we and the rest of the world experience and define
the different America that they will produce.
Everybody will keep their own count  — Bin
Laden his, the EU its, the Chinese theirs. But there
will be shifts in perception. We will be seen as less
of a leader and certainly no longer all powerful. Our
foreign policy initiatives will not be delivered with the
assumption of unopposed success. They may well, along
with our dollars, show signs of weakness and of age
— of being less than before and everyone knowing it.
And, if we can summon the truth from our trial,
we must realize that our own identity has suffered a
significant change. We will no longer be #1, the sole
superpower. We may have to share privilege, authority
and power with others and have to test and address
our concept of international leadership. Such a shift
would reflect the political and diplomatic realities of
our changed status. To ignore or deny them would only
make our way and future far more difficult.

Will we learn? Will we lead?

Our government has deceived us, and we have
deceived ourselves, for far too long. And it is unlikely
that our friends and enemies throughout the world
will join in this deception as our fortunes change.
The real truth and beauty of America are found in our
Declaration of Independence and Constitution. Without
them the American people are not better or worse than
many others. We, and others, have been widely misled
by the hollow hype of our media age. We, and they,
deserve better. We could redeem ourselves by leading
the way. Will we learn? Will we lead?

*

*

*

THE BANKING CRISIS
In 1933, a senatorial inquiry into the stock
market crash of ’29 chaired by federal judge Ferdinand
J. Pecora conducted hearings and took testimony from
the heads of Wall Street’s leading banks and brokerage
houses5. This was an occasion of great public interest,
as throughout it there appeared a common thread of
denial and deflection which, ‘though artfully presented,



was unable to prevent any conclusion other than that
those questioned comprised a tightly joined community
whose interests enjoyed precedence over those of its
customers or the public.
Last fall, seventy-five years later, Wall Street
again almost engineered its own destruction. The
practices in which it engaged and the defenses it put
forth were eerily similar to what had been disclosed to
Judge Pecora’s investigating committee, but the present
circumstances carry with them the threat of far greater
future risk — both financial and psychological.
Following the Pecora committee’s revelations,
Congress passed legislation that separated the
brokerage and investment banking functions from
commercial banks. But breeding will out, and our
political DNA is formed of tightly wound strands of
money and power.
Chafing under this unnecessarily restrictive
rules change, the financial services industry through
elected representatives, media, trade groups and
lobbyists undertook a campaign to rescind what it
regarded as an onerous burden. Eventually, it succeeded and embarked upon a new round of marketing “I win,
you lose”, increasingly arcane products for which
even their originators could not provide convincing
evaluation.
America entering the GD had little in common
with America today. We were still on the gold standard.
There was little consumer or national debt. Government
played a lesser role in the lives of the people, and there
were no retirement benefits of any significance to be
had from either the public or private sectors. Those
too old or ill to work depended upon savings, annuities,
family support or taking residence in a “home” with
others who shared their plight and where life could be
described as “spare” at best. In general, there was the
sense that the country had suffered a very bad turn of
events from which everyone should do their share to
recover.
To many Americans today those times and ways
seem distant and quaint compared to ours. We have
become dependent upon retirement benefits from both
private and government sources and through them,
especially Social Security, have provided a measure of
independence for those at the end of their working lives.
And a new care providing industry has grown rapidly
into one of our largest. In making these changes, which
most people see as improvements, we have become more
used to and tolerant of a larger role for government
in our lives.
This, of course, is neither all bad nor all good
and requires constant tuning to maintain a reasonable
balance between the extremes of more and less. And,
although over the years we have developed a different
psychology, solutions to large social problems do not

International currency markets are delicate
mechanisms. They are highly interrelated and hostage
to both internal and external events whereby minor
actions can produce major movements.

come easily in our contentious, contemporary America.
As Americans look upon our present wreckage
and feel the effects of destroyed credit, greatly
diminished home and securities values and job losses,
they tend to try to make sense of it all by likening
it to the 1930s. Except in a most general way this is
not valid, and the fact that we are laboring under
new circumstances increases the possibility that our
government will not be able to provide the answers.
We have a bitterly divided two party political
structure that draws strength from the extreme
positions of both. We have within our economy an
element of consumer debt of $2.5 trillion. More than a
third of those with credit card debt of $10,000 or more
earn less than $50,000 a year6. We have an official
national debt of about $11 trillion moving towards
$20 trillion; and total obligations of $56 trillion,
also increasing. These realities today were not even
imaginable in 1930.
The end result is that, while studying the
history of the GD may offer us some comfort, we have
been dealt a very different hand to play. By several
measures one can make the argument that our country’s
reckless overspending and irresponsibility over the
past half century has rendered us insolvent. This may
sound shocking, but it is difficult to view our enormous
levels of national, state, local, corporate, mortgage
and personal debt with a realistic belief that we have
the means to repay it.

*

. . . and what’s left are those “too big to fail”
and those “too small to bail”.

We have found out and now must accept that
economic “growth” of the Reagan through Bush II years
was based on an expansion of credit, not production,
in which there were many players. There has been a
painful sorting out, and what’s left are those “too big
to fail” and those “too small to bail”.
The dollar is still the world’s reserve currency,
but already we can hear arguments against this status.
Should these voices grow to the point where the dollar
has to prove its value and/or its status in the face
of actions by central banks to reduce their dollar
holdings, our economy’s reliance upon debt could
prove very hazardous to us and our currency.
As the world’s reserve currency, our dollar
finds support not available to lesser currencies, even
though we erode its value by our increasing level of
debt. Were another currency to appear that could
challenge the dollar the latter would quickly lose
value, causing dollar owners to reduce their holdings
and thereby putting further pressure on its value.



*

*

There is one other important difference between
the GD and today. It is the extreme outrage felt and
expressed by people towards Wall Street for its role
in our national disaster. This has been a story that has
replayed itself with increasing frequency primarily
because the financial services industry’s immense
political force is able to deflect any appropriate
regulation by government.
Like any industry, Wall Street strives to create
growth opportunities by developing new products, but
today Wall Street’s products all too often are designed
to generate fee opportunities rather than to fulfill a
genuine consumer need. This was not always the case.
Our great age of railroad construction in the nineteenth
century was made possible by the funds obtained from
Wall Street’s issuance of bonds and shares. And its
role was repeated in the electric utility combinations
and construction of the early twentieth century.
In both instances, Wall Street’s skills and
people generated “products” that well served the
interests of our nation and people and tied them more
closely together. In the process, of course, large fees
were paid and profits made which were justified by
the results. Not so today when, quite reasonably, the
public is outraged that it has been duped again.
There is deep resentment over the obscenely
excessive amounts of money that Wall Street
managements paid themselves as the bubble was clearly
bursting and the equity markets in almost free fall. In
the final months of last year the total of bonuses paid
reached $18.4 billion7 some of which were paid while,
and even after, the government undertook its bailout
program to avoid total financial collapse.
More recently, in March, it was revealed that
AIG paid out $165 million of bonuses to traders in
its Financial Products division after receiving over
$180 billion in bailout funds. Up until the last minute
before its passage, the stimulus bill had contained a
provision that limited executive compensation to bailout
recipients, but it was removed by Sen. Chris Dodd (D.
CT), Chairman of the Senate Banking Committee8. Dodd,
who ran for the Democratic nomination, received
over $850,000 during the 2008 election cycle,9 from
corporations that received TARP bailout funds . There

is no quid pro quo evident or suggested, but political
giving of that magnitude inevitably produces close
relationships and the potential for bias, whether
conscious or not. Duped is one thing; arrogance on
a scale such as this is another and will not be soon
forgotten or forgiven.
The sub prime loan mess suggests persistent
fraud at every stage. In its initial lending phase there
was widespread collusive fraud between lenders and
borrowers which was continued when these toxic loans
were bundled and presented to the rating agencies.
The latter committed their own brand of outrageous
fraud by assigning to them their highest ratings. The
deception continued when the toxic loans, now rated
triple-A, were presented to investment banks and again
in the final stage when the investment bankers sold
them to their clients. Wall Street is a numbers game
in which the present players ran out of bounds. Its
recent show of greed and incompetence may well impose
upon it the effective regulation it has so determinedly
tried to avoid.

*

*

to other goals — “But what about . . . ?”; “On the
other hand . . . ?”; “What if . . . ?”; “We must remember
. . . “; “Don’t forget . . . “ One by one, on the road to
reality, they will drop away, but for the time they are
very much with us, and we must use them as best we
can.

. . . a persuasive argument for serious
and continuing debt reduction.

*

MARKET MAYHEM
While Wall Street puts its numbers to use
in “Mickey Mouse” games, beyond the tip of lower
Manhattan the rest of the country must deal with
a mass of constantly changing numbers upon which
our country’s future may well depend. These are the
economic forecasts, projections, analyses, models and
business plans that we hope will resolve our current
uncertainties as painlessly as possible.
They are subject to interpretation, discussion
and argument by the public and by “experts” who offer
the broadcast media’s presence and output from early
morning to late at night, and sometimes around the
clock. They are used to bolster opinion. Although
some of them may turn out to be accurate, at this point
they all compete for credibility.
Eventually a few of these numbers will emerge
from the efforts, legislation, hearings, conferences
and proposals of governments here and abroad as
truth. They will be seen as results, not forecasts; they
may still be subject to debate as to whether they are
“right” or “wrong”, but they are more fixed; they have
established their place and time. They are fact, or as
near to it as we can come in the present moment.
But, unfortunately we are not there yet. We
struggle to imagine, to see with clarity, to choose
wisely, desperate to put our own imprint on reality.
But, of course, there are always other voices dedicated



First, however, we must confront our second
visualization challenge. We must ask ourselves and
our elected government to imagine the circumstances
that must take place to permit us to create meaningful
surpluses by which we can realistically expect to reduce
our debt. We do not refer to minor or occasional
reductions of our annual deficit. We must recognize
our problem in its entirety, and that means creating
policies and programs that make a persuasive argument
for serious and continuing debt reduction.
Our past and present budgetary deficits are
not sustainable. The arithmetic of their accumulation
is cause enough for concern, but they also have the
capability to threaten and erode our dollar’s value
and our social contract between the people and their
government.
This last is critical. Congress and the executive
branch seem to operate on the basis that there is no
amount of expense that the American taxpayer will not
accept. They are wrong. Governments and political
systems have their tipping points when unrest grows to
the point where law and order fail and the spirit of the
mob is let loose among the people.
The Obama administration’s budgetary forecasts
make for bleak reading in themselves. Congress’ failure
to identify or propose any debt reduction mechanisms
suggests that our economic future will be marked by as
much folly as our past, and that the burden is expected
to be added to that already carried by the tax paying
public.
In a time when both population and major
expense categories such as health care, Social Security,
education and infrastructure are expected to increase
incrementally, the taxpayer’s load may well prove too
heavy to bear. At that time his/her sense of abandonment
by government may reach the point where the pain is so
great that the economic, political and social threads of
our people/government tapestry must be rewoven with
different fabrics and from different patterns in order
to survive.
All of which raises another vital question. In
nature, in physics and chemistry, elements can change
their values according to the temperature, altitude,

The escalating cost of taxes, tolls and fuel
poses a negative for our popular commercial trucking
industry and may offer new opportunities for our
railroad freight system.
The Eisenhower system’s cost ran to billions
of dollars and its “shelf life” seems to be about one
generation. Now, as we undertake repairs, we are
speaking in trillions! That is an enormous difference.
Looking ahead to increasing raw materials/labor costs
and more population/cars/travel when the next round
of maintenance will be necessary, the costs will be
significantly greater and the “shelf life” will probably
have shrunk.

light, pressure, etc. of their environment. We face an
economic environment with laws which we do not fully
understand. Our question is whether, as major changes
are wrought in our public/government relations, will we
be able to retain our historical political and economic
values? This should be a matter of open debate by
the public, the media and government in considering
programs as vast as those we now undertake. Sadly, no
such expression of national interest has occurred.

*

*

*

New numbers are needed.
Much mention has been made in our recent
discussions of stimulus spending of our need to repair
our infrastructure with primary emphasis on the roads
and bridges of our interstate highway system. The
latter received spectacular attention last year when
a key bridge in Minneapolis collapsed without warning.
“Without warning” is not quite correct, however. The
American Society of Civil Engineers (ASCE) has claimed
that we must spend $1.6 trillion over the next five
years for infrastructure repairs and maintenance10,
and the truth is that we have had ample warning going
back about twenty-five years when a large section of
I-95 collapsed into Long Island Sound at Byram, CT.
Other isolated signs of deterioration, often attributed
to local circumstances, began to follow.
President Eisenhower initiated our interstate
system in 1956 which gives it a ‘shelf life’ of about
fifty years measured to today, but only about twentyfive years to the Byram collapse. As maintenance
work lacks the appeal of new construction, local/state
agencies and voters find various ways to defer it, even
though the federal government normally pays 90% of
the cost.
The question that these failures raise and that
few people ask, and even fewer attempt to answer,
is — “What is the real cost of present and future
infrastructure expense?”
Our present interstate highway system of 47,000
miles11 differs greatly from the original 1956 program
which was designed mainly for passenger cars. Today,
the mix runs more to commercial traffic with its heavy
trucks and trailers and the wear and tear they cause.
More telling, the number of vehicles on our interstate
highways is now four times what it was in 195612.
The recent stimulus bill assigns $30 billion13
to highway infrastructure over the next two years,
but we think our continuing growth in population and
vehicles would prove this amount insufficient to meet
future market and safety demands.

As we go down this road, paying both more and
more often, what is our real cost? It would be most
revealing to measure the dollar cost per mile of US
highway construction from 1956 to the present and
also for what is planned under the current stimulus
legislation. How do we get our elected representatives
to employ a budgetary system that recognizes these
realities? In effect, this is one aspect of the task of
creating good government in which we have been sadly
negligent and unsuccessful. New numbers are needed.

*
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One of the absolutely critical elements of
the present economic circumstance is our rapidly
increasing national debt.
Recent Congressional
Budget Office estimates anticipate $9.3 trillion of
budget deficits over the next decade will result from
the Obama stimulus program14. Any such projections
involving massive numbers over a lengthy period defy
reality.
And yet their impact will be felt. There will
be results with which our government and our fellow
citizens will have to deal as best they can. Some of
these consequences will be domestic; others will be
put to us by friends and enemies abroad.
In recent memory we were the world’s largest
creditor. Today our role is reversed and we are its
largest debtor. As debt increases, debtors find it more
difficult to determine their own destiny and, while we
still enjoy exceptional status throughout the world,
we will not be an exception to this rule.
As our debt grows and reaches 5% or more of

our gross domestic product,15 such levels are viewed
by many economists as unsustainable. Similarly, as
interest on our “official” national debt may come
close to an increase of 100% in the next decade, it will
put real pressure on the amounts available to other
expense categories, as the “pie” cannot always expand
to accommodate increasing expenditures.
This interest in the fiscal year ending 9/08
amounted to $457 billion and was the third largest
item in our national budget16, exceeded only by our
spending on Social Security and defense. Anyone who
has experienced excessive debt will recognize the
irresistible force that it will apply to our future
budgets were it to double by 2019.
Federal spending on Medicare, military/defense
and Social Security over the past decade has shown
persistent increases and reached record levels. In
the case of Medicare and SS their support derives from
wide social and human, as well as political, sources.
The biggest shock to our system is finding out that
things are not as we have been told by Wall St, the media,
and our elected government. We have experienced
an enormous loss of confidence which is reinforced
locally and painfully by friends, family and neighbors
losing jobs.
Rot is strong and deep. It shows up in Bernie
Madoff, Allen Stanford, local political corruption, and
flagrant misuse of church funds for Las Vegas junkets
by Florida Catholic clergy not burdened by diocesan
supervision, accountability or punishment.
Our federal debt having grown from $5.7 to
$10.6 trillion during the Bush II presidency17 its limit
was extended in the recent stimulus bill to $12.1
trillion, a 10% increase in one year. Our total true
debt is now seen as $56 trillion by Concord Coalition,
an increase of $5 or $6 trillion from the figure we used
in our 4/05 issue.
These are not just numbers. They carry with
them a message of human pain and fear in a society
whose claims, character and values are being revealed
as less than what we have been told and have believed.
Prominent in this process of societal downgrading is
the failure of many of our institutions to protect those
for whom they were created.
In the course of our financial meltdown we are
exposed to much false rhetoric — now is the time to
buy stocks, go shopping, etc. Our current situation
shows how dangerous these attempts to manipulate
public behavior for personal profit have become.
But there is another looming threat on a far
larger scale which we must recognize. Again, it has
to do with our enormous debt load. Listening to our
political representatives from both parties, we are
given the impression that our stimulus measures will
create near term debt which, as the stimulus kicks in

and the economy improves, will be retired by rising
revenues and their receipts.
This is another trap! It is simply not possible
that the accumulation of spending and debt that we have
built into our system can be eliminated by a few years
of improved circumstances even if they are accompanied
by budgetary surpluses.
Consider that the interest on our debt will
show a large increase. Consider that health care is
expected to continue to claim a growing share of our
budget. And there are the unavoidable consequences
of expansionist immigration/population policies that
translate into higher service and maintenance costs at
all levels of government. All these claims upon our
budget will continue to alter its percentages. And they
will be paid.

*

*

*

THE EVER PRESENT, UNINVITED GUEST
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There is an uninvited guest that has a seat at our
economic table. He is our own blood and yet we do not
acknowledge him. He attempts to avoid notice and yet
he takes a share of everything that is served. Whether
we eat with our hands or use implements, he does the
same. Occasionally, we move against him. We ask him to
leave, or say that he will no longer be served. But he
pays no heed. He has friends in high places. His name is
‘fraud’.
How did he come to our table? Why can we not
expel him? What claim has he upon us? Again, we may
look to history for answers, but not for solutions.
In early America law was created, not imposed
by royalty or invasion. Our creation borrowed heavily
from the body of English law that had developed since
Magna Carta, but bore our own distinctive American
imprint. And, as with finance and politics, as we moved
our borders westward, the circumstances of that
expansion were reflected in “the law of the land”.
From the earliest days of our westward
migration certain patterns repeated themselves. The
first communities were small and composed mostly of
a few families and/or friends. If they were successful
in establishing an economic and social base, they grew
to become towns, counties, territories and, finally,
states.
At the leading edge of this process, law was
mostly of the basic criminal variety and was delivered
by sheriffs, marshalls and enraged citizens. There

were many more firearms and “hanging trees” than
courtrooms and justices. In time, this mix would change
and, as population and trade increased, the niceties of
commercial law took their place alongside the criminal
code.
With statehood and admission to the union
our law enforcement and judicial systems entered
a more mature phase which established a variety of
restrictions, benefits, regulations, penalties and
procedures that had not existed before. Life (and law)
became more settled, more formal, more fashionable
and less violent. The frontier was replaced by
“civilization”.

There are others such as SS and our agricultural
subsidies; and there are many smaller programs tucked
into the dark corners of our budgetary legislation.
But they pale beside the opportunities for fraud
that will be created and realized at local, state and
national levels by the immense and prolonged stimulus
funding upon which we are about to embark. What’s
more, as with most federal programs, it will lack
meaningful safeguards and enforcement procedures
which increase the cost and time of implementation.
As the amount and reach of stimulus fraud are
revealed, Congress will feign surprise, but by that time
all the necessary state and local power structures
will have been activated and reformed around the new
money from Washington. The truth of Tip O’Neill’s
defining statement, “All politics are local.”, reaches
far beyond the voting booth.
We tend not to think of our historical insistence
upon independence in our political and financial
pursuits as encouraging anything illegal. And yet it is
in our DNA and marks our economy in ways and places
large and small.
As he contemplates the future, the guest at
our table allows himself a wry smile of anticipation.
In due time we will know why. The proof will be in the
pudding.

. . . financial law was seen to be as
laissez-faire as capitalism.

However, our legal DNA has carried down for
generations some of our early frontier legal code. As in
finance and politics, we engaged in a highly competitive,
independent and often arbitrary form of co-existence
that rejected intervention as much as possible. To the
extent that we could make it so, financial law was seen
to be as laissez-faire as capitalism.
The relationship between the two was symbiotic
and the result was that our economic and political
systems have historically tolerated a high level of
fraud. It has been in the past, and continues to be, a
growth industry. It is there, like the guest at the table,
and shows no sign of voluntary departure.
Earlier we pointed out the various stages of the
“toxic” mortgage debacle during which massive fraud
was perpetrated by the Wall Street lending, rating and
marketing sectors. Backed into a corner by their own
cupidity, they warned of total collapse if they were
not rescued and, putting aside their usual objection
to intervention, opted to accept the balm of taxpayer
billions, and perhaps as much as a trillion. There is no
telling when “more” will become “enough”.
But even then the guest will not excuse himself
and leave our table. He hears the political argument
revolving around the proposed stimulus package, knows
that it will pass and that he will play an important
role in it. For fraud it will be a “slam dunk”, a golden
moment not to be missed.
We have dealt with massive fraud before — in
the Iraq war, in Medicare, in Social Security, in FEMA
and elsewhere — but the potential here is far greater,
and will probably be achieved.
In our January ’08 issue devoted to healthcare
we cited an FBI estimate of $60 to $100 billion for annual
Medicare fraud. This is a shocking amount and yet it
applies to only one of our key government programs.

*

*

*

CONCLUSIONS
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The greatest peril from our present crisis
that our nation faces is the long term effect of its
vast increase of our indebtedness. Unemployment may
decrease and sales may increase, but annual deficits of
a trillion dollars have a force all their own and are
not manageable.
We are fortunate in a way in that, because our
dollar is the world’s reserve currency, we can print,
rather than purchase, the funds we need to pay our
debts. But there are unwanted consequences there, too,
as any cheapening of the dollar would invite challenges
to its reserve currency status. Such a challenge would
accelerate its loss of value and, were it to succeed,
would cause considerable instability in international
economic markets.
Historically, printing more money has appealed
to politicians and offered them, for the moment, the
least painful course of action. Like all addictions it is
dangerous and possessed of harmful side effects. We
should not undertake it, but all indications are that we

will, as it is a quiet and time-tested way of “kicking the
can down the road”.
We may find that globalism’s ties are ones
that bind and we will not be able to act with the same
economic insouciance and independence as we have in
the past. Such a realization by us and others would
most likely result in a realignment of the international
financial structure.
But there is more to be concerned about —
more than our federal debt. Our states, too, face
budget deficits that emit a disturbing signal. Over the
four year period from ’02 thru ’05 total state budget
deficits averaged $60 billion. In the projected ’09 thru
’11 period their shortfall is anticipated to average
$115 billion. Only eight states are expected to break
even or show surpluses.18
Why is this significant? Because states must
seek their funds from the same source as the federal
government — the American taxpayer — and will
increase the load that he/she must carry.
We exist in a time of great peril from natural,
political, social, military and population forces that
we can neither anticipate with accuracy nor, with any
certainty, control. All of these have the power to
impose sudden and major change upon our economy and
society.
How do we propose to deal with the heretofore
unimaginable numbers and unknowable challenges that
lie in wait for us? Our primary line of defense is an
inept Congress so given over to achieving ideological
and political advantage that it has become a portrait
of paralysis. Given the magnitude of our problems, it
would be unrealistic for us to expect it to readily come
up with solutions. But, solutions aside, the Congress
does not seem able to aim itself in the right direction,
to align itself with the increasingly beleaguered
public’s need for good government.
What comfort can we take from what we face?
The stimulus package and the recovery effort needed
to implement it are immense and the problems seem
even larger. The dollars envisioned are vast and seem
destined to reach all levels of our economic structure.
Their successful application will require fairness and
a deft touch.
The numbers of everything — dollars, forms,
regulations, applications, recipients, projects,
possibilities for failure or success — form a scale with
which we are unfamiliar. They travel along lines, more
often of imagination than experience, and intersect at
inconvenient and painful places in our national political
and social life that do not adapt easily to government
intervention.
Our present situation is not one of chance. The
fact that it has been self-made over an extended period
of time lessens the possibility of self-correction.
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And the dollars required preclude any significant
additional funding if flaws or failure result. The
money and, perhaps, the time will not be available. If
it is to work, we must get it right the first time. There
will not be time, or money or patience for tinkering and
a long learning curve.
This is a time when our past theories and efforts
may not be able to provide solutions. There are so many
unknown and unpredictable elements that we will need
a large measure of good fortune in order to succeed.
The most damaging ingredient in this mix of
money could well be our own government, those in our
agencies and the Congress who are empowered to form
and implement our economic policy.
From the beginning of the meltdown last
September through last month they have engaged in
their usual ideological conflict. This is marked by
personal accusations and attacks, by votes and nonvotes and media exploitation. There is little evidence
that this atmosphere can change, but what’s far worse
than this behavior is the dead-end realization that
our government cannot function in any other way, as
most of those involved, whether elected or appointed,
cannot envision a national interest, or debate, or effort
without a strong ideological component.
There are some, but few positives. One may
be the realization that our economy is not a real-life
board game played for fun by those on Wall Street.
It is likely that our present pain will bring about
meaningful changes and improvements in our capitalist
system. These are long overdue and need not limit its
opportunities.
Of one thing we can be certain. Spending close
to $10 trillion will bring about many unforeseeable
changes in our national and individual lives. There is
the strong probability that they will be of such size
and immediacy that they will require us to think more
clearly and closely about our world and government.
That would be a real plus.
The American people have a shared sense of
fairness which they have allowed to be abused by
their political representatives. Quite simply, the
public’s fairness is more advanced, more effective and
more genuine than that of its government. Any broad
improvement in this difference would be of great
national benefit. Turning around an economy the size
of ours is no easy matter, and we will need all our skill,
intelligence and judgement.
It is an all too common form of public deception
to suggest that we gradually work ourselves out of
our present mess. It is long past that point. It is too
big, and getting bigger. We have built into our system
mechanisms, both political and economic, which cannot
be dislodged without great effort. Such an effort, to
be successful, will impose its own pain and reality.

This will be the next great challenge to our
people, our political and financial systems, our society
and our way of life. We will engage in a new kind of
arithmetic. We will have to add here and subtract there
and maintain our balance throughout the constant
change.
The old voices are hoarse and tired from
repeating the slogans and mantras of the past. The old
models will not work and new ones are yet to be tested,
or trusted. We are at the edge, and the wind is rising.

*

*
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15
Ibid
16
Waste Watch, Citizens Against Government Waste, 2008
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Reading Tea Party Leaves, Palm Beach Post, 4/16/09
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States in Crisis by Nill Novelli, AARP Bulletin, 3/09

*

EPILOGUE
And now we revisit our first visualization — the
one trillion dollar, 67.9 miles high stack of thousand
dollar bills. If the CBO estimate of $9.3 trillion of
budget deficits over the next decade is correct, it
would require a column of bills 630 miles high. That’s
outer space, beyond the earth’s atmosphere, at a level
used for space exploration and orbiting satellites.
For another perspective turn this column 90°
and lay it across a map of the country. It would extend
westward from NYC to Detroit. Unlike our nineteenth
century territorial expansion, its progress will lack
the lure of the far Pacific and the courage and strength
it took to reach there. And the threats that we will
face will not be those of the plains Indians or winter
in the Rockies. They will be those that we have mostly
imposed upon ourselves.
Self-correction doesn’t come easily, and almost
never in Washington. And yet, we must pull back our
debt frontier to avoid its known and unknown perils.
This will be a slow and agonizing effort and is not
likely to be accomplished before mid-century, but in
this matter our future cannot be one with our past.
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