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I constantly watch the G7 news because this imperialist collection of nations is at the heart of the banking collapse. They and only they have been hard at work, trying to flood the world with more red ink in a benighted attempt at bringing 'liquidity' to the vast seas of red ink they, themselves, created. Even as China tries to sop up this red ink in its FOREX reserves which are racing towards $2 trillion, the entire focus of the G7 is for more red ink. Even as 'money' vanishes as 'assets' collapse in value in the West, the 'cure' is more red ink. So today, we look at some debt statistics and past banking law changes in the US. And how the US uses debt to create money. The great wellspring here is government debt. Indeed, England and the US are in competition to see who can go the deepest into debt. This happens to be the same imperial complex that has ruled the world for the last 200 years. And the British half has teetered on bankruptcy more than once during this reign.


The Black Death of financial collapse
By James Cumes 
Rational economics based on real investment, productivity and production died in favor of speculative and often Ponzi pretensions. The cowboy junk-bond merchants of the 1980s metamorphosed into respectable, mostly young and usually idolized financial wizards who "perfected" sophisticated, highly complex credit devices. From the 1990s, these highly leveraged instruments took the form of derivatives, private-equity, hedge-fund and mortgage securities, abbreviated to CDOs, SIVs and the rest. 
Allied with "free" markets, deregulation and the uninhibited flow of all kinds of finance, those financial devices destroyed industries and the jobs that go with them. With casual indifference, they also destroyed the self-reliant working and middle classes until then typical of robust free-enterprise economies. 
Theirs was not Joseph Schumpeter's "creative destruction" but wholesale destruction of their own economies and, eventually, their own financial "system". They destroyed personal savings and created massive indebtedness. They undermined the power and security of the United States itself as they "outsourced" real economic strength and stability to countries especially in Asia. 

For once, a fairly good editorial in the mainstream news. On the other hand, as usual, it is in ASIA, not Europe or the US. This is most distressing. All the Asian economies know quite well, which side of the economic bread they butter. If they behave as delusional as Americans, they will fall under the wheels of history. The Asia Times has an awesome staff. So does Bloomberg News, the only American economic news service that has anything approaching a clear-eyed, impartial reportage of global economics. A side story here: had lunch with someone who works in the City [Manhattan, not London]. She told me about a friend who used to work for Bloomberg News. At the very top of the hedge fund frenzy, he was lured away by much higher pay. 


So he hopped over to his better job only to discover it rapidly became pure hell. She said, now the staff meetings feature red-faced pirates shrieking at the crew to bail them out or else. The stress and hate at this top hedge fund is seriously unhinging the big bosses. All that lovely money, vanishing faster than they can jump at it and switch it into either cash or commodities. Of course, this is causing global inflation to take off like a rocket but they don't care. They are pirates. And this gentleman who is now living in the Cave of Death was warned by me two years ago. He knows where he is and why the lights went out and the glittering Cave of Wealth has now become his own possible grave unless he escapes. 


I pray he makes it out in one piece. At least he isn't committed to an unrealistic lifestyle. And he has more than one open door to safety due to a wide web of excellent, loving friends. But the fiends at the top of this pyramid scheme have trophy wives who will sue for divorce the minute they crash. They have huge overheads they can discharge only via bankruptcy. They made many foolish purchases. And while selling their souls, rubbing their hands with joy, they now discover the great riches bequeathed to them by the demons who live in the Cave of Death are poor reward for what they have done to themselves and the world around themselves.


The cruel reality of devolution can't be stopped by any government or banking system. This money MUST vanish one way or another. If necessary, by being literally blown up. Note how the US is egging on World War III. We are harassing Iran mercilessly. The latest hearings about our noxious and utterly illegal invasion of Iraq has now focused its irate eye upon Iraq's neighbor who was invaded by Iraq in the past: Iran. And this is driving up world oil prices which now sit at over $111 a barrel and rising. And this is destroying the wealth in the Cave of Death! 


On top of this, the CIA is using the religious fundamentalists within the Buddhist branch of world religions to demand the dismemberment of China. China watched how bankrupt Russia was savaged by the Western powers who not only dismembered that empire, they also moved their joint imperialist military machinery deep into these places that used to be Russia. And now are assembling missiles and nuclear bombing bases right on the closest edges of Russia! [Is there] Anyone who imagines for a minute that China, gaining wealth at a mad rate, is going to allow the same? 


So here we are, we set up a magical financial system that is now proving to be an IED rather than the keys to the kingdom of eternal power. It is blowing up our own nations from inside. This economic terrorism has been engineered by the very same traitors who rule these nations. Instead of making their own nations stronger, they looted and exploited these same places. They refused to pay taxes while loading up infinite debts as we shall see yet again, today. As I showed yesterday, the creation of the Federal Reserve was hedged with many severe restrictions on wild debt creation but in the end, with passage, enough barn doors were installed, it was laughably easy for the Federal Reserve to kick them down and run outside, going crazy, driving the USA deeper and deeper into debt and inflating the currency to the point, it buys less than 10% of what it bought when the Fed was created to save the economy!


The connection between wars, debts, government refusal to tax so as to avoid debt lies not in politics but in the banking realm: debts from the governments is RICHES for the bankers! They get richer and richer, the more governments go into debt. Except for this one, nasty problem: when the governments go bankrupt, the bankers go bankrupt. And the only way to collect such bankrupt debts is for another, rising super power to move in and take over, militarily as well as financially. The US took over a lot of the earth this way from WWI to the end of the Cold War. Now, we are going under thanks to this noxious banking system that drives us to imperialism and endless wars.


Auction-Rate Market Shrinks With Failure Rate at 71%
The auction-rate securities market is shrinking by at least 15 percent, or $51 billion, as U.S. municipal borrowers refinance to escape higher costs and closed- end funds begin to bail out investors. 
States, cities, hospitals and colleges from Denver to Washington, D.C., have converted or are planning to replace at least $43.1 billion of the debt, according to data compiled by Bloomberg. Nuveen Investments Inc. and seven other fund managers said they will redeem $7.8 billion in taxable preferred shares that have rates set through periodic dealer-run auctions.

The global banking crisis launched by reckless lending by Britain and the USA is taking its toll in the bond markets. As the Fed frantically drops interest rates well below the real rate of inflation, essentially giving away money to the top banks and now, to J.P. Morgan, at normal bond markets, the cost of finance has shot up higher and higher and the spread has rapidly widened between what the bankers bid for these bonds and what the Fed is feeding these same bankers to keep their reserves from collapsing. The last big shake down of the global banking system, Orange County, California, went bankrupt playing the derivatives markets. Desperate state government entities and retirement funds all have jumped deep into the hedge fund/funny money markets to get a higher return on their savings or cheaper loans via bond sales. Now they are being destroyed rapidly due to raging global inflation. The Fed isn't buying up all these bonds and expending its own Treasury base to rescue public entities. No, they are using their muscle to enrich J.P. Morgan and Goldman Sachs! 


This bizarre approach to economic rescue will end with the Fed gaining ever-more power from frightened politicians in the pay of the biggest investment bankers. We look dolefully upon the sight of all the chickens begging the foxes to save them. 


As we discussed yesterday [Another great article: More 'All About Money': Looking At The Past] , the foundation of the Fed was hemmed in with many rules to keep the Fed from doing what it is doing today. All of these were destroyed in no time flat in order to help Britain fight her multitudinous imperial wars. The Great War with Germany's empire was terrifically expensive. But did that stop the military spending by Britain? 


Nope. They continued to violently expand their empire! And the US Federal Reserve was the bottomless pit of funds for these wars. Until Germany threw the gears into reverse by refusing to pay Britain anymore war money. This was used, of course, to turn over US lending with ever-bigger loans being taken in. Until Britain was up to her eyeballs in debt.


DIMON TAKES MOST CREDIT: FIRMS TURNING TO JPMORGAN 
Big banks such as Citigroup have begun to send up the white flag on loans that they had hoped to unload at or near par since the credit crisis set in a year ago. 
These banks are resigning themselves to taking big losses in order to purge their log-jammed books, otherwise they can't do new business. 
The situation is proving a boon to a handful of private-equity shops and JPMorgan as their lender.
JPMorgan's financing is being done at its Treasury desk and effectively has the bank buying the so-called highest rated quality paper in structured leverage loan deals and providing funds to the private-equity shops to buy into the riskier portions.
Dimon & Co. view their new funding role as a no-brainer because JPMorgan is getting double and triple what it would ordinarily garner for providing the private-equity firms a loan because credit worries have made debt costly. 
*snip*
One of Japan's largest Banks, Norinchukin Bank, is also said to be offering debt to fund private-equity investments in a diverse plate of leveraged loans

This trio of banking centers, Tokyo, London and New York, have churned out amazing amounts of debt in the last 40 years. Especially, the last 10 years. All charts and graphs show everything related to debts shooting straight upwards. At the heart of this is the US/UK empire's bottomless need for more funds. If we include all the Queen Elizabeth II's many pirate coves, the amount of global debt-making and debt-holding by the US/UK complex is more than half of all world debts. [Complete list of tax havens] And alas, much of this is now other entity's debts but US/UK debts! Both nations have unsustainable trade deficits with the world. Both have unsustainable government debts. Both are constantly at war! And both are busy cooking up even more wars.


Japan has cheerfully joined this crazy joint empire. Japan earnestly wants to insure that both the US and UK can gain endless loans from Japan! This is why they thoughtfully encouraged and enlarged the 'carry trade.' This made it laughably easy to circumvent even the flaccid, poor regulations in the US and UK set up to prevent endless lending. So the mountain of debt grew until it now has crushed global trade and banking. If we look at the 1913 New York Times stories about the creation of the Fed, the number one worry of people in trade was the fear of inflation caused by wild lending. Thus, the ceiling of having to hold greater and greater reserves coupled with a total ceiling of the reserves being gold, NOT DEBTS THEMSELVES.


The barn door in this case were the words, 'except in the case of national emergencies or wars.' So of course, we are always at war and in between, lest peace does break out, there is the other emergencies. Which can be artfully managed easily. This is what the CIA is for. If no one is menacing the US/UK empire, the US/UK goes forth seeking to poke someone into attacking or striking back. Then it is pure hog heaven. Note that the biggest domestic spending booms in our history was the scheme of tax cutting/wild government spending/super-cheap interest rates all connected with going to war against a tiny terrorist organization launched by the CIA itself: al Qaeda. 


Unfortunately and to the utter joy of the goddess of history who loves irony, hubris punished and bloody messes, the CIA launched this 'terrorist cell' by feeding a genius who happens to know all the ruling elites, personally. And who knows their psychology and weaknesses. And who happens to also understands the Cave of Death and how it is connected to the Cave of Wealth. His plan to bankrupt the US/UK empire dovetailed with their desperate need for more wars to drive up government debts and thus, enrich their own banking systems.


For this system is based on Treasuries which happen to be a fancy word for 'government debt'! And these Treasuries, when the central bankers hold them, become 'assets'. And these 'assets', which are overspending by reckless governments, can be used to make MORE loans! The more this happens, the more money that can be made! The only brake left on this is raising interest rates! But everyone wants 0% interest rates so eternal loans can be made. And the higher the interest rate, the less overspending a government can do. So the only way to work this system is to lie about inflation or destroy the imperial industrial base in order to have 'low interest rates.' See? Whew. It took me several years of research to connect all these things and to see clearly, not by suggestion, but via numbers and graphs, the truth of our wonderful economic system!


G7 aims to slow dollar slide with tougher language 
The Group of Seven leading industrial nations on Friday issued their strongest expression of concern in more than seven years about sharp currency swings by flagging the economic and financial risks such moves pose. 
After months of sharp rhetoric from Europe protesting the euro's speedy rise, particularly to record highs against the U.S. dollar, G7 finance officials in Washington hammered out a new message of heightened alarm about big currency swings.
"Since our last meeting, there have been at times sharp fluctuations in major currencies, and we are concerned about their possible implications for economic and financial stability," they said in a statement.
That marked the biggest overhaul of their declaration on currencies since their Boca Raton meeting in 2004, when they first expressed worry currency volatility could dent growth. The new statement -- decidedly more pointed that the phraseology it replaced -- is intended to signal to markets that the G7 is closely focused on recent currency moves. 

HAHAHA. Even as the West struggles to continue the US/UK attempt at dismembering the Russian and now the Chinese empires, their own empire is collapsing. The EU empire is a fake empire. It is very much like its predecessors, the Holy Roman Empires and the 1st, 2nd and 3rd Reichs as well as Napoleon's Empire. All of these shatter upon the rocks of peculiarities of language and religion. The present incarnation is a Zollverein like the one created by Bismark in Germany in the 19th century. Even then, Bismark had to resort to using military force to enforce the Zollverein. The Austro-Hungarian Empire that was the rump end of the Holy Roman Empire tried to forge a nation out of a huge, seething ethnic/religious mess and this triggered first, WWI and then, WWII. I can't see Europe rising as an empire compared to the much stronger Chinese sense of empire rising. The Chinese have a stronger base now, forged in the flames of invasions and revolutions. 


Europe is mentally exhausted from a century of self-immolation. They are distinctively more reluctant to launch WWIII and see their total destruction.


Europe and Japan want the old status quo. They love living in the shadow of the US/UK empire. They love to not have to spend money and blood on many wars. And they don't want to run up giant government debts, doing this madness! They want the US and UK to come sneaking up to their banks and begging for more loans. They want to keep the cycle of themselves building up their industries, taking over market shares, making profits and gaining interest on loans while the US and UK sop up all of this and gain only debts! What a lovely thing! I was astonished to read last month that Germany, not Japan, has now taken the crown of 'greatest world trade PROFITS.' Both Germany and Japan are worried their stronger currency values will now kill the Golden Goose in America. They want to have their currencies be cheaper while running giant trade surpluses! Well, the entire excuse for having a FX market in the first place is to curb public debt and prevent big trade deficits! 


This basic contradiction is supposed to be fixed by everyone saying, 'Abracadabra' very loudly while waving their G7 wands. Then the dollar and the pound will both rise from the dead and fly upwards, restoring the destructive status quo.


France's Lagarde Says She Hopes G-7 Statement Will Boost Dollar
Finance ministers and central bankers from the G-7 yesterday signaled concern about the dollar's drop by saying that recent movements in exchange rates may hurt the global economy. The dollar has slumped 8 percent against the euro and 6 percent versus the yen since the officials last met in Tokyo in February. 
The statement released after talks marks the first ``significant change'' in the G-7's currency stance in four years, Lagarde said. ``It clearly reflects changes that have occurred in the market since the last meeting,'' she added.
President Nicolas Sarkozy's government recently stepped up complaints that the euro's appreciation against the dollar is pushing France-based companies, including planemaker European Aeronautic, Defence & Space Co., to cut jobs at home and relocate some activities abroad.
This second story shows clearly how the export nations are praying to regain greater advantages via the manipulation of relative values of currencies. There is a lot of dark muttering about openly manipulating these things beyond the obvious trick of holding trillions of excess US dollars in FOREX reserves. They have decided that the US should raise interest rates. But they are all very fearful the US will choose the sane rout and stop the mad overspending, over-lending and over-importing. Tariffs and barriers going up over here is their nightmare over there. And worse than that, the end of the bizarre global money-making system fills them with terror. They need to generate more loans for us to take in! But they also are dimly aware that the Chinese Dragon and the CIA operative, Osama Bin Laden, also want the US to take on more and more debt. 


Then there is Russia: ditto and more. So Europe and Japan are between a rock and a very hard place. They want to assist Russia, China and the Arab revolutionaries but they don't want these people to win this global war. They want to win it! While not going to war or anything like that. A silly dream, a hopeless impossible dream.


Wikipedia on the topic of public debt: 
When the expenses of the U.S. Government exceed the revenue collected, it issues new debt to cover the deficit. This debt typically takes the form of new issues of government bonds which are sold on the open market. However, the debt can also be monetized by which the Federal Reserve creates an entry on its books to credit the US Government for an amount equal to the dollar amount of the bonds the Federal Reserve is acquiring. The money created in this process not only includes the new dollars that came into existence just to purchase the bonds, but much more because this new money is now sitting in the form of checkbook money at the Federal Reserve. Under the scheme of Fractional Reserve Banking this new checkbook money is treated as an asset to lend against. Economists estimate the expansion of the money supply as being many times the amount of the initial money created with the exact amount being a function of what percentage of deposits banks must set aside as "reserves". 
The ultimate consequence of monetizing U.S. debt is that it expands the money supply which will tend to dilute the value of dollars already in circulation. Thus, expanding the pool of money puts downward pressure on the dollar, downward pressure on short-term interest rates (the banks have more to lend) and upward pressure on inflation. Typically this causes an inflationary boom that ends in a deflationary bust to complete the business cycle. 

The chart below was amended by myself to show critical war periods which nearly always coincide with huge debts being created. Click on image to enlarge.




This chart shows the relationship of GDP and war spending. The GDP collapsed so thoroughly during the Great Depression, the ratio between public debt and GDP ended up being higher than during WWI. But then along comes WWII and it shoots to the highest ratios in our history. The industries of nearly the entire planet were destroyed EXCEPT for the US during WWII. The world ended up divided in two after the war but this didn't harm the US. We ruled. 


But note how the GDP/debt ratios didn't improve to pre-WWI levels! Indeed, at BEST, it reached the level of the Great Depression. This, in a fantastically good economy! With trade surpluses! But by 1980, a new deterioration in the GDP/debt ratio was launched: this was when the US devalued its currency repeatedly, went off the gold standard and began to live far beyond its means, the trade deficit growing rapidly every year alongside tremendous and increasing government misspending. The financial sector grew massively. But the industrial sector imploded and collapsed. And this is OK with Japan and Germany. Who are two imperial powers brought low by US industry.


It amuses the goddess of History that these two nations are the biggest winners in the economic battles with the US. Irony in spades. But the bigger irony is China: all the powers, every single one of them focused their lust and ire upon China and all strove mightily to rip China apart and loot everything including the cute little palace puppies. 


Here is another good chart showing World foreign held debt levels from the CIA: 



World debt held by nations against each other is over $60 trillion. Much of this debt is denominated in dollars. A great deal of it is directly caused by the US and UK. If we look at the US and UK, we notice right away that the amount of debts held against the US and UK by other nations has now ballooned to a total of $22.7 trillion. This is approximately 1/3 of all global foreign-held debt! This debt is held by China, Japan and the Arabs, for the most part. The UK also holds a lot of the US debt but in turn, is held by others who use the UK as a conduit for buying up US debts while hiding their identity for political reasons.


Not that the EU is any better off, collectively! The EU is now rivaling the US as the world's largest Zollverein. But this is also true of their debts: $12 trillion in foreign-held debt is as bad as the US. This is why the ENTIRE G7 complex is now in financial collapse. The banking system supporting this $35 trillion in cross-border debts is becoming rapidly this grinding Black Hole that is sucking down world wealth faster than it created more wealth in the form of bonds that can be used as 'assets.' 


Another peculiarity in all this is Japan: the amount of foreign-owned debts there is much smaller than the other major trade/manufacturing nations. This is due to Japan granting itself its own debts. Fortress Japan keeps itself closed off as much as possible from the tsunami of global liquidity. Yet the government debts owed by the government to the Japanese bankers and the Bank of Japan is nearly as great as the US debt to the national banks and foreign banks: almost $10 trillion. But this is not a problem with Japan, 90% of these loans to itself is at near 0% and well below the rate of inflation. So it is 'free' money.


But is contributing to the collapse of the global banking system.


Ask Dr. Econ of the Federal Reserve Banking System answers questions back in 2001: 

What will happen to the Fed if the national debt is paid off? Could the Fed buy precious paintings in the open market, instead of using Treasury debt to implement monetary policy? Yours is a most timely question, one that is of particular interest to the Federal Reserve System! 
Treasury Securities: Monetary Policy Tool
The Fed's primary tool for implementing monetary policy is to buy and sell government securities in the open market. When the Fed buys (sells) U.S. Treasury securities, it increases (decreases) the volume of bank reserves held by depository institutions. By adding (subtracting) reserves the Fed can put downward (upward) pressure on the interest rate on federal funds - the market where banks buy and sell reserves, mostly on an overnight basis.
Not only do open market operations affect conditions in the federal funds market, they also affect the amount of U.S. Treasury debt the Federal Reserve holds. As of January 31, 2001, the Federal Reserve Banks held $516 billion dollars in U.S. Treasury securities. The Fed's portfolio of Treasury debt is its primary source of income; it earned $32.7 billion in 2000. Approximately $25.3 billion of the Federal Reserve Banks' income was distributed to the U.S. Treasury as interest on Federal Reserve Notes.

Note the obscenity here: the US Treasury has debts. They sell bonds to the Federal Reserve. The Feds then hands this back to the Treasury as interest on reserve 'notes' which Dr. Econ mysteriously refuses to say, are really 'dollars'! Starting in 1933, the silver and gold certificates were replaced by 'reserve notes'. Kennedy, for three months before he was killed for obvious reasons, tried to re-instate silver certificates. They were printed up but not distributed. The Fed doesn't need the interest on the Treasuries they hold. They turned this debt into assets, you see. They want the debts. Period. This is the fable 'liquidity' they use and which they gave to J.P. Morgan this last month. The Treasuries committed to floating our collapsing asset markets is rapidly running down. The ONLY way this can be improved is simple: RUN UP MORE GOVERNMENT DEBTS!


This is why Congress cheerfully overspent yet again on the war in Iraq and are talking about war with Iran. This is why our military spending is expanding rapidly, not contracting. This is why the free money being handed out this spring in lieu of tax collecting is boosting 'liquidity'! This money can be entirely spent on imports or paying off local debts. So long as our GOVERNMENT is ringing up rising debts, this bonus will boost the bottom line of the Federal Reserve! Yet no one talks about this and I just realized this right now. After all, I am researching things because I want to figure them out. And this is an astonishing and audacious idea. And if true, we can clearly see why our government and the central bankers are so very anxious to prevent anyone from figuring this out. Whew!

If the U.S. Treasury were to pay off the national debt (see Dr. Econ, August 2000 answer, "What would be the likely effect of completely paying off the public debt?" http://www.frbsf.org/education/activities/drecon/2000/0009.html), then the Fed would have to acquire assets other than Treasury securities to hold in its portfolio. Is that possible? Again, let me quote from Purposes and Functions: 
In theory, the Federal Reserve could provide or absorb bank reserves through market transactions in any type of asset. In practice, however, most types of assets cannot be traded readily enough to accommodate open market operations. For open market operations to work effectively, the Federal Reserve must be able to buy and sell quickly, at its own convenience, in whatever volume may be needed to keep the supply of (bank) reserves in line with prevailing (monetary) policy objectives. These conditions require that the instrument it buys or sells be traded in a broad, highly active market that can accommodate the transactions without distortions or disruptions to the market itself.
So, while it might be possible in theory for the Fed to purchase precious paintings, it may not work well in practice.
Can the Fed Make Monetary Policy Without Treasury Debt?
While pondering your question, I came across a recent comment by Federal Reserve Board Chairman Alan Greenspan on this very subject. In a speech before the Bond Market Association on April 27, 2001, Chairman Greenspan said: 
I am confident that U.S. financial markets, which are the most innovative and efficient in the world, can readily adapt to a paydown of Treasury debt by creating private alternatives with many of the attributes that market participants value in Treasury securities. 

As China, Japan and the Arabs boost their own banks' assets by buying US government debt bonds, so does the Federal Reserve. And this 2001 quote from Greenspan reminds us to say here, 'Arrest Greenspan for treason!' Note how, right on the eve of the US launching a junior version of WWIII, Greenspan tells everyone to not worry, the Federal Reserve will find a solution to this diminishing base of assets as the US debt is being paid down. First came the tax cuts by Bush which Greenspan endorsed. And during this speech and starting with Bush ascending to the Imperial Purple, Greenspan was ruthlessly dropping interest rates to encourage debt building. A short while later, CIA operative, Bin Laden, assisted greatly. The 'creative destruction' of the heart of the US financial industry in Manhattan plus the push for more and more wars was exactly what the Federal Reserve needed to continue building its power and its asset base.


Time to go into the past again, please bear with me:


Monetary Control Act of 1980 
Reserve Requirements 
• Requires each depository institution (banks, savings banks, S&Ls and credit unions) to 
maintain reserves against its transactions accounts in the ratio of 3 percent for that 
portion of its total transactions accounts of $25 million or less. (Transactions account 
is defined to include demand deposits, NOW accounts, telephone transfers, ATS and 
share drafts.) 
• Requires each depository institution to maintain reserves in the ratio of 12 percent-or 
in such other ratio as the Board may prescribe within a range of 8-14 percent-for that 
portion of its total transactions accounts in excess of $25 million. 
• Requires each depository institution to maintain reserves against its nonpersonal time 
deposits in the ratio of 3 percent-or in such other ratio as the Board may prescribe 
within a range of 0-9 percent. 
• Directs the Board to index the $25 million breakpoint on transactions balances by 
issuing a regulation by December 31 of each year, beginning in 1981, which would 
increase or decrease the breakpoint by 80 percent of the percentage increase or 
decrease in transactions accounts of all depository institutions which occurred during 
the 12 month period immediately preceding June 30 of that year. 
• Permits the Board upon an affirmative vote of five of its members to impose reserve 
requirements on any liability of depository institutions and outside the limitations on 
ratios as otherwise prescribed, for a period of up to 180 days. These reserve 
requirements can be reviewed for additional 180 day periods. 
• Supplemental Reserve. Permits the Board, upon an affirmative vote of five members, 
to impose an additional reserve requirement on every depository institution of not 
more than 4 percent of its transactions accounts. 
Title 11 - Depository Institutions Deregulation Act of 1980 
• Purpose: To provide for an orderly phase-out and ultimate elimination of interest rate 
ceilings by extending the authority to impose such ceilings for 6 years, subject to 
specific standards designed to ensure a phase-out to market interest rates. 
Directive to the Committee 
• Requires the Deregulation Committee to exercise its authority to provide for the 
orderly phase-out and ultimate elimination of interest rate ceilings as rapidly as 
economic conditions warrant. 

This law was passed at the height of the banking seizure that grew out of the collapse of US spending in the dead Vietnam War. As typical at the end of any war, win or lose, was a contraction of government debt. The 'Great Society' spending was supposed to deal with this. As the war unwound, the government found many reasons to spend money at war rates rather than see the economic lending base collapse. But it still collapsed. This is a peculiarity of spending: if spending is domestic, the money stays home and inflates in value which means, money becomes worthless. If spending is on foreign wars, it moves rapidly offshore, never to return! So inflation took off. And the only way to stop this was to raise interest rates and stop the lending machine dead in its tracks. This law allowed this to happen. Since people were spending faster and faster, banks had no savings. So they had to have high rates to attract savings. Savers flourished back then, quite suddenly! It was pleasant to have money to put aside.

But only briefly! The debt system was restarted and today we have virtually no or even negative savings. The banks, far from infusing themselves with more savings, are demanding to be allowed no reserves so they can simply lend and collect their fees. Fees, not interest, is how they get rich these days! 


From the 1980 Banking Laws:

Title V - State Usury Laws 
• Eliminates State mortgage usury ceilings and restrictions on discount points, finance 
charges and other charges with respect to residential mortgage loans on real property 
or mobile homes unless a State adopts a new usury ceiling prior to April 1, 1983, or 
adopts new limitations on discount points or other charges at any time. The 
elimination of the usury ceiling on mobile home loans will not apply unless the loan is 
in compliance with consumer protection regulations which will be prescribed by the 
FHLBB. 
• Eliminates any State restrictions on the rate or amount of interest that may be paid on 
deposits, or accounts, at depository institutions. 
Title IX - Foreign Control of United States Financial Institutions 
• Prohibits the Federal Regulatory Agencies from approving any application relating to 
the takeover (defined as the acquisition of 5 percent or more of the institution's stock 
or assets) of any domestic bank, S&L or mutual savings bank by a foreign 
organization or individual until July 1, 1980, with these exceptions:

- The acquisition is necessary to prevent the bankruptcy or insolvency of the U.S. 
financial institution. 
- The application was initially submitted for filing on or before March 5, 1980. 
- The U.S. financial institution has deposits of less than $ 100 million. 
- The application relates to a foreign person's intrafirm reorganization of its interests 
in a U.S. institution. 
- The application relates to the takeover of a U.S. financial institution which is 
already owned or controlled by foreign interests. 

We have no usury laws today. And has it disappeared? The Feds would love us to think so! But usury flourishes. Not only does it savage everyone at the very bottom of the economic ladder with rates about 30%, sometimes 600% for very short term daily loans----most credit cards charge usurious rates well above the Federal Reserve rates. Municipal bond sales saw rates hike to an astonishing 18% this spring. And home buyers are discovering the spread between interest rates for mortgages and the Fed rate widens by the hour. Now, nearly double. 


Time to go to the past for an old speech by one of the top Fed officers back during the Clinton years:

September 1995 
The Strategy of Monetary Policy
Alan S. Blinder
Vice Chairman
Board of Governors of the Federal Reserve System
So what is a poor central banker to do? When you look at this set of difficulties—forecasts are not very good, theories and statistical evidence are much in dispute—it is tempting to say: Why don't we just wait and see what happens? If inflation starts rising, hit the economy with higher interest rates. If unemployment starts rising, do the reverse. I call this the Bunker Hill strategy: Wait until you see the whites of their eyes and then fire. Why don't we do that? 
The answer is very simple: The Bunker Hill strategy will fail. It is sure to lead you into error because by the time you see the whites of their eyes, they've already shot you right through the heart. The graphs we just saw show that it takes one to two years until policy has a large effect on output and two to three years until it has a large effect on the inflation rate. If the whites of their eyes are showing inflation, you're about two and a half years too late. And if those whites are showing unemployment, you're about one and a half years too late.
To have any hope for success in monetary policy, you need to act preemptively against either a rise in inflation or rising unemployment. Instead of using the Bunker Hill strategy, we must use what I call the "stitch in time" strategy. You try to save nine by stitching in time, in either direction.
Unfortunately, actually to use such a strategy in practice, you have to use forecasts, knowing that they may be wrong. You have to base your thinking on some kind of a monetary theory, even though that theory might be wrong. And you have to attach numbers to the theory, knowing that your numbers might be wrong, and that all you've got is a statistical average anyway. We at the Fed have all these fallible tools, and no choice but to use them. It's a tough world, but that's the way it is.
What can you do to try to guard against failure? There are two principles that monetary policy makers need to keep in mind. First of all, be cautious. Don't oversteer the ship. If you yank the steering wheel really hard, a year later you may find yourself on the rocks.
Second, you must have a long-run strategy in mind. The Federal Open Market Committee meets eight times a year. You can't be thinking only about what's going to happen in the next six or seven weeks; that's basically irrelevant to the monetary policy decision. You must think about a long-term strategy, execute the first step of that strategy, and then watch. You must be flexible and prepared to modify or even abandon your strategy if things look to be going wrong.
People often misunderstand and think that we can't have a long-run strategy because of all these uncertainties and because the world is constantly changing. That is quite wrong. You must have a long-run strategy, but you must be willing to modify it as new information becomes available. Can this stitch-in-time strategy lead you into error anyway? You bet it can! But the other strategy—the Bunker Hill strategy—is sure to lead you into error. And that makes it, to me, a very easy choice. 

Here is an old chart I drew up showing the relationship between interest rates and lending and how the value of housing has climbed mostly due to debt creation, not rising values.
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This is the old 'driving with a lousy car' business. It is easy to make these predictions. We have tons of historical precedent to do this with. I predict things all the time based on this history. This is why I can say, easily, no housing crash ever lasts less than 5 years unless the government totally interferes and prevents ANY evictions and gives away money well below the rate of inflation. Then we get Weimar Germany which is far worse than any housing crash. They all know that they can predict things but they are not prophets. The are feeders of Wall Street profits and feeders of debts. They need more debts, down turn or up turns, they must keep those debts coming. 


Buyout CLOs May Be Used for Fed Loans, Analysts Say 
Wall Street firms may be bundling high-yield, high-risk corporate loans into securities to use as collateral to borrow from the U.S. government, according to a report by Morgan Stanley analysts. 
Securities firms can borrow against collateralized loan obligations at the Federal Reserve's Primary Dealer Credit Facility, the analysts said. The Fed set up the facility last month, its first extension of credit to non-banks since the Great Depression. 

Tot those bales of bundled high-risk corporate loans! And this is what the Fed wants: more debts to be used to make more lending. These stupid, worthless things will be parked at the Fed while the bankers and JP Morgans of the world all rush right back out again with fistfuls of Treasury-based assets and they will use this as the 3% basis for generating more loans so they can dump this on more corporations.


And this will FAIL! Already, due to global inflation and a downturn in industry, job losses and rising taxes, the economic situation is being strangled. Dumping more lending on top of this will worsen it, not improve it! As we see in the top story here today, these money schemes are causing JOB LOSSES and INDUSTRIAL BREAK DOWNS. It is now being used to raise the value of commodities and replace vanishing wealth.


It is not fixing anything at all. And if the G7 reassert the status quo, this means the fearful $600+ trillion Derivatives Beast will grow even bigger and nastier! And will eat us all up. Isn't that something to look forwards to?
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Stellar stuff Elaine. 

An interesting fact related to debt creation for the profit of the few. The US government is now the single largest employer in the US with 22 million plus employees. On the one hand the MIC (military industrial complex) on the other hand the government/FED banking complex. 

Posted by: Christian W | April 12, 2008 at 04:03 PM 

Correct. Is very true. And most of our industry is military stuff.

Posted by: Elaine Meinel Supkis | April 12, 2008 at 04:08 PM 

I think I am beginning to understand why Chase keeps sending me loan offers. I cannot figure out how they make any money off of me since the interest rate is 4% again with a transaction fee of 3% for a total of 7% for the first year and 4% thereafter. I always pay all interest and fees due plus at least 100 dollars or more on the principal.

Even with the transaction fee for the first year of 7%, that is still not enough to beat inflation and give themselves big bonuses, not to mention bragging (in the past) about "fabulous" growth rates in their stock price and corporate profits.

I am just speculating here based on what I read above, but it seems to me that Chase may be using my loans as "assets" which are "performing assets" as a basis to make more loans to other people at higher interest rates and perhaps higher transaction fees along with late fees and penalty fees, etc., because the other people did not read the fine print and got into trouble. 

I cannot see any other way for them to make so much money unless they are looting their own bank, which is always a possibility.

In the "new" economic system, I am a deadbeat, so I cannot understand why they want to loan me more money unless I am being used to make their books look better than they really are.

Again, I am just speculating here. My mind is too feeble to compete with the Masters of the Universe, at least when it comes to "structured finance" (whatever the hell that means).

Posted by: DeVaul | April 12, 2008 at 04:56 PM 

Bingo. They need 'good meat' in order to be cannibals. Congratulations.

I am debt free so they hate my guts. Heh. Of course, I grow food and grow my own energy systems called 'trees in the forest' and I hunt. Otherwise, forget it.

Posted by: Elaine Meinel Supkis | April 12, 2008 at 07:09 PM 

Well, now I know. What a crazy system.

Posted by: DeVaul | April 12, 2008 at 07:43 PM 

The British Prime Minister Gordon Brown has won backing from the Tories to shut down the investigation of BAE and it's corrupt ties to the Royal Saudi family. 

http://tinyurl.com/4xbkfe

The system is so utterly corrupt that even obvious fraud (not to mention direct war crimes) are just shrugged away now. 'Too big to take down' I guess. 

The BAE are also under investigation for a shady deal with Tanzania:

http://tinyurl.com/4upsre

Posted by: Christian W | April 12, 2008 at 08:48 PM 

Dear Elaine,

Doesn't Tony Blair now work for JP Morgan? This gives credence to your politician/investement banker connectedness.

GMG

Posted by: Gavin Gaskins | April 12, 2008 at 09:51 PM 

He is with Carlyle, I believe. But then, I bet he is, like Bill Clinton, helping more than one pirate. 

Christian, that news doesn't surprise me. Note that after 9/11, the US government allowed only ONE group of planes to fly: all of them carrying Saudis INCLUDING the entire bin Laden clan that was parked over here. 

Everyone else was grounded.

Posted by: Elaine Meinel Supkis | April 12, 2008 at 10:55 PM 

They are offering the card, because it is the CARDHOLDER THAT PRINTS THE MONEY.

Best investments right now is beer. Hurry and stock up now before wheat and barley go up!( You can take the empty cans and exchange them for pennies which you can melt down) High Carb Diet! hehe. And remember, there is a pork chop in every can!

Posted by: Dutch | April 12, 2008 at 11:01 PM 

Elaine - I like your fervor, but your articles are WAY TOO LOOOOONG!! Please take the time to make them shorter - who has 2 hours each day read all this?

Posted by: Alex | April 13, 2008 at 02:36 AM 

I'm sorry, Alex. But this is due to me tying a whole bunch of things together. When I do short ones, they become 'look at this' sort of things we see all over the web.

What you are seeing is my thought processes. Anyone can say 'this' or 'that' but I try to PROVE my points. This means it takes time. 

Posted by: Elaine Meinel Supkis | April 13, 2008 at 04:25 AM 

Elaine, I respectfully disagree with Alex on the length of your online economics classes. And thank you for your prodigious tenacity as you investigate and uncover the current and past monetary schemes of the elitist few.

I would like to provide additional info on your remarks about China, "China watched how bankrupt Russia was savaged by the Western powers..." China with good reason and foresight has the USA over a barrel monetarily. And what do you think China's been doing with all that incoming foreign wealth? Building their military war machine, just in case Europe and the USA has any notions of declaring war on them, or interfere with the absorption of Taiwan or China's current provider of fossil fuels, Iran.

"The uninvited guest: Chinese sub pops up in middle of U.S. Navy exercise, leaving military chiefs red-faced"
By MATTHEW HICKLEY - 10th November 2007
American military chiefs have been left dumbstruck by an undetected Chinese submarine popping up at the heart of a recent Pacific exercise and close to the vast U.S.S. Kitty Hawk - a 1,000ft supercarrier with 4,500 personnel on board. 
By the time it surfaced the 160ft Song Class diesel-electric attack submarine is understood to have sailed within viable range for launching torpedoes or missiles at the carrier.... The Americans had no idea China's fast-growing submarine fleet had reached such a level of sophistication, or that it posed such a threat. 
One Nato figure said the effect was "as big a shock as the Russians launching Sputnik" - a reference to the Soviet Union's first orbiting satellite in 1957 which marked the start of the space age. The incident, which took place in the ocean between southern Japan and Taiwan, is a major embarrassment for the Pentagon.

HERE'S THE KICKER: The lone Chinese vessel slipped past at least a dozen other American warships which were supposed to protect the carrier from hostile aircraft or submarines.
And the rest of the costly defensive screen, which usually includes at least two U.S. submarines, was also apparently unable to detect it. ......In January China carried a successful missile test, shooting down a satellite in orbit for the first time. 
http://www.dailymail.co.uk/pages/live/articles/news/worldnews.html?in_article_id=492804&in_page_id=1811

Posted by: rockpaperscizzors | April 13, 2008 at 10:51 AM 

Rock, I wrote about that back then. The Chinese don't have a powerful military yet. This is also because they really don't want wars. Really. Since their own central bank gets plenty of reserves from trade, why ruin that with wars? The minute they do this, Europe will hammer them again! And they know this.

But they have to protect themselves, of course. This means increasing their nuclear power to keep the US in line.

Posted by: Elaine Meinel Supkis | April 13, 2008 at 11:52 AM 

Elaine: Re China. How well will the Chinese economy be able to absorb the huge rise in oil prices? Have the Chinese been brokering deals with the Saudis and Iran as far as purchasing oil? I always thought the Chinese were building up their military capability--in part--to sustain/protect the flow of oil so their economy can keep growing.

Posted by: Paul S | April 13, 2008 at 01:13 PM 

The US protects world oil at tremendous cost. Yet we are the destructors, we egged Saddam into attacking Iran, for example and then took a huge, nasty hit to our own economy. Shooting ourselves in the head is typical.

China is not ready to play protector except in one very significant way: they are the BANK for the third world. So they are gathering significant power this way. 

They pay for commodities but get huge political benefits. Europe and America are pissed at China who has a huge trade surplus with them but all the other nations are very pleased with China and support the suppression of the fractious priests in Tibet.

Posted by: Elaine Meinel Supkis | April 13, 2008 at 01:30 PM 
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