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The Global Systemic Crisis: Towards a Serious
Breakdown of the World Economic and Financial
System, Spring 2011
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9/18/2010

As anticipated by LEAP/E2020 last February in GEAB No. 42 the second half of
2010 is really characterized by a sudden worseairige crisis marked by the end of the
illusion of recovery maintained by Western leadgls and the thousands of billions
swallowed up by the banks and the economic « sétiaul » plans of no lasting effect.
The coming months will reveal a simple, yet esdbcipainful reality: the Western
economy, and in particular that of the United Staf2), never really came out of
recession (3). The startling statistics recordettesisummer 2009 have only been the
short-lived consequences of a massive injectiofiguiidity into a system which had
essentially become insolvent just like the US comsu(4). At the heart of the global
systemic crisis since its inception, the Unitedté&tds, in the coming months, going to
demonstrate that it is, once again, in the procdskeading the economy and global
finances into the « heart of darkness » (5) becausa't get out of this « Very Great US
Depression (6) ». Thus, coming out of the politispheavals of the US elections next
November, with growth once again negative, the dvavill have to face the « Very
Serious Breakdown » of the global economic andnitie system founded over 60 years
ago on the absolute necessity of the US economgrrming in a lasting recession. Now
the first half of 2011 will dictate that the US ecmny take an unprecedented dose of
austerity plunging the planet into new financialpmatary, economic and social chaos

(7).
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In this GEAB issue, our team therefore anticipdtasthe coming months, different
aspects of this new development of the crisis, @afhg the nature of imposed austerity
process which will affect the United States, theell@ment of the accursed « inflation /
deflation » argument, the actual progress of réal@&DP, the strategy of central banks
and the direct consequences for Asia and Eurolaseve do every month, we set out our
strategic and operational recommendations. Andgialhg this GEAB issue offers an
excerpt from the new book biyranck Biancheri The Global Crisis: The Path to the
World After - France, Europe and World in the Dee2@10-2020 » the French version
will be published on 7 October next Eglitions Anticipolisand the English one later in
December.

In this issue we have chosen to present an extrfatte anticipation concerning the
forthcoming austerity which will be imposed on theited States beginning Spring 2011:
«Welcometo the United States of Austerity ».
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The coming quarters will be particularly dangeréarsthe world economic and financial
system. The Chairman of the Fed Ben Bernanke passéte message as diplomatically
as possible at the recent meeting of world certaakers at Jackson Hole, Wyoming:
even though the policy to revive the US economyfhded, either the rest of the world
continues to fund US deficits at a loss and hopas dt some point the bet will pay off,
avoiding a collapse of the global system, or théddhStates will monetize its debt and
turn all the Dollars and US Treasury Bonds heldtloy rest of the planet into funny
money. Like any power at bay, the United Statesismadw forced to introduce the threat
of pressure to get what it wants. Barely a year thgorest of the World's leaders and
financial officials had volunteered to « refloaetblSA ship ». However, today things
have drastically changed since the noble assufameceWashington (the Fed'’s, like that
of the Obama administration’s) proved to be onlyeparrogance based on the pretense of
having understood the nature of the crisis andhenllusion of possessing the means of
controlling it. However, US growth evaporates qeadfter quarter (8) and turns negative
again from the end of 2010. Unemployment hasn’pstd growing and between the
stability shown in official figures and the exity six months, of more than two million
Americans from the workplace (LEAP/E2020 believest the real unemployment figure
is now at least 20% (9)); the U.S. housing marketains depressed at historically low
levels and will resume its fall from the fourth ques 2010; last but not least, as one can
easily imagine in these circumstances, the US coasus and will be absent on a
permanent basis since his insolvency continueseaeth gets worse (10) for the one
American in five without work. Behind these stagat factors hide three realities that
will radically change the US and global politicaGonomic and social landscape in future
guarters as and when they dawn on the public conscess.

Broad-based anger will cripple Washington from November 2010

First of all, there is a very depressing widespresality, a real trip « to the heart of
darkness », which is that tens of millions of Amaris (nearly sixty million now depend
on food stamps) who no longer have a job, no loimgee a house, no longer have any
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savings, are wondering how they will survive in ylears to come (11). The young (12),
retirees, African-Americans, workers, service emgpls (13),... they constitute this mass
of angry citizens who will speak violently next Naaber and plunge Washington into a
tragic political impasse. Supporters of the « TagyP(14) » and « new secessionist (15)
» movements... want to « break the Washington Mechi(and by extension that of Wall
Street) without having feasible proposals to sdhe country’s myriad problems (16).
The November 2010 elections will be the first oppoity for this « suffering America »
to express itself on the crisis and its consequented, won back by the Republicans or
even the extremists, these voters will help tohkrtcripple the Obama administration
and Congress (which will probably swing to the Rémans), only pushing the country
into a tragic gridlock just when all the signalgntured again. This expression of
widespread anger will in addition, from Decembewards, collide with the release of
the Deficit Commission reporset up by President Obama, which will automatycplace
the issue of deficits at the heart of public debatethe beginning of 2011 (17).

For example, we are already seeing a very speskjicession of this widespread anger
against Wall Street in that Americans have desdttedstock market (18). Each month,
an increasing number of « small investors » leaadl Btreet and the financial markets
(19), today leaving more than 70% of transactionthe hands of major institutions and
other «high frequency traders. If one keeps in mind the traditional image tint stock
exchange is today’s temple of modern capitalismntive are witnessing a phenomenon
of loss of faith comparable to people’s disaffectivith official demonstrations
experienced by the communist system before its fall

The Federal Reserve now knowsthat it is powerless

Finally, there is a financial and monetary effégttis particularly tragic since the players
are aware of their unenviable situation: the U.&ldfal Reserve now knows that it is
powerless. Despite the extraordinary efforts (Zeterest rates, quantitative easing, huge
support to the real estate mortgage market, massipport to banks, tripling its balance
sheet, ...) that it carried out from September 2008 U.S. economy will not restart. Fed
leaders are finding they are only a part in thetesys even if it is a vital part and,
therefore, can do nothing against a problem tHates the very nature of the system, in
this case, the US financial system, designed asdhent heart of the global financial
system since 1945. But the US consumer has beamsoé/ent (20), the consumer who,
during the last thirty years, has gradually becdhe central economic player of this
financial heart (with more than 70% of U.S. grow#pendant on household spending). It
is this insolvency of US households (21) that haskén the Fed's efforts.

Accustomed to the virtualism and thus to the pagsyilof manipulating the processes
and dynamics of events, US central bankers belighed they could « mislead »
households, once again giving them the illusiormeflth and thus pushing them to
revive consumption and behind it the whole Unitadté&s’ economic and financial
machine. Until summer 2010, they did not believéhia systemic nature of the crisis or
they did not understand that what was causing tbklgms was out of reach of the tools
of a central bank, as powerful as it may be. Onlyecent weeks have they discovered
two pieces of evidence: their policies have faikud they have neither arms nor
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ammunition.

Hence the very depressed tone of the discussiahe @ientral banks meeting in Jackson
Hole, whence the lack of consensus on future actidrence the endless debates about
the nature of the risks to be faced in the comirantims (e.g. inflation or deflation,
knowing that the system’s internal tools used t@snee the economic consequences of
these trends are no longer even relevant, as wiysena this issue (22)), whence
increasingly violent clashes between proponentsresfewed growth via debt and
followers of deficit reduction... and whence BenriBanke’s speech full of veiled threats
to his central banker colleagues: in ambiguous $eira passed the following message: «
We will try everything and anything to avoid an pomic and financial collapse and you
will continue to finance this « everything and dngt », otherwise we let inflation loose
and thus devalue the Dollar whilst US Treasury Bowdl no longer be worth much »
(23). When a central banker expresses himselfdikemmon cash extortionist, there is
danger in the house (24).

The response of the world’s major central bankslvalunveiled in the next two quarters.
Already the ECB has made it clear it thought thaewa policy of stimulation through an
increase in US deficits would be suicidal for theitdd States. Already China, whilst
saying it would do nothing to rush things, spendstime selling US assets to buy
Japanese ones (reflected in the historic levehefYen / Dollar rate of exchange). As
regards Japan, it is now forced to align itself dtameously with Washington and
Beijing ... which will probably cancel out all itsyancial and monetary policies. In future
guarters the Fed, like the federal government, fivill that when the United States is no
longer synonymous with juicy profits and / or sltapower, its ability to convince its
partners declines quickly and heavily, especialhemwthe latter question the relevance of
the chosen policies (25).

Still Depressed 500

An index that measures applications to
buy homes has fallen to its 1997 level.

RS s e R R 400
Mortgage Bankers Association
purchase applications index
Four-week moving avera
a ge 360
100
0
[ ] ] I [ | ] | I 1 I | | ] 1 I I | ] I
a0 95 00 05 10

Source: Bloombarng THE MEW YORKE TIMES

Index of mortgage applications (1990-2010) (4 wenelving average) - Sources: Mortgage Bankers
Assaociation / Bloomberg / New York Times, 08/2010
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The consequence of these three realities thatradglly making their presence felt in
US and global consciousness will, therefore, fer tEAP/E2020 team, come to pass in
Spring 2011 by the United States entering an erausferity unprecedented since the
country became the heart of the global economicfisacial system. Fhederal political
blockages in the context of an electorate sick @ed of Washington and Wall Street,
heavy reliance on federal funding of the entire &®nomy and the Fed's impotence
against a backdrop of growing international relocta to finance US deficits will
combine to push the country into austerity. An ewist that has, moreover, already
begun to affect at least 20% of the population kadand wich directly affects at least
one in two Americans worried about joining the murd the homeless, those without
work and other long-term unemployed. For these témaillions of Americans austerity
is here and it's called lasting impoverishment. W&aoing to come into play between
now and Spring 2011 is, therefore, the shift irffccal speeches, budgetary policies and
international awareness to the idea that the UrStatkes is no longer « the land of plenty
», but « the land of few ». And beyond the domeptititical choices, it is also the
discovery of a new limitation for the country: thinited States cannot afford a new
stimulus (26). Rather than a multidecade collapke the Japanese situation, many
decision makers will be tempted by shock therapyhis same therapy that, with the
IMF, the United States recommended to Latin Americasian and Eastern European
countries.

This is normally a good reason for the rating age@lways so quick to see the straw in
the eye of most countries in the world, to threatiea United States with a strong
downside rerating if they not implement a comprahen austerity plan as quickly as
possible. But anyway, for LEAP/E2020, due to therinal and external conditions in the
country described above, it is really in spring 20that the United States has an
appointment with austerity, an appointment thatrést of the world will impose if it is
paralyzed politically.

Until then, it is likely that the Fed will try a neseries of « unconventional » measures
(a technical term meaning « desperate attempt® >tjyt and prevent arriving there
because, at this stage, one thing is certain coimgethe consequences of the United
States entering a large-scale programme of austérét will be financial and monetary
chaos in the markets accustomed for decades texaet opposite, that's to say, US
waste; and an internal economic and social shopknatieled since the 1930s (27).

Notes:

(2) In this regard, in the next GEAB issue in Oeglour team will prepare, as it does
each year, its country risk and economic outloskfbr 2011. What is already clear to
our researchers is that the end of 2010 will bekethby a sharp downward revision of
all current forecasts (including already reduce@dasts for the United States). Source:
Reuters 09/09/2010

(2) SourcesBloomberg 07/20/20100ftwominds 07/15/2010New York Times

www.afgazad.com 6 afgazad@gmail.com



08/09/2010CNBC, 08/12/2010

(3) The chart below illustrates how growth is atheaollapsing. The CMI growth index
has been one of the most reliable leading indisatoforecasting the changes in US
GDP. And 92% of Americans believe the country il istrecession. Source:
GlobalEconomicAnalysisBlogspa®9/09/2010

(4) As outlined by our team from tl&&EAB No. 9of November 2006 onwards.

(5) To borrow the evocative title dbseph Conradxcellent novel which especially
inspired Francis Ford Coppola for his filpocalypse Now

(6) As LEAP/E2020 called the American economicisrisom April 2007 in theGEAB
No. 14

(7) Moreover, without even incorporating this aiation in their analysis, even the
OECD experts warn that global growth will suffesetback between now and the end of
2010. SourceMarketwatch 09/09/2010

(8) The Wells Fargo / Gallup index of US SMEs coués to fall month after month.
SourceGallup, 08/02/2010

(9) Even Wall Street continues to plan mass laywfthe coming months. Source:
Bloomberg 09/07/2010

(10) Even high earners are now affected by thelprolof foreclosures. Source:
USAToday 07/29/2010

(11) To clarify this alarming social situationjstworth reading the joint IMF / ILO
report initiated by the Norwegian Government onhe Thallenges of growth,
employment and social cohesion » in the context@fcurrent crisis. Source:
OsloConferenced7/22/2010

(12) A very telling indicator showing the price thhy@ung Americans are paying because
of the crisis.The number of summer jobs, a tradéldeature of independence for young
Americans for the following year, fell to its lowtdsvel since 1948. SourcSAToday
09/03/2010

(13) These images of drastic cuts in police numlrefaickland are emblematic of what
is happening countrywide in terms of public sergicgourceDailyMotion

(14) On this topidJSATodayof 08/16/2010 had a very interesting portrait gglief the
« Tea Party » movement's supporters.

(15) SeeGEAB issue N°45
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(16) The success of the « tea-partisan » gatharikigashington on 08/28/2010,
organized by Glenn Beck, is an obvious exampler&oWashington Pos08/29/2010

(17) SourceNew York Times 08/31/2010

(18) Stock exchanges have stalled or been declioingeveral quarters despite
continuous attempts by the financial authoritiegydo restore their shine ... and once
again are approaching a violent spasm tiedtteedHindenburg Omen or the
anticipation of global economic and financial cdimmtis. SourceTelegraph08/27/2010.

(19) SourceNew York Times 08/22/2010

(20) Even when they manage to find a job, it's Ugumjob much less well paid than the
previous one. Sourc€NBC, 09/01/2010

(21) Thus the foreclosure process is a reflectfoanaalarming phenomenon of a decline
in the value of US households’ assets. Soufognews 08/23/2010

(22) If the prospect of deflation is that whichioflly « spoiled the mood » of the
central bankers’ meeting in Jackson Hole in latgust 2010, it is actually growing
doubts about the Fed's ability to select and impl@mappropriate measures to revive the
US economy which makes the whole of the small wofldentral bankers so nervous.
SourcesCNNMoney, 08/31/2010FT, 09/10/2010

(23) It should be noted here that in front of thevgng reluctance of the rest of the world
to buy US Treasury Bonds and GSE, the Fed hasntpbdficially begun to buy them

for its own account (or more unobtrusively viadtprimary dealers ») but it has begun to
organize the massive sale of federal debt to URichahls operators. In effect it must
seem easier to manage the plundering of many da#fenglion people more or less
unaware of the economic and financial nuances tetrof the major strategic players
such as China, Japan, the Gulf oil countriessee Chart in GEAB N°47):

(24) Atfter explaining that the use of a moderatefiationary policy had been discussed
but wasn’t on the agenda, Ben Bernanke said thaewer, if deflation risks grew, then
the usefulness of some intervention methods coellcebonsidered. Clearly, if nothing
else works and if the other global players do nantto feed the US deficit machine,
then debt monetization will be implemented on gdagcale. At least, things are now
clear. When LEAP/E2020 warned that it was the apiyon for the United States in the
looming crisis it seemed outrageous. Today, ihésFed Chairman himself who sets the
tone. SourcedS Federal Resery88/27/2010

(25) The failure of the mammoth measures to sugherhousing market is well
illustrated by the chart below.

(26) We are even beginning to hear voices suggestoopy Europe » like Jim Rogers
and Doug Noland who publishes the excelle@rredit Bubble Bulletins. Sources:
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CNBC, 08/31/2010Prudent Begr07/30/2010

(27) As the historian Niall Ferguson points outhis article published on 07/29/2010 by
The Australian « the sun can suddenly set on a superpower wéiatrbies ». An
historical reminder that columnist Thomas Friedntaough very patriotic, doesn’t
refute, who emphasized that the sharp decline oédgan power was due to the
economic crisis in thBlew York Timeson 09/04/2010.
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