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For those who endured the economic hardships
of the Great Depression of the 1930s without losing
their faith in the free enterprise system and a
sovereign United States of America



PREFACE
A Transformational Crisis


Never let a serious crisis go to waste. What I mean by that is it’s an opportunity to do things you couldn’t do before.

—White House chief of staff Rahm Emanuel, November 20081

Never waste a good crisis.

—Secretary of State Hillary Clinton, March 20092

The global economic recession that began in December 2008 has resulted in a meltdown of U.S. financial institutions unlike any seen since the Great Depression of the 1930s. What follows are three vignettes that offer a first impression of how the economic crisis was manipulated into a vehicle to push the U.S. economy further in the direction of government control. The ultimate agenda of the globalists managing the economic crisis, in the presidential administrations of both George W. Bush and Barack Obama, has been to use the crisis as an opportunity to push the U.S. private-enterprise economy further in the direction of a government-managed economy.

In 2009, prominent economic and political figures, such as those cited in these three short snapshots, have been remarkably open about their intent to manipulate the economic crisis as a “transitional crisis” useful to advance their globalist goals.


1. WORLD ECONOMIC FORUM DAVOS, SWITZERLAND JANUARY–FEBRUARY 2009


A call to utilize the current global economic crisis as a panic in which governments worldwide could transform national economies into a truly global economy emerged from the World Economic Forum during its 2009 meeting in Davos, Switzerland.

The call came from none other than Klaus Schwab, the founder of the Davos forum. Schwab told CNN in a televised interview from Davos that “the current global economic slowdown is a ‘transformational crisis’ that should be utilized to shape a ‘new world.’”3 The statement was shocking because it suggested that even if elite economists and world leaders did not cause the global economic recession in order to produce a global new world order, they were being advised to manipulate the global economic crisis for that purpose.

“Above all else this is a crisis of confidence,” Schwab said. “To restore confidence you have to establish signposts that the world after the crisis will be different. We have to create a new world and that is what Davos 2009 will be all about—serving society.”

As if to underscore Schwab’s dramatic conclusions, several economists used the 2009 Davos forum as a platform on which to proclaim that the dimensions of the world economic downturn reflected an unprecedented collapse of economic activity around the globe. The message was clear: the dramatic meltdown demanded solutions never before contemplated.

Nouriel Roubini, a professor at New York University’s Stern School of Business, was interviewed live by CNBC from Davos on January 27, 2009. Roubini declared before a national audience that the global banking system was “effectively insolvent.” The possibility that the worldwide banking system was bankrupt was shocking, suggesting the asset crisis in the United States had by the beginning of 2009 spread across the globe. Roubini, who is a frequent guest on syndicated financial news shows, was adding to his reputation as “Dr. Doom,” a reputation Rou-bini earned for his typically gloomy but often accurate forecasts.

Roubini estimated that the worldwide crisis in bad bank assets would extend far beyond the collateralized-mortgage-obligation problem caused by subprime loans, to include bad loans in consumer credit cards, car loans, and student loans, as well as commercial loans that have been packaged into securities sold to banks and brokerage firms. Roubini estimated the toxic assets would total $3.6 trillion, about half of which he believed was held by U.S. banks and brokerage firms.

Roubini’s estimate was shocking, especially since the U.S. Congress had allocated only $700 billion in two tranches of the Troubled Asset Relief Program, or TARP, funds to resolve the bank-asset problem, the largest bank bailout voted by Congress in U.S. history. If the true magnitude of the bank toxic-asset problem had to be measured in the trillions, then the TARP funds, admittedly huge, would be insufficient to solve it. Should bank toxic assets measure into the trillions of dollars, then solving the problem with $700 billion in TARP funds would be like trying to put out a fire raging in a New York skyscraper with a pail and a garden hose.

Roubini called on the Obama administration to employ a “Swedish solution,” in which the U.S. government would nationalize troubled banks, not just investing bailout cash but also taking over, giving management control to U.S. government bureaucrats. In the early 1990s, Sweden nationalized banks, but only after the banks had taken the losses.

Also interviewed by CNBC from Davos, Joseph Stiglitz, a Columbia University economics professor and 2001 Nobel laureate who advised the incoming Obama administration during its transition, expressed his concerns that the U.S. Treasury and the Federal Reserve had used TARP funds to overpay for bad assets. “The private sector would not touch these bad assets with a ten-foot pole,” Stiglitz said. “It’s not clear we have here a good deal for the taxpayers.”

Arguing that “taxpayers have provided capital, but have received no control,” Stiglitz also contended the U.S. government should begin nationalizing the banks under the Swedish plan, where the private owners of the banks would first take the losses for the bad assets and the government would nationalize the banks at a much lower share price, as a result of the private liquidation of troubled assets. He reasoned that economic incentives dictated that private bank managers, if left in place after TARP funds were injected without government control, would “have incentives to pay themselves bonuses, to pay shareholders dividends, and to use bailout funds to make acquisitions.”

“We need to run these banks for our interest,” Stiglitz said, arguing the Obama administration should move quickly to nationalize banks receiving bailout funds. “The government could not do worse than the banks themselves have done,” he observed, insisting TARP bailouts made no sense unless the government ended up controlling the banks. “You can call it ‘conserving the banks,’ if you want to use a nice term,” Stiglitz said, conceding his willingness to package his intent in a euphemism designed to obscure the true purpose of government taking over the banks. “But right now the government is paying too much for bad bank assets and ending up with no real control. It’s not clear it’s a good deal for the taxpayers.”

Economist Christopher Wood explained the “Swedish solution” in an influential Financial Times op-ed he published in January 2009.4 Wood argued that because the TARP program had failed to follow the Swedish model, the U.S. government simply poured the first tranche of $350 billion in TARP bailout money into banks and brokerage firms without requiring the banks to write down their bad assets first and without the government taking majority control over the bailed-out banks.

Wood observed that bank and brokerage firm bailouts in the United States and Great Britain had resulted in “a weird hybrid of public and private sector,” in which the government was gaining increasing equity stakes in the bailed-out banks, such that “what is happening is nationalization by stealth.” Wood pointed to the November 2008 government bailout of Citigroup, in which the U.S. government put more money in the financial services conglomerate than the entire market capitalization of the company on the day the deal was announced; still, the taxpayer got only a 7.8 percent equity stake and the incumbent management was allowed to stay in place.

Under the Swedish model, the troubled banks were nationalized, with shareholders wiped out in the process. The managements of the banks were replaced and depositors were fully protected. Wood preferred the Swedish model because under TARP “too many banks are being rewarded for failure.” Wood stressed that a “crucial principle of the Swedish model is that the banks were forced to write down their assets to market and take the hit to their equity before the recapitalization began.” Under TARP, the asset portfolios of the troubled banks remained burdened with billions of dollars in toxic assets despite the massive infusion of funds. “The ultimate endgame in countries such as the U.S. and Britain is still likely to be full-scale nationalization of most of the banking system, as the logic of such action finally becomes overwhelming.”

“Another point about nationalization, as in the Swedish model,” Wood wrote, “is that it allows the government to separate the bad assets from banks’ balance sheets and place them in one big ‘bad bank.’ “ In writing this, Wood prefigured what was soon to become a major initiative of the Obama administration, namely, that the toxic assets in bank and brokerage-firm portfolios be sold off to a “bad bank” so that the “good banks” could now function as private-sector businesses managed by “old-fashioned commercial bankers.” Wood neglected to mention that for the “good bank/bad bank” scenario to work, the government would have to buy the toxic assets from banks at nearly their full face value, not their currently dramatically reduced market value. The taxpayer, in other words, gets stuck with the workout problem of trying to recover whatever value can be recovered from the toxic assets sold into the bad bank.

Wood’s good bank/bad bank solution gained attention as the unprecedented magnitude of bank toxic assets became apparent to economists worldwide.

2. HENRY KISSINGER AFFIRMS CALL FOR “NEW WORLD ORDER”—PROPOSES GLOBALISM TO SOLVE CURRENT WORLD ECONOMIC CRISIS

Former secretary of state Henry Kissinger reaffirmed his call for the incoming Obama administration to use the current financial crisis to create a “new world order” in a commentary piece for the International Herald Tribune.5

Kissinger’s commentary made it clear that globalists intended to utilize the current global financial meltdown to advance globalism. In developing his call for action, Kissinger also made clear that his view of globalism involves a lessening of American power and influence in order to elevate other less advantaged countries’ participation in the global economy.

“The economic world has been globalized,” Kissinger proclaimed. “Its institutions have a global reach and have operated by maxims that assumed a self-regulating global market.” Kissinger warned against individual countries taking action through national political institutions to cushion the shock of the current financial decline with a view to ameliorating their domestic economies.

Rather than focus on domestic politics, Kissinger said the solution involves more globalism. “Every major country has attempted to solve its immediate problems essentially on its own and to defer common action to a later, less crisis-driven point,” Kissinger wrote. “So-called rescue packages have emerged on a piecemeal national basis, generally by substituting unlimited governmental credit for the domestic credit that produced the debacle in the first place—so far without more than stemming incipient panic.”

Kissinger strongly objected to nation-states acting as such to protect their domestic economies. “In the end, the political and economic systems can be harmonized in only one of two ways: by creating an international political regulatory system with the same reach as that of the economic world,” he suggested, “or by shrinking the economic units to a size manageable by existing political structures, which is likely to lead to a new mercantilism, perhaps of regional units.” He clearly preferred creating global political institutions to manage the global economy, as he positioned his second alternative of “mercantilism” to be reminiscent of some fourteenth-century Venetian economic structure, as objectionable as the “protectionalism” globalists typically rail against.

Kissinger also chided America for being overbearing, suggesting that “righteousness” has “characterized too many American attitudes, especially since the collapse of the Soviet Union.” He charged that American righteousness has resulted in “a certain inherent unilateralism—the standard of European critics—or else an insistent kind of consultation by which nations were invited to prove their fitness to enter the international system by conforming to American prescriptions.”

Not since John F. Kennedy has a president like Obama come on the scene, and “with such a reservoir of expectations,” Kissinger argued.

Kissinger articulated his view that our partnerships with the European Union and China are the keystones to developing his perception of the new world order. He acknowledged that “the global financial collapse has devastated Chinese exports,” threatening to lower Chinese growth to below the 7.5 percent rate “that Chinese experts have always defined as the line that challenges political stability.” Yet he warned that “if protectionism grows in America or if China comes to be seen as a long-term adversary, a self-fulfilling prophecy may blight the prospects of global order.”

Kissinger wants his vision of the new world order to be built upon a transatlantic reality in which the United States combines economically and politically with the European Union, and a transpacific reality in which the United States combines with China. “An international order can be permanent only if its participants have a share not only in building but also securing it,” he concluded. “In this manner, America and its potential partners have a unique opportunity to transform a moment of crisis into a vision of hope.”

Reading Kissinger, we are reminded of Jean Monnet, a key architect of the European Union. In his Memoirs, Monnet recalls that in his Luxembourg office he kept on his desk a photograph of the Kon-Tiki, the raft Norwegian explorer Thor Heyerdahl used in his 1947 expedition from South America to the Polynesian islands across the Pacific. When asked about the photograph, Monnet explained that he admired the young men who sailed the Kon-Tiki because once they chose a course, they knew they could not turn back. “We too are headed for our objective, the United States of Europe,” Monnet openly proclaimed, “and for us too there is no turning back.”6

3. WHAT CRITICS MISSED ABOUT OBAMA’S TREASURY CHIEF—GEITHNER PRESIDED OVER WALL STREET COLLAPSE AS REGIONAL FED PRESIDENT

While the nomination of Treasury Secretary Timothy Geithner generated plenty of heat because of his failure to pay income taxes for five years, almost unnoticed amid the controversy was the fact that he presided over the failure of some of the largest banking institutions in the world—institutions that he was specifically charged with overseeing and regulating as head of the New York region of the Federal Reserve Bank.

On November 17, 2003, Geithner became the ninth president and chief executive officer of the Federal Reserve Bank, a position he held until being nominated to be U.S. Treasury secretary under President Obama.

The Federal Reserve’s charter calls for the bank to be responsible for the strength of the financial institutions operating in each of the Fed’s twelve regional districts; the Federal Reserve Bank of New York presides over Wall Street–based financial institutions.

In the current financial crisis, the Federal Reserve has played a major role working out the continuing meltdown of banks and investment firms, including some of the nation’s largest. During Geithner’s tenure as CEO of the New York Fed, he presided over the following major economic failures:

• March 2008: Bear Stearns collapses from losses in subprime mortgage obligations and derivatives transactions; JPMorgan Chase buys Bear Stearns in a deal arranged by the Federal Reserve for the dramatically reduced value of two dollars a share, with the Federal Reserve guaranteeing JPMorgan against $30 billion in Bear Stearns asset losses.

• September 2008: Wall Street investment bank Lehman Brothers closes its doors in bankruptcy after the U.S. Treasury and Federal Reserve refuse to arrange a merger plan, bailout, or a guarantee program to save the Wall Street giant.

• September 2008: Bank of America buys Wall Street investment bank Merrill Lynch in a $50 billion deal that saves Merrill Lynch from having to declare bankruptcy.

• September 2008: The Federal Reserve extends to insurance giant American International Group, or AIG, an $85 billion loan that saves AIG from going bankrupt from derivatives losses in AIG’s massive $441 billion exposure to credit-default swaps.

• November 2008: Citibank receives an injection of $45 billion in TARP funds, plus Treasury Department, Federal Reserve, and FDIC guarantees on $306 billion in troubled assets held by the bank.

• January 2009: Morgan Stanley takes over Citibank’s Smith Barney investment unit, as Citibank unravels the “financial supermarket” conglomerate accumulated when Sandy Weill combined Travelers Insurance, investment bank Smith Barney, and Citibank to form Citigroup in the 1990s.

The Obama administration has touted Geithner as one of the only financial wizards in the country who can preside over the U.S. Treasury during this period of economic crisis, despite the obvious failure of the New York Federal Reserve Bank to sustain the solvency of New York financial institutions during the period of Geithner’s tenure.

Perhaps what decided Geithner’s future was that globalists liked Geithner’s credentials. Before joining the U.S. Treasury, Geithner worked for Kissinger Associates for three years in Washington, D.C. Then, from 1998 to 2001, Geithner served as undersecretary of the Treasury for international affairs under Clinton administration Treasury secretaries Robert Rubin and Lawrence Summers. He is also an active member of the Council on Foreign Relations.

Then, too, Geithner has deep ties to Obama. At the Ford Foundation in the early 1980s, Geithner oversaw its microfinance programs in Indonesia, during which time he supposedly met in person with Obama’s mother, Ann Dunham-Obama-Soetoro, who also allegedly spent part of her career working in Indonesian microfinance after she received her Ph.D. in anthropology.

Looking at Geithner’s career objectively, one sees that his credentials at the New York Fed should have made suspect his ability to manage financial crises successfully. Yet apparently more important to the Obama administration were his globalist credentials and his loyalty to Obama, both suggesting Geithner would implement Obama administration policies aimed at the federal government getting more control over financial institutions as a result of the economic crisis.

On February 4, 2009, Geithner and Obama announced at a White House press conference that executive compensation would be capped at $500,000 for those financial institutions that accepted TARP bailouts. “We don’t disparage wealth. We don’t begrudge anybody for achieving success. And we believe that success should be rewarded,” Obama said at the press conference. “But what gets people upset—and rightfully so—are executives being rewarded for failure, especially when those rewards are subsidized by U.S. taxpayers.”7

With the announcement, the Obama administration was letting financial institutions know that along with TARP funds they could expect to receive government intrusion into the management of their companies, with bureaucrats making decisions that typically were reserved for senior executives and boards of directors. Within days, Bank of America’s chief executive officer, Ken Lewis, shot back during a CNBC television interview that rumors his company were in danger of being nationalized were “absurd.” Still, with the possibility of a good bank/bad bank solution looming, Lewis’s assertion of independence appeared anything but certain. The axiom “with government money comes government control” is hard to refute, even for bankers struggling to keep their companies afloat. Before TARP was created, placing caps on executive compensation at U.S. banks was unthinkable.

Now, in a post-TARP world, it is not altogether clear where government control will reach a limit.



INTRODUCTION
The New World Order


We have before us the opportunity to forge for ourselves and for future generations a new world order—a world where the rule of law, not the law of the jungle, governs the conduct of nations.

President George H. W. Bush, January 16, 19911

This book begins where my 2007 book, The Late Great USA: The Coming Merger with the United States and Canada,2 ended.

I argued that economic “free trade” agreements such as the North American Free Trade Agreement, or NAFTA, and the Central American Free Trade Agreement, or CAFTA, were advanced by globalists calculating that regional and global political structures would necessarily follow regional and global trade agreements. The architects of North American integration saw the economics of free trade as the path of least resistance to force into creation regional governments that would supersede nation-states in North America, just as the creation of the European Common Market made the creation of the European Union inevitable. The plan was to create a North American Union as the successor to the nation-states of the United States, Mexico, and Canada.

As I write this book, the Economic Panic of 2009 is being manipulated by globalists to advance the North American integration agenda, a step on the path to global political integration. Americans would never abandon the dollar for a regional currency unless the dollar had collapsed. Similarly, Americans would never stand by and watch a wide range of U.S. assets, from financial services firms to public infrastructure, being sold to the government and foreign investors unless doing so was the only way to avoid complete economic collapse in the United States.

That is the core thesis of America for Sale: U.S. assets—from major U.S. corporations including banks and brokerage firms, to public infrastructure including highways—are being sold to the U.S. government and to foreign investors as we stand by and watch, as if we could do nothing to stop it.

Several recent economic developments have made the selling of America inevitable:

• The United States has experienced a large negative balance of trade under free-trade agreements, in the range of $700 billion a year.3 As a result of exporting dramatically more to the United States than it imports, China has amassed an unprecedented almost $2 trillion in foreign-exchange reserves, some 80 percent of which is held in dollar assets, enough to have surpassed Japan in September 2008 as the largest buyer of U.S. Treasury debt.

• U.S. dependence on foreign oil is growing, such that we now import more than 60 percent of the nearly 21 million barrels of oil we consume per day.4 As a consequence, foreign oil-producing states also enjoy a mass infusion of dollars in their foreign-reserve holdings. With oil prices ranging from recent lows of approximately $40 per barrel and an all-time high of $147 per barrel in July 2008, Middle Eastern petrodollar states such as the United Arab Emirates and Saudi Arabia have amassed trillions of dollars in sovereign wealth funds.

• The dramatic fall of the U.S. dollar, which reached all-time lows of approximately $1.50 against the euro in the summer of 2008, has made holding dollar reserves a losing proposition for nations with strong dollar holdings in their foreign-exchange reserves.

As I will demonstrate in the first section of this book, the bursting of the housing bubble in 2007 threw the U.S. economy into a deep recession that quickly reached global proportions. Banks and investment firms holding mortgage-backed securities in their asset portfolios have sought unprecedented “bailouts” from the federal Treasury. As a result, we are entering a mixed economy where the U.S. government has begun holding equity stakes in major banks and brokerage firms as the industry has consolidated. Those banks and brokerage firms unlucky enough not to get federal bailout funds have simply closed. The once unthinkable is now reality as prestigious firms including Bear Stearns and Lehman Brothers, with reputations that survived the Great Depression of the 1930s, have simply ceased to exist.

Economists define a recession as requiring two successive quarters of negative growth in the nation’s gross domestic product. On March 26, 2009, the Bureau of Economic Analysis of the U.S. Commerce Department made it official that the U.S. economy had been in a recession since December 2008. According to the bureau’s press release, the total output of goods and services produced by labor and property in the United States had declined at an annual rate of −6.3 percent in the fourth quarter of 2008, following a decline of −0.5 percent in the third quarter of 2008.5

The U.S. recession that officially began in December 2008 will not be resolved until foreign investment capital returns to the United States to buy up key U.S. assets, including banks and brokerage firms, and U.S. infrastructure. A precondition of this foreign capital infusion will be for the U.S. government to stabilize the tailspin of the Dow Jones Industrial Average and other major stock indices, and very possibly for the federal government to provide foreign investors with what will amount to guarantees. Foreign investors will want assurance from the U.S. government that their capital investments in the American economy will not be eroded by continued deterioration of stock prices. Unfortunately, foreign governments purchasing the trillions of dollars in U.S. Treasury debt needed to finance our massive and growing federal budget deficits will also want guarantees reaching beyond the “full faith and credit” of the U.S. government.

The recession is a capital crisis, not simply a credit crisis in which financial institutions are unwilling to lend. U.S. banks and brokerage firms may end up losing as much as $10 trillion in bad assets, once securitized portfolios of home loans, consumer loans, commercial loans, and municipal loans are fully marked to their diminished market value. This amount of unprecedented capital drain can be replaced only by foreign investment. Federal budget deficits aimed at bailing out failed banks and other corporations create only debt, not capital, with the result that the U.S. Treasury is forced to sell trillions of dollars of U.S. government-backed debt instruments to foreign nations, including China, Japan, and Middle Eastern oil-producing states. The economic crisis of the United States will force foreign dollars to return to our shores, both to buy our debt as well as to invest in our corporations.

The result is that U.S. sovereignty will be compromised, and globalists will force the United States toward a regional currency and a regional North American set of political institutions, on the way to a one-world currency and a one-world government.

The United States of America is unlikely to emerge from the Economic Panic of 2009 as the same sovereign or independent and self-governing nation that it was as recently as the administrations of President Truman or Eisenhower at the end of and after World War II.

The last barrier globalists face is the possibility that American patriots may simply say no in our desire to preserve, protect, and defend U.S. sovereignty, even at this late hour.

THE LATE GREAT U.S.A.

The globalist model being used to attack U.S. sovereignty was first tested and proven in the creation of the European Union. Over a fifty-year period, Europe transformed from a group of sovereign nations into a full-fledged regional European Union government, complete with a European Union central bank and a regional currency, the euro, which replaced the national currencies of the participating nations. The transformation was accomplished by advancing economic agreements that were advocated solely as job-creating inventions, not nation-destroying agendas.

Architects of the European Union such as Jean Monnet used deception to advance their regional goals, proclaiming that their only interest was to obtain economic efficiency and increased productivity through a cooperating group of regional nations, while the real goal was to erode over time the very sovereignty of the participating states. By constantly denying that their goal was to create a regional government on the way to a one-world government, Monnet and his allies encouraged the participating nations to allow their citizens to migrate freely across opening borders. Economic integration was accomplished step-by-step, as the European Coal and Steel Agreement gave way to a European Economic Community, followed by a European Atomic Energy Commission and ultimately a European Free Trade Association.

In the last two sentences of his memoirs, Monnet admitted that his goal from the beginning was a globalist one, such that he saw even the creation of the European Community as only a transitional step on the way to world government. “The sovereign nations of the past can no longer solve the problems of the present; they cannot ensure their own progress or control their own future,” Monnet wrote. “And the [European] Community itself is only a stage on the way to the organized world of tomorrow.”6 Walter Hallstein, the first executive director of the European Economic Community, agreed with Monnet. “Integration in the economic field is not merely a step on the way to political integration: it is already itself political,”7 Hallstein openly admitted in his book Europe in the Making, in 1972.

By the time the Treaty of Maastricht was signed in 1992, Europeans were ready to accept as their own the European Union flag first introduced in 1985, consisting of twelve yellow stars in a circle, representing the European nation-states, against a blue background, representing Europe. The European Union passport supplemented and then supplanted the national passports of the various participating countries. When the euro was introduced on January 1, 2002, the participating nations were willing to abandon their national currencies. Citizens who went to ATMs could get only euros, instead of their traditional currencies. Gone were the French franc, the Italian lira, and the German mark as the European Union countries submitted to the supranational authority of the European Central Bank. Countless European Union bureaucrats in Luxembourg and Brussels took upon themselves the job of writing the new European Union legislation that henceforth the various national legislatures of the participating EU nations would be required to ratify.

THE FREE-TRADE AREA OF THE AMERICAS

The administration of President George W. Bush tried to extend the NAFTA free-trade area, composed of the United States, Mexico, and Canada, and CAFTA, extending through Latin America, to the entire Western Hemisphere, from Canada’s arctic regions to the subarctic limits of the tip of Argentina, by pushing the FTAA, or Free Trade Area of the Americas. Ironically, the Bush administration most likely would have succeeded with the FTAA had it not been for the outspoken opposition of Venezuela’s socialist president Hugo Chavez at the IV Summit of the Americas held in Mar del Plata, Argentina, in November 2005. This was acknowledged by Mexico’s former president Vicente Fox in 2007. Promoting his new book on CNN’s Larry King Live, Fox told King that he and President Bush had a plan to extend NAFTA long-term to include all of the Americas, through a series of incremental steps that would ultimately involve creating a new currency.

“What we proposed together, President Bush and myself, it’s ALCA, which is a trade union for all the Americas,” Fox told King.8 ALCA is the acronym in Spanish for the Área Libre Comercio de las Américas, the Spanish name of the FTAA. Fox further admitted that “long-term” the plan he and Bush shared was to evolve the trade agreements into a regional currency “like the euro dollar” for the Americas. “Everything was running fluently until Hugo Chavez came,” Fox admitted. “He [Chavez] decided to combat the idea and destroy the idea.” Although the interview received almost no attention from the mainstream media at the time, Fox’s meaning could not have been clearer.

But then, this was nothing new. Fox had been proclaiming the wisdom of North American integration since he first took office in Mexico. On July 4, 2000, two days after winning election as president of Mexico, Vicente Fox called for a twenty-year timetable for the creation of a North American common market. Termed his “20/20 vision,” which Fox hoped would be realized by 2020, his plan for North American integration was ambitious. The North American Forum on Integration’s website defined Fox’s 20/20 vision as including the following elements: a customs union, a common external tariff, greater coordination of policies, common monetary policies, free flow of labor, and fiscal transfers for the development of poor Mexican regions.9 Utilizing the model of the European Fund, Fox suggested the United States might need to invest $10–30 billion in NAFTA to support undeveloped regions through an international financial institution such as the Inter-American Development Bank.

Globalists seeking to create a “one-world economy” and, as a consequence, a “one-world government” intend to proceed incrementally, one step at a time, relying on deception and misdirection to keep the U.S. public from fully appreciating their intentions. In The Late Great USA, I predicted both a dollar collapse and a severe economic recession that would result from the bursting of the subprime real estate bubble that reached its peak in 2006. I also predicted that the U.S. economy would enter a severe recession that would spread worldwide. My key argument was that globalists would use the economic crises not as an opportunity to shore up the fundamentals of the U.S. economy, but instead to push their global agenda as the only viable solution to the collapse of the U.S. economy and the dollar.

America for Sale presents a constructive alternative to globalist ambitions: the United States can be a major player in a world economy without having to sacrifice our sovereignty, the strength of our national domestic economy, or the dollar. A strong U.S. domestic economy can and should be promoted as a precondition of our entering a world economy. The globalists who plan to level the United States economically as an inevitable consequence of the U.S. entering the world economy do so perhaps out of resentment of America’s disproportionate use of world resources or the relatively high standard of living Americans typically enjoy.

To appreciate the globalist assault on the U.S. economy, consider the following three points:

• If the principle of globalism is for multinational companies to assert to U.S. workers that “we can find a slave or near-slave somewhere in the world that will do your job cheaper than you will,” then U.S. workers inevitably lose.

• With 300 million people in the United States and more than 6 billion people globally, the push by multinational corporations to bottom-fish for labor works inevitably to the disadvantage of the U.S. worker.

• A homeowner cannot send his lawn to China to be mowed. We can, however, allow an underclass to cross our border with Mexico to compete for low-skilled jobs by their willingness to work for lower pay and fewer benefits than most U.S. workers would find acceptable.

But there is an alternative principle to globalism: the United States can participate in a global economy as a sovereign nation, as long as we are resolved to maintain a strong U.S. economy, in which U.S. workers earn economically viable wages and benefits, with a strong middle class that can serve as the consumer engine needed to fuel a global economy.


THE LITTLE GREEN FROG PRINCIPLE


The Little Green Frog analogy is the first of two principles that are important to understanding how the U.S. economy and government are being morphed by economic crisis from a sovereign configuration to a worldwide economy and a global governance system.

The analogy begins with imagining that a person drops a little green frog into a pot of cold water on the top of a stove and turns on the heat. The frog initially swims comfortably in the water, not aware of the ultimate danger the gradually increasing temperature of the water represents. Ultimately, as the water comes to a boil, the frog cooks to death, having been lulled to sleep or otherwise rendered unconscious by what has become fatally dangerous warm water.

Yet, if you took the same little green frog and simply dropped it into a pot of boiling water on the stove, the frog would immediately perceive the danger and try to jump out of the water to safety. The frog might get uncomfortably warm, but it would still live.

The point of the analogy is to emphasize that we human beings often find incremental change hard to perceive, even if the end result of the gradually occurring change is a fundamentally different environment dangerous to our health or well-being.

THE TRANSFORMATION FROM FREE TRADE TO REGIONAL GOVERNMENT

Globalists typically work by inducing gradual change, constantly denying that their goal is to create regional or global government. Thus globalists sell “free trade” to a gullible public on the premise that removing trade barriers between countries will encourage more exports and produce more jobs. Regardless of whether we gain or lose domestic jobs, globalists know that “free trade” necessitates regional and ultimately global governance. This is why Walter Hallstein insisted economic integration is inherently political integration. Disagreements are inevitable under free-trade agreements and the disagreements can be resolved only through regional or otherwise transnational rules and regulations.

For example, in The Late Great USA, I argued that the Trans-Texas Corridor, a car, truck, train, and pipeline toll road four football fields wide parallel to Interstate 35, had been planned by the Texas Department of Transportation, or TxDOT, with the financing to come from a foreign corporation, Cintra Concessiones de Infrastructures de Transporte, a capital group in Spain. I also argued that the toll road was designed to connect ultimately with the deep-water ports of Lázaro Cárdenas and Manzanillo in Mexico on the Pacific Ocean, south of Texas. The goal of this plan, I argued, is to transport into North America containers of cheaply made goods produced in China, utilizing Mexican trucks and Mexican trains. The U.S. Department of Transportation in the second term of the Bush administration pushed to implement a Mexican truck-demonstration project in which up to a hundred Mexican trucking companies were given unlimited access to U.S. roads to haul international cargo as part of a pilot program.10 The goods in the Chinese containers are taken to U.S. companies that have purchased the goods, typically for retail sale in mass-marketing retail outlets in the United States.

If a Mexican truck gets into an accident while driving along the completed TTC-35 toll road, which country’s law will apply to resolve the dispute? Spanish law might apply, since Cintra will be operating the toll road under a public-private partnership contract with TxDOT. Mexican law might apply because the truck involved in the accident is Mexican and the driver is presumably the holder of a valid Mexican commercial driver’s license. The container and goods are the property of a Chinese company, until they are delivered to the U.S. purchaser.

Even though the accident happens in Texas, we cannot be assured that Texas law will be the only applicable law in resolving the dispute. Certainly, lawyers for one of the various parties involved in the dispute could well seek reference to the rules and regulations specified under NAFTA or the World Trade Organization (WTO). Lawyers might also inquire into the new memoranda of understanding or other agreements signed by the bureaucrats of the United States, Mexico, and Canada in the Security and Prosperity Partnership of North America, or SPP, organized as “working groups” under the authority of the trilateral SPP declaration issued at Waco, Texas, by the three North American leaders on March 23, 2005.

The point is that free-trade agreements necessarily result in international governance, simply because international rules and regulations are required to resolve free-trade disputes that are international in nature.

Most Americans are completely unaware that under NAFTA we have constituted with Mexico and Canada what are known as Chapter 11 Tribunals, which function as administrative courts with authority to supersede the sovereign laws of the United States, Mexico, and Canada if a tribunal determines the legitimate economic rights of a NAFTA investor or corporation have been violated under the terms of NAFTA itself. Put simply, NAFTA Chapter 11 Tribunals trump the U.S. Supreme Court in NAFTA trade disputes. U.S. law could have applied as the final arbiter of the dispute only if U.S. negotiators had taken the care to specify, when negotiating NAFTA, that trade disputes occurring in the United States under the agreement would be resolved solely by reference to U.S. state and federal laws and regulations. NAFTA was not so negotiated.

In April 1974, U.S. ambassador Richard N. Gardner wrote a pivotal essay, published in the Council on Foreign Relations magazine Foreign Affairs, titled “The Hard Road to World Order.” There Gardner gave a concise statement of the incremental method applied to creating a one-world government, writing, “In short, the case-by-case approach can produce some remarkable concessions of ‘sovereignty’ that could not be achieved on an across-the-board basis.”11 Gardner understood the Little Green Frog Principle that the peoples of no sovereign nation would easily or readily abandon their generations-revered nation-states unless a series of almost imperceptible changes were coordinated to lead the people almost unconsciously in that direction. Yet moving from the United States of America to a North American Union (NAU) could be made to seem inevitable, especially if an economic crisis or a weakened dollar made the regional expansion of NAFTA free trade into the regional governmental structures appear a natural progression to enhance the economic competitiveness of North America. Then, should a North American Union be formed, progression to unite the NAU with the other regional compacts—including the EU and the emerging African and Asian unions—could be more easily accomplished.

WHY SIZE MATTERS

The second principle important to this book derives from mathematics. The principle is that a difference in size is a difference in phenomenon.

We can understand the concept if we contemplate a bumblebee. A bumblebee is able to fly, given the size of the bumblebee as well as the size and dynamic construction of its wings. Yet if a bumblebee is made to be ten times or a hundred times its normal size, the bumblebee can no longer fly, even if its wings are increased proportionately, such that the dynamic construction of its wings is maintained. A bigger bumblebee is not the same critter made larger. A larger bumblebee is a different order of critter that requires different mathematical principles if the critter is to fly in its larger form. In other words, larger is not the same thing just made bigger. A difference in size typically involves a difference in phenomenon, such that the laws and principles that operate at the smaller size may no longer function or apply at the larger size.

Another example of the principle is the Spruce Goose that aviator Howard Hughes constructed in the 1940s. The airplane, registered as the Hughes H-4 Hercules, was a prototype heavy transport airplane made largely of wood. The Spruce Goose flying boat flew just once, on November 2, 1947. What Hughes had failed to realize was that a larger transport plane was not just a bigger version of a propeller-driven transport aircraft that flew on a smaller scale. The H-4 Hercules, conceptualized as a redesign of the C-47, was bound to have trouble flying. Today we have passenger and transport aircraft built successfully on a scale that dwarfs the Spruce Goose. The point is that today’s larger aircraft are typically jet aircraft designed with an entirely different aerodynamic design than that of the propeller-driven Spruce Goose.

We cannot imagine that a regional or global economy will function exactly as a national economy or a national government, just on a larger scale. This concept violates the principle that a regional or global economy must be expected to function on economic principles derived for the regional or global environment itself, not for the national environment. A difference in size involves a difference in phenomenon. The same applies when we get to governments. A regional or one-world government is not simply a national government made larger.

The nations of the European Union are beginning to realize this. National governments, for instance, have given up much national control of their domestic economies because they have relinquished their national central banks and given up their national currencies as a necessary condition of creating the European Central Bank and the euro. Losing sovereignty over monetary policy leaves national governments in the EU with only fiscal policy tools involving government spending and taxation policies with which to control the strength of their domestic economies. This new condition represents a fundamental change for European leaders whom domestic voters still hold responsible for promoting economic growth.

In an essay titled “On Being the Right Size,”12 first published in the 1930s, scientist and geneticist J. B. S. Haldane speculated that “extreme socialists desire to run every nation as a single business concern.” He then observed that Henry Ford would have difficulty running Andorra or Luxembourg on a socialistic basis, even though Ford probably had more people on his payroll than the population of other countries. Hal-dane doubted a syndicate of Fords could make Belgium Ltd. or Denmark Ltd. a paying concern. He observed, “I find it no easier to picture a completely socialized British Empire or United States than an elephant turning somersaults or a hippopotamus jumping a hedge.” Haldane’s point was that while Ford might run a business in which his corporation provided workers a living wage plus reasonable benefits, we should not assume a nation can do the same without running huge deficits. Unfortunately, Haldane did not live to see Great Britain or the United States under the administrations of George W. Bush or Barack Obama, where even trillion-dollar deficits to maintain social-welfare programs are being considered normal.

That Haldane was also a self-professed Marxist should give even more weight to his skepticism about whether principles of corporate responsibility could ever be transferred in a one-to-one relationship onto a socialist state.

THE NEW WORLD ORDER

Globalists from both the political Left and the political Right aim to create a “new world order” in which regional governments are created to supplant the sovereignty of individual nation-states. Consider the following:

• From the Left, the importation into the United States of an underclass workforce is seen as generating future generations of Democratic Party voters, dependent upon electing Democrats to political office in order to continue generous social-welfare benefits that permit the underclass work force to compete with U.S. labor by working for lower wages and fewer benefits.

• From the Right, what has been known as “the Rockefeller wing” of the Republican Party views underclass labor worldwide, whether imported from south of the border with Mexico or found in foreign countries including China, as important to increasing multinational corporate profits so that U.S. companies remain competitive in a global economy.

The ultimate goal from both the Left and the Right is to create a global reality for the future of the United States, in which a one-world government with a one-world currency will be created to supersede the sovereignty of the United States of America. From the political Left, a worldwide proletariat has been seen as a powerful force for progressive social change since communists first proclaimed slogans such as “Workers of the World Unite!” From the political Right, David Rockefeller and the Council on Foreign Relations would argue that multinational corporations transcend national borders by their very operations, with U.S. regulations and currency thus adding risks and operating as “speed bumps” on the road to maximum corporate profits.

An underlying assumption of the “new world order” thinking is that a one-world government born of one-world economics would work much like a nation-state, only on a larger scale. The regional structures, and ultimately the one-world economic and governmental structures, would work according to the principle of subordination. It is this principle through which the U.S. government, as a superior authority comprising all state governments, supersedes state-government authority. Under a regional government structure, nation-states are subordinated to regional governments that supersede the sovereignty of the nation-states composing the region. A one-world government would in turn supersede the regional compacts.

Still, regional and one-world structures must obey the principle that a difference in scale is a difference in phenomenon. Put more directly, nation-states continue to be relevant even after the creation of entities such as the EU, or the NAU should a North American Union ever truly come to be.

In other words, U.S. workers will not easily be unemployed, especially not in large numbers, simply because workers in China are dramatically cheaper under the auspices of the World Trade Organization. Nor will the nations of Europe sit by idly as the European Central Bank raises interest rates in favor of the EU as a whole to the detriment of struggling countries such as Italy, Ireland, or Spain. The EU countries may be fine without central banking authorities of their own, but only so long as the economics remain favorable and their national economies are experiencing growth. In deep economic recessions, all political questions quickly become personal and local. In economic crises, even with regional or one-world government structures in place, national policies designed to employ national workers and stimulate national economies once again become relevant, as we have seen in the Economic Panic of 2009.


AN ARGUMENT FOR TAKING AMERICA BACK


America is for sale, from a political Left that sees socialism as the answer, as well as from a political Right that sees unbridled free trade as the answer. If globalism and unbridled free trade are the problem, maintaining the sovereignty of the United States is the solution.

U.S. sovereignty is under attack by international organizations embraced variously by the Left and the Right, including the International Monetary Fund and the World Bank, the North American Free Trade Agreement, and the World Trade Organization, as well as by the United Nations itself.

As I wrote in my latest book, The Obama Nation, Barack Obama’s radical leftist politics are leading the United States in a costly and self-destructive direction, both at home and abroad.13 In the final analysis, President Barack Obama is turning out to be a globalist every bit as much as President George W. Bush was. Both presidents have put America up for sale by pursuing an increasingly reckless policy of running huge and growing budget deficits that cannot long be papered over by selling trillions of dollars of U.S. government debt to foreigners.

To prevent America from being put up for sale before it is too late, we must recapture the social and economic argument from the political Left. We must challenge Barack Obama’s claim that by winning the presidential election of 2008 the Democratic Party has achieved a mandate for an unprecedented growth of government and a massive redistribution of wealth and income in the United States that will make the Obama administration look like a New Deal on steroids.

Equally, we must recapture the argument from the political Right. We must challenge the “free trade” prosperity myth that the United States can engage in unbridled world trade that allows U.S. domestic businesses to import an underclass of cheap immigrant labor and multinational corporations to outsource to cheap foreign labor overseas. Instead, we must work to preserve U.S. jobs and protect the dollar.

We must fight back as a nation if we are to avoid being pushed into a European Union–type North American common market and North American monetary union, on the way to a one-world government dominated by one-world globalism. Today the United States is at risk of losing within the next generation the greatest middle class ever created in the history of the world. We will have to take America back to the fundamental freedoms and principles of limited government that our Founding Fathers fought and died to establish. Otherwise, we will not see a sovereign and independent United States of America emerge through the twenty-first century as an economically and militarily strong nation-state. The rest of the world can develop economically, not by reducing the economic power and military strength of the United States, but rather by applying the example of American free enterprise to their own social, economic, and political development.

The Republican Party, if it is to return from the electoral defeats that have caused it to lose both houses of Congress and the White House, must return to its political base. Millions of Americans who want to see the politics of Ronald Reagan embraced once again long to return America to the decades of economic and military success the nation enjoyed since the end of World War II.

America for Sale is a clarion call to take America back before it is too late. America for Sale is a clarion call to prevent the globalists from outsourcing U.S. jobs that will never return to our shores, and from erasing our borders and destroying the dollar.

American patriots do not want to live in Barack Obama’s internationalist social-welfare state any more than we should want to live in George H. W. Bush’s internationalist “new world order.”



Part I
THE GLOBAL ECONOMIC PANIC OF 2009


In the economic history of the United States, economic panics unfortunately are not rare. Even more disturbing, they often precede prolonged depressions, involving many years of painful economic readjustment in which incomes decline or disappear as jobs and homes are lost.

The Economic Panic of 2009 had global reach after the bursting of the subprime-mortgage bubble in the United States sent shock waves around the world.

In July 2007, when the Dow Jones Industrial Average topped 14,000, many economists and investors believed the stock market was in robust shape, capable of hitting even new highs. In March 2008, the Dow had dropped almost two thousand points, to 12,300, when Barron’s magazine published an article predicting the Dow would “rocket” to new heights around 18,000 to 20,000 by March 2009.1 Barron’s published no retraction in March 2009, when the DJIA instead of “rocketing” ended up torpedoing, to end up trading in the range of 7,000, having lost approximately half its value and trillions of dollars of market capitalization.

The Economic Report of the President for 2007, prepared by the Council of Economic Advisers, was strongly optimistic, proclaiming, “Economic growth in the United States has been above the historic average and faster than any other major industrialized economy in the world.” At that time, no end to economic growth was foreseen: “January was the 41st month of uninterrupted job growth produced by this economy, in an expansion that has thus far added more than 7.4 million new jobs. Unemployment is low, inflation is moderate, and real wages are rising.” President George W. Bush signed off on the declaration that “our economy is on the move and we can keep it that way by continuing to pursue sound economic policy based on free-market principles.”

In February 2007, when that economic report was signed by President Bush and sent to Congress,2 few could have anticipated that less than two years later, by the end of 2008, U.S. households would suffer an 18 percent decline in wealth, with a loss of $11.2 trillion in household net worth3—a loss almost equal to the nation’s 2008 gross domestic product of approximately $14 trillion.4

In 2008, the mortgage bubble burst and the U.S. economy went into a tailspin. By the beginning of 2009, U.S. federal budget deficits began reaching into trillions of dollars as the Federal Reserve prepared to enter the bond market as a purchaser of last resort for U.S. Treasury debt.

The global Economic Panic of 2009 was particularly unexpected after international economists had promised for decades that the formation of a global economy would ensure sufficient economic activity in other countries, such that even a serious economic downturn in the United States would not cause the world economy to collapse.

How and why did the U.S. economy crash, causing in turn the global economy to crash, resulting in the global Economic Panic of 2009? The culprits begin with a Federal Reserve policy determined to keep interest rates at a historically low 1 percent rate in 2003 and 2004. Then U.S. government policies caused a continuing adverse impact on the U.S. dollar because of U.S. dependence on foreign oil and a growing U.S. negative balance of trade, especially with China. As a result, the dollar weakened and U.S. economic dependence on foreign nations increased.

The economic future of the United States in a global economy was jeopardized by government policies that allowed U.S.-based multinational corporations to outsource high-paying manufacturing jobs overseas. At the same time, government policies allowed an underclass from south of the border to immigrate into the United States to compete for the lower-paying, unskilled jobs that could not be outsourced.

Meanwhile, urban poverty persisted in the U.S. global village, largely because unemployment for millions of Americans became persistent, such that millions of workers abandoned altogether the search for employment. If money alone were sufficient to eliminate poverty, the trillions of dollars spent by the federal government on social-welfare programs would have alleviated the problem in the decades since the New Deal. Instead, we have created welfare dependency at a time when the educational and training demands for employment in the global economy have raised the bar for everyone.

If anything, the global Economic Panic of 2009 should refute globalism once and for all.

Globalism, instead of creating an era of flourishing U.S. employment, has left millions of U.S. workers behind, such that no amount of education and training will enable them to compete with a world population ready and willing to work for a fraction of what U.S. workers demand in terms of wages and benefits.

The global Economic Panic of 2009 is a direct result of decades during which Republican and Democratic administrations alike have pursued international free trade as a panacea to U.S. and world economic concerns. Yet instead of producing a recession-proof world, the global economy merely created the conditions by which a recession in the United States translated into a global recession, almost as instantaneously as information travels the globe.

In the final analysis, America is for sale precisely because globalism failed, precisely because a “free trade” international economy failed to fulfill the promises the globalists made. 



ONE
The U.S.A. Bankrupt


Debt cannot go on compounding faster than output forever.

—James Dale Davidson and Lord William Rees-Mogg, The Great Reckoning, 19911

In February 2009, as the Obama administration pushed a $787 billion deficit-spending economic stimulus plan through Congress, the American public was largely unaware that the true deficit of the federal government was already measured in trillions of dollars.

Moreover, total U.S. obligations, including Social Security and Medicare benefits to be paid in the future, have effectively placed the U.S. government in bankruptcy, even before we take into consideration the future and continuing social-welfare obligations embedded within the Obama administration’s massive new spending plan. According to the U.S. Treasury, the total obligations of the United States in 2007 exceeded a negative $59 trillion, a sum that was more than the 2007 gross domestic product, or GDP, of the world, which the World Bank estimated to be $54 trillion.2 By 2008, the total obligations of the U.S. had grown to over $65 trillion, with no end in sight.

There is no way the federal government could ever meet the future obligations of the massive social-welfare state we have created since Franklin Roosevelt signed the Social Security Act, even if we confiscated all salaries and corporate earnings of individuals and corporations in the United States as an emergency form of taxation. The United States today is bankrupt, whether or not the government wants to admit it, and whether or not the public is aware of how extreme the situation has become.

Understanding that the United States is bankrupt is fundamental to understanding the true dimensions of the Economic Panic of 2009. Had the United States been running federal budget surpluses on a cash basis, the nation would still be bankrupt. Why? The answer is that future liabilities in federal social-welfare-entitlement programs have grown beyond the ability of the federal government to raise by taxes enough money to pay what is already due to the baby boomers as they retire.

This reality severely limits the ability of the federal government to manage a financial crisis like what we have faced since the mortgage bubble burst. It is necessary to appreciate fully just how bankrupt the federal government truly is: Mortgage losses as well as losses in a variety of consumer credits plus losses in commercial loans and commercial real estate already total trillions of dollars. We are certain to have more losses in complicated investments including hedge funds and derivatives, regardless of how smart the federal government officials at the U.S. Treasury and the Federal Reserve appear to be or how clever Wall Street experts seem. Ultimately, financial bubbles have no alternative but to burst.

DOESN’T $65 TRILLION TERRIFY ANYONE?

The real 2008 federal budget deficit was $5.1 trillion, not the $455 billion previously reported by the Congressional Budget Office,3 according to the 2008 Financial Report of the United States Government released by the U.S. Department of the Treasury.4

The difference between the $455 billion “official” budget deficit number and the $5.1 trillion deficit based on data reported in the 2008 report is due to the fact that the official budget deficit is calculated on a cash basis, where all tax receipts, including Social Security tax receipts, are used to pay government liabilities as they occur. The calculations in the 2008 report are calculated on a GAAP basis (“Generally Accepted Accounting Principles”), which includes year-for-year changes in the net present value of unfunded liabilities in social-insurance programs such as Social Security and Medicare. Under cash accounting, money is spent as it comes in, while the government makes no provision for future Social Security and Medicare benefits in the year in which those benefits accrue.

“As bad as 2008 was, the $455 billion budget deficit on a cash basis and the $5.1 trillion federal budget deficit on a GAAP accounting basis does not reflect any significant money from the financial bailout or Troubled Asset Relief Program, or TARP, which was approved after the close of the fiscal year,” John Williams, an economist who publishes the website Shadow Government Statistics,5 told World Net Daily.6

“For 2009, the Congressional Budget Office estimated the fiscal year 2009 budget deficit as being $1.2 trillion on a cash basis and that was before taking into consideration the full costs of the war in Iraq and Afghanistan, before the cost of the Obama $787 billion economic stimulus plan, or the cost of the second $350 billion tranche in TARP funds, as well as all current bailouts being contemplated by the U.S. Treasury and Federal Reserve,” he stressed.

“The federal government’s deficit is hemorrhaging at a pace which threatens the viability of the financial system,” Williams added. “The popularly reported 2009 budget deficit will clearly exceed $2 trillion on a cash basis and that full amount has to be funded by Treasury borrowing. It’s not likely this will happen without the Federal Reserve acting as lender of last resort for the Treasury by buying Treasury debt and monetizing the debt.”

“Monetizing the debt” is a term used to signify that the U.S. Treasury will ultimately be required simply to issue huge amounts of new debt to meet current Treasury debt obligations. We have monetized the debt when we are forced to issue debt both to cover current budget deficits and to pay interest on outstanding federal debt. So far, the Treasury has been largely dependent upon foreign buyers, principally China and Japan and other major holders of U.S.-dollar foreign-exchange reserves, including Middle Eastern oil-producing nations purchasing U.S. debt through their financial agents in London. “The appetite of foreign buyers to purchase continued trillions of U.S. debt has become more questionable as the world has witnessed the rapid deterioration of the U.S. fiscal condition in the current financial crisis,” Williams noted.

The sad reality is that the U.S. Treasury has not reserved any funds to cover the future Social Security and Medicare obligations we are incurring today. “Truthfully,” Williams pointed out, “there is no Social Security ‘lock-box.’ There are no funds held in reserve today for Social Security and Medicare obligations that are earned each year. It’s only a matter of time until the public realizes that the government is truly bankrupt. No taxes are being held in reserve to pay in the future the Social Security and Medicare benefits taxpayers are earning today.”

If President Obama manages to add universal health care to the list of entitlement payments the federal government is obligated to pay, the negative net worth of the United States government can only get worse.

Calculations from the 2008 Financial Report of the United States Government, as displayed in the chart below, show that the GAAP negative net worth of the federal government has increased to $59.3 trillion while the total federal obligations under GAAP accounting now total $65.5 trillion.









“Put simply, there is no way the government can possibly pay for the level of social welfare benefits the federal government has promised unless the government simply prints cash and debases the currency, which the government will increasingly be doing this year,” Williams said, explaining in more detail why he feels the government is now in the process of monetizing the federal debt.

“Social Security and Medicare must be shown as liabilities on the federal balance sheet in the year they accrue according to GAAP accounting,” he argued. “To do otherwise is irresponsible, nothing more than an attempt to hide the painful truth from the American public. The public has a right to know just how bad off the federal government budget deficit situation really is, especially since the situation is rapidly spinning out of control.”

Williams makes a compelling case that in a post-Enron world, if the federal government were a private corporation, “the president and senior Treasury officers would be at risk of being thrown into a federal penitentiary.”

ARE MASSIVE FEDERAL DEFICITS SUSTAINABLE?

On March 12, 2008, David M. Walker resigned as comptroller general of the United States and head of the Government Accountability Office, or GAO, out of concern that as head of the GAO, he could no longer certify the financial soundness of the U.S. government under the GAAP accounting analysis of the federal budget conducted annually by the U.S. Treasury. As the CBS television show 60 Minutes noted, even before he resigned Walker had begun “traveling the country like an Old Testament prophet, urging people to wake up before it is too late.” Walker was highly regarded as a respected public official while head of the GAO, charged with managing its more than three thousand employees. The GAO serves as auditor of the government’s books, as an investigative office of the U.S. Congress.

“I would argue that the most serious threat to the United States is not someone hiding in a cave in Afghanistan or Pakistan, but our own fiscal irresponsibility,” Walker, once the nation’s top accountant, told 60 Minutes, in an obvious reference to Al Qaeda terrorist leader Osama bin Laden.7

“We are spending more money than we make,” Walker told a group on his “Wake-Up Tour” throughout America. “We are charging it to a credit card,” he said, warning that by 2040, U.S. tax dollars would not be able to keep up even with just the interest payments on our national debt. No federal funds would be left for any other programs, including national defense or homeland security. “We suffer from a fiscal cancer that is growing within us and if we do not treat it, the cancer will have massive consequences for our country,” he said.

Walker’s concern is that the massive entitlement programs the federal government has created over the past few decades will go bankrupt as the baby boom generation retires. “The first baby boomer will reach 62 and be eligible for benefits under Social Security on January 1, 2008,” Walker pointed out. “They will be eligible for Medicare just three years later. When those boomers start retiring en masse, we will face a tsunami of spending that could swamp our ship of state if we don’t get serious.” Walker warned that the real coming problem was the health-care problem, which he viewed as five times more serious than the problem with Social Security, largely because modern medicine allows people to live longer and the cost of medical treatments continues to escalate.8

In testimony before Congress in 2007, Federal Reserve Chairman Ben Bernanke specifically endorsed the warnings that Walker was then issuing from the GAO. “Unfortunately, economic growth alone is unlikely to solve the nation’s impending fiscal problems,” Bernanke testified, rejecting the proposition that future rates of U.S. economic growth would be sufficient to provide adequate tax revenue to handle federal debt comfortably. Bernanke envisioned a scenario where U.S. debt could approach 100 percent of gross domestic product, the ratio the United States experienced in World War II. Alan Greenspan dismissed the World War II comparison, noting that people “at that time understood the situation to be temporary and expected deficits and the debt-to-GDP ratio to fall rapidly after the war, as in fact they did.” Today is different, Greenspan argued. In 2007, before the economic downturn and the new trillions in then-unanticipated deficit spending caused by the TARP and Obama economic stimulus programs, Bernanke projected the debt-to-GDP ratio could reach 100 percent by 2030. “Ultimately, this expansion of debt would spark a fiscal crisis, which could be addressed only by very sharp spending cuts or tax increases, or both,” Bernanke warned Congress.9

Bernanke saw the crisis as one that would continue beyond the retirement of the baby boomers. “Rather, if the U.S. fertility rate remains close to current levels and life expectancies continue to rise, as demographers generally expect, the U.S. population will continue to grow older, even after the baby-boom generation has passed from the scene,” he told Congress in 2007. “If current law is maintained, that aging of the U.S. population will lead to sustained increases in federal entitlement spending on programs that benefit older Americans, such as Social Security and Medicare.”10 Bernanke agreed with Walker. Both saw the United States headed toward a crisis of irreversible budget deficits and future obligations under federal entitlement programs that would create a level of federal debt that anticipated U.S. economic growth would not be able to sustain.

TREASURY TO BORROW TRILLIONS, NOT BILLIONS

Almost certainly, 2009 will be the largest cash-basis federal deficit ever reported in the history of the United States. According to the minutes of the U.S. Treasury’s Borrowing Advisory Committee, or TBAC, a key advisory committee to the Treasury Department, Acting Assistant Secretary of the Treasury for Financial Markets Karthik Ramanathan affirmed estimates for Treasury borrowing needs range as high as $2.5 trillion for fiscal year 2009.11 The TBAC’s formal report warned that federal borrowing in fiscal year 2010 could reach levels as high as $4 trillion.

While conservatives faulted the Bush administration for running large deficits and increasing the national debt, the magnitude of the national deficit problems under the Bush administration was small compared to the Obama administration. The Bush administration added more than $4 trillion to the national debt, increasing the national debt more than 70 percent from the time George W. Bush took office on January 20, 2001.12 With federal budget deficits projected to run into the trillions of dollars, the Obama administration appears willing to increase the current $10 trillion U.S. national debt by 65 percent in just two years. If the Obama administration increases the national debt by 65 percent every two years, our national debt will be $16.5 trillion in 2010 and $27.225 trillion by 2012, the year of the next presidential election.

The U.S. national debt, which was at approximately 40 percent of U.S. gross domestic product at the end of 2008, is now expected to be at 60 percent by 2010 as a result of the economic slowdown, the TARP, other bailout programs, the $787 billion deficit-funded Obama administration economic stimulus program, and the proposed Obama administration $3.6 trillion federal budget for 2009.13 If the national debt does grow this fast, the national debt could exceed 100 percent of U.S. gross domestic product sometime before 2012, an uncomfortable phenomenon that has not happened since the World War II era, when the national debt reached 122 percent of GDP in 1946.
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