Global Financial Crisis: What Are The Answers & What Will Replace the Ideology of Globalism?

Economic Brief by Patrick J Byrne, NCC National Vice-President

NCC National Conference, Feb 7-8, 2009

Introduction

When the 1981 Campbell Committee Inquiry into Australia’s financial system

recommended the deregulation of the financial system, it was rejected by the then Prime Minister, Malcolm Fraser, but was avidly embraced by his successor Bob Hawke and Treasurer Paul Keating in 1983, and supported by John Howard. Shortly after, Australia’s foreign debt began to rise and the late BA Santamaria – the founder of the NCC – began warning Australians that it

would result in untold damage to the Australian economy.

Bank deregulation was followed by deregulation and privatisation of many

sectors of the economy, and new free trade policies that did away with almost

any protection for our domestic industries. Political leaders told Australians

that because they would prosper from the sale of minerals overseas, it didn’t

matter if manufacturing industry closed down in Australia and reopened in the

low-wage countries of Asia. Then we could buy back cheap manufactured

goods, even if we had to borrow overseas to pay for these imports. If this

ratcheted up the foreign debt, it didn’t matter because foreign borrowing was

just a personal contract between consenting adults. If an Australian borrower

failed to repay his borrowing, that was a loss to the foreign bank and of no

major consequence to Australia as a nation.

Bob Santamaria strongly argued that politicians were wasting their time

arguing for a republic, when the nation was at risk of losing its economic

sovereignty and its economic independence, by leaving the nation at the mercy of the international financial markets in the event of an economic crisis.

In the ’80's and ’90's there were a series of world-wide financial tremors, the

preludes to the unprecedented seismic shock now rocking the world

economy. First, there was the stock market crash of 1987, the 1994 Mexico

capital crisis, the 1997 Asian economic meltdown, the 1998 collapse of Long

Term Capital Management hedge fund that almost brought down the world

financial system, then the 2001 dot.com bubble burst. Each time there was a

crisis, instead of acknowledging that this was a sign of systemic flaws in the

architecture of the world’s financial and trading system, the US Federal

Reserve Chairman did the “Greenspan put”: he slashed interest rates and

boosted liquidity in the economy to push the 25-year long boom to ever more

dizzying heights.

I recall Bob Santamaria saying after the system was repeatedly saved that

“just maybe” the world’s governments, financial leaders, big business,

reserve banks, and compliant regulatory agencies had devised a way “to

keep the whole system going … but eventually the system would catch up

with them and the disaster would be even greater.”

We are now confronting the worst financial crisis in the history of capitalism,

with the potential to create a world-wide depression on the scale of the

1930's. That resulted in vast and prolonged unemployment, the collapse of

finance and industry, political unrest, the overthrow of democracies and the rise of Nazism and Communism - all of which paved the way for WWII and a

protracted Cold War.

Access Economics’ Chris Richardson warns of what Australia is currently

facing, "This is not just a recession. It will be the sharpest deceleration

Australia's economy has ever seen." (SMH 19 Jan 2009)  And as the NCC

has warned for many years, the nation's huge foreign debt has the potential to cripple the economy for years to come. As Richardson went on to warn,

“Australia's dependence on foreign markets' finance [and] its external deficit

represent a potential economic fault line." (ABC Online, Feb 3, 2009)

World famous economist Joseph Stiglitz, at the recent Davos conference,

said the prevailing view among the world’s richest business leaders was that

“the pessimistic view of the IMF was over-optimistic.” In one study group it

was admitted that “the efficient market theory is in tatters.” (The Age,

February 6, 2009)

Prime Minister Rudd, in his long essay on the financial crisis in this week’s

The Monthly, cited George Soros as rightly saying that this financial crisis “is

not caused by some external shock, [rather] this crisis is generated by the

system itself”. In other words, the system is fundamentally and fatally flawed.

(The Monthly, February 2009, pg 22)

Even Alan Greenspan, former head of the US Federal Reserve, a leading

architect of this system, has admitted it's failed. When questioned by Henry

Waxman, head of the US Federal Government’s Committee on Oversight and

Government Reform, he admitted that “the whole intellectual edifice” of

modern financial management has collapsed.

Waxman asked him: “In other words, you found that your view of the world,

your ideology, was not right; it was not working?”

Greenspan replied: “Absolutely, precisely.” (The Monthly, February 2009, pg

22)

A potted picture of the world economy gives a hint of what is to come.

World trade collapsed by a staggering 45% in the last quarter of last year.

(Official IMF figures, Brussels Journal, Feb 2, 2009)

The Asian Development Bank says that the asset losses world-wide has been

US$50 trillion and counting.

The EU banks are facing toxic assets worth about A$36 trillion.

In the US:

· US unemployment is rising at 580,000 per month.

· The US housing market is experiencing its sharpest fall in history.

China’s economy, heavily dependent on trade with the US and reinvesting its

trade surplus back in the US financial markets, threatens to implode, causing

speculation of a regime change. (Brussels Journal, 2, Feb, 2009)

Latin America had 40% of its wealth wiped out in the first 11 months of 2008.

(Brussels Journal, 2, Feb, 2009)

Iceland is totally bankrupt, and people have gone back fishing to make a

living.

Eastern Europe is in depression.

Japan is in recession and shrinking.

Britain is heading into depression. To date its banks have calculated foreign

liabilities of US$4.4 trillion, eight times that of the failed Lehman Brothers. If

British banks were to repudiate its debt – as Iceland did when its banks were

nationalised, shut down, then new ones started – it would plunge the world

into deeper depression. (Brussels Journal, 2, Feb, 2009). London has

become the location for 70 percent of the global secondary bond market and

almost 50 percent of the derivatives market. It soon dominated foreign- exchange trading and managed almost 80 percent of all European hedge

funds. (www.chinaview.cn, 2008-12-12).

Neil Ferguson, in Vanity Fair this month, said Argentina was beginning to look

like Iceland, and Britain was beginning to look like Argentina.

The sovereign debt of Australia, Russia, Greece, Italy, Belgium, The Netherlands, Ireland, New Zealand and Korea all being tested by the

markets. (Brussels Journal, 2, Feb, 2009)

At the 2007 National Conference, aware that our warnings were starting

to sound like the boy crying wolf, I sought to remind our NCC members

that this was an ideological battle, like that against communism. We had

to hold our ground, no matter how unfashionable, and remember that

Russian communism collapsed in “the blink of history’s eye”. Well,

history’s eye has blinked and the whole world economic edifice built on

vast leverage, vast debt and limitless credit has collapsed. The ideology

of globalism is finished.

The NCC’s analysis has been proven totally correct. Our view may have

been ridiculed, but as history has shown about the truth – first they

ignore the truth, then they ridicule it, then they proclaim it to be self-evident.

Now is our time and we have to give leadership for a new economic

System. More on that in a minute.

The collapse of the past year is 1929 over again. It’s worse. To paraphrase

one stock broker reported in The Australian last year, when the stock market

crashed in 1929, or as it did in 1987, we were dealing with shares in

companies like the Commonwealth Bank or BHP Billiton; we knew from their

share price that they were a good price or a bad price. But, how do we value

the thousands of now toxic, complex securities that were worth trillions of

dollars, because of inflated values from high levels of leverage?

Before he was unceremoniously fired as chief executive of the failed Royal

Bank of Scotland, Sir Fred Goodwin often said that he had turned the 280-

year-old institution into "a sausage machine". Rather like sausages, no one

could be entirely sure what was in them. They could be made up of

securitised house and motor vehicle mortgages and credit card debt, future,

currency sways and a myriad of other assets, all minced up and put together

as a security. Then, multiple sausages could be minced up and reconstituted,

then minced up again and remade into even more complex securities. But, as

long as these fanciful securities paid a decent rate of interest and the

bonuses kept flowing, no one cared.

Lord Myners, the UK minister organizing the army of accountants who have

marched into the banks to assess the carnage, says his sleuths will have to

deal with "well over a billion items of individual data for each bank". Peter

Spencer, professor of economics at York University, says, "As things stand,

[the debt of the banks] is a near-bottomless pit, and no one knows how

smelly the stuff at the bottom is." (UK Telegraph, 23 Jan 2009)

The derivatives market, made of thousands of different “sausages”, is worth

about $600 trillion.

Will Bailey explained that if $1 is one second, then:

· $1 million = 11 days

· $1 billion = 33 years. Will didn’t even mention trillions, but now we have

to.

· $1 trillion = 33,000 years

· $600 trillion in the world’s liquidity markets = 19 million years!

This market is highly leveraged, that is, people put up, say $1 million, to then

borrow $50m or $100m to invest in these securities, which are then subject to a complex insurance process. Now this leverage is unwinding as the derivatives market implodes.

The securitization and derivatives market was supposed to bring stability to

the unstable capitalist financial system, but it is bringing the system down and 
threatening to bring down with it the productive economy and possibly the

democratic political system.

To address this problem we have to have some understanding of how it

happened.

Behind the financial crisis

Colin Teese has explained the political history of the crisis. He explained that

after the process of deregulation began in the 1980's, the collapse of Russian

communism saw the US try to spread capitalism to the biggest nations on

earth, China and India, in the hope that capitalism would turn China into a

democracy and that India would abandon socialism. The US opened its

economy to Chinese goods and China accumulated savings worth $1

trillion from the deal. Much of this has been invested back into the US

financial markets. China also has $2 trillion in domestic savings.

Today’s crisis, spiralled out of this process.

Let me explain first “the money problem”, and then how it was caused.

Thirty years ago, liquidity (money circulating) in economies and around the world roughly equalled the annual output of the world economy (world GDP).

Reserve Banks loaned money to the commercial banks, who loaned the

money to investors, for mortgages etc. Investors spent the money and it

came back to the banks as deposits, and then a percentage of that was

reloaned to the public. This was called fractional reserve banking, and the

process of money creation is shown below.
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The diagrams show the world liquidity structure. Under the old system, if the

world’s GDP was around $60 trillion, then the money supply was in that

range.

Today, the world Gross Domestic Product is about $60 trillion, but world

liquidity is around $600 trillion - ten times the world’s real economy.

David Roche, former head of global strategy for Morgan Stanley, and Bob

McKee, was also on the Morgan Stanley global strategy team. Their excellent

monograph, New Monetarism, shows that today world liquidity is made up of

:–

· Power money: money generated by reserve banks, is loaned to

commercial banks that accept reserve bank regulation (although the US

Federal Reserve is now lending directly to companies as well);

· Broad money: reserve bank loans to the commercial banks are

multiplied through the fractional reserve bank lending system. Generally

speaking, this was the limit of the banking system until deregulation and

computerisation in the 1980's.

· Securitised debt: when the banks take their mortgages, credit card

debt, motor vehicle credit, bundle them into securitised bonds and

sell them off to the financial markets, thereby being able to lend

more while offloading the risks to buyers of these securities.

· Derivatives: Securitised debt, interest rate swaps and a vast array of

other debts, can be sliced and diced into complex derivatives

(sausages) and traded, with the risk handed on to those who buy these

securities. They can further be traded and gambled on. Often these

gambles are highly leveraged. A person puts up $1 million, borrows

$50-100 million against the $1 million, then bets on the derivative
increasing by say 1%, which means the person then doubles their money

to $2 million.
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The securitised debt and derivatives markets were a small proportion of

the world financial markets 25 years ago. Today, they make up 78% of

the world financial markets. Much of this is “paper money”. The derivatives

market peaked mid last year at $530 trillion, representing all contracts

outstanding, although the actual exposure of financial institutions is

estimated to be about $2.7 trillion. (Washington Post, 14.10.2008)

In theory, the securitised and derivative financial instruments (i.e. financial

sausages) were supposed to increase the supply of credit by taking debt off

the banks – like mortgages, credit card and motor vehicle loans – and

spreading the risks across the world-wide financial markets. In reality, as the

Washington Post (14.10.2008) noted:

“Instead of dispersing risk, derivatives had amplified it … their

proliferation, and the uncertainty about their real values, accelerated the

recent collapses of the nation’s venerable investment houses and

magnified the panic that has since crippled the global financial system.”

The meltdown started in the US sub-prime mortgage market, where the easy

money policy of Greenspan saw housing loans going to “ninjas”, people with

no incomes, no jobs and no assets. Now it has spread to the highly leveraged

derivatives market. It’s now de-leveraging, it is unwinding.

The size and complexity of the securitisation and derivatives markets and

their interconnectivity across the world’s banking and credit system are the

cause of the staggering world-wide meltdown.

Some of the key reasons for this massive bubble were:

· The internet and computerisation that allowed the easy transfer of loose

money around the world.

· Rather than regulating the international financial system, it was

deregulated by governments.

· Greenspan’s use of low-interest and easy money to overcome each

financial crisis.

These facilitated the problem: however it could not have happened but for

two other things.

First, there were the huge trade imbalances across the world. China and

Japan and the oil producing nations racked up trillions in trade surpluses,

providing the masters of the universe on Wall Street and in London with the

slush funds for casino capitalism.

As Colin Teese explained, China (and other nations) have artificially lowered

their exchange rates, giving them huge trade surpluses with the US, Australia

and others.

Second these huge surpluses were then invested back into the US (and

Australian) financial markets. Apply to this money heavy leverage, and the

willingness of the financial system to take on more risk, and the result has been the creation of the huge securitisation and derivatives markets, that hardly existed 25 years ago.

This leads to two fundamental conclusions that will be absolutely necessary for the solving of the crisis and the prevention of future crises.

First, as Colin Teese has pointed out, it is impossible to run a world free trade

system. Consider China and the US. When China manipulates its exchange

rate downwards, as a form of protectionism, while the US allows its currency to float, thus allowing China to make huge trade profits out of the US, China will amass huge funds that will inevitably create inflated, mismanaged financial markets when those funds are reinvested. No amount of regulation will stop the mismanagement, because “greed will find a way” – the financial rocket scientists will find a way around the regulations. Regulation will be necessary but not enough.

Second, the solution involves restoring a semblance of balance in world

trade. To do that, the Australia (and US) will need interventionist

industry and agricultural policies. To rebuild those industries, the

federal government will need a development bank.

Funding could in part come from the superannuation industry funds that are

currently suffering big losses and the Federal Government and RBA could

offer them security of investment.

Even the Chanti-cheer columnist in the Australian Financial Review (January

20, 2009) questioned why governments don’t lend directly to the private

sector, rather than just to the commercial banks. The columnist stated: “One

can only postulate why governments countenance using taxpayer money

(derived by cranking up printing presses) to buy problem assets from banks

so they can start lending again rather than simply setting up publicly-funded

lending entities to make the loans directly.”

Didn’t they see it coming?

Globalism is an ideology. As the Australian academic, Robert Manne, once

commented about communism, “the nature of an ideology is that it can never

be disproved to its devotees.” They always had an answer. The Communists
used to say, "you will only have true communism and true happiness when the whole world is communist". The globalism advocates argued that we would reach an economic nirvana only when all markets were completely

deregulated, when there were no constraints on business.

The problem was first ideological and second institutional.

· Many academic economists and politicians have embraced Globalism,

easy credit, free trade, deregulation and privatisation as a doctrine, as a

faith.

· The reserve banks around the world accepted and promoted easy

credit, low interest rates and deregulated financial markets, and they

opposed those calling for regulation of the securitisation and derivatives

markets.

· Successive heads of America’s main regulatory agency, the US

Securities and Exchange Commission, used their position to accelerate

their careers, going on to lucrative positions in the top US banks. They

shut a blind eye to the mounting crisis, because taking on the banks

would have excluded them from top banking jobs.

· The big banks and Greenspan persuaded the politicians not to regulate,

but worse, they persuaded President Clinton in 1999 to abolish the

Glass-Steagall Act of 1933. It was introduced to regulate and control

financial speculation.

· The ratings agencies, like Moody’s and Standard and Poors, made

huge profits by giving AAA ratings to securities, regardless of their

quality.

· An army of financial planners around the globe worked the system, and

persuaded millions of ordinary householders to take on debt and

leveraged investments.

· Almost everybody in the financial world, and legions of small and large

investors, had a self-interest in building the house of cards higher and

higher.

So how is the problem to be fixed if those in key positions in the banks and

the other linked financial industries know no other system? Obama’s

economic appointments look like the foxes in charge of the hen house. They

say they have changed their view, but to what? Those who remembered the

Great Depression and knew the necessary regulatory system had all retired

by the 1980's.

There is no easy answer to this problem, but the time for a new approach to

economics and politics is NOW.

Risks in Australia

The PM and Treasurer and Mr Turnbull tell us we have the best regulated

banks in the world. Certainly, Australia’s main banks are among only a few

around the world that still have a AA rating. Will this last? There are several lurking dangers.

1. Bank’s exposure to toxic securities: According to Kenneth Davidson,

writing in the Melbourne Age (October 16, 2008), the sub-prime mortgages

were “matchsticks” compared to the now failing, $90 trillion credit default swaps. He said that "Australia’s Reserve Bank 'knows of' about $400 billion of these instruments in Australia. By comparison, the assets of the Australian banks amount to $142 billion”. Nobody knows who is holding failing securities or the approximate exposure of the banks. It is likely the banks hold many other toxic securities, but there is no way to make them tell us how badly they are exposed.

Following the other big economies, Australia could well see a seizing up of its

bank credit system, brought on by falling asset prices (including Australia’s

highly inflated property market), and an economic black hole as the foreign

lending that has financed the nation’s foreign debt dries up. My guess is that

our banks are better than the rest, but that other securities currently

considered safe are going to turn toxic. In that case we are just a year or so

behind Britain and the US … and, like Britain, we could end up looking like

Argentina.

2. Housing bubble yet to burst: Further, what will happen to Australia’s

housing market? The just released 5th Annual Demographia International

Housing Affordability Survey: 2009 indicates that Australia has a massive housing property bubble. Historically, Australia’s house prices have been three times median household annual income; now it is 6.0 times. Following Australia are New Zealand at 5.7, Ireland 5.4, the UK 5.2, Canada 3.4 and the US at 3.2 times median household income.

The Federal Government is in a dilemma. If it directs policy to keeping up the

property market, it will only prolong the bubble. If it lets the market come

down, householders will suffer big losses in wealth, including negative equity,

and more toxic debt will fall back on the banks.

3. Then there is Australia’s foreign debt. For years, Australians have been

told that, as the $658 billion net foreign debt (the gross foreign debt is $1.18

trillion and may be closer to our real liabilities) was held by the private sector,

foreign debt didn’t matter. In fact, it is largely held by the Australian banks.

Now the Federal Government has effectively guaranteed the Australian

banks. This raises the question: does the bank guarantee mean that the

private sector foreign debt has effectively become public debt? If so, the

Federal Government has overnight become the guarantor of Australia’s

foreign debt and it will have to find a way to finance this debt.

The problem has already started. As the foreign banks forsake Australia, or

cut back on their local operations, they are leaving behind a $75 billion black

hole — loans that have to be rolled over by medium-to-large enterprises,

mainly in property, over the next two years and which the foreign banks will

no longer be refinancing.

If these businesses cannot find alternative refunding sources, there will be a

massive shutdown of business and loss of jobs.

Hence, Prime Minister Rudd has indicated that the government may

guarantee the refunding of these businesses, as the Australian banks on their

own cannot fill the gap.

The Federal Government, by guaranteeing this funding, is only one step short

of establishing a specialist development bank that the media have dubbed a

“Rudd Bank”, but which Dr Shann Turnbull has suggested should be the

Reserve Bank of Australia (RBA) (Letters, Australian Financial Review,

January 27, 2009). As the government’s own bank, it could help roll over

some of the foreign debt and lend to businesses for infrastructure and

housing.

It could make vital funds available without having to rely on taxpayer

subsidies and government borrowing, which would add substantially to an

anticipated federal budget deficit.

Better to have the RBA roll over these loans, turn some of the foreign debt

into domestic debt, have the interest and insurance paid to Australians rather

than overseas, and so strengthen the national balance-sheet by reducing the

nation’s addiction to foreign borrowing.

4. If the banks fail? Should Australia’s major banks be crippled by

overwhelming debt, just relying on big bail-outs won’t solve the problem, as

Britain and the US have discovered.

Policy-makers overseas are examining one useful model developed in

Sweden. Its economic crisis arose in the early 1990's when the nonperforming loans of its banks were found to far exceed their shareholder

capital.

With bi-partisan support, the government guaranteed creditors of all 114

financial institutions, but not shareholders. The government took a stake in

the banks, effectively nationalising them, in return for new funding, thereby

protecting the taxpayer.

The government established a specialist bank, Securum, to take over all the

banks’ toxic loans and liquidate them over time. A new national agency was

tasked with overseeing all banks needing recapitalisation and it ordered them

to write down their losses.

The equivalent of 4 per cent of GDP was injected into the banks, and when

they became profitable again several years later, the banks were sold off on

the markets.

There are other models, and one suggested is in the attached document.

Should bank credit seize up, the last thing Australia needs in a depression is

to have profitable businesses closing down because they can't get credit. In the UK and Ireland, sound, viable businesses can’t even get an overdraft.

Australia needs a specialist AusBank, to keep credit flowing, viable businesses functioning and people in jobs.

5. Keeping China at bay. How the foreign debt is refinanced is important. If

we turn to the nations with big sovereign wealth funds, they may lend to us

but there will be a "quid pro quo". In the case of China, Beijing may demand

open access to buy up Australia’s mining industry, its energy industry, and

perhaps more. If that happens, forget about whether we become a republic or

not, Australia will have lost its independence. China will take the breath out of

us, we will be drawn strategically into their orbit and away from the US

alliance. This must not be allowed to happen.

Essential to solving the economic crisis in Australia (and America), will

be industry policy that reconstructs old industries lost offshore to Asia

over the past 25 years, and builds new ones. Gone are the days of

borrowing overseas to fund the vast array of products produced in

China and elsewhere, because we no longer produce at home.

This will require some fundamental new direction in policies. The financial

industry polices have been spelt out above. In addition, the following key

policies are now needed:

1. Trade policy will have to change to limit imports, like motor vehicles.

Australia may have to restrict imports of cars, but this may not be necessary.

If our foreign creditors refuse to refinance the foreign debt, most of which is

loaned to Australia for only 6-12 months, then we will simply be unable to buy

foreign cars. We will have a natural trade barrier. In which case, either we

have an Australian consortium scale up the industry from about 400,000 to 1

million cars per year, or else Australians will become like Cubans, who are to

this day meticulously maintaining their 1956 Chevies because the country

can’t afford to import cars and can’t build new ones. In such a scenario, your

2008 Commodore or Falcon, or better still your 1970's Charger or Falcon

GTHO, in 30 years may be worth a fortune … to Chinese or Saudi Arabian

vintage car collectors.

2. Trade policy will have to give Australian farmers preferential access

to the domestic market. If they don’t, this country will become a net importer

of food within about a decade, according to ABARE statistics. Worse, with the

rate of decline of agriculture, Australian net farm production will hit zero in 25-

30 years, according to the long-term trends shown in ABARE data going back

to the 1980's. To stop this decline, trade, water, quarantine, banking, trade

practices and national competition policies will have to be radically changed.

Quarantine policy should limit/stop a range of imports for good reason, and

trade policy will have to also limit imports. The farmers will have to be given

single desks, and other forms of bargaining power to gain a return on their

products with the supermarkets. Anti-trust legislation is needed to break up

the supermarkets.

3. Energy policy will have to embrace ethanol. Australia will go from

importing only about 20% of its oil needs in 2000 to importing 80% in six

years' time. We won’t be able to borrow overseas to fund importing such large amounts of oil – particularly when the Australian dollar really falls, and if the price of oil stays historically high. Brazil is the leading nation in South

America, and it built its prosperity on its fuel security industry, ethanol.

Ethanol would not only reduce our dependence on imported fuel, it would be

a major new industry for the nation.

4. Infrastructure projects are needed, but must have targeted economic

benefits.

Will infrastructure expenditure keep jobs in Australia, by using Australian

capital, labour and other inputs, or will the benefits flow overseas through

increased imports? Preference should be given to "Australian made".

Will the projects expand mining, manufacturing and agriculture? Rudd has

not allocated any funding for freight rail in north Queensland. Locals say that

if the rail is not built, four significant mines will close. If it’s built, ten will open.

Similarly, drenched north Queensland has millions of megalitres of water

running out to sea, but not one cent has been allocated for water projects,

while the rest of the nation is in one of the nation's worst-ever droughts.

Rail needs to be rebuilt, but the rail and the new rolling stock must be

Australian made.

Bridges, trams, roads, new dams all have to be built, using Australian

technology, equipment and labour.

Rudd's education spending may improve school buildings, but will it improve

the skills base of our population? For that we need better teaching more than

extra assembly halls.

There will be limits to infrastructure spending. Governments are a lot bigger

today than they were in the 1930's. If they raise too much money on the bond

market, they will suck dry the supply of capital that private enterprise will

need to keep going. That could mean more company closures and even

worse unemployment.

5. In addition to industry policies, as the financial crisis deepens, ways

have to be found to keep people in their homes. US economist, Alan

Blinder, a professor of economics and public affairs at Princeton University

and vice chairman of the Promontory Interfinancial Network, is a former vice

chairman of the Federal Reserve Board. In The Wall Street Journal (February

4, 2009), he suggested a plan that Australia will need to consider. In the

United States context he argued:

“First, significant principal reductions must be part of the solution,

especially where mortgages are underwater. Relying on interest-rate

reductions and stretching out payments isn't enough. But principal

reductions require cash to fill the gaps – so banks, investors and the

public purse will all have to take hits. A government tab in the $100

billion-$200 billion range seems plausible right now. But the longer we

wait, the larger the bill will grow.

“Second, the refinancing plan should not make missing several

mortgage payments a prerequisite for assistance. We don't want to

encourage more delinquencies.

“Third, I have reluctantly concluded that Congress will have to realign

some property rights to free mortgages from the legal straitjackets

created by complex securitizations. As things stand now,

responsibility for refinancing imperiled mortgages rests with servicers,

who face extremely lopsided incentives. Refinancing mortgages to

lower principal amounts earns them small fees and exposes them to big

lawsuits. Congress must give servicers safe harbor from lawsuits or

transfer the refinancing responsibility to other parties.

“Fourth, I fear that smart refinancing will have to be done one

mortgage at a time. A cookie-cutter approach applied to large

numbers of mortgages is superficially attractive – it's faster and less

labor-intensive. But ignoring old-fashioned underwriting standards (e.g.
how much can each homeowner afford?) will produce nonviable

mortgages for some, undeserved windfalls for others, and widespread

complaints of unfairness -- not to mention legal challenges.”

The NCC is independent and separate from the political parties.

My educated guess is that Australia is just 6-9 months behind the US and

Britain. Already the markets are testing our sovereign debt, or $1.1 trillion

gross foreign debt. Soon the chickens will come home to roost, with our

banks, mining and retail industries leading the slide.

Neither side of politics has come to grips with the problem. As Mr Turnbull

and the Coalition are yet to provide any comprehensive analysis, I will

withhold any serious judgement, other than to say that Mr Turnbull is a

financial free marketeer and a free trader. If he sticks to that philosophy, his

policies will severely damage his party and country.
The Prime Minister, Mr Rudd has just published a long and fairly accurate analysis of the financial crisis and has announced a stimulus package. He has set down his position.

Mr Rudd’s analysis fails because he still appears to believe in free trade. Yet

as we have shown here, it is the world “free trade” system that has created

huge trade surpluses that have become the slush funds of casino capitalism.

Also, Mr Rudd says that Labor’s social democratic tradition will provide the

way forward. Well, the social democratic position doesn’t support free trade; it

supports industry policy.

Furthermore, social democracy has a fatal flaw that has helped create this

crisis. Social democracy easily ends up being big business and big

government. John Ralston Saul points out that the Globalism argument in

favour of big business was that the concentration of economic power to

create huge oligopolies and monopolies through mergers and acquisitions

was a good thing. Big corporations were more stable and would bring stability

to the system. Instead, they have been the instruments that created the huge

trade imbalances and financial flows that have fuelled the financial bubble.

Already, huge banks and other corporations, like Enron, have gone bust, or

been bailed out at taxpayers expense. Many more are heading for

bankruptcy.

It’s the economic power of big corporations that has corrupted western

democracies. They have bought off the political parties. Why did Barnaby

Joyce find it difficult getting the Liberals and Nationals to support outlawing

predatory pricing by supermarkets and other big businesses? And why was

it hard to convince them to maintain that policy when Labor tried to emasculate the Birdsville Amendment in parliament last year?

Gary Gray, former National Secretary of the Labor Party, pointed out when he

retired from that position about five years ago that the party was now four

times more dependent on the business sector than the trade unions to fund

their election campaigns. The Liberals have lost sight of the “forgotten people”, on which Menzies based the Liberal Party, in favour of the big end of town. The rural sector has felt abandoned by the Nationals.

And what do the world’s big business multinationals want? As Bob

Santamaria said at those conferences in the 1990's, they want:

· deregulated trade and low tariffs so they can shift their production to

low wage nations to exploit labour and maximise profits;

· deregulated financial markets so they could shift their profits around the

world to avoid tax;

· deregulated financial markets, so they can play casino capitalism with

the huge trade surpluses they help create in places like China; and

· deregulated labour markets to cut their domestic costs.

It is these very policies, which they lobbied for world-wide, that have created

the crisis. The NCC is not anti all big business, as such. We need some big

businesses, like the car industry, for economies of scale. What we are

opposed to is the concentration of economic power without check and balances, which allows big business to stifle competitive small businesses that are just too small to fend off their unfair trading practices. We are opposed to concentrated economic power that can corrupt the principles of democracy.

It is this form of capitalism, corporate capitalism, in alliance with major nations

that manipulate the world trading system to their advantage, that has wrecked

the world economy. As I have said at previous NCC conferences, corporate

capitalism represents the opposite of the principle of subsidiarity. This

is the Christian principle of decentralism. It states that a bigger government or

bigger business should never be allowed to do what a smaller level of

government or business can do just as efficiently.

Corporate capitalism is destructive of small business. Its financial system is

highly unstable, it is not competitive, it destabilises the markets and, at its

worst, can bankrupt countries and destroy democracies, as witnessed during the Great Depression of the 1930's.

Rudd’s social democracy doesn’t confront these fundamental issues that are

at the heart of the problem. Social democracy can easily become big

government in bed with big business.

Our NCC philosophy, in the tradition of European Christian Democracy,

does confront these problems. It encourages the small-to-medium business,

the family farm, regional government over state government, state

government over federal government. It calls for trade practices and anti-monopoly legislation to curb the power of big business when they violate true competition principles. Consequently, it believes that natural monopolies

should be in state hands.

It also believes in what the late Peter Drucker, one of the world’s leading

business consultants, argued was the superiority of savings economies (see

attached paper by Drucker). They encouraged high levels of savings, to

induce high levels of investment, to produce higher economic growth. The

Western economies emphasised running up debt to consume so as to

stimulate production. Savings based economies are going to be able to

insulate themselves far better in this crisis than the debt ridden economies of

many western countries.

This is what distinguishes us from all the political parties. We are not Labor

Party, we are not Liberals, or Nationals, or Socialist, we are the NCC and we have an unique contribution to make.

Conclusion

In conclusion, the warnings of BA Santamaria and the NCC over 25 years

have proved dead right. Corporate, globalised capitalism has failed. It has led

to an enormous concentration of economic power in huge corporations that

have in turn manipulated governments into fatally flawed economic policies.

These policies have led to the creation of huge national savings pools that

have been leveraged to create massively inflated financial markets, which are

now imploding.

The NCC’s solutions are based on the principle of subsidiarity, of savings

rather than debt-based economies, of restoring balances into world trade

through rebuilding domestic industries using specialist banking and trade

policies.

Communism fell overnight, now economic globalisation is crumbling. This is

the time for a new economic architecture, one rooted in the tradition of

Christian social principles imbedded in the idea of Christian Democracy. Now

is the time for our organization to share the truth we have always known. We have to seize the moment.
