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1. Finally found a really good explanation of the financial crisis. ( I am still  looking for a good one
explaining the implications for Canada. )

2. Here is something from CCPA about the flat tax that some income guarantee proponents sadly think is
a good idea

3. Here is what Nanos says about the impending election. Details are at
http://www.nanosresearch.com/main.asp [not a link]

 4. More on the coming election, here is the latest addition to the CIT web site, which should be useful to
CIT and a couple of other organisations when the next federal election gets called.

5. The latest BIG newsletter is out. It has some interesting stuff in it.

This is No Recession: It's a Planned Demolition

by Mike Whitney

Global Research, August 12, 2009

 

Credit is not flowing. In fact, credit is contracting. That means things aren't getting better; they're getting
worse. When credit contracts in a consumer-driven economy, bad things happen. Business investment
drops, unemployment soars, earnings plunge, and GDP shrinks. The Fed has spent more than a trillion
dollars trying to get consumers to start borrowing again, but without success. The country's credit engines
are grinding to a halt.

Bernanke has pulled out all the stops.
Bernanke has increased excess reserves in the banking system by $800 billion, but lending is still  slow. The
banks are hoarding capital in order to deal with the losses from toxic assets, non performing loans, and a
$3.5 trillion commercial real estate bubble that's following housing into the toilet. That's why the rate of
bank failures is accelerating. 2010 will be even worse; the list is growing. It's a bloodbath.

The standards for conventional loans have gotten tougher while the pool of qualified credit-worthy
borrowers has shrunk. That means less credit flowing into the system. The shadow banking system has been
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hobbled by the freeze in securitization and only provides a trifling  portion of the credit needed to grow the
economy. Bernanke's initiatives haven't made a bit of difference. Credit continues to shrivel.

The S&P 500 is up 50 percent from its March lows. The financials, retail, materials and industrials are
leading the pack. It's a "Green Shoots" Bear market rally fueled by the Fed's Quantitative Easing (QE)
which is forcing liquidity into the financial system and lifting  equities. The same thing happened during the
Great Depression. Stocks surged after 1929. Then the prevailing trend took hold and dragged the Dow down
89 percent from its earlier highs. The S&P's March lows will  be tested before the recession is over.
Systemwide deleveraging is ongoing. That won't change.

No one is fooled by the fireworks on Wall Street. Consumer confidence continues to plummet. Everyone
knows things are bad. Everyone knows the media is lying. Credit is contracting; the economy's life's blood
has slowed to a trickle. The economy is headed for a hard landing.

Bernanke has pulled out all the stops. He's lowered interest rates to zero, backstopped the entire financial
system with $13 trillion, propped up insolvent financial institutions and monetized $1 trillion in mortgage-
backed securities and US sovereign debt. Nothing has worked. Wages are falling, banks are cutting lines of
credit, retirement savings have been slashed in half, and home equity losses continue to mount. Living
standards can no longer be bandaged together with VISA or Diners Club cards. Household spending has to
fit  within one's salary. That's why retail, travel, home improvement, luxury items and hotels are all down
double-digits. The easy money has dried up.

According to Bloomberg:

"Borrowing by U.S. consumers dropped in June for the fifth straight month as the unemployment rate rose,
getting loans remained difficult and households put off major purchases. Consumer credit fell $10.3 billion,
or 4.92 percent at an annual rate, to $2.5 trillion, according to a Federal Reserve report released today in
Washington. Credit dropped by $5.38 billion in May, more than previously estimated. The series of declines
is the longest since 1991. A jobless rate near the highest in 26 years, stagnant wages and falling home
values mean consumer spending! will  take time to recover even as the recession eases. Incomes fell the
most in four years in June as one-time transfer payments from the Obama administration's stimulus plan
dried up, and unemployment is forecast to exceed 10 percent next year before retreating." (Bloomberg)

What a mess. The Fed has assumed near-dictatorial powers to fight a monster of its own making, and
achieved nothing. The real economy is still  dead in the water. Bernanke is not getting any traction from his
zero-percent interest rates. His monetization program (QE) is just scaring off foreign creditors. On Friday,
Marketwatch reported:

"The Federal Reserve will  probably allow its $300 billion Treasury-buying program to end over the next six
weeks as signs of a housing recovery prompt the central bank to unwind one its most aggressive and
unusual interventions into financial markets, big bond dealers say."

Right. Does anyone believe the housing market is recovering? If  so, please check out this chart and keep in
mind that, in the first 6 months of 2009, there have already been 1.9 million foreclosures.
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The Fed is abandoning the printing presses (presumably) because China told Geithner to stop printing
money or they'd sell their US Treasuries. It's a wake-up call to Bernanke that the power is shifting from
Washington to Beijing.

That puts Bernanke in a pickle. If  he stops printing; interest rates will  skyrocket, stocks will crash and
housing prices will  tumble. But if  he continues QE, China will  dump their Treasuries and the greenback will
vanish in a poof of smoke. Either way, the malaise in the credit markets will  persist and personal
consumption will  continue to sputter.

The basic problem is that consumers are buried beneath a mountain of debt and have no choice except to
curtail their spending and begin to save. Currently, the the ratio of debt to personal disposable income, is
128% just a tad below its all-time high of 133% in 2007. According to the Federal Reserve Bank of San
Francisco's "Economic Letter: US Household Deleveraging and Future Consumption Growth":

"The combination of higher debt and lower saving enabled personal consumption expenditures to grow
faster than disposable income, providing a significant boost to U.S. economic growth over the period. In the
long-run, however, consumption cannot grow faster than income because there is an upper limit to how
much debt households can service, based on their incomes. For many U.S. households, current debt levels
appear too high, as evidenced by the sharp rise in delinquencies and foreclosures in recent years. To
achieve a sustainable level of debt relative to income, households may need to undergo a prolonged period
of deleveraging, whereby debt is reduced and saving is increased.

Going forward, it seems probable that many U.S. households will reduce their debt. If accomplished through
increased saving, the deleveraging process could result in a substantial and prolonged slowdown in
consumer spending relative to pre-recession growth rates." ("U.S. Household Deleveraging and Future



24/08/09 10:52 PMCIT newsletter August 24, 09

Page 4 of 10file:///Users/tim/Desktop/_PS_Preview_.html

Consumption Growth, by Reuven Glick and Kevin J. Lansing, FRBSF Economic Letter")

A careful reading of the FRBSF's Economic Letter shows why the economy will  not bounce back. It is
mathematically impossible. We've reached peak credit; consumers have to deleverage and patch their
balance sheets. Household wealth has slipped $14 trillion since the crisis began. Home equity has dropped
to 41% (a new low) and joblessness is on the rise. By 2011, Duetsche Bank AG predicts that 48 percent of
all homeowners with a mortgage will  be underwater. As the equity position of homeowners deteriorates,
banks will  further tighten credit and foreclosures will  mushroom.

The executive board of the IMF does not share Wall Street's rosy view of the future, which is why it issued
a memo that stated:

"Directors observed that the crisis will  have important implications for the role of the United States in the
global economy. The U.S. consumer is unlikely to play the role of global "buyer of last resort"Ü other
regions will need to play an increased role in supporting global growth."

The United States will  not be the emerge as the center of global demand following the recession. Those
days are over. The world is changing and the US role is getting smaller. As US markets become less
attractive to foreign exporters, the dollar will  lose its position as the world's reserve currency. As goes the
dollar, so goes the empire. Want some advice: Learn Mandarin.

SAGGING EMPLOYMENT: A "no new jobs" recovery
July's employment numbers came in better than expected (negative 247,000) lowering total unemployment
from 9.5% to 9.4%. That's good. Things are getting worse at a slower pace. What's striking about the BLS
report is that there's no jobs-surge in any sector of the economy. No signs of life. Outsourcing and
offshoring are ongoing, and downsizing is the new path to profitability. Businesses everywhere are
anticipating weaker demand. The jobs report is a one-off event; a lull  in the storm before the layoffs
resume.

Unemployment is rising, wages are falling and credit is contracting. In other words, the system is working
exactly as designed. All  the money is flowing upwards to the gangsters at the top. Here's an excerpt from a
recent Don Monkerud article that sums it all up:

"During eight years of the Bush Administration, the 400 richest Americans, who now own more than the
bottom 150 million Americans, increased their net worth by $700 billion. In 2005, the top one percent
claimed 22 percent of the national income, while the top ten percent took half of the total income, the
largest share since 1928

Over 40 percent of GNP comes from Fortune 500 companies. According to the World Institute for
Development Economics Research, the 500 largest conglomerates in the U.S. "control over two-thirds of the
business resources, employ two-thirds of the industrial workers, account for 60 percent of the sales, and
collect over 70 percent of the profits."

!  In 1955, IRS records indicated the 400 richest people in the country were worth an average $12.6 million,
adjusted for inflation. In 2006, the 400 richest increased their average to $263 million, representing an
epochal shift of wealth upward in the U.S." "Wealth Inequality destroys US Ideals"
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Working people are not being crushed by accident, but according to plan. It is the way the system is
supposed to work. Bernanke knows that sustained demand requires higher wages and a vital middle class.
But what does he care. He's not a public servant. He works for the banks. That's why the Fed's monetary
policies reflect the goals of the investor class. Bubblenomics is not the way to a strong/sustainable economy,
but it is an effective tool for shifting wealth from one class to another. The Fed's job is to facilitate that
objective, which is why the economy is headed for the rocks.

The free market is a sham to conceal the crimes of the rich. Read Taibbi. Read Marx. Karl, not Groucho.

The financial meltdown is the logical outcome of the Fed's monetary policies. That's why it's a mistake to
call the current slump a "recession". It's not. It's a planned demolition.

Mike Whitney is a frequent contributor to Global Research.  

© Copyright Mike Whitney, Global Research, 2009

The url address of this article is: www.globalresearch.ca/index.php?
context=viewArticle&code=WHI20090812&articleId=14751

Flat Tax a Lose-Lose Proposition
July 8, 2009. Saskatchewan office of CCPA

On the surface, Enterprise Saskatchewan's call for a 10 percent flat tax seems straightforward. Saskatchewan
must engage in a "race-to-the-bottom" in order to compete with Alberta. However, a cursory glance at other
countries that have instituted their own flat tax proposals should be cause for concern.

The so-called "Baltic Tigers"  Latvia, Lithuania and Estonia  that were praised by conservative economists
for their institution of a flat tax a decade ago are now mired in so much debt that they have been forced to
gut social programs and fire off a mass of civil  service workers. It is almost a certainty that the institution of
a flat tax here in Saskatchewan will  drastically reduce government revenues. This will  inevitably result in a
scaling back of government expenditures, whether in health, education or other social services.

As economist Hugh Mackenzie observes, Canadians get incredible value for their public services, reaping an
average annual $15,000 benefit from the public services their taxes pay for. Any reduction in the quantity
and or quality of public services caused by the institution of a flat tax must be factored into the overall costs
of introducing such a tax.

Economic modeling of flat tax proposals in the United States demonstrates that flat tax proposals shift the
tax burden predominantly to the middle class. Similar results have been identified in Alberta. In essence the
middle class pays more and receives less, particularly as former exemptions and reductions are eliminated in
the name of "simplicity." Not exactly the model of "tax fairness" that flat tax proponents claim.

Of equal concern is the effect such a tax would have on income inequality. Saskatchewan is already
experiencing growing income inequality as the CCPA's Growing Gap Project demonstrates. Reducing the
amount of tax that the richest among us pay would only exacerbate this troubling trend. The economic and
social costs of reduced social cohesion that income inequality generates are immense. According to British
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epidemiologists Richard Wilkinson and Kate Pickett, the bigger the income gap, the worse the rates of
mental illness, substance abuse, teen pregnancy, homicide, incarceration and reduced life expectancies.
Conversely, more equal societies tend to display higher levels of trust, reduced levels of stress and greater
attachment to community.

Once again, these social costs must be factored into any decision to introduce a flat tax in Saskatchewan.
When all the costs and benefits are weighed, it is the opinion of the Saskatchewan CCPA that many in our
province will  find this policy wanting. Surely a province such as ours, built on progressive principles of
equality and social justice, can do better.

Simon Enoch is the Director of the Saskatchewan Office of the Canadian Centre for Policy Alternatives.
This editorial was published in the July 8th edition of the Regina Leader Post.

http://www.policyalternatives.ca/editorials/2009/07/editorial2261/
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about the election
Visit  http://www.calendar.citizensincome.ca/ridingsplanner.html [not a link, paste to browser]

Here are the six central Toronto ridings. I will  be working them in the coming campaign. I am not doing



24/08/09 10:52 PMCIT newsletter August 24, 09

Page 8 of 10file:///Users/tim/Desktop/_PS_Preview_.html

tables for the outlying ridings unless somebody commits to doing a particular area. Toronto is a big city,
folks. It is workable only if  split into departments. That is why megacity is so bad and in need of correction.

I  think Iggy will  have to call the election this fall or he is finished. He will  end up the same way as Dion. I
think I have written enough about the basic dynamics of this situation. There is going to be a parliamentary
alliance whether the media hates it or not. The other parties can't sit there month after month letting a
minority call the tune.

By the way, one party agreeing to vote with another is not a coalition; it is a parliamentary alliance. When
two parties agree to form a joint government with some cabinet seats for each, that is a coalition
government. The arrangement Dion had last year was for a coalition government with the NDP and an
alliance with the Bloc. That is another thing the political 'chattering class' in English Canada can't get its
head around; the Bloc Quebecois is there, and they have to be dealt with. No party will  govern long without
their support.

So, Iggy and the orthodox political establishment have themselves trapped by their own misguided
principles. They cannot contemplate what they will  have to do if they ever want to get out of their present
situation. They still  seem to be thinking in terms of how to get a majority government again, and that there
is no point calling an election until they can 'win', meaning, get that majority. There will  likely never be a
majority government again in Canada, where one party has 50% plus one of the seats, and we do not want
one.

Even Harper seems to be still  hung up on this 'majority' thing. He will  never get one, though he must have
noticed by now that he can do plenty of damage while in a minority situation just because of the Liberal
unwillingness to change their paradigms. He is able to stack the senate and will  soon be able to appoint his
own Governor General.

All  Harper has to fear is an opposition alliance. But when Dion finally tried that, he was overthrown in a
kind of coup d'etat. It is amazing how there was so little comment on the way Iggy took control of the
Liberal party. The media did classic 'low bridge' and 'predefining' propaganda to help stop the
alliance/coalition and save their boy, Harper. All  that noise about the perfectly sensible and procedurally
correct Dion coalition as some sort of a 'coup'; while the real coup was pulled off to remove Dion.

But now Iggy is in, and has to show what it is he stands for. He seems unable to differentiate himself in any
significant way from Harper. That is likely because he is not different in any significant way. He is old
money, eastern establishment, classic liberal. Harper is new money, western establishment. The latter has
been on the ascendancy lately, although that will change with the economic reversal. Iggy is okay with
social spending as long as it is done to keep the poor under control, and does not cost too much. Harper
wants to eliminating poverty by eliminating the poor.

The break comes in September. If  Iggy does not bring on the election, he and the Liberals will  die out in the
polls and the left wing of the Liberal party will  make a come back. If  he does, he will  have to have
something to offer the voters in order to make gains. But whether the different opposition parties do better
or worse, the situation will  be exactly the same after the next election. A deadlock there is no way out of
except an alliance of the opposition parties.

Harper likely wants the vote this fall, too. People are still  buying into the hype from the media, that the
'recession' is almost over, recovery is starting, and so on. There is a slight bump in the U.S. from the Obama
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stimulus, but there is likely to be a new drop early next year. Obama cannot continue to fund his deficits
any longer than that. Harper would want another crack at it before that hits home.

So, this September it is "Go, Iggy, go!" And if  not, then it will  be "Go, Iggy. Go!"

tr

US BIG newsletter, summer 09.
Well, it looks like Widerquist forgot to pay his web hoster, but the site may be back at www.usbig.net [not
a link]  within a short time, and you can look at the whole newsletter there.

Below are the two more interesting parts of it. Ther will  be a joint BIENCA and USBIG meeting in
Montreal next spring, and Widerquiast has written something interesting about the relation between basic
income and economic stimulus.

Joint USBIG/BIEN-Canada Conference to be Held in April 2010

The U.S. Basic Income Guarantee Network (USBIG) and its Canadian counter-part, BIEN-Canada, are
preparing to announce a joint conference to be held in Montreal in the spring of 2010. The official
announcement and an open call for participation will  be released as soon as the date is confirmed. Jurgen de
Wispelaere will  organize the conference, which will  be held at the University of Montreal. The conference
will  be the Ninth Congress of the USBIG Network and the first full  conference of the BIEN-Canada
Network.

For more information contact:

Karl Widerquist (USBIG)
Jim Mulvale (BIEN-Canada)
Jurgen de Wispelaere (Conference organizer)

Editorial: The Economic Lesson of 1938

If  I use the phrase "lesson of 1938," most people will  probably think about Britain's unsuccessful attempt to
avoid war with Nazi Germany by giving away a piece of Czechoslovakia. There are important lessons in
that event, but that's not what I want to talk about.

1938 was also an important year in American economic history, and the economic lesson of that year is
relevant to our handling of the global recession today. By 1938, the Great Depression had been going on for
eight years. Franklin Roosevelt's New Deal programs had been stimulating the economy for five years, and
they began to show significant signs of working. Industrial production and national income were coming
back up. Employment was going back down. The economy appeared to be just about out of the depressionÜ
Üand thenÜ Roosevelt and Congress decided to balance the budget. They raised taxes. They reduced
government spending. They contracted the money supply, and helped send the economy back into
depression, where it remained for three more years. Unemployment was still  10 percent when the United
States entered World War II  at the end of 1941. At that point the government started spending massive
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amounts of money. They worried less about the budget deficit and more about spending what it takes to do
the job. The depression disappeared almost overnight.

The economic lesson of 1938 is that the government cannot balance the budget during a major
recessionÜeven in the early stages of recovery. A depressed economy needs a stimulus. Although politicians
usually won't say it out loud, a stimulus often requires not only spending but deficit spending. One of the
things that turn a financial crisis into a recession is that people and businesses stop spending in a reinforcing
cycle. They can't afford to spend because they're not making money. They're not making money because no
one else is spending. Only the government has the size and budget flexibility  to break the cycle. In a
financial recession, concern for the government's budget deficit can wait.

The government can get away with deficit spending because the government budget doesn't work like an
individual's budget or even a corporation's budget. Government creates the money supply; its spending is
not limited to what it takes in or what it can borrow. If  you or I spend more than we should, we will  go
broke. If  the government spends more than it should, it will  create inflation. If  inflation becomes a problem,
we can take action, but for now it is not a major concern.

We should be more concerned with making sure that the direct beneficiaries of government stimulus are the
people most in need. Too often the government stimulates the economy by helping corporations (such as
investment banks, automobile manufacturers, and defense contractors), telling us that the stimulus will
indirectly make its way to help those who actually need help.

A more effective way to stimulate the economy and help people is with universal programs. Universal
healthcare or a universal basic income guarantee would be excellent ways to do so.

-Karl Widerquist, Doha, Qatar August 9, 2009


