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m IS THE POLICY-SHAPERS’ POLITICAL
INTELLIGENCE NEWSWEEKLY, a 72-page magazine
unlike any other you have read. Leading economist and
political figure Lyndon LaRouche is a contributing editor.
EIR tells the truth, no matter whom it may offend.

When the Federal Reserve’s Paul Volcker imposed loan-
shark interest rates back in 1979, EIR said it would bring
on a major industrial collapse. EIR was right, every other
forecasting service was wrong. And when President Reagan
proclaimed an “economic recovery,” EIR said he was all
wet—and the October 1987 stock market crash showed
EIR was right again.
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How to Survive
The World's Biggest
Stock Market Crash

by Lyndon H. LaRouche, Jr.

October 28, 1987

“Black Monday,” Oct. 19, 1987, will be remembered by
future generations as the day on which the first big wave of
the biggest financial crash in history hit markets in Tokyo,
Hong Kong, London, Frankfurt, Paris, Milan, New York,
and Chicago. An entire way of life, to which many of us
have become accustomed over the past twenty years, is
ending. The practical question is, how do we begin a new
way of life, better than the old? How do we begin a real
economic recovery?

That evening, President Reagan repeated almost word-
for-word what President Hoover said after the Crash of 1929.
The leaders of the Congress, and most of the major news
media, said almost exactly the same foolish things the leaders
of the Congress, and most of the major news media had
said after the Crash of 1929.

Forget what the President, the leaders of the Congress,
and brokerage houses are saying. Forget the wishful dream-
ing of many of your friends and neighbors. Compare what
such people are saying today with famous quotations from
people in the same positions back in late 1929. At the
beginning of every financial crash in modern history, fright-
ened people have tried to talk themselves into believing,
“This really isn’t happening.”

Back in 1929, that sort of wishful talk made the Great
Depression of the 1930s much bigger, much worse than it
would have been if people had had the courage to face the
reality of the 1929 crash right at the beginning. Instcad of

acting to organize a real economic recovery in farming,
manufacturing, and capital improvements of infrastructure,
the politicians and bankers fumbled, as the President and
others are doing today, waiting and hoping for a miraculous
recovery in financial markets.

The real danger is that people today—perhaps your neigh-
bor is one of them—will react, “I'm going to sit tight and
wait for the recovery which all my friends and I are sure is
coming pretty soon.” It is like people in a sinking ocean
liner saying, “I am going to sit here, keep calm, and wait
for things to get better,” when they should be boarding the
lifeboats.

This is time to face the facts, and to act accordingly. We
are sliding very rapidly into a situation far worse than Frank-
lin Roosevelt faced at his 1933 inauguration. We must not
wait as long as he did, to organize a real economic recovery.
We must act together, to push Washington into dumping
most of its present economic, tax, and monetary policies;
we must push Washington into organizing a genuine eco-
nomic recovery out of the worst financial collapse in modern
history.

1929 and 1987
Let us run through the most important facts about this crisis,
and after that, turn our attention to what went wrong, and
what must be done.

First, a glance at the accompanying sets of charts, showing



Standard & Poor’s Index of common stock, the pattern of trends leading into the October 1929 crash,

1925-33 and also showing how the crash of 1929 slid into becoming
28 the deep depression of 1932. The point is, we are on the
same kind of roller-coaster downturn now, but worse, that
our fathers and grandfathers were on from 1929 into 1932.
We are in the early weeks of what leading European
% bankers have been warning for months would hit this au-
Decline of commercial banks, 1927-33
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tumn: They called it “the biggest worldwide financial crash
in history.” Over the rest of this year, and into 1988, stock
markets and all of the glamorous real-estate investments will
slide down to levels much lower than all but a tiny minority
of experts would believe possible. Soon enough, many
investors will be referring to the Dow Jones Index as the
“Davy Jones Index.” Worldwide, somewhere between $10

and $20 trillion of financial hot air will be let out of the
markets, before the downward slide ultimately meets some-
thing which feels like the bottom.

Here is a short list of famous quotations from 1929-32,
compared with some quotations from people in the same
positions issuing statements during the week following “Black
Monday” of 1987.

Average weekly earnings of
production workers, 1929-33

Index of industrial
production, 1929-32

Estimated U.S.
-unemployment, 1929-33

Dollars 110 (millions of workers)
29 14.0
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Source: U.S. Dept. of Commerce Source: Federal Reserve Board
Exports and imports of merchandise, 1929-41
(thousands of dollars) 4.0
Year Exports Imports Excess of Exports
1929 $5,240,995 $4,399,361 $841,634
1930 3,843,181 3,060,908 782,273
1931 2,424,289 2,090,635 333,654
1932 1,611,016 1,322,774 288,242 20
1933 1,674,994 1,449,559 225,435
1934 2,132,800 1,655,055 477,745
1935 2,282,874 2,047,485 235,389
1936 2,455,978 2,422,592 33,386
1937 3,349,167 3,083,668 265,499
1938 3,094,440 1,960,428 1,134,012 0 T T :
1939 3177176 2,318,081 859,095 1929 30 31 32 33
1940 4,021,146 2,625,379 1,395,767 Source: Bureau of Labor Statistics
1941 5,147,154 3,345,005 1,802,149

Source: U.S. Department of Commerce, Bureau of Census and Bureau of Foreign and
Domestic Commerce.
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What They Said in 1929

Oct. 22, 1929. Professor Irving Fisher of Yale:

“Even in the present high market the prices of stocks
have not caught up with their real values. Yesterday’s
break was a shaking out of the lunatic fringe that attempts
to speculate on margin.”

Oct. 24, 1929, Charles E. Mitchell of National City Bank:
“This reaction has badly outrun itself.”

Oct. 24, 1929. New York Times:

“Confidence in the soundness of the stock market
structure notwithstanding the upheaval of the last few
days was voiced last night by bankers and other financial
leaders.”

Oct. 24, 1929. Thomas W. Lamont of J.P. Morgan
and Co.:

“Prices of many important issues had been carried down
below the levels at which they might be fairly expected to
sell.”

Oct. 25, 1929. President Herbert Hoover:

“The fundamental business of the country, that is,
production and distribution, is on a sound and prosperous
basis.”

Oct. 29, 1929. John D. Rockefeller: )
“Believing that fundamental conditions of the country are
sound . . . my son and I have for some days been
purchasing sound common stocks.”

\
What They Said in 1987

Black Monday, Oct. 19, 1987. David Rockefeller, former
chairman of Chase Manhattan Bank:

“I don’t think there is reason to be alarmed but one has to
be concerned. Psychology is playing an important role
here. The reason to be concerned is that this will cause a
further psychological reaction that will cause people to
sell without any basic reason.”

Oct. 19, 1987. John Phelan, president of the New York
Stock Exchange:

“Well, I'd call it the nearest thing to a meltdown I ever
want to see. . . . I'm quite relieved that it did 500
million shares. And aside from some minor glitches
during the day—even machines get tired like people—the
system behaved remarkably well,”

Oct, 20, 1987. RobertE. Linton, chairman, Drexel Burn-
ham Lambert:

“We needed time to sort things out. But now there’s
plenty of business to do.”

Oct. 19, 1987. Statement by White House aide Marlin
Fitzwater:

“The President has watched today with concern the
continued drop in the stock market. He directed members
of his administration to consult with the chairman of the
Federal Reserve, the Securities and Exchange
Commission, the New York Stock Exchange, the Chicago
Commodities and Futures Exchanges, and leaders of the
investment community. Those consultations confirm our
view that the underlying economy remains sound. We are

in the longest peacetime expansion in history.
Employment is at its highest level ever. Manufacturing
output is up. The trade deficit, when adjusted for changes
in currencies, is improving. And, as the chairman of the
Federal Reserve has recently stated there is no evidence
of a resurgence of inflation in the United States.”

Oct. 21, 1987. Former Citibank chariman Walter Wris-
ton:

“We learned what we always knew—that is, that when
markets reach an all time high, there’s always a
correction. This correction was sharper and deeper than
had been anticipated, but it was not the end of the world.
There is nothing fundamentally the matter with our
economy.”

Oct. 19, 1987. Senate Majority Leader Robert Byrd:
“It is time for the administration to begin meeting with
the Congress to reduce the double deficits in trade and the
budget that cast such a cloud on the nation’s future.”

Oct. 20, 1987. U.S Controller of the Currency Robert
L. Clarke:

“Depositors should not be concerned about their deposits
in the banks.”

Oct. 20, 1987. Morgan Guaranty Bank economist Rim-
mer de Vries:

“Suppose a bank doesn’t get paid by somebody and the
bank can’t balance its books. It can go to the Fed for
money.”

\
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October, 1929. George L. Harrison, Governor of the
Federal Reserve Bank of New York:

“The Stock Exchange should stay open at all costs.
Gentlemen, I am ready to provide all the reserve funds
that may be needed. . . .”

Oct. 30, 1929. John J. Raskob, Democratic Party Na-
tional Chairman, in a statement in the New York Times:
“Prudent investors are now buying stocks in huge
quantities and will profit handsomely when this hysteria is
over and our people have opportunity in calmer moments
to appreciate the great stability of business by reason of
the sound fundamental economic conditions in this great
country of ours.”

Oct. 20, 1987. Senate Minority Leader Robert Dole:
“Someone has to take charge.”

Oct. 20, 1987. President Ronald Reagan:

“I'm pleased that the steps taken by “The main problem
is the Federal Reserve. They the Federal Reserve have
had a salutary effect on the markets. . . .

“I think it is preferable, if possible, that the executive and
legislative branches reach agreement on a budget deficit
reduction package. Accordingly, I am directing that
discussions be undertaken with the bipartisan leadership
of the Congress for that purpose.

“The economic fundamentals in this country remain
sound, and our citizens should not panic. And I have
great confidence in the future.”

Oct. 21, 1987. Donald T. Regan, former Treasury Sec-
retary, White House chief of staff, and CEO of Merrill
Lynch:

“The main problem is the Federal Reserve. They must
make money easier. They have been very tight for the
last six months. The market does not like high interest
rates. Now this situation got a little out of hand.”

Oct. 21, 1987. Paul A. Volcker, former chairman of the
Federal Reserve Board:

“The lesson of this week we should be doing those things
we should have been doing all along to take care of
imbalances in the economy.”

Oct. 21, 1987. Alice Rivlin, Brookings Institution, for-
mer chief economist for the Congressional Budget Office:
“Don’t make a major fiscal mistake like running a big
budget deficit . . . but I would have said that two weeks

Oct. 22, 1932. Detroit, Michigan. Speech of President
Herbert Hoover:

“. . . the tide has turned and the gigantic forces of
depression are in retreat. Our measures and policies have
demonstrated their effectiveness. . . . Recovery would
have been faster but for four months of paralysis during
the spring months while we were defeating proposals of
the Democratic House of Representatives to increase
governmental expenses by $3.5 billion. . . .
“Manufacturing production has increased by ten per

cent. . . . The Department of Commerce shows that over
180,000 workers returned to the manufacturing industry
in August, 360,000 more in September. . . .”

1932 campaign slogan, President Herbert Hoover:
“Prosperity is just around the corner.”

h

ago or two years ago. . . . that is the biggest policy
mistake we have made.”

Oct. 19, 1987. Rep. Butler Derrick (D-S.C.) of the House
Budget Committeee:

“I would hope that what the markets get out of this is
‘Here, the Congress and the President have sat down and
talked on the deficit.” . . . This whole business is
perception.”

Oct. 22, 1987. President Ronald Reagan:

“This is purely a stock market thing, and there are no
indications of a recession or hard times at all. . . . I'm
putting everything on the table” to negotiate a budget
cutting package with Congress.

Milton Friedman, Nobel prizewinner in Economics, in
the Nov. 20 issue of National Review:

“There has been much loose talk comparing the stock
market’s Black Monday of October 19, 1987 with the
market’s Black Monday and Tuesday of October 28 and
29, 1929. . . . The comparison is false and misleading
with respect to the real economy—especially in terms of
the fears being expressed that because the 1929 market
crash was followed by the Great Depression, the 1987
crash also presages a Great Depression. . . .

“In 1954, I delivered a lecture in Sweden under the title,
‘Why the American Economy is Depression-Proof.’ I
have seen no reason since then, and see none now, to
change that conclusion.”

T B e S S e T,
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LaRouche’s Economic Forecasting Record

EVENT

MARCH 1957: First round of 1957-59 recession hits, builds
up force during summer of 1957, hits hard during Septem-
ber-October.

1966-1967: U.S. Johnson Administration adopts “neo-mal-
thusian” policies, begins tearing down aerospace program,
and turns toward “post-industrial society.”

NOVEMBER 1967: British pound devalued.

FEBRUARY 1968: Dollar threatens to collapse.

MARCH 1968: Johnson devalues U.S. dollar, ——

SUMMER 1970: Chrysler/Penn Central crisis

SUMMER 1971: Nixon devalues dollar, takes world off gold-
reserve basis, and institutes neo-Sechachtian austerity.
1972: Nixon pushes through “floating exchange-rate” mon-
etary system at Azores monetary conference.

1973-74: OPEC oil-price crisis. Nixon reacts to cut U.S.

energy-consumption, beginning long downward slide of U_S,
productivity.

OCTOBER 1975: Rambouillet monetary summit in Paris re-
jects monetary reform, impases harsher austerity upon de-
veloping nations.

1975-76: Special Series of policies studies by New York —

Council of Foreign Relations rejects LaRouche “neo-mer-
cantilist reforms, and proposes the “controlled distintegra-
tion of the economy” |ater instituted by Fed Chairman Paul
Volcker.

AUGUST 1976: Non-Aligned Nations Conference at Sri Lanka
Incorporates LaRouche monelary reform proposals in final
resolution.

1977-80: Carter administration implements neo-malthusian
policies proposed in CFR “Project 1980s" studies.

OCTOBER 1979: Carter's nominee, Volcker, installed at Fed
since August, institutes CFR “controlled disintegration of the
economy” with high-interest rate policy.

FEBRUARY 1980: Recession hits as LaRouche forecast.

1980-84: Every quarterly U.S. government forecast, plus
those of Chase, Data Resources, and Whartan, are consist-
ently wrong.

AUGUST 1982: Mexico debt crisis explodes; world teeters
for several hours on brink of financial collapse. Mexico's
President Lopez Portillo institutes measures proposed by
LaRouche.

OCTOBER 1982: Reagan administration flatly rejects La-
Rouche proposals, and demands that Mexico immediately
scrap such actions taken.

FEBRUARY-MAY 1987: Growing number of leading Euro-
pean financial leaders warn world at brink of biggest financial
collapse in history.

AUGUST 1987: New York stock market begins sliding as
experts quietly warn preferred customers to get out before
coming crash.

OCTOBER 5-6, 1987: Pressure of third-quarter settlements ——

hits markets on Monday, with 92-point slide down of Dow-
Jones on Tuesday.

OCTOBER 16: 100-plus fall of Dow Jones, ——

OCTOBER 19: “Black Monday": 500-plus fall of Dow Jones. =

LAROUCHE SAYS

.IBNUARY 1957: Forecasts deep recession to hit by March
1957.

FALL 1959: Forecasts: Unless present economic and mon-
etary policies change, the first of a series of monetary crisis
will hit during the second half of the 1960s, leading into a
breakdown of the Bretton Woods monetary system, and in-
troduction of neo-Schachtian austerity policies, Ieadicr:c% n
the direction of the deepest economic depression in modern
history.

FEBRUARY 1968: Says crisis in Bretton Woods is imminent.
Forecasts build-up of Third World economic crisis as key to
coming crises ahead.

SUMMER 1971: Warns of recurring monetary crises during
1970s, combined with accelerating erosion of physical pro-
duction, leading toward the biggest financial crash in history.

APRIL 1975: LaRouche, returning from meetings with Arab
leaders, proposes new approach to Arab-Israel peace, based
on economic cooperation in context of returnto a gold-reserve
manetary system. Warns monetary system headed toward
Crisis.

NOVEMBER 1, 1976: LaRouche makes half-hour nation
wide NBC-TV broadcast, warning of global crisis arising from
malthusian policies of a Carter administration.

OCTOBER 1979: Dem presidential candidate LaRouche, in
New Hampshire, warns of early 1980 U.S. recession caused
by Carter-Volcker policies just announced.

DECEMBER 1979: He announces results of computer pro-
iection based on LaRouche-Riemann economic forecast: 1980
recession to hit in February,

1980-1984: Every forecast issued by LaRouche-associated
EIR is consistently accurate. (See inside front cover).

APRIL 1982: Announces Latin America debt-bomb ready to
explode. Indicates probable September deadline for crisis,

AUGUST 2, 1982: Issues hook length analysis and propos-
als, Operation Juarez, on the debt-crisis and joint U.5.-Latin
American action to solve it. Report promptly delivered ta U. S,
National Security Council and every Latin American govern-
ment.

1984: LaRouche, now Dem presidential candidate, attacks
monetary and economic policies of the Reagan Administra-
tion and east coast bankers. Warns of developing banking
crisis. Proposes revival of Operation Juarez proposals.

MAY 1987: Publishes warnings of August-October slide of
markets, leading to brink of first round of general financial
collapse during October.

OCTOBER 6, 1987: Warns Tuesday 92-paint slide of Dow-
Jones signals first round of big crash of 1987-1988 has hit,
with more bad days on markets due immediately,
OCTOBER 19: Says "Black Monday" is just 6.3 on financial
"Richter Scale.” Big one—8-10 on financial “Richter
Scale”"—due to come over months ahead.




How much confidence should you place in the advice of
people who are repeating today almost the same silly prom-
ises we heard from similar sources back in 1929-327

There is nothing accidental about this financial crash. It
has been coming for a long time. Compare some of the most
important break-points with what I have said about these
things over the past thirty years.

That is the chronology of the events leading into “Black
Monday,” and into the deeper financial collapse now on the
way.

Summing up that chronology, there are four major factors
which made “Black Monday” inevitable:

I. The Johnson administration’s adoption of the “post-
industrial” drift, during the years 1966-67.

2. Johnson’s failure to save the gold-reserve system, dur-
ing February-March 1968, by what should have been the
obvious action: raising the price of monetary-reserve gold
to the fair market-price of monetary gold purchases. Nixon’s
similar blunders of 1971-72, replacing the gold-reserve sys-
tem with the “floating exchange rate,” funny-money system.

3. The “Volcker measures” introduced in October 1979,
combining increasing deregulation of the financial system
with a ruinous interest-rate policy.

4. Reagan’s decisions of October 1982-April 1983, trying
to cover over the immediate threat of a worldwide financial
crisis by creating a “John Law” financial bubble in inter-
national markets, while forcing agriculture, manufacturing,
other physical-goods industries, and basic economic infra-
structure into accelerating decline.

Most people, who are unfamiliar with the ABCs of eco-
nomics, expect that the effects of bad policies will be seen
by everyone very soon, a year or so after bad policies are
introduced. Usually, it doesn’t happen that way. There are
bad effects rather soon, but not so bad that people generally
will not put up with these results, and become accustomed
to them. As the chronology illustrates this important point,
sometimes an entire generation passes before the inevitable
effects of bad policies come fully to the surface. Usually,
the really disastrous effects of a bad economic or financial
policy are not recognized generally until five to ten years
after a bad policy is put into operation.

The role of “consumerism”

The included problem, is that people tend to become ac-
customed to things after a time. They may grumble for a
while, but then, seeing little likelihood that policies will be
changed, they “learn to live with” the kinds of gradual
decline of the real economy which bad policies cause.

For example, if people had been hit with the collapse of
agriculture and manufacturing caused by the “post-indus-
trial” drift a few years after Johnson introduced this drift
during 1966-67, there would have been lynchings of poli-
ticians in the streets. There was resistance during 1970-71,
again during 1974-75, the farm revolts which boiled out and
simmered down under Carter, and so on. Gradually, after

a short period of furor of protest, people generally dug in
and “learned to live with” these trends. It is now, 20 years
after Johnson introduced the “post-industrial” drift, that we
are being hit very hard with the process of erosion over the
20 years in between.

There was some revolt against Volcker’s policies, from
late 1979 into the spring of 1981. When President Reagan
committed himself to support Volcker, congressional op-
position to Volcker’s measures dried out quickly. People
“learned to live with it.”

Take the case of financial deregulation, the most direct
cause of the present financial crash.

Today, most of the middle and top management of major
financial and industrial firms is made up of “baby-boomers”
born during the late 1940s or 1950s, whose adult experience
began during the time of the anti-Vietnam War upsurges of
the 1965-70 period. Most of these strata of management
never had any experience with an economy in which the
emphasis was on production; they have risen through the
ranks of their employment in a kind of economic fantasy-
world, in which it was assumed that “blue-collar” employ-
ment was as doomed as the Dodo, and that the future lay
in financial capital-gains from increasingly wild forms of
speculation in financial paper and in real-estate.

What has happened is illustrated by the recent years’
popularity of the idea of becoming vastly rich in real estate,
with schemes which required little or no real money down.
The idea of earning wealth through better quality of products
and the benefits of technological progress in production,
seems to have become very unfashionable.

Another major factor has contributed to this shift in values
over the past twenty years. At the beginning of the postwar
period, over 60% of the labor-force was employed as “blue-
collar” operatives, either producing physical goods for the
market, or employed as operatives in improving and main-
taining the basic economic infrastructure in such fields as
water-management, production and distribution of power,
general transportation, and basic urban industrial, com-
mercial and residential infrastructure. Today, the percentage
of the labor-force employed in such categories is down to
approximately 20%.

Turn it around. Whereas, 40 years ago, about 40% of
employed Americans were employed in administration, sales,
and scrvices, today approximately 80% are so employed.
Forty years ago, and into the early 1960s, most Americans
were employed either as operatives, or in functions of admin-
istration, sales, and services related to the production and
physical distribution of physical goods. Today, the majority
have no significant connection to the physical realities of
production, except as consumers.

Beginning with the Johnson administration’s tragic shift
into “post-industrial” drift, during 1966-67, the United States
has been transformed from a producing nation, to a con-
suming nation. As a result, the United States has closed
down much of agriculture—and lowered the standard of the



American diet, to import cheap food from developing nations
in which large-scale hunger, sometimes even famine,
abounds. We have shut down more and more of our basic
industries, to make our nation more and more dependent
for existence upon imported cheap consumer goods.

The emphasis has shifted from producing wealth, to ac-
quiring the money to buy cheap goods from abroad. “Get
money” in any way that seems to be the easiest: don’t be
one of those dumb “blue-collar” people, who produces phys-
ical goods for a living. Make money with shrewd invest-
ments, not from the wages and profits of producing useful
things.

This financial crash means that that “consumerist” idea
of the way of living is about to become as extinct as the
Dodo. All of the easy-money games have come to an end,
at least as far as 95-99% of the population is concerned.
Most of the wealth from financial income you thought you
owned, will be wiped out, and new sources of such income
dried out. As Captain John Smith warned the idlers of the
Jamestown colony, our income now will come from pro-
ducing physical wealth.

Therefore, naturally, most Americans who have not been
on the poverty lists up to now will refuse to accept the reality
of this financial crash for as long, and as hysterically as
they can. A way of life, the cult of consumerism and “shrewd
investments,” to which they have become accustomed, is
over.

These Americans are not much different, in this respect,
than yesterday’s multi-millionaire jumping from today’s
skyscraper. How foolish of the poor fellow to commit sui-
cide! He is probably a bright, literate person, who is capable
of doing many useful things, who could play a valuable part
in our society now. He has a good future before him, if
Washington comes to its senses. Therefore, why does he
kill himself —merely because he has become bankrupt? He
kills himself because he sees his entire way of life, the way
of life to which he has become accustomed, swept away.

That is what most Americans face today. As many would
put the point: “Does this mean that I have to start my life
all over again?”’

For most of them, the answer to that question is, “Yes.”
That answer is what they do not wish to hear, which many
of them are not yet ready to hear. So, they cling hysterically
to the wishful delusion that “the markets will come back.”
Anyone who assures them that “the markets will come back,”
is a fellow whose words of comfort are very much appre-
ciated.

I appeal to those Americans who have the courage to face
reality. I say to them, “Our problem is not the financial
crash. Our problem is, when does the economic recovery
begin?” The paper crashing down is the past. That past is
gone; it butters no biscuits today. What butters the biscuits
is the new, real income from the present and future.

Really sensible people will accept the fact that the biggest
financial crash in history has come. They will put their
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mental energies and efforts into important things, starting
the economic recovery we need so urgently.

The new recovery

In a certain manner of speaking, we must go back about 21
years;, we must scrap every innovation in economic and
monetary policies instituted since 1965. That is only the
first step. Starting with the economic policies which were
in effect 21 years ago, we must add some important reforms.

We must put into effect now, the kinds of economic
reforms we should have made 21 years ago. We made the
wrong turn at the fork in the road back then. We must retrace
our steps, go back to the fork in the road, to take the right
path this time.

Civil rights proves the pudding.

If we pick up the addresses of Rev. Martin Luther King,
what we read is no wild radicalism. We read the spirit of
our Declaration of Independence. We read Dr. King insisting
that all Americans, without regard to supposed differences
in color of skin or national origin, have equal rights to dignity
as persons, and equal rights to the opportunity of partici-
pating in the American dream of building a better life for
themselves and their posterity.

By approximately the middle 1960s, we completed the
enactment of a series of legislative and judicial decisions
which afforded all Americans the political rights Dr. King
proposed. At least, as much of those dignities as can be
legislated into existence, or established by judicial whim.

The liberals put on the uniforms of railway conductors.
They placed themselves beside the train destined for pros-
perity, and cried out to the waiting civil rights movement,
“All aboard.” The minorities boarded the train. Then, they
sat, and waited, and waited, and waited. They were on the
train, but the railway had been shut down by the Johnson
administration with the “post-industrial” and monetary de-
cisions of 1966-68. The minorities were now politically
entitled to share; what they shared, was, for the most part,
their increasing poverty and the demoralization of their youth.

Over 1968-72, the philosophically fascist ravings of com-
munist ideologue Dr. Herbert Marcuse’s One-Dimensional
Man were circulated, and more widely parodied, to drill
into more and more of the younger Americans the doctrine
that they had “no future.” “Your parents have used up the
raw materials, technological progress is bad for the envi-
ronment, small is beautiful, learn to live with less and less.
Get your kicks the best way you can, whether your ‘thing’
is sex, drugs, or whatever.” Over the past 20 years, most
Americans have “learned to live with” the spread of coun-
tercultural cultural pessimism among the young, while the
youth of 1968 became the child-rearing generation of our
time.

Excepting the cause of civil rights, as Dr. King embraced
the Declaration of Independence in his addresses, all of those
economic and cultural shifts of the past 20 years are either
ended, or the United States itself goes into the state of



Rev. Martin Luther King, Jr.—in the spirit of our Decla-
ration of Independence.

internal chaos and decline which Moscow currently hopes,
devoutly, will be the outcome of this crash.

Essentially, we must return to becoming once again a
nation committed to meeting our responsibilities through
aid of emphasis on capital-intensive investments in tech-
nological progress in production of physical goods, and in
emphasis upon capital improvements in the basic economic
infrastructure on which production and popular well-being
depend.

In the works, is a shift away from emphasis upon a rentier
form of “consumerist” economy, to an entrepreneurial form
of capitalist economy, a society which returns to what Pres-
ident George Washington’s Treasury Secretary, Alexander
Hamilton, was first to name “The American System of po-
litical-economy.”

Ironically, the financial crash helps to clear the way for
such an economic recovery. Put aside, for just a moment,
the obvious fact that many “little people” will be hurt badly
by the collapse of stocks and real estate prices. Focus at-
tention for a moment on another major result of this crash.
The effect of the crash is to wipe out trillions of dollars of
credit controlled by the powerful rentier-financier interest.
This effect of the crash is beneficial in two ways.

First, it reduces greatly the relative political power of
those international financiers who have gained almost ab-
solute political control over the economies of Western Eu-
rope, North America, and the non-communist developing
nations over the past 20 years. It weakens greatly the political
power of those who have insisted upon pushing the “post-
industrial” and floating-market policies to the limit, at all
Ccosts.

Second, just because these financier interests no longer
have the power to generate very large volumes of credit,
the nations are forced to turn to the only agency which can

generate the credit needed for an economic recovery: the
national government.

I shall return to what we must do about the problems of
the “little investor,” after we have clarified the point on
which we are concentrating right now.

What sort of a situation faces the banks over the months
ahead? Let us look at real estate markets.

Over the past 20 years, the real estate market has been
divided into two rather distinct, although somewhat over-
lapping sectors. In the one category are those who hold real
estate for use: home owners, farmers, and industrial firms,
for example. In the other category, are those who play in
real estate solely for the purpose of inflationary capital gains.
Naturally, more and more, as the years have passed, real
estate owners in the first category have been affected by
financial speculation in the second category. This has had
a combined effect on the banks and other financial insti-
tutions supplying credit for this market.

The financial collapse will have accelerating impact on
the real estate market, especially the speculative sector.
Speculative ventures in urban real estate, shopping malls,
and recently launched condominium and tract-housing proj-
ects, are among the categories doomed to be hit very hard.
(Those owner-occupants of residential and business real es-
tate whose mortgages date from five years or more ago, will
be less affected, obviously.) More and more of the specu-
lative real estate holdings will be dumped onto the market,
building up to an avalanche.

The combination of the general and deep collapse of
financial markets generally, combined with a near-avalanche
of real estate paper, represents a potential tidal wave of bank
closings. Were I President, I would not permit these banks
to be closed. The local banks represent vital structure of the
economy, whose doors must be kept open daily by the federal
and state governments, through the emergency powers of
the President to regulate banking. Yet, although, as Presi-
dent, 1 would keep the doors of those banks open—while
they are undergoing medium-term financial reorganization,
those banks would have no significant new lending power
on their own.

In that circumstance, there is only one major source of
new lending power for purpose of launching an economic
recovery: the constitutional authority of the federal govern-
ment. As President, I, for example, would send an emer-
gency bill to Congress, immediately authorizing the Secretary
of the Treasury to issue $1 trillion in U.S. Treasury currency
notes. I would use the constitutional and statutory powers
of the President, to “federalize” the Federal Reserve banks,
stopping continued issue of Federal Reserve Notes, and
issuing Treasury currency notes, instead.

This new currency would not be spent by the U.S. Trea-
sury; it will be loaned through the Federal Reserve banks
at 1% to 2% interest. It would be loaned through fiduciary
accounts in local private banks for purposes of either pro-
duction of physical output, or borrowing by public utilities,
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or federal, state, and local agencies, for capital improve-
ments in basic economic infrastructure. That is the principal
means by which we shall launch a real economic recovery,
and rebuild the tax-rcvenue base in business and household
incomes.

We will require about $2 trillion a year of lending of
Treasury notes in this way, to get the U.S. economy through
the first two years of recovery.

For example, with the federal operating budget now at
about $1 trillion, the financial crash will drive the budget
deficit for the current fiscal year up to as high as between
$500 and $700 billion. We can not reduce that deficit sig-
nificantly by budget-cutting; budget-cutting would probably
lead to almost as much loss in tax-revenue base as the amount
cut, in addition to causing intolerable suffering and other
damage to vital structure of the economy. We must expect
the budget deficit for the next fiscal year to be improved
significantly; but it will not be until fiscal year 1989-90 that
the tax-revenue base will have grown sufficiently to begin
bringing the budget back into balance.

So, for the next two fiscal years, the federal government
will borrow back, through the Federal Reserve system, about
+ 81 trillion of the probably $4 trillion Treasury currency notes
issued during that period of time, leaving about $3 trillion
net availablc for other lending.

Under these conditions, profit margins of farms and in-
dustrial enterprises should move back to levels of the mid-
1960s, and then somewhat higher. By the middle of the
second year of building up the recovery process, much of
the recovery will become self-sustaining, and savings ac-
cumulations in banks should begin to become significant
again. During the third year, our economy should be in a
full-scale boom.

As the economy moves into the boom period, the future
balance of economic and political power should become
clearer. The wealth of investment and employment in pro-
duction will become again the broad-based political power-
base. These employers and their employees will represent
an increasingly independent political and social force. The
renticr interest which has dominated for the past 20 years
or so, will assume a relatively more modest role, and will
be obliged, by circumstance, to adapt to the kinds of op-
portunities which an entreprencurial form of economy af-
fords.

This mcans that the policy outlook reflected in the political
parties and in government, will shift back to emphasize the
benefits of technological progress, rather than the rentier
emphasis which has dominated the parties and government
at the top over the past two decades.

Two other profound changes are to be foreseen clearly
under such circumstances. The AIDS pandemic must be
faced, as government has refused to face this up to now.
This means a rapid growth in biological sciences, in the
medical profession, and health delivery institutions. Since
this is the most frightening of the domestic problems to be

10

faced, it will have a very high priority. Next in rank will
be rebuilding the educational system. Bringing order into
the schoolyards and classrooms will be the first concern on
the state and local levels; improving the average qualifi-
cations of teachers, and improvement of the curricula, will
be the second priority at all levels of government.

We can be somewhat optimistic about conquering the
growth of functional illiteracy, even among adults, under
circumstances of economic growth. Some of us recall the
way in which World War II military service acted as an
upward-leveler of the literacy of the population during that
period. When people are optimistic, and seeking to qualify
themselves for advancement under conditions of technolog-
ical progress, the desire and capacity for self-improvement
are great.

Get the productive recovery under way, and in the course
of facing, one by one,.the obstacles which confront us, we
shall begin to get our nation back into shape within a few
years of such recovery.

Then, as we look back on the nearly tragic result of the
1967-87 period, most of us will be detcrmined never again
to put ourselves in the position where we repeated such
mistakes.

The fate of “the little rnan”

The thoughtful “little man” cares very little about the price
of his house, as long as the price for which he might be
able to sell it allows him to buy equal tangible value in the
form of new housing. In other words, as long as the scale
of prices slides up or down uniformly across the board, it
is only the price of his house, relative to other houses, which
is of much practical importance to him.

It should be the desire of government, that as many house-
holds as possible own their own homes, and as many in-
dustries and farmers as possible own the real estate in their
use. That intention is the guide to the proper way of ap-
proaching the case of the smaller investor in housing, or
other things, who is hard-hit by the effects of the financial
crash.

In this matter, the economic policy of government should
be influenced by the government’s social policy. We desire
as many households and persons to be independently self-
sufficient as possible, and government should use its reg-
ulatory powers for shaping financial reorganizations to bring
that desired result about as much as possible.

In short, households and individuals should not lose the
occupancy of their homes or farms, and should not lose
either none, or as little as possible, of the principal value
of the personal savings on which their personal independence
depends.

One of the measures for accomplishing this, is freezing
the value of savings deposits in troubled banking institutions.
While depositors, in some cases, might be unable to with-
draw all of their deposits at will, we can and must protect
the value of the principal they have deposited. In general,



those amounts which would have been covered by insurance
prior to the crash, should be covered through regulatory
action of government.

By this action, we protect the non-accruing principal
amount of the deposit as the depositor’s financial asset, and
assist that depositor in enjoying certain benefits of that asset
pending the time that the reorganized banking institution is
independently solvent again.

How do we prevent John Doe from losing his home to
foreclosure proceedings? How do we stabilize the real estate
market during the period it is collapsing? How do we prevent
the chaos which would result, if farms and homes were
suddenly dumped upon the market in great numbers?

The first action we must take is to provide moratoria on
foreclosure proceedings. As soon as a fair-market value can
be determined for the property, once price levels settle down,
the debt should be written down to correspond to the fair
market values. The purchaser keeps the home; the creditor
obtains the amount he would have obtained by foreclosure
proceedings.

The house is just as valuable, intrinsically, as it was on
the day the crash occurred. The crash has brought down the
price of that intrinsic value, the price at which the seller
could sell that amount of intrinsic value, and the price at
which a purchaser could purchase it. Government acts to
allow both sellers and purchasers both to adjust to the new
price-scale of values; neither loses more, nor gains more,
than he or she would in an orderly market under the new
scale of values.

We apply the same rule to farms and industrial properties.
Whoever can show credible intent and ability to maintain
useful occupancy, in such cases, should enjoy the benefits
of regulation of financial reorganization, to the equitable
benefit of both debtor and creditor.

No one is being subsidized. All are being assisted to enjoy
the benefits of an orderly market at the time that open markets
are temporarily chaotic.

To make these arrangements workable, we must ensure
that John Doe has gainful employment or the equivalent use
of an earned pension.

In any financial reorganization of a bankrupt firm, the
possibility of settling the debts depends upon the debtor’s
ability to pay. If the firm is not to be sold off—liquidated—
we must assume that the future income of the firm will be
sufficient to cover the costs of continuing operations, and
also provide an added margin to retire old debts.

When a nation goes into bankruptcy, we do not usually
call ita “bankruptcy”; we call it a “depression.” The essential
difference is, that whercas the possibility exists of shutting
down a bankrupt firm, and selling off its assets, one can
not shut down a nation, and sell its citizens into slavery.
The creditors must find some combination of writing off
part of the debts, and also helping the nation to get on its
feet, to become economically self-sustaining once again.

For reasons argued perfectly well by Alexander Hamilton,

Alexander Hamilton, the first U.S. Treasury Secretary.

the United States must not repudiate its government’s debt,
and must defend the value of the U.S. dollar. We must also
keep the system of local private banking functioning, even
if the banks arc technically bankrupt under existing regu-
lations. Above all, we must keep the nation’s farms, in-
dustries, and basic infrastructure functioning at a level
sufficient to meet the needs of all of its citizens.

The task is to reshape the flow of credit and taxation, to
put idled production capacity back into production, and to
employ people in those work-places opened up, up to the
limits of full employment.

If we do these things, and also promote technological
progress through capital-intensive forms of investment in
production capacity and infrastructure, the United States
could produce today much more, per person, than it has
produced during the past five years, and embark on a long-
term process of increasing output through investments in
more advanced technologies. We could have done that at
any time we chose to do so during the recent years: we did
not make that choice. Now, we have no way of avoiding
committing ourselves to that choice—unless we chose to
slide into the deepest and longest depression cver.

So, presuming we carry out those policies, we shall make
a rapid transition from financial crash into a period of sig-
nificant rates of real economic growth. Therefore, on the
average, John Doe will have the income to pay his bills
during the period ahead. Since he will be able to pay those
bills, if they are kept within reasonable limits, it would be
insane to kick his family out of its house in foreclosure
proceedings. It is better, for him, for his creditors, and for
society as a whole, to come to reasonable terms—which
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are really fair all around—to permit John Doe and his family
to continue their day-to-day life in peace and security, and
to do this almost as if the financial crash had never occurred.

After all, John Doe did not cause the financial crash, so
why hold him responsible for it? The crash was caused by
those who pushed through government the policies such as
“post-industrial society,” the “floating exchange-rate sys-
tem,” the “Volcker measures,” deregulation, and the Oc-
tober 1982 policies of the Reagan administration. It would
be an insult to allege that since John Doe is allowed to vote
in elections, that he is personally responsible for the policies
which caused the depression. If anyone is responsible it is
negligent officials in the federal Executive, Congress, and
federal courts, and, above all, those Eastern Establishment
fellows around New York and Boston, who pushed through
these policies with all their might.

We must simply be certain that John Doe has the op-
portunity to earn the income he will need to cover his fam-
ily’s needs. John Doe, if he has decent employment, will
pay his bills, pay his taxes as he does regularly, and con-
tribute to producing the wealth which is the source of our
nation’s strength and well-being.

If John Doe loses some of his investments in the crash,
nearly everyone will be losing something, directly or in-
directly. The point is to salvage as much of the past as it
is really important to rescue, and to put our minds and efforts
on making tomorrow a success.

If you care, study
I have written and published a massive amount of material
over the years on the subject of the financial crash which
has now hit us all. That contains not only my analysis of
the way in which the crash would take shape, but also
detailed proposals for action, to bring the chaos under con-
trol, and to start a genuine economic recovery immediately.
I know, that in this age of television and comic books,
many of you have given up the habit of serious reading and
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discussion. I suggest to you that you have two choices. You
might either simply place your trust in me, and support me
in applying my expertise to solving this problem. I prefer
that you study for yourselves both my analysis, and the
measures I propose to take.

I suggest to you the thought, that being rational means
not pretending to know anything which you have not thought
through and know to be true for yourself. I suggest that
being rational means being independent in that way. It means
never adopting opinions simply because you believe that
they are popular; it means basing your opinions on what
clear thinking has shown you to be true. It means believing
what you are prepared to prove is true.

If even a large percentage of our citizens had thought
through carefully the policies which led us into this depres-
sion, either at the time they were adopted, or soon afterward,
those citizens would have said, “This is insane; this is the
road to disaster.” Most citizens did not think these things
through. They accepted the advice of the news media, or
some other authority. When the policies led to bad results,
they “learned to live with” those painful results.

So, we drifted into disaster, while most of the citizens
drifted along, hoping that, somewhow, things would work
out. They kept their heads low, tried to avoid making pow-
erful enemies, minded what they considered their own per-
sonal business, and hoped that nothing too bad could happen
to them if they kept out of the way of trouble.

That is the way we drifted into disaster. Is it not time to
learn our lesson from all this? Is it not time to realize, that
to say that one is “thinking for myself,” does not necessarily
mean that one has applied himself to studying and thinking
about the matter?

For the sake of the nation, support the actions I propose.
For the sake of your self-respect, and for the sake of our
nation in the future, study these matters seriously; when you
support my policies, understand for yourself what it is you
are supporting.
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