
     

 





 

“No man is an island, entire of itself; every man is a piece of the continent, a piece of the 
main...any man's death diminishes me, because I am involved in mankind; and therefore never 
send to know for whom the bell tolls; it tolls for thee." 

                John Donne, Devotions Upon Emergent Occassions, 1624  
  
                                           Foreword 
 

The story that follows has been 14 years in the making.  It has taken shape over 
countless days of sitting in newsrooms in various parts of the world reading wire stories 
that rarely made it to air. Over the years a picture emerged that is very hard to see or 
easy to ignore without those jigsaw pieces.  Many of those stories ended up in tattered 
files that grew as I traveled around the world.  In the reflective period that followed the 
September 11th attacks on America, I decided to pull together all the wire copy that had 
perked my interest during the 1990s.  

What I found when I compared those stories to the latest research on the 
Internet was deeply disturbing. I realized that I had been living in a denial bubble- 
happy to wax lyrically and sympathetically about the misfortune of others while 
ignoring the link between my own comforts and the exploitation of people elsewhere. 
This disconnect is a defense mechanism I think; after all if we were all to wear the 
world on our shoulders it would be a miserable place.  In reality though it already is for 
the majority of people, only those lucky enough to have good jobs in wealthy countries 
have the luxury of life relatively free of daily hardship.  

As I hope to unpeel in coming chapters ignoring this reality has led to a perfect 
storm forming just over the horizon. Inside its clouds lie three forces that threaten a 
whirlwind on the unsuspecting world below. They are a global economy on credit-fueled 
life support, dwindling natural resources that will end the age of cheap energy and a 
biosphere beginning to show signs of being dangerously out of whack.  

In the chapters that follow I will pull together the most up-to-date information 
on economics, resources and the environment from governments and the world’s most 
respected organizations and thinkers.  I hope to expose a very different reality from 
conventional wisdom by unmasking uncomfortable facts hidden in plain view.  

  
 Upsala Glacier, Argentina 

My intent is to reveal to the reader a disturbing and emerging truth that blasts 
through the illusion of our self-absorbed present and hopelessly unrealistic future.  



More than anything I want “Unsustainable” to be a huge wake-up call to those who 
believe they can rely on the mainstream media and our political leaders for vital 
information.  While it is true fingers are pointed, particularly at the wealthy and 
decision makers, I believe the “conspiracy” begins within. Our minds may be infinite in 
desire, but the world is finite in supply. 

 
The purpose of this book is to inform, not to lecture or judge any one country, 

group or individual for giving into the worst aspects of the human condition.  It is up to 
you the reader to make up your own mind.  I would, however, like to express my 
opinion in what remains of this foreword in a way I will not in the chapters to follow.   

I would like to begin by saying I think human beings were supposed to be 
nature’s caretakers but somewhere along the line we forgot how to care and just 
became takers.  This disconnect probably began when our early ancestors realized they 
could exploit their environment and each other for selfish motives.  Selfish individuality 
without regard for others is part of our dualistic nature; one half of a civil war between 
the primordial and higher brain.  Those who use their basic instincts to push their way 
through the crowd and their own conscience have a practical and biological advantage 
over their more consensual competitors.   

 
Over time, humanity banded together into hunter-gather tribes under the 

control of warrior chiefs.  Such tribes spread throughout the world and provided the 
ancestors for every village, town, city and country. From those early alliances of hunter-
gatherers to today's emerging continental unions, success and failure has long been 
driven by adaptability to greater opportunities to dominate and exploit resources.  



Today’s richest nations are the legacy of the most aggressive of those tribes who 
dominated their way to the most fertile lands on Earth. For millennia the baton of 
civilization has been passed down via the settling or resource stripping of more 
abundant lands by trade or force. For countless generations this relationship of give and 
take even more has played out on history’s stage. But history shows the boom has 
always given way to bust; it is the primary cause of the rise and fall of civilizations.  

Yet human progress has continued, because a wonderfully abundant but finite 
Earth has had enough spare capacity to feed the infinite and all consuming desires of 
her most demanding child.  But this started to change when the modern world’s most 
successful and advanced civilization, the Europeans, could no longer support their large 
population on dwindling regional resources.  So they mastered the high seas and 
discovered a virgin new world that could sustain and build on their way of life.   

           
Over a couple of centuries the “Old World” pushed aside the “New”.  The 

aboriginals of Australasia and the Aztec Empire of the Americas were no match for the 
disease and technology of the rough and tumble Old World.  For Europeans North 
America in particular was the equivalent of finding a bottomless pot of gold. As the 
Latin motto of the Great Seal of the United States proclaims, America’s discovery 
heralded Novus Ordo Seclorum, “A New Order for the Ages.” 

               
With favourable climates and seemingly limitless natural resources the United 

States and other New World countries turned a resource-based world on its head. For 
once human eyes weren’t bigger than their stomachs.  The ‘civilized’ world forgot the 
consequences of earlier resource exhaustion and took to consuming with self-righteous 
abandon.  

 



I believe the boom and bust cycle caused by unsustainable resource grabs, short-
term thinking and profiteering cannot continue in our globalized world.  A global 
civilization has little room for maneuver or a fresh start.  Our ability to exploit our 
environment may have given humanity the competitive smarts to leave the trees and go 
foraging, but without a major re-think there may not be enough left to sustain billions 
of us let alone take humanity to the stars.  As the chart below shows it would take many 
more Earth’s than this one for a world of six billion human beings to consume at 
present levels. 

 
It is clear that a finite world cannot cope if Chinese and Indian consumption 

levels grow as predicted to European and U.S. levels. We think we are progressing but 
we are not. We have learnt nothing from the resource based collapses of the past. The 
errors of our ancestors are being repeated in our amnesic present. Cause threatens to 
meet effect on a previously unimaginable scale. An exhausted Earth is creaking under 
the weight of unsustainable human desire. We need to slow-down if the wheels of 
human progress are not to fall off.    

History shows disconnection from causality begins in societies unrivalled in 
success. Countless confident civilizations from Egypt to Rome and the British Empire 
unravelled from within after becoming careless, ignorant and obsessed with self.  The 
question is why? Perhaps it is because a society lacking an external threat is governed 
by perception not reality. Co-operation for survival vanishes and a people free to think 
only of themselves consume one another. Human beings may be social creatures, but as 
with the gazelles of the African Savanna, grouping together with strangers is largely an 
exercise in neighbourhood watch. 

This could explain in part why in our own time two decades of globalization 
without a security threat made the 'global village' more insular not less, particularly in 
its richest parts where lack of knowledge generally doesn't cost lives.  

Individual decisions important to our own lives, our families and communities 
have been seeded to elected officials and the media.  Personal responsibility and 
autonomy are now governed by proxy. Our thoughts and perspectives are left to group-
think and the consensus of the lowest common denominator. 

 
 



To not have a strong opinion or a viewpoint on anything beyond the self, betrays 
countless generations who fought and died for freedoms we take for granted or give 
away to manipulators of fear. A sustainable humane future will not be built by passive 
self focused voyeurs.  If our world is to successfully navigate the minefields of the 21st 
century it will need the dispossessed majority to stop seeking solace from self-
comforting easy-think and retail therapy.   

  
During the early industrial revolution much was made of how sweat-shop 

factories were turning human-beings into machines. Three centuries later, Western 
citizens are expert button pushers, barely aware they are dependant on technology most 
don't understand, while living lives governed by process and shrink wrap. The 
promised compensation of more leisure time is, like the 'paperless office', a theory well 
off the mark in practice. 'Quality time' has been reduced, not increased, for all but the 
wealthiest. Men and women in such countries may well have their choice of 'theme bars' 
to spend a night, but the fakery is a soul destroying metaphor for everything else in a 
world manufactured for mass consumption.  

As a result there’s a tendency to feel powerless these days, to be self-focused and 
blame everyone else for our problems.  To some extent this may be valid.  In a society of 
winners and losers the level playing field is often reserved for those born with an invite. 
But this reality is far from the full-story. 

To be powerless in a democracy does not mean the same thing as it does is in a 
dictatorship.  It is a lifestyle choice. In a world where the phrase ‘you are what you eat’ 
is a social maxim it is surely as valid to say ‘your world is what you make it’.    

I believe that as a result of trends that have dominated since the end of the 
Second World War, self has come to blind the West.  Over the past few decades, 
something of an “Invasion of the Body Snatchers” took place. Compassion, genuine 
emotion and independent thought were lost to self-gratification.  The strong became 
weak and the weak became strong. As good people tuned out, societies based on a high 
level of trust became more suspicious. Leaders failed to lead, political correctness 
robbed people of their own thoughts, and zealots, who alienated men and women from 
one another, hijacked much of the ‘good fight’. From there it was an easy victory for 
the profiteers of consumerism who prayed on the weaknesses of human desire. 



 
We live in a world obsessed with 'victimhood'; where ‘my rights’ trump ‘human 

rights’. The result is on display in a media that focuses on the trivial, schools that push 
self-belief over learning, and decision makers who choose nepotism and self-
aggrandisement over leadership.  

 
Elections are bought by false promises to voters and sold to vested interests via 

campaign donations, patronage and legislative sympathies; it is the ‘democracy’ of the 
doomed Roman Republic.  

At present a dwindling number of citizens in wealthy countries continue to put 
their trust into the process of the ballot box. Responsibility for decisions and 
understanding why they are made is transferred to politicians and the so-called fifth-
estate, the media.  

In reality that trust is no longer justified.  The gap between choices on the ballot 
has narrowed to be almost meaningless except in style. As for the deregulated media, it 
is largely run by an ever-shrinking group of corporations that seek to entertain between 
sales pitches.  

Actual reality is hard to read, hear or see and gets in the way of happy shopping. 
So where the media used to inform, it now entertains via the car stereo, the front door 
and the living room couch.   



   
In a world devoid of meaning beyond the self, cliques, peer groups and their 

agendas reign supreme. The 'greater good' and perspective are not required in societies 
conned into thinking consumerism can replace the human 'soul'.   For privileged 
Westerners starvation, unnatural death and war is increasingly something only 
'bleeding hearts' lose sleep over. The consequences are visible in the western world’s 
crime ridden inner cities and in the rampant drug abuse of our populations.  They are 
visible in the disturbed actions of loners, the gated communities of the wealthy and the 
loss of innocence in our children. Cause and effect is an unwelcome truth in a world 
that turns its back on anything other than individual perspective and shrugs its 
shoulders at personal responsibility.  

In rich countries cooperation for survival vanished after the cold war. Until 
September 11th the lack of a direct threat meant the United States in particular could 
once again retreat behind its star spangled glasses. From Moscow to the Gaza Strip its 
main representation was left to a Hollywood that flashed in neon lights America's love 
affair with itself.   

 
In 1989 the author Francis Fukuyama wrote an essay called “The End of 

History”.  In it Fukuyama argued the end of the Cold War signaled “the unabashed 
victory of economic and political liberalism”.  
 
"What we may be witnessing is not just the end of the Cold War, or the passing of a particular period 
of post-war history, but the end of history as such: that is, the end point of mankind's ideological 
evolution and the universalization of Western liberal democracy as the final form of human 
government."  



Fukuyama’s subsequent book on the subject became a much celebrated work in 
The West, particularly the United States.  The confidence and self-absorption of the 
western world soared over subsequent years. While there were plenty of signs the post-
cold war world was far from safe, it wasn’t until 9-11 that it become obvious living in 
your own head is no protection from the outside world.  As that bright September 
morning proved, we may be done with history, but history is far from done with us. 

 
After September the 11th ‘The Bush Doctrine’ provided an answer to those 

who made Americans feel fear. But the problem with the CEO approach to global 
governance is it alienates those who are not on the board of governors, both at home 
and overseas.  Putting it in context, American novelist and screenwriter Gore Vidal, 
recently said the twin American desire to "dominate and to be seen as entirely 
innocent at the same time has led to the casual disregard of history and all its 
lessons”. 

Not only has the 'War on Terror' become its best fuel, the trust based system 
the U.S. has with its friends in the rest of the globe has been imperiled.  As a result 
the deal that keeps the world buying U.S. dollars in order to fund U.S. consumption 
and debt is at risk. The economic shocks to come from America’s wars could be far 
greater than anything seen in a generation. As America once again sends its brave 
young men and women into harms way, its citizens must look beyond their fears and 
be equally aware of the dangers threatening Lady Liberty from within. 



 
Washington is no doubt aware that many a great power and empire of 

history has fallen after being blindsided by its technological inferiors. Its military 
thinks it has the answer. It’s developing programs under reported by the 
mainstream media that will ensure not a creature stirs without the Pentagon 
knowing. Washington and its Anglosphere allies are developing technology which 
will allow the western world’s military to react at lightening speed with limited 
exposure to foreign fields. Developed world troops will rarely have to risk their lives 
to defend the status quo. Pinpoint shelling via space and advances in robotic aircraft 
technology will soon enable total armchair warfare.  The rich-world public will then 
have even less reason to care about the rest of the world; successful video war by 
machines against foreign combatants will be just another form of reality television.  

Peace without security and tough decisions is an illusion which will end in 
disaster, war without reason equally so.  A world at war may eventually result in 
universal peace, but it could come at the price of the liberty Washington and its 
allies claim to defend. The technologies Washington is developing may well be 
necessary for its security but if it spent the money on building bridges rather than 
better ways to blow them up, it might find its aims achieved a whole lot quicker and 
with a lot less collateral damage at home and abroad. 

America and its leadership are far from alone in forgetting history’s lessons. 
The rest of the developed world grew rich on America’s economic wine, so surely it 
is time to sober up and help our slumbering friend before we are also accused of 
being drunk at the wheel. All members of democratic societies have a responsibility 
to punish our leaders for collective failures at home and ill-thought out policies 
conducted in our name abroad. If politicians insist on empty promises then we 
should withhold our vote creating a democratic accountability crisis until they get 
the message; we will no longer be pawns in their un-winnable games of chess.  

 



Hitler’s propaganda chief Joseph Goebbels once said that the Nazi’s sought 
to create “ostensible diversity that conceals an actual uniformity". On some levels 
today’s world is one in which Goebbels would have been proud.  So re-discover your 
own beliefs, your own fashion sense, and your own raison d'etre. Only then will we 
all in the words of Martin Luther King be “free at last”.  

While it's still fashionable to deride any form of belief system that looks beyond 
the here and now, most people would probably agree they feel more than mere flesh and 
blood. While this may be a trick of the mind, history shows moral decisions have often 
been taken at great personal cost. It is true that we are hardwired to pass our genes on 
and that could be the base cause of the human penchant for bringing suffering to 
competitors. But the challenge of this historic era is to ensure that the higher self is not 
ruled by basic instincts designed for a nascent world.  

 As we move out of adolescence, survival will mean abandoning early 
programming inappropriate for the next stage of evolution. All it takes is acceptance of 
personal responsibility and a willingness to do well by others for all our self- interests.  
It is up to every one of us to ensure that our leaders get the message, and return to 
government for all the people and not just those who ensure their enrichment. As 19th 
century American poet Walt Whitman said “Resist much, obey little. Once 
unquestioning obedience, once fully enslaved, no nation, state, city, on this earth ever 
afterward assumes its liberty". 



 



 
                         Deal with Reality or Reality will Deal with You 

It is often said perception is more important than reality. While the good times roll this 
empowering mental kung fu keeps other less than pleasant realities from kicking 
through our positive force field of self-belief.  But in reality, perception is often just the 
absence of experience.  The truth is, eventually, reality always deals with us whether or 
not we choose to deal with it. For instance an alcoholic may not perceive he or she has a 
problem until the reality of an exploding liver; a gambler may insist “the big win” is 
round the corner until the dream crumbles into bankruptcy and the obese often 
continue to over eat until a collapse brought on by their own weight.   

 

Many of us may feel such people are blinded to the consequences of their own 
unsustainable needs. But it’s arguable that individually and collectively the majority of 
us suffer from less obvious versions of the same myopia. 

   



                                               Robbing Peter to pay Paul 

Those of us lucky enough to have well paid jobs and homes which increase in value are 
more often than not fully signed up members of the global army of the indebted. We 
can live the high life, or as close to it as we can get, because we have inherited one of the 
benefits of generations of economic progress- Credit. Peter is robbed to pay Paul in 
order for us to indulge in that age old game of keeping up with the Joneses. 

 

In the past our parents did without if their savings didn’t match their desires. We on 
the other hand have the wonders of plastic and “low’’ interest loans. Today’s generation 
of Joneses live in increasingly expensive homes owned by someone else; fed on a diet of 
infomercial television that encourage them to buy products they don’t need, paid for by 
money that’s not theirs.  

 



Credit cards and other forms of borrowing create an illusion of wealth for many people 
in the world’s richest countries. The credit-rich of post-industrial nations perch 
precariously in the middle of Peter and Paul’s plastic see-saw. As long as they can 
maintain their balance via regular paychecks they will have every reason to believe, as 
the song says, that “Things Can Only Get Better”. But what if those comforting lyrics 
are increasingly out of tune with reality? What if such perceptions are no-more than the 
short-term absence of long-term experience or consequence? What if today’s real 
wealth comes at the expense of poor people who can’t plastic their way out of trouble 
and the credit reliant who plastic their way in to it? What if we’re victims of a multi-
generational pyramid scheme built by Paul with a house of cards?   

                                                     

The Pyramid Scheme 

Here is the official description of a pyramid scheme by the U.S. government’s Security 
and Exchange Commission. 
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The description and chart above is from the U.S. government’s Security and Exchange Commission website. 
http://www.sec.gov/answers/pyramid.htm  

                                                    The Global Pyramid  

According to a recent speech by an official from the U.S. Federal Trade Commission, a 
pyramid scheme started by a con man with just 10 people beneath him, and 100 beneath 
them etc., would involve everyone on earth in just ten layers of people. 
http://www.ftc.gov/speeches/other/dvimf16.htm If the entire population of Earth is roughly 6 bill ion and 
we all got involved in such a pyramid scheme, the bottom layer would consist of about 
90 percent of the planet, i.e., about 5.4 billion people. In other words, for 600 million 
people to be WINNERS, 5.4 billion must be LOSERS. Perhaps it’s merely a 
coincidence, but the winners of such a scheme roughly equate with the existing 
comfortable and wealthy populations of the western world. http://www.povertymap.net/ 



 

 
The global “pyramid” is largely being sustained by interest on credit in the west and 
low wages and the transfer of capital from the rest. As demand outstrips supply 
standards of living are dropping even in the richest countries as almost everyone has to 
give more to receive less, unless they sit at the top of the pyramid controlling and 
administering the allocation of wealth.  



 
The pyramid above was printed in 1912 by the Industrial Worker magazine. Its publication is by way of an example not a 
statement of political support for communism or any other non-democratic system. Whether you call the pyramid “capitalist”, 
“socialist” or “communist”, a pyramid it remains. Non-democratic pyramids are more rigid and consist of an elite few even 
harder to bring to their senses.  

 
The 1912 poster ‘Pyramid of the Capitalist System’ shows countless workers toiling to 
hold up a pyramid with the words “we work for all, we feed all”.  Above them sit the 
carefree wining-and-dining middle classes who say, “W e eat for you”; then the soldiers 
who proclaim “We shoot at you”; the priests who preach, “We fool you” and the stately 
kings, corporate and political leaders who pronounce, “We RULE you”. Above them 
all, out of reach of everyone but the elite, sits a golden bag of wealth on the pyramid’s 
apex. 
 

The Consequences of the Pyramid  
 
There is no disputing that the material wealth of the world and the highest standards of 
living are to be found in rich industrialized nations. But the majority of people and the 
natural resources which create these riches are found in the world’s poorest countries.   
According to a recent BBC documentary, about 16% of humanity, mainly located in the 
world’s wealthiest nations, is better off now than at any time in recorded history. 
http://www.bbc.co.uk/worldservice/sci_tech/features/essentialguide/theme_pol.shtml����

 



The BBC’s findings are backed up by a recent study carried out by the Washington 
based Economics Policy Institute using data from the International Monetary Fund. It 
showed that in 1980, average income in the richest 10% of countries was 77 times 
greater than in the poorest 10%; by 1999, that gap had grown to 122 times. 
http://www.epinet.org/briefingpapers/sept01inequality/sept01inequality.pdf   And according to a 2002 study by the 
World Bank, the line that divides rich and poor is widening not only between nations, 
but within them as well. http://www.worldbank.org/poverty/inequal   

The World Bank says the doubling of world economic output in recent decades was 
accompanied by an even greater growth in inequality. Its research shows that despite 
ongoing political rhetoric and high profile campaigns by celebrities the income gap is 
speeding up not slowing down. The World Bank is backed up by the United Nations. It 
says the number of people going hungry increased by 18 million in the five years leading 
up to the millennium; while half way through the first decade of the 21st century, one 
child is dieing approximately every five seconds from starvation��
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Predicament” shows a decrease in extreme poverty from around 40% to just over 20% 
between 1980 and 2001, but population growth meant the number of poor actually 
increased.  Today, one billion people at the top end of the world pyramid have 80% of 
income, an increase of 6% in five years; the bottom five billion exist on what’s left. Over 
half the world, 3.7 billion people are making do on two U.S dollar a day or less. 
�������������	 !�"����	
����������!�
������#��$���
 �%!�
���$��&	���"���
�����  

    

 
Graphs from 2005 United Nations World Development Report http://www.undp.org/ 



These figures go against popular expectation and the U.N.’s best hopes that by 2015 
global poverty can be cut in half.  In fact the latest evidence, published in February 
2006 at an annual meeting of the American Association for the Advancement of Science, 
suggests the world will see an additional 100 million hungry people by that time. 
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��������������	��������������� �Based on the present rate of “progress” the United Nations 
admitted in September 2005 its Millennium Development Goal of halving world poverty 
cannot be reached until 2150; while the target of ending avoidable infant deaths cannot 
be met until 2165. �����������! !
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the mid 1990s the U.N.’s goal appeared to be attainable; in the previous two decades 
there had been an extraordinary decline in world poverty. The share of the developing 
world's population living on under a dollar a day decreased to less than a third by 1993. 
Most of that decline was in East Asia. But progress ground to a halt or reversed in the 
run up to the millennium in many Asian countries. Income disparities and the “pyramid 
scheme” Asian economic collapse of 1997-99 were blamed by many. 
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save communism using a crash course in capitalism had serious social cracks. A 
February 2006 report from its National Development and Reform Commission raised a 
red flag over an "alarming" and “continually expand ing" gulf between rich and poor. 
The richest 10 per cent of Chinese urban dwellers now control 45 per cent of urban 
assets, while the poorest 10 per cent have only 1.4 per cent. With street protests rising to 
record levels China's Communist government is worried the inequalities of capitalism 
could end with a peasants’ revolt in the “people’s paradise� ����������	��
���������
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����� �!���!����    China’s conversion to a capitalist economy was a reaction to the cold war 
bankruptcy of Soviet communism by western capitalism. Almost two decades on from 
the collapse of Ronald Reagan’s “Evil Empire” liberty’s legacy to a multitude of failed, 
struggling and increasingly authoritarian states is unemployment from painful market 
reforms and a tripling of poverty. �������������	������	��1����	��	
������1�������� � In 2004 the Russian 
Economic Development and Trade Ministry reported rich Russians are now more than 
15 times wealthier than the worst off. �����������"����	��	!�����2��
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�3�0�4��"��  As for India, the biggest 
consequence of free market policies there is growing inequality between urban and 
rural populations; 250 million people in the country are estimated to be living in 
squalor. �������
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%��������" �The UN warns further increases in the global 
imbalance of wealth will have catastrophic effects if left unchecked.  It predicts that 
unless governments control the unprecedented spread in urban growth, the number of 
people living in urban slums will double to a third of the world's population by 2030. It 
warns of political and fiscal instability as a result of “unplanned, unsanitary 
settlements”. �����������!
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�	���	������   Almost three fifths of the world’s 4.4 billion people 
in developing countries lack basic sanitation, one third have no safe drinking water and 
one quarter have inadequate housing; an additional one fifth are undernourished and 
the same proportion have no access to decent health services.����������	�!
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Between 1960 and 1994 the gap in per capita income between the richest and poorest 
one fifth of the world more than doubled. By 1995 the ratio had risen to 82 poor people 
for every rich one. The UN says that out of the 147 countries it defines as developing 
about 100 experienced “serious economic decline” over the past 30 years.  

 
Giving to the debt collectors…  

In 1998 the UN reported that the three richest people in the world had assets greater 
than the entire Gross Domestic Product of the world’s 48 least developed countries. The 



15 richest had assets worth more than the total GDP of sub-Saharan Africa, while the 
32 wealthiest had greater wealth than all of South Asia. The question is how did this 
happen?  To a very large extend the answer is the same as it is in wealthier societies; the 
rich are getting richer off the debts of their debtors.  

   

As anyone with a high credit card bill knows debt accrues debt. It’s the same for the 
third world.  The west used to give out loans to the developing world but banks 
complained they were going broke so loan guarantees became debt relief, a euphemism 
for interest gathering credit. As a result western banks began to make more money than 
they gave out. In just one year, 1989, rich world banks lent $87 billion to the Third 
World, but got back $130 billion in repayments and interest (The Editors, Review of the Month, 

Monthly Review, March 1992). One year later developing countries owed $1.4 trillion. By the late 
1990’s the world’s poorest countries were paying $717 million a day to service debt. As 
a result of the debt crisis, the International Monetary Fund introduced mandatory 
structural adjustment programs to debtor nations.  These programs required the 
abolition of price supports on food along with steep reductions in spending on health, 
education, and other social services; taxes were also increased and state assets 
privatized. Many African countries now spend more on debt servicing than on basic 
social services. Average income has declined in 20 African countries, less than half the 
continent’s population has access to hospitals or doctors and life expectancy has shrunk 
to 41 years. �������������	
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children under the age of five died every year in Africa and Latin America in the late 
1980s as a direct result of the debt crisis measures of the International Monetary Fund. 
By 2006, the agency said 14 African countries had seen increases in infant mortality, 
largely as a result of the failure to provide adequate HIV/AIDS treatment. UNICEF 
says preventable diseases kill 29,000 children under the age of five around the world 
every day.  The debt crisis has turned much of sub-Saharan Africa into an 
impoverished prison. As many as 5 million children and adults may have lost their lives 
as a consequence of the debt trap. http://www.worldpolicy.org/journal/articles/wpj02-4/buckley.html  



       
Renewed guilt….. 

In recent years there has been renewed pressure on western governments to act on the 
crisis, particularly in Africa. In June 2005 finance ministers of the world’s wealthiest 
industrialized nations, the G8 (minus Russia which wasn’t invited), met at a luxury 
hotel and golf club in Scotland. They agreed to cancel at least $40 billion owed by the 
world’s poorest nations. The British charity Oxfam described the deal as all rhetoric 
and no substance ������������6�����	��! ���������������!�����1������ ���
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at Stanford University’s Graduate School of Business are concerned. They say that the 
G8’s measures are unlikely to result in benefits for the populations they nominally seek 
to help. In fact the greatest benefactors could be the corrupt elites of Africa, western 
stock markets and bankers. Peter Henry, associate professor of economics at Stanford 
says “debt forgiveness isn’t free.” In research funded by the National Science 
Foundation and the Stanford Institute for Economic Policy Research, Henry and IMF 
economist Serkan Arslanalp analyzed the tradeoff between debt and aid. ����������"!
��4
��1����
��	����!���
	��:��������&,;�<6��	�4,�1�����    They looked back to 1989, when U.S. Treasury 
Secretary Nicholas Brady proposed the now infamous Brady Plan—debt relief 
agreements contingent on major economic reforms including deregulation, the opening 
of borders to foreign competition and the privatization of state-run enterprise. For 
many aid agencies the plan amounted to little more than asset stripping of the poor by 
the rich.   Henry and Arslanalp’s research proved stock markets and western banks did 
well out of the plan. They looked at how stock markets in 16 Brady countries responded 
to the news of individual debt relief agreements between 1989 and 1995; the value of the 
markets increased by $42 billion while the debt relief strategies were being outlined.  

     

 

     



Profiting from debt… 

Stock prices went up, they say, because the markets correctly anticipated the profits to 
be made from conditions imposed on countries looking for debt relief. Within a year of 
each country’s Brady agreement, capital began flowing back to the west. What’s more 
western banks that forgave debt also benefited. U.S. bank shares alone rose by $13 
billion because poor nation leaders were better able to service their reduced financial 
burden, but only at the expense of their own people.  Debt relief does not stimulate 
investment and growth in the world’s poorest countries because their leaders keep 
whatever wealth their nations have for themselves and their rich nation debt collectors.   

 

Africa is one of the richest of the world’s seven continents in terms of natural resources.  
All things being equal it shouldn’t be anywhere near as poor.  But its leaders 
overwhelmingly live the high life fueled by blood diamonds or cash crops such as coffee, 
which they use to repay debt to western banks which make massive profits from the 
interest.  For the world’s poor it’s a double whammy. Their corrupt regimes plunder 
infrastructure  and resources, while western companies help themselves to whatever’s 
left of state assets.  Debt relief, it would seem, is the equivalent in the Rich Man’s Club 
of I’ll scratch your back if you scratch mine. Not to be outdone, between 1998 and 2001, 
the government’s of the USA, UK and France earned enough from arm sales to the 
developing world to offset earlier aid. http://controlarms.org/documents/arms_report_full.pdf  As a final nail 
in Africa’s coffin, rich nations continue to subsidize their farmers to overproduce at a 
cost of over a billion dollars a day. Poor farmers in the developing world can’t even 
compete in the one industry where they could have a level playing field. http://www.acbf-
pact.org/apif2004/docs/farm%20subsidies.pdf   

www.nicholsoncartoons.com.au 



For the vast majority of Africans famine, drought, disease and civil war represent an 
increasingly bitter harvest.  As bad as life is now, a report published in March 2006 
paints an even bleaker picture for the future.  The International Center for Soil 
Fertility and Agricultural Development (IFDC) says Africa's farmland is rapidly 
becoming barren.  �����������	�" ��!
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particularly acute in the Sub-Saharan region where 75% of the farmland is severely 
degraded. The report says the continent is incapable of sustaining an already hungry 
population let alone the 1.8 billion people expected to live in Africa by 2050.   It’s no 
wonder that Africa, stripped naked and fed crumbs by the developed world, is turning 
to radical-Islam.  

Poverty in rich countries 

But it’s not just the worlds poorest who are struggling.  The trend towards unfettered 
market-led consumerism is creating problems that were once largely considered unique 
to North America, particularly the United States.  The Organization for Economic 
Cooperation and Development (OECD) has found inequity is up in all rich nations. The 
document called “Income Distribution and Poverty in the OECD” states in its 
introduction that “there is rising concern that economic forces are causing income 
inequality to rise.” ��������


��	
����#������	
���������!����!���" ��  The OCED report notes that the very 
rich are getting richer while wages, benefits, and working conditions for workers at the 
bottom continue to drop. While the U.S. ranks last among OECD nations in terms of 
income equality, it’s worth remembering that in 1993 the poorest 10% of the U.S. 
population was still wealthier than two-thirds of the world combined.                                                                                       
None the less, real “wealth” for most of the “rich-poor” continues to plummet and not 
just in the United States. In March 2005, the United Nations child welfare organization, 
UNICEF, presented a new study showing a rise in child poverty in the world’s 
wealthiest nations. http://www.unicef-cdc.org/publications/index.html. The study found that child 
poverty has risen in 17 of the 24 wealthiest OECD member countries since 1990 and 
that the situation confronting children in most of those countries is getting worse. The 
report makes clear it is not comparing western poverty with the problem in developing 
countries where many children starve or die because of easily treatable diseases. But it 
says the prospects for those growing up in relative poverty are severely limited; 
something it describes as having far-reaching consequences for the future. In  the 
world’s wealthiest countries more than 45 million children are in families that must 
make do on less than half the national average income. And in the United States, which 
grows more than enough food to provide for its every man, woman and child more than 
36-million people, including 14-million children, say they experience hunger. (Mark Nord 
and Margaret Andrews, "Reducing food insecurity in the United States: Assessing progress toward a national objective." The 
United States Department of Agriculture and Economic Research Service Report, May 2002.)  
http://www.ers.usda.gov/publications/fanrr26/fanrr26-2/fanrr26-2.pdf                           



 

In September 2005 the United Nations released a report showing that parts of the 
United States are as poor as the Third World.  The annual United Nations Human 
Development Report normally concerns itself with the world’s poorest nations, but the 
2005 edition scrutinizes growing inequalities inside the world’s richest country.  
Following the release of the UN study, an editorial in the UK’s Independent newspaper 
read “Claims that the New Orleans floods have laid bare a growing racial and economic divide in 
the US have, until now, been rejected by the American political establishment as emotional rhetoric. 
But yesterday's UN report provides statistical proof that for many - well beyond those affected by 
the aftermath of Hurricane Katrina - the great American Dream is an ongoing nightmare.” 
http://news.independent.co.uk/world/politics/article311066.ec  

 
 

       http://oldamericancentury.org 



 
Since the late 1960s, the gulf between the haves and have-nots has been widening in 
America. The late 1990s had historic lows in unemployment levels, but the working 
poor in the U.S. still did not earn enough income to make ends meet. At the turn of the 
21st century, poor Americans fell deeper below the poverty line than ever before. Their 
numbers have been growing ever since. According to the U.S. Census Bureau of 2004, 
12.5 percent of the population lived at or below the official poverty level of $18,660 for a 
family of four.  It was an increase of over four million people in just three years. The 
poverty rate for children jumped to its highest level in 10 years and the number of 
Americans without health insurance increased by 1.4 million. 
http://www.census.gov/prod/2004pubs/p60-226.pdf  

 
    The rich are skinny, the poor are fat 
 

For the first time in global history poor people in wealthy nations, especially the United 
States, are more likely to be seriously overweight than their more affluent neighbours.  
The waistlines of the poor are bulging not just in the U.S. but in every country where 
its fast-food chains have exported cheap high sugar low nutrition foods to people who 
increasingly can’t afford to buy anything else.  In the UK for instance, obesity has 
trebled since the 1980s. The British government’s ‘Health Survey for England’ 
published in April 2006 showed childhood obesity has skyrocketed. 
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where the average teen’s down-time now involves TV, videogames and internet chat-
rooms.  Perhaps it is not helping that children can no longer play ball games in by-law 
policed streets and parks. Following the report, Professor Colin Waine, chairman of 
the UK’s National Obesity Forum, warned of “a public health timebomb as these children 
move into adult life." He said Britain’s overweight teenagers are twice as likely to die as 
the rest of the population by age 50.  In Scotland that trend is already apparent. A boy 



born in 2006 in the poorest area of Glasgow is expected to life to the ripe old age of 54. 
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While smoking and inner-city poverty are primary factors in such an appalling 
statistic, obesity- a problem virtually unknown in Scotland a generation ago- is double 
the UK average.  In order to understand what awaits nations that follow the sedentary 
consumer lifestyle we have to turn to the spiritual home of fast food. According to the 
latest U.S. government research more than 119 million adults - or 64.5% of the adult 
population in America- are either overweight or obese. 
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year and said to add billions to the country's medical bills. Doctors say three out of 
four people in the country have a body mass index of more than 25, the benchmark of 
corpulence. 

                                     

                                                           Food junkies… 

A recent UC Berkeley study shows that junk food, sugary drinks and beer make up 
nearly one-third of the calories adult Americans consume daily. Yet staggeringly, while 
two-thirds of U.S. adults are overweight or obese, many of them are malnourished. 
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Control and Prevention, which used data from the same Berkeley study, about 15 
percent of children are overweight, and 40 percent are considered unfit.��
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In March 2006 a United Nations panel issued a report showing fast food linked obesity 
is fast emerging as a major problem in poorer nations as well; more people are moving 
to cities, exercising less and eating cheap processed food from American chains or local 
copycats.  Catherine Bertini, chair of the U.N. Standing Committee on Nutrition said 
“We need a new definition of malnutrition…food availability is not really the issue. The 
quality of the food is the problem…obesity is not just a problem for rich countries. It's 
also a problem for those who eat the wrong foods in developing countries.” 
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Short-changing the next generation 

At the beginning of this report I compared the world’s economic system to a profit-
driven pyramid scheme. Following that reasoning, people further up the pyramid 
should begin to feel the effects of its ever-diminishing returns as those at the bottom run 
out of things to be transferred upwards. Based on the evidence published so far the 
“developing” world is already well on its way to running out of wealth to be 
redistributed to the pyramid’s apex. So in order for the pyramid to be sustained its 
organizers have to take the much greater risk of stripping wealth from investors or 
stake-holders much closer to the people at the top. The evidence from the OECD 
findings suggests that process is already well underway for the rich-poor. And there’s a 
mountain of studies proving the middle classes across the western world are next or 
already being squeezed.  
Further to this, I will discuss and look at reports from countries such as the United 
Kingdom, Canada and Australia. They show how the rich are getting more at the 
expense of the majority who are making less. But a good place to begin is a wonderful 
web site from the United States called The Grandfather Economic Report 
http://mwhodges.home.att.net/. The Report is a comprehensive standards-of-living index that looks 
at the past, present and future using factors such as family income, debt, savings, 
government spending, education quality and social security. Nobel Prize winner for 
economics, Milton Friedman says that the site provides “analyses (which) are excellent 
(with) objectives I fully endorse." Praise indeed. Using U-S government statistics the 
Grandfather Report’s overall message is that the next generation is being short-
changed. 



  

These figures are for the United States but many other industrialized nations exhibit the same trends-particularly the 
United Kingdom. http://mwhodges.home.att.net/family_a.htm 

Real Income –v- Credit Success  

The diagrams on the previous page show that U.S. Personal Savings are at their lowest 
level in 4 decades. In fact, they have plunged 100 per cent, in just twenty years.  United 
States savings stopped rising in the 1980’s, fell rapidly over the next decade, and 
plummeted after 1992. As of June 2005, U.S. savings were at an all-time record low, 
with $985 billion missing compared to twenty years ago. Given the U.S. consumerist 
model is dominant around the world, ask yourself is your quality of life being funded by 
debt, rather than the savings that your parents made do with? As the graph below from 
the BBC shows Americans are not alone in being heavily in debt. 
http://news.bbc.co.uk/1/shared/spl/hi/pop_ups/04/business_the_road_to_a_trillion/html/5.stm 



  

Britain has the dubious distinction of having the worst level of personal debt in the 
world; two thirds of all E-U credit card debt is in the UK. Britons owe about 1.3 trillion 
pounds or the equivalent of £17,000 for every man, woman and child in the country. 
That’s more than the total debts of Africa and South America combined. The British 
accountancy firm Grant Thornton says that over the past ten years the UK (its numbers 
specifically refer to England and Wales) has become a nation of debt. In 2006 it predicts 
there will be 66,000 personal bankruptcies. That would be the highest number since 
records began 45 years ago.  The report also says that in the U.K one in five students 
owes at least £15,000; 40% of women keep debt secret from partners and that half of all 
heavy debtors suffer from depression. http://www.grant-thornton.co.uk/pages/press_room-press_releases-

northern_ireland_and_london_named_as_debt_hotspots/$FILE/debt+research.pdf Britain, like America, is at the 
leading edge of a global trend. New research published in the book ‘Consumer 
Bankruptcy in Global Perspective’ shows that from Austria to Australia and Japan to 
Korea, consumer bankruptcies are at record levels. 
http://www.yorku.ca/ohlj/archive/articles/42_4_anderson.pdf In the United States, where personal and 
company bankruptcies broke records in every year of the 21st century up to 2005, U.S. 
law was recently changed, not to limit access to dangerous credit, but to make 
bankruptcies much more difficult and ensure unpaid debt haunt later in life. 
http://www.uscourts.gov/Press_Releases/bankruptcyfilings120105print.html  

I will look at the long-term consequences of heavy debt for our societies later, but first 
let’s work out why western debt has grown to such stupendous levels in such a short 
time.    



                                                                       

To do so, let us begin by returning to the United States and the Grandfather Economic 
Report. Its authors provide evidence that until 1970 family incomes were rising in the 
world’s richest country, but have been falling ever since. It uses government statistics to 
show that fewer American families than ever can make it without mothers joining the 
workforce. Here are the statistics from their website:  

• During the 23 year period, 1947-1970 families were WINNERS, as real family standards of 
living increased steadily (doubling over that period, while savings increased and debt 
declined), primarily with one wage earner per family.                    

• In the following decades more families were LOSERS, especially those with children. 
Inflation-adjusted median family incomes are not much improved from what they were more 
than 30 years ago - - while real income of full-time males is 8% less than before. Standard of 
living improvements were stifled and savings declined while debt soared, despite more 
mothers being brought into the work-force.  Since 1978, the productivity of American 
workers has grown 20%, while real wages have declined.   



    

In 1950’s America, 60% of married couple families had a single wage-earner whose 
income was steadily rising. Half a century later in 2000, only 10% of families had a single 
wage-earner. As a consequence, those families are much poorer in real terms than 
everyone else.  Even with two incomes a working couple today is earning less in than the 
family breadwinner of thirty years ago. It seems to be financially comfortable in today’s 
America you have two main choices; be childless and control your debt or have a joint 
income, control your debt and pay other people to look after your children. While that 
difficult reality for hard working Americans is not  repeated in exactly the same way in 
other consumerist societies most people across the western world can relate to it. 

 

Sources: 1947-79: Analysis of U.S. Census Bureau data in Economic Policy Institute, The State of Working America 1994-95 (M.E. Sharpe: 1994) 
p. 37. 1979-2003: 

 

The North American Dream 



As the charts above shows, in the U.S. between 1947 and 1979 most families rose together. 
Almost all more than doubled their income, particularly the poorest. Only the richest 1 
percent saw their income drop, roughly as a direct re-distribution to the poorest 20% of 
families. But between 1979 and 2003, an astonishing transformation occurred; America 
drifted apart.  Only the richest 1% more than doubled their income and it was by an 
astounding 129 per cent. The only other group who did anywhere near as well was the top 
fifth income bracket of America; it recorded a 54% increase in income. Meanwhile the 
middle classes despite two wage partnerships were lucky to keep pace with inflation. Most 
of their spending came from credit cards and re-mortgaging their homes for spending 
money. As for the poorest 20% of Americans, their income increased by 4% over 24 
years; by any real indicator that is a massive drop into poverty.                                                                                                                
The United States impacts political, economic and social trends everywhere, but as stated 
above, not everything it does is mirrored in the same way in other wealthy societies. For 
instance America’s cultural sibling to the north, Canada, is often touted as having a more 
socially conscious version of the North American Dream.  Of all western societies it is 
most influenced by the United States, though its state funded health care and other 
European style government programs give its poor a safety net not available to the south.  
Its experience is a crucial health indicator to societies copying America’s consumerist 
boom.  Having lived in both countries, the best way I can characterize the difference 
between the two nations is an admittedly overly simplistic comparison to the sibling 
rivalry of the popular TV cartoon ‘The Simpsons’. Where the United States is fun loving 
but reckless Bart, Canada is his morally and ideologically driven sister Lisa.  

 

Middle Class Squeeze 



So how does Canada- for decades touted by the United Nations as the world’s best 
country to live- fair in our increasingly credit fueled world? Well a major study recently 
completed using figures from the country’s statistical agency suggests all is not well for 
Canada’s middle classes. The report for Ontario’s prestigious York University begins 
with an uncompromising tone. Author Anne Curry Stephens speaks of the country’s 
famous social consensus and how in recent years “Canadians have been encouraged to 
support social and economic policies that favor capital interests, out of the belief that fewer 
restrictions on businesses and lower taxes will bring us economic growth that would improve 
everyone’s economic fortune.” Stephens urges “Canadians to confront the false pretences of 
such capitalism before (they) lose the legitimacy to control the system that enriches some and 
exploits many”.  http://www.yorku.ca/crsp/issue51/issue51-12.pdf.                                                                                                                                 
With apologies to Canada’s worst-off who have government paychecks to help explain 
why their lot hasn’t got significantly worse, the situation for comfortable Canadians is of 
most use here for establishing a trend. Stephen’s study uses data from Statistics Canada 
to show the country’s large middle class is being squeezed, becoming poorer or richer, 
with fewer remaining in the middle. 

 

Stephen’s says her findings show that the size of Canada’s middle classes, relative to 
other income groups, decreased by 17 per cent over the last 20 years.  She says the chart 
also reveals “another troubling dynamic”.  The number of people earning between $60,000 
and $99,999 a year has shrunk by 6.1 per cent, while the ranks of the rich rose by 38.8 per 
cent and the very rich by 95.5 per cent since 1980. She concludes “the overall trends noted 
above, namely the stagnancy of the poor, the growth of the working poor and struggling groups, 
and the erosion of the middle class and well off income groups….(creates) strong barriers to 



improving one’s class position”. “ Overall’’, she says, “the trend must induce grave concern for 
upwards class mobility”.    Incidentally in recent years Canada has fallen off its perch at the 
top of the U.N.’s Quality of Life index.  It’s now fifth in an index led by the high social 
spending, low consumer debt societies of Scandinavia. ������������������#���������
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Inequality in Australia  

Australia is a country which after 1998 leapfrogged Canada and the United States to sit 
below Scandinavia on the U.N.’s list of globally desirable countries to life.  However, 
like Canada its position may be precarious. A 15 month-long Australian Senate inquiry, 
published in spring of 2004, found that more than 20% of Australians live in poverty. 
The report, ‘A hand up not a hand out: Renewing the fight against poverty’, criticizes a 
decade long decline in income for poor households, a decreasing share in wealth for 
those in the middle and a massive increase in income for the rich. 
http://www.aph.gov.au/senate/committee/clac_ctte/completed_inquiries/2002-04/poverty/report/report.pdf 

  
The graph above which is taken from the Australian Senate Inquiry’s comparison of three independent studies shows “a 
gradual but significant increase in income poverty over the late 1990s” 

 
While these figures broadly support the trend elsewhere in rich countries, the most 
startling findings of the Australian Senate report is a huge increase in prices for 
essential service(in this case since 1989-90). 

 
CPI stands for Consumer Price Index- a measure of the average price of goods and services.    
 



An increase in costs for essential services is borne out by a report in the United 
Kingdom.  The National Consumer Council claimed in its 2003 study ‘Lifelines’ to have 
uncovered misery for millions of people struggling to pay for services such as electricity, 
gas, water and telephones. http://www.ncc.org.uk/fuelandwater/lifelines.pdf. The study’s author Georgia 
Klein says 23,000 British households had their energy supplies cut off in 2003, an 
estimated 1.4 million disconnecting themselves because they could not afford pre-
payment meters and many more had to make daily sacrifices to make ends meet.  Much 
of the increasing costs and pressure to pay came from privatized utility companies 
which the study says will likely have to increase charges in order to pay infrastructure 
costs.  Two other studies in the UK are of particular interest here, both from the 
Elizabeth Finn Trust.  The first shows downward social mobility in the professional 
middle classes. The report states that 14% of middle class professionals - 3.8 million UK 
adults- are living on incomes below the poverty line. It talks of a "vicious circle of 
decline" prompted by factors such as rising debt, lack of regular work, family 
breakdown, poor health and inadequate pensions.  
The other study, released in September 2005, spoke of poverty in what it called the 
“Bridget Jones Generation”; single working people without family support or a steady 
partner. It said that working age singletons are now the UK’s single biggest group in 
poverty. ������������
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In August 2005 Ruth Lea of the UK’s Centre for Policy Studies said “the prospects for 
people retiring in twenty or thirty years time look bleak.” While the BBC says “Millions 
of young Britons are heading for an impoverished old age, far worse than their 
parents”. �������
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Meanwhile in the United States author Ted Halstead of the Washington, D.C., based 
think-tank New America Foundation http://www.newamerica.net/, says young Americans are 
coming of age "in a time of falling wages, shrinking benefits, and growing economic 
inequality....[They] may well be the first generation whose lifetime earnings will be less 
than their parents." 



                  
http://www.offthewahl.com/editorialcartoons/2005/index.htm 

So how could the world go so wrong, so fast? Well the basic problem for people in rich 
countries has its source, all be it on a far smaller scale, in the same economic cancer 
afflicting people elsewhere. It began at the base of the pyramid with the multitudes of 
developing world poor.  They were first to be drained of real wealth and impoverished 
by debt. Then the relative-poor of post-industrial societies joined them, as affordable 
education, child support and good jobs with livable wages vanished.  The middle classes 
are next. Those who live in the world’s most comfortable societies inhabit a wealth 
bubble filled with the remaining fumes of their parents departing world of plenty.  As 
evidence previously published proves, they are being squeezed out, dropping to the 
pyramid level below or escaping to levels above as members of the nouveau-riche. Last 
but not least, the wealthiest continue to live it up on the unheard of proceeds from the 
transfer of anything of real value from everyone else. As the political and social costs of 
the pyramid scheme grow, the wealthy are putting up shutters and jealously guarding 
the keys to their elevated world. They, like the middle classes, are largely unaware that 
their fortunes are inextricably linked to the world propped up by those beneath their 
feet.   
The multi-generational pyramid is now beginning to crack.  Collapse is inevitable and 
unavoidable.  All that is left to explain is how we got here, how it will happen and the 
consequences to come. What follows are clues for the future, dredged up from the too 
often ignored past.  
 
     The Flexible Friend 
 
Our unsustainable world was largely built by the plastic generation. The baby boomers 
used their flexible friend to fill the gap in real income and sustain the life to which they 
became accustomed before the oil shocks of the 1970’s. It happened first in the United 
States, and then around the world, as consumers everywhere, looked for a plastic slice 
of the American dream. 



       
But in order to understand the long-term consequence of our credit-fueled world, we 
first have to look back to another time of blinding hedonism and consumerist binging.  
According to the Encyclopedia Britannica, credit cards originated in the United States 
during the 1920s. Individual firms, such as oil companies and hotel chains, began 
issuing them to customers, helping fuel a post-first world war economic bubble.  The 
roaring 20’s were a time of plenty for those who could get credit and low interest loans.  
Middle class Americans lived it up on borrowed money, stock market speculation and a 
seemingly never ending housing boom. They danced to jazz, listened to radio, watched 
movies, went on holiday and bought, bought, bought on buy now pay later credit 
schemes. In many ways their society was a lower-tech prototype of ours. 

   

Robert S. McElvaine’s book ‘The Great Depression’ says that by the end of the 1920's 
60% of cars and 80% of radios were bought on installment credit.  In just four years 
between 1925 and 1929, the total amount of outstanding credit more than doubled.  The 
wealthy gave borrowed money to the middle classes and a ‘penny’ in low wages to their 
workers and received a ‘pound’ back in profit from loans, credit and sales of cheaply 
made goods. A study by the Brookings Institute showed that in 1929 the wealthiest 1% 
of Americans had a combined income equal to the bottom 42% of the population. 
Automotive industry mogul Henry Ford is one example of the unequal distribution of 
wealth. Ford, who famously said "If the people understood the banking system today, 
there would be a revolt in the streets tomorrow” reported a personal income of $14 
million in the same year that the average annual wage was $750.  
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                            http://www.ibiblio.org/fiddlers/cartoon.jpg 

In addition to purchasing products with borrowed money, there were two other main 
obsessions of middle class America in the 1920’s- buying homes and shares. Another 
credit invention of the time, interest-only mortgages, fueled a housing boom that 
replaced savings as the source of the average middle class American’s ‘wealth’.  
Investor buying was rampant, skyscrapers shot up, as did many of the buildings and 
homes we consider most desirable today.                                                                             
As for stock markets, they rapidly grew during the mid-to-late 1920’s, reaching a 
record value in the United States, at the end of August 1929. Over 1 million Americans 
owned shares, in that last year of the roaring 20’s.  They could do so largely because 
banks gave out easy and cheap credit to customers, who bought shares on margin; up to 
90% credit.  Market speculation became a favourite hobby of the middle classes. They 
helped fuel the stock market boom by using collateral from their existing stocks to buy 
even more.  Unfortunately those skyrocketing share prices had everything to do with 
the buying frenzy and little to do with actual corporate earnings.  As the New York 
Stock Exchange peaked, something like forty percent of stock market values were pure 
air.                                                               

The prosperity that America experienced during the 1920s seemed like it would last 
forever. American drive and industry fueled a "New Era" of commerce its proponents 
claimed could make the world rich.  Based on eight years of continued prosperity, 
politicians and business people from Canada to Britain, Australia to Brazil confidently 
predicted there would soon be a time of no more poverty, depression or war. But by 
1929 the heart of this new world of prosperity had a little noticed murmur.    

    The Party Ends 

Most Americans were living far beyond their means, 80% of the population had no 
savings at all.  People could no longer use their regular wages to purchase items or save 
for rainy days because so much of their wage was paying creditors.  Consumer demand 
dropped, forcing once booming factories to lay off workers.  In the process they helped 
fuel a vicious and rapid spiral of decline.  Little over a month separated the best of 



times for the New York Stock Exchange, from the worst; Black Tuesday October 29th 
1929. 

 

  Political cartoon stock market crash 1929                                           Newspaper headline the day after 

On that day, the popular perception of invincibility was turned on its head by a massive 
dose of reality.  The wealth bubble of unsustainable credit, over-inflated house prices 
and over-valued shares, popped.  Over the next several years the world economy 
collapsed. Life-savings based on the pre-crash paper value of money, stocks and housing 
were wiped out. Homes and assets were seized by creditors, government confiscated 
gold from banks and individuals; poverty the industrial world hasn’t seen since, stocked 
the land.  The only people to survive financially were those with jobs unrelated to the 
consumer economy and wealth not based on the value of paper money, stocks and 
housing.  The Dow Jones industrial average did not close above its 1929 peak, until 
November 1954; world trade plunged over 300 per cent between 1929 and 1933; the U-S 
dollar was devalued 40% and the pound sterling 20%.   



  

 

The nightmare didn’t end until it was replaced by the horrors of world war.  The 
depression brought nationalist dictatorships to power in many countries, including 
Italy, Japan and Germany. Millions of unemployed could once again feed their families 
by building the military industries that led to war. A different type of depression set in, 
one where millions were put back to work on the battlefield or the industries that 
supplied it.  



    

From ‘Slouching Towards Utopia: The Economic History of the Twentieth Century- The Great Crash and the Great Slum’. J. 
Bradford De Long University of California at Berkeley.  �����������241	����	�4��
�
��
���#AB:��
�!"��A	���� 5����
  

After the war the credit revolution that had proved so disastrous in the laissez faire 
world of the 1920’s made a comeback.   According to the PBS documentary, “Secrets of 
the Credit Card” the world’s first general-purpose credit card was launched by the 
Bank of America in 1958. ������������1���	����1���������	�
�
�
��������"	��� �� But the first cards dropped in 
mailboxes in selected cities didn’t make much of an impact or profit. Perhaps the GI 
generation remembered the experience of their parents as most people who used the 
cards paid them off monthly.  As a result by the early 1980’s many credit card lenders 
were on the verge of going broke.  Citibank had lost a billion dollars because legally 
they couldn’t charge high enough interest rates to make a profit from debt. So the 
chairman of Citibank offered to create hundreds of jobs in the depressed economy of 
South Dakota if the state’s governor allowed the bank to charge whatever interest rates 
it saw fit.  South Dakota needed the jobs so for the first times since the 1920’s a credit 
company had a major impact on shaping political policy and law.  South Dakota’s 
Governor, Bill Janklow, proposed a special "emergency'' bill. He told PBS that 
"Citibank actually drafted the legislation,'' addin g, "Literally we introduced it, and it 
passed our legislature in one day.'' A flood of other struggling credit card issuers raced 
to get in on the act.  Before long other U-S states were passing laws to get the now 
profitable credit card business to set up shop with them instead.  States competed for 
business by offering incentives to job creating executives. Corporate lobbying by credit 
providers was re-born and the resulting consumer boom helped America into decades 
of stunning economic growth.    



 

     New York Times Dec 18th, 1980                     Modified from Living in Denial: Trouble for the Global Economy   
            http://basic1.easily.co.uk/039016/00B012/debtbubble01.htm 

    Living in a material world 

Between 1980 and the turn of the 21st century, laws were changed to fuel the consumer 
driven credit economy, first in the United States, then in other countries looking to 
emulate U.S. success.  Consequently, today’s world is arguably a more sophisticated 
version of 1920’s America.  A credit, housing and stock market boom keeps the 
wealthiest economies running full tilt, while the gap between rich and poor, or the credit 
worthy and the credit worth-less, widens.  The success to date of the credit economy has 
governments intoxicated by the trickle down economics  promised in the 1920’s, but yet 
to deliver to the poor of our own times.  Like their 1920’s counterparts, the rich of the 
new millennium make unimaginable amounts of money compared to the rest of society. 
They do so in much the same way as their jazz age forbearers, by paying low wages to 
their non-executive workforce, and earning interest from money borrowed to the 
middle classes who buy their products and services. There is, however, one key 
difference in our times; the risk of a manufacturing bust from a credit bubble collapse 
has largely been exported to the developing world.                                                                                                    
Globalization has allowed the world’s richest to move factories off their own more 
expensive shores, to where profits can be maximized, overheads and safety costs 
lowered and risks from a credit economy implosion hedged.  The equivalent of the low 
wage factory workers of 1920’s America are now to be found in the sweatshops of Asia, 
Latin America and Eastern Europe.  When the credit bubble bursts, there will be few 
western factory workers left to receive ‘pink slips’.  Today’s industrial worker 
unemployment in the west is tomorrow’s risk for the low-wage rest.  

 



 

British Chancellor Gordon Brown believes globalization is inevitable and beneficial, but 
only if it puts working people first. In a speech before an audience at the U.S. Federal 
Reserve Bank in New York in November 2001 he warned “ Managed badly, globalisation 
will leave whole economies and millions of people in the developing world marginalized”. He 
added to that point in February 2005 saying “globalization can lead to greater inequality 
and insecurity’’.  Globalization’s track record is also very questionable in the developed 
world which is off-shoring many of its manufacturing jobs. According to the Grandfather 
Economic Report since 1960 there has been a 60% drop in manufacturing in the U.S 
alone. As far back as the 12 year period between 1966 and 1978 U.S. multinationals 
exported $11 billion to invest in underdeveloped countries while the return flow to the US 
on this investment was $56 billion dollars (The Editors, "US foreign policy in the 1980s", Monthly Review, April, 

1980). That’s quite the return on an investment; it’s not hard to see why globalization has 
caught on. Trudi Renwick, an economist with the Fiscal Policy Institute in New York, 
says globalization, the decline of manufacturing, low-wage replacement jobs and the 
weakening of unions have hurt those on the lower end of the economic scale.  
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Intelligence Agency. Its January 2005 report on global trends for the future warned for 
the first time that corporate outsourcing to poorer nations is creating a "transition (that) 
will not be painless”, “will hit the middle classes of the developed world in particular" 
and “strengthen the anti-globalization movement”. �������
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         Trickle Up Economics 



The evidence increasingly suggests the trickle down effect beloved by free market 
proponents, is in reality almost exclusively upward suction. 

                      

 

             http://www.zazona.com/ShameH1B/JobDestructionHumor.htm 



 

 

Largely as a result of globalization and tax cuts for the rich in the United States, the 
combined net worth of the Forbes 400 was $1 trillion in September 1999, up more than 
$260 billion from the year before. Compare that to what happened to the bottom 40 
percent of households, their net worth declined by 80 percent between 1983 and 1995.  It 
is estimated that just one fifth of the 1999 increase in the wealth of America’s richest 
would have been enough to bring all of America’s poor out of officially designated 
poverty. �



 

 21st Century Great Depression? 

 “When there is an excess of bank credit used as a substitute for savings, when bank credit 
goes in undue amounts into capital uses and speculative uses, impairing the liquidity of bank assets, 
or when the total volume of money and credit is expanded far beyond the growth of production and 
trade, disequilibria arise, and above all, the quality of credit is impaired. Confidence may be suddenly 
shaken and a countermovement may set in.’’ 

From ’Economics and the Public Welfare: A Financial and Economic History of the United States, 1914-1946’ Benjamin 
McAlester Anderson, 1949    

At the end of January 2006, the man famously described as “the greatest central banker 
who ever lived”, retired from the U.S. Federal Reserve after an unprecedented 18 and 
a-half years at the helm. Alan Greenspan, the so-called maestro of America’s miracle 
economy, is revered as the magic man who saved the world economically after the stock 
market crashes of 1987 and 2000-01. At a black tie dinner in December 2005, Bank of 
England Governor Mervyn King presented Greenspan with a cartoon depicting him as 
a goalkeeper saving the world from one economic crisis after another. Greenspan is 
held in such high regard because he survived three presidents and successfully stopped 
two potentially deep recessions, the first of which began while his chair was still warm 
from the previous incumbent. During his chairmanship of the world’s most influential 
central bank the U.S. economy grew 75 percent in dollar terms.  But as Greenspan’s 
retirement accolades fade to memory a growing chorus of economic analysts is 
questioning his real legacy to the future. Many economists now believe the maestro man 
who grew up in the Great Depression delayed a painful economic correction by re-
creating the credit boom conditions of the 1920’s that led to it. What’s more some fear 
that when the credit and housing bubble created by Greenspan and his central bank 
copycats in other parts of the world bursts it will do so on an unimaginable scale. 

    Irrational exuberance 



In 2001 Paul McCulley, Executive Vice President of Pimco, one of the world’s largest 
bond companies, predicted the U.S. Federal Reserve would deal with the 2000-2001 
Dot-Com crash by creating “a bubble in housing prices to sustain American hedonism’’. 
McCulley believed correctly that Alan Greenspan would dramatically cut interest rates. 
He was also right when he said the Fed’s measures would fuel soaring home prices. In 
turn that would create a “construction boom which would make up for jobs lost when the 
stock bubble burst” and higher consumer spending from homeowners using “mortgage 
refinancing to go deeper into debt”.   In September 2005, just a few months before 
Greenspan retired, he made an unusually unambiguous admission to The U.S. National 
Association of Business Economists:   

“By the late 1990s, it appeared to us that very aggressive action would have been required to 
counteract the euphoria that developed in the wake of extraordinary gains in productivity growth 
spawned by technological change. In short, we would have needed to risk precipitating a significant 
recession, with unknown consequences. The alternative was to wait for the eventual exhaustion of the 
forces of boom. We concluded that the latter course was by far the safer. Whether that judgment 
continues to hold up through time has yet to be determined.” 

In other words Alan Greenspan and the U.S Fed put all their chips into gambling on the 
future.  From Ottawa to Dublin, Copenhagen to Auckland, central banks everywhere 
followed suit in a high risk game of chance.  

 

In 1997 Alan Greenspan famously warned of “irrational exuberance’’ inflating the 
1990’s stock market bubble. http://www.federalreserve.gov/boarddocs/speeches/1996/19961205.htm   As is clear 
from the above, Greenspan’s “irrational exuberance” is no longer limited to the stock 



market.  With little money to make from having savings in the bank, many people are 
investing their nest eggs and huge sums of cheap borrowed money into the get-rich-
quick boom of the housing market. Over inflated house prices have exuberant 
homeowners almost everywhere irrationally treating their living space like a pot of 
never ending gold. Greenspan’s miracle economy is being sustained by record debt 
owed to credit card companies and huge amounts of borrowed money secured on over 
inflated house prices. Record American savings have turned to unheard of personal 
debt, just as they have in many other consumer societies that have copied the maestro’s 
magic trick of producing endless rabbits out of a bottomless hat. 

 

To use a surfing analogy,  every wave peaks immediately before it crashes. The bigger 
the wave, the more spectacular the collapse. If you are one of the people who jumped 
onto the largest surf crest in history, look out when it comes crashing down.  

       



        Modified from ‘The Global Housing Boom: In Come The Waves, Jun 16th 2005. Economist Magazine.                                                                                                  

http://www.economist.com/finance/displayStory.cfm?story_id=4079027               

The image above is modified from a summer 2005 Economist magazine investigation 
into the sustainability of global house prices.  The article describes “the worldwide rise 
in house prices as the biggest bubble in history”.  It is worth re-printing in summary the 
main points from the Economists excellent analysis of the dangers to homeowners who 
bought their property after the housing bubble began.                

“The total value of residential property in developed economies rose by more than $30 trillion over 
the past five years, to over $70 trillion, an increase equivalent to 100% of those countries' combined 
GDPs. Not only does this dwarf any previous house-price boom, it is larger than the global stock 
market bubble in the late 1990s (an increase over five years of 80% of GDP) or America's stock 
market bubble in the late 1920s (55% of GDP). In other words, it looks like the biggest bubble in 
history.…a drop in nominal prices is today more likely than after previous booms for three reasons: 
homes are more overvalued; inflation is much lower; and many more people have been buying houses 
as an investment. If house prices stop rising or start to fall, owner-occupiers will largely stay put, but 
over-exposed investors are more likely to sell, especially if rents do not cover their interest payments.. 
Over the next five years, several countries are likely to experience price falls of 20% or more’’                                                     
Economist Magazine July 2005. 

 

In June 2005 the UK’s Sunday Times newspaper reported that from 2002 to 2005 house 
prices “rocketed in South Africa by 95%, in China by 68%, in Australia by 56% and in America and 
Thailand by 29%. In Britain they rose 50%. The world has never seen a boom of such breadth and 



scale. Not only are debts and house prices soaring but rents are falling, and in many areas of 
America, Britain, Australia, New Zealand, France, Spain, Ireland and Belgium they no longer cover 
borrowings.  In Japan, where property was once the most valuable in the world, prices have been 
falling for 14 years and are now down 40% on their 1991 peak. It is a sobering thought that in the 
decade before that peak, the boom in Japan was smaller than the one now happening in America, 
Britain and elsewhere round the world’’. http://www.timesonline.co.uk/article/0,,2087-1660056_1,00.html 

Another article by The Economist, published in 2004, warned American homeowners in 
particular to watch out. It says that a sharp slowdown in property values in the U.S. is 
likely to have “severe consequences” for America. That’s because U.S. consumer 
spending, jobs and growth are so heavily dependent on a booming housing market. The 
point is demonstrated well by the statistics below from the U.S. political and economic 
blog Calculated Risk. http://calculatedrisk.blogspot.com/ 

 

    Booming on borrowed wealth 

Between 2000 and 2004 consumer spending and residential construction accounted for 
90% of the total growth in U.S. GDP. Over two-fifths of all private-sector jobs created 
in the United States after 2001 were housing-related;  sectors such as construction, real 
estate and mortgage brokering. Americans would be wise to look outside their borders 
to other economies to see the link between property prices and consumer spending.  



     

Home-owners have been borrowing large sums of money based on the belief that their 
homes will continue to see huge increases in value.  Banks and others offering home 
equity release schemes have spent a small fortune encouraging homeowners to keep on 
doing it.  Retired people are particularly attracted to using the rising value of their 
homes to boost their weekly income.  
As a result, global mortgage equity withdrawal in the first few years of the 21st century 
reached record levels. In the UK alone, the Bank of England estimates that in 2003 
home owners borrowed £13.4 billion on their homes.  
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above, in the years that immediately followed 2003 property price increases in Britain 
plummeted; as they have also done in one of the world’s other former sizzling housing 
markets, Australia.   

        
                                                                                                                                                % gain in house prices 

  
The Mortgage Equity Withdrawal chart above is taken from a report by the Bank of England published in early 
2006. http://www.bankofengland.co.uk/statistics/mew/2005.htm 
 



As you can see from the peaks and troughs in the charts on the previous page, Britons 
re-mortgaged their homes to borrow huge sums of money when property values 
increased most, but borrowing dramatically slowed as the house market cooled down. 
Like buyers elsewhere, people in the UK use their home as a bank machine; 
withdrawing the profits they would have received from selling to fund a very risky 
game of financial roulette.  As the property market overheats and slows ahead of 
cyclical devaluation, millions of people who do not get out in time will be left with 
mortgage debt worth far more than their homes.   
  

 

DATA: U.S.OFFICE OF FEDERAL HOUSING ENTERPRISE OVER SIGHT  

As the charts above show, the United States is following a very similar path to the UK. 
Slowing house prices in three major economies, Australia, Britain and the United States 
are extremely bad omens for the global economy.  The housing bubbles of Australia and 
Britain are in the process of deflating. So far central bank policies in those two 
countries have helped their overheated house markets deflate in an orderly fashion. But 
all their efforts are being undone by banks and lenders who are trying to maintain their 
profits by suckering in marginal buyers who do not understand the current house price 
boom is coming to an end.  Existing home owners know 20% gains year on year are no 
longer happening that’s why they are borrowing less on their homes. But to a marginal 
buyer who is told even modest homes are escaping their grasp, interest only loans and 
no-money down deals mean they can purchase houses with price tags once reserved for 
the rich and famous.    
British and American home owners are in a particularly precarious position. The UK is 
likely to experience problems before America as its housing bubble began earlier.  
According to the Bank of America the ‘Englishman’s castle’, borrowed to the last drop, 
is beginning to look like a potential financial tomb.   
"British house prices had raced ahead of even US property in recent years, leaving little doubt the 
country was in the grip of a speculative bubble…Skyrocketing house prices enabled consumers to 
draw down staggering levels of mortgage equity for spending …but the multiplying effect of the boom 



is running out…We cannot rule out a nightmare scenario in which a decline in consumption caused by 
a sudden correction in house prices leads to an explosive rise in the fiscal deficit  that would have to 
be addressed by a tighter fiscal policy." 
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A home is only owned when the buyer has paid for it outright. When interest rates 
increase significantly or when the price bubble bursts, the marginal homeowners 
illusion of freedom could end with a bank man coming round to thank him for keeping 
the house keys warm. 
 

   
 
The upside of owning a home is there’s no landlord to worry about other than the bank. 
You can get easy credit and if you sell at the right time you should make enough money 
to make the expensive and frustrating drive to work from affordable suburbs 
worthwhile.  



 
  
But if you are reliant on housing appreciation for wealth and to pay the bills, failure to 
buy and sell at the right time could be disastrous.  For now, the UK is the place to watch 
as record repossessions may be on the cards. Aggressive lending there has built UK 
property prices to a point where the cost of a new home with a full 100% mortgage is 
now at least 50% more than renting in some markets. 
http://basic1.easily.co.uk/039016/00B012/debtbubble01.htm   The graph below shows UK property prices from 
1950 to 2004. Published by one of Britain’s most respected banks it proves property 
prices always correct to levels linked to wages and rents.  As you can see house prices 
have a long way to fall in Britain when equilibrium is restored.  

 
             http://www.nationwide.co.uk/hpi/historical/Jan2006.pdf 



Predictions for the future decline in the UK house market range widely, but few other 
than from the real estate companies are a glass half full. Legendary fund manager, 
Tony Dye, who famously warned the stock market's bull run of the late 1990’s could not 
last, believes UK house prices could fall 30% by 2010.  Neil Woodford, who manages £6 
billion at Invesco Perpetual, forecasts "a 30 to 40 per cent fall” by 2008.  And financier-
turned-economic pundit Jim Mellon sees house prices in the over-extended markets of 
the UK and the US falling by up to 50 per cent by 2010. �������
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As Britain’s example shows, the economies of developed nations are living on borrowed 
time and money. The Dot-Com stock market crash of 2000-2001 didn’t lead to a deep U-
S recession and thereafter a global one because record low interest rates and cheap 
credit policies bought many western economies their miracle cure.  The economic woes 
of Germany and Japan on the other hand led to sharp falls in house prices, thus cutting 
off a major source of cashflow that German and Japanese consumers could have used to 
buy their economies out of recession.   
Japan’s decline is the largest of any major nation since the Great Depression.  Whereas 
Germany has seen ten years of falling house prices and some of the European Union’s 
lowest consumer spending.  
As bad potentially as a housing bubble collapse is for Britain, its impact as far as the 
global economy goes will be nothing compared to what will happen when the U-S 
property market goes the same way. According to a July 2005 report by the 
Washington D.C. based Center for Economic Policy Research the booming U.S. housing 
market "has created more than $5 trillion in bubble wealth, the equivalent of $70,000 
per average American family of four." �����������"��	�
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says that since 1996 U.S. house prices have risen 45% above inflation and that every 
week approximately 140,000 American families are buying properties at hugely inflated 
prices. Merrill Lynch chief economist David Rosenberg points to declining prices for 
new homes as foreshadowing the problems that may lie ahead.  In a research note he 
says "New home prices are deflating - bye-bye mortgage equity withdrawal boom, 
which helped underwrite almost 40 per cent of the growth in consumer spending in the 
recent years." Kenneth S. Rogoff, former chief economist at the IMF and a professor at 
Harvard University, says "the odds of a catastrophic scenario have gone up." And a 
December 2005 report from the hugely influential UCLA Anderson Forecast�predicts a 
sustained decline in the U.S. housing market beginning in 2006. The study says the 
downturn is likely to last several years, will claim as many as 800,000 jobs in 
construction and finance, and put a big dent in U.S. economic growth for several years. 
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School of Management compares the housing market to a pyramid scheme. In an 
interview with PBS he warned home-owners “You can get in and out of this market, and 
make money. Just like you can get in and out of a pyramid scheme and make money. But 
it's like a game of musical chairs. When the music stops, is there going be a chair for 
you?” �������
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from a speech by Thornberg during a debate on California’s housing bubble.  
 
“Everybody's taking the massive appreciation on their current home and they're rolling it up to the 
next big home. It's like any good pyramid scheme. It will work as long as you have people entering the 
bottom of the pyramid. You've got to have those new people entering to allow the pyramid to grow, to 
allow people to roll-up. In this particular case, the pyramid is being built upon these marginal buyers, 



people who shouldn't be in the market, who don't have the financial wherewithal to be in the market. 
Yet, they're being enticed with these crazy kinds of loans.”  

Thornberg’s “crazy loans” will likely be a key domino in America’s property price 
collapse.  Close to 70% of Americans now own their home. Many have only been able to 
do so through interest only mortgages, no money down schemes and other self 
interested attempts by mortgage brokers and real estate agents to prop up the housing 
pyramid at its base.  

                

The frightening reality for marginal home buyers is detailed by Nicolas P. Retsinas, the 
director of the Joint Center for Housing Studies at Harvard University.  In February 
2006 he painted a bleak picture to his local newspaper, the appropriately named 
Providence Journal. ����������� �����	7�	����!� ��
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“Frantic to buy a home before prices soar even higher, too many households have latched on to 
"exotic" mortgages, fixating only on the here-and-now. With an optimism born of myopia, the would-
be owner signs up for a deal he can afford in the present but that may bankrupt him in the future. He 
escapes catastrophe only by selling for much more than he paid, or earning substantially more money 
to pay for the rising debt.  In a context of rising interest rates, this mortgage bubble will not deflate. 
For many, the bubble could burst into foreclosure.”  

Retinas’ suggests California could be ground zero for America’s marginal home owner 
crisis. He points out that in 2005 half of all new mortgages in the state were interest-
only.  By 2007 he says “7 million households (representing $1 trillion in mortgage 
balances in the state) will see their payments "adjust" i.e., increase.”  It’s far from clear 
how those millions of people in cities like San Diego and San Francisco will be able to 
avoid losing the roofs over their heads.   

For most Americans low wages are a reality, while job security and regular pay 
increases are a nostalgic memory.  Two wage partnerships are a complete necessity for 
marginal buyers who are already stretched to their limit so there’s little to no room to 
go out and find extra employment. Savings as detailed earlier are also a thing of the 
past.  As a consequence most people are a couple of pay cheques away from being 



homeless.   Holidays on paying mortgage principle are not even close to a free lunch.  
Such creative financing, which helped create the great housing bubble of the 1920’s, will 
convert on mass to full repayments before 2010.  The potential reckoning to come has 
an alarming air of déjà vu .  

"Speculation in real estate and securities was growing rapidly, and a very considerable part of the 
supposed income of the people which was sustaining our retail and other markets was coming, not 
from wages and salaries, rents and royalties, interest and dividends, but from capital gains on stocks, 
bonds, and real estate, which men were treating as ordinary income and spending in increasing 
degree in luxurious consumption. The time for us to pull up was already overdue…we could prolong it 
for a time by further bank expansion and by further cheap money policies, but only at the cost of 
creating a desperately difficult situation at a later time." 

From ’Economics and the Public Welfare: A Financial and Economic History of the United States, 1914-1946’ Benjamin 
McAlester Anderson, 1949    

Clearly Benjamin McAlester Anderson’s benchmark review of the lead up to the Great 
Depression wasn’t on Alan Greenspan’s reading list.  What’s more the housing and 
credit bubble is just at the tip of a very deep economic iceberg which could meet or even 
exceed the global crash of the 1930’s. 

 

 

 

 

 

 

 

 

 

  



            

          A paper tiger 

“I think we are skating on increasingly thin ice. On the present trajectory, the deficits and imbalances 
will increase. At some point, the sense of confidence in capital markets that today so benignly 
supports the flow of funds to the United States and the growing economy could fade. Then some event, 
or combination of events, could come along to disturb markets, with damaging volatility in both 
exchange markets and interest rates. Indeed, there is a 75% chance of a major financial disaster 
within the next few years.” 

Paul Volcker, U.S. Federal Reserve Board Chairman (1979-1987) Speaking April 2005 

 

 

 

America is in deep trouble economically and  


