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Alan Greenspan, an acolyte in the cult of Ayn Rand, was 
appointed chairman of the Federal Reserve Board in 
August 1987, shortly before the “Black Monday” crash 
of Oct. 19. From that perch, he oversaw the deregula-
tion of the U.S. financial system until his “retirement” 
in 2006, allowing financial derivatives to run wild, 
overwhelming the physical economy, and bringing the 
world to its current state of economic-financial col-
lapse. The following chronology, edited and updated 
from that published in EIR, Oct. 28, 2005, shows how 
every step of the way, Lyndon LaRouche and EIR have 
been warning of the consequences of these disastrous 
policies.

(The gray tones highlight what actually occurred in 
the financial system.)

1987
May 26: Lyndon LaRouche warns that “an October 

crash would be very probable” unless government poli-
cies are changed.

Aug. 11: Alan Greenspan named chairman of  the 
Federal Reserve. 

Oct. 19: Stock market suffers largest loss in his-
tory, as Dow Industrial Average drops 508 points, 
or 22.6%.

1988
Dr. Wendy Gramm, wife of Sen. Phil Gramm (R-

Tex.),  is appointed by President Reagan  to  the chair-
manship of the Commodity Futures Trading Commis-
sion (CFTC), which is supposed to regulate commodity 
exchanges. From this post, she nurtures the growth of 
the derivatives market.

April 12: In a half-hour nationwide TV address, La-
Rouche likens financial market behavior to a bouncing 
ball on a downward trajectory.

1989
March 30: Michael Milken of Drexel Burnham is 

indicted on 98 counts of insider trading and other finan-
cial  manipulations  involving  junk  bonds,  leveraged 
buyouts, and hostile  takeovers.  In 1986, he had been 
raising over $3 billion a week through junk bond sales, 
and told the Washington Post, “The force in this coun-
try  buying  high-yield  securities  has  overpowered  all 
regulation.” He eventually pleads guilty to six felony 
counts and is sentenced to a $600 million fine and ten 
years in prison.

1992
November: Enron successfully petitions the Com-

modity Futures Trading Commission, headed by Wendy 
Gramm, to remove energy derivatives and interest-rate 
swaps from CFTC oversight. This opens the door to a 
new era of profiteering in the energy markets. Gramm 
resigns from the CFTC when George H.W. Bush leaves 
office in 1993; she then joins the board of Enron.

Greenspan Shrugged

LaRouche’s Two-Decade Fight Against 
Greenspan’s Derivatives Policy

EIRNS

Lyndon LaRouche’s “bouncing ball” image of the economy, on 
national TV during the 1988 Presidential campaign, during 
which he sought the Democratic nomination.
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1993
March 9: LaRouche proposes a 0.1% transaction tax 
on  derivatives,  and  proposes  emergency  measures  to 
restore the physical economy. “The derivatives bubble, 
by the very nature of these transactions, is a financial 
bubble in the tradition of the more primitive, more rudi-
mentary,  and  far  less  dangerous  bubbles  of  the  18th 
Century, such as the John Law bubble in France, and 
the  South  Sea  island  bubble  in  England  in  the  same 
period of time. This is the John Law bubble gone mad. 
The  vulnerability  to  the  entire  financial  system,  the 
chaos and destruction of actual physical processes of 
production, distribution,  employment,  and  so  forth  is 
incalculable in potential, and therefore this thing must 
be brought under control promptly.”

May:  Notional  principal  value  of  derivatives 
contracts in the United States is in the range of 
$16 trillion.

May 23: LaRouche writes: “If you were a visitor 
from another solar system looking at Earth and looking 
at  the  situation  here,  and  taking  into  account  deriva-
tives,  would  you  advise  anyone  to  invest  in  this 
planet?

“I think the answer would be, on first impression: 
No. The significance of the derivatives, is the fact that 
they can be tolerated. The fact that they are tolerated in 
the way they are tolerated, in the way they are discussed 
in  the  financial  community,  indicates  that  no one in 
their right mind would invest in this planet, as long as 
the kind of thinking behind derivatives is hegemonic.

“What  are  derivatives?  It’s  risk  management.  It’s 
called capital. What kind of capital? Is it industrial cap-
ital? No, absolutely not. Rather, it is a manner of par-
ticipating in a bubble which sustains itself by taxing the 
real economy, by sucking the life’s blood out of it as 
premiums  to  pay  these  charges  on  risk  management. 
Because it  is  the net charges on risk management, as 
against risk, that is the basis of the system. In order to 
have a charge which exceeds the risk, you must extract 
that relative amount from the real economy.

“Where does it come from? It comes from not main-
taining  infrastructure, water  systems,  and  so  forth.  It 
comes  from  not  maintaining  industrial  capacity;  it 
comes from shutting down a plant in order to get some-
thing cheaper, presumably, from a cheap-labor area in a 
foreign country. It means looting of eastern Europe. It 
means looting the former Soviet Union. It means loot-
ing China through slave-labor projects, such as those in 

Hainan,  or  the  enterprise  zones,  where  Chinese  are 
being gobbled up in Auschwitz-like patterns. . . .”

June: Rep. Henry Gonzalez (D-Tex.), chairman of 
the House Banking Committee, derides derivatives as 
“a fancy name for gambling.” He calls for an investi-
gation of George Soros’s profiteering in the 1992 tur-
moil in European currencies. He scores Citibank and 
other  major  banks  for  off-balance-sheet  derivatives 
speculation. “Is there money out there in these inter-
national  markets  for  the  procurement  of  goods,  for 
firing the engines of manufacturing and production? 
No. it  is paper chasing paper.” He also puts into the 
Congressional Record  an  article  by  EIR  economist 
John  Hoefle,  on  the  size  of  the  banks’  off-balance-
sheet derivatives.

July:  In  a  mass-circu-
lation  pamphlet,  “Tax 
Derivatives  Specula-
tion; Pop the Financial 
Bubble,  Rebuild  the 
World Economy,” pub-
lished by the New Fed-
eralist  newspaper,  La-
Rouche  warns  of  “the 
prospect  of  a  deriva-
tives  bubble  which 
grows  like  a  cancer  at 
the expense of its host, 
and shrinks its host, at 

the same time its appetite is growing, while the means 
of satisfying that appetite are collapsing.”

July: A report, “Derivatives: Practices and Princi-
ples,”  is  released  by  the  Group  of  30  top  executives 
from money-center banks (Dennis Weatherstone, chair-
man of J.P. Morgan, Inc., heads  the group, which  in-
cludes former U.S. Fed Chairman Paul Volcker). The 
report asserts that there is no cause to worry about de-
rivatives.

August: Feruzzi,  the multinational  food giant, 
reveals $3 billion of derivatives losses.

Sept. 8: EIR’s John Hoefle testifies on the dangers 
of derivatives before a House Banking Committee hear-
ing on NAFTA,  at  the  invitation of Chairman Henry 
Gonzalez (see box, p. 38).

Oct. 28: The House Banking Committee holds first-
ever hearings on derivatives. EIR submits written testi-
mony,  entitled  “Tax  and  Dry  Out  the  Derivatives 
Market; Don’t Regulate It.”



October 24, 2008   EIR  Economics   35

December: Big derivatives losers are Germany’s 
Metallgesellschaft,  $1.34  billion;  Malaysia’s 
Bank Negara, $3 billion.

1994

February: Fed raises interest rates slightly, for 
the first time in five years, which is seen as an at-
tempt to slow speculative bubbles. The result is 
a bloodbath in speculative markets. Hedge funds 
lose  billions;  the  mortgage-backed  securities 
market  disintegrates.  Rumors  fly  that  there  is 
trouble at Bankers Trust.

Long  Term  Capital  Management  (LTCM) 
hedge  fund  is  started up by Robert C. Merton 
and Myron S. Scholes.

Feb. 1: Greenspan tells the Bankers Club in London 
that the rapid growth of trade in derivatives reinforces 
the requirement for central banks to oversee monetary 
policy and payments systems to protect the integrity of 
the financial system, “whether written in law or not.”

Feb. 2: LaRouche comments on Alan Greenspan’s 
Feb. 1 remarks defending extra-legal practices by cen-
tral banks to deal with derivatives:

“The problem is that we’ve got a bunch of yuppies 

in Europe and in the United States, who are sitting at 
their personal computers or similar devices, and making 
money out of thin air, but at the expense of real business 
and  real  people. We’re  destroying  the  economy  by  a 
kind  of  cancer  of  speculation,  which  acts  just  like  a 
metastatic, malignant cancer, eating at the whole of our 

economy: We gobble up assets; we sell off assets; we 
strip assets; we downsize—all for the purpose of feed-
ing this margin of profit into this game called deriva-
tives, and similar kinds of speculation.

“These people are fanatical.
“What’s the issue? The issue is, first of all, like most 

prosecutors that I’ve known in this country, the Fed of-
ficials lie all the time. Why should anybody be surprised 
about that? They’re looting the American people! Are 
they going to say that?”

April:  Crisis  surfaces  at  the  venerable  Kidder 
Peabody  investment  house;  in  August,  GE 
dumps it.

Derivatives  losers  over  the  Spring  months, 
include hedge  funds: George Soros, $600 mil-
lion;  Julian  Robertson,  $875  million;  Michael 
Steinhardt,  $1  billion;  Askin  Securities,  $600 
million;  Vaircana  Ltd.,  $700  million.  Others: 
Bankers Trust, $250 million; Gibson Greetings, 
$23 million; Cargill, $100 million. Public funds 
and entities include: City Colleges of Chicago/
Cook County, $19.2 million; Eastern Shoshone 
Tribe of Wyoming, $700,000.

May 25: Bank of England Executive Director Brian 
Quinn praises derivatives before a conference co-spon-
sored by the Futures and Options Association and the 
Futures  Industry  Association:  “The  ingenuity  of  the 
specialists who design and price derivatives products 
. . .  seems boundless. . . . Derivatives do not entail any 
new risks. . . . If the presence of derivatives makes prices 
of financial assets more volatile, does this necessarily 
mean the financial system is inherently less stable? The 
instinctive answer  to  this question seems  to be  ‘yes.’ 
However,  academic work—while  inconclusive—sug-
gests that, if anything, the opposite is the case.”

May 26: Greenspan testifies before the House Fi-
nance Subcommittee hearings on derivatives: “There is 
nothing  involved  in  federal  regulation  per  se  which 
makes it superior to market regulation. Today’s markets 
and  firms,  especially  those  firms  that  deal  in  deriva-
tives,  are  heavily  regulated  by  private  counterparties 
who for self-protection insist that dealers maintain ad-
equate capital and liquidity.”

June 7: At a “Forex 94” conference in London, Brit-
ish Central Bank chief Eddie George declares that wor-
ries  on  derivatives  are  vastly  exaggerated.  What  he 
fears much more than derivatives is any kind of stable 
foreign exchange rates: He warns against any attempt 

EIRNS/Claudio Celani
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to re-establish an international system of fixed exchange 
rates like Bretton Woods.

June 13: LaRouche releases his “Ninth Forecast,” 
published in EIR on June 24 (“The Coming Disintegra-
tion of Financial Markets”). In it, he underlines the de-
rivatives risk:

“The Federal Reserve System is key to the deriva-
tives bubble of  today. Without corrupt, virtually  trea-
sonous  complicit  officials  at  the Fed,  the  speculative 
mania  which  has  ruined  our  nation  and  much  of  the 
world besides would not have been possible. . . .

“The cancer of speculative derivatives burgeons—
an ugly growth. Worse, to exist, the cancer must loot the 
healthy tissue in at least equal degree. Thus the monster 
grows, while  the human being  is  sucked  to death so. 
Excise  the  tumors, kill  the cancer without killing  the 
healthy tissue. The task is destroy the parasite, to save 
its victim. . . .”

July 14:  Felix  Rohatyn,  senior  partner  of  Lazard 
Frères, argues in the New York Review of Books for the 
freedom  of  the  “global  private  capital  markets”:  “A 
genuine worldwide market in stocks, bonds, currencies, 
and other financial  instruments has  emerged,  tied  to-
gether by modern data-processing and communications 
technology, and operating 24 hours a day. . . . The cold-
blooded selection process by which world capital is in-
vested will determine the economic progress of many 
nations.”

November: Securities and Exchange Commission 
(SEC) and CFTC investigate Bankers Trust, which fires 
its derivatives executives.

December: Orange County, California, one of 
the  nation’s  richest,  files  for  bankruptcy  after 
losing $1.7 billion in the derivatives market.

Derivatives losses become a byword across 
the country, ranging from the Minnesota Orches-
tral Association, $2 million; to Odessa College, 
Texas,  $11  million;  to  Piper  Jaffrey  Mutual 
Funds, $700 million. Florida, Ohio, South Caro-
lina, Colorado, and Maine are also hit.

SEC/CFTC and Bankers Trust reach agree-
ment, in which the government takes control of 
the bank, and Bankers Trust pays a $10 million 
fine.

Dec. 7: The Joint Economic Committee of Congress 
calls Greenspan to testify, and grills him on derivatives. 
Committee Chairman Kweisi Mfume (D-Md.) remarks: 
“The action that the Fed took with respect to Bankers 

Trust is a welcome one, but I personally am not con-
vinced that this Federal action alone constitutes an ad-
equate Federal response for the very significant amount 
of  financial  exposure  that  our  country  seems  to  be 
facing, as a result of derivatives.”

Greenspan insists that no Federal regulation of de-
rivatives is called for. “I do think we are in a period of 
evolving  both  private  market  and  supervisory  proce-
dures in this regard. We are dealing with a very rapidly 
growing market in which there are very complex tech-
niques involved in creating various products to unbun-
dle risk. It is not easy to determine what the optimum 
amount of disclosure is, because if you’re talking about 
full disclosure in all respects and all regards, then ev-
eryone is going to have to disclose very elaborate math-
ematical models with extraordinary detail involved in 
it, which would not serve anybody’s purpose.”

1995

February: Barings Bank, one of the oldest, most 
prestigious  institutions,  connected  to  Britain’s 
royal family, fails over Asian derivatives deals.

July 28:  In an EIR Feature on “Why Most Nobel 
Prize Economists Are Quacks,” LaRouche writes:

“The October 1987 stock-market collapse signalled 
the coming end of the ‘junk bond’ phase, and inaugurated 
that ‘financial de-
rivatives’  bubble 
which  has  made 
the early doom of 
the existing mon-
etary  system  in-
evitable. . . .

“The  increase 
of  the  size of  the 
bubble  increases 
the rate of growth 
of fictitious accu-
mulations required to prevent the bubble from shifting 
into a reversed-leverage phase. The increase of the rate 
of growth of fictitious accumulations required, obliges 
the central banking systems to feed increased money-
flows into the bubble’s speculative base, otherwise, the 
fictitious accumulations are slowed, and the bubble as a 
whole  then  shifts  into a  reversed-leverage phase. The 
increase of the accumulated debt-capitalization used to 
fund the inflows of currency into the bubble’s specula-
tive base, causes an increased tax (of various sorts) upon 
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the economy which the central banking system is loot-
ing to support the speculative base of the bubble. . . .”

1996
June:  Pennsylvania  State  Rep.  Harold  James  (D-

Phila.) introduces House Bill 2833, to levy a state tax at 
the rate of two-tenths of 1% on the transfer or sale of 
“any bond, stock, security, future, option, swap, or de-
rivative.” James urges immediate adoption of the bill, 
both for revenues to fund state medical and other urgent 
services,  and  to  discourage  speculation.  Similar  bills 
are proposed in Louisiana, Alabama, and New Hamp-
shire, but all are eventually beaten back.

1997
January-September: The notional principal value 

of off-balance-sheet derivatives holdings of U.S. com-
mercial banks  rises 26.5%,  to a  record $25.7  trillion, 
more than 62 times their equity capital.

Jan. 4:  LaRouche  calls  for  a  New  Bretton Woods 
system,  in  a  speech  to  the  FDR-PAC  in  Washington: 
“The United States must act, together with other powers, 
to put the world into bankruptcy reorganization. Every 
financial system, every banking system in the world, is 
presently bankrupt! Particularly those that are involved 
in  derivatives. Therefore,  the  United  States  must  take 
leadership, international leadership, in proposing a new 
Bretton Woods, which would be a good term for it, which 
is what I’ve proposed—that we’re going to go back to the 
principles of the Bretton Woods system in its best years, 
and the United States, as the principal prospective part-
ner in such agreement, will try to get every nation that’s 
willing to go along with this idea, to assemble and do it. 
And, those that don’t wish to go along with it, that’s just 
tough, we’re going to go ahead with it anyway.”

April 16:  Enron  official  and  International  Swaps 
and Derivatives Association director Mark Haedicke, 
testifying before a House Subcommittee on Risk Man-
agement and Specialty Crops hearing on the CFTC, de-
mands that Congress explicitly legalize certain deriva-
tives  actions  which  are  illegal  under  existing  law. 
Noting that  the  law “flatly prohibits off-exchange fu-
tures contracts,” making them “illegal and unenforce-
able as a matter of law,” Haedicke insists that legaliza-
tion were necessary, for Enron and its peers to obtain 
“the full benefits of future innovations in risk manage-
ment techniques.”

April:  In  her  confirmation  hearings  to  become 
chairman  of  the  CFTC,  Brooksley  Born  warns  that 

Wendy Gramm’s exemption of energy derivatives from 
CFTC oversight “could  lead  to widespread deregula-
tion,” which “would greatly restrict Federal power to 
protect against manipulation, fraud, financial instabil-
ity, and other dangers.” This would “pose grave dangers 
to the public interest.”

July: Greenspan writes three letters to the Financial 
Accounting Standards Board, vehemently opposing its 
proposal that derivatives contracts be listed on corpo-
rate books. In his  third letter, released on July 31, he 
writes: “The FASB proposal may discourage prudent 
risk  management  activities  and  in  some  cases  could 
present misleading financial information.” He says that 
his letter was endorsed by the heads of 22 “major com-
panies  in  a  number  of  industries  that  use  derivatives 
[and] have expressed serious concerns about the FASB’s 
proposed  rules  changes.” These  22  corporate  leaders 
are mostly bankers.

Oct. 14: Long Term Capital Management (LTCM) 
hedge fund’s founders, Robert C. Merton and Myron S. 
Scholes, are awarded the Nobel Prize in economics, for 
“a new method to determine the value of derivatives.” 
(See box) In the words of the Royal Swedish Academy 
of Sciences which announced  the prize,  they “devel-
oped a pioneering  formula  for  the valuation of  stock 
options. . . . It has . . . generated new types of financial 
instruments and facilitated more efficient risk manage-
ment in society.”

1998
March: Greenspan opposes CFTC head Brooksley 

Born’s proposal to study the U.S. derivatives trade.
April 2: At a meeting in Rome on the New Bretton 

Woods,  LaRouche  says:  “The  system  is  essentially 
bankrupt. The  international  financial  system  is  bank-
rupt. There is only the prosperity of fools in the system. 
We have in the world presently, dominated by so-called 
derivatives, about $140 trillion equivalent of short-term 
gambling  debts.  In  the  recent  years,  especially  since 
1982, and most emphatically since 1987, the growth of 
derivatives  has  taken  over  and  eaten  up  the  banking 
system itself.”

May:  CFTC  calls  for  closing  the  derivatives  ex-
emption issued by previous chairman Wendy Gramm.

July: House Banking Committee holds hearings de-
signed to beat the CFTC into submission. Enron board 
member and former CFTC chairman Gramm testifies 
that  no  further  regulation of over-the-counter  deriva-
tives is necessary.
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September:  Long  Term  Capital  Management 
(LTCM)  fails,  having  transformed  around  $3 
billion in investment capital into $100 billion in 
bank  credit,  and  then  issuing  further  financial 
bets with a nominal value of at least $1.2 trillion. 
Other estimations of the derivatives obligations 
of LTCM place them at up to $3 trillion.

Sept. 23: The New York Federal Reserve calls 
the heads of the 16 largest banks of the world to-
gether, overnight, in order to start an immediate joint 
rescue operation for LTCM. The Fed moves to bail 
out its creditors, with a $3.6 billion rescue fund.

Oct. 1: Greenspan  tells  the House Banking Com-
mittee, don’t study and don’t  touch derivatives. “The 
structure  of  counter-party  interrelations  is  the  main 
means of regulation.”

Dec. 16: EIR’s John Hoefle presents written testi-
mony,  “Don’t  Just  Regulate  the  Derivatives  Market, 
Eliminate It! Assert Financial Sovereignty Over the Fi-
nancial Markets,”  to a Senate Agriculture Committee 
hearing on over-the-counter derivatives.

1999
January:  Speculator  George  Soros,  commenting 

on  the panic over Brazil’s debt  and  sky-high  interest 
rates, tells a news conference, “I don’t think there is a 
great deal of time, really. . . . Interposing a wall of money 
would stabilize the situation.”

2000
Dec. 15:  Congress  passes  the  Commodity  Futures 

Modernization Act, legalizing the exemption of energy 
derivatives from CFTC regulation. According to a CFTC 
press release, the law “is a significant step forward for 
U.S. financial markets. This important new law creates a 
flexible structure for regulation of futures trading, codi-
fies an agreement between the Commodity Futures Trad-
ing  Commission  (CFTC)  and  the  Securities  and  Ex-
change  Commission  to  repeal  the  18-year-old  ban  on 
trading single stock futures and provides legal certainty 
for the over-the-counter derivatives markets. . . .”

2001
June 20:   Senate Banking Committee  conducts  a 

hearing on “The Condition of the U.S. Banking System.” 
Greenspan  says  that  great  improvements  have  been 
made in “risk management” and control systems. EIR’s 
Hoefle  submits written  testimony, describing  the  risk 
from derivatives.

Hoefle’s 1993 Warning to 
House Banking Committee

EIR’s John Hoefle testified before  the House Banking 
Committee on Sept. 8, 1993, warning of the collapse of 
the  international  derivatives  market  and  the  negative 
impact of the North American Free Trade Agreement 
(NAFTA). The testimony was requested by the com-
mittee chairman Henry B. Gonzalez (D-Tex.), who died 
in 2000. Gonzalez was one of the few men in Washing-
ton with the courage to take on the international bankers 
and their scorched-earth looting policies.

“We  are  on  the  verge  of  the  biggest  financial 
blowout in centuries, bigger than the Great Depres-
sion, bigger than the South Sea bubble, bigger than 
the  Tulip  bubble,”  Hoefle  said.  “The  derivatives 
bubble, in which Citicorp, Morgan, and the other big 

New York banks are unsalvageably overexposed, is 
about to pop. The currency warfare operations of the 
Fed, George Soros, and Citicorp have generated bil-
lions of dollars in profits, but have destroyed the fi-
nancial system in the process. The fleas have killed 
the dog, and thus they have killed themselves. . . .”

The authority of Hoefle’s testimony was under-
scored by Gonzalez, who said: “I’ve been reading 
Mr. Hoefle’s articles for two and one-half years. He 
gets information I have been unable to get. For ex-
ample,  statistics of  the off-balance-sheet  liabilities 
of U.S. banks: We’ve been looking for those statis-
tics and couldn’t get them.”

The Banking Committee chairman then levelled 
his own broadside against  the derivatives specula-
tors:  “How can we sit here comfortably when bank 
profits, about half of them, come from the gambling 
known  as  the  derivatives  market?  Derivatives  are 
not so complicated. It’s just a mega-Las Vegas. There 
are great dangers here.”
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2002
Nov. 19: Greenspan addresses the Council on For-

eign Relations on  the potential  for a  taxpayer-funded 
bailout of the derivatives market:

“More fundamentally, we should recognize that  if 
we choose to enjoy the advantages of a system of lever-
aged financial intermediaries, the burden of managing 
risk in the financial system will not lie with the private 
sector  alone.  Leveraging  always  carries  with  it  the 
remote possibility of a chain reaction, a cascading se-
quence of defaults that will culminate in financial im-
plosion if it proceeds unchecked. Only a central bank, 
with  its unlimited power to create money, can with a 
high  probability  thwart  such  a  process  before  it  be-
comes destructive. Hence, central banks have, of neces-
sity, been drawn into becoming lenders of last resort.

“But implicit in such a role is the assumption that 
the burden of risk arising from extreme outcomes will 
in some way be allocated between the public and pri-
vate sectors. Thus, central banks are led to provide what 
essentially amounts to catastrophic financial insurance 
coverage. Such a public subsidy should be reserved for 
only the rarest of occasions. If the owners or managers 
of private financial institutions were to anticipate being 
propped up frequently by government support, it would 
only encourage reckless and irresponsible practices.”

2003
Feb. 4: The Office of Federal Housing Enterprise 

Oversight, headed by Armando Falcon, issues a report 
on the “systemic risk” of the securities and derivatives 
activities of Fannie Mae and Freddie Mac. The White 
House demands Falcon’s resignation.

Dec. 19: The giant Italian food company Parma-
lat goes bankrupt. It had increasingly shifted its 
operations out of productive activity and into de-
rivatives.

2004
Jan. 3: LaRouche issues an article (published in 

EIR on Jan. 16), “Parmalat and LTCM: Pricking the 
Big,  Big,  Big  Bubble.”  He  writes:  “The  signs  are 
piling up virtually by the day, that the collapse of the 
Parmalat  bubble  may  not  be  a  relatively  minor, 
Enron-style debacle; but, a larger version of that type 
of  crisis,  of  the  Long  Term  Capital  Management 
hedge  fund,  which  already  shook  the  foundations 
and  rafters  of  the  world  monetary-financial  system 

during August-September 1998.”
Jan. 13:  Greenspan  speaks  in  Berlin,  demanding 

further,  radical  deregulation  and  globalization  of  the 
world financial system. He attempts to calm European 
worries about the exploding U.S. trade and currency ac-
count deficits, and the collapse of the dollar. EIR’s cor-
respondent intervenes, saying that Greenspan’s policies 
were leading to “the collapse of the greatest financial 
bubble  in  modern  history. . . .  Lyndon  LaRouche  has 
pledged to put an end to the system of independent cen-
tral banking. You, Mr. Greenspan, will be the last chair-
man of an independent central bank in the United States. 
What do you say about that?”

Greenspan replies: “I can’t deny the possibility that 
the whole  system might  collapse.” Credit derivatives 
“have been quite extraordinary in being able to take a 
very  major  potential  problem  in  finance—and  I  will 
give you one specific example—and defuse what could 
have been the makings of what could have been a very 
major financial crisis.”

Elaborating on the method of “solving” one bank-
rupt  bubble  by  creating  another  much  larger  one, 
Greenspan let some cats out of the bag: “I refer to the 
fact that between 1998 and 2000, world-wide and in all 
currencies,  the  equivalent  of  $1  trillion  of  debt  was 
taken out by the telecommunications industry, a signifi-
cant part of which went into default. Had we had the 
type  of  financial  system  which  we  had  in  the  earlier 
postwar period, with the rigidities you referred to, be-
cause banks are largely leveraged institutions, we would 
have had a very major collapse in banking. In the event, 
however,  because  credit  derivatives  moved  the  risks 
from banks who initiated the credits, to those far less 
leveraged  institutions,  which  were  insurance  compa-
nies, reinsurance, pension funds, etc. not a single major 
international financial institution was in trouble. These 
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have been very major instruments for smoothing out the 
system. . . .

“And you presume that as a consequence of all of 
these issues, that we are sitting on some massive finan-
cial bubble, which is going to blow up in our faces. You 
are not the only one who says that. . . .

“How do we know that the total system will not col-
lapse? Well,  the answer to that question . . .  is that no 
one has the omniscience and certainty to say, without 
qualification, that you are wrong. I shall merely say that 
the evidence that most of us who evaluate the data with 
respect  to  trying  to  answer  that  question,  have  over-
whelmingly come to the conclusion, that that is extraor-
dinarily unlikely to happen.”

December:  Deutsche  Bank’s  2004  year-end 
annual  report  states  that  the bank holds deriva-
tives positions, mostly interest rate derivatives, of 
a nominal volume of $21.5 trillion. That is about 
ten times the GDP of the German economy.
Dec. 21:  U.S.  Comptroller  of  the  Currency 
 reports:  J.P.  Morgan  Chase  had  $43  trillion  in 
derivatives  as  of  Sept.  30,  2004,  an  amount 
roughly equal to the annual gross world product, 
and  four  times  U.S.  GDP.  Citibank  had  $17.5 
trillion,  and  Bank  of  America  $17.1  trillion. 
Banks’  derivatives  holdings  have  increased  at 
about 25% a year for the past three years, more 
than doubling since the end of 2000, when they 
stood  at  $40.8  trillion,  according  to  the  FDIC 
Quarterly Banking Profile for the third quarter of 
2004.

2005
May 5: Standard & Poor’s downgrades $453 billion 

in outstanding debt of GM and Ford to “junk.”

May 10:  Banks  known  for  their  giant  deriva-
tives  portfolios—including  Citigroup,  J.P. 
Morgan Chase, Goldman Sachs, and Deutsche 
Bank—are hit by panic selling, as the effects of 
the GM/Ford blowout hit the markets.

May 18:  Bank  of  England  Deputy  Gov. Andrew 
Large warns, “Credit risk transfer has introduced new 
holders of credit risk, such as hedge funds and insur-
ance  companies,  at  a  time when market  depth  is  un-
tested.” Large states  that  the growth of derivative  in-
struments has “added to the risk of  instability arising 
through leverage, volatility, and opacity.”

2007
July 25: LaRouche webcast, “The End of the Post-

FDR Era,” declares that “the world monetary financial 
system is actually now currently in the process of dis-
integrating. . . .  There  is  no  possibility  of  a  non-col-
lapse of the present financial system—none! It’s fin-
ished,  now!  The  present  financial  system  can  not 
continue to exist under any circumstances, under any 
Presidency, under any leadership, or any leadership 
of nations.”

July 31: Global credit markets are seizing up, 
mortgage companies and affiliated hedge funds 
are on the brink of bankruptcy.

Aug. 22: The LaRouche PAC announces a mobili-
zation to enact the Homeowners and Bank Protection 
Act of 2007, which was crafted by Lyndon LaRouche. 
Its provisions include writing off “all of the cancerous 
speculative debt obligations of mortgage-backed secu-
rities,  derivatives,  and other  forms of Ponzi  schemes 
that  have  brought  the  banking  system  to  the  present 
point of bankruptcy.”

2008
February: Fed chairman Ben Bernanke and Trea-

sury Secretary Hank Paulson take steps to organize a 
bailout for the banks, while keeping a low profile on the 
matter and letting non-governmental financial interests 
do the talking.

March 13: The President’s Working Group on Fi-
nancial Markets (PWG) issues a “Policy Statement on 
Financial Market Developments,” maintaining that  the 
system is fundamentally sound. Treasury Secretary Paul-
son says, in releasing the report, that “the markets, not 
regulators, will ultimately sort this out.” LaRouche com-
ments: “Paulson is f**king incompetent!” The Federal 
Reserve injects $400 billion into the banking system.

March 17:  LaRouche  statement,  “Doom  Has 
Struck! Three Steps to Survival,” calls for the imple-
mentation of his Homeowners and Bank Protect Act of 
2007; a two-tier credit system; and a four-power con-
ference to set up a new global financial system.

Oct. 10: LaRouche declares: “It’s time to break the 
silence  on  derivatives.  The  true,  hyperinflationary 
factor in the situation is the unregulated, insanely lever-
aged derivatives trade. This is what is killing us. This is 
the great crime of Alan Greenspan. . . . Unless and until 
you deal with this derivatives bubble, which can not be 
bailed out, you are just kidding yourself.”


