Bursting bubbles —Dr Manzur Ejaz 
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In the past, when the US economy caught a cold, the global economy started suffering from pneumonia. However, in today’s global economy, Chinese, Indian and Middle Eastern economies can keep each other going without US help

The US economy is in a tailspin. The Federal Reserve, central bank of the US, has taken desperate steps to stop the economy from falling into a recession. However, all agree that the measures taken by the Fed will have devastating effects within six months. The dire economic situation in the US will have serious implications for Pakistan’s economy. The new civilian government, which has no economic programme to speak of, should better start looking carefully at the Pakistani economy, which is a miniature of the neo-liberal economy in the US and is prone to collapse.

The US economy has been prospering — at least for the top ten percent on the economic ladder. The continued money printing operations of the US treasury and the tax breaks for the rich have created a large pool of speculative money. This speculative money chased the stock market and paper organisations would go from zero to hundreds of dollars per share within days, sometimes within hours. And, when it collapsed, it destroyed the same middle class investors who joined the greed train of the rich. The rich became richer, first by spiralling up the stock market and then through the collapse. It fitted the time-tested saying that at the end of the day “big money always wins”.

After the busting of the stock market bubble, the speculative money went into the real estate market. The prices of real estate properties started going up by the hour, and sometimes by the second. Within three to four years, real estate prices went up by three to four hundred percent.

The upward spiral was financed by financial institutions which gave out mortgages without checking merits of the borrower. For example, mortgage loans were given on self-stated incomes: if someone states his/her income is $200,000 a year, versus an actual $30,000 a year, financial institutions had no objection. Almost everyone attached with the mortgage industry turned into a millionaire overnight. Big Money raked in billions of dollars. Eventually, the bubble burst, leaving millions of households in the dust.

While the bubbles were ballooning and busting, the American capitalist class was taking industrial production somewhere else. Meanwhile, the Bush Administration was trying to keep the world under control though military power, the Iraq War being part of that plan, which involved substituting economic power with military power and keeping the US as the only refuge for world surplus.

However, in the war-making adventure, another set of US capitalists raked in billions of dollars. The Iraq War was a bubble too, though of a different kind where taxpayers’ money was transferred to a few Bush-Cheney cronies. The venture has failed due to greed and politico-economic changes beyond the government’s control.

Now when the US economy and its financial institutions are in shambles. The Fed has come to prop them up by shifting the burden to the taxpayers once again. The printing and pumping of billions to save the institutions that are responsible for their own downfall are just temporary stopgap measures. Such devices are meant to help the Republican Party keep the White House and the Senate. Once election season is over, inflation will go through the roof and every market will be in serious jeopardy again. After all, the printing of money will have its usual impact. 

The Republican Party under Richard Nixon adopted similar techniques in 1971 against all warnings. Nixon’s response was: “We will deal with inflation after the election of 1972.” Everyone knows what happened after 1972: a debilitating era of stagflation (inflation along with unemployment) ensued. It was crippling for various sectors of the US economy.

This time around the US economy may be in much more trouble than in 1972. The situation is more like 1930 — beginning of the Great Depression. Furthermore, unlike 1972, the world economy does not depend on the US to a great extent. In the past, when the US economy caught a cold, the global economy started suffering from pneumonia. However, in today’s global economy, Chinese, Indian and Middle Eastern economies can keep each other going without US help. Therefore, the US may lose its economic edge for a long time to come.

Although, Pakistani economy is not comparable to its American counterpart, it will suffer from similar maladies. The Pakistani economy has been run under the similar neo-liberal model that has resulted in a ballooning of the financial sector and transfer of wealth to the top ten percent. Other than the banking sector, which other Pakistani sector’s profits rose from 23 billion to 123 billion in a year? This again was a process of printing money and unleashing speculative forces through the unchecked financial sector.

And, it was done at the expense of improving basic infrastructure. How else could the Musharraf government have ignored warnings of an energy crisis? Since Shaukat Aziz-Ishrat Hussain could show 7-8 percent growth rate via printing and pumping money towards accelerated consumerism, the Musharraf government could delude itself enough to ignore the basic needs of the economy.

In addition, Pakistan will suffer on another count: rising interest rates in the US, due to inflationary pressures, will raise Pakistan’s outstanding foreign financial obligations. The payable loan instalment may expand to a very difficult level to sustain credit-worthiness. If Pakistan starts defaulting, the civilian government will be again in the kind of troubles seen in the 1990s. Therefore, the Gillani government has to move fast to correct the extremes and improve the fast deteriorating economic infrastructure.
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