Plan

The United States federal government should expand and make semi-permanent the currency swap agreement with the Banco de México.

The Advantage is the Economy

The Federal Reserve’s decision to continue quantitative easing was a reprieve for Mexico, but speculation over the taper creates endless volatility for the peso as markets expect investment outflows from Mexico to the US: a major decline is inevitable.

Reuters 9/18

Michael O'Boyle and Asher Levine MEXICO CITY/SAO PAULO, Sept 18 http://www.reuters.com/article/2013/09/18/markets-latam-idUSL2N0HE2JD20130918
Latin American currencies, stocks and bonds soared on Wednesday after the U.S. Federal Reserve surprised investors by announcing it would keep its bond-buying program unchanged, spurring demand for the region's higher-yielding assets. Stock markets across the region shook off losses and local currency bonds gained after U.S. policymakers expressed worries that higher borrowing costs could hurt an economic recovery in the United States. Brazil's real jumped nearly 3 percent to close at 2.1935 per dollar, its strongest since late June, while Mexico's peso surged 2 percent to 12.6650 per dollar, trading around a one-month high and at its 200-day simple moving average. A break of that measure could suggest further gains. The Fed's easy money policies had driven investors to seek higher returns in emerging markets and those assets suffered under the prospect of the Fed reducing its monetary stimulus, an idea first floated by Fed Chairman Ben Bernanke in May. The relief gains made by emerging market assets after the Fed decision could extend into Asia's trading day if the reaction by U.S.-traded shares of companies based in the region are any indication. China Life Insurance Co Ltd's American Depositary Receipts (ADR) surged on the Fed's decision, gaining 1.87 percent on the day. The ADRs of Philippine Long Distance Telephone Co closed up 3.74 percent. That compares to the 1.22 percent rise in the U.S. benchmark Standard & Poor's 500 stock index. The Bank of New York Mellon Emerging Markets 50, a measure of emerging market ADRs traded in New York, climbed over 3 percent on the day. Policymakers across Latin America expressed caution as they eyed the sharp gains - which could still flip to big outflows once the Fed begins to draw down its unprecedented easy money polices. "Without a doubt the continuance of the stimulus sends a signal of tranquility to markets, but we, all emerging markets, need to recognize that this stimulus cannot be permanent," Mexican Finance Minister Luis Videgaray said at an event in Mexico City. "Eventually, the withdrawal of stimulus will come, and we have to be prepared for the volatility this will imply." In the first wave of reaction, investors trimmed bets on further interest rate hikes in Brazil and added to bets on another cut in Mexico, which has been hit by an economic slowdown and is closely linked to the United States. Bernanke told reporters the Fed was aware that its actions had implications for emerging markets but said a stronger U.S. economy was the overall goal. "I think my colleagues in many of the emerging markets appreciate that notwithstanding some of the effects that they may have felt, that efforts to strengthen the U.S. economy and other advanced economies in Europe and elsewhere, ultimately redounds to the benefit of the global economy, including emerging markets as well," Bernanke told reporters. Latin American officials have fretted this year that less U.S. stimulus could spur a reversal of unprecedented capital flows that poured into the region in recent years. Yields on Brazilian interest rate futures sank across the board as investors cut bets on tighter borrowing costs in Latin America's top economy. Stubbornly high inflation in Brazil has dented consumer and business confidence and pushed the central bank to raise its benchmark rate to 9 percent, with further hikes eyed. "The prospects of tighter (U.S) monetary policy are kicked down the road," said Jankiel Santos, chief economist with Espirito Santo Investment Bank in Sao Paulo. "That means a stronger currency in Brazil, which in turn means less inflation and less need for higher interest rates." 

Mexico has asked for help dealing with consequences of tapering but the Fed rebuffed them. Plan is necessary to avoid a repeat of the financial crisis.

Bloomberg News 8/26

“Federal Reserve won’t consider problems abroad” http://www.bostonglobe.com/business/2013/08/25/fed-officials-reject-calls-for-coordination/bW6J24GiaTCqb8bJsAkleO/story.html
LONDON — Federal Reserve officials have rebuffed international calls to take the threat of fallout in emerging markets into account when tapering off US monetary stimulus.  The risk the Fed’s trimming of bond buying will hurt economies from India to Turkey by sparking an exodus of cash and higher borrowing costs was a dominant theme at the annual meeting of central bankers and economists in Jackson Hole, Wyo., that ended Saturday.  But such sell-offs aren’t an issue for Fed officials, who said their sole focus is the US economy as they consider when to start reining in $85 billion of monthly asset purchases. Even as Fed officials advised emerging markets to protect themselves, they were pressed by the International Monetary Fund and Mexican central banker Agustin Carstens to spell out their intentions.  ‘‘You have to remember that we are a legal creature of Congress and that we only have a mandate to concern ourselves with the interest of the United States,’’ Dennis Lockhart, president of the Atlanta Fed, said on Bloomberg Television. ‘‘Other countries simply have to take that as a reality and adjust to us if that’s something important for their economies.’’  Lacking the attendance of Fed chairman Ben Bernanke, the annual symposium focused on international matters, with delegates debating ‘‘Global Dimensions of Unconventional Monetary Policy.’’ The subject was apt; emerging markets have suffered an investor backlash from the Fed’s tapering signals at a time when they are already slowing after powering the world out of recession.  ‘‘There’s a lot of angst out there’’ about the Fed, said Stanford University professor John Taylor, a former US Treasury official. ‘‘There’s 35 central banks represented at this conference. Many of them are concerned.”  Fed officials are debating when to begin slowing their bond purchases.  Emerging-market stocks have lost more than $1 trillion since May, according to data compiled by Bloomberg. That’s when Bernanke said the Fed ‘‘could take a step down’’ in bond purchases. The MSCI Emerging Markets Index has fallen 12 percent this year.  With the 20 most-traded currencies among emerging nations sliding about 4 percent in the past three months, policy makers from these countries are acting to insulate their economies. Brazil last week announced a $60 billion intervention after its currency, the real, swooned, while Indonesia said it will increase foreign-currency supply.  The market palpitations drew warnings that the worst may still be ahead.  ‘‘It could get very ugly’’ in emerging economies as the probability of currency and banking crises grows, said Carmen Reinhart, a professor at Harvard University. ‘‘Whenever emerging markets have faced rising international interest rates and softening commodity prices, let us not forget that it has not boded well.’’  IMF managing director Christine Lagarde warned that financial market reverberations ‘‘may well feed back to where they began.’’ She proposed ‘‘further lines of defense,’’ such as currency swap lines. 

Peso crisis inevitable in the status quo—Fed communication failures with the market locks in risk of economic contagion

-AT Monetary CP, fed can’t communicate effectively with domestic markets

Summers 7/3, Nick Summers, covers Wall Street and finance for Bloomberg Businessweek, “Fed Spreads Confusion With Efforts to 'Clarify' Bernanke's Remarks”, Bloomberg, July 03, 2013, http://www.businessweek.com/articles/2013-07-03/fed-spreads-confusion-with-efforts-to-clarify-bernankes-remarks) 

Greenspan’s successor, Ben Bernanke, has pushed the central bank and its members to be more direct. Bernanke held the Fed’s first-ever press conference in 2011, and in his testimony to Congress he’s tried to demystify the bank’s extraordinary efforts to boost the economy, which currently take the form of buying $85 billion of bonds each month and keeping short-term rates near zero. It was at one of those hearings, in May, that Bernanke first talked about the possibility that the purchases could wind down sooner than expected. The reaction was violent: Stocks, bonds, gold, and other assets sold off sharplyat the prospect of the Fed’s fuel drying up, and a key measure of volatility surged 44 percent.¶Bernanke and his central bank colleagues took to podiums and airwaves to calm the markets with comforting everyday imagery. Or tried to. “To use the analogy of driving an automobile,” Bernanke said in a prepared statement on June 19, “any slowing in the pace of purchases will be akin to letting up a bit on the gas pedal as the car picks up speed, not to beginning to apply the brakes.” Bernanke set the standard for muddled metaphors when he parried reporters’ questions that day. Certain economic data, he said, “are guideposts that tell you how we’re going to be shifting the mix of our tools as we try to land this ship on a, you know, on a—in a smooth way onto the aircraft carrier.”¶Whenthat didn’t help—stocks and bonds plummeted even further—a second Fed official suggested the situation was really more like smoking. “It seems to me the chairman said we’ll use the patch—and use it flexibly—and some in the markets reacted as if he said ‘cold turkey,’ ” said Atlanta Fed President Dennis Lockhart.¶ A third official, Richmond Fed President Jeffrey Lacker, conjured a boozy party: “The Federal Reserve is not only leaving the punch bowl in place, we’re continuing to spike the punch.” That’s because the economy is “in a tug of war,” a fourth Fed executive said. A fifth steered things back to the highway: “If we were in a car, you might say we’re motoring along, but well under the speed limit.” That’s despite, as a sixth said, the biggest investors acting “somewhat like feral hogs.” Well, that clears things up.¶ Stocks have recouped much of their losses since the chairman’s original comments, but yields on benchmark 10-year Treasuries remain near their highest level since August 2011. (Bond yields rise when prices fall.) “I’m not in general a big fan of these analogies or metaphors or whatever they are,” says Dean Maki, chief U.S. economist at Barclays (BCS). “At times they oversimplify.”¶Other economists give Bernanke higher marks. “You’re dealing with something that has never been done before,” says Jeremy Siegel, a Wharton School professor of finance, referring to the unprecedented scope of the Fed’s stimulus. “The more analogies you can make that help people conceptualize what is happening, the better.”¶The episode recalls a famous line from Cool Hand Luke, says Drew Matus, a senior economist at UBS (UBS): “What we’ve got here is failure to communicate.” The breakdown, Matus says, may reflect a disagreement about how the Fed’s asset purchases have been stimulating markets. Bernanke says that it’s the $3.5 trillion size of the bank’s balance sheet that matters: Investors can’t buy that stuff while the Fed’s got it, and that increases the value of other assets on the market. Many traders counter that it’s the monthly flow of purchases that matters, which helps explain why just talking about a reduction jolted stock prices and bond yields so much. “The fact is that the Fed speaks a different language than we do,”Matus says. “Wall Street tries pretty hard to understand what the Fed means, for obvious purposes. And we have a fundamental disconnect, in thatno one in the markets believes” the balance sheet theory.¶Now a new source of confusion looms: Economists forecast that unemployment will fall to around 7 percent—the level Bernanke has targeted—in the fourth quarter of this year, significantly before mid-2014, when the chairman has suggested the purchases will stop. “It will definitely pose more communication problems for the Fed,” says Matus. “And once again, those problems will be of its own making.”

Fed might start tapering in a few months

WSJ 12/6 (“Fed Closes In on Bond Exit” http://online.wsj.com/news/articles/SB10001424052702303722104579242614008515066)

Federal Reserve officials are closer to winding down their controversial $85 billion-a-month bond-purchase program, possibly as early as December, in the wake of Friday's encouraging jobs report. Fed Chairman Ben Bernanke will have to build consensus among officials about how soon to pull back on a program that has been the center of market attention for months and whose effectiveness isn't wholly clear. Many are getting more comfortable with starting a delicate process of winding the program down, though disagreements about timing and strategy could emerge, according to public comments and interviews with officials. The Fed's next policy meeting is Dec. 17-18 and a pullback, or tapering, is on the table, though some might want to wait until January or even later to see signs the recent strength in economic growth and hiring will be sustained. On Tuesday, officials go into a "blackout" period in which they stop speaking publicly and begin behind-the-scenes negotiations about what to do at the policy gathering. One important consideration: Are investors prepared for a move? Talk of pulling back earlier this year jarred stock and credit markets. On Friday they seemed to take the prospect of a pullback in stride. 

Fears over cuts in Fed stimulus are causing massive peso volatility

Bloomberg 12/2 (“Mexico Peso Implied Volatility Increases on Fed Stimulus Concern” http://www.bloomberg.com/news/2013-12-02/mexico-peso-implied-volatility-increases-on-fed-stimulus-concern.html)

Mexican peso implied volatility rose to a two-week high as an acceleration in U.S. manufacturing stoked concern the Federal Reserve will cut a stimulus program that has buoyed the Latin American country’s securities. One-month implied volatility on options for the peso, which reflect traders’ projections for price fluctuations, climbed to 11.6 percent at 10:16 a.m. in Mexico City, the highest level on a closing basis since Nov. 12, according to data compiled by Bloomberg. The peso fell 0.9 percent to 13.2282 per dollar. The peso extended losses as a report showed manufacturing unexpectedly grew at a faster pace last month in the U.S., Mexico’s biggest trading partner. Concern that the Fed will pare its $85 billion in monthly bond purchases is overshadowing expectations for faster growth in Mexico’s economy as lawmakers prepare to consider legislation to allow more private investment in the country’s energy industry. “There have been some swings in the market,” Ramon Cordova, a trader at Banco Base SA, said in a telephone interview from San Pedro Garza Garcia, Mexico “It’s related to the stimulus.” The Institute for Supply Management’s U.S. manufacturing index increased in November to 57.3, the highest level since April 2011, from 56.4 a month earlier, the Tempe, Arizona-based group’s report showed today. Readings above 50 indicate growth. The median forecast of 77 economists was 55.1.

There are two Scenarios:

First is the Global Economy – 

Systemically important global banks are on the brink—current devaluation makes growth unsustainable and accesses an internal link to the global economy
Griffin 6/11, Donald Griffin, reporter for Bloomberg News , “Citigroup Facing $7 Billion Hit on Dollar Gain, Peabody Says”, Bloomberg, 6/11/13, http://www.businessweek.com/news/2013-06-11/citigroup-facing-7-billion-currency-hit-on-dollar-peabody-says#p3)

Last June, Peabody said Citigroup’s currency losses could reach $3 billion to $5 billion as the Mexican peso and the Brazilian real slumped against the dollar. The bank posted a $1.6 billion currency loss instead.¶ “I was wrong in magnitude but not direction,” he says now.¶The debate was rekindled as currencies in emerging markets tumbled against the dollar amid speculation that the U.S. economy is improving. The dollar was buoyed anew on June 7 when the U.S. reported May payrolls rose 175,000, with broad-based job gains in industries from retailing and construction to education and health services.¶Federal Reserve Chairman Ben S. Bernanke has said the central bank could reduce its monthly purchases of bonds if the U.S. employment outlook shows “sustainable improvement.” Investors have speculated that would lead to higher interest rates and a stronger dollar.¶ Peso Slides¶The Fed’s buying held down rates and encouraged investors to seek riskier assets with higher yields, such as those in emerging markets. The potentialfor a shift caused investors to sell currencies such as the Mexican peso and the South Korean won, according to Benoit Anne, head of global emerging markets strategy for SocieteGenerale SA (GLE) in London.¶The peso has declined 6 percent against the greenback since May while the won has slid 2.3 percent. The Brazilian real and the Indian rupee have both slumped more than 6 percent. The Turkish lira is down 5.7 percent while the Singaporean dollar has slid 2.1 percent.¶ “The pain at this point is brutal for most emerging-market currencies,” Anne said. “I wouldn’t differentiate. There are laggards and front-runners but ultimately the whole market backdrop is quite negative.” This could also hurt Citigroup, which has operations in more than 100 countries, according to Peabody. The bank had accumulated losses on currencies of $10.6 billion at the end of March after losing $711 million in the first quarter because of swings in the peso, won, yen and British pound, according to a quarterly filing. If his prediction pans out, the lender’s cumulative losses including this year would balloon to almost $18 billion.¶ Accounting Impact¶ Because of accounting rules, currency losses don’t necessarily reduce Citigroup’s reported net income. Instead, they erode book value, a measure of the bank’s worth in a theoretical liquidation after liabilities are subtracted from assets.¶ The losses or gains on foreign exchange appear in “comprehensive income,” a calculation that’s usually explained in the footnotes of a company’s quarterly reports to regulators that firms often file weeks after the more publicized earnings news release.¶ Eroding Capital¶ The impact may be felt in capital levels. The lender includes gains or losses on foreign exchange in Tier 1 capital, which is a key measure for regulators of a bank’s cushion against losses. A multibillion-dollar translation loss could reduce capital buffers just as Michael Corbat, who succeeded Pandit as CEO in October, is trying to build them to comply with new rules, according to Peabody and David Knutson, a credit analyst with Legal & General Investment Management America Inc. in Chicago.¶“In a period of time in which capital is dear and capital growth is vital due to new regulations and prior losses, this lowers the trajectory of their capital-build intentions,” Knutson said.¶ Some events could turn a currency loss into one that reduces net income, such as a devaluation or the sale of a unit overseas. In February, then-Venezuelan President Hugo Chavez ordered his government to weaken the exchange rate by 32 percent to 6.3 bolivars per dollar. Citigroup lost $100 million before taxes as a result, the bank said in a quarterly filing. That followed a $170 million loss in 2010 when Chavez, who died in March, devalued the bolivar by as much as 50 percent. Some events could turn a currency loss into one that reduces net income, such as a devaluation or the sale of a unit overseas. In February, then-Venezuelan President Hugo Chavez ordered his government to weaken the exchange rate by 32 percent to 6.3 bolivars per dollar. Citigroup lost $100 million before taxes as a result, the bank said in a quarterly filing. That followed a $170 million loss in 2010 when Chavez, who died in March, devalued the bolivar by as much as 50 percent.¶ Worst Currency¶ In 2012, the company lost about $1.1 billion before tax when it sold some of its stake in Turkish lender Akbank TAS (AKBNK). The impairment resulted in part from losses tied to the Turkish lira that had previously been counted in comprehensive income, Citigroup said in a filing.¶The bank lost more than $2 billion when Argentina devalued its currency in 2002. Now, 11 years later, the Argentine peso threatens to become the world’s worst-performing currency this year, according to analysts surveyed by Bloomberg.¶ The lender’s investment in the country is subject to “substantial uncertainty,” including the possibility that President Cristina Fernandez de Kirchner could devalue the peso again, the company said in an annual filing in March.¶ Citigroup seeks to reduce or hedge currency losses by buying forwards and futures. These are agreements with counterparties to buy and sell assets such as currencies at a set price and date. The bank held such agreements with a notional value of $88 billion at the end of March, according to a quarterly filing.¶Corbat Retrenches¶ Foreign-exchange losses are among the complexities that Corbat, 53, has inherited as CEO of Citigroup, which got about 36 percent of its $255.6 billion in revenue since 2010 from Latin America and Asia. Currencies that have had a significant impact during that period include the Mexican peso, Polish zloty, Brazilian real, Indian rupee, Russian ruble and Chilean peso, filings show.¶Where his predecessors expanded, Corbat has pulled back. He announced in December that the lender would sell or scale back consumer operations in five nations including Turkey and Pakistan as part of a cost-cutting plan that will eliminate 11,000 jobs. In March, Corbat told attendees at a New York conference he might exit businesses in 21 more countries, which he didn’t identify.¶ Peabody’s take on Citigroup is part of a thesis he crafted late last year that asserts efforts by central banks to stimulate economic recovery will fail and that a recession is coming. The boom in fixed-income products will suffer a “grinding halt” as investors flee and revenue at many of the lender’s businesses will face pressure, he has written. The gloomy scenario echoes another broad call he made in a note to clients on Jan. 17, 2005, days after Citigroup shares closed at the equivalent of $475.10 (C).¶ “We are on the cusp of a potentially deleteriouscredit deterioration cycle” in housing and residential mortgages, Peabody wrote. “Lack of vigilance suggests to us that this credit cycle is likely to catch many unaware and is likely to prove to be more detrimental than currently anticipated.”

The banking sector is key to the economy

Armenta 07, Manuela W. Armenta , “The Financial Sector and economic development: Banking on The role of human capital”, http://www.princeton.edu/jpia/past-issues-1/2007/9.pdf)

To understand why financial sector development, under certain condi- tions, may be positively related to economic growth, it isnecessary to understand the criticalfunction the sector provides to the economy. The financial sector is unique because of the risk and uncertainty faced by both savers and investors (Stiglitz 1998). Savers are often unable to select the investment project that best matches their personal risk appetite and without pooling their money, savers cannot take advantage of increasing returns to scale in investments (Stiglitz 1998).¶ Moreover, individual entrepreneurs or investors commonly lack suf- ficient capital to proceed with projects on their own. Commercial banks provide an intermediation service that brings savers and investors together, theoretically channeling investment funds to the uses that yield the highest rate of return, thus increasing specialization and the division of labor (To- daro 2003). Risk is pooled, transferred, and reduced by commercial banks while liquidity and information increase through the use of progressively more sophisticated financial products and technology. Neoclassical growth models tell us that an increase in the efficient investment of savings in new and innovative projects is one of the main engines of economic growth. ¶ It should be noted that the previous discussion assumes that markets are free from distortionary policies and therefore adjust automatically to economic change. In examining of the utility of liberal markets, McKin- non argues that flows of savings and investment should be voluntary and significantly decentralized in an open capital market at close to equilibrium interest rates (McKinnon 1973). The pro-liberalization literature of the l980s further points out that in order for commercial banks to operate efficiently and profitably in the role described above, financial markets cannot be repressed by government policies, including interest rate ceil- ings, directed lending, and corruption (Todaro 2003). At that time, the consensus that liberal markets were a necessary ingredient in the ‘growth recipe’ gained significant momentum to the extent that market liberaliza- tion often became equated with growth.1¶ Proponents of liberalization are quite correct in pointing out that repres- sive policies and macroeconomic instability can cause severe contractions in the amount of savings and therefore loanable funds. Such contraction often leads to what is referred to as a “credit crunch,” which has the inher- ent danger of leading to a decline in investment (Todaro 2003). Financial repression by developing country governments was widespread up until the 1980s and examples of its negative effects are well-documented. Yet, further research indicates that liberal markets are a necessary, however insufficient, condition for the creation of stable financial markets and sustainable growth.

Global economic decline leads to miscalculation and crisis escalation

Harris and Burrows, ‘09 [Mathew, PhD European History at Cambridge, counselor in the National Intelligence Council (NIC) and Jennifer, member of the NIC’s Long Range Analysis Unit “Revisiting the Future: Geopolitical Effects of the Financial Crisis” http://www.ciaonet.org/journals/twq/v32i2/f_0016178_13952.pdf]

Increased Potential for Global Conflict Of course, the report encompasses more than economics and indeed believes the future is likely to be the result of a number of intersecting and interlocking forces. With so many possible permutations of outcomes, each with ample Revisiting the Future opportunity for unintended consequences, there is a growing sense of insecurity. Even so, history may be more instructive than ever. While we continue to believe that the Great Depression is not likely to be repeated, the lessons to be drawn from that period include the harmful effects on fledgling democracies and multiethnic societies (think Central Europe in 1920s and 1930s) and on the sustainability of multilateral institutions (think League of Nations in the same period). There is no reason to think that this would not be true in the twenty-first as much as in the twentieth century. For that reason, the ways in which the potential for greater conflict could grow would seem to be even more apt in a constantly volatile economic environment as they would be if change would be steadier. In surveying those risks, the report stressed the likelihood that terrorism and nonproliferation will remain priorities even as resource issues move up on the international agenda. Terrorism’s appeal will decline if economic growth continues in the Middle East and youth unemployment is reduced. For those terrorist groups that remain active in 2025, however, the diffusion of technologies and scientific knowledge will place some of the world’s most dangerous capabilities within their reach. Terrorist groups in 2025 will likely be a combination of descendants of long established groups_inheriting organizational structures, command and control processes, and training procedures necessary to conduct sophisticated attacks_and newly emergent collections of the angry and disenfranchised that become self-radicalized, particularly in the absence of economic outlets that would become narrower in an economic downturn. The most dangerous casualty of any economically-induced drawdown of U.S. military presence would almost certainly be the Middle East. Although Iran’s acquisition of nuclear weapons is not inevitable, worries about a nuclear-armed Iran could lead states in the region to develop new security arrangements with external powers, acquire additional weapons, and consider pursuing their own nuclear ambitions. It is not clear that the type of stable deterrent relationship that existed between the great powers for most of the Cold War would emerge naturally in the Middle East with a nuclear Iran. Episodes of low intensity conflict and terrorism taking place under a nuclear umbrella could lead to an unintended escalation and broader conflict if clear red lines between those states involved are not well established. The close proximity of potential nuclear rivals combined with underdeveloped surveillance capabilities and mobile dual-capable Iranian missile systems also will produce inherent difficulties in achieving reliable indications and warning of an impending nuclear attack. The lack of strategic depth in neighboring states like Israel, short warning and missile flight times, and uncertainty of Iranian intentions mayplace morefocus on preemption rather than defense, potentially leading to escalating crises. 36 Types of conflict that the world continues to experience, such as over resources, could reemerge,particularly if protectionism grows and there is a resort to neo-mercantilist practices. Perceptions of renewed energy scarcity will drive countries to take actions to assure their future access to energy supplies. In the worst case, this could result in interstate conflicts if government leaders deem assured access to energy resources, for example, to be essential for maintaining domestic stability and the survival of their regime. Even actions short of war, however, will have important geopolitical implications. Maritime security concerns are providing a rationale for naval buildups and modernization efforts, such as China’s and India’s development of blue water naval capabilities. If the fiscal stimulus focus for these countries indeed turns inward, one of the most obvious funding targets may be military. Buildup of regional naval capabilities could lead to increased tensions, rivalries, and counterbalancing moves, but it also will create opportunities for multinational cooperation in protecting critical sea lanes. With water also becoming scarcer in Asia and the Middle East, cooperation to manage changing water resources is likely to be increasingly difficult both within and between states in a more dog-eat-dog world.

Broad studies prove our argument

Royal, ‘10 [2010, Jedediah Royal is the Director of Cooperative Threat Reduction at the U.S. Department of Defense, “Economic Integration, Economic Signaling and the Problem of Economic Crises, Economics of War and Peace: Economic, Legal and Political Perspectives”, ed. By Goldsmith and Brauer, p. 213-215]
Less intuitive is how periods of economic decline may increase the likelihood of external conflict. Political science literature has contributed a moderate degree of attention to the impact of economic decline and the security and defence behaviour of interdependent stales. Research in this vein has been considered at systemic, dyadic and national levels. Several notable contributions follow. First, on the systemic level. Pollins (20081 advances Modclski and Thompson's (1996) work on leadership cycle theory, finding that rhythms in the global economy are associated with the rise and fall of a pre-eminent power and the often bloody transition from one pre-eminent leader to the next. As such, exogenous shocks such as economic crises could usher in a redistribution of relative power (see also Gilpin. 19SJ) that leads to uncertainty about power balances, increasing the risk of miscalculation (Fcaron. 1995). Alternatively, even a relatively certain redistribution of power could lead to a permissive environment for conflict as a rising power may seek to challenge a declining power (Werner. 1999). Separately. Pollins (1996) also shows that global economic cycles combined with parallel leadership cycles impact the likelihood of conflict among major, medium and small powers, although he suggests that the causes and connections between global economic conditions and security conditions remain unknown. Second, on a dyadic level. Copeland's (1996. 2000) theory of trade expectations suggests that 'future expectation of trade' is a significant variable in understanding economic conditions and security behaviour of states. He argues that interdependent states arc likely to gain pacific benefits from trade so long as they have an optimistic view of future trade relations. However, if the expectations of future trade decline, particularly for difficult to replace items such as energy resources, the likelihood for conflict increases, as states will be inclined to use force to gain access to those resources. Crises could potentially be the trigger for decreased trade expectations either on its own or because it triggers protectionist moves by interdependent states.4 Third, others have considered the link between economic decline and external armed conflict at a national level. Mom berg and Hess (2002) find a strong correlation between internal conflict and external conflict, particularly during periods of economic downturn. They write. The linkage, between internal and external conflict and prosperity are strong and mutually reinforcing. Economic conflict lends to spawn internal conflict, which in turn returns the favour. Moreover, the presence of a recession tends to amplify the extent to which international and external conflicts self-reinforce each other (Hlomhen? & Hess. 2(102. p. X9> Economic decline has also been linked with an increase in the likelihood of terrorism (Blombcrg. Hess. & Wee ra pan a, 2004). which has the capacity to spill across borders and lead to external tensions. Furthermore, crises generally reduce the popularity of a sitting government. "Diversionary theory" suggests that, when facing unpopularity arising from economic decline, sitting governments have increased incentives to fabricate external military conflicts to create a 'rally around the flag' effect. Wang (1996), DcRoucn (1995), and Blombcrg. Hess, and Thacker (2006) find supporting evidence showing that economic decline and use of force arc at least indirecti) correlated. Gelpi (1997). Miller (1999). and Kisangani and Pickering (2009) suggest that Ihe tendency towards diversionary tactics arc greater for democratic states than autocratic states, due to the fact that democratic leaders are generally more susceptible to being removed from office due to lack of domestic support. DeRouen (2000) has provided evidence showing that periods of weak economic performance in the United States, and thus weak Presidential popularity, are statistically linked lo an increase in the use of force. In summary, rcccni economic scholarship positively correlates economic integration with an increase in the frequency of economic crises, whereas political science scholarship links economic decline with external conflict al systemic, dyadic and national levels.' This implied connection between integration, crises and armed conflict has not featured prominently in the economic-security debate and deserves more attention.

Economic rationality is inevitable --- individuals will always attempt to survive off of limited resources. 
Shughart, 2006 (William, Professor of Economics at the University of Mississippi, "Terrorism in rational choice perspective," No date listed, latest citation from 2006 home.olemiss.edu/~shughart/Terrorism%20in%20rational%20choice%20perspective.pdf]

In the economist’s model of rational human behavior, all individuals are assumed to be motivated by self-interest. They seek to maximize their senses of personal well-being, or utility, an objective that includes not only the satisfaction derived from consuming goods and services purchased on the market, but also the psychic pleasure associated with the attainment of any other desired end. What is of chief importance here is that self-interest is not to be understood narrowly as selfishness; the aim of economically rational economic man (or woman) is not solely to maximize private income or wealth. Other-regarding preferences indulged by actions such as providing aid and comfort to family and friends, bestowing charity on strangers orsupporting a revolutionary cause fall within the ambit of the rational-choice model. So, too, does striving to gain entrence to a believed-in afterlife. Faced with a limited budget and unlimited wants, the problem confronting abstract economic man simply is to select the particular combination of market and non-market goods that, in the chooser’s own judgment, yields the greatest possible level of satisfaction. Terrorists are rational actors on that definition. Rationality in the spirit of Homooeconomicus is not necessarily to be found in terrorists’ stated intentions, though. Indeed, living in a “fantasy world” (Laqueur 1999, p. 28), the Red Army Faction (Baader-Meinhof Group), Italy’s BrigateRosse, France’s Action Directe and other left-wing terror groups of the 1960s and 1970s generally had no well-articulated purposes beyond “destruction of the current Western system” of liberal democracy (Kellen 1990, p. 55) and no practical plans for replacing it, except perhaps, as in the pipedreams of their Russian nihilist forebears, with a “universally all human social republic and harmony” (Dostoevsky [1872] 1994, p. 53). But terrorists are rational in two important means-ends senses. First, while the globe is terrorist-target rich, theresources commanded by individual terrorists and terrorist groups unavoidably are limited. Every terrorist faces a budget constraint and, whether acting alone or in concert with others, consequently must deploy money, munitions and manpower cost-effectively, allocating the available resources over time and space so as to maximize terrorism’s net returns, in whatever form those returns are expected to materialize. Second,terrorists respond rationallyto measures taken to counter them. When some targets are hardened, they shift attention to softer ones. If a country elevates its counterterrorist efforts, terrorists move their operations to less vigilant states. Terrorists, in short, behave as if they areguided by the same rational-choice calculus that animates human action in more ordinary settings. They evaluate the alternatives available to them and choose the option that promises the largest expected benefit relative to cost; they respond, moreover, “in a sensible and predictable fashion to changing risks” (Enders and Sandler 2006, p. 11) and, one might add, to changing rewards. Many of the causes and consequences of terrorism are, in short, amenable to explanation by the economist’s model of demand and supply.

Economics describe the world --- Err aff --- Historical analysis proves any alternative dooms us to disastrous consequences. 
Morriss, 2008  (Andrew, University of St. Thomas Law Journal, Volume 5, Issue 1 2008 Article 8, “The Necessity of Economics: The Preferential Option for the Poor, Markets, and Environmental Law,” http://ir.stthomas.edu/cgi/viewcontent.cgi?article=1140&context=ustlj)

Economics offers many insights into how the world around us works, much more than would be possible to summarize even in a full-length law review article with many footnotes. s From among those many insights, I have selected three "propositions" that demonstrate the fundamental points that economics is necessary, but not sufficient, to address environmental issues and that economics is necessary, but not sufficient, to reconcile the obligations of faith toward the poor and the need to protect the environment. By "propositions" I mean fundamental truths about human behavior and the natural world that we ignore at our peril, truths as basic as the laws of gravity or humanity's susceptibility to sin. We can write statutes or regulations that ignore these-and Congress, legislatures, and regulators the world over frequently do-but such measures risk the same fatal results as bridges built without accounting for gravity. These propositions I will offer are economic "theory," but they are theory in the sense that the laws of gravity are a theory and are founded upon economic insights spanninghundreds of years of careful analyses, testing of hypotheses, and rigorous debates. That does not mean all economists agree on all policy implications or that every prediction by an economist comes true. It does mean that the core principles of the discipline are not mere matters of opinion and that economics is not a "point of view" to be accorded equal weight with folk tales or political preferences. All theories of how the world works are not equal -some work better than others and the ones that work deserve greater weight in policy debates than the ones that do not. Economics' great strength is that it is a concise and powerful theory that explainsthe world remarkably well. Those who ignore its insights are doomed to fail. Proposition 1: TANSTAAFL Science fiction author Robert Heinlein coined the phrase "TANSTAAFL" as a shorthand way of saying "There Ain't No Such Thing As A Free Lunch" in his classic 1966 science fiction novel The Moon is a Harsh Mistress, in which he described a revolution by residents of lunar colonies against oppressive governments on Earth in 2076. 6 Heinlein had the revolutionaries emblazon TANSTAAFL on their flag and wove the principle through the free lunar society he imagined-a place where even air cost people money. "No free lunch" means that everything costs something. Everything. No exceptions. At a minimum, if I spend my time doing one activity, I cannot spend that time doing something else. Economists refer to the idea that resources devoted to one activity are unavailable for other activities as "opportunity cost." If we do X, we cannot use those resources to do Y. The failure to recognize that there is an opportunity cost to committing resources to any given use can have disastrous consequences because when we do not recognize that our actions have costs we cannot intelligently consider our alternatives. And if we cannot assess the costs and benefits of our alternatives, we cannot make reasoned choicesamong them. 7 In short, tradeoffs matter, and we need to pay attention to them.
Second is the Mexican Economy – 

Higher interest rates disrupt the bond market—Mexican intervention backfires and crushes Latin American liquidity

-US interest rates rising

-Triggers Mexican peso devaluation, triggers capital controls (internal link)

LF 7/2/13—staff writer citing multiple emerging market economists, “Prep for Extended Volatility, warn experts”, Latin Finance, 7/2/13, http://www.latinfinance.com/Article/3226264/Prep-for-extended-volatility-warn-experts.html?ArticleId=3226264)

Latin ﬁnancial markets must dig in for an extended period of volatility as policymakers grapple with the fallout — including on local currencies, prices and interest rates — of rising US Treasury yields, leading experts have warned. Guillermo Calvo, a former IDB chief economist, said that domestic interest rates could rise sharply as liquidity dries up.‘The whole bonanza period and the prices of bonds in the region are very much due to external factors.¶ Once those factors threaten to change — and we've seen this before, in 1994 for example —themarkets can get very nervous and this can have a very strong liquidity effect on the region and have an impact on interest rates in particular,‘ he said. lnvestors have sharply readjusted allocations away from emerging markets in recent months in anticipation of normalizing US monetary policy, driving long-term US interest rates up and Latin currencies down. But Calvo, co-author with Carmen Reinhan of a seminal study on the impact of US interest rates on capital¶ flows to Latin America, said authorities in the region could be forced to hike interest rates as they move to defend their currencies.¶ Brazil faces the most pressing macro challenges, he said. 'l see Brazil, for example, being reluctant for its¶ currency to devalue because they feel there's going to be very quick transmission from devaluation into¶ inflation. The last thing they want now is inflation,‘ he said. ‘The moment the market realizes that they are starting to lose reserves— even though they have a bundle¶ of reserves — that could feed into higher interest rates at home. That feeds into the ﬁscal deﬁcit, which is still¶ a problem for them. So they may get into the vicious cycle in which they were immersed in the 1960s. '¶Calvo added that heightened policy uncertainty across the region remained the biggest risk. ‘The factor that is crucial to the story is: what will governments do if the situation worsens? They haven't been tried by ﬁre.¶'l'm afraid they will start resorting to old-fashioned policies of intervention and capital controls. If the market factors that in, this can become deadly. In that case, no one in their sane mind will buy Latin American bonds because all ofa sudden these ﬁrms won't be able to repay because of capital controls. The impact of higher US Treasury yields—which by Monday had hit2.5%, 64 basis points higher than at the start of the year— is already being felt in Latin markets. Analysts at ltauUnibanco have raised their inflation expectations for Mexico this year by 10 basis points to 3.6%, saying thedevaluation of Mexico's currency has been ‘more intense and longer lasting that we previously thought‘. The peso, which had been strengthening all year, reversed the trend sharply in early May. Investors dropped the currency, pushing it down from 11.96 pesos to the dollar on May 6 to 13.31 in late June, although it has since retraced some of the fall, trading at 12.96 pesos to the dollar on Tuesday. 

Mexican exchange crisis would cause economic collapse 

Mishkin 99

Frederic S. Mishkin, American economist and professor at the Columbia Business School. He was a member of the Board of Governors of the Federal Reserve System, “Lessons from the Tequila Crisis”, Journal of Banking & Finance, 1999)

The first implication is that, in contrast to what happens in most

industrialized countries, in emerging market countries a foreign exchange crisis is a major precipitating factor that leads to a financial crisis. To see this, we must understand what a financial crisis is all about. In recent years, a modern, asymmetric information, theory of financial crises has been devel- oping. 2 The basic idea of this theory is that a financial crisis is a situation in which information flows in financial markets get disrupted so that financial markets cannot do their job: i.e., financial markets are no longer able to efficiently channel funds to those who have the most productive investment opportunities. When this happens, the result is a sharp drop in investment, both business and household and a sharp contraction in economic activity.¶So how does a foreign exchange crisis lead to a financial crisis? With debt contracts denominated in foreign currency, when there is a large unanticipated depreciation or devaluation of the domestic currency, the debt burden of domestic firms shoots up sharply. Since assets of these firms are typically denominated in domestic currency, there is no matching rise in the value of assets when the value of the liabilities rise, so there is a sharp deterioration of firms' balance sheets and a large decline in net worth. When firms have less net worth, asymmetric information problems in financial markets increase and can lead to a financial crisis and a sharp contraction in economic ac- tivity.¶There are several reasons why the decline in net worth stemming from an exchange rate crisis can provoke a financial crisis and depression. First, net worth performs a role similar to that of collateral which helps reduce adverse selection problems in credit markets. If a firm has a decline in net worth, lenders have less to grab on to if the firm defaults on its debt and so will not want to lend it. In addition, with less net worth, a firm is more likely to default because it has a smaller cushion of assets that it can use to pay of its debt.¶ An even more important reason why firms will have less access to credit when their net worth deteriorates is that a decline in net worth increases the incentives for firms to engage in moral hazard. Less net worth means that firms now have less at stake and thus less to lose if they default on their loans. Therefore, the incentives for them to take on a lot of risk becomes very high. The most extreme case of this moral hazard occurs when net worth declines so much that a firm is insolvent. Then the firm has tremendous incentives to make huge bets in the hope of getting out of the hole. Thus lenders have an additional reason for shying away from lending to firms when their net worth declines. A deterioration in firms' balance sheets resulting from a collapse of the domestic currency thus increases adverse selection and moral hazard problems in financial markets which cuts of lending, provokes a financial crisis and produces a severe decline in economic activity. A foreign exchange crisis can also precipitate a banking crisis, with additional devastating effects on the economy. The fact that private debt is often denominated in foreign currencies in emerging market countries is a key to understanding how a foreign exchange crisis helps produce banking crises which are so harmful to these countries. Because of prudential regulations which force banks to match the value of assets and liabilities denominated in foreign currencies, it is not obvious that depreciation of the domestic currency should adversely affect bank balance sheets. 3 However, this is not the case. Although the matching of foreign-denominated assets and liabilities makes it appear that banks have no market risk from exchange rate changes, in effect they do. When a devaluation occurs, although the value of foreign-denominated assets looks like it rises to match the increase in foreign-denominated liabilities, it does not. In emerging market countries such as Mexico, banks' foreign-denominated assets are typically dollar loans to domestic firms. As we have seen, when there is a devaluation, the firms with these dollar loans suffer a severe deterioration in their balance sheets because the value of their liabilities denominated in foreign currency shoots up, while the value of their assets denominated in domestic currency does not. The result is that these borrowers from banks are unable to pay back their loans and so banks find that as their dollar-denominated liabilities rise in value, their dollar-denominated loans, if anything, are likely to fall in value. Thus, the currency devaluation leads to a deterioration in banks' balance sheets because the foreign exchange risk for borrowers is converted to a credit risk for banks that have made the foreign currency denominated loans.
Mexican economic decline causes a flood of refugees, resulting in border terrorism

Michael Brown 9, Undersecretary of Emergency Preparedness and Response in the Department of Homeland Security, “Border Control: Collapse of Mexico Is A Homeland Security & National Security Issue,” 1/14, http://michaelbrowntoday.com/journal/2009/1/15/border-control-collapse-of-mexico-is-a-homeland-security-nat.html
By failing to secure the borders and control immigration, we have opened ourselves up to a frightening scenario. The United States could face a flood of refugees from Mexico if it were to collapse, overwhelming state and local governmentsalong the U.S.-Mexico border. During a time of economic duress, the costs would be overwhelming and would simply add to the already burgeoning costs at the federal level. Immigration and border control never was nor should it ever be about racism. Immigration and border control are national security and homeland security issues. Sleeper cells from numerous terrorist groups could, and probably already have, infiltrated the United States, just laying in wait to attack at an appropriately vulnerable time.

Al Qaeda’s planning a bioterrorist attack on the U.S. via the US-Mexico border – 330,000 Americans will die within the first hour

Washington Times 9 [“EXCLUSIVE: Al Qaeda eyes bio attack from Mexico,” June 3, 2009, http://www.washingtontimes.com/news/2009/jun/3/al-qaeda-eyes-bio-attack-via-mexico-border/?page=all]

U.S. counterterrorism officials have authenticated a video by an al Qaeda recruiter threatening to smuggle a biological weapon into the United States via tunnels under the Mexico border, the latest sign of the terrorist group’s determination to stage another mass-casualty attack on the U.S. homeland.¶The video aired earlier this year as a recruitment tool makes clear that al Qaeda is looking to exploit weaknesses in U.S. border security andalso is willing to ally itself with white militia groups or other anti-government entities interested in carrying out an attack inside theUnited States, according to counterterrorism officials interviewed by The Washington Times. The officials, who spoke only on the condition they not be named because of the sensitive nature of their work, stressed that there is no credible information that al Qaeda has acquired the capabilities to carry out a mass biological attack although its members have clearly sought the expertise.¶The video first aired by the Arabic news network Al Jazeera in February and later posted to several Web sites shows Kuwaiti dissident Abdullah al-Nafisi telling a room full of supporters in Bahrain that al Qaeda is casing the U.S. border with Mexico to assess how to send terrorists and weapons into the U.S.¶“Four pounds of anthrax — in a suitcase this big — carried by a fighter through tunnels from Mexico into the U.S. are guaranteed to kill 330,000 Americans within a single hourif it is properly spread in population centers there,” the recruiter said. “What a horrifying idea; 9/11 will be small change in comparison. Am I right? There is no need for airplanes, conspiracies, timings and so on. One person, with the courage to carry 4 pounds of anthrax, will go to the White House lawn, and will spread this ‘confetti’ all over them, and then we’ll do these cries of joy. It will turn into a real celebration.”¶In the video, obtained and translated by the Middle East Media Research Institute, al-Nafisi also suggests that al Qaeda might want to collaborate with members of native U.S. white supremacist militias who hate the federal government.

A recent influenza strain was created that would cause extinction – this is comparatively the WORST impact

Prado 12 (Mark Evan, a physicist in the Washington, D.C. region working for the Pentagon in advanced planning in the space program, citing: The Office of Biological Activities (OSB), a division of the US government's National Institute of Health (NIH) which promotes science, safety, and ethics in biotechnology, “Human Extinction by Biotechnology and Nanotechnology”, http://www.permanent.com/human-extinction-biotechnology-nano.html)

As biotechnology has advanced, so has the power of the individual. In the past century, it took a country or rogue organization, a lot of money, and special skills to create a weapon of mass destruction (WMD). Now, it takes just one person, the internet, and a small cheap lab.¶ Instead of "Weapons of Mass Destruction (WMD)", we are faced with "Weapons of Mass Extinction (WME)". For example, in 2011, in a surprise address to the Biological Weapons Convention in Geneva, U.S. Secretary of State Hillary Clinton stated: "Less than a year ago, al Qaeda in the Arabian Peninsula made a call to arms for, and I quote, 'brothers with degrees in microbiology or chemistry to develop a weapon of mass destruction.'"Clinton-UN¶ She also officially acknowledged the generally accepted situation that "A crude but effective terrorist weapon can be made by using a small sample of any number of widely available pathogens, inexpensive equipment, and college-level chemistry and biology" and noted that "it is not possible, in our opinion, to create a verification regime" for preventing biological weapons.¶ This came just a few months after two independent developments -- a scientist in the Netherlands, and a team led by a Japanese scientist at the University of Wisconsin -- both announced that they had created viruses in the laboratory which are far more virulent than anything which had occurred naturally, potentially the most deadly virus ever faced by humans. Both were created by modifying the H5N1 Bird Flu virus in the laboratory. These scientists were apparently planning to publish their research openly soon after Clinton's address. The US government's National Science Advisory Board for Biosecurity (NSABB), a division of the National Institute of Health (NIH) requested they not publish the details. The NSABB has no legal authority, and is only an advisory organization. The authors disagreed with the decision but agreed to adhere to it. All the authors had already received funding from the NIH and it might be presumed they would continue to receive funding... unless they did not follow the request.¶ After also being contacted by the NSABB, the two scientific journals, Nature and Science (two highly established journals), still planned to publish the two papers minus some of the details. The journal Science stated it would agree with the NSABB to refrain from publishing the details only if the government created a system whereby scientists worldwide could access the details if they had a legitimate need to know the information. However, at least one of the scientists had already presented his work at a major conference. SciAm-Albert¶ Indeed, the editor of Science Magazine said "“This finding shows it’s much easier to evolve this virus to an extremely dangerous state where it can be transmitted in aerosols [i.e., by coughing or sneezing] than anybody had recognized.” NYTimes-1220¶ In 2011, folks. Imagine, as this news spreads around, and as technology advances even further, what the world will be like in 2020. Scientists are already saying it's not a matter of "if" but one of "when".¶ These kinds of things cannot be kept secret. They will spread. Indeed, such news announcements stimulate interest. You can be sure that the news media will broadcast such gains very prominently, because it sells their service and makes them money, and can selfishly rationalize away the greater interests of our species.¶ Keeping this kind of research secret is difficult. Pharmaceutical companies pay scientists for information and cooperation all the time. Others can pay scientists as well. There are still many scientists who rationalize their research as "not that dangerous" and/or is important for "defensive" purposes (kind've like other arms races) in order to promote their paid work, and when money is offered, many people can rationalize even more. It may not matter whether the money is offered by a pharmaceutical company or just a visiting consultant.¶ It could even be an undercover agents posing as pharmaceutical company staff, either a front company or faked, or even a plant into a legitimate company, university, computer center, or other organization. Indeed, what percentage of people really verify an identity on a business card, and check with the boss of the person? Beyond that, people just talk, out of ego, curiosity, open scientific dialogue, or soliciting work. Graduate students and other young people often brag about their knowledge in casual conversations, or job interviews. It's easy to find out what research people are doing, and people and places can be targeted undercover.¶ University laboratories, offices, and homes are often not locked or secured well. If necessary, most locks can be picked easily by somebody trained in standard locksmith skills. Most trash isn't shredded. Hired thieves don't even need to know what they're stealing and can be told a ruse, but money talks. And many victim companies and laboratories would cover up a break-in or leak, out of fear it would tarnish their reputation and reduce funding, as well as threaten individual jobs and well being. This kind of espionage has been going on for decades by professionals, normally undetected. It's just becoming much more deadly and easier for an individual or a small group to do on a shoestring budget.¶ This is not news, but has been known for decades by a tiny percentage of people. What is lacking is broader recognition, acceptance, and interest in bioweapons.¶ PERMANENT was created in 1985 while I was working for the Pentagon in advanced planning in space "defense" systems. From also reviewing "nuclear, biological, and chemical(NBC)" weaponsand other things at that time and before, it was abundantly clear to many of us that a much greater threat to the world, actually to our species, was biological weapons. In one way, it was good that nations were wasting their money and focus on nuclear, robotic, and more conventional weapons, which do not create existential risks, rather than on biological weapons.¶ While it was good experience to be working on advanced planning in the space program, there was very little interest in top government circles in space colonization, mainly just interest in the next money contracts, and overblown fear of the Soviets at that time was a successful formula for getting funding. Fear extinct -- before our own technological advances destroy us -- usually got a reinforced brushoff and often snide remarks. I mainly stuck to the engineering and scientific studies relevant to PERMANENT, with a general theme of space industrialization for sustainable profits, and space colonization following that.¶ The hottest topics were related to space tourism whereby we could go to space for selfish reasons for a vacation, such as private earth launchers. Advocates of private earth launch stated that we needed to get the cost of launch down via their private projects before space resources would become economical. (Baloney, as I discuss elsewhere on this website.)¶ When writing the PERMANENT book, I buried the biotechnology / supervirus / extinction threats in the Introduction (see, for example, page iii, under the section title Why. (That was published in 1998.)¶ At the turn of the millenium, I was actually out of money, due to spending my savings to write the PERMANENT book and website for outreach, as well as the expenses of ordering scientific publications and other important basic items, plus mailing copies of the book to wealthy people (at our expense, and we had to find them first) ... all while forgoing many opportunities to go out and make money instead for myself. While the website attracted huge numbers of visitors and a whole lot of traffic, not many people were willing to make any financial donation, and the overall support was very disappointing. My dot com bubble burst.¶ So, hardly able to survive, many years of working on PERMANENT website ground to a crawl, and the rest of PERMANENT was frozen for the most part, except for Sam Fraser's volunteer artistic overhaul in 2001. I had to go out and make money in the usual ordinary ways in the world.¶ Some time before this, in the year 2000, I moved the extinction risk and the responsibility of our generation up to the very top of the home page. "In all geologic time, our generation will be the one to get mankind off our lonely planetary cradle. It is a race against time, before biotechnology makes mankind extinct, or nanotechnology destroys Earth's biosphere, suddenly."¶ You can see a year 2000 version of this (before Sam's artistic overhaul) on the Way Back Machine's archival page on PERMANENT.¶ Then came the year 2001. 

Terrorists are already stealing the material for nukes now – it’s not a question of IF the attack will occur, but WHEN

NPR 12 (Quoting: Matthew Bunn, associate professor at Harvard University's John F. Kennedy School of Government, “Report Examines Effort To Secure Loose Nukes”, http://www.npr.org/2012/03/26/149411800/report-examines-effort-to-secure-loose-nukes, 3/26/12)

As Mike Shuster said a moment ago, the main subject of the summit in South Korea is the problem ofpotentiallyinsecure nuclear materials around the world. For short, loose nukes. In April 2009, President Obama called for a global effort to secure all vulnerable nuclear material around the world in four years.¶Well, on the eve of the Seoul Summit, the Belfer Center for Science and International Affairs at Harvard's Kennedy School has released a progress report on that four-year effort. And joining us is one of the authors, Matthew Bunn, a former White House staffer who's now at Harvard and is a specialist on this issue. Welcome to the program once again.¶ DR. MATTHEW BUNN: Good to be here.¶ SIEGEL: And first, what's encouraging in your progress report is that you actually find there has been some progress. How do you measure that progress?¶ BUNN: Well, it's a hard thing to measure the progress. But we look at those stocks of nuclear material or nuclear weapons that seem to us to pose some of the highest risks. And we say, is something being done to reduce that risk and is it significant? And we find that for most of the highest risk stocks, the answer is yes.¶ For example, Ukraine just got rid of all of the weapons-usable nuclear material on its soil. The one area where we said, you know, there is progress on nuclear security but the things that threaten that nuclear security are growing even faster, and so the risk is getting worse and not better, was Pakistan.¶ SIEGEL: That's right. In assessing the three highest-risk nuclear stockpiles, you report significant progress and risks that are either stable or declining in Russia and in research reactors around the world. But when the subject is Pakistan, your report is a lot more disturbing.¶ BUNN: Well, Pakistan has a small and well-guarded nuclear stockpile. But that stockpile faces huge threats, both from insiders who might help steal nuclear weapons or materials, and from outsiders who might attack. There were well-armed, well-trained outsiders who attacked Pakistani military headquarters and a Pakistani military base, in both cases apparently with inside information. And you worry about that kind of attack taking place at a nuclear weapons storage site.¶ SIEGEL: Well, your report acknowledges a kind of a paradoxical irony here, which is you talk about that. And the Pakistanis come to regard a U.S. strike to secure their nuclear arsenal as one of their vulnerabilities. And they become even more opaque and less cooperative about their nuclear program.¶ BUNN: That's absolutely true. The Pakistanis won't let, for example, U.S. experts go to their nuclear sites because they're afraid if we knew where they were we'd be tempted to seize their nuclear stockpiles. I think Pakistan is an ongoing concern in part because their stockpile is also the fastest-growing in the world. They're making more and more as we try to lock this material down. So, there's a lot to be done to reduce the risks in Pakistan.¶ SIEGEL: Since, let's say, the breakup of the Soviet Union, how close have we come to somebody effectively - to the extent that we know it's happened - stealing materials with which one could make a nuclear weapon?¶ BUNN: We know that the theft of potential nuclear bomb material, that is highly enriched uranium or plutonium, is not a hypothetical worry, it's an ongoing reality. There are about 20 well-documented cases in the unclassified record, more in the classified record, of seizure of real highly enriched uranium or real plutonium that have been stolen.¶ And the most recent one of those was just last year in Moldova. And that case was particularly distressing because the Moldovan authorities say that they have information that smugglers, as yet uncaught, still have a substantial chunk of this highly enriched uranium.¶
Terrorists are coming through the border and they are bringing WMDs

McCaul ’12 (MICHAEL T. McCAUL CHAIRMAN UNITED STATES HOUSE COMMITTEE ON HOMELAND SECURITYSUBCOMMITTEE ON OVERSIGHT, INVESTIGATIONS, AND  MANAGEMENThttp://homeland.house.gov/sites/homeland.house.gov/files/11-15-12-Line-in-the-Sand.pdf November 2012 “A LINE IN THE SAND: COUNTERING CRIME,  VIOLENCE AND TERROR AT THE SOUTHWEST BORDER”)
¶Terrorism remains a serious threat to the security of the UnitedStates. The Congressional ¶ Research Service reports that between September 2001 and September 2012, there have been 59 ¶ homegrown violent jihadist plots within the United States. Of growing concern and potentially a  more violent threat to American citizens is the enhanced ability of Middle East terrorist¶organizations, aided by their relationships and growing presence in the Western Hemisphere, to¶exploit the Southwest border to enter the United States undetected. This second edition ¶emphasizes America’s ever-present threat from Middle East terrorist networks, their increasing  presence in Latin America, and the growing relationship with Mexican DTOs to exploit paths into the United States. In May of 2012, the Los Angeles Times reported that intelligence gleaned from the 2011 raid on¶ Osama bin Laden’s compound indicated the world’s most wanted terrorist sought to use¶operatives with valid Mexican passports who could illegally cross into the United States to¶conduct terror operations.3¶ The story elaborated that bin Laden recognized the importance of al ¶ Qaeda operatives blending in with American society but felt that those with U.S. citizenship who ¶ then attacked the United States would be violating Islamic law. Of equal concern is the¶possibility to smuggle materials, including uranium, which can be safely assembled on U.S. soil¶into aweapon of mass destruction.¶ Further, the standoff with Iran over its nuclear program, and the uncertainty of whether Israel ¶ might attack Iran drawing the United States into a confrontation, only heightens concern that Iran ¶ or its agents would attempt to exploit the porous Southwest border for retaliation. 

Building a weapon is surprisingly easy – it’s just a question of nuclear material

Maerli2k(Morten Bremer Science Program Fellow, Center for International Security and Cooperation, Stanford University, Quoting: Luis W. Alvarez, prominent nuclear weapons scientist for Manhattan Project, “Relearing the ABCs: Terrorists and ‘Weapons of Mass Destruction;.” THE NONPROLIFERATION REVIEW, Summer-2K, p. 111-112.)

A striking parallel can be seen in the discussion surrounding crude nuclear weapons production and whether sub-national groups will succeed in producing them.  Unsuccessful state nuclear programs (e.g., the Iraqi’s are often cited as evidence of the difficulties of establishing reliable nuclear weapons programs.  Unfortunately, this line of reasoning may lead to underestimating the threat from nuclear terrorists.  It is important to recognize the technical opportunities available and the limited skills required for the successful production of a crude nuclear explosive device.  In fact, there is a good deal of misunderstanding about the ease with which a sub-national group could fabricate a nuclear explosive.  As with biological weapons, no basic research is required to construct a nuclear weapon.  Luis W. Alvarez, a prominent nuclear weapons scientist in the Manhattan Project, has argued that it is not difficult to set off explosive usinghighly enriched uranium (HEU). With modern weapons-grade uranium, the background neutron rate is so low that terrorists, if they have such materials, would have a good chance of setting off a high-yield explosion simply by dropping one half of the material onto the other half.  Most people seem unaware that if separated HEU is at hand it’s a trivial job to set off a nuclear explosion… [and] even a high school kid could make a bomb in short order.Not all weapons scientists would go so far as to argue  that a high school student could make a bomb, but the technical capabilities to set off an explosion using nuclear materials shouldcertainlybe considered as within reach forsometerrorists.  Moreover, terrorists may also be attracted to a crude nuclear weapons option due to the low radiation levels associated with HEU.  In contrast to biological materials for weapons, fresh (unirradiated) uranium material can be handled unshielded without protective measures.  HEU thus provides a convenient material for weapons production for groups with limited resources and no access to advanced laboratories. Uranium was indeed the material of choice for both the Hiroshima bomb and the South African nuclear weapons program.  “Little Boy,” the HEU bomb the United States dropped on Hiroshima in 1945, was triggered by a simple “gun” mechanism.  A small, slug shaped piece of uranium was fired down a barrel into a larger, cup-shaped piece of heu.  This elementary design generated a destructive force of about 15 kilotons (kt)—the equivalent of 15,000 tons of TNT.  South Africa produced six nuclear devices based on the simple uranium gun-type principle while under the constraints of an international embargo, and thus having to rely on its own resources. The nuclear weaponsproduced more than 50 years ago represented sophisticated technology and science at that time.  Today these weapons are not only old, they are primitive.  Their designs are well knownform the scientific literature.  Even lectures that were given to the physicists of the Manhattan Project at its commencement have now been published.  Likewise, within the information swamp of the internet, potential nuclear weapons producers can find some useful sites. The detailed weapons descriptions remain classified; however, Frank Barnaby has argued that a competent group of physicistsand engineers, given adequate resources and acesss to literature, would have little difficulty in designing a fission weapons from scratch.  They would not need to access any classified information. Indeed, to reveal the potential of clandestine nuclear bomb production, nuclear scientists have presented technical outlines of crude gun-type weapons based on readily available commercial equipment and explosives.  For example, one design that is about one-meter long and weighs no more than 300 kilograms would lead to a nuclear explosive.  

In the charged atmosphere after an attack we would retaliate against Russia – causes all-out war

Ayson 10 (Robert, Professor of Strategic Studies and Director of the Centre for Strategic Studies: New Zealand at the Victoria University of Wellington,“After a Terrorist Nuclear Attack: Envisaging Catalytic Effects,” Studies in Conflict & Terrorism, Volume 33, Issue 7, July, Available Online to Subscribing Institutions via InformaWorld)

A terrorist nuclear attack, and even the use of nuclear weapons in response by the country attacked in the first place, would not necessarily represent the worst of the nuclear worlds imaginable. Indeed, there are reasons to wonder whether nuclear terrorism should ever be regarded as belonging in the category of truly existential threats. A contrast can be drawn here with the global catastrophe that would come from a massive nuclear exchange between two or more of the sovereign states that possess these weapons in significant numbers. Even the worst terrorism that the twenty-first century might bring would fade into insignificance alongside considerations of what a general nuclear war would have wrought in the Cold War period. And it must be admitted that as long as the major nuclear weapons states have hundreds and even thousands of nuclear weapons at their disposal, there is always the possibility of a truly awful nuclear exchange taking place precipitated entirely by state possessors themselves. But these two nuclear worlds—a non-state actor nuclear attack and a catastrophic interstate nuclear exchange—are not necessarily separable. It is just possible that some sort of terrorist attack, and especially an act of nuclear terrorism, could precipitate a chain of events leading to a massive exchange of nuclear weaponsbetween two or more of the states that possess them. In this context, today’s and tomorrow’s terrorist groups might assume the place allotted during the early Cold War years to new state possessors of small nuclear arsenals who were seen as raising the risks of a catalytic nuclear war between the superpowers started by third parties. These risks were considered in the late 1950s and early 1960s as concerns grew about nuclear proliferation, the so-called n+1 problem. It may require a considerable amount of imagination to depict an especially plausible situation where an act of nuclear terrorism could lead to such a massive inter-state nuclear war. For example, in the event of a terrorist nuclear attack on the United States, it might well be wondered just how Russia and/or China could plausibly be brought into the picture, not least because they seem unlikely to be fingered as the most obvious state sponsors or encouragers of terrorist groups. They would seem far too responsible to be involved in supporting that sort of terrorist behavior that could just as easily threaten them as well. Some possibilities, however remote, do suggest themselves. For example, how might the United States react if it was thoughtordiscovered that the fissile material used in the actof nuclear terrorismhad come from Russian stocks,40 and if for some reason Moscow denied any responsibility for nuclear laxity? The correct attribution of that nuclear material to a particular country might not be a case of science fiction given the observation by Michael May et al. that while the debris resulting from a nuclear explosion would be “spread over a wide area in tiny fragments, its radioactivity makes it detectable, identifiable and collectable, and a wealth of information can be obtained from its analysis: the efficiency of the explosion, the materials used and, most important … some indication of where the nuclear material came from.”41 Alternatively, if the act of nuclear terrorism came as a complete surprise, and American officials refused to believe that a terrorist group was fully responsible (or responsible at all) suspicion would shift immediately to state possessors. Ruling out Western ally countries like the United Kingdom and France, and probably Israel and India as well, authorities in Washington would be left with a very short list consisting of North Korea, perhaps Iran if its program continues, and possibly Pakistan. But at what stage would Russia and China be definitely ruled out in this high stakes game of nuclear Cluedo? In particular, if the act of nuclear terrorism occurred against a backdrop of existing tension in Washington’s relations with Russia and/or China, and at a time when threats had already been traded between these major powers, would officials and political leaders not be tempted to assume the worst? Of course, the chances of this occurring would only seem to increase if the United States was already involved in some sort of limited armed conflict with Russia and/or China, or if they were confronting each other from a distance in a proxy war, as unlikely as these developments may seem at the present time. The reverse might well apply too: should a nuclear terrorist attack occur in Russia or China during a period of heightened tension or even limited conflict with the United States, could Moscow and Beijing resist the pressures that might rise domestically to consider the United States as a possible perpetrator or encourager of the attack? Washington’s early response to a terrorist nuclear attack on its own soil might also raise the possibility of an unwanted (and nuclear aided) confrontation with Russia and/or China. For example, in the noise and confusion during the immediate aftermath of the terrorist nuclear attack, the U.S. president might be expected to place the country’s armed forces, including its nuclear arsenal, on a higher stage of alert. In such a tense environment, when careful planning runs up against the friction of reality, it is just possible that Moscow and/or China might mistakenly read this as a sign of U.S. intentions to use force (and possibly nuclear force) against them. In that situation, the temptations to preempt such actions might grow, although it must be admitted that any preemption would probably still meet with a devastating response. As part of its initial response to the act of nuclear terrorism (as discussed earlier) Washington might decide to order a significant conventional (or nuclear) retaliatory or disarming attack against the leadership of the terrorist group and/or states seen to support that group. Depending on the identity and especially the location of these targets, Russia and/or China might interpret such action as being far too close for their comfort, and potentially as an infringement on their spheres of influence and even on their sovereignty. One far-fetched but perhaps not impossible scenario might stem from a judgment in Washington that some of the main aiders and abetters of the terrorist action resided somewhere such as Chechnya, perhaps in connection with what Allison claims is the “Chechen insurgents’ … long-standing interest in all things nuclear.”42 American pressure on that part of the world would almost certainly raise alarms in Moscow that might require a degree of advanced consultation from Washington that the latter found itself unable or unwilling to provide. There is also the question of how other nuclear-armed states respond to the act of nuclear terrorism on another member of that special club. It could reasonably be expected that following a nuclear terrorist attack on the United States, both Russia and China would extend immediate sympathy and support to Washington and would work alongside the United States in the Security Council. But there is just a chance, albeit a slim one, where the support of Russia and/or China is less automatic in some cases than in others. For example, what would happen if the United States wished to discuss its right to retaliate against groups based in their territory? If, for some reason, Washington found the responses of Russia and China deeply underwhelming, (neither “for us or against us”) might it also suspect that they secretly were in cahoots with the group, increasing (again perhaps ever so slightly) the chances of a major exchange. If the terrorist group had some connections to groups in Russia and China, or existed in areas of the world over which Russia and China held sway, and if Washington felt that Moscow or Beijing were placing a curiously modest level of pressure on them, what conclusions might it then draw about their culpability? If Washington decided to use, or decided to threaten the use of, nuclear weapons, the responses of Russia and China would be crucial to the chances of avoiding a more serious nuclear exchange. They might surmise, for example, that while the act of nuclear terrorism was especially heinous and demanded a strong response, the response simply had to remain below the nuclear threshold. It would be one thing for a non-state actor to have broken the nuclear use taboo, but an entirely different thing for a state actor, and indeed the leading state in the international system, to do so. If Russia and China felt sufficiently strongly about that prospect, there is then the question of what options would lie open to them to dissuade the United States from such action: and as has been seen over the last several decades, the central dissuader of the use of nuclear weapons by states has been the threat of nuclear retaliation. If some readers find this simply too fanciful, and perhaps even offensive to contemplate, it may be informative to reverse the tables. Russia, which possesses an arsenal of thousands of nuclear warheads and that has been one of the two most important trustees of the non-use taboo, is subjected to an attack of nuclear terrorism. In response, Moscow places its nuclear forces very visibly on a higher state of alert and declares that it is considering the use of nuclear retaliation against the group and any of its state supporters. How would Washington view such a possibility? Would it really be keen to support Russia’s use of nuclear weapons, including outside Russia’s traditional sphere of influence? And if not, which seems quite plausible, what options would Washington have to communicate that displeasure? If China had been the victim of the nuclear terrorism and seemed likely to retaliate in kind, would the United States and Russia be happy to sit back and let this occur? In the charged atmosphere immediately after a nuclear terrorist attack,how would the attacked country respond to pressure from other major nuclear powers not to respond in kind? The phrase “how dare they tell us what to do” immediately springs to mind. Some might even go so far as to interpret this concern as a tacit form of sympathy or support for the terrorists. This might not help the chances of nuclear restraint.
Solvency

Extending currency swap lines solves confidence and crisis management

Olson et al 09 

(Eric, senior advisor to the Security Initiative of the Woodrow Wilson Center's Mexico Institute and has held senior positions at the Organization of American States, Amnesty International, and the Washington Office on Latin America, "The United States And Mexico: Towards a Strategic Partnership" A report of four working groups on U.S.-Mexico Relations, January 2009, www.wilsoncenter.org/sites/default/files/The%20U.S.%20and%20Mexico.%20Towards%20a%20Strategic%20Partnership.pdf NP)

The interdependence of the two economies ¶ makes Mexico one of the most vulnerable ¶ countries in Latin America during the present ¶ global ﬁnancial turmoil. Mexico will be aﬀected ¶ especially from a fall in U.S. imports, declining ¶ remittances from the United States and reduced ¶demand for tourism.17 The U.S. recession, ¶ which is expected to deepen in 2009, will have a ¶ dramatic eﬀect on Mexico’s prospects for growth.18¶ Increased unemployment in the U.S. labor market ¶ and a slowdown in the construction and service ¶ industries, are expected to force unprecedented ¶ number of documented and undocumented ¶ Mexican migrants to go back to Mexico where ¶ they have little hope of ﬁnding jobs in the formal ¶ economy. In addition, the ﬁnancial crisis has ¶ caused the value of the Mexican peso to drop ¶to record levels, despite the Banco de Mexico deployment of billions of dollars of reserves to ¶ try to maintain its value during October 2008. ¶ !e Bolsa, Mexico’s stock market, paralleled the ¶ extreme volatility of its U.S., European and Asian ¶ counterparts. Although Mexico was virtually free ¶ of the toxic mortgage-backed securities at the ¶ heart of the crisis, and the Mexican government ¶ has followed conservative and responsible ﬁscal ¶ policies, the country’s economy has been hit ¶ by declining oil prices and the turmoil of the ¶ highly speculative derivatives market in which ¶ Mexican corporations were involved.19 The move ¶ by the U.S. Federal Reserve to extend emergency ¶ currency swap lines to Mexico and other emerging ¶ economies helped restore conﬁdence in the ¶ Mexican currency.20!e Fed’s concern about ¶ Mexico’s ﬁnancial well-being is not new. In the aftermath of the assassination of the ruling party’s ¶ presidential candidate in 1994 which provoked ¶ massive capital ﬂight, the Federal Reserve’s ¶ Open Market Committee established the North ¶ American Framework Agreement (NAFA), and the ¶ associated bilateral reciprocal currency (“swap”) ¶ arrangements with the Banco de Mexico and the ¶ Bank of Canada. The Fed’s swap arrangements, ¶ which are renewed yearly, are in the amount of $3 ¶ billion to Mexico and $2 billion to Canada. The ¶ Department of Treasury, through its Exchange ¶ Stabilization Fund, which was used to lend funds ¶ to Mexico in 1995, is also a NAFA participant.¶ During the 1982 debt crisis and the 1994–95 peso ¶ crisis, the Fed played a pivotal role in assisting ¶ Mexico to renegotiate with its foreign creditors ¶ and meet its dollars liquidity needs.21 "This close collaboration between Mexican and U.S. ﬁnancial ¶ authorities underscores the importance of timely and ¶ coordinated actions in crisis management

