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President Bush grudgingly concedes that the U.S. economy is mired in recession, with stagnating personal incomes, falling corporate profits, and rising unemployment. As the stock market races toward new heights, some gloomy observers still predict even worse economic times in the months ahead, perhaps approaching levels of dislocation last seen during the Great Depression of the 1930s.

Yet away from the TV cameras, Mr. Bush remains strangely unconcerned. The Dow has rallied in the last two weeks following the last cut in the discount rate by the Federal Reserve. The hunting trip and current Asian visit were not postponed, perhaps because the president believes official mechanisms used to ''stabilize" financial markets will keep the economy stable. Investors will remain calm and the economy will recover, the president proclaims privately. Does he know something the rest of us don't?In fact, maintaining "stability" in financial markets has been an unwritten national security objective since the Third World debt crisis began in 1981 and particularly since the October 1987 stock market crash. Scandals such as Iran Contra, BCCI and the Iraqi loans by Banca Nazionale del Lavoro illustrate Washington's proclivity for behind-the-scenes machinations.

Examine the evidence. Intervention by the Federal Reserve in the bond and foreign exchange markets is now accepted as part of the regular routine of funding the federal deficit. As in the more authoritarian societies of Europe and Asia, short-term dollar interest rates are increasingly a function of political rather than market decisions. Fed moves to push interest rates to what arguably are negative real rates are but the most easily discernable examples of the "invisible hand" at work in the great financial bazaar.

Beyond high profile Fed efforts to lower interest rates, the government uses other means to maintain the appearance of stability in the economy. The Treasury's secret placement of over $1 billion in taxpayer funds to prop up the doomed Bank of New England before it failed last January provided a graphic case in point.

Moreover, since the demise of the New England bank, several of the largest East and West coast money center banks have been kept alive through a combination of deposits from the Treasury, discount window advances and "off- balance sheet" loans orchestrated by an increasingly politicized central bank. In an effort to disguise the full scale of official assistance to some of the biggest brain-dead banks, the Fed reportedly avoids high visibility discount window loans, preferring "indirect" support by extending verbal ''guarantees" to healthy banks, which lend to troubled peers - essentially ''off-balance sheet" financing by the central bank.

With institutional investors avoiding transactions involving certain money center institutions, even for overnight deals, and little significant funding support apparent in weekly Fed statements, a combination of covert Treasury deposits and "indirect" support from the central bank appears to be the only way to explain how loss-ridden behemoths such as Chase, Citicorp and Wells Fargo remain open for business.

Some may be skeptical of claims about secret government support efforts, but it is important to recognize that covert loans for brain-dead banks fit an evolving pattern of behavior within the government and the Fed.

Based on experiences such as Nugan Hand in Australia, where the CIA ran a ''bank" as a front for covert operations, and more recent machinations involving debt in less developed countries, where behind-the-scenes manipulation and accounting forbearance are employed to help certain banks remain open, the goal of financial market stability has allowed the basic rules of finance - and some would argue the law as well - to be broken with impunity.

During 1984-1985, for example, the Federal Reserve Bank of New York on several occasions asked futures brokers in Chicago to purchase Canadian dollar contracts in their own name, but acting on specific instructions from the Fed. Verbal assurances were provided by central bank officials, informing them of impending intervention and thus holding the brokers safe against possible valuation losses. But no written confirmations were ever exchanged in this troubling example of extra-legal government tampering in financial markets.

If we know the government manipulates currency and money markets, that it

keeps dead banks alive with hidden loans and Treasury deposits, and that it uses private surrogates to operate in currency futures, dare we believe that the stability game stops there? Traders in New York and Chicago suggest the answer is no, that government tampering in financial markets extends across the board - even including the all-important cash equity markets in New York.

Traders and fund managers report mysterious buyers in stock index futures contracts over the past three months, on days and at times when cash prices for stocks were weak and under sustained selling pressure. Futures market purchases have, in the opinion of suspicious trading veterans, supported the cash market for stocks at times when offers badly outnumbered bidders. Such operations would be easy to finance and execute since small amounts of capital, deployed skillfully, can move prices for futures contracts higher in Chicago - and thereby support cash stock prices in New York.

The Dow is the ultimate thermometer of Washington's political and economic performance. Cynics believe the government may be propping up stock prices. This is a question members of Congress should ask Mr. Bush. But the question may be answerable only by annual General Accounting Office audits of the Federal Reserve.
