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TRAVESTY!

A True
Crime Story

The full, unexpurgated story
of the du Pont kidnap case!

Read, in their own words:

* How the kidnappers—-members of the T W
criminal Cult Awareness Network- _ \8 kg 5 ‘ab
plotted to seduce, kidnap, drug, and, if h 4
necessary, kill du Pont heir Lewis du Pont
Smith, to stop his association with
political leader Lyndon LaRouche; then
went scot-free in the same judicial
system that condemned LaRouche to life
in prison.

* How Ollie North’s Vietnam tentmate, a
Loudoun County, Va. deputy sheriff, was
at the center of a near-miss
assassination of LaRouche by
sharpshooters during a 400-man
paramilitary raid.
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Send checks or money orders to:

Ben Franklin Booksellers, Inc.
107 South King St.  Leesburg, VA 22075 $8 00

phone 1-800-453-4108 (tO” free) or 1-703-777-3661 Shipping and handling charges: Add $4 for the first book and $.50

for each additional book. Virginia residents add 4.5% sales tax.
We accept MasterCard, Visa, American Express, and Discover.
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From the Associate Editor

With the airing of Lyndon LaRouche’s half-hour national televi-
sion broadcast on Jan. 27, we can say that the 1996 Presidential
campaign has officially begun. The next nine months, until Election
Day, will be a decisive time for this nation’s future.

The role of EIR in this period, will be to provide the analysis
that voters and policymakers need, but are not getting from “the
competition.” When the new GOP front-runner, half-a-billionaire
Steve Forbes, calls for a “flat tax” that means he will pay the same
taxes that his butler does; when William F. Buckley’s National Re-
view proclaims, “The War on Drugs Is Lost,” and calls for drug
legalization; when Henry Kissinger gets an award in Germany for
being “a pragmatist with vision”; then, you know there’s something
that needs fixing.

LaRouche’s Martin Luther King Day speech, highlights of which
were broadcast on television, is printed in full in this week’s Feature.
He focusses on the most important issue of the Presidential campaign:
the economy. EIR’s economics staff is currently preparing a cover
story that will expand upon LaRouche’s point that “unbalanced minds
cannot balance the budget,” showing how every budget-balancing
attempt has made things worse.

Another topic we will be having a lot more to say about, is the
war on drugs. In this issue, see Strategic Studies for some important
developments in the fight in Puerto Rico; in International, you will
find the story of the demise of Dope, Inc. stooge Ernesto Samper
Pizano, the President of Colombia. An upcoming cover story will
give a global overview of the drug trade, including its enormous
expansion during the Presidency of George Bush.

One of the most dangerous situations that faces us in this election
year, is Bosnia. The “peace” there is highly unstable, and unless the
U.S. drops its support for International Monetary Fund conditionali-
ties, the Balkans will soon be plunged again into war. For an excellent
alternative policy, see the document in Economics by a group of
Bosnian intellectuals. Schiller Institute leader Helga Zepp LaRouche
has issued a call, which we will cover next week, for emergency
international action to save the children of Bosnia-Hercegovina, and a
crash effort for the economic reconstruction of that devastated nation.
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New York Fed is in bed with
Safra and the Russian mafia

by Jeffrey Steinberg

Every day of the week, between $100 million and $1 billion
in U.S. hundred-dollar bills, are flown from New York’s
Kennedy Airport to Moscow, where they are funnelled
through a string of unregulated, sleazy banks, into the hands
of Russia’s leading mafiosi, helping to fuel the biggest orga-
nized crime boom since U.S. Prohibition helped jump-start
the late Meyer Lansky’s National Crime Syndicate. Accord-
ing to a cover story in the Jan. 22, 1996 New York Magazine,
these crisp, new “C-notes” are sold by the New York Federal
Reserve Bank to Republic National Bank of New York. That
bank’s owner, Edmond Safra, has had more than one run-
in with U.S. federal narcotics authorities. Back in 1989,
the U.S. Drug Enforcement Administration and the U.S.
Customs Service linked Republic and Safra to major money-
laundering schemes by the Medellin Cartel and by the Swiss-
based Shakarchi Trading Company, a laundromat for Syrian
and East bloc heroin profits.

New York Magazine writer Robert L. Friedman, who au-
thored the Jan. 22 story, is no stranger to the cross-currents of
bigtime politics, finance, and the underworld. He has written
avery unauthorized biography of the late Rabbi Meir Kahane,
founder of the terrorist Jewish Defense League and Kach
Movement, and he has catalogued the activities of the Jewish
underground in theIsraeliOccupied Territories. Last Septem-
ber, hereleased a New York Magazineinterview with Edmond
Safra’s own “spiritual adviser,” Brooklyn, New York Rabbi
Avraham Hecht, in which Rabbi Hecht put out a religious
death order against Israeli Prime Minister Yitzhak Rabin, for
pursuing peace with the Palestinians. When Prime Minister
Rabin was assassinated on Nov. 4 by a religious fanatic from
the Jewish underground, Rabbi Hecht became a focus of inter-
national scorn and Israeli government investigation.
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. But, in the complex and often perplexing world of Israeli
politics, Edmond Safra, who helped place the Lubavitcher
Rabbi Hecht at the helm of the wealthiest Syrian Jewish
synagogue in America, was given a seat of honor at the
Rabin funeral. Part of Safra’s secret of success is his “deep-
pocket” relationship with the Anti-Defamation League of
B’nai B’rith (ADL), a public relations arm of the Lansky
syndicate and its successor networks. On one occasion alone
in the mid-1980s, Safra handed over a $1 million check to
the ADL, and his overall contributions to the group far
exceed that figure.

The latestrevelations about the role of Safra and the New
York Fed in facilitating the money-laundering operations of
the Russian mafia, may at long last place the Syrian-born
Safra beyond the pale of respectability, despite his status as
the “king and kingmaker” of the super-wealthy, worldwide
Aleppo Jewish community. One of Safra’s Israeli partners,
Jack Nasser, recently broke with Safra, and spilled the beans
on the Republic Bank chief’s illegal takeover of an Israeli
bank several years ago. And in Brazil, U.S. authorities are
apparently pressing government officials to probe Safra fami-
ly involvement in a billion-dollar flight capital, and possible
money-laundering scheme, involving several Brazilian and
Panamanian banks.

Safra’s dirty business in Brazil may also implicate another
Aleppo banker, the Swiss-based Edgar de Picciotto, whose
Union Bancaire Privée has also been implicated in massive
flight capital operations by Russian spooks, communists, and
mafiosi. De Picciotto is the Swiss banker of preference for
Italy’s Carlo De Benedetti, and he sits on the board of Prince
Philip’s elite 1001 Club, the secret financing arm of the World
Wide Fund for Nature (WWF).

EIR February 2, 1996



EIR said it all along

The revelation about the role of Safra and the New York
Fed in the dollar export scheme, should come as no surprise
to longtime readers of EIR. On Oct. 8, 1993, EIR published
a cover story, titled “Secret NAFTA Accord Threatens U.S.
Sovereignty,” which named both Safra’s Republic National
Bank of New York and Citibank as the principal conduits in
a New York Fed drive to “globalize” the U.S. dollar. At the
time of the story’s publication, Citibank was under virtual
Fed receivership. The Citibank involvement also implicated
speculator George Soros, who one month before the story’s
publication, had reportedly used inside information, provided
by “friends” at the New York Fed, to make a $2 billion killing
on British pound sterling and Italian lira trading.

The architect of the “globalization” scheme, the newly
installed New York Fed chairman, William McDonough, had
been earlier identified by Rep. Henry Gonzalez (D-Tex.) as
the U.S. official who negotiated the secret banking sections
of the North American Free Trade Agreement (NAFTA) ac-
cords, which threaten to end the role of the U.S. dollar as the
sovereign currency of the United States and transform it into
the reserve currency for the global underground economy.

The EIR study reported thatin the last decade, the amount
of U.S. hard currency outside of the United States had more
than doubled. Of the $311 billion in Federal Reserve Notes
incirculation, over $190 billion—61%—was abroadin 1993!
More recent estimates place that figure above 70%.

According to a report in the Jan. 25, 1996 Washington
Post, there are over $20 billion in U.S. greenbacks in Russia
today. That averages $400 per Russian household. Eighty
percent of those bills are C-notes.

Growth of organized crime

Obviously, the bulk of those U.S. $100 bills are not in the
hands of average Russian citizens. According to the Friedman
report, a total of over $40 billion has been shipped to Moscow
over the past two years. Much of that cash has been used
by Russia’s growing mafia establishment to buy privatized
enterprises, to purchase villas in all of the most posh continen-
tal European resorts, and to amass a fleet of the world’s most
luxurious automobiles and private jets.

According to a 1994 Central Intelligence Agency study,
which identified 10 leading Moscow banks as fronts for orga-
nized crime, Russia has replaced Panama as the favorite
money-laundering center for the Colombian drug cartels and
the Italian Mafia.

According to several recent studies cited by Friedman,
since 1993 there have been at least three major world crime
summits in Yerevan, Armenia; Prague, Czech Republic; and
Puerto Rico. These sessions reportedly brought together top
officials from Ibero-America, Russia, Europe, North
America, the Middle East, and Asia, to chart out an ambitious
expansion of global crime, including drug trafficking, arms
trafficking, white slavery, and, reportedly, the underground
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theftand resale of plutonium and human organs.

The glue that holds together this now $1 trillion under-
ground economy, is the U.S. greenback, and the willingness
of the Federal Reserve to practice a policy of benign neglect.
According to Friedman, late last year, officials of the Fed and
the U.S. Treasury convened to discuss the massive dollar
exports by Republic National Bank to Russia. The Fed offi-
cials vigorously defended the Safra scheme, claiming that it
was the only way to defend the sagging ruble, short of direct
U.S. government loans and investments. They also argued
that, as long as the $100 bills remained abroad, they consti-
tuted a de facto “interest-free loan” to the U.S. Treasury. For
every $100 bill sold abroad, the Fed argued, the Treasury
makes a $99.96 profit. That totals over $15 billion a year in
net profit from the Fed’s printing presses.

According to one participant in the meeting, “There were
people there from the Fed who have no common sense at all.”
Another participant from the Office of the Comptroller of the
Currency told Friedman: “What I understand is that they [i.e.,
Republic] are aiding in organized crime activities out of the
former Soviet Union through their so-called correspondent
bank relationships.” A subsequent study concluded that Re-
public was engaged in trade with Russian banks that is “con-
sistent with money laundering,” but even those findings were
seriously watered down, reportedly also at the urging of the
Fed officials.

A challenge to U.S. policy

Behind the rhetoric of the Fed’s defense of suspected
narco-banker Safra, lies a policy of dollar globalization that
all but excludes any effort to tackle the growing menace of
international organized crime. At a recent Heritage Founda-
tion conference on international crime, even some of the die-
hard free marketeers admitted that the globalization of finan-
cial markets—the radical deregulation of the Carter-Reagan-
Bush era—is the biggest single obstacle to a crackdown on
the drug cartels.

This poses a serious challenge to the Clinton administra-
tion. Since October 1995, when the President signed an Exec-
utive Order declaring international drug cartels “a national
security threat” warranting a declaration of national emergen-
cy, the administration has been pursuing an aggressive cam-
paign to shut down the 50 biggest hot-money centers in the
world. The details of this assault were spelled out in a still-
classified Presidential Decision Directive (PDD-42). Recent
cooperation with the Mexican government in tracking hun-
dreds of millions of dollars in suspected drug proceeds
through the personal bank accounts of members of former
President Carlos Salinas de Gortari’s family, is but one exam-
ple of this reinvigorated effort.

But, to deliver a death blow to the apparatus that EIR long
agolabeled “Dope, Inc.,” will require a frontal assault against
the deregulated global financial market. And that means that
the policies of the Fed have got to end.
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Brits grab S. America
finances, properties
by Carlos Méndez

The British have lost no time this year in escalating their
economic offensive on Ibero-America, with a particular in-
terest in mining, energy, and financial services. The latter
includes a big move into the region by the notorious Hong-
kong and Shanghai Banking Corp., created in the last century
explicitly to finance Britain’s opium traffic and to launder
the drug proceeds.

Great Britain’s Minister of Economics and Finance Ken-
neth Clarke personally led this latest offensive, visiting Para-
guay, Argentina, Brazil, and Chile in early January, with a
delegation of a dozen leading British bankers and business-
men in tow.

Clarke and crew arrived in Brazil acting as if they were
on a safari, hunting big game. Clarke declared that “this is
the first time that a British finance minister visits Brazil. . . .
The British government sees Brazil as a very important
market.” British interests are eager to get in on the upcoming
privatizations of -Brazil’s State-owned companies, with the
giant minerals and industrial conglomerate Companhia Vale
do Rio Doce (CVRD) at the top of their list, and including
the power utility which carries its original English name,
Light, other electricity companies, telecommunications, and
parts of the oil company, Petrobras. The delegation also
expressed interest in acquiring various Brazilian banks, or
at least a majority share.

Clarke and the British bankers who accompanied him,
including principals from Hongkong and Shanghai Bank,
informed Brazilian government officials that, for British in-
vestments to come through, Brazil will have to completely
deregulate its banking sector. According to Brazil’s Tribuna
da Imprensa daily, Brazilian Finance Minister Pedro Malan
is in agreement with this British demand. Malan and Clarke
have met before, and, as a source with the British delegation
put it, “when Malan and Clarke speak, they speak the
same language.”

The total banking freedom demanded by the British, has
always brought drug-money laundering with it. The British
move comes barely one month after U.S. Treasury Secretary
Robert Rubin opened a ministerial Summit of the Americas
on Money-Laundering in Buenos Aires, with the declaration
that the United States “is committed to a global fight” against
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dirty-money flows, to which end, it would press for standard-
ization, across the Americas, of strengthened banking regula-
tions and laws. “Organized crime, drug traffickers, and other
sorts of criminals need to launder money through legitimate
enterprises. The product of this money-laundering can be
used to bribe public officials and, thus, it could pose a threat
to our political systems,” he warned.

Even as the British pressed for banking deregulation
from Brazil, Brazilian Federal Police have charged, with
extensive documentation to back it up, that Brazil has be-
come a paradise for laundering dirty money. Thus, the British
offensive constitutes a very targetted deployment against the
hemispheric anti-drug-money-laundering campaign, and the
anti-drug offensive initiated by the Clinton administration.

Minerals and energy

The great mineral grab which the British mining cartels
are carrying out in South America also includes a drive to
gain control of the planned construction of crucial energy
infrastructure projects. The representatives of National Power
and British Gas who accompanied Clarke, are looking to situ-
ate themselves in Brazil’s energy market, with an eye toward
three years from now, when its privatization programs are
completed, and a new gas pipeline comes on line between
Bolivia and Brazil. The construction contract for this much-
needed pipeline has been handed to a consortium of foreign
companies which prominently includes British Gas.

When Henry Kissinger visited Brazil in September 1995,
the self-confessed British agent told President Fernando Hen-
rique Cardoso that, if he secured the privatization of Light, in
which the British are quite interested, his Presidential reelec-
tion would be assured, according to Tribuna da Imprensa
journalist Helio Fernandes.

The Jan. 15 Lima, Peru daily E! Mundo reported, a few
days after Clarke left South America, that the Hongkong and
Shanghai Banking Corp., a British drug bank, had reached an
agreement to team up with the Chilean Luksic group, which
holds investments throughout the area, in Argentina, Uru-
guay, and Paraguay.

The British are using Chile as a platform for U.K. deploy-
ments throughout Ibero-America. Giving Chile the status of
a British “vice-royalty,” Clarke consulted Chilean authorities
on whether Chile, despite its renewed border disputes with
Peru, continues to consider Peru a “reliable country” for for-
eign investment. The Chilean authorities replied that they do.

The British have been steadily increasing their invest-
ments in Peru’s mining sector. In fact, according to Peru’s
National Commission on Foreign Investment and Technolo-
gy, British Commonwealth countries have taken the lead in
Peru’s “mining boom.” And in the middle of January, while
inaugurating the Lima office of Flemming Latin Pacific Peru
S.A., the president of the British Robert Flemming bank, Law-
rence Banks, stated that he expected “Flemming” to become
another of the “traditional” British last-names in Peru.
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The IMF makes
Venezuela bleed

by David Ramonet

In his New Year’s message, Venezuelan President Rafael
Caldera restated that he is confident that he will reach an
accord with the International Monetary Fund, but on his
own terms, the so-called “Venezuela Agenda,” instead of
the standard IMF shock therapy. To those who have been
urging him to borrow a page from Winston Churchill and
call on the people to give their “blood, sweat, and tears,”
Caldera replied that since its war of independence in the
19th century, too much blood and too many tears have been
shed in Venezuela. What he would ask, he stressed, is for
everybody to give their “sweat,” as the book of Genesis
prescribes man must earn his bread.

While Caldera’s intentions may have been good, the
devaluation of the bolivar in December is subjecting poor
Venezuelans to shock therapy, which the government is
attempting to ease by expanding social welfare programs.

Meanwhile, the opposition—both the free-traders and
their Sdo Paulo Forum communist rivals—is trying to use
the public discontent to force Caldera out of office before
Pope John Paul II arrives in February and lends his support
to the Venezuelan President’s stance against international
usury.

Since June 1994, when Caldera used dirigist measures,
including imposing exchange controls, to deal with the sys-
temic crisis of Venezuela’s banking system, his government
has been under fire from Wall Street and the City of London
for challenging the “free trade revolution,” in the words of
the Wall Street Journal. Venezuela’s business leadership,
which has a cult-like devotion to the “free trade revolution,”
has withheld its support from Caldera and kept him from
fully overcoming the financial disaster caused by the same
“free trade revolutionaries.” Now, they are not only demand-
ing “blood, sweat, and tears,” but using their financial muscle
to subject the economy to shock therapy.

The opposition daily El Nacional has been printing one
destabilization scenario after another, which it gets from the
British publication The Economist Intelligence Unit (TEIU).
The last such TEIU report, in the Dec. 5 issue of El Nacional,
claims that “the government headed by Rafael Caldera is
headed toward a crisis, although it is less clear when the
moment of truth will arrive.” It adds, “there are still enor-
mous possibilities for a social uprising. There are frequent
demonstrations in the country’s larger cities. There is in-
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creasing unrest, as basic staples become less accessible and
many are become notably scarce. . . . A large increase in their
prices, could be the spark that ignites the social explosion
in January.” The British mouthpiece insisted that Caldera
impose draconian austerity measures to reduce public
spending. :

The potential for a social explosion intensified with the
devaluation of the bolivar in December, from 170 to 290
bolivars to the dollar. This merely made official, the de facto
devaluation that the speculators had imposed.

The Brady bond swindle

Everything started in the middle of 1995, when the finan-
cial authorities opened a loophole in their policy of exchange
controls by agreeing to demands to allow foreign debt bonds,
also known as Brady bonds, to be traded on the local stock
market. Speculation has since driven up the price of Brady
bonds in Venezuela to over 100% of their face value, when
the same bonds are trading in New York at no more than 50%
of par. Through arbitrage, those dollar-denominated bonds
can be exchanged for bolivars in Caracas, a mechanism that
has allowed Wall Street, with the support of powerful Vene-
zuelan financial groups, to sink the currency.

In the Nov. 6 issue of the Wall Street Journal, Matt Mof-
fett complained that Caldera’s exchange controls made it vir-
tually impossible for many companies to obtain the dollars
they needed. However, he added, an increasing number of
companies were getting dollars from the parallel market creat-
ed when Venezuela lifted the restriction on the Brady bonds
last summer. The Brady market, wrote Moffet, sets the real
value of the bolivar, because the bonds are sold for bolivars
inside Venezuela itself, and they can also be sold for dollars
abroad.

Brady bond transactions have nothing to do with business-
es’ “needs” for dollars, but with the speculative profits that
can be made by selling and reselling the same paper several
times in a day. In 1995, imports purchased with controlled
dollars increased by 40%, but this was not reflected in the
national economy because speculators were building up in-
ventory in anticipation of the devaluation. In fact, many re-
exported the commodities to Colombia, getting a double ad-
vantage from their “controlled” dollars.

The mere announcement of the devaluation prompted
merchants and producers to raise prices, using the pretext that
“rebuilding their inventory” would cost more under the new,
devalued rates. For its part, the Ministry of Finance an-
nounced that the controlled prices of 12 basic staples, includ-
ing powdered milk, would be increased by 26 to 57%. Other
goods not subject to price control, such as cheese, went up by
80%. The resulting shrinkage in national consumption will
worsen as wages are kept from keeping apace of the price
increases. Venezuelans are now consuming 160 liters of milk,
per capita, per year, the lowest level in 25 years. And this was
before the price of milk was hiked another 60% on Jan. 2.
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Bosnian patriots outline program
for national reconstruction

This “Letter of Intent” was submitted to EIR for publication,
by a group of Bosnian patriots.

Concerning the aims of the Republic of Bosnia-Hercegovina
addressed to friendly nations, throughout the world; drawn
up, in consequence of the agreement, signed at Dayton,
U.S.A.andinresponse to thestate of national economic emer-
gency created by war.

Authors of the Letter of Intent

The document has been prepared by a task force of Bosni-
an intellectuals who represent the particular interest of no
party, sect, or faction, in the form of a Proposal to the govern-
ment of the Republic of Bosnia-Hercegovina and to friendly
nations, for the economic advancement of the region as a
whole.

It having been agreed at Dayton, that the Croatian-Bosni-
an Federation and the Republika Srpska form part of one
single unified nation, the expression “Republic of Bosnia-
Hercegovina” in this document refers to the territory of the
entire Republic, and we have taken into account in our pro-
jected reconstruction, those areas presently designated as Re-
publika Srpska.

Purpose of the Letter of Intent

To persuade the government and Parliament of the Repub-
lic of Bosnia-Hercegovina, to adopt and execute the proposals
forreconstruction herein set forth.

To signify, to friendly and/or allied nations, in outline,
what we do intend to do to rebuild the Republic, and what
manner of assistance friendly nations shall be advised to ex-
tend to us.

The date of this document is December 1995.

Statement of principle

The government of the Republic of Bosnia-Hercegovina,
adheres to the principle expressed in the American Republic,
of government “of the people, by the people, and for the peo-
ple.” The government is thereby convinced, that population
is the true origin and source of all national wealth.

The word “people” as used here, refers to the citizens of
the Republic of Bosnia-Hercegovina, without any distinction
as to their racial, ethnic or religious origin. No decision shall
be made by this government, as to the economic and other
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development of the Republic, onthebasis of such distinctions.

The most pressing concern and most chief aim of this
government, shall be to restore, within the briefest period, the
population potential of our nation. To that end, the Republic
of Bosnia-Hercegovina has determined to emerge as amodern
industrial nation.

The Republic of Bosnia-Hercegovina and the debt of the
former Federal Republic of Yugoslavia:

The nation of Bosnia-Hercegovina has observed with dis-
quiet the effects of shock therapy and IMF [International
Monetary Fund] conditionalities upon the nations of Eastern
Europe and of the former U.S.S.R., and of neo-liberalism in
Western Europe.

Frail and distraught, the people of the Republic of Bosnia
cannot be submitted to such policies lest the Republic itself
vanish.

The Federal Republic of Yugoslavia having unlawfully
seized and put to her own uses, the gold bullion and whatever
real property, accounts, property titles, and other forms of
property of the former Socialist Federal Republic of Yugosla-
via she found within her power to seize, it is the Federal
Republic of Yugoslavia which shall be held responsible in
law to repay the international and other debts of the former
Socialist Federal Republic of Yugoslavia.

Furthermore, the Republic of Bosnia-Hercegovina has
been utterly devastated and ruined by unlawful acts perpe-
trated by the Federal Republic of Yugoslavia, to the degree
that the largest part of her productive capacity has been done
away with, and almost half of her people, killed, maimed, or
driven out. These unlawful acts constitute force majeure. The
Republic of Bosnia-Hercegovina has determined that the por-
tion of the debt of the former Federal Republic of Yugoslavia,
being 17%, which she had by treaty undertaken to pay follow-
ing her Declaration of Independence, cannot, by no fault of
her own, be paid by her. This debt shall be assumed under the
title of War Reparations, by the Federal Republic of Yugo-
slavia.

Aware, that this decision by the Republic of Bosnia-Her-
cegovina, will not meet with the approval of international
financial institutions, in particular, of the International Mone-
tary Fund, institutions which to our best knowledge and belief,
are beholden to private financial interests indifferent to the
existence of the State and Republic of Bosnia-Hercegovina,
the government of this Republic desires to enter into bilateral
and multilateral financial and economic agreements with
friendly and/or allied nations, committed to reconstruction of
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Left: Alladin, age 3, in Bihac, Bosnia, Aug. 13, 1995. Right: a
scene in Bihac, six days after its liberation in August 1995.
The Bosnian intellectuals’ Letter of Intent declares that “the
first priority of the government of the Republic, is to provide
the nation with the scientists, engineers, and doctors needed
for reconstruction.”

our Republic, in preference to agreements with international
financial institutions, and in orderto avoid becoming a Protec-
torate, de facto or de jure, of the latter institutions.

The National Bank of the Republic
of Bosnia-Hercegovina

To the end of promoting the highest degree of sovereignty
for the Republic of Bosnia-Hercegovina, as is consistent with
the common good, we have decided, to adopt the so-called
Colbertist or Dirigist Model for our banking system, and to
reestablish upon a new principled foundation, a National
Bank, on the model of the First National Bank of the United
States (1790). The National Bank of the Republic of Bosnia-
Hercegovina shall be constituted of two parts: a Treasury
Board, to issue currency, in a rigorously controlled relation
to the real wealth created by agriculture, manufacturing, and
trade, and a Board, to issue credit, for such projects as the
government shall propose, and as the Parliament shall vote,
which projects shall be designed to restore the population
potential of the nation.

The National Bank shall be charged to putinto circulation
new issues of paper money, for those reconstruction projects
dictated by the present national economic emergency, for
these purposes alone:

EIR February 2, 1996

e the purchase of raw materials, goods and capital goods
forindustry;

o the building of installations, the employment of labor
in producing or transporting manufactured or agricultural
goods;

e for mining;
for building housing and manufactures;

e for producing and distributing energy;

e for public services, in particular, the building and oper-
ation of hospitals and schools;

e for scientific research and technological applications;

Currency issues shall beputinto circulation by the follow-
ing means alone:

e Credit from the National Bank, for public investment;

e Participation by the National Bank, in loans from pri-
vate banks;

e Discounting by the National Bank, of bills of exchange,
obligations and other notes, related mainly to the production
of tangible wealth and capital improvements.

Until such time as a secure physical-economic grounding
shall have been created, and in order to protect the national
wealth from ill-advised or spurious schemes, these credits
shall be placed into special accounts, upon which checks and
other certified means of payment may be drawn, for those
categories of investment given above.

Discount rates and interest rates for credit issued by the
National Bank, shall obey a two-tiered scheme: Interest rates
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shall not exceed 2% per year for infrastructure, agriculture,
and manufacturing projects, while higher rates shall be set
by the National Bank for other forms of economic activity.
Interest rates set by the private banking sector shall, with
respect to infrastructure, agriculture, and manufacturing, fol-
low thedirectives set by the National Bank, and in other cases,
be limited by laws against usury.

In order to protect the national currency, there shall be
imposed strict exchange control regulations.

Currency reform

Over the entire national territory, legal tender is the Bosni-
an dinar, alone.

The government, in order to put a stop to the use of the
German mark andthe U.S. dollarinside the national economy,
and the widespread black market practices consequent upon
the War, shall take the following extraordinary measures
with respect to the Bosnian dinar:

That we may take part in orderly fashion, in an orderly
international monetary system, the aim of the government, is
to reorganize over time, the national monetary system so that
gold shall represent 10% of the value of currency in circu-
lation.

However, this is not at the present time feasible, the gold
bullion of the former Republic of Yugoslavia having been
seized by the Federal Republic of Yugoslavia.

Therefore, until such time as the government shall have
been able to purchase a sufficient quantity of gold, the new
heavy dinar will be pegged to the capacity of the country to
increase the value of a “market basket” of nationally produced
goods. It is with the purchasing power generated by such a
capacity to produce, that the government shall begin to pro-
cure gold as a monetary guarantee.

The definition of the market basket shall be what a house-
hold with one wage-earner needs to maintain a family of four
children, at the standard of consumption in terms of housing,
sanitation, medical care,caloricconsumption, and education,
presently enjoyed by workers’ families in the Federal Repub-
lic of Germany. Taking into account the present state of emer-
gency, this does not, however, include household items com-
mon in Germany, such as personal electronic gadgetry,
dishwashers, or private automobiles.

The government will set by decree, within six months
of the proclaiming of this Memorandum, a date, upon which
the old dinar shall be taken out of circulation, and the new,
heavy dinar, issued. Old dinars shall be exchanged for new,
at arate to be detemined, for six months after the proclama-
tion of this Memorandum. The latter sum shall be deter-
mined, in order that each family shall have the equivalent
of four months’ purchasing power in terms of the market
basket defined above, on the day following the adoption of
the new dinar.
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The National Commission for
Infrastructure and Regional
Development

Taking as its inspiration, the Commissariat du Plan set up
by President Charles de Gaulle in 1958, the government has
decided that the National Bank of the Republic, will issue as
a priority, credits to such projects as have been drawn up
by the newly created Commission. The Commission, being
created to intervene upon the present state of economic emer-
gency, shall be limited to one hundred officials, excluding
secretarial and logistical staff. It shall have the status of a
ministry, and its director, Cabinet rank. It shall be instructed
to take into account, in its deliberations, not only the Republic
of Bosnia-Hercegovina, but the interests of her neighbors.

The Commission shall present to the government, within
60 days of its being constituted, a report which shall include:

e a list of basic infrastructural improvements most ur-
gently to be made;

e an estimate of the labor force and productive capacity
presently available for infrastructure projects;

e an estimate of the volume of credit required by tranche
of year, for these projects, broken down by percentage be-
tween State investments, and credits to private firms which
are to supply materials and equipment or build these projects.

The results of this enquiry, shall be made known to friend-
ly and/or allied nations, in order to encourage their participa-
tion in such projects in orderly fashion.

Special considerations relative to the National Com-
mission:

Heavy infrastructure

Energy production, energy supply: The government of
the Republic of Bosnia-Hercegovina observes, that it is in
those nations which have available to them the most energy-
dense forms of producing and transforming energy, that there
exists the greatest potential population density. This govern-
ment has therefore decided, to give the highest priority to
a national nuclear energy program, and calls upon friendly
nations to assist her in acquiring this technology.

The hydroelectric potential of Bosnian rivers being at this
time fully exploited, the govemment intends to build one
reactor of 900 megawatts within the present decade, and will
contemplate building others in collaboration with neighbor-
ing Republics, in order to share with them the power so pro-
duced.

Water supply and distribution: The government of the
Republic has determined, that to undo the ravages of the war,
the nation must greatly increase its industrial production, and
thereby, its urban population. The drinking water and sewage
systems for our cities will therefore have to be entirely rebuilt
over the next 15 years.
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Canals: This government is informed, that the develop-
ment of this Republic will be stunted unless the nations which
surround her move onto a level of industrial and commercial
activity adequate to the modern world. To this end, the Rhine-
Main-Danube canal system must extend into the Balkans, as
a Danube-Adriatic, Danube-Aegean sytem, and open the area
to freight traffic as follows:

The Danube canal shall be cutthrough to Gyoer in Hunga-
ry, and thence, into Slovenia (Gyoer, Maribor, Celje, Ljublja-
na) joining the Raba, to the Mura and the Drava rivers.

A canal shall be cut from the Danube to the Sava, via
Vukovar and Samac, which opens a single unified water route
to Ljubljana.

The Sava, whose waters run too shallow for Zagreb, for
example, to be acommercially viable river port, shall be deep-
ened along those shallow sections, to the same specifications
as the Main-Danube canal.

These canals and the Adriatic ports, are conceived of as a
hub of industrial activity.

The government shall propose to the Federal Republic
of Yugoslavia, that the Danube-Aegean canal be cut from
Belgrade to Thessaloniki, joining the Morava to the Vardar.

In the light of these works, the ports and harbors of the
river system, and the Adriatic coastline, shall be transformed,
in collaboration with the Republic of Croatia. On the Sava,
the ports of Samac, where there is a large oil refinery, and
Brcko, must be modernized; at Zagreb, there is no real river
port, so one shall be built.

The greatincrease in economic activity thereby promoted,
first in the building, then in the operating of these water sys-
tems, will be, not anetexpense, buta net profit to the Europe-
an economy.

Railroads: The mountainous terrain and harsh climate of
our region, gives rail transport a clear advantage over road.

This government sees no purpose in rebuilding 19th-cen-
tury systems on the eve of the 2 1st century. Tunneling through
high mountains is a protracted and labor-intensive operation;
among the high-speed rail systems of proven value over
mountainous terrain, it would appear that the Italian Pendolo
may best suit the extreme constraints of curvature and incline.

Three main high-speed rail lines are proposed:

o Budapest-Osijek-Sarajevo to the Adriatic

¢ Ljubljana-Rijeka-Zadar-Split-Dubrovnik-Tirana

and thence to Athens and Thessaloniki

e Ljubljana-Zagreb-Sofia-Istanbul

and a secondary grid:

e Nova Gradiska-Banja Luka-Jaice-Zenica-Split

¢ Rijeka-Bihac-Livno-Mostar

e Sarajevo-Tuzla-Osijek

e Bihac-Banja Luka-Doboj-Belgrade

e Dubrovnik-Foca-Gorazde-Zepa-Srebrenica

Highways: The Republic of Bosnia-Hercegovina has at
present zero (0) kilometers of modern highways. In mountain-
ous terrain, the cost is estimated at $6 million per kilometer.
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The following lines are proposed as a priority:

¢ Budapest-Osijek-Samac-Sarajevo with an arm to Vu-
kovar

e Zagreb-Karlovac-Bihac-Split

e Zagreb-Rijeka (now under construction)

e Zagreb-Okucani-Banja Luka-Doboj-Tuzla-Zvornik
with an arm Banja Luka-Jajce-Sarajevo

e Brcko-Tuzla-Sarajevo-Gorazde

The government of the Republic seeks to collaborate with
other nations of the region, including those of the former
Socialist Federal Republic of Yugoslavia, to integrate the road
and rail grid into the modernization of the area as a whole.

Telecommunications: The priority for the Republic is
to rebuild the telephone lines and other electronic means of
communication as are required for industry, and for transmit-
ting information on current events.

Soft infrastructure

Hospitals: The government of the Republic intends to
give our people the most modern health care available in the
world. This health care shall be free to all citizens.

To this end, we call upon friendly nations known for their
state-of-the-art medical training and technology, to come for-
ward with plans to rebuild our hospitals, our operating rooms,
and to assist us in retooling our machine sector for hospital
equipment.

Five new university hospitals shall be built with a special
emphasis on orthopedics, trauma, neurology, and maxillo-
cranial surgery. The last, because hundreds of our soldiers,
lacking helmets, suffered head injuries. They shall be built at
Bihac, Tuzla, Banja Luka, Mostar, and a city in eastern Bosnia
to be determined.

We will need to build ten new clinics for the purpose
of rehabilitating those severely wounded in the war. These
clinics will be attached to the hospitals and university hos-
pitals.

Public education: The first priority of the government
of the Republic, is to provide the nation with the scientists,
engineers, and doctors needed for reconstruction.

The government shall restore and rebuild within the next
three years, all those educational facilities damaged and de-
stroyed by the war, and begin to build new facilities corres-
ponding to the growth of the population, in particular, new
universities at Bihac, Doboj, and Zenica.

Science driver: The hydroelectric potential of the rivers
of Bosnia is at present, almost entirely exploited; her other
energy source is natural gas and oil from the former U.S.S.R.,
which makes Bosnia dependent for most of her energy supply
on foreign countries. We have therefore determined, that the
training of a corps of nuclear scientists and engineers is criti-
cal to the independence of our nation.

To this purpose, the government shall establish a National
Institute for Atomic Research and Development. Its aim is to
train research scientists and engineers, both inadvanced areas
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of research and applications, this branch of physics being the
motor to bring the national economy forward. The institute
shall work closely with universities and advanced industrial
sectors.

It is the intention of the Republic, to create a corps of
scientists and engineers such, as to allow the Republic to take
part in the European Space Agency by the first decade of the
21st century.

The national militia

There shall be universal conscription. There shall be a
professional Army, made up of volunteers.

The Army Corps of Engineers and our conscripts having
acquired considerable knowledge and skills during the course
of the war, the government has decided to propose to those
conscripts who shall desire, that they contribute to the new
public works and civil engineering projects needed to rebuild
the country, as part of their military service.

Furthermore, in order that the borders of the Republic of
Bosnia-Hercegovina shall never more be violated, the gov-
ernment has determined to establish, on the model of the
Republic of Switzerland, a permanent, popular militia, in or-
der that the entire population shall acquire on a perpetual
basis, the new scientific and technological skills needed both
to defend the nation, and to build her economy.

Agriculture

The Republic of Bosnia is not, at present, self-sufficient
in food. Given her terrain, self-sufficiency in agriculture is
difficult, but with modern technology, not impossible to
achieve.

The Republic of Switzerland, a nation which revolution-
ized her agriculture in the first three decades of this century,
can probably best advise us on how to build a successful
mountain agriculture, and on how best to exploit for agricul-
ture, the limited surface of fertile valleys.

The agricultural authorities of Japan have been experi-
menting with hydroponics and other very modern forms of
intensive agriculture. This is of great interest to us.

Velika Kladusa and its area, shall be rebuilt as the center
of agro-industrial activity.

It is probable that we shall have to import new breeds of
cattle suited to our terrain, and perhaps, to launch the “indus-
trial” breeding of river-fish and of game in our forests, as has
been done in Scotland. We shall then be able to let other
similarly landlocked and mountainous countries, profit from
the knowledge and techniques we gain.

As a great part of our nation is under evergreen forest, we
shall need to review our policy of forest husbandry: Were the
canals we propose to be cut, the Republic could become a
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significant exporter of lumber and of high-quality finished
wood products.

The chemical industry at Tuzla, shall in part be converted
to produce fertilizer and pesticide. “Energoinvest” and
“Unioninvest,” before the war great producers of electrical
equipment and machines, shall in part, be converted to pro-
duce tractors and farm equipment. We welcome advice from
the great American farm machinery concerns, as to how this
shall best be done.

Houses of worship

With the laudable aim of promoting the spiritual and intel-
lectual regeneration and refreshment of our people, the gov-
ernment of the Republic of Bosnia-Hercegovina undertakes
to rebuild all those churches, synagogues, and mosques of the
three religions as have been damaged or destroyed in the war,
without regard to any considerations whatsoever, other than
that they are to be rebuilt, and that Divine Service may be
held within the shortest possible delay, within their walls.

The chairs and professorships of theology at the universi-
ties of the Republic, shall be restored without any consider-
ation, other than that the Divine Word shall be studied every-
where.

The National Commission
and its bureaus

The following bureaus will be set up under the aegis of
the National Commission for Infrastructure and Regional De-
velopment. Each shall have no more than 20 permanent offi-
cials, excluding secretarial and logistical staff.

e The Bureau of Housing, Education and Public Health

e The Bureau of Trade, which shall draw up a list of
imports urgently needed forinfrastructure and pressing social
needs, and the volume by tranche of years of credits required
to that end

e The Bureau of Infrastructure

e The Bureau of Agriculture and Industry

Citizenship

In furtherance of these laudable aims, the most principal
of which is to increase the numbers and felicity of our people,
the government of the Republic of Bosnia-Hercegovina, has
determined that citizenship of this Republic, shall also be
granted to any person over the age of 21 years, regardless of
his national origin, race or religion, born in a foreign country
but who has lived in this Republic for atleast ten years, desires
to become a citizen of this Republic, and has taken partin the
effort of reconstruction.
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Interview: Pawel Soroka

‘Scientific progress is needed

to save Poland’s industry’

Pawel Soroka is the coordinator of the Kwiatkowski Polish
Industrial Lobby (PLP), named after Polish chemist and
economist Eugeniusz Kwiatkowski. He was interviewed by
Anna Kaczor Weiin Warsaw on Dec. 17, 1995. The interview
has been translated from Polish.

EIR: Can you say a few words about the goals of the PLP,
and who its members are?

Soroka: The lobby was founded three years ago, on March
13, 1993. Itencompasses various groups which are connected
to Polish industry, especially its strategic branches and those
which use high technology. So, in the lobby, there are manag-
ers of various enterprises from the defense industry, aerospace
industry, electronics, and so forth; also, representatives of
organizations for engineers, for example, the Association of
Polish Technicians and Mechanical Engineers, and the Polish
Union of Inventors Associations.

We also have representatives of trade unions of various
orientations, both Solidarity-originated as well as industrial-
branch trade unions. Concerning trade unions, I want to add
that we are interested not so much in their traditional social
functions, but we want trade unionists and employees in gen-
eral to participate in structural and ownership transformations
[i.e., privatizations].

The lobby also includes representatives of science, espe-
cially research and development institutes working with in-
dustry.

The PLP is an agreement among those organizations and
groups which want to cooperate, on an equal footing, to elabo-
rate and defend the interests of Polish industry, especially
those branches I have already mentioned. The PLPisindepen-
dent from any government structures.

Our goal is to make sure that decisions concerning indus-
try are not made somewhere in distant offices, orunder foreign
influence from outside of Poland, which happens quite often,
but with consideration for the opinions of those people who
work in industry and shape its fate. We want to match those
who are practitioners, with specialists and scientists.

EIR: Official government reports claim that there was 5%
economic growthin 1995. However, there is a lot of evidence
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showing the collapse of Polish industry, especially heavy in-
dustry, electronics, i.e., industry based on modern technolo-
gies. What does the situation in Polish industry really look
like?

Soroka: Concerning the indicators of growth, I must say that
we do not have the appropriate research capabilities which
would allow us to independently verify those reports. Howev-
er, we are suspicious of any propaganda that claims success,
which we heard many times in the past. They kept saying
everything was going very well, and, finally, that ended up
with a collapse.

Perhaps one can say that there is growth in some areas,
but one wonders whether this is something stable or results
solely froma short-term, favorable con juncture. For example,
a very lively trade along the Polish-Russian and Polish-
Germanborders is considered to be one of the reasons for this
growth tendency, or a visible increase of export production
in some enterprises.

EIR: Inwhatbranches of industry can you see some growth?
Soroka: Actually, when you start considering such matters
on the level of various branches of industry, then you can see
the problem. For example, electronics, which should be seen
as animportant part of industry because it utilizes a lot of new
scientific solutions and may contribute to modernization of
other branches of industry, is going through a very rough
period. Important enterprises, such as CEMI, the only Polish
producer of semiconductors and [computer] motherboards,
has collapsed. Only a very small part of this enterprise has
been saved—with the help of the PLP. What is left from the
productive part of CEMI has been turned into a small venture,
thanks to the intervention of the State. Other enterprises in
this branch have also gone under: “Kasprzak,” “Telpod,”
and others.

Those which are surviving have serious problems: Their
production has been declining and they have huge debts. Gen-
erally, industries producing investment goods, or processing
industries, are going through a lot of troubles. Enterprises are
indebted to the State and to one another. The defense industry
is a good example of this. Some companies are on the verge
of bankruptcy. This is the case with the investment goods
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industry, the automobile industry, electronics, and computer
industry. Generally, one can see the following trend: Various
foreign companies come to Poland and establish assembly
lines, so Poland is not a producer any more but, rather, an
assembly point for parts which are produced abroad.

You can see some branches of industry which are seem-
ingly recovering, for example, the textile industry, which
plunged into a deep crisis after the loss of the eastern market.
But also in this case, one can observe a tendency in which
foreign materials or components, say, from Germany, are de-
livered to Polish textile factories which sew clothes. So this
is also work based on Polish cheap labor, and all the material
and designs come from abroad. You can see this in Lodz [a
big industrial city in central Poland famous for textiles]. It was
notlikethisinthe past; we had a strong native textile industry.

EIR: A few weeks ago, the Polish press noted that the PLP
is ringing alarm bells because of the collapse of the machine
tool industry in Poland. Is the situation there as bleak as in
other branches?

Soroka: The machine tool industry is in a bad condition,
similar to the electronics industry. We had a long tradition in
this branch, many attainments—Polish machine tool industry
was well known in Europe and on other continents, we used
toexportalot, including very modern, numerically controlled
machine tools. During the few last years, this industry has slid
into an abyss. While in the 1980s, the Polish market absorbed
about 10,000 machine tools of various types annually, of
which half were imported, right now only 250 Polish-made
machines of that type are sold in Poland per year! Like other
State industry, it is heavily indebted and has lost most of
its markets.

Thatwas aresult of a general policy toward State industry
which had to pay very high taxes, forexample, a tax on exces-
sive wage increases that was meant to prevent the growth of
wages, as well as dividends. The latter hit mainly modern
enterprises, because that was a tax on the value of property.
The other reason was credit policy: Interest rates on credits
were very high, which had disastrous consequences because
some enterprises had to borrow on credit just to maintain pro-
duction.

The worst period for the machine tool industry may be
behind it, but it has not recovered yet. We have worked out a
program of reconstruction for this industry, and so far the
government has responded by commissioning research,
which, by the way, is done by a foreign company, to prepare
a proposition for restructuring this branch.

Besides such parameters of growth as GNP, we see other
symptoms in our economy that are very alarming, such as,
depreciation of capital of Polish industry, which is estimated
at 75%—this is a very serious threat. This means that produc-
tion lines and machines are getting old and worn out, while
therange of investments to rebuild this capital and modernize
it is much smaller than depreciation. This is very worrisome,
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because even if the industry reports income, you cannot con-
sider this stable, continuous growth. In order to achieve such
growth, you have to modernize and invest in industry. You
can see a growing investment rate only in services and com-
merce, not in industry, not even at a rate of reproduction of
used-up productive capital.

EIR: For over five years, Poland has been privatizing its
State-owned industry, which is one of the demands of the
International Monetary Fund. The PLP has opposed this.
What are your arguments against it?

Soroka: We think that privatization should not be done
forcefully. It should be based on economic criteria, which
means, only in those cases where, after analyzing input and
output, all advantages and disadvantages, one comes to the
conclusion that privatization can improve a given enterprise
and make it more efficient, provided that the employees will
accept it. One should not treat privatization as a doctrine ac-
cording to which all that which is private must be necessarily
better than State-owned property. Besides, it is dangerous to
conduct mass privatization under conditions of recession, as
it was done in Poland, at the beginning. In such a case, the
“market” value of an enterprise is lower than its replacement
cost would be, so it is sold for too low a price.

We think that, mainly those enterprises which are in bad
shape should be sold, if privatization can improve their condi-
tion. In Poland, on the contrary, first of all, good enterprises
were privatized, the best ones; they were sold mainly to for-
eign capital.

In the privatization process, the question is, who becomes
the owner, what is the participation of Polish capital, workers,
managers, in comparison with foreign capital, which takes
over the biggest and the best enterprises, those which play
important roles in their particular branch of industry? These
are mainly strategic branches, or industries which influence
prices in the rest of the economy. There you see foreign capital
coming in; forexample, machine tools for the energy industry,
cement and paper production, chemical industry, cosmetics,
and so forth.

The Polish State gave up control over such industries. I
think this is not the right policy, because in strategic branches
and industries which are the biggest and the best, the Polish
State, or Polish capital, should play the central role, while
foreign capital may be used to modernize them. Otherwise,
industrial, investment, and price policies are not established
by us here in Poland, but by foreign investors. This is the
elimination of economic sovereignty.

EIR: A few months ago you organized a conference on Pol-
ish science. What were its conclusions?

Soroka: We are mostly interested in applied science, and
also in basic research as far as its results may be used directly
in industry. We are aware that, in the situation of openness of
the Polish economy, in the framework of the present transfor-
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mation process, we are forced to deal with international com-
petition, which means that Polish products must be more
“competitive.” This can be secured only if there is scientific
progress, thanks to which new technologies could be intro-
duced into production. Thus, Polish industry could upgrade
its production. But there is no chance to achieve this if there
is no scientific progress, no innovations in technology.

Concerning investments in science, we are far behind
Western countries, but we still have a strong scientific cadre.
Ithinkthatthere are many Polish scientists who could conduct
serious scientific research. However, poorly paid scientists,
also young scientists, often switch to other professions, main-
ly in services and commerce, or emigrate to other countries.

This is, of course, weakening the scientific and research
potential of Polish industry. Besides, its base is rather outdat-
ed. Some research departments have gone through a very
difficult period, many have been closed down. They cannot
afford investments, and all research equipment, laboratories,
and so forth, are obsolete. So it is difficult to conduct serious,
modern research or development projects, although only
thanks to such projects would there be a chance to introduce
new technologies and new high-quality goods which could
compete with Western production. As a result, we may be-
come just a source of raw materials, which to some degree is
already happening, or a place where you only have cheap
labor.

We in the PLP pay a lot of attention to defense industry,
because it has strong backing from science and uses modern
technologies. For example, the aerospace industry. It also
requires certain solutions fostering modernization and scien-
tific development; for example, an appropriate tax system
promoting investments in R&D. In other words, enterprises
should have conditions to accumulate enough resources for
research and development, which is not the case right now.
All enterprises have to carry a heavy burden of taxes, which
is not encouraging investment in development projects.

In the West, over half of investments in R&D are made
by industrial enterprises, the rest is covered by the State bud-
get and other sources. In Poland, the system does not permit
industry to do it, and the budget is rather small, so investments
in science are unsatisfactory [in 1994, it was only 0.5% of the
budget, or $500 million].

EIR: In his program for Eurasia, American economist Lyn-
don LaRouche stresses the importance of science as an engine
of economic development. Because Russia has a huge scien-
tific potential, especially in space and defense industries, do
you see a possibility for close collaboration between Poland
and Russia?

Soroka: Concerning the space industry, I do not think that
Poland would aspire to participate in this industry. Our coun-
tryis too weak economically for such projects. But, of course,
in other areas, Poland should be open and cooperate with
many countries, including Russia. However, I think that from
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the point of view of economic sovereignty, it is best not to be
dependent on one source of new technologies. One has to
collaborate with many countries, to ensure that the economic
dependence on one strong country will not turn into an instru-
ment of political influence. There may be different scenarios
of development in Europe, and in the East, so it is advisable
to create an independent, strong scientific and technological
base and collaborate with many countries, on the basis of
partnership. First of all, the transfer of technologies would be
required, or co-production or purchase of licenses, but such
licenses that could be adopted and developed in the country.

EIR: There was a wave of strikes in France at the end of
last year. What was the assessment of those protests here in
Poland? Would you agree that they were directed against the
Maastricht Treaty? And what role can trade unions play in
Poland right now?

Soroka: Ithink thatthe strikes in France were a very import-
ant signal concerning the economic and social situation in
western Europe. As I see it, they showed that deep changes
are awaiting this part of the world. The French often have
given the first signal for changes. That was not just a protest,
but the scale of the events, the wide spectrum of professional
groups which participated in them, shows that this is a symp-
tom of a great crisis.

One can say that here, in central and eastern Europe,
changes started in 1989-90; now, the time has come for chang-
es in western Europe. Of course, they will be different, be-
cause the situation there is different; perhaps this is more a
moral and financial crisis, not so much an economic one.
But we have to analyze this very carefully and draw creative
conclusions from those events, which can clearly be seen as
a protest of the French against the Maastricht Treaty. They
will have implications also for eastern and central Europe,
including Poland.

Concerning trade unions in Poland, their role has been
and still is very important. It flows from their contribution
to the process of changes in Poland—this is true especially
for Solidarity. However, right now, one can also see a tenden-
cy coming from strong capital groups to narrow the role of
trade unions and limit the rights of employees. The PLP
supports the idea of partnership between employers and
employees. In a time of change, trade unions should not only
protect workers, although this is also important, especially in
view of the fact that those changes are costly and lead to
the collapse of the standard of living and many sacrifices.
But trade unions, as representatives of employee groups,
should participate in those changes, i.e., participate in owner-
ship and management.

Modern trade unions, learning from the good experience
of countries with social democracy, can play a great role in
reforms, whichshouldnotbenefitonly narrow capital groups,
the oligarchy. All social groups should have a just sharing.
Trade unions and employee groups can guarantee this.
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Eugeniusz Kwiatkowski:
a Polish FDR

by Hanna Warnke

Eugeniusz Kwiatkowski (1888-1974) was responsible for the
economic policies of the Polish government for several years
between the two world wars. He has been compared to Frank-
lin Roosevelt by some Polish historians, because he thought
that government must take responsibility for building basic
infrastructure and guaranteeing conditions that would foster
the development of every individual.

Kwiatkowski implemented his ideas in a situation even
more difficult than the U.S. depression of 1929-31. But under
conditions of peace and stability, the direction of development
that he initiated would have brought prosperity. Tragically,
the Versailles Treaty, which brought Poland back to life after
over 120 years of occupation by foreign powers, created the
conditions in Europe that inevitably led to the Second World
War.

This article first appeared in the November 1995 issue
of the Polish-language Nowa Solidarnosc, published by the
Schiller Institute. It was intended to remind those who believe
in Adam Smith’s “invisible hand” of the “free market,” that
eventhe short-livedrecovery which Poland experienced after
1918, was the result of conscious planning by those who were
convinced that “Poland has a great future ahead of her.” It
was translated by Anna Kaczor Wei.

After World War I, Eugeniusz Kwiatkowski, a young chem-
ist and a graduate of Lvov Polytechnic School and the univer-
sity in Munich, took over as manager of the Supply Depart-
ment of the Army. Thanks to contacts with representatives
of many enterprises, he got to know the structure of the
Polish economy, especially industry. He came to the conclu-
sion that the major problem of the Polish economy was its
stratification after more than 120 years of division between
three neighboring states, as well as backwardness in all areas
of economic life. Kwiatkowski considered rapid develop-
ment of industry and infrastructure as the only antidote to
this backwardness, provided that the Polish nation would
overcome a paralyzing disbelief in its own strength.

After a short period at the Warsaw Polytechnic School,
in 1923, Kwiatkowski was nominated by Ignacy Moscicki
to the post of deputy director of the State chemical factory
in Chorzow. The experience he acquired while organizing
and maintaining the production of fertilizers was summed
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up in Chemical Industry Against the Background of the
Great War. In this book, Kwiatkowski presented the first
elements of a program aimed at fostering progress of Polish
society. He stressed: 1) rebuilding agriculture and industry;
2) developing mining and processing industry on the basis
of Polish resources; 3) improving the trade balance through
development of ocean transportation; 4) establishing eco-
nomic collaboration with Poland’s neighbors which were
“given to Poland by nature itself,” that is, the U.S.S.R.,
Germany, and Czechoslovakia; 5) improving the health care
delivery system and sanitation, especially in so-called Poland
B [primarily eastern Poland], which was particularly under-
developed; 6) developing industry which “serves death and
destruction,” but guarantees the security of the country.

A chemist in charge of the economy

When, in 1929, Moscicki was elected President of the
Polish Republic, Kwiatkowski accepted his nomination to
the post of minister of economy and trade. Despite difficult
circumstances, he managed to expand Polish industry (the
State aerospace enterprise “Pal,” State telecommunications
and radiotechnology manufacture, the munitions factory
“Pocisk,” and the millinery factory in Warsaw; the automo-
bile and chemical factories in Tarnow; and the synthetic
ammoniac factory in Chorzow). During his term, there was
significant progress in the development of a radiophone sys-
tem, and air and rail transportation. In 1918, when Poland
regained its independence, the state of railroads was pitiful.
Poland had 16,000 km of railroads, all of which were in bad
shape after the war and years of neglect: Most of the rolling
stock had been destroyed, as well as 41% of rail bridges
and 81% of water stations. On many routes, the speed limit
was four miles per hour. Kwiatkowski contributed a lot to
modernizing Polish railroads in his capacity as minister.
Between the wars, Poland built 1,770 km of new railroads
and upgraded old ones, established connections between
Silesia and the Baltic coast, as well as eastern territories,
and started electrification of railroads in the Warsaw region.

However, the area in which Kwiatkowski accomplished
his most serious achievements was in ocean transportation
and development of seaports. Already in 1923, the Sejm
(parliament) passed a bill to build a harbor in the city of
Gdynia, but it was Kwiatkowski who put the project into
practice and started to develop a complex seaport infrastruc-
ture. At his initiative, the Bank of Home Economy worked
out a program for construction of a commercial fleet. In
1922, Poland had only three ships with a total capacity of
5,400 tons, while in 1938, there were already 71 ships with
a capacity of 100,000 tons. The majority of the ships were
small, but altogether they constituted a significant fleet.

Kwiatkowski was convinced of the necessity to develop
inland waterways and seaways as a cheap means of transpor-
tation. He once wrote that “the sea is a reliable debtor.
It returns quickly every appropriate input with a usurious,
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huge interest.”

As a member of the government, Kwiatkowski often
expressed his concerns about burning social matters. He
appealed to big capital and financiers to at least follow legal
norms. He was an aggressive spokesman for the rights of
workers against the representatives of employers, especially
the so-called Leviathan group, which succeeded in increas-
ing coal and iron prices, lengthening the workday, and lower-
ing wages, and was also a support group for foreign capital
in Poland. Kwiatkowski’s interventions finally resulted in
legislation regulating social affairs, implementing the eight-
hour workday, paid vacations for workers, the right to strike,
safety inspection of the workplace, and a wider range of
social insurance, pension coverage, and other benefits. The
new regulations were often violated; nevertheless, they con-
stituted an important step forward.

In 1930, Kwiatkowski was removed from his ministerial
position by Jozef Pilsudski. He came back to the government
after Pilsudski’s death, when President Moscicki nominated
him deputy prime minister and treasury minister in 1935. The
economy remained at the center of Kwiatkowski’s interests
during the five years he spent outside government. He pub-
lished a few books, for example, Disproportion, devoted to
an analysis of the gap between Poland’s needs and the actual
state of the economy. In this work, he argued that an econom-
ic rebirth of Poland would be a catalyst for a rebirth in other
areas of social life. His main thesis was that to overcome
the crises, one must present to citizens a vision of a strong
country, in which people are faced with big and difficult
challenges, because “the nation which does not fight and
does not win will regress in its development.”

Kwiatkowski found inspiration in thorough study of the
economic development of Poland (works of Staszic, Ostro-
rog, Kalinka, Laski), as well as foreign models. He praised
the Japanese, who, “without talking too much about their
love of the Motherland, use in their everyday work iron
principles of efficient work organization.” Kwiatkowski was
also influenced by the United States, especially Abraham
Lincoln, who was to him an example of an honest man,
standing up for his principles, supporting internal stabiliza-
tion and protection of an internal market. Roosevelt’s New
Deal was also an object of Kwiatkowski’s studies. He consid-
ered it a case of an organic approach to economy, that starts
from defining basic principles and directions for develop-
ment, which is the responsibility of the State.

In The Present Crisis and the Question of Rebuilding
Economic Life (1935), Kwiatkowski said that in a time of
crisis, the State should play the role of “an executive board
of a huge, disharmonious national economy,” commencing
public works and reforming agricultural policy. Back in the
government, he had a chance again to implement his ideas,
as much as was possible, in the situation of an impending
catastrophe. He was convinced that despite everything, “Po-
land had a great future to look forward to.” So, in 1936, he
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initiated a program which would shape the Polish economy
according to its strategic needs. The program was based
solely on national resources, with the exception of a small
loan from France, and concentrated on military industry and
infrastructure, mainly railroads, power stations, and electri-
cal grids. In the framework of the main plan, in the so-
called Central Industrial Region (COP), situated in today’s
southeast Poland, a few big enterprises were completed: a -
steel mill and a power station in Stalowa Wola, a caoutchouc
[rubber]factory in Debica, a car factory in Kielce, an airplane
engine factory and machine tool factory in Rzeszow, ahydro-
power station in Roznowiec, and more.

In 1938, Kwiatkowski proposed a system of long-term
credits for small and medium-size farms. In the first tranche,
the State budget was to allocate 30-50 million zloty for
credit lines issued for 25 years at a 5% rate of interest. The
same year, according to his principle that “money spent
without a plan brings little results,” the deputy prime minister
presented in the Sejm an ambitious 15-year plan for 1939-
54, which included investments in waterways, highways,
military industry, development of cities, the education sys-
tem (especially forrural areas), modernization of agriculture,
and general unification of economic infrastructure in Poland.
Unfortunately, at that time, British manipulations had al-
ready brought the bitter fruits of Nazism, and the next war
in Europe was inevitable.

Postwar reconstruction

Kwiatkowski spent the tragic years of 1939-45 in intern-
ment in Romania, with other members of the Polish govern-
ment. After the war, he accepted the proposal for a temporary
government of national unity (controlled by Moscow), and
he headed a special government commission for development
of the seacoast. He was aware of the changed political condi-
tions; nevertheless, he decided to come back to Poland and use
his knowledge and experience for the benefit of the destroyed
country. His plan of integrating the Polish seacoast with the
potential of the interior, was financed with the help of so-
called intervention credits issued by the national bank. At his
initiative, Elblag harbor and a number of smaller ports were
reconstructed. His projects for the future included regulating
the Vistula River and its tributaries, construction of a canal
connecting the Oder and Danube rivers, and a port for oil
transport and refineries.

He abandoned his work in 1948, when the government
closed down his commission. Because he was forbidden to
reside on the seacoast or in Warsaw, he had to move to Kra-
kow, and, during the difficult period of the Stalinist regime,
he had no opportunity to publicly discuss Polish economic
matters. Only in the early 1970s, when the decision was made
to build a big harbor in Gdansk, was Kwiatkowski’s role in
developing the Baltic coast recognized. He received honoris
causa from Gdansk University in 1974, a few days before
his death.
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A study of inflation in China

A guest commentary by Yang Fan, of the Economic Research Institute of the
Chinese Academy of Social Sciences, Beijing.

China’s economy is estimated to have grown, during 1995, at
a rate of 10.2%, and inflation dropped below 15%. Despite
this, the view is, that China still faces a difficult task of curbing
inflation over the long term. There has been a series of debates
on inflation among Chinese economists. This article refers to
the arguments and analyses presented in this debate, on the
future of the Chinese economy.

Since all of the measurements of the economy of China,
like other nations, are influenced by the generally accepted,
and incompetent standards demanded by international mone-
tary agencies such as the International Monetary Fund (IMF),
no estimate of rates of growth, or of inflation, can be accepted
at face value. Nonetheless, the discussion of these estimates
is extremely significant, as a factor in shaping the policies
which China will adopt during the immediate future.

Argument 1

Itis necessary to curb inflation to assure long-term stabil-
ity and coordinated development of the national economy;
refuting the argument for “simultaneous growth of economic
development and prices.”

This argument goes: There has long been a misconception
in the theoretical circles of our country, that inflation, despite
the multitude of harm it causes, can promote economic
growth. Infact, this is a theoretical misapplication of Keyne-
sianism and the Phillips curve. Since the 1970s, due to the
appearance of “stagflation” in western countries, the stable
direct correlation between economic growth and inflation, or
the negative correlation between unemployment and infla-
tion, has been eliminated, while the new theory of “natural
rate of growth” appeared. This theory believes that, on the
basis of a natural rate of unemployment, the economic growth
of various countries has an objective, rational speed called
“natural rate of growth.” If this speed is surpassed, the rise
of prices will be accelerated, while depressing prices will
accelerate the drop of economic growth.

The argument proceeds: From a long-range point of view,
theaverage speed of growth does notincrease withthe appear-
ance of a big rise and big fall in the economy. According to
the calculations of a number of experts, if China’s economy
has a continuous 9-10% rate of growth over 30 years, it will
be the biggest in the world. A continuous growth above 10%
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will naturally accelerate the rise of prices, with the conse-
quent, forced deflation cancelling the increased percentage of
the previous super-high-speed growth.

The argument continues: This regular pattern of growth
has been proven by the economic development of China. In
the 1980s, with an average economic growth of 8.8%, the rise
of prices reached its peak in 1989. The annual rise was 19.8%,
with arise 0f27.9% in February. When we depressed the rise
of prices to 11.4% in September 1989, the growth of industry
dropped to 0.9%. In January 1990, when the rise of prices
dropped to a level below 10%, the rate of industrial growth
was —0.6%, the first negative growth since the start of eco-
nomic reform. In 1991, economic growth attained an annual
rate of 11.9%, with a rise of prices of 2.9%. In 1992, annual
economic growth was 13%, with a 6% increase of prices. In
1993, the annual economic growth continued to be 13%, and
a similar rate of price increases. In 1994, the annual rate of
economic growth rose to 22%. In the coming two years, if the
rate of economic growth does not drop to below 8%, it is
expected that it will be very difficult to bring the increase of
prices below 10%.

The inflation expectation in China was formed in 1987,
reached its peak in 1988-89, dropped during the three-year
period of rectification and adjustment, and rose again in 1992-
93. Due to the stable exchange rate of the renminbi (RMB),
in 1994, the inflation expectation weakened somewhat
abroad, but it was still high at home. Under the influence of
continuous high inflation and high-inflation expectation, an
entrepreneur would mistake the rise of his own product’s
price, for a rise of the whole price level. His decision would
not be to expand production, but merely to raise his product’s
price, so as to neutralize the effect on his costs, of rising prices
of other products. Workers would demand wage increases in
accordance to the expectation of inflation.

Under such circumstances in China, if wages could not
be increased, work efficiency and output would drop. Then,
stagflation would appear, with a continuous rise of the overall
price level and drop of output in the whole society. It was
estimated that for every price rise of one percentage point,
stimulated by inflation, the prices of the same year rose 0.3-
0.4 percentage points, causing a drop of 0.7-0.8 percentage
points of economic growth in the following year. Growth
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could be maintained in the following year, at the cost of higher
inflation. Inflation cannot bring us anything except stagfla-
tion, and even a big economic rise and fall. It can only bring
us more random price increases, monopolies, cheating, and
profiteering in the present situation. Whether in theory or
practice, the policy of inflation cannot stimulate economic
growth over a rather long period. It is also impossible to have
“simultaneous growth” of the economy and of prices. We
should clearly realize that curbing inflation should be a goal
of long-term policy, and not only a short-term measure.

Argument 2

To reduce the impact of restructuring industry by infla-
tion, is to relieve thirst by drinking poison; refuting the argu-
ment that “unemployment is more dangerous than inflation.”

This argument goes: In the debate on inflation among
economists in the early 1990s, a typical argument was: “Un-
employment is more dangerous than inflation.” The economic
grounds for the argument were that the reform of State-run
enterprises cannot be carried out quickly, due to the nonexis-
tence of a social security system. The social grounds for the
argument were that unemployment, by concentrating eco-
nomic pressure on a minority of the population, would result
in trouble-making by that minority, while the economic pres-
sure caused by inflation is shared in common by the whole so-
ciety.

Despite popular discontent among the people, nobody,
generally speaking, would “initiate trouble.” The meaning
behind such an argument is, that China may use inflation
policy to reduce the pressure of employment. This is a view-
point hampering the control of inflation. First, to advocate
using the monetary policy of expanding the economic quan-
tum to solve the problems of economic structure, violates the
basic axiom of implementing economic policy. The existence
of a big potential labor supply in rural areas, may keep eco-
nomicdevelopment atabout 10%, at least not below 8%. This
is acommon acknowledgment of economists both abroad and
athome.

However, when the argument that “unemployment is
more dangerous than inflation,” is used to advocate lessening
unemployment by high-speed development, this confuses
two kinds of unemployment, with different natures. The
above-mentioned job-awaiting population in the urban and
rural areas, is a problem of regulating the economic quantum.
It may be alleviated, in a certain period and to a certain extent,
by the expansion of monetary policy.

However, the “underemployment” under discussion in
our country, means the existing special type of unemploy-
ment, namely, the 30% redundant personnel among the 150
million staff and workers of State-run enterprises. This is the
core problem of China’s economic restructuring, and trans-
formation of industrial structure. If we admit that the nature
of State-run enterprises is a problem of economic structure,
then we should admit that financial measures should be main-
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ly adopted in economic policy. The attempt to solve the prob-
lem of economic structure by the monetary measure of ex-
panding economic quantum, not only violates the basic
principle of economics, it is also impracticable, as proven in
China. In 1992-93, the economy of our country grew at a
super-high speed, with very serious inflation, yet the perfor-
mance of State-run enterprises did not obviously improve.

Since the macro regulation, our government has subsi-
dized the losing State-run enterprises with a big amount of
low-interest loans. The State-run enterprises shared 70% of
the low-interest loans provided by the banks, yet produced
only 45% of the output value. To subsidize the State-runenter-
prises by expansive monetary measures for a long period, has
become a special source of inflation in our country. It has no
economic benefit, as well as no ending. If this continues, then
how high must be the speed [of economic expansion] and how
high must be inflation, to be able to save the State-run enter-
prises?

Second, exaggerating the danger of unemployment,
while belittling the danger of inflation, is not in conformity
with the axiom of policymaking and social control. Under
general circumstances, unemployment is certainly more dan-
gerous than inflation, because the unemployed minority
bears the entire economic pressure. Inflation is just the re-
verse. The pressure of inflation is borne by a portion of all
social brackets, so it is bearable generally, unless galloping
inflation appears.

From the viewpoint of the local government, this is a thing
of “very great benefit, yet costless.” If serious trouble from
the unemployed occurs in a local area, the local government
has to shoulder all the responsibilities. While issuance of more
money mitigates the unemployment of its local area, the in-
flation pressure created by such issuance has to be borne by
the people of the whole country. This is tantamount to making
the people of all China and other areas, pay for the benefit of
employment and social stability benefit “of its own locality.”

Therefore, the policy of the local government is certainly
to assure employment to the best of its ability, disregarding
the cost of inflation to be paid. From the viewpoint of the
central government, the same ‘““cost-benefit approach,” turns
out to be an entirely different thing. The “trouble making”
of the unemployed in a locality is just a local problem, not
necessarily endangering the whole country immediately,
while the route of extending “stability and unity loans by
the banks” can only aggravate inflation in our country. The
“benefit” gained by the central government is short-term sta-
bility in different localities, but from the angle of national
control, it is not beneficial.

The contradiction has not been solved; rather, it is exacer-
bated, by turning the crisis of State-run enterprises into the
crisis of national banks, which is further turned into the credit
crisis of the government. This will finally concentrate on some
unexpected incidents, and explode. Then the “social cost” to
be paid will be incalculable.
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Argument 3

Macro financial stability is necessary for market direction
reform; refuting the argument that “inflation is necessary
for reform.”

This third argument, in favor of inflation, is that the pro-
cess of reform requires inflation. According to the calcula-
tions of the experts concerned, the structural price reform
caused prices to rise 3% annually, while the additional issu-
ance of money required to lessen the friction of reform, caused
another 3% rise in prices. Lou Ji Wei wrote in 1994 that this
6% rise in prices annually is the “cost of reform.”

Itis necessary to maintain economic development and to
alleviate social friction in the process of gradually progressing
reform; hence, it requires therise of prices, to a certain extent.
This is understandable. However, if the rise of prices has been
continuously over 10% for several years in China, and will
even increase, this will naturally create doubts among the
people about such reform. The “reform cost argument” is only
suitablefor a “once and for all” price reform.

Under a gradually progressing reform, the prices of ag-
ricultural products have been raised, without a drop of the
prices of industrial products, and the overall price level is
naturally raised. Such a price rise is not due to inflation. Infla-
tion means the issuance of money, surpassing the needs of
circulation. For structural price adjustment, it is necessary to
increase the issuance of money, because the adjustment itself
raises the prices. This is also true for monetization of the
economy. This kind of increase of money, does not cause the
money supply to surpass the need of circulation, hence it is
not inflation.

Only the policy of pursuing super-high-speed economic
growth, by subsidizing budgetary deficits through bank over-
drafts or by engaging in credit inflation, can lead to inflation.
Only a small portion of the appearance of continuous overall
price rises in the process of price reform, is due to the price
reform itself, while a major portion is due to demand inflation
and monopoly. As the cause cannot be distinguished in the
monetary issuance, somebody uses it as a defense for infla-
tion, in the name of the “needs of reform” and “economic
axioms.”

Actually, the price reform in China has long passed the
stage of “price adjustment promoting rise in overall price
level,” and has entered the stage of “inflation leading to resto-
ration of priceratio.” When the prices of agricultural products
and basic products were adjusted upward for the formation of
arational price structure, a continuous total demand inflation
appeared, resulting in a faster rise of the prices of processed
industrial products, as well as the re-enlargement of the “scis-
sors” differential between agriculture and industry. Then, it
becomes necessary toraise the prices of agricultural products
and basic products again.

Can we call such a “rotating increase of prices,” price
reform? Inflation not only can promote no reform, but will
instead undermine the stable economic and social environ-
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ment. The inflation in 1988 caused social unrest. Whenever
the rise of prices was too high, the central government de-
manded that local governments temporarily stop promulga-
tion of new price reform measures.

At the end of 1993, the price of grainrose, accompanying
the galloping rise in price of steel futures from RMB 3,000 to
RMB 4,000 per ton, resulting in a rise of 20% in retail prices.
The central government was forced tomake stability the prior-
ity, and slow down the pace of reform. In the latter half of
1994, the continuous, unexpected rise of prices forced the
central government to make controlling inflation the core eco-
nomic task. The higher the rise of prices, the more the admin-
istrative measures have become a regular pattern. In many
places this year, the use of grain and edible oil coupons reap-
peared, while the State monopolized the dealing in products,
as well as fixing their prices. The appearance of galloping
inflation led to total economic control, forcing the market
economy to retrogress to a planned economy. This happened
in a number of countries.

Another harm inflation does to market-guided reform, is
damaging market signals and promoting economic instabili-
ty. Since price mechanism is the basis forregulating the rela-
tion between supply and demand in a market economy, how
can we imagine that a confused and uncertain price system
can effectively allocate resources?

" Inflation is directly related to economic uncertainty. It is
impossibletohave a “stable inflation”—theillusion cherished
by some people—by hooking prices, wages, rates of interest,
and rates of exchange, to the practice of legalized and open
inflation, so as to make it up to the suffering social strata
and to stabilize the psychology of the residents. As soon as
galloping inflation appears, it is certainly unstable and will
surely bring along confusing market signals, making itimpos-
sible for government policy to be stable, also.

Since 1993, speculative capital to the amount of RMB 300
billion has appeared in China. In conjunction with confusing
price signals and confusing psychological expectations, this
has greatly aggravated the economic instability in China. In
today’s economic reform in China, inflation has reached the
“stage of serious inflation,” with three consecutive years of
two-digit inflation rates. The seriousness of the result, is not
whether it is bearable by the population, but the possibility of
forcing the government to practice the “hook-up policy” after
the inflation rate reaches 20%, which in turn will have infla-
tion running wild, and quickly lead to galloping inflation.

Inshort, inorderto carry out well the reform of the market
economy, we should pay close attention to macro-economic
stability, as well as prevent the appearance of galloping infla-
tion in China. A real market economy is an economy with
supply greater than demand, but not an economy with gallop-
ing inflation.

Argument 4
The “population’s ability to bear it,” is basically “the
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peasants” ability to bear it”; refuting the “argument of hook-
ing up prices, wages, interest rates, and exchange rates.”

This argument goes: The main reason for it not being
possible to practice the “hook-up strategy” in China, is the
existence of 900 million Chinese peasants who have no in-
come from wages. The increase of prices of agricultural
means of production, with the relative decrease of prices of
grains, forced the peasants to give up cultivation, giving a
heavy blow to the production of grain and cotton. Then the
State massively raised the prices of grain and cotton, causing,
again, a massive rise of prices in urban areas.

The increase of prices and wages in urban areas, which
was originally intended to absorb and subsidize the previous
rotation of price rises, instead hurtagriculture, causing a more
serious rise of prices in the next rotation. Agricultural prices
always logically lagged behind; there was a subsidized rise
of prices after agriculture suffered the blow. Agriculture suf-
fered blow after blow, in the series of inflation cycles over a
long period.

Agriculture cannot stand the fluctuations of market econ-
omy, let alone the blow of serious inflation, especially under
the conditions of the initial stage of market economy and
the dispersed blind production of countless small peasants in
China. Therefore, the “bearability of prices to the population”
cannot be measured by a standard such as a 10% or 20% rise
of prices, because, with the practice of indexation, while even

the blow of inflation is bearable to the wage-earning residents
of urban areas, it is nonetheless unbearable to the peasants.
This will shake social stability. The existence of a vast rural
area with its massive population, is the basic reason why
China cannot depend upon foreign trade for its national sur-
vival, and cannot depend upon foreign loans and inflation for
its take-off. It is also a self-regulator for policy errors, and
has prevented previous successive strategic mistakes from
lasting long.

Argument 5

Behind inflation and the price monopoly is the scramble
for recourse by the diversified interest groups; the nature of
inflation is comprehensive social crisis.

In China, the effective control of issuance of money can-
notentirely depend upon the central bank. The credit program
target is often surpassed. The local government can actually
force the bank to increase the loan, or divert it for other pur-
poses, thus forming a “backward pressure mechanism” on the
central bank. Therefore, in order to control inflation, it is
necessary, first of all, that the central bank should have inde-
pendent power of issuance, many of the specialized banks
should be commercialized, and the structural reform of the
enterprises should be carried out.

The other reason for not being able to control the issuance
of money, is the wide existence of price monopolies. In the
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environment of broad existence of monopolies, cheating and
sudden huge profits, in case of currency deflation, the monop-
oly section of the economy would reduce production and raise
prices to seek a high profit, while the non-monopoly section
of the economy would shrink with the economic contraction.

The third reason, is investment inflation, which is hard to
check. Both demand inflation and price monopoly in China
reflectacommon nature, as the various interest groups scram-
ble forresources in an unfair way, thus creating a comprehen-
sive social crisis. There are, principally, five kinds of “interest
groups,” as follows:

1. The central government, whichhas decentralized a con-
siderable part of economic power after the reform.

2. The local governments, which have gained consider-
able power and become the biggest beneficiaries since the
reform. Thelocal governments’ increase in power has brought
prosperity to local economies, with the appearance, on the
other hand, of duplicate construction and investment infla-
tion. Local blockades are thus hampering the formation of a
unified national market and thorough implementation of the
industrial policy of the central government. Each local gov-
ernment scrambles for resources with investment inflation,
as a means to strive hard for high-speed and high-income
development of its locality. At the same time, this is transfer-
ring inflation to other localities.

3. The economic departments in charge under the central
government. After the practice of the contract responsibility
system of industries, many of the departments have their own
economic interests and established a large number of compa-
nies. In the resistance to purchasing property rights by foreign
capital, in seeking State protection in terms of departmental
tariffs and non-tariffs, in “seeking rent,” and monopoly busi-
ness, this is a force capable of influencing policymaking of the
central government. Meanwhile, the appearance of monopoly
prices also pushed up domestic inflation.

4. The State enterprises.

5. Individuals, who play a stronger economic role. The
savings rate of the population has been maintained above
40%, with a continuous increase of savings over consecutive
years. This is the key to ensuring high accumulation.

In the process of rapid economic prosperity, the various
interest groups have undergone considerable diversification.
The lack of standardization in behavior, produced the social
problems of corruption, monopolies, cheating, sudden huge
profits, and damage of resources, accompanied with the drop
in ability to maintain social control. Meantime, each interest
group adopted various unfair practices in pursuing its inter-
ests. Besides seeking special protection and privileges from
the government, one of the unfair practices is to scramble
for resources by gaining sudden huge profits through raising
prices or by investment inflation. Therefore, the real nature
of worsening inflation in China is lack of an integrated mecha-
nism for effective, open, and legalized regulation of the inter-
ests of various interest groups.
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Report from Bonn by Rainer Apel

Debt and taxes are killing the cities

German municipalities are raising the alarm over their

worsening fiscal crisis.

Infected with the “balanced-budget”
virus, the municipality of Wetter, in
the western state of North Rhine-
Westphalia (NRW), hasadoptedarad-
ical cure: It sold its 80 public-sector
buildings to the VEBA real estate firm,
to lease them back for DM 1.7 million
($1.1 million) over the next two years.
This, the authorities claim, will save
the city about DM 600,000. The trick
in this deal, whichundoubtedly has the
approval of all “streamlining” proph-
ets, is that the city no longer is the mas-
terinits ownhouse, thatit sold its own-
ershipfora shortsighted “benefit” that
will be gone in two years.

A former industrial powerhouse
that has been put through radical dein-
dustrialization, NRW has many cities
that face grave fiscal problems. No
fewer than 62 out of its 274 municipal-
ities “balanced” their budget this fiscal
year only by selling real estate and oth-
erproperty. Another 74 barely escaped
fiscal emergency rule by decree, by
signing a documentthatsolemnly pro-
claims their will to balance their bud-
gets over five years. Even Diisseldorf,
the state’s capital, sold its shares in the
RWE energy-producing firm, in order
to pay at least 25% of its DM 400 mil-
lion municipal debtin FY 1995.

The situation was so dramatic in
1995, because cities were hit full force
by the combined effects of mounting
old debt obligations, new debt bur-
dens, and the denial of new loans by
creditor banks; by lower tax revenues
because of worsening general eco-
nomic conditions; and by increased
social welfare expenditures because of
therising number of welfare recipients

(unemployed, refugees from Bosnia,
private bankruptcy cases).

The situation is more or less the
same on a national scale. Thus, the
German Municipal Congress (DST),
the political organization of the cities,
raised the alarm in a press conference
in Bonn on Jan. 22. The combination
of increasing debt service, lower tax
revenue, expanded social welfare and
other social expenditures, and in-
creased pressure to impose deeper
fiscal austerity is a recipe for the fi-
nancial and social collapse of urban
communities, DST President Gerhard
Seiler warned.

He said thatthe 15,000 cities in the
DST have entered a “valley of tears,”
with no funds for investment, and no
prospect of meeting their obligations.
“Some cities are deep into the valley
of tears up to their neck, some only to
their ankles, so far,” Seiler said, re-
porting a tax revenue shortfall of
DM 13.5 billion for FY 95, and an es-
timated additional DM 12 billion for
FY 96.

Seiler took aim at Finance Minis-
ter Theo Waigel, a devout monetarist
who has most recently blamed the fail-
ure of the municipalities to balance
their budgets on Germany’s being in
danger of missing the European Mon-
etary Union’s balanced-budget crite-
ria. The DST maintains that many of
the cities’ problems have been pro-
duced by the federal government in
Bonn, which, for its own budget-bal-
ancing reasons, has burdened the mu-
nicipal administrations with an addi-
tional DM 4 billion in expenses in
FY 95 alone for urban day-care cen-

ters (which had previously been paid
by Bonn), and for several categories of
social welfare for citizens who have
been unemployed for a long time and
therefore no longer receive federal un-
employment assistance.

Partly because of the high-interest
rate policy which was imposed in late
1979, urban budget obligations have
increased by 140% since 1985, while
revenues have increased by only 40%
over the last 10 years, Seiler charged.
The unmanageable fiscal situation has
forced the cities to “privatize” munici-
pal real estate and other property, in
order to try to balance their budgets.
But this is a shortsighted policy, Seiler
said, because “everybody knows that
one can only do such privatizations
once, that there is no second chance
to make money from an asset after it
is sold.”

The budget-balancing of Bonn has
made the municipal situation worse;
so have the tactics of the state govern-
ments for reducing their transfers to
the cities. The cities receive subsidies
from the statesforinvestments in pub-
lic infrastructure, for schools and the-
aters, libraries, and day-care centers.

The eastern municipalities, how-
ever,dependonstate and federal trans-
fers toa much higher degree than west-
ern municipalities: 70-75% of the
budget in the east (only 25% is genuine
income from taxes, fees, licenses),
compared to the reverse ratio in the
west.

But the situation is worsening, and
western municipal authorities, such as
Lord Mayor of Duisburg Josef Krings,
have begun to call for state and federal
transfers like those which the eastern
municipalities receive. The state gov-
ernments, however, have begun to end
these transfers, and have signaled
creditor banks that they should be pre-
pared for municipal defaults. If the
states stop the transfers, the cities will,
indeed, collapse.
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Business Briefs

Eastern Europe

IMF increases the
pressure on Ukraine

The release of the fourth tranche of the Interna-
tional Monetary Fund’s standby credit to
Uleraine has been delayed until February or
March, Ukrainian radio reported on Jan. 17. The
credit should have beenreleased in January, but
the IMF and World Bank have said that Ukraine
is not making enough progress in its structural
economic reforms or in privatization.

That same day, Ukrainian lawmakers were
debating provisions in the 1996 draft budget for
deep cuts in spending in education, scientific
research, health, and social welfare programs,
that the IMF is demanding. The current draft
slashes expenditures on research from 1.7% to
0.076% of Gross Domestic Product, and on ed-
ucation, from 10% to 6.5% of GDP. The alloca-
tion for the country’s school system would not
be sufficient to cover teachers’ wages and stu-
dent stipends. The govemment still owes tril-
lions of karbovantsiin back wages and stipends
since autumn.

The draft budget also foresees a 4% cut in
social spending and would finance only 31% of
the basic needs of Ukraine’s State-run health
care system. The government has said that the
cuts are necessary in order to lower the budget
deficit to 6% of GDP this year.

Economic Policy

Egypt under IMF pressure
to deregulate, privatize

Despite a recent cabinet reshuffle, which
changed the chief negotiator with the Interna-
tional Monetary Fund, the govemment of Egyp-
tian President Hosni Mubarak continues to
come under heavy IMF pressure to deregulate
and privatize its economy. Adel Hussein, a
Cairo-based opposition figure, told EIR in mid-
January that the previous round of negotiations
failed, because Egypt did not agree to total pri-
vatization of the State sector and lifting of all
regulations on foreign trade. The IMF used de-
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valuation as a bargaining chip in that round,
threatening to debase the currency, unless the
State sector were put up for sale. Now, the same
pressures are being mounted again, and Hussein
expects that Egypt will capitulate.

The recent visit to the region by U.S. Vice
President Al Gore and a group of U.S. business-
men, led to a cooperation agreement, first out-
lined at the Cairo population conference. A joint
commission has been setup to coordinate coop-
eration, including on preparations for the con-
ference scheduled to take place in Egypt in
1997, which will follow up the Casablanca and
Amman conferences on Middle East devel-
opment.

As part of its restructuring program, Egypt
recently lifted all regulations on foreign invest-
ment. Whereas earlier, prospective foreign in-
vestors had to request permits, and were limited
to first $3 million, then $15 million; today, they
are required only to “inform” the Egyptian gov-
emment of their plans. There are no ceilings on
investment. Thus the way is open for “invest-
ment” in casino gambling, bordellos, and simi-
lar drains on the economy. The final decision
was announced the day after Gore left.

Algeria

Zeroual disappoints
foreign investors

Foreign investors are disappointed in the perfor-
mance of Algerian President Liamine Zeroual,
because he has reneged on his electoral prom-
ises to open a dialogue with the Islamic Salva-
tion Front (FIS), and because the civil war is
escalating, the German financial daily Handels-
blart reported on Jan. 16. “The government re-
peatedly said, that rising oil revenues would put
the economy back on its feet,” raising export
revenues from $3.4 billion to $4.5 billion. How-
ever, this requires foreign investment worth
$2 billion.

Great Britain stepped forward right after the
“elections” to announce a $2 billion investment
in seven gas fields in Salah, which will yield
initially 9 billion cubic meters per year. An
800 km pipeline from the fields to Hassi R’Mel
is also planned. This new production would in-

crease gas revenues from $2.6 billion in 1995
t0 $4.7 billion in 1999. The restof the natural gas
would flow through the TransMed and Europa-
Maghreb pipeline into southern Europe.

According to the French daily Le Monde on
Jan. 12, an IMF secret report says that Algeria
has not fulfilled the restructuring demanded for
a May 22, 1995 loan of $1.8 billion, but that it
should be given aid nonetheless. The two (out of
eight) criteriait failed to satisfy, concern internal
credit issuance and resultant inflation, and for-
eign exchange reserves. Algeria issued ‘too
much” credit internally, especially to its state
sector, the report said, and inflation was at 28%,
instead of the 20% prescribed. At the end of
September 1995, Algeria hadno more than $1.9
billion in foreign exchange reserves, $400 mil-
lion below the required level.

The IMF report sees the causes of Algeria’s
poor performance as the weak oil price, and the
lack of financial aid fromJapan, Germany, Italy,
and the United States. The increase in grain and
wheat prices also led to a 30% increase in Alge-
ria’s import bill in 1995.

Biological Holocaust

Death rate rising
in United States

The death rate from infectious diseases once
thought to be virtually conquered, has been on
the rise for more than a decade in the United
States, government health experts said on Jan.
16. Dr. Robert Pinner from the Centers for Dis-
ease Control in Atlanta, Georgia, said the U.S.
death rate increased 58% from 1980 to 1992,
and, after the demographics of an aging popula-
tion were factored in, it increased by a still strik-
ing 39%, the Jan. 17 issue of the Journal of the
American Medical Association reported.

The increase would have occurred even
without the AIDS epidemic, although at a slow-
er rate. The data are part of a special report on
emerging and reemerging health threats, rang-
ing from newly recognized viruses such as
AIDS, toolderinfectious diseases that are grow-
ing resistant to the drugs used to treat them for
several decades.

“Despite historical predictions that infec-
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tious diseases would wane in the United States,
these data show that infectious diseases mortali-
ty has actually been increasing in recent years,”
Pinner said. Among the threats are tuberculosis,
E. coli, cholera, drug-resistant pneumonia, hep-
atitis, and viruses such as AIDS, Hantavirus,
and Ebola. Respiratory tract infections, which
often strike older people, were responsible for
nearly half the deaths from infectious diseases
in 1992. Mortality from septicemia (blood poi-
soning, caused by potentially lethal bacteria)
rose 83% in the 12 years studied. And deaths
from infections contracted in hospitals are wor-
rying doctors, because some of the bacteria are
now resistant to antibiotics.

It is well known by health experts that this
“death-rate” increase is primarily caused by de-
creasing standards of living and general decay
in necessary infrastructure, such as water and
sewer systems. But reporters, such as Reuters’
Joanne Kenen, chose to “recast” the initial re-
port, to present the lie that the culprits are “glob-
al warming, drug resistance and evolution
itself.”

Russia

Stand up to IMF,
ambassador urges

Russia should stand up to International Mone-
tary Fund (IMF) and World Bank pressures that
infringe on its sovereignty, stated former am-
bassador Vassily Sofronchuk, who was deputy
secretary of the United Nations during 1987-92,
the London Guardian reported on Jan. 19.

Sofronchuk stressed that it had previously
been the case, that the IMF and World Bank
would lecture only Third World governments
on their domestic and foreign policies. “Now
they are doing this to Russia, which is ameasure
of how low Russia has fallen,” he said. “They
don’thave therightto prompt oradvise the gov-
emmentof a sovereign State about the composi-
tion of its govemment. ... If Mr. [Russian
Prime Minister Viktor] Chemomyrdin under-
stands that he is the head of a govenment, he
should say to the U.S.: Dear sirs, this is none
of your business. This is something we shall
decide ourselves.”
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Southeast Asia

Australia invited to
join in Mekong project

Malaysian Prime Minister Mahathir Mohamad
invited Australia to participate in an ambitious
plan of the Association of Southeast Asian Na-
tions (ASEAN) to develop the Mekong region
that encompasses six countries (Burma (My-
anmar), Cambodia, China, Laos, Thailand, and
Vietnam). The invitation came during a visit of
Australian Prime Minister Paul Keating to Ma-
laysia, the Singapore Business Times reported
on Jan. 17. ASEAN endorsed the Mekong Ba-
sin project at its recent summit in Bangkok,
Thailand.

Mabhathir told Keating that Australians
could be involved in the construction of dams,
as well as in the transport, telecommunications,
and housing sectors in the project. “Mahathir
told Keating that it is a massive project that will
require all efforts of ASEAN and others that
can play arole,” said Ahmad Kamil Jaafar, the
Foreign Ministry secretary general.

Asia

Japan, China consider
new shipping route

A groupof Japanese companies and the Chinese
government are to carry out a feasibility study
into shipping goods between the two countries,
including using the Yangtze River, the Jan. 15
Nihon Keizai Shimbun reported.

Goods would be shipped by river from
Chongging to Shanghai prior to sea transport
to Japan, forming the first major transport link
between China’s inland areas and Japan, the
daily said. Beijing and the Japan-China Invest-
ment Promotion Organization would set up a
joint firm to launch the river service as early
as 1997.

The Japan-China Investment Promotion
Organization plans to set up a committee for
the project by March to start negotiations with
China’s State Planning Commission and the
Ministry of Communications.

Briefly

ALBANIA has declared a bread
supply emergency, in which a short-
age of flour has caused long bread
lines in all cities, especially the bigger
ones. There has been a pattern of
spontaneous protests against the gov-
ernment and its agricultural policies.
In an effort to preemptriots, the gov-
ernment has begun to open its strate-
gic grain reserves.

SUDAN was the recipient of Chi-
na’s first Export-Import Bank loan, of
$12 million for the purchase of Chi-
nese equipment for a petroleum de-
velopment project, Beijing Central
TV reported on Dec. 10, 1995. The
Exim Bank is one of four “develop-
ment” banks designed to funnel na-
tional credit to industry, agriculture,
infrastructure, and exports.

FRANCE isfacing “ablack year for
jobs,” an internal memorandum com-
piled for the government forecasts,
according to the economic journal
Tribune Desfosses. At least 120,000
jobs, but more likely 170,000, will be

lost this year, the memorandum says. .

GERMANY is planning a pilot
project for the privatization of gov-
ernmental administration functions
which will cut 7,000 jobs as part of a
new effort to achieve a “lean State”
and reduce State expenses by DM 1
billion per year, according sources
in Bonn.

CANADA is facing a record pace
for bankruptcies, the Montreal Ga-
zette reported on Jan. 18. Over the
first 11 months of the year, 72,496
people or businesses went bust, up
19.5% from 1994. The worst previous
year was 1992. But, for Canadian
banks, 1995 was a year of record
profits of over $3.5 billion.

THE BRITISH are experiencing
severe malnutrition, 18 experts for
the “Low Income Project Team” said
in a survey for the government, the
Jan. 21 Observer reported. “Mount-
ing poverty during 16 years of Con-
servative rule has produced malnutri-
tion among Britons on a scale unseen
since the 1930s,” the paper said.
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1Tl Feature

Unbalanced minds
cannot balance
the U.S. budget

by Lyndon H. LaRouche, Jr.

On Jan. 15, in Arlington, Virginia, Democratic Presidential candidate Lyndon
LaRouche addressed 250 supporters at a Martin Luther King Day event. The
address was excerpted for a half-hour national television campaign broadcast on
ABC-TVonJan. 27.

This is Martin Luther King’s birthday, and it has fallen upon this occasion, to do
something which is necessary. And, I can’t think of a more appropriate anniversary
date upon which to celebrate.

Martin’s role in history is one which is much underestimated in the romantic
versions, or the popular versions of his life. In fact, as Amelia [Boynton Robinson]
and others have explained to me, in Alabama, the time came when Martin, a
graduate of Boston University, a young minister in the civil rights movement,
was, by chance, designated, nominated to become the leader of the civil rights
movement. He was just a young minister, with no particular distinction obvious to
people around him, except people knew him as a fine young man. And, in the few
years of his life that remained to him after that designation, he changed. He grew.
He’s one of the few authentic leaders of the United States in the Twentieth Century.

He did something which I’ve referred to on a number of occasions, something
that impressed me very much in following him. When he was presented with a
crisis, he would go into what I’ve described often as a personal Gethsemane, which
is not, perhaps, unusual for a man of the cloth to do. And, faced with a crisis of the
movement, would recognize that the movement had to undergo a change, a change
in its conceptual outlook. And he would come forth from this period of retreat, and
make an address which presented a concept, such that, after he was murdered, with
the consent, or, shall we say, encouragement of his enemy, J. Edgar Hoover, the
movement stopped.

Now there were other circumstances at play which arrested the development
of the civil rights movement, from that time on. But one of the obvious things,
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which is obvious to me from discussing with many leaders of
the movement who were close to him at the time, was, there
was no one available to replace him. He was the one man
who could present conceptions to a movement, on which the
movement lives. Not practical suggestions. Not decisions.
Not pragmatic decisions. But conceptions, to lift the move-
ment to a higher conceptual level of its role. Not just as a
movement of the oppressed; but a movement to make the
Constitution of the United States, in its original intent, real
for all the people of the United States and the world.

Thus, the civil rights movement under Martin, had a mis-
sion. It was a not a mission of victims, but a mission of leader-
ship, of those on the field of battle who seized the first rank
of the fight and said, “We’re leading the way for all mankind
toward freedom”—the difference between the victim and
the fighter.

Now we’ve come to a time, in the history of the world as
a whole, in which the civilization which has become a world
civilization in the course of the past 500 years, is about to
disintegrate. One says, “Well, when will it happen?” I don’t
know. It will happen soon.

The patient, as I’ve said in describing this in a number of
places recently, goes to the doctor and says, “Doctor, what’s
wrong with me?”

The doctor says, “You’re very sick.”

“How sick, doctor?”’

“Well, you're going to die.”

“How soon?”
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The National Council of
Senior Citizens
demonstrated at the
White House on Nov. 8,
1995, urging President
Clinton to veto the
Republican budget-
balancing plan.
LaRouche points out
that the United States
had no chronic budget
deficit until the Carter
administration, and it
became worse under
Reagan. In the second
Reagan term, Sen. Phil
Gramm doubled the
national debt, in his
effort to balance the
budget.

“I don’t know. I can’t predict when that will occur. But it
will be soon. Be prepared.”

That’s the condition of the world monetary and financial
system and the political institutions attached to it today. The
monetary and financial system of this planet, is presently/dy-
ing. It is very near its death, its final moment. Nothing can
prevent this monetary system, this financial system of this
planet, in its present form, from dying soon. There is no way
to prolong its life, it cannot be saved. The only practical ques-
tion is, whether the nations of the planet go to disaster with
the doomed financial and monetary system.

Ordinary suggestions, ordinary gimmicks, ordinary slo-
gans, ordinary programs are useless for this kind of period.
What is needed, first of all, is a clear conception of what the
problem is, and, second, once the problem is understood, then
there must be a clear conception of the solution. If people
don’t recognize the problem, they’re not going to take the
medicine. And if you don’t come up with the right medicine,
they’re not going to make it anyway. But they won’t take the
medicine, unless they first understand the problem.

So tonight, there are three things which I want to summa-
rize, because they have to be presented as, perhaps, Martin
would have wished we do it: to present these in a conceptual
form, not just detail by detail, but a conceptual picture of what
the problem is, and what we have to do about it.

The first thing I’ll do, is address this insanity which has
gripped the nation in the recent weeks: the insanity of the
so-called “budget crisis,” a crisis which should never have
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occurred, for which there is no good reason. The attempt to
balance a budget, by unbalanced minds.

Once we’ve dispensed with that, I want to turn to, concen-
trate, summarily, on the nature of this crisis, why the system
is dying, to explain to those who are sitting by the bedside of
the dying monetary system, what the system is sick of. And
it’s not just Gingrich, butthereare other things also. And then,
summarily, at the end, to indicate the nature of the way in
which we should approach providing a solution.

‘We committed no crime’

But, before saying that, I want to say one thing about
myself. I’'m saying, tonight, as I do on other occasions, some
things that are “very heavy,” I believe the expression is. And,
when I say things that are heavy, you have certain funny
people around the United States and elsewhere, who say, “Pay
no attention to him. He’s been convicted of this or that,” and
so forth.

Well, in short, it’s necessary to emphasize, that neither I
nor any of my associates have anything of which to be
ashamed. We committed no crime. The government records,
the testimony of government witnesses, the testimony of gov-
ernment agents, clarifies that there was no crime committed
by us, but was committed by a section of the government, on
the initiative of Henry Kissinger, and with the complicity,
largely, of George Bush, plus a bunch of crooks in the Justice
Department, especially its Criminal Division, who have to be
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Dr. Martin Luther
King, Jr. (left) with
Attorney General
Robert Kennedy,
during the March on
Washington in 1963.
“The civil rights
movement under
Martin,” says
LaRouche, “had a
mission. It was not a
mission of victims, but
a mission of
leadership, of those on
the field of battle who
seized the first rank of
the fight and said,
‘We’re leading the way
for all mankind toward
freedom.” ”

cleaned out. And no one yet has the guts to do so. I would
propose that I do.

But if there are any doubts of that, we have the printed
literature which is circulating around the country, which peo-
ple—which you can give to your friends. We have tape ses-
sions from hearings which occurred here a few months ago,
in Washington, which give an overview of what the problem
is, what the problem is with that crew in the Justice Depart-
ment, and so forth.

So, we have nothing of which to be ashamed. But, unfortu-
nately, we have to make that point strongly to people, to get
out of their heads this nonsense, that somehow what we have
to say has to be disregarded, because somebody got convicted.
It has nothing to do with anything.

We were convicted for only one reason: because in 1982,
some people behind Henry Kissinger decided [ was becoming
too powerful in the world. And they said, “Get rid of him.”
And, as a result of that, in January 1983, a “national security”
operation was set up to try to put us out of business.

After the President of the United States adopted a proposal
whichIhad developed, called the Strategic Defense Initiative,
this went into high gear, and a group, under national security
cover, including the Wall Street Journal, the NBC-TV News,
the Reader’s Digest, all kinds of groups, the Anti-Defamation
League, other groups, were called together to run a defama-
tion campaign to set up to bring about my extermination.

And, whenthey couldn’t accomplish that by other means,
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they made an artificial—an illegal bankruptcy, and they used iy s

the illegal bankruptcy, as they said themselves, as the pretext
to try to put us out of business. We’re not out of business.
We’re here. The evidence is that the government lied all the
way through it. It’s important to say that, because people have
to understand.

They’ll say, “Well, why did they prosecute you? Are you
black, or something?” This is very frequently said. “Why did
they do this to you? You’re not an African-American.” Well, I
guess 'l have to become one, to make things—and eliminate
that little misunderstanding.

But, it’s because we were important, and because the peo-
ple feared the truth of what we have to say.

The truth behind the budget crisis

Now, let’s get on with it. Let’s get to this question of this
budget crisis. Let’s have the first slide [Figure 1].

Now, what is the budget crisis? Until 1976, the United
States in the postwar period had no chronic budget deficit.
1950, it picks up here, into 1976: No chronic budgetary deficit.
None. Until Carter became President, we didn’t have a chron-
ic budgetary deficit. Carter became President—we’ll get to
this again—the budgetary deficit zoomed [Figure 2].

By the time that Reagan came into office, there was about
a $50 billion-a-year budget deficit. By the time that Reagan,
the first Reagan term, with the Kemp-Roth legislation, [was
over], the budget deficithad doubled, as aresult of the Kemp-
Roth efforts to balance the budget.

By the second term of Reagan, Gramm-Rudman oc-
curred; and then, the budget deficit zoomed. Phil Gramm
doubled the national debt, in his effort to balance the budget.
That’s a case of an unbalanced mind trying to balance a
budget.

Then, this kept going, getting worse and worse under the
President in charge of vice, George Bush, when he became
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“As President, | will balance
the Federal budget

the way you balance

your family budget ... ”

Phil Gramm
Feb. 24, 1995

full President and vice took over completely. And then, the
budget deficit zoomed again.

The budget almost died, as a result of the attempt to bal-
ance it by the Republicans, and Carter before them. Then,
when Clinton came in, the budget deficit subsided. And now,
they say—the Republicans, who ran the budget deficit up,
with the help of Jimmy Carter and Paul Volcker—now say
that Clinton is bad, and you’ve got to get rid of Clinton to
balance the budget. I would say they want to get rid of Clinton
to unbalance the budget, and go back to what they were do-
ing before.

Let’s go on to the next case [Figure 3]. Now, this is what
Phil Gramm said. And here’s where the problem is. Phil
Gramm has said, Milton Friedman has said, that you have to
look at the Federal budget of the United States government as
like a household budget of a family living on a fixed income.
Therefore, you have to cut your expenses to fit your income.
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Now, as you just saw, every time they tried to do that—
and that idea came in about 1976—and when they began to
operate on the basis of that idea, the budget really began to
become unbalanced! Obviously, Phil Gramm is wrong. You
do not balance the Federal budget of the United States, by
using the methods by which a family on a fixed income bal-
ances a household budget.

Let’s go on to the next case [Figure 4].

Now, you say, cutting the defense budget, cutting the
military expenditure, that’s bad for the economy? Yes, it’s
bad for the economy. Because the military budget is one sec-
tion of the Federal budget which actually increased the na-
tional tax revenue base. People working at productive jobs—
not military goods. They don’t really increase the wealth of
the United States.

But the industries which are sustained, and the technologi-
es which are promoted through the military and aerospace
sector, are one of the main sources of increase of the tax
revenue base. That is, people being more productive, produc-
ing more physical wealth, using better technology, better ma-
chine tools; this increases the national budget.

For example, during the 1960s, for every penny that the
United States spent on the aerospace program, development
program, the U.S. economy was returned an estimated 14¢ in
income, of which the tax revenue base was greater than what
was spent on space.

When you spend on necessary infrastructure, that s, trans-
portation, power, things of that sort; freshwater, clean water;
when you spend for that, when you spend for technology, the
increase in revenue which is generated through the economy
will be greater than what the government expends to create
those jobs.

So, therefore, the major function of the national budget of
the modern nation-state, from the time of Louis XI in France
in 1461, has been for the national government to promote the
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increase of the wealth of the population. And it’s been found,
that wherever governments do that in a prudent fashion, the
increase in the revenue of government, as well as the people,
is greater than the expenditure which government must make
to bring that about.

In other words, the function of government is to do things
for the economy, which the economy otherwise cannot do
for itself.

Let’s go on to the next one [Figure S].

Now, what you see here, which has happened to us over
the period since 1966-70, is that the U.S. economy has been
collapsing, in terms of jobs. The problem that Martin Luther
King saw before he died, in terms of the economic condition
of the American people, was of a completely different kind
than we face today. Then, there were jobs. Then, the problem
was: to get the jobs to the people. Now, the jobs don’t exist.
Not productive jobs. The factory jobs which used to be the
transition belt from coming out of the South on the farms, into
industrial life—they don’t exist. The cities and the communi-
ties which used to be the bedrooms of industrial employees,
they are now the slums, the drug-infested slums of the coun-
try. That’s what’s happened to our economy.

So, what we have to do, is to get rid of the insanity. On
top of it, remember: The seven-year balanced budget idea, is
a complete piece of lunacy.

Consider the following facts. If the Republicans were go-
ing to the White House to say, “We want to try to balance or
come in to an agreement on a relatively balanced budget for
the fiscal year 1996,” the Republicans could have had that
agreement with the President at almost any point. No problem.
So the issue today is not a “balanced budget.”

There are two pieces of insanity which have been added
to the whole discussion, which are the reason why the govern-
ment is shut down, or has been shut down.

Number one: They’re talking about economic forecasts.
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That is, what will the national income and taxes be each of
the following years, for the next seven years? Now, those
figures that they’re using don’t mean a thing, for reasons
that’ll become clear to you. No forecast figure beyond 1996
means a thing. And for anybody to fight about such figures,
orto try tobase a budgetary plan on such figures, is complete
lunacy. The income of the United States may be kalf of what
they say it’s going to be, on the basis of what could happen
this year, in 1997-98.

Secondly, the issue of the budget is not the question of
balancing the budget. The issue of the budget is the fact that
the so-called “Red Guard,” as a German newspaper described
Gingrich’s crowd, the Red Guardin the House of Representa-
tives, the so-called freshmen or whatever they are; four-
legged whatever-they-are; that these fellows are determined
to, first of all, shut down entitlements by beginning to chop
them into nothing. Secondly, they are determined to deliver
a tax-cut benefit to the people in this country who need it the
least: the idle parasites who speculate on financial gain on
Wall Street, and people like that, by cutting the capital gains
tax rate, which is what started the whole thing years ago.

So, the whole thing is lunacy. There is no reason for it.
The problem is, that Americans have been brainwashed for,
now, about 25 years, in Milton Friedman’s famous, deathless
words, “You have to balance the Federal government’s bud-
getthe way a family on a fixed income balances the household
budget.” And because people who don’t think about it, but
who keep hearing those words, say, “Well, we have to balance
the Federal budget the way a household would balance its
household budget.” And they just repeat that, until their eyes
turn glassy, and they keep repeating it: “We need a balanced
budget amendment.” What we need in this country, is a bal-
anced mind amendment!

Let’s go on to the next one [Figure 6].

Now, here’s what the real problem is. I said we’re coming
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to the end of a system, the end of a monetary and financial
system. Here’s the problem.

Now, this is not exactly a statistical picture. But it’s a
picture of the concept of what we’re looking at. Imagine this
is the year 1966. Until 1966, this country looked like it was
going to survive. We had the benefit of the Kennedy tax in-
vestment program, the Kennedy space program; and, itlooked
like this country was going to go on the way it had, as acountry
which invested in education, in science and technology, in
energy, energy supplies, in infrastructure, and so forth, all to
improve the productive powers of labor, so that what govern-
ment did from year to year, was to foster the growth of the
economy, both in absolute numbers, and in per-capita level
of income.

But instead, what has happened in the past 30 years, espe-
cially the past 25, is the physical income of the American
people, and their productivity, have both declined continu-
ously. And we’ll get into some of the figures.

Next curve: But while the physical income and physical
productivity per capita have been declining, the amount of
money put into circulation has been increasing. Now, how
does money come into circulation under our system?

It is not issued by the government. As a matter of fact, the
national debt is not caused by the Federal government deficit.
In point of fact, the Federal government deficit is caused by
the national debt. People say we go into debt as a nation
because of a deficit in the Federal government. That is not
true. We run a deficit, or have, largely because of the increase
in the national debt.

How is debt created? The Federal Reserve System, a pri-
vate bank chartered by the Federal government, through its
discount function, issues money. It prints money, against the
money it issues, to put in circulation. Credit from discount. It
puts in circulation. The way it creates the money to put into
circulation, is it puts the Federal government into debt. So
you have collusion between people in the government and the
Federal Reserve, to generate an increase in the Federal debt,
in order to generate money, to put it into circulation.

Up until 1966, under the old system, the pre-’66 system,
the amount of money putinto circulation was generally corre-
lated with investment in production, or with trade. After 1966,
we stopped. We drifted away from that. And we began to
invest in speculation, international speculation, rather than
production and trade. So therefore, money was no longer—
the amount of money in circulation was no longer regulated
by the amount of production in trade, but began to be regu-
lated, also, by a growth of pure parasitical speculation.

The third problem is that finance curve, which is quite
distinct from either the physical production curve or the mon-
ey curve. In finance, you have absolute speculation; and we’ll
get into just a bit of that. The difference between the money
growth and physical output, is the creation of debt, the prima-
ry debt, including Federal government debt.
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bonds, derivatives, real estate speculation, and so forth, as
compared to a growth, inflationary growth, of primary debt
such as Federal Reserve debt, and so forth.

What has happened, is that, in this case, you have to pay
for the money debt, the Federal Reserve and related private
debt, out of real income, physical income. Physical income is
dropping, money and debt are growing.

On top of that, you have financial obligations. These have
to be paid for with money. That is, a financial obligation is a
demand to pay in money, to settle in money. Therefore, it is
a. charge against the money in circulation. When this ratio
[pointing to the financial curve] becomes very large relative
to thisratio [pointing to the monetary curve], and this becomes
large relative to this [pointing to physical output], then you
areina hyperbolic condition in which the economyis doomed.
There’s nothing you can do to save a system, once these curves
begin to get in this ratio. We’ll come back to this again, but
look at some of the other figures.

We see the collapse of real per-capita consumption is
reflected in just these bars [Figure 7]. That over the past
30 years, especially the past 25 years, the per-capita, per-
household income of the American people, in physical terms,
hasbeen collapsing. A lotof thathas been buried, the collapse
has been buried for a time, in the collapse of basic economic
infrastructure.

Just go around to any of these cities. Take pictures of
Baltimore, for example, or pictures of these so-called ghetto
areas of Washington, D.C. Take them from the 1950s, the
1960s, then look at them fromthe 1970s, the 1980s, and today.
Just look at these same areas: These areas have deteriorated.
They’ve gone from liveable neighborhoods, although the
neighborhoods of the relatively poor, to junk. To hellholes.
And that’s part of the picture.
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Now, despite the fact that the real physical income per
capita of the people of the United States and around the world
has been collapsing, the way they calculate the Gross Domes-
tic Product, in value-added terms, shows the income as in-
creasing [Figure 8]. So you’re told constantly, that the in-
come—that people are better off than ever each year. That’s
not true. They’re shown, in accounting terms, to be better,
but the accounting terms are fraudulent. Because they do not
correlate with what we just considered, the actual physical
content of the market basket.

Now, the other thing here, is the turnover [Figure 9]. You
see, again, this is reflected. That M1 is the primary money in
circulation, U.S. currency in circulation. The amount of so-
called accounting value of sold product, of GDP, has been
increasing rapidly, relative to money.

More significant is the financial turnover [Figure 10].
Right? Relative to the market basket.

For example: We can estimate that, probably today, at
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least, including off-balance-sheet figures, there’s about $3
trillion a day turnover in financial speculation, financial turn-
overinmarkets. Threetrilliondollars aday, or more. Because
a lot of this is off-balance-sheet accounts, and we don’t have
control over it. But it’s fairly safely estimated. Three trillion
dollars!

Do you realize we’re headed toward a quadrillion dollar a
year international financial turnover? Scores of times greater
than the total product, estimated product of the planet? Do
you realize that that turnover corresponds to tens of trillions of
dollars of debt? Financial obligations? Financial obligations
which can never be paid? That the financial obligations are
against a growing monetary debt, which, under present condi-
tions of collapse of the physical economy, collapse in the
number of jobs, collapse in budgets, can never be paid. 1t’s
the end of a system.

Now, the same here [Figure 11]: Go back into pre-’66,
essentially. In the old days, of the total U.S. foreign exchange
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turnover, thatis, U.S. dollars and other currencies, about 75%
ofthat, 70-75%, of the total financial turnover, was accounted
forin terms of merchandise trade, that is, imports and exports.
Right? 1970. 1980. Today, 1990.

When Bush left office, it was down to probably less than
2%. Today, it’s probably about one-half of 1%. So, of the
dollar turnover, the foreign exchange turnover in the U.S., it’s
about one-half of 1%. In Britain, it’s much worse.

InEngland, forexample, the other day, the prime minister,
who’s a Major catastrophe, was answering some questions in
the Parliament. You know, they have that funny zoo over
there they call the Parliament. And, he said, “Well, these
people who have criticized my government’s policy, in effect,
are wrong.” He said specifically, “All over the world, every-
body knows our economy is a success, except in this country.”
It’s a disaster.

This is even more significant [Figure 12]. Because the
ratio, you have the ratio of money turnover, with respect to
goods. You have it in foreign trade, imports and exports. You
have it in domestic production. Now you have the ratio of
financial turnover to money, money turnover. Look at this:
same thing. Hyperbolic.

So you see the significance of what I was showing before.
First of all, the income is down—

The GDP is calculated up, but that doesn’t correspond to
reality [Figure 13].

We see what happened under George Bush’s reign [Fig-
ure 14]. When Carter began to ruin the economy, particularly
with the Volcker measures, in here, with the Volcker effect,
that money ran out of investment in job creation and produc-
tion, and ran into speculation. High interest rates.

Y ou cannot afford to borrow money to do business, when
the cost of borrowing is greater than the rate of profit on
any reasonable expectation. You can’t. So people began
to speculate.

For example, the savings and loan system was put into
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bankruptcy, virtually, by Paul Volcker’s measures under Car-
ter, as continued in the first years of the Reagan administra-
tion. Because in order to cover their debt, savings and loan
banks, and other banks, would have to go into the market and
borrow on short term, at a higher cost than the loans they had
issued, the income on the loans they had issued. As a result,
they went bankrupt.

You cannot borrow at 11 and 12% on short term, to carry
loans you have outstanding, for which you’ll get 4% interest,
or 6% interest. And that’s what happened to them: They were
bankrupted. Right?

In the same period, in the *80s, you had a first period, up
until 1987, from ’82, approximately, to ’87, in which George
Bush’s friends (he was then vice president in charge of vice,
or something), would invest in junk bonds, in junk bond ac-
quisitions and takeovers. In 1987, with the 87 crash, the junk
bond speculation of Bush and company came to an end. And
then came the growth of derivatives [Figure 15]. And today,
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derivatives and related speculation is the form in which it
takes.

Sonow, as a result of that, you see—what? Business fail-
ures [Figure 16].

The liabilities of business failures [Figure 17]. That is,
how much—what is the loss of money to the economy, in
nominal value, with each average business failure? So the
liabilities of business failures, number and total quantity of
losses to the economy, are up.

The same thing is true in terms of productivity [Figure
18]. Look at productivity. Now, what these figures are, as
you’ll see quickly in a series of charts here, is in order to
compare the standard of living and the productivity of the
labor force—the 1960s, then the 1970s, 1980s—what you
have to do, is compare the amount of work the labor force
would have to do, to maintain the standard of living it had, say,
in the 1960s. And here’s what this is. Textiles. The percent of
the workforce presently employed we would require to meet
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Look at it!

Steel: same kind of pattern [Figure 19]. &

Shoes, footwear [Figure 20]. You can’t get shoes in the % dOf w‘;gg; rce l;(eqtutl’redktcz
United States any more. They come from China. American prnemat e
workers who are producing shoes, are competing with 20¢- 600%
an-hour Chinese coolie labor. And even in China, that’s not
enough to keep a person alive.

Machinery’s flat [Figure 21]. MACHINERY

Now, the same thing [Figure 22]. The employment of 300%
the labor force, against the investment in manufacturing as
a percentage.

Same pattern in mining [Figure 23]. 1970 1975 1980 1985 1990

Same in transportation: stagnant and dying [Figure 24]. P

. . , . : 100%

Agriculture [Figure 25]. See, we’re getting continued

production, but the investment is collapsing.
You find that—and everyone knows this—in order to
maintainthesame income standard you hadin 1967, you have
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to have two, or two and a half people working in a household,
where one worked before [Figure 26]. I don’t know what
they do with the half, but that’s the way it works.

All right, now we’re back to this [Figure 27]. So therefore,
what you’re seeing is a collapse of physical production and
consumption per capita, per household, and per square kilo-
meter, over the past quarter-century. Actually the past 30
years, but the past quarter-century.

We’re seeing a growth in money, as money becomes de-
coupled from production and goes more into financial areas,
as a support for financial speculation, than it does for produc-
tion. Therefore, money grows, and that’s the reason for the
growth of the national debt. And this growth of the national
debt then, in turn, causes through chain reaction, a growth in
the Federal deficit.

At the same time, money goes into speculation, as op-
posed to production, or infrastructure. As a result, you have a
zooming of financial obligations based on pyramided specula-
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tion, of which derivatives is the worst expression. And then
the whole system is about to collapse.
Now, we’re talking about the end of a system.

The importance of the nation-state

As I’ve said many times before, but it has not yet reached
all Americans and American policymakers yet: A revolution
occurred in Europe, in the middle of the Fifteenth Century
[Figure 28].

Prior to this revolution, every culture in every part of the
world, was a moral failure. Because, in every culture, in every
part of the world, the condition of 95% or more of the popula-
tion of the world, of these parts of the world, was that of
slavery, serfdom, or worse, as under the Aztecs in Mexico.

With the beginning of the modern nation-state, of which
the first example was France under Louis XI, between 1461
and 1483, a new form of society came into being. The new
form of society did not begin then, it began earlier. It occurred
over hundreds of years, under the influence of Christianity
earlier.

The purpose of providing boys who were orphans, or from
poor families, with a Classical education, thus beginning to
produce from among the 95%, the poor, the oppressed; pro-
ducing people who were no longer Yahoos, people who could
walk on their hind legs. People who had education, Classical
education, who had knowledge; who could apply knowledge
and use it in the course of life.

And, out of the people who acquired this education, there
came an intelligentsia, people who were thinkers, leading
thinkers, who were drawn largely from the ranks of the poor
families, from orphans and poor boys. This was the kind of
movement that was fostered by Dante Alighieri; and Dante
insisted upon the replacement of Latin as the language of
affairs of European nations, and the creation of a new kind
of State, which was based on a literate form of the popular
language, and people being educated in the literate form of
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the popular language, to create, in place of Yahoos, a national
intelligentsia drawn largely from the ranks of the poor.

So the time came that we had a Renaissance in Europe, in
the middle of the century, as typified by the Council of Flor-
ence, in particularly the sessions of 1439-40 at Florence. This
established the conception of a new kind of nation-state, a
new kind of society.

And, in response to that, and partly directly as a result of
the people who had organized the Renaissance at Florence,
the young Dauphin in France, later Louis XI, was educated,
trained, and backed to create a new form of nation-state,
which he put into motion the minute he became king.

He subordinated the landed aristocracy, and also the fi-
nancial aristocracy of France and Europe, and took France,
which had not been a nation up until that time. France did not
exist as a nation, prior to Louis XI. Never did! It became a
nation under him. He subordinated the potentates to—what?
To the nation of France. What was the nation of France?
Well, it was all its people. Did all the people participate,
democratically, in this process? Not exactly.

No, but the national intelligentsia, the intellectuals of the
cities, the scientists, the educated people, became the force
upon which Louis relied to subordinate the nobility, both the
landed aristocracy and the financial aristocracy.

And this group, the intelligentsia, the natural leaders, the
Martin Luther Kings, if you please, of the people, became the
force upon which the government relied to curb and check
the power of the landed aristocracy and of the financial aris-
tocracy.

And those representatives of the people, in the name of
the people, with the authority of the head of State, constituted
a nation. Prior to that time, there were no nations. Nations
were simply extensions of feudal land ownership, or of finan-
cial interest. And the landowner, who was an aristocrat, was
beholden to an overlord. And the overlord was beholden to
an emperor, who had all power.
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There were no nations. Nations were chopped up accord-
ing to feudal title. There was no France, there was no Spain,
there was no Germany, there was no Italy. There was no nation
in Europe. Nations were merely names given to whatever the
landlord owned, or the emperor controlled. And this was a
new system.

The basis of the new system was education. Education
meant the assimilation of Classical knowledge by young
boys. The development of a national intelligentsia, a scientific
intelligentsia of craftsmen of urban crafts, of urban society;
and the transformation, gradually, of rural society, which is
more difficult to do.

Louis doubled the national income of France during the
22 years of his reign as monarch. That became the model for
all Europe. You had the attempt to build a nation-state in
Spain, the attempt to build a nation-state in England, and so
forth, as a result of this success in France.

But the principle is: education, scientific education, the
assimilation of Classical knowledge. The creation of a nation-
alintelligentsia, drawn from the ranks of all of the people, and
the subordination of every interest to the common national
interest under the leadership of such an intelligentsia.

Underthis policy of spreading educationtoward universal
education, universal Classical education, and the fostering of
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scientific and technological and cultural progress, we had, in
European civilization, a growth of population, such that the
world population in the Fourteenth Century of Europe, the
world population, was about 300 million people. As a result
of that, there was a rapid hyperbolic growth of the world
population, as well as the European.

There was an increase in population densities, an increase
in life expectancy, an increase in productivity, all based on
the role of the nation-state, the national government, in pro-
tecting the nation from feudal and financial aristocracy, in
fostering the development of improvements in the condition
of life and in productivity. And that was the condition of
mankind, with ups and downs, under modern society, until
about 1966-67.

Despite the fact that Europe contained evil as well as
good, that is, the old financial aristocracy maintained power
(today it’s called the British Empire, and what that repre-
sents), European society in itself was constitutionally good,
even though it was still dominated by evil forces left over
from the past. And thus, the world as a whole benefitted from
European civilization.

Remember, thatevery culture prior to Europe’s Fifteenth
Century, had represented the great oppression of over 95% of
all people in every culture: slavery, serfdom, and even worse,
were the common condition of 95% or more of all humanity.
And European civilization changed that, for the better. Every
part of this planet today has benefitted, up until ’ 66, from that
revolution, and the spread of it. The spread of colonialism and
imperialism, of course, was the other. But all the conditions
which are evil under European influence in the world today,
were worse prior to the Fifteenth Century. There were at-
tempts to do things in this direction, but they all failed.

The mission of the United States

This is what we in the United States represent. When
France was destroyed, from the inside and outside, as a lead-
ing force in Europe during the course of the Eighteenth and
early Nineteenth Century, it fell to the United States and its
constitutional form of existence, under our Federal Constitu-
tion, particularly that Preamble to our Constitution which is
the noblest act of law in all human history, to be the leadership
for an aching world which aspired to the benefits of what
European civilization should have made available to all peo-
ple on this planet.

We were, for a long time, the bearers of the hope of every
oppressed section of this planet. In the postwar period, when
the United States came into power, dominant power beyond
question on this planet, we failed. Perhaps because Franklin
Roosevelt died too soon, and his successors controlled Tru-
man, and brought about a system under which we were actual-
ly the dumb giant carrying the British monster on our back
around the world, and doing the bidding of the British
monster.

So we have betrayed, in that sense, our great calling as a
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nation, to bring the benefits of European civilization, minus
its evil, to this planet, or take the leadership in so doing.

As a result of our doing that, as our failing, we have now
brought ourselves into the condition, under British influence,
in which we ourselves are about to be destroyed. We do not
have to be destroyed.

What we have to do, is realize, that what this country was
founded upon, the heritage of the Renaissance, the heritage
of all the things that led into the Renaissance, that that is a
great heritage. And we have but to abandon the errors we’ve
made, especially in the postwar period, since Roosevelt died,
and to get about our business, and to realize that our destiny
as a nation, because of the power which has been given into
our hands, our destiny is to free mankind from this great
evil and take the leadership in bringing the blessings of the
American Revolution, and our constitutional system, and
making them available, not only to every person in the United
States, but to every part of this planet.

Only ifwe can get out of the mud, and capture that vision of
what the United States was intended to be, to be the cynosure
among nations of all the despairing and hopeful around the
world. We are the embodiment of this tradition.

Therefore, we don’t need to find some miraculous new
solution. All we have to do, is to recognize what was good
about us, what was good about European civilization, what
we should have done, and begin to do it.

We can mobilize this nation, together with other nations,
to create a new monetary and financial order on this planet.
We can do what the Founding Fathers of this Federal Consti-
tutional republic intended to do, as they tried to do under
Washington and Hamilton. We can create a national banking
system. We can reorganize the currency. We can put the bank-
rupt system of the Federal Reserve System into bankruptcy.
We can issue credit to employ the unemployed, in things
which have to be done, to restore our productivity. We can
restore the system of education. We can work with other na-
tions to build world trade. We have new technologies we can
foster and develop. We can “fix it,” so to speak.

We may have periods of difficulty in times ahead, in doing
this, the kinds of difficulty we’ve gone through before, when
we fight wars, where sacrifice was made, sacrifice even of
lives as well as material to fight wars. We can sacrifice in the
same sense, if necessary, to ensure that this nation and the
people of the world get through this difficult time, and come
out to better times.

There is no reason to worry about why to fix up this old,
sick system that’s dying. Bury it, and go on, and get about
our business.

Okay. That’s my point tonight. And I hope that I have
done, in my way, what Martin Luther King would have done
in his.

Thank you.
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Another Dope, Inc. stooge
falls in Colombia

by Andrea Olivieri

A Jan. 22 decision by the former campaign manager for Co-
lombian President Ernesto Samper Pizano, to “come clean”
andfingerhisboss as “deeply involved” intaking drug money,
is probably the final nail in Samper’s political coffin. After
spending nearly 18 months dodging mounting accusations of
corruption, the cocaine cartels’ wholly-owned President has
now run aground, and his resignation, or impeachment, is
considered imminent.

Six months ago, on Aug. 18, EIR published a feature enti-
tled “Dope Inc. Stooges Go Down in the Caribbean”—a refer-
ence to the series of George Bush-endorsed Presidents who
had fallen to corruption and fraud charges, or who, like Mexi-
co’s Carlos Salinas, barely made it out of the Presidency (and
the country) ahead of the law. Thatarticle pointed to Colom-
bia’s Samperas the next to go, noting in particular the Clinton
administration’s firm decision to take down Colombia’s co-
caine- and heroin-trafficking Cali Cartel.

Today, Samper is literally under siege. Figures from
across the political spectrum are demanding his resignation.
These include his own former ambassador to London, the
Conservative Party’s Noemi Sanin; Liberal Party Presidential
hopeful Juan Manuel Santos, part of the powerful Santos fam-
ily which runs the influential daily El Tiempo,; Conservative
Party Sen. Enrique G6mez Hurtado, leader of an anti-Samper
congressional bloc known as “The Decent Ones”; former Jus-
tice Minister Enrique Parejo Gonzélez; and Samper’s former
Presidential rival from the Conservative Party Andrés Pastra-
na. A number of these political figures are currently living
abroad, out of fear fortheir lives.

Samper’s ambassadors to both the United States and to
neighboring Venezuela, have reportedly resigned. Samper’s
health minister, brother of the martyred Presidential candidate
Luis Carlos Galan, resigned because “the credibility of the
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government is gravely damaged.” All of the country’s top
business federations have issued a statement describing the
political and economic situation in the country as untenable,
and urging Samper to “relinquish office.” The head of the
National Federation of Armed Forces Reserves has called on
the military to “take power, if necessary.” Even the long-
loyal daily El Espectador editorially withdrew its support for
Samper, while the opposition daily La Prensa headlined its
coverage of Botero’s revelation, “It’s Over!”

The revelations

Samper’s former campaign manager Fernando Botero,
described in the corrupted U.S. news media as a “highly re-
spected formercabinet member,” has in fact spent the past five
months in a military prison on charges of “illicit enrichment,”
related to the multimillion-dollar infusions from the Cali Car-
tel into Samper’s Presidential campaign. The son of Colom-
bia’s most famous painter, and scion of one of the country’s
most oligarchic families, Botero was, until recently, a close
friend of Samper, and had been rewarded with the choice post
of defense minister in Samper’s cabinet. His sudden decision
to “get it off my chest” and reveal the truth, was reportedly
linked to Samper’s failure—thanks to U.S. intervention—to
ram through congressional legislation that would have de-
criminalized “illicit enrichment,” and also to the expiring
deadline on leniency for those cooperating with the Prosecu-
tor’s office.

In his jailhouse interview with the media, Botero posed
the question, “ ‘Did President Samper know of the narco-
financing of his campaign?’ With sadness, because President
Samper is my friend, I have to answer categorically that, yes,
he knew. And not just that, I must also say President Samper
is deeply involved in those actions.” Botero, who makes the
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incredible claim that he personally knew nothing about the
infiltration of drug money into the campaign until its final
days, has also identified Samper’s powerful Interior Minister
Horacio Serpa Uribe as the man who personally distributed
the Cali Cartel’s millions to various campaign offices around
the country. Serpa Uribe was a co-president of the 1991 Con-
stituent Assembly, which was massively bribed by the Cali
Cartel, and voted up a constitutional ban on extradition. He is
alongtime intimate of President Samper.

Botero, who has sent his youngest children out of Colom-
bia for fear of retaliation, is now engaged in a two-week-long
process of giving documented testimony to the Prosecutor’s
office. That testimony, unless Samper has resigned first, is
likely to lead to a Supreme Court recommendation for im-
peachment.

Samper’s initial response was to go on national television
andradio to label Botero “a liar out to save his own skin,” and
to insist that he will remain in the Presidency until he can
walk out with his “head high, or dead.” A follow-up address
to the nation Jan. 24 repeated the line that “resignation is for
cowards,” but acknowledged the crisis in the country, and
suggested a national referendum and/or congressional debate
on his continued rule. Both proposals have been denounced
as too easily rigged. Said the director of the ruling Liberal
Party Luis Guillermo Giraldo, “I think the President should
resign or step down temporarily. Who would believe a refer-
endum in the face of judicial evidence?”

Samper’s call for reopening the “investigation” by the
tainted Congressional “Accusations Committee,” which only
a month ago ruled “a lack of evidence” to proceed with an
investigation of Samper, was met with equal contempt.

Despite a heavy military contingent stationed around the
Presidential palace and throughout Bogot4 to “keep order,”
students have already massed in the streets of the capital,
demanding Samper’s resignation. The top military command
has declared that it will remain “impartial,” but there are un-
confirmed reports that the Clinton administration will revoke
the entrance visas of several senior officers in the Colombian
military, including the commander of the joint chiefs of staff
Gen. Hernando Camilo Zuiiiga, and his deputy Gen. Jesus
Vergara. According to the Washington Post, they had been
named by former Cali Cartel paymaster Guillermo Pallomari,
today a protected witness in the United States, as being on the
Cartel payroll. According to U.S. Ambassador Myles Fre-
chette, “a great number” of other Colombian visas were in
similar danger of being revoked, but further decisions on that
are still pending.

Behind Samper

Samper was groomed for his role as the cartel’s towel-
boy by former President Alfonso Lépez Michelsen (1974-
78), who picked up Ernestito as a 25-year-old economist and
broughthiminto the inner circle of “The Godfather,” as Lépez
came to be known. Samper learned fast, and in 1979, told an
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interviewer: “Morality, like criminality, is not an absolute
category, as if setfor all time. Criminal behavior is a political
determination born of the State, which establishes that deter-
mination based on an interpretation of a historical ethos, that
is, on popular ethical sentiments. That which was a crime
yesterday, today is no longer, because of the golden rule of
the nature of the function of the State.”

Dope, Inc.’s capture of the Colombian Presidency
through Samper was made possible through a pact struck
with the Cali Cartel by Samper’s predecessor (1990-94) César
Gaviria Trujillo. Gaviria, whose only other claim to fame is
acollection of Beatles records said to be the largestin Colom-
bia, climbed into the Colombian Presidency over the corpse
of Luis Carlos Galan, the anti-drug front-runner who was

‘assassinated by the mafiain August 1989. With the full back-

ing of the Bush administration in Washington and of Dope,
Inc.’s headquarters in the City of London, Gaviria delivered
the Colombian economy over to the illegal drug trade, and
launched the political “reforms” which eventually brought
Samper and his cartel buddies fully into power. For a job well
done, George Bush gave Gaviria the post of secretary-general
of the Organization of American States. Samper will not be
so lucky. :

One analyst nervously described Samper’s political de-
mise as “opening up a Pandora’s box.” Inreality, it of fers the
opportunity not only for a long-overdue purge of the narco-
corruption and narco-terror which ravages Colombia, but
makes possible a global assault on the Bush/British forces
behind Dope, Inc. If the opportunity is lost, however, it will
give those networks a chance to regroup and consolidate their
hold. It is no accident that British-Mont Pelerin Society
mouthpieces everywhere have begun a renewed drive fordrug
legalization, claiming that this is the only way to stop corrup-
tion and violence.

The U.S. State Department has been extremely cautious
inits comments on the latest escalationin Colombia’s “narco-
gate,” preferring to await the results of Prosecutor General
Alfonso Valdivieso’s investigations before taking a public
stand. However, the mid-January visit of CIA director John
Deutch to Colombia immediately following the prison escape
of Cali Cartel boss Santacruz Londofio, was described as “ex-
tremely tough,” with the cabinet-level U.S. official refusing
outright to meet with Colombia’s General Zuiiiga and report-
edly “reading the riot act” to Samper. The latest announce-
ment of the revoked U.S. visas was also a carefully timed
diplomatic intervention designed to have an impact on the
quickly growing scandal.

A Clinton administration move on March 1 to deny Co-
lombiacertificationas a“fully cooperating partner” in the war
ondrugs, until and unless Samper and his allies throughout the
various branches of government are purged, would go a long
way toward breaking the Cali Cartel’s stranglehold over that
victimized nation, and would be a “shot heard ’round the
world” in the war on drugs.
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Taiwan elections: Resistance mounts
to British efforts to split China

by Leni Rubinstein and Michael Billington

The Dec. 2, 1995 elections forthe Legislative Yuan, Taiwan’s
Congress, resulted in a vote of no confidence in the new direc-
tions taken by the ruling Kuomintang Party (KMT), which
barely held on to a two-seat majority. President Lee Teng-
hui, who has led the KMT since the 1987 death of Chiang
Ching-kuo (the son of Chiang Kai-shek), has abandoned the
historic commitment of that party, defined by its founder, Dr.
Sun Yat-sen, and developed under a half-century of leader-
ship by Chiang Kai-shek, to unify and develop the Chinese
nation as a whole. The negative response of the electorate
has posed a serious challenge to what many consider to be
President Lee’s betrayal of that tradition.

In March, the Republic of China (the government in Tai-
wan)will holdthefirstdirect Presidential elections in its histo-
ry, aswell as elections tothe 334-member National Assembly.
The just-completed legislative elections, and the upcoming
Presidential election, must be seen in the context of intense
British geopolitical destabilization operations aimed at pro-
voking chaos and war on the Chinese mainland in the near
term, with the relations across the Formosa Strait a major
potential point of conflict.

The winnerin thelegislative elections was the New Party,
aparty recently created by former leaders and members of the
KMT, who have mobilized opposition to the direction taken
by President Lee Teng-hui. The New Party, as well as arapidly
growing faction of collaborators who still remain within the
KMT, are fighting to retain the tradition of Dr. Sun Yat-sen,
against President Lee’s transformation of the party and the
country into a tool of the British financial oligarchy, and of
the Conservative Revolution fanatics in the United States.

Two of the four vice chairmen of the KMT, Lin Yang-
kang (a former president of the judicial yuan) and Hau Pei-
tsun (the former prime minister and military chief of staff),
have announced their candidacy for President and vice presi-
dent against their own party’s official candidates, President
Lee and current Prime Minister Lien Chan, demonstrating the
depth of opposition within the party. President Lee and his
allies expelled both vice chairmen from the party in December,
accusing them of supporting New Party candidates in the legis-
lative elections. Last summer, the KMT used the same desper-
ate measures when they expelled Dr. Sun An-di, a member of
the central committee, because of his effort to revitalize the
KMT in opposition to the policies of President Lee.

The New Party itself, participating in its first election,
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increased its strength in the legislature from seven (the origi-
nal founders who split away from the KMT), to 21 seats, a
result that surprised all the pundits. They won every seat they
contested in the three major cities, and spread their base out-
side of the cities. The anti-nuclear, anti-development opposi-
tion party, the Democratic Progressive Party (DPP), which
has led a campaign to declare the independence of Taiwan
from China, lost the seats of several of their leading incum-
bents, ending up with 54 seats, an increase of only four. This
relatively poor showing by the DPP is a further blow to Presi-
dent Lee’s leadership of the KMT, because he has increasing-
ly aligned himself with the DPP on major issues, including the
issue of the formal separation of Taiwan from the mainland, to
the extent that the DPP generally supported him.

‘One China’

The maintenance of peace across the Formosa Strait since
the victory of the Communist Army in 1949, has depended
on the mutual agreement between Beijing and Taipei that
China must remain an undivided unity, despite the two con-
testing governments. Reunification was the goal of both sides,
with “One China” their agreed policy.

Chiang Kai-shek had learned through bitter experience
that the British design to keep China weak and divided in-
cluded supportforthe Communist insurgency and for various
warlords against the Chinese government. With President
Franklin Roosevelt’s death in 1945, U.S. resistance to British
colonial policy generally collapsed. The Taiwan-based gov-
ernment of Chiang Kai-shek after the 1949 communist victo-
ry, however, refused to give up on the designs of Dr. Sun Yat-
sen for the international development of China. The KMT
was not only dedicated to reunification with the mainland
under republican rule, but continued in the preparation of
extensive and detailed plans for the industrial and infrastruc-
tural development of the entire mainland.

Beijing, forits part, only threatened military intervention
across the strait in the case of a foreign invasion of Taiwan, or
in the case of a declaration of independence by the Taiwanese
government. Such a call for independence is precisely what
is being proposed by the DPP, and Beijing (as well as many
in Taiwan) believes that President Lee is leading the KMT in
the same direction. In the months preceding the December
elections, Beijing held a series of military exercises and weap-
ons tests in areas near Taiwan, including a 10-day landing
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exercise involving air, naval, and ground forces, clearly in-
tended to be a warning to the Taiwanese politicians and elec-
torate.

Some myths dispelled

One irony in the unfolding confrontation, is that Beijing,
which until the last few years always portrayed Chiang Kai-
shek as the greatest monster of modern Chinese history, is
now openly commending Chiang and his political descen-
dants as patriots in the battle to preserve a united China. The
Hongkong-based Wen Wei Po, a Beijing-run paper which
often publishes commentary on issues which are too sensitive
for publication in the mainland, wrote on Dec. 12 that the
anti-Lee candidates, KMT officials Lin Yang-kang and Hau
Pei-tsun, had denounced President Lee for “destroying the
party and betraying the nation.” The report praised the two
for “standing by the greater China concept of Sun Yat-sen
and the two Chiangs” (meaning Chiang Kai-shek and his son
Chiang Ching-kuo). Chiang’s youngest and last surviving
son, Chiang Wei-kuo, has even been given friendly interviews
in both Hongkong and mainland newspapers.

A second irony arises from the historical relationship be-
tweenthe KMT and the United States. Taiwan’s most vocifer-
ous supportin the United States always came fromthe conser-
vative, anti-communist forces, dating back to the old “China
Lobby” and the World Anti-Communist League of the Mc-
Carthy era. Since the election of the Newt Gingrich-Phil
Gramm “Conservative Revolution” majority in 1994, howev-
er, Chinese patriots in Taiwan have finally realized that that
support is not meant for the benefit of China as a whole, but
to support the British geopolitical goal of keeping China weak
and divided. When the Republicans pressured the Clinton
administration to invite President Lee Teng-hui to visit the
United States last year, not only was this viewed as a provoca-
tion by Beijing, but it signalled the patriots in Taiwan that
they had been deserted by their “old friends” in the United
States, who not only supported President Lee’s betrayal of
the historic KMT commitment to the unification and develop-
ment of China, but they were in fact primary instigators of
that policy shift, together withtheirallies in the British foreign
office. President Clinton, on the other hand, has assured both
Beijing and the Taiwan patriots that U.S. policy will remain
that of “One China.”

The next ‘incarnation’ of the KMT

Many of those who are determined to reverse President
Lee’s dangerous course, have not yet left the KMT to join the
New Party. Following the legislative elections, the New Party
announced that their own Presidential candidate was with-
drawing, and that the New Party would support the candidacy
of Lin and Hau, who had not yet been expelled from the KMT.
There is still hope that the KMT can be saved as a patriotic
institution. In a statement released last summer, the youngest
son of Chiang Kai-shek, Chiang Wei-kuo, reviewed the many
stages of development of the KMT since the “first incarna-
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tion,” when Sun Yat-sen formed his firstrevolutionary society
in 1895. Chiang ridiculed President Lee fortelling a Japanese
journalist that his party was “only two years old,” as if the
party had been founded only when Lee assumed power after
the death of Chiang Ching-kuo. Chiang Wei-kuo suggests
that the KMT had been hijacked, and would better be called
“The Two-Year-Old Party,” while the New Party had in fact
become the “sixth incarnation” of Sun Yat-sen’s KMT. He
concludes: “Only when fifth and sixth incarnation orthodox
loyalists in Taiwan unite can they then join with followers of
Dr. Sun in mainland China to become the seventh incarnation,
and build a new China which is democratic, unified, secure,
and socially just. Only in this way can the Chinese nation
have a true renaissance, becoming the pride of all Chinese
people and serving to put at ease the souls of Dr. Sun, Presi-
dent Chiang, and all therevolutionary martyrs who have gone
before us.”

The New Party has made a significant effort over the past
two years to organize the overseas Chinese, especially in the
United States. In August, for example, a delegation of 20
leaders of the New Party toured the United States, including
three legislators, several city and county officials, and a con-
ductor, who conducted local Chinese choruses in Chinese
songs as an important part of the organizing process. Public
meetings in San Francisco and Los Angeles drew several
thousand each. The group then split up and fanned out across
the country for a week of intensive organizing. The result was
evident in the election itself. All Chinese are allowed to vote
in Taiwan elections, but this year, for the first time, there was
no absentee voting. As a result, it is estimated that several
hundred thousand overseas Chinese returned to Taiwan for
the December election, with 20,000 coming from the United
States alone. Even larger numbers are expected in the March
Presidential election.

The KMT under President Lee has gone far beyond expul-
sions and threats against the New Party and its supporters
within the KMT. Reports of “dirty tricks” have included the
following actions: phone taps and personal surveillance of
military personnel suspected of New Party sympathy, includ-
ing their families; accusations that some of these military
officers were being bribed by the mainland’s People’s Libera-
tion Army; break-ins of New Party offices and theft of mem-
bership lists; suggestions that New Party networks were
smuggling explosives into the country from the mainland to
disrupt the elections; and similar threatening charges.

The economic crisis

Beyond the question of relations with the mainland, Presi-
dent Lee Teng-hui is steadily eroding the economic protective
structure established under Chiang Kai-shek’s leadership,
which helped bring about the “economic miracle” in Taiwan
(Taiwan is now one of the dozen largest economies in the
world, and has recently surpassed the United Kingdom as the
second largest foreign purchaser of U.S. public debt, after
Japan). The British-International Monetary Fund policy for
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Taiwan is to transform it into a new dirty-money laundromat,
along the lines of the British-created Hongkong and Singa-
pore. In the middle of January, Margaret Thatcher visited
Taiwan to promote such a policy and to advise Lee Teng-hui
on election strategy. President Lee’s prime minister and vice
presidential running mate, Lien Chan, proudly told a confer-
ence in September honoring Samuel Huntington, the author
of the notion of “fascism with a democratic face” and, more
recently, the “clash of civilizations,” that the three professors
who influenced him the most were Friedrich von Hayek (the
fascist mentor of today’s “Conservative Revolution”), Leo
Strauss, and Hans Morgenthau, at the University of Chicago.
Under such direction, the Taiwan policy toward the mainland
has been primarily the export of low-technology, cheap-labor
manufacturing, rather than the needed agricultural and indus-
trial infrastructure. The institute dedicated to planning the
development of great projects on the mainland, has been en-
tirely dismantled.

Meanwhile, the “financial AIDS” of the bankrupt Western
financial system is beginning to infect the economy, as aresult
of the liberalization of the financial markets. Indeed, the cur-
rent confrontation may well determine whether Taiwan will
become another degenerate Hongkong and a spark for civil
war, or become instead a force for the development of China
and the broader Eurasian landmass.
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British Crown fosters
Canadian separatism

by Raynald Rouleau

The author is a correspondent for the newspaper Nouvelle
Solidarité.

Canada, as a nation, is suffering from what is known in
psychiatry as a “multiple personality disorder.” This has
been carefully crafted into the social fabric of the nation,
by the British Crown’s social engineers, using the “divide
and conquer” method. Canada also suffers from a very viru-
lent social disease, the unshakeable belief that the British
monarchy is only an insignificant relic from the past, which
has no influence on world events, and particularly not on
Canadian affairs. This axiomatic assumption has prevented
Canadians from seeing who has been pulling their strings,
and especially who is now pushing them down the path
toward self-destruction.

After the “No” vote in the Oct. 30, 1995 referendum on
whether or not Quebec should secede from Canada, Jacques
Parizeau, the leader of the separatist Parti Québécois,
crowned his destabilization efforts by giving an inflammato-
ry speech, blaming the “ethnic vote” for the failure of his
referendum. He announced his resignation as premier of
Quebec the day after. The script of which Parizeau’s words
were a part, has its origin in the policy enunciated by Brit-
ain’s Prince Philip, during his last official trip to Washington,
D.C., on May 18, 1990. The Queen’s consort boasted about
his idea of dividing the Americas into a multitude of “bio-
regions.” In other words, regions based on bio-diversity, in
which human beings are considered as just another species
of animal, according to their ethnic and genetic background.

Another key player, Lucien Bouchard, started his federal
government career in 1984, when he was appointed by the
Queen’s Privy Council to the board of directors of the Cana-
dian Development and Investment Corporation (CDIC), a
Crown holding company set up a year before by British
intelligence operative Maurice Strong. Later, as minister of
environment in the federal government of Brian Mulroney,
Bouchard was helping do the Malthusian dirty work of
Prince Philip’s World Wildlife Fund. He then “suddenly”
turned separatist, and became the leader of the opposition
in the Canadian House of Commons, at the head of the Bloc
Québécois—a federal, Quebec-based separatist party which
he himself created, to separate the “ethnic” entity called
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“Quebec,” from the rest of Canada. He has now taken Par-
izeau’s place as the leader of the Parti Québécois, thereby
automatically becoming premier of Quebec.

However, Quebec is by no means solely “ethnically
French.” There are several other ethnic groups in the prov-
ince, too. So, the plan would also split apart Quebec. The
process is already very far advanced. In the near future, the
northern third of Quebec is going to become an entity unto
itself. Maps are already being published which show that
area as distinct from Quebec (see box). A bio-region called
Nunavik, it is sparsely inhabited by Inuit (Eskimos). It is
set to become a section of a totally new, ethnically based
country. It would emerge out of a British project called “The
Circumpolar Conference,” and would encompass parts of
Canada, Alaska, Greenland, Russia, and other countries
north of the 55th parallel. In Canada, in the spring of 1993,
none other than Her Majesty Queen Elizabeth, accompanied
by Prince Philip, signed the official documents which carved
out of Canada’s Northwest Territories, another new bio-
region, called Nunavut. It comprises no less than one-fifth
of all Canada’s land mass, a territory seven times bigger
than England.!

The madness of ethnic partitioning is now taking a dan-
gerous turn. The idea of dividing Montreal into parts is
openly being discussed. It obviously doesn’t sit well with
the French Canadian population. The main force behind this
plan is the Montreal B’nai B’rith, which has been a conduit
for British intelligence operations for a hundred years. As
recently as Jan. 21, a meeting was held at the traditionally
Tory McGill University in Montreal, where Keith Hender-
son, leader of the “pro-English” Equality Party (closely asso-
ciated with the Bronfman interests in B’nai B’rith), took a
hard line. “If Canada is divisible, so is Quebec,” he told the
crowd. The theme of the rally was partitioning Quebec,
but with a focus on Montreal. Henderson urged the federal
government to take a stand for the right of loyal Canadians
to remain Canadian, in areas where they form a majority.
This is a recipe for social chaos.

One would think that the pro-independence “intelligen-
tsia” of Quebec would be opposed to such nonsense. Some
of them are voicing opposition, but the real players are
helping the process along. High-level officials, the same
ones who have been instrumental in setting up the Quebec
state-owned Montreal Casino, are working behind the scenes
to implement Prince Philip’s global bio-region scheme.

Let’s take an example. The vice president of Hydro-
Quebec, Marcel Couture, who is the editor-in-chief of For-
ces, the semi-official magazine of Hydro-Quebec, writes in
the editorial of the latest issue: “While the celebrated shift
toward globalization is prompting broad restructuring in the
Montreal and the Quebec City areas, the regions often take
on this inescapable and demanding change . .. as regional
identity is affirmed with unprecedented clarity. . .. Forces
has based this overview on local realities and concerns, so
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it does not touch upon the timely question of regionalization
through decentralization of state power. But power is still
an issue, as many of those interviewed here have indicated.
If change is occurring—and ever more rapidly—itis because
local and regional players are no longer allowing others to
guide their destiny and have assumed the leadership that is
theirs by right, in reflection as well as in action. Both the
Inuit and the people of the Beauce assert this stance, with
a determination that heralds other, similar empowerment.”?

The process is also going on in the realm of constitutional
law. Guy Bertrand, a lawyer who once ran for the leadership
of the Parti Québécois, announced on Jan. 11 the creation
of a new movement, Citizens for a Democratic Nation
(CDN), to challenge the Parti Québécois’s plan for separa-
tion. Last fall, he took the Quebec government to court,
saying that their referendum on separation was unconstitu-
tional. He has now asked the Canadian Supreme Court for
a permanent injunction banning any further referendum on
independence of Quebec. The problem is that, at the same
time that Bertrand portrays himself as being against separa-
tion, he is also lobbying for a constitutional amendment that
would give Canadian provinces the right to secede, and sets
out clear rules for regions that vote against secession, to
remain in Canada. No wonder that he was one of the main
speakers at McGill University’s rally on the partition of
Montreal.

Terrorist upsurge

In order to shove this plan down the throats of the citizens,
a “strategy of terror” has been created, bringing back memo-
ries of the October Crisis of 1970.3

In the past year, there has been an ongoing war between
two motorcycle gangs: the Hell’s Angels and the Rock Ma-
chine. Several car bombings and bombings of bars have taken
place, and innocent bystanders have been killed. That is the
lower level of terror. But what is more reminiscent of the
October Crisis period, is that several new terrorist organiza-
tions have come to light.

On Dec. 27, 1995, Lucien Bouchard, who nearly died a
year and a half ago from a mysterious flesh-eating species of
bacteria that cost him his right leg, was the target of a death
threat, via a letter sent to the Montreal newspaper Le Devoir.
The letter, written in English by a group calling itself the
Anglophone Assault Group (AAG), warned Bouchard
against continuing to try to separate Quebec from Canada:
“One step toward independence, and Bouchard will be
killed.” The letter also threatened the life of the former leader
of the Parti Québécois, Jacques Parizeau. The AAG claims to
have 75 members, an arms cache, and the financial support of
many Anglophones.

A second letter, received on Jan. 5, 1996, goes even fur-
ther, threatening the lives of Bouchard’s children, and adding
the name of Preston Manning, leader of the Reform Party of
Canada, who they call “a traitor to Canada.” This second letter
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Hydro-Quebec promotes
Third Wave agenda

Forces magazine, the semi-official publicity maga-
zine of the Hydro-Quebec utility, is pushing the Brit-
ish Crown’s plan to split Quebec into bio-regions,
as shown in this map, printed in the magazine’s last
issue of 1995. Alongside that separatist plan, is a
scheme to turn Quebec into a “post-industrial,”
“Third Wave” society.

Marcel Couture, vice-president of Hydro-
Quebec and editor-in-chief of Forces, writes that “it
is no longer a question of electrifying Quebec, but
rather of ‘electronifying’ it.”

Hydro-Quebec Chairman Yvon Martineau
wants to bring the electric utility into the 2 1st century
as the architect of Quebec’s shift into the post-indus-
trial society. Indeed, Hydro-Quebec’s executives
are so much “in tune” with the post-industrial
agenda, that their company is the only large utility in
the world that is not going to be put on the chopping
block of privatization. It will become instead “an
agent of change,” to use the terminology of Malthu-
sian ideologue Maurice Strong.

says that the AAG will start their action by killing a “male
employee of the racist Quebec government.” They state that
this will be the first of “many political killings in the name of
liberty and democracy.”

Since the close vote of the Oct. 30, 1995 referendum,
police say six anonymous letters have been sent to the media:
five in the Montreal area and one in Rouyn-Noranda. Police
have also logged an undisclosed number of anonymous tele-
phone threats. One woman was arrested in December for
threatening over the phone to blow up Bouchard’s and Par-
izeau’s cars.

The latest letter received was sent to the Frontiere news-
paper in Rouyn-Noranda, by the self-described Regroupe-
ment des Vrais Québécois Souverainistes (Regroupment of
True Quebecois Sovereignists). The letter, written in poor
French, claimed that the group had 750 members and threat-
ened to kill Daniel Johnson, the leader of the Liberal Party
of Quebec, if Bouchard were physically harmed by Anglo-
phones.

The Montreal and Quebec provincial police, working
with the Royal Canadian Mounted Police, have formed a
special task force to deal with these events. Security has
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been reinforced around the potential targets. But, knowing
the history of the RCMP, how effective are these precautions
going to be? After all, it was they who were in charge of
Canadian Prime Minister Jean Chretien’s security, when,
the day after Israeli Prime Minister Yitzhak Rabin was assas-
sinated, a man armed with a knife successfully penetrated
the prime minister’s official residence, walking all the way
up to Chretien’s bedroom door.

The stage is already being prepared for a coverup. Sociol-
ogists and psychologists are being used to divert attention
from any possible links to the real authors of this destabiliza-
tion process. The famous “lone assassin theory” has already
come out in the press, even before anything has happened.
For example, a clinical psychologist named Barbara Wain-
rib, who teaches crisis intervention at McGill University,
has conducted a study to gauge the population’s “mood”
since the referendum. She has already put out the line that
these letters are a manifestation of the anxiety many Quebe-
quois are feeling these days, and says that the authors of
the letters are highly troubled individuals who probably don’t
actually represent any groups but are acting out of fear
and frustration.
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An interesting lead comes from University of Montreal
criminologist Jean-Paul Brodeur, who said that he has ob-
served a similar phenomenon before. As a member of the
official Keable Commission that looked into secret police
activities during the FLQ terrorist events of the October
Crisis of 1970, he heard testimony that a number of individu-
als, including members of the RCMP, had issued fake
FLQ letters.

Then there is the case of an ex-FLQ terrorist, Raymond
Villeneuve, who has spent 16 years in exile. On Dec. 11,
he held a public meeting, creating a new organization, the
National Liberation Movement of Quebec (MLNQ). Even
if he did say, “This is not a new FLQ; we do not call for
and neither encourage any illegal actions nor violence,”
still the specter of social terror is being created. The group
expresses a very strong anti-immigrant stand—“The Repub-
lic of Quebec [sic] has to have full control of its borders”—
and calls for “an immediate halt to the policy of multicultur-
alism,” which means, in effect, that ethnic groups should be
not be intermixed.

In this case again, if nothing else, pressure is being
applied on the ethnic “fault lines,” adding stress toward an
eventual breakup.

It is certainly a very legitimate question to ask: Which
secret intelligence service is behind this renewed wave of
terror?

Montreal: the new Hongkong

The Quebec government is under great financial pressure
from its creditors. It recently announced that it is looking for
ways to cut $1 billion in spending, over the next few months.
As a matter of fact, Bouchard has pledged to concentrate
on Quebec’s finances for a while, before taking up another
referendum, as he has also promised.

It is very likely that Bouchard will use the hardships
brought about by the budget cuts in social programs, as a
propaganda device to show the necessity for Quebec to sepa-
rate from Canada. His line will be that he has no choice but
to implement these drastic budget cuts, and will blame it on
the federal government.

Canada’s economy is also under stress from the interna-
tional financial oligarchy. The government has recently re-
leased figures that show that 1995 is going to have been a
record year for individual and small business bankruptcies.
But, at the same time, the large British-controlled Canadian
banks made record profits in 1995. The Bank of Montreal, the
Bank of Nova Scotia, the Royal Bank of Canada, and the
Canadian Imperial Bank of Commerce have pocketed over
$3.5 billion. So, we begin to see who the beneficiaries of the
British Crown’s balkanization process really are.

Let’s take a closer look at the “partition of Montreal”
scenario. There is a double agenda: Aside from the conflict
among ethnic groups, there is also the issue of government
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regulation of Britain’s financial oligarchy. The idea is to use
social chaos to force the creation of some kind of “city-state”
status for Montreal, or its parts, in order to “favor the estab-
lishment of a real international banking center,” where hun-
dreds of billions of dollars of the financial mafia can circulate.
Montreal would become a full international money-launder-
ing center. As it is said in Bouchard’s party literature, “The
government of the Parti Québécois will permit the creation of
‘free zones’ on its territory . . . a free zone is defined as an
economic space, geographically determined, where the activ-
ities of international enterprises . . . escape from the custom
regulations of the host country.™

Montreal already has the largest casino in North America,
which has brought into the Quebec government’s coffers
three times the amount of money they hoped for. Now that
the British are set to lose Hongkong, their money-laundering
operations will have to be transferred elsewhere. Montreal
seems to have been chosen as their new site. This could be
why the president of B’nai B’rith, Robert Libman, has openly
voiced his support for the “partitioning” scenario. As docu-
mented in EIR’s best-selling book Dope, Inc., the Bronfman
interests, associated with B’nai B’rith, made their fortune in
the drug-money-laundering business.

In this context, it is not surprising to see the Wall Street
Journal also stepping in to promote Quebec’s separation. In
its Jan. 19 issue, an article titled “If Quebec Separates, Almost
Everybody Wins,” goes directly after the very concept of a
strong centralized government promoting the general welfare
of its people. The Journal also attacks government regula-
tions, saying that it will be good if Canada splits, because this
will necessitate the restructuring and reduction of the social
transfer payments that Canada gives to its poorer provinces.
Provincial governments will be forced to downsize their bu-
reaucracies: " '

“The result would be freer provincial economies. . . small
political entities whose residents have both the vote and the
desire to be wealthy, and are driven to free trade by necessity
... with the subsidies gone, the result is likely to be fewer. . .
trade barriers between provinces.”

Notes

1. See EIR, April 28, 1995, “Splintered Canada: A Model for Australia.”

2. Forces, No. 111, 1995, p. 4.

3.In 1970, a wave of terrorist bombings and kidnappings was perpetrated by
the Quebec Liberation Front (FLQ). The Canadian government declared
martial law, and sent tanks of the Royal Canadian military into the streets of
Montreal and Quebec City. Hundreds of people were arrested, beaten, and
jailed, without due process. It was later learned that the FLQ had been steered
by Canadian intelligence services and other British servants. The reputation
of the Royal Canadian Mounted Police was so tarnished, that Canada was
forced to create an entirely new intelligence service, the Canadian Security
Intelligence Service (CSIS).

4. “Des idées pour mon pays,” Programme du Parti Québécois, Edition
1994, p. 59.

S. Programme du Parti Québécois, Edition 1991, p. 72.
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Spain’s Thatcherites stand to gain
as wave of ETA terror is unleashed

by Katharine Kanter

On the evening of Jan. 24, news arrived that the former
interior minister of Spain, José Barrionuevo, had been indict-
ed by the Supreme Court for alleged involvement in the
1983 kidnapping of a Basque industrialist, Segundo Marey.
The indictment follows a three-year witchhunt against Barri-
oonuevo, by press magnate Pedro J. Ramirez of the El Mundo
group, who is a standard-bearer in Spain for the Thatcherite
Conservative Revolution. Barrionuevo, who was interior
minister from 1982-88, then transport minister, and most
recently a Socialist member of parliament, lost his parlia-
mentary immunity last November.

Marey was kidnapped by an illegal, underground police
commando, part of the Anti-Terrorist Liberation Group
(GAL), who had mistaken him for a member of the Basque
separatist terrorists, ETA. During the 1980s, the GAL is said
to have “executed,” mainly over the border in France, 29
people whom they presumed to be terrorists. Eight of these
people were murdered “by mistake™: It late came to light
that they never had anything whatsoever to do with ETA,
nor were they even separatist sympathizers.

Barrionuevo was also charged with leading an armed
band of outlaws, and misuse of public funds, i.e., applying
the so-called “reserve funds” of the ministry, to uses of
the GAL.

One can imagine the hue and cry, when the GAL mowed
down, in France, in a single operation and by mistake, a 16-
year-old girl and an 80-year-old French peasant.

It would appear that the GAL was formed under the
.control of then-Secretary of State for Interior Rafael Vera,
-an intelligence professional whose ostensible stock-in-trade
was “negotiating” with ETA. Vera had cultivated an image
of glamor and mystery, as he jetted around the world reset-
tling ETA members who had “negotiated” their way out of
jail, in African and South American beauty spots where they
would supposedly “do little harm.” That many subsequently
employed themselves in South American terrorist move-
‘ments or in narcotics, did not seem to disturb Vera in his
colonization plans. Meanwhile, the GAL was hard at it,
bumping off the surplus ETA population. That, at least,
appears to be the meaning, behind what may best be de-
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scribed as an “opaque” security policy.

The recruitment process to the GAL, is alleged to have
been continued by the next Secretary of State for the Interior,
Julidan San Cristébal, and by the law enforcement officer
José Amedo. Vera is out on bail, the latter are presently in
jail, accused of homicide in varying degrees.

Now, where does Barrionuevo come into all this? He
was interior minister in 1983, when the GAL was formed.
From what one can tell, he made mistakes, notably, with
respect to the excessive license given to the inscrutable Vera,
who seems to have a personal agenda somewhat unrelated
to Spain’s national interests. From a strictly legal standpoint,
Barrionuevo is responsible for acts carried out under his
authority, whether or not he was informed of them in detail;
in any event, it would be naive to