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International Fight Breaks Out 

Over the Debt Question 

New York, Feb.21 (IPS)-Between the meeting of the Group 
of 77 Foreign Ministers in Manila two weeks ago and this 
week's meetings of the Conference on International 
Economic Cooperation in Paris (CIEC) and ministers of. 
Commonwealth countries in London, a consolidated grouping 
of Third World nations has emerged which is committed to a 
policy of debt moratoria for the Third World as a whole. This 
group, which includes the nations that have taken a leading 
political role within the Group of 77, is in contact with the 
Italian supporters of debt moratorium, the French Gaullists, 
and other active and potential supporters in the in
dustrialized countries, and the Socialist sector. 

This potential coalition between the Third World and parts 
of the advanced sector has already undertaken concrete 
measures to insure the continuity of international trade in 
raw materials for Italy in particular, which until now has 
been the testing point for international resistance to the 
austerity policies demanded by Wall Street financiers and 
the International Monetary Fund. 

Most significantly, the Soviet Union and other Council for 
Mutual Economic Assistance (Comecon) countries have left 
the sidelines and taken a direct role in the battle. In addition, 
not only the Algeria Iraq group within OPEC, but now 
Nigeria and possibly Kuwait, have given assurances to both 
Western European countries and oil-importing Third World 
countries that they will maintain oil shipments to countries 
who have declared moratoria. 

The main threats that the financiers hold against the 
debtor-countries that have prevented the declaration of 
moratoria are disintegrating quickly. For example, Italy, 
subjected to a de facto embargo by multinational oil com
panies that depleted its stocks to the 4 to 10 days' level has 
now established alternate sources of supply. These include 
the Soviet Union, certain North African countries, and, in 
process of negotiation, a large independent oil firm operating 
in the Persian Gulf. 

While'there are a number of countries or groups of coun
tries who are now considering taking "the first step" in 
declaring moratoria, the significance of this process does not 
depend on any individual nation. What is emerging is an 
international environment in which the level of political 
agreement between the potential constituents of a New World 
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Economic Order is rapidly approaching "critical mass." 
At this moment $�OO billion in uncollec�ble dollar 

denominated debt now threatens to collapse' the world 
monetary system. Countries owing money to the Atlanticist
controlled banks are lined up like a row of dominoes. Should 
any one of these dOminoes' faU-should any national sector 
signal its determination to survive by declaring a debt 
moratorium-then the entire interlocking debt structure 
comes tumbling down. In fact, even the discussion of debt 
moratoria by a significant political faction in Italy, in India, 
in Zambia, in Chile, etc.-equivalent to a "wobbling 
domino"-has cumulatively the same impact, creating 
overwhelming pressure for general debt moratoria and the 
establishment of the International Development Bank. 

There has been no lack of policy support for debt moratoria 
among Third World countries, or leading Western European 
factions, during the past six months. What has been missing 
is an array of an appropriate number of political agreements 
between the Third World, the oil-producing countries, and an 
appropriate number of advanced-sector countries on 
maintaining trade in the absence of commercial banking or 
International Monetary Fund (IMF) refinancing. These 
agreements are now the immediate subject of discussions 
taking place among these countries. 

One reflection of these developments is their impact on the 
New York financial community, on the Ford Administration 
and the U.S. Congress. One leading international banker 
characterized his approach to the debt crisis as follows: 
"These countries are going to have to cut back. Many of them 
wilI have to return to subsistence agriculture. If they declare 
debt moratoria, we will immediately cut off all short-term 
trade credits. Then they will just go out of business." But the 
financial community is broadly aware that the current ap
proach of the Third World has alreadY pre-empted this 
strong-arm approach. One State Department economist 
complained, "These countries are using a new sophisticated 
approach on the debt question, and they have outflanked us." 

An accurate measure of the degree of panic over this state 
of affairs in Washington is the inability of the State and 
Treasury Departments to brief even Congress on the con
tingency plans they are formulating. In particular, the 
unofficial standpoint of State is "if the situation ever came 



close to debt moratoria, the governments would step in and 
make up the gap." Both State and the banks are committed 
to emergency refinancing through government channels, and 
commodity price arrangements of a related character. Yet 
the fear at the State Department is that if it announced its 
agreement with a general formula approach to the debt and 
related questions, the Third World would accurately perceive 
this as a sign of weakness, and take pre-emptive measures by 
declaring moratoria on their debts before negotiations 
began. 

Italy's status, which the finance ministers of the European 
Economic Community (EEC) attempted to settle earlier in 
the week with a $J billion loan guarantee swindle remain$ 
entirely up in the air, as of the Close of last week's business. 
"Nothing will go through," said a banker engaged in 
negotiations for a loan to Italy under the EEC's backing, 
"until the Moro government has formed its cabinet and 
imposes some form of austerity policy." The EEC finance 
ministers had attempted to exact some form of austerity 
program from Italy in return for the unprecedented loan 
guarantee, in the opinion of a senior executive at a New York
based international bank, "not Draconian austerity, just 
some kind of austerity." This apparent "compromise" had 
the intention of duping the Italian opposition into relaxing 
their work towards a debt moratorium. Although several 
opponents of Moro, Gianni Agnelli, and co. seemed prepared 
to take the bait, (e.g. the editors of II Giornale) in general, 
the EEC's attempted swindle has been treated with con-
tempt. , 

Onthe contrary, the Italians have escalated efforts to pre
pare the groundwork for a debt moratorium. Two initiatives 
are key in this business. The first is a joint Italian-Soviet 
maritime consortium, established this week for the purpose 
of controlling the physical movement of goods between the 
two countries. Commerce Minister Gioia, who negotiated the 
agreement, took pains to announce that his national shipping 
plan intends to insure the flow of raw materials to Italy under 
all circumstances. The government-owned chemicals 
combine Montedison has taken a leading role in these 
negotiations. Its foreign affairs director Sr. Ratti last week 
proposed the rapid expansion of Soviet-Italian trade along 
the lines of raw-materials-for-technology, with explicity 
reference to "integrating Italy industrially into Comecon." 
In Cuba this week, Ratti created the first technical-scientific 
agreement that Cuba has ever signed with a Western 
Country. Finally, Montedison has proposed to supply refining 
and related capacity to OPEC countries in exchange for oil. 

This last effort parallels negotiations reportedly conducted 
by Christian Democratic leader Giulio Andreotti with the 
Kuwaiti-based J.P. Getty oil interests for importation of oil 
outside of lines dominated by the "Seven Sisters" cartel. 
Italy depends, directly or indirectly, on the cartel for most of 
its oil. An increase in the price of oil sold in Italy is currently 
under negotiation with the multinatipnal companies, leaving 
Italy's capacity to import oil in an uncertain position. 

Highly qualified sources in the Italian nationalized oil 
industry identify these moves as part of preparations for the 
declaration of debt moratoria. 

Incomplete reports indicate that the oil cartel perceives a 
similar danger in France: according to French press and 
radio reports this morning, Royal Dutch-Shell has in
terrupted oil deliveries to France on grounds identical to the 
pretext for the Italian embargo, i.e. that the price levels 
permitted in the French market are too low to be profitable. 
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Although information is incomplete at deadline, there is 
clear motion from the French Gaullist barons to support 
their Christian Democratic colleagues in Italy. Exemplary of 
this support is the statement of Gaullist leader Michel Debre 
in the pages of II Fiorino Feb. 18. Debre denounced "the 
dollar's voice in European affairs," the use of the inflated 
dollar as an international monetary standard, and opponents 
of world development generally. The Gaullist congress this 
week denounced French President Giscard's provocative 
actions in Djibouti, a French outpost on the Horn of Africa, 
demanding instead negotiations with a local pro-Gaullist 
independence party. DeGaulle's former financial advisor 
Jacques Rueff this week added to Debre's denunciations of 
the dollar-based international monetary system, attacking 
ils well cuts in working-class living standards. 

In Kuwait, meanwhile, Arab central bank governors met 
�is week to discuss plans to replace the dollar as the basis 
:tor oil payments. A major factional battle is being waged 
between forces led by Iraq, which proposes a regional 
currency mechanism and by Saudi Arabia which is pushing 
for a scheme linked to the Special Drawing Rights (SDRs) -
the IMF's funny money - which is backed up by the State 
Department. A follow-up meeting will take place May 3. 

Simultaneously, there is a flurry of international activity 
centered around Kuwait, to give backup to this Arab motion 
away from the dollar. The Kuwaiti oil minister has just 
returned from Moscow where he worked out an agreement 
for Soviet participation in development of Kuwaiti oil 
resources, while an East German delegation just left Kuwait. 

The Soviet Union has brought additional pressure to bear 
on Western Europe through a proposal made last week for 
the establishment of full relations between the European 
Economic Community and the Council for Mutual Economic 
Assistance. The Comecon plan, which European experts 
regard as unprecedented, includes the establishment of full 
trade relations and the removal of all barriers to trade, as 
well as joint discussion of international monetary questions. 
Since the Comecon as a whole is now more than

" 
$20 billion in 

debt to the West, a severe depressing factor on East-West 
trade, this last proposal is highly significant. Neues Deut
schland, the German Democratic Republic party daily, 
hailed the Comecon plan as the. most important proposal 
since the conclusion of the Helsinki security conference last 
summer. 

The immediate focus, meanwhile, for Third World 
discussions of the debt issue is the meeting of Commonwealth 
countries in London. Following the most advanced formula 
adopted at the Manila meeting, the' Commonwealth coun
tries' agenda proceeds from a choice between two alter
natives: either freezing the debt service on Third World 
debts generally, or cancelling it altogether. The pressure this 
puts on Great Britain, the staunchest partner of the United 
States in the Atlantic alliance, has already been reflected in 
the British press. Finlincial Times columnist C. Gordon 
Tether endorsed Feb. 16 the proposal for a general 
moratorium on Third World foreign debts, adding that "this 
idea is gaining acceptance within the advanced sector." A 
Feb. 18 London Times op-ed column by Melvin Westlake 
warned that U.S. Secretary of State Henry Kissinger's 
hamfisted approach to the Third World will backfire. 

The British government has already hedged its bets. 
Chancellor of the Exchequer Denis Healey has privately told 
Third World leaders that if they declare debt moratoria, 
Britain, with $15 billion in external debt obligations, will, 
follow. 



Atlanticists Declare Bankruptcy: 

Euro-Dollar Market on. the Brink 

Every policy statement and initiative that came from 
Atlanticist banking and political circles this week amounted 
to the same public annoucement: "We are bankrupt." Every 
attempt to plug the leaks in the international monetary 
system immediately springs a dozen more. Within the next 
several weeks, .the conjuncture of two developments will 
produce a general monetary panic: the paralysis of the 
Atlanticists to maneuver politically, and the rapid worsening 
of credit conditions on the international markets themselve.s. 

In attempting to prevent immediate and devastating 
reversals in the Italian and related situations, the Atlan
ticists have proposed a series of transparent swindles which, 
at deadline, already seem to have fallen fiat. 

The keynote for the week came last Monday from the 
finance ministers of the European Economic Community, 
who proposed to provide. loan guarantees for Italy of $� 
billion, and for Ireland of $300 million. (In a related 
development, the German Bundesbank, which in any case 
represents the sole backer for such an EEC guarantee, is 
encouraging German banks to provide several hundreds of 
millions in loans to insolvent Denmark) . 

The specific technique of the Italian loan swindle is directly· 
reminiscent of the machinations of Nazi Finance Minister 
Hjalmar Schacht. 

As the leading Italian daily Corriere della Sera wrote 
calolstically, "None of this money will ever reach Italy." 
Should the Italians accept the loan guarantee, for which the 
EEC Commission is seeking to extract some form of 
austerity conditions in return, the entire sum would be 
transferred immediately to the account of Italy's creditors. 
Italy at present owes about $5 billion to international banks 
in short-term external debt. i'he principal effect of the loan 
guarantee on the Italian economy would be to raise the debt
load as a whole and the debt-service burden, estimated at 
$3.3  billion for this year alone. 

The bankers themselves are franker than the EEC Com
mission about the purpose of the proposed loan guarantee. 
"We don't need draconian austerity in return for the loan," 
said First National City Bank's Richard Wheeler. "Just some 
form of austerity." Another Citibank offical added, "We'll 
sucker the unions into accepting this, and then move in with 
the real stuff, the Andreatta program." 

But there is no sign of willingness on the Italian side to be 
. swindled at deadline. One of the sources whom the EEC had 
planned to tap for part of the $1 billIon, the Saudi Arabian 
government, put word out quietly that the entire setup 
seemed too shady. Although several New York banks ex
pressed interest in participating in the loan earlier in the 
week, all activity towards setting up a banking consortium to 
provide the cash is at a standstill. 

Meanwhile, Italy's foreign exchange reserves, which lost 
$1.5 billion in the six weeks prior to the closing of foreign 
exchange markets Jan. 21 ,  remain at ioo Iow a level to 
finance vital imports, including industrial raw materials. 
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Thus the incentive for an Italian debt m.oratorium has 
escalated rather than receded. 

To the extent that it cooperated in the EEC loan-guarantee 
plan with Italy's creditors in New York, the Bundesbank has 
become the butt of this joke. According to one leading banker 
in New York, "Germany will have to play a continuing role in 
bailing out the rest of Europe," considering that private 
funds may no longer be available. Bundesbank vice
president Otmar Emminger is clearly in agreement with 
First National City Bank Oil the need for some kind of 
austerity: Wednesday he told the OECD's Working Party 
III, "The future of the lira depends on the measures that Italy 
takes to restore international confidence. " 

Last week, the Bundesbank refused to condone the 
proposed series of European currency devaluations which 
the Atlanticists attempted to enforce as the general prelude 
to an all-European austerity policy. Instead, the Bundesbank 
joined with the Banque de France and other central banks in 
a mutual intervention arrangement for the leading European 
currencies. On this basis, the central banks prevented the 
devaluation of the French franc and Danish kroner, which 
New York had intended to accompany the pre-existing 
devaluations of the Italian lira by 15 per cent (since Jan. 21) 
and the 10 per cent devaluation of the Spanish peseta. 

But - as Federal Reserve governor Henry Wallich warned 
a high-level German Atlanticist audience at Eichorn West 
Germany this week - the currency-intervention policies of 
the Bundesbank itself, let alone lending and loan-guarantees 
for Italy, Denmark, etc., will force the deutschemark to take 
on the role of European reserve and intervention currency, 
and international buffer for the dollar .. This eventuality has 
always been the ultimate horror for the Bundesbank and its 
political allies. They have an intere�ting decision to make 
within the next two weeks. " 

Corriere punctuated the question of European refinancing 
Friday by publishing a "captured" document circulating 
internally within the EEC Commission, which set out the 
following sums potentially available to Italy: $2.7 billion in 
short-term swap lines from the Federal Reserve; $380 
million in swaps from the Bundesbank; $250 million in Swiss 
central bank swaps; a potential $2. 3  billion (!) in loan 
guarantees from the European Economic Community; and 
$550 million from the International Monetary Fund under 
the expanded IMF lending agreement worked

' 
out 

'
at the 

recent Kingston, Jamaica meeting. According to the 
document, the Italian problem posed three choices: 1) 
austerity inside Italy; 2) massive inflation inside Italy, with 
some external financing to protect the international value of 
the lira; and 3) total refinancing of the Italian economy and 
international inflation. 

The EEC Commission's report concludes, the third choice 
seems the most likely. (First National City Bank's 
economists, meanwhile, hope they can get by with $2.5 billion 
in financing during the next few months. But th�re, is..E�! _� _ 
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single confirmed loan arrangement out of these proposals 
during the past week.) 

. 

Safety Net 

More. br.oadly. the. State Department is. now eircu:lating a 
proposaIfor thegeaeral refinancing of Third World debt on 
an identical. and equally fraudulent premise. Within the 
State Department's Policy Planning Staff. a brief article by 
New York Times financial reporter Edwin Dale. Jr. that 
appeared in the Feb. 16  Times is viewed as the "Bible. " Dale 
reported U.S. officials to be considering a plan under which 
industrial-country governments would join to discount the 
short-term loans of international banks to the Third World, 
and turn these into long-term debt - an operation identical to 
the failed "Big Mac" scheme for New York City. By rough� 
calculations. the formula could apply to at least $60 billion, 
or one-third of the overall Third World debt outstanding, - or 
the equivalent of the Ford Administration's projections for 
the current fiscal year's Federal budget deficit. 

The reasons for the circulation of this proposal are strictly 
political, because in the words of a State Department 
economist. "The Third World is using sophisticated new 
tactics on the debt question. and they've outflanked us." 
Should governments print (or absorb bad assets to the extent 
of $60 billion. the U.S. monetary authorities will owe 
apologies to the long-forgotten central bank governor of the 
Confederate States of America. 

In addition. the Treasury is reported by the Journal of 
Commerce to have begun an intensive lobbying effort for 
rapid passage of the $23 billion "safety net" plan for the 
OECD countries originally proposed by Secretary of State 
Kissinger. The plan was presented to Congress one year ago. 
Treasury officials confirm that the decision to lobby for the 
plan at this point represents a policy shift. 

The White House is directly involved with these various re
financing efforts, now under discussion between State. 
Trr-asury and the Federal Reserve. 

As in the case of the proposed Italian swindle, the banking 
community is considerably more frank than government 
spokesmen on the intentions of these refinancing schemes. 
The probable reason for this frankness is that financiers 
must admit to being swindlers in order to maintain a 
reputation for competence. "It won't ever come to" the mere 
printing of $60 billion. the chief of international operations at 
a leading New York bank said this week. "These countries 
are going to have to cut back. India. Pakistan. and others will 
have to return to subsistence agriculture." 

Once noted, the efficacy of these plans cannot be 
overrated. In context. the circulation of refinancing plans 
underscores the complete lack of real policy on the part of the 
Atlanticists generally. What remains of their apparatus has 
no capacity to enforce the cutbacks which they propose, and 
promises of refinancing will not delude the intended victims 
of these plans. 

. . 

This fact came to light at a Feb.l9 closed Senate briefing 
with high State Department officials and associated 
thinktankers, to discuss policy for the Third World. Present 
were Undersecretary of State for Economic Affairs Charles ' 
Robinson. Deputy Assistant Secretaries of State Paul Boeker 
and Julius Katz. and Brookings Institution economist C. Fred 
Bergsten. To the astonishment of Foreign Relations Com
mittee staffers. the State Department crew refused to depart 
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from the narrowest approach ever adopted at State, refusing 
to budge an inch on the debt question. stabilization of Third 
World commodity prices. or other schemes freely touted on 
Wall Street. Katz· and Bergsten staged an acrimonious 
debate on the commodity-price issue, which is subsumed by 

. general �financing questions, ill which Katz ignored 
Bergsten's urgent promptings to the effect that something 
must be done fast if the entire debt structure is to survive. 

The reasoning behind the State Department's refusal to 
brief Congress on the contingency plans it is now pushing is 
simple: if the Administration publicly acknowledges its 
willingness to negotiate with the Third World from the 
standpoint of weakness. it will merely encourage the Third 
World to undertake pre-emptive debt. moratoria in an
ticipation of such negotiations. 

Finally. the Treasury has dealt with the safety-net scheme 
so timidly that even the minority counsel of the relevant 
Congressional committees, presumably Secretary Simons 
Republican co-thinkers. have been kept in the dark as to the 
Treasury's intentions. Out of the 1 6  national parliaments that 
must approve the safety net scheme. which Kissinger and 
Treasury Secretary William Simon proposed in November 
1974. only four have approved it to date. 

The Eurodollar Market On The Brink 

An appropriate measure of the international community's 
confidence in the Atlanticists' capacity to hold the line is the 
current state of the international lending markets. According 
to authoritative Swiss and New York banking sources, large 
international banks with major Eurodollar subsidiaries and 
American headquarters are quietly transferring the worst of 
their Eurodollar assets to their parent branches. According 
to bankers. this will enable the parent bank to discount this 
bad paper with the Federal Reserve. something not directly 
possible for an unregulated foreign subsidiary. The fact that 
the Eurodollar banks are sending their dirty laundry home to 

parent branches who are themselves the target of exposure 
campaigns is astonishing. But the procedure has been under 
discussion among Wall Street money-men since at least 
December as a IIworst-scenario" contingency plan. 

The particular explosiveness .of the Eurodollar sector is 
that fully one-third of banks' liabilities represent loans from 
other banks. Liquidity "has been fluffed up at every point of 
difficulty through a rise in interbank lending, which. since 
there are no reserve ratios enforced in this market, enables 
the banks to increase funds available indefinitely. Traders 
monitored a significant rise in interbank lending during the 
first weeks of this year. But reports suddenly began circul
ating at the beginning of last week - and found their way into 
the leading financial press - that confidence in interbank 
lending had dropped precipitously. After the June 1974 bank
ruptcy of West Germany's Herstatt Bank. a collapse of inter
bank confidence threatened to bring down the entire market. 

This problem is partially attributed to the failure last week 
of a billion-dollar Southern bank holding company, Hamilton 
Bancshares. Hamilton's demise puts about $100 million of 
correspondent loans to. Manufacturers Hanover and other 
New York banks in jeopardy. But the more pressing worry is 
that the Southern banks. among whom Hamilton was only the 
first casualty, are notoriously large participants in the Euro
currency interbank market. 

Storm warnings came from London as well this week. After 
the most recent collapse of a secondary bank at the outset of 



this month (First National Finance Corporation. the Bank of 
England and clearing banks' "lifeboat operation" had to 
expand to the point where. according to press accounts. fully 
10 per cent of the clearing banks' assets are tied up in the 
bailout. New York bank analysts have rated the internal 
British situation as among the most dangerous for the bank
ing system as a whole for several months. Chancellor of the 
Exchequer Denis Healey's new budget, although it entails 
the type of austerity that the banks demand for Italy, has 
done nothing to ward off panic. 

On the contrary. London Times economics editor Peter Jay 
claimed Feb. 20 that Healey's budget reveals "The Classic 
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Profile of National Bankruptcy." The budget increases debt 
repayment by £3 billion. and cuts £620 million from 
education. £500 million from roads. £440 million from food 
subsidies. The debt-service rise "more than cancels out all 
the painful savings. " Mr. Jay writes. 
"The political consequences 01 a world in which the people 
pay taxes principally in order to meet the cost 01 interest on 
the national debt while the standard and quality of public ser
vices and national defense are eroded further and further. 
defy-imagination. This indeed is the classic profile of national 
bankruptcy. It is the slippery slope which leads ineluctably to . 
repudiation of debt and political co!lapse." 



The Form of the Labor Committees' Influence 
by Lyndon H. LaRouche, Jr. . .  

U.S. Labor Party Presidential Candidate 

ROME, Feb. 16 - In several published reports of which I 
have received copies, it is stated that key forces in Italy are 
now moving on the basis of agreement with our lOB policy. 
In the final analysis, such statements are essentially true and 
therefore defensible. Unfortunately, most readers of such 
reports would misinterpret the meaning of the words. The 
possibility of such misinterpretations should be prevented by 
a statement from me concerning current developments cen
tering upon the Italian crisis. 

There are in Italy and France certain relatively powerful 
industrial capitalist-oriented political forces closely inter
twined with the state-owned industries. These forces are also 
interconnected with political currents within the Christian 
Democracy of Italy (DC), the Socialist Party of Italy (PSI), 
and the Gaullists and sections of the Communist Party in 
France. Those industrial capitalist forces and their allies 
know the following: (1 ) that the Atlanticist austerity 
program is specifically Schachtian and therefore fascist; 
and (2) that unless the Atlanticists' power is quickly 
destroyed, European industrial capital will be brutally 
crushed and general thermonuclear war and general 
ecological horror will follow. Such highly-placed and well
informed capitalist anti-austerity forces are essentially 
committed to destroying the Atlanticists as a matter of their 
own capacity to survive beyond mid-1976. 

These forces confront two interrelated general problems. 
They are for both financial debt moratoria and new pro
development agreements of East-West cooperation and 
multilateral agreements with developing-sector nations and 
groups of nations. In the effort to implement such policy 
objectives, these forces in Italy confront the two problems of 
quickly establishing a favorable strategic correlation of 
forces necessary for Italy to actually institute financial debt 
moratoria against Atlanticist institutions, and the national
tactical problems of establishing an Italian government 
capable of conducting such policies. 

The possibility of solving the strategic problem exists in 
terms of the developing sector's leading forces, advanced 
degrees of Italian economic cooperation with the Comecon, 
and a parallel to Italian self-interests among Gaullists in 
France and certain other pro-European forces. The required 
strategic deployment needed to realize such advantages is 
somewhat sophisticated, but feasible during the immediate 
short-term. 

The Role of the PCI 
The national-tactical problem is first that the Christian 

Democracy and Socialist Party tlresently contain such 
proportions of Atlanticist agents and vacillating weaklings 
that it is difficult to establish an adequate parliamentary 
base for a government of anti-Atlanticist forces. These in
ternal problems for the DC and PSI are massively compli
cated by the fact that the Communist Party of Italy (PCI) is 
under top-down control by Atlanticist agents. In fact, today's 
l'Unita, daily organ of the PCI, proposes to place that party 
in essential support of the Schachtian (Le. , fascist) economic 

6A 

program presented as the Moro government prograr.tl 
through Atlanticist Andreatta. The PCI leadership of today is 
a more vicious enemy of working-class forces than the 
Muller SPD forces of 1928. Since the PCI obtained 33 per 
cent of the popular vote in the 1975 elections, although pci 
support of a fascist economic austerity for Italy would split 
the party itself into shreds, such PCI support for the 
Harriman-Rockefeller forces should potentially wreck the 
pro-development opposition to Atlanticism and create the 
basis for a pro-Atlanticist bonapartist regime of a Bruning 
type. 

This national-tactical problem also requires sophisticated 
(and even somewhat Byzantine) footwork by the pro
development DC and PSI forces. Hence the bizarre cre
puscular existence of the nominated Moro government. 
Italian political life today is a convoluted and involuted mass 
of writhing, subterranean tactical maneuvers such that any 
report appearing in the public press is necessarily a 
misrepresentation of fact. The Moro government is a short
lived chimera whose fragile life depends principally upon the 
tacit support of the Communist Party leadership for a fascist 
austerity against Italy. That government exists to take the 
blame for the horrors enacted during its reign and is kept in 
place because those with the power to bring it down on a 
moment's notice have not yet prepared themselves to 
present a government of their own. 

What is impending is: (1 ) crucial congresses of the DC and 
PSI, at which there will be an effort to sort out the internal 
situation in those parties; (2) the virtual inevitability of early 
general elections; (3) an impending campaign to split the 
working-class, trade-union and communal base away from 
the pro-fascist Berlinguer-Amendola leadership of the PCI, 
creating a united front between the PCI and PSI working
class forces at the trade-union a·nd commune levels. Mean
while, on the strategic level, sensitive national and inter
national negotiations are being pursued to the end of insti
tuting financial debt moratoria aginst the Atlanticist in
terests and bringing Italy into the beginning of an lOB
oriented New World Economic Order. 

Myriad Channels 
The crucial thing to recognize is that the Italy develop

ments occur in an international environment in which the 
influence of the lOB and Labor Committee analyses has 
percolated through myriad channels to bro�dly shape the 
outlook on which all anti-Atlanticist forces inevitably con
verge. Although that influence is considerably enhanced by 
face-to-face discussions between ICLC representatives and 
others, it is the myriad channels of influence rather than the 
face-to-face discussions in themselves which are prepon
derant. 

It must be emphasized that numerous leading forces in the 
corridors of power throughout the world support the concep
tion of the lOB more or less exactly, sometimes even without 
direct knowledge of the Labor Committee authorship of that 
conception. It is the massive propaganda and educational 



work, conducted simultaneously at aJl levels from the factory 
gate to the highest levels of aovernmentsaqd political par
ties, which generates sue" a cumulative effect. 

This influence ill essentially a reflection of our superior 
knowledge and methods of work, but our ideas are radiated 
ricochet-fashion through influential channels of thought 
because they are the oply rational policy alternatives and 
analyses put into general circulation at a time when all other 
forces but our own lack any alternative competent 
programmatic perception of tile eurrentgenetal breakdown 
crisis of the imperialist order. It is the tra�sinission of such 
conceptions into many of the pores of society concurrently 
which results in the reverberation of those same cOftt:eptions 
throughout the corridors of power around the wQrld. 
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11)e unwanted effect of the over-simplified accounts of how 
the present Italy situation is that such reports exaggerate the 
extent and importance of my direct personal work on the 
scene, and underrate the essential influence provided by a 
few thousand organizers organizing and circulating ideas 
throughout key centers of North America, Latin America and 
Europe. I am not a deity strewing goodies entirely of my own 
creation tor the passive enjoyment and celebration of the 
masses; I am only one vital politIcal weapon of the combined 
Lab(tr Party and Labor Committee machine. It is the effee
tivenells ot that machine as a whole which determines the 
potency of my specianndividual efforts in particular. It is the 
Labor Party organizer in Detroit, Boston, Mexico City and 
Duesseldorf who tiltimately determines whether my current 

. work in Europe will or will not be successful. 



NEW SOLIDARITY 
International. Press Service 

u.s. POLI�ICAL 
NEWSLETTER 

PO. Box 1 972, G.P.O. 
New York, New York 10001-

Editorial, (212)279-5950 
Customer Service (212)564-8529 

Agents Battle, in Washingt()n to Contain 
Support ,or Debt Moratoria', lDB 

WASHINGTON, D.C. Feb. 21 (IPS) - Leading officials of the 
U.S. government attempted this week to figure out what to do 
about the growing support in Europe and the Third World for 
moratoria on dollar-denominated debt and the U.S. Labor 
Party's proposal for the creation of an International 
Development Bank to replace the bankrupt International 
Monetary Fund. While no faction of the government has any
thing even resembling a policy to deal with the current inter
national economic crisis, they are all agreed that if the 
Dollar Empire is to survive, t�e $800 billion in outstanding 
debt must be collected and motion towards debt moratoria 
and the IDB within Congress must be halted. 

As part of this "containment" effort, which has already 
included the massive harassment of all individuals or groups 
that might be willing to work with the Labor Party, various 
government officials are now attempting to blame Congress 
for the government's unwillingness to carry out a program of 
international moratoria. The same Treasury and State 
Department officials who were pointing to Congress as the 
"reai stumbling block" on the debt question, however, were 
simultaneously engaged in furious counter-organizing of 
Congressmen away from support for or discussion of 
moratoria. 

After a week of these deployments and meetings, IPS has 
found that talk of impending debt moratoria is sweeping the 
capitol. IPS has also found that there is a certain sense of 
resignation on the part of leading government officials to the 
inevitability of someone declaring a moratorium - which 
has in turn made these officials hysterical. 

Early in the week, New York Times financial specialist 
Edwin Dale wrote a "policy-making" article on the Manila 
conference of the Group of 77 Third World nations which was 
widely read and disseminated throughout the government. 
Dale reported, that even though the Manila conference did 
not come out with a unilateral call for debt moratorium, U.S. 
consideration of any such proposal was out of the question 
anyway because, "according to a high Treasury official . . .  
Congress is likely to be extremely reluctant" about any debt 
service waivers or cancellations." 

The same day, a member of the State Department's 
"Policy Planning" staff corrected Dale on one point. The 
Third World came out of the Manila conference, he told IPS, 
with a decision to fight as a "flexible international body," 
which the State Department found "very sophisticated and 
difficult to deal with." The spokesman recognized that while 
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the chart�t'�d(JPted at Manila did not go ali the way toward 
general debt moratoria (it allowed for case-by-case deter
minations) , the United States was now fighting an organized, 
politicized Third World with which it had no policy to deal. 
The frustrated official then shifted the blame for this non
policy on Congress, lying that "Congress will demand pay
ment on every penny on the dollar (of debt) . 

To ensure that Congressmen would remain faithful to Wall 
Street policy of debt collection, back-room meetings and 
"think tank" symposiums were organized throughout the 
week to discuss, either explicitly or implicitly, "the Third 
World debt situation." 

Such a counterorganizing session was held on Feb. 19 in the 
Senate Office Building for targetted members of Congress 
and their staffs. Especially targetted were Congressmen who 
attended last September's United Nations Special Session on 
Development and other potential pro-development Congress
men including Senators John Culver (D-Iowa) and Dick 
Clark (D-Iowa) and Representative Donald Frazer (D
Minn) . On hand to keep the Congressmen in their place were 
Assistant Secretary of State Paul Boeker, C. Fred Bergsten 
of the Brookings Institution, anti-debt moratorium 
Congressional aides such as George Ingram of the House 
International Relations Committee, Sen. Jacob Javits' (R
NY) aide Frank Balance and John Karlik of Sen. Hubert 
Humphrey's Joint Economic Committee. 

The organizers of the meeting attempted to inundate the 
Congressmen and their aides with long, boring discussions of 
commodity prices while carefully avoiding all mention of 
debt moratoria. Despite this, one State Department source 
dejectedly noted that the consensus of the meeting was that 
"the cement which holds the Third World together is poli
tical." An even more striking failure along similar lines was 
a symposium held at Johns Hopkins University's School for 
Advanced International Studies (SAIS) entitled "The New 
World Economic Order: Is It Just a Reified Bretton Woods 
System?"In the middle of a speech by SAIS'erRobert Tucker 
(notorious for previous proposals to break up the OPEC oil 
cartel and a possible embargo by invading OPEC countries) 
about whether the Third World wanted development or 
equality (sic) , a U.S. Labor Party representative intervened 
and called on the gathering to support the Third World ini
tiative for debt moratorium. The Jamaican Ambassador to 
the UN responded, "I agree with you. We can't have develop
ment without debt cancellation." Tucker, reflecting the 



policy dilemma in Washington, replied, "I'd �ather have debt 
rescheduling, but debt moratorium is inevi�ble. " 

On Capitol Hill itself, the imminence of debt moratoria 
permeates all serious discussion of the international situa
tion. A Republican staffer on the House Banking Committee 
remarked, "Debt moratorium has some merit, and it looks 
like it will occur whether we agree with it or not." Another 
Republican staffer on the Senate Foreign Relations Com
mittee commented "debt moratorium ... we may have to go 
ahead with it. We wouldn't want to see the whole (economic) 
system destroyed." 

Even the neanderthals in the White House reflect a grow
ing recognition of the need for a new international credit 
institution. A White House source characterized the World 
Bank as an "autocratic, independent international bureau
cracy that is generally responsible to no one. " 

This recognition by especially Republicans indicates 
behind-the-scenes organizing by pro.development Chicago-. 
based forces. However, if the debt moratorium and IDB fight 
is to break out into the open in Congress, the Democratic Con
gressmen and especially the Congressional Black Caucus, 
must break out of the containment operation being run 
against them. Members of the Black Caucus remain the 
target of massive counter-organizing to ensure that they do 
not move on their call for debt moratoria for Third World 
nations which the caucus issued last fall. Rep. Charles Diggs 
(D-Mich), Caucus chairman, is functioning as the State 
Department's key inside operative. The pro-debt Diggs, who 
recently returned from arm-twisting Third World leaders on 
a State Department-sponsored trip, has had some effect on 
other caucus members, many of whom regard him as "their 
leader." The overall response on the debt question and the 
New World Economic Order from the CaucUs (which is also 
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subject to FBI-directed harassment including physical at
tacks on relatives and threats against the lives of caucus 
members) has been generally dismaL This is typified by an 
aide in Rep. Andrew Younll's <DoGa) office who said this 
week: "Let me say this, I haven't heard anrone in the Caucus 
talk about abandoning the IMF and the World Bank. New 
Monetary structures are not being discussed." 

Still. this operation has not been completely successful. 
Speaking in New Jersey last weekend, Rep. Ron Dellums (D· 
Calif) responded to a U.S. Labor Party question about the 
Italian situation and the need for Congress to support a debt 
moratorium for ItalY, "I support the Black Caucus declara
tion in favor of debt moratorium and I think it can be applied 
anywhere. " 

Because Diggs cannot "sew up" the caucus from the in
side, the Black Forum on International Issues, a group linked 
to pro-debt Sen. Edward Kennedy (D-Mass) has been created 
as a counter gang to keep the Caucus in line. The recently 
formed group appropriately calls itself a "black Council on . . 
Foreign Relations," - a reference to the Harriman
Rockefeller-controlled New York Council on Foreign 
Relations. Diggs is on the Forum as well. 

Members of the Black Caucus and the Black Forum will 
come together in a disorganizing meeting this weekend (Feb. 
20-21) at a conference entitled "Africare " and attended by 
representatives from the CIA-controlled Agency for Inter
national Development (AID) and the Overseas Development 
Corporation. Discussion will gingerly step around specific 
mention of debt moratoria, but the entire purpose of the Con
ference will be to convince the Caucus that it is better to have 
blacks enforce African debt collection for the New York 
banks than to let the "whites" do it - a new twist in the old 
community control counterinsurgency gimmick. 



Chicago Begins to Mobi l ize 

There are signs that the sections of the production-based 
and trade-oriented Chicago industrial grouping are begin
ning to publicly mobilize against the Wall Street financier 
network and its policy of destroying world trade and pro-
duction. 

. 

The Chicago grouping has hesitated for the last several 
months in adopting the International Development Bank as 
its fighting perspective, a fact which has in large part been 
caused by the factional in-fighting between various sections 
of the so-called Chicago directorate. Chicago is split into two 
principal camps. The Wall Street-innuenced Marshall Field
Chicago Sun Times-First National Bank of Chicago axis, 
has links to the corporatorist Kennedy wing of the 
Democratic Party, and has supported the Wall Street 
bankers' debt collection policy. The other faction is com
posed basically of the agricultural implements sector, led by 
International Harvester and sometimes j oined by Con-
tinental Illinois Bank. 

. 

It is this latter grouping which now threatens to form the 
nucleus of a faction which will breakaway from Harriman
Ball-Rockefeller completely and attempt to negotiate its own 
trade and development deals with the Third World and the 
East bloc ..:.. a move which will of necessity force them 

. towards the IDB. Sources close to Chicago financiers had 
reported last week that while New York banks and in
vestment houses were denying Italy credit to force a 
capitulation to austerity, Continental. Bank had supplied the 
Italians with $1 50 million in credit since the attack on the lira 
began. Continental Grain, another major Chicago-based 
corporation will reportedly establish another company with 
the Italian State-owned shipping company Finmare. Ac. 

. cording to Corriere Della Sera "this company would already 
have a contract for transporting grain to the Soviet Union." 
High-level Chicago financiers and allied industrialists said 
that they "could live with a debt moratorium, " rather than 
see the world economy destroyed. 

In its January newsletter, the International Trade Club of 
Chicago, representing the top 200 corporations in the city, 
issued a Policy Statement on the World Economy which 
stressed the interdependence of the world economy in terms 
analogous to those used by pro-development factioneers 
Andreotti of Italy and Debre of France. The statement 
stresses that the industrialization of the Third World and the 
general increase in the global standard of living provides the 
impetus for expansion in the advanced sector. " World trade 
must increase in order to meet the growing needs for food, 
energy, clothing and meaningful employment for men wher
ever they live, " it continues. Transfer of capital, the free flow 
of knowledge and technology is stressed. 

In the significant section which first backs away from and 
then approximates a call for IDB, the ITC calls for the 
"strengthening of existing international institutions as well 
as creating new ones to ensure the imolementation of the 
above principles. " The program, which reflects the influence 
of the pro-development Chicago faction, however still side
steps the debt question. 

The same newsletter reports that in an effort to implement 
those principles, the ITC has established closer liason with 
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the Illinois Congressional delegation. This is clearly a move 
to circumvent the policy paralysis of the Ford Adminis
tration and addresses a long-time problem of the Chicago 
faction - the lack of national political spokesmen. 

As part of the growing motion toward an active pro
development policy an official of the World Bank was 
brought before the ITC in an attempt to demonstrate the 
result of maintaining the existing ' monetary structures. 
Henry J. Costanzo, a pro-debt spokesman for both the World 
Bank and the IMF was invited as a "foil " to address the 
International Trade Club on Feb. 10. He did not mince words, 
telling his audience that the increasing debt servicing 
requirements of the Third World will necessitate zero or 
negligible growth in per capita income of the Third World 
countries. Costanzo told. the heavily export-oriented group 
that import cutbacks would become a fact of life for the Third 
World in order, to maintain the sacred debt payments. 

This aggressive pro-development motion has been ac
companied by a mobilization against the Wall Street-directed 
"exposes" of corporate kickbacks and payoffs to foreign 
governments. This "corporate Watergating" serves the two
fold purpose of destroying potential factional opposition to 
Wall Street policy, while laying the basis for Mussolini-style 
corporatist reforms. With the attack already zeroing in on 
the aerospace sector, Wall Street deployed to Chicago 
Senators Frank Church (D-Idaho) and William Proxmire (0-
Wisc) , two of the Congressional ringleaders for the factional 
attack, along with Washington Post publisher Katherine 
Graham whose paper has conduited the scandals, to hold 
Chicago in line by threatening potential opponents that they 
might be next. While the terror campaign produced a tem
porary reversal by some Chicago spokesmen on their pre
vious support for an Italian debt moratorium, the deploy
ment has now backfired provoking a stiffening of spine 
among pro-development layers. 

Debate among the Chicago factions on the corporate 
Watergating broke out in the press this week. The Inter
national Harvester faction used the Feb. 1 6  Chicago Tribune 
to attack the Watergaters. Harvester's Brooks McCormick 
warned that the American system might be destroyed by a 
"rash of hysterical new laws in response to hysterical opinion 
that all corporations are crooked. " 

Taking up the other side, a spokesman for Borg-Warner 
rejoined that corporate housecleaning was necessary. (Borg
Warner represents a grouping which seeks expanded trade 
but which compromises that position by supporting the Field
First National axis on the corporate "housecleaning. ")  

Positions on the corporate Watergating, and most probably 
on the debt moratoria were discussed at a high level meeting 
of the top 20 corporations in Chicago today. No details are yet 
available on the discussions. 

Independent oil producers or refiners, who might tend to 
aid Italy during an embargo, such as Getty Oil, Phillips 
Petroleum and Ashland Oil, are all under one form of attack 
or another. Virtually the entire aerospace industry, the 
economic underpinnings of the southwest wing of the 
Republican Party oriented toward former President Richard 
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Wan Street Implements Pol ice State in  U .S.  
The combined Harriman-Ball. Rockefeller and allied 

capitalist factions bave already thrown their forces in the 
FBI, Justice Department. the Federal Judiciary. and otber 
elements of the Federal Bureaucracy into their stepped up 
drive to elilninate constitutional guarantees and impose a 
Nazi-style police state in the U.S.  The immediate targets of 
this deployment bave been the 'U.S. Labor Party. its sup� 
porters. other forces moving to back the USLP program for 
debt moratoria and International Development Bank. and 
even some who represent potential blind resistance to the 
Harriman-Rockefeller policy of Scbachtian austerity and 
looting. 

New York financial community spokesman L.D. Solomon 
laid out the Nazi policy explicitly in a column in today's New 
York Times discussing New York Clty as a test case of 
"whether or not the promises of social and economic en
titlements of the 1960's can be rolled back to a lower order of 
ma�itude without social upheav�I. " Solomon stated : "In 
the name of fiscal survival. the entire political power base of 
this city has been emasculated and constitutional privileges 
abridged. "  

Levi, Bur,er Declare War on Constitution 

In speeches delivered to the national convention of the 
American Bar Association Feb. 14 and 15, Attorney General 
Edward Levi and Chief Justice Warren Burger declared 
themselves in a state of insurrection against the Constitution 
they are sworn to uphold. Levi argued that Americans are too 
uneducated - the product of "half-education" was his for
mulation - and the press too "critical" to make the Con
stitution work. Levi told the ABA that a society "which in fact 
wants to find a new charter for human rights has difficult 
decisions to make."  

Burger. in  a "State of  the Judiciary" speech. said that "we 
lawyers have scraped the barnacles off the hulls of the 
'judicial ships' when we should have been considering new 
and different kinds of vessels more fitted to the 20th century 
world. "  Burger proposed the following "fundamental 
changes : "  

* An end to federal court jurisdiction over diversity cases, 
those which involve disputes between citizens in different 
states . This would knock a full one-fourth of the current 
federal civil cases out of federal courts. 

*An end to direct appeals to the Supreme Court from three
judge panels in federal district courts. Bypassing the circuit 
court of appeals, three-judge panels would decide on 
challenges to the constitutionality of existing laws and 
practices. 

*The creation of a National Court of Appeals which would 
further block access to the Supreme Court. 

*The creation of additional judgeships which would enable 
district federal courts to be packed with judges w�o support 
Burger's drive to rip UP the Constitution. 

Courts Already Implement Police Staw Proposals 

Courts and law enforcement officials in several states have 
already moved to implement the Burger-Levi police state 
proposals. 

In Virginia, state officials have conspired to keep USLP 
Senatorial candidate Alan Ogden, the subject of more than 30 
arrests in the past year. illegally jailed since Feb. 12. Ogden 
was railroad� into jail by Richmond Court Judge Tucker in 
an appeal of a trespass conviction, despite the fact that under 
Virginia law. trespassing cannot stand as a charge itself. The 
Judge increased Ogden's fine, sentenced him to jail and 
increased bail to $2.000 on a charge which normally brings a 
$25 fine in traffic court. Since that time. the court bas refused 
to accept a $2.000 property bond, while State Attorney 
General Andrew Miller has lied to callers who have protested 
Ogden's incarceration that "Alan Ogden is in jail because he 
threatened the lives of two police officers. "  

The USLP is now planning to seek redress for the violation 
of Ogden's civil rights in the Federal Courts. 

On Feb. 18. a Buffalo New York State Supreme Court Judge 
ripped up the First Amendment, which guarantees free 
speech. by granting a temporary restraining order banning 
the U.S.  Labor Party from distributing a leaflet on Maoist 
Buffalo lawyer Leonard Klaif, a member of the FBI
controlled National Lawyers Guild : The leaflet details the 
current Erie County Bar Association ethics investigations of 
Klaif. his activities in denying the USLP due process. and his 
pathological compulsion to act as a "Jew who defends Nazis 
and mother's maoist terrorists . "  Klaif, who sought the gag 
injunction against the leaflet, is also suing the USLP for $4 
million charging defamation of character. 

In industry. moves are underway to clear the road for mass 
firings of U.S .  Labor Party members and supporters of the 
Labor Party program - firings which would leave industry 
free to use in-plant kapo networks to reproduce the 
Schachtian holocaust of Nazi German factories. 

The key test is the effort by International Union of Elec
trical Workers local 323 at General Railway and Signal in 
Rochester. N.Y . •  to strip shop 'steward John Sakala of his 
union membership on the sole gl,'Ounds tbat he is a USLP 
member lind a communist. The local is expected to move that 
Sakala should be ousted on Feb. 23 ; if he is removed from the 
union. he will automatically lose his job. 

The National Labor Relations Board ruling on an appeal 
from a member of the FBI-controlled Progressive Labor 
Party who had been fired on the mere supposition of being a 
communist, is another signal that mass firings are in the 
works. The NLRB reaffirmed its previous dictum that a 
worker cannot be fired for union organizing. but that he has 
no right to appeal to the NLRB for protection of his right to 
politically organize. Significantly, the decision was widely 
picked up in the bourgeois media and conduited into the 

. widely read business magazine U.S .  News and World Report. 
as a "go-ahead" sign to begin firings. 
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Nacbt Und Nebel 

While Burger and the Judiciary are attempting to create a 
Nazi-like legal structure. the FBI and allied law enforcement 
agencies have moved ahead with straight "Night and Fog" 
terror operations with modus operandi identical to Hitler's 
Gestapo. 
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19 29 AGAIN ON WALL S TREE T  

NEW YORK , Feb . 21 ( IP S ) - - A wave o f  euphor i a  g r i pped the u . S .  s tock 
markets aga i n  thi s week r i n  a , gro s s  rep l ay of the 19 2 8 - 29 " bu l l  mar 
ket. " i n  the wee k s  j u s t  pr ior t o  the Blac k  Thur sday c r a s h . 

Ye s terd ay ' s  vo lume on the New York S tock Exchange set an a l l  
time rec ord - - an inc red ib l e  4 4 . 51 mi l l i on s ha r e s  changed hand s  - 
surp as s i ng the pr evi o u s  r �cor� o f  3 9  mi l l ion shares that had been 
set only the day b e f or e . The D ow Jone s  aver age s oared to 9 8 7 . 8 0 
i t s  hi ghe s t  po i nt s i nce January 19 7 3  amid s t  t a lk that i t  wou ld surely 
bre ak the 10 0 0  mark nex t week . 

Brokers and trader s were s e en o n  the ' f l oor s  o f  the exc hange s and 
in the ir o f f i c e s  whooping i t  up . " Boy th i s  i s  r e a l l y  something , "  one 
tr ader told a wire s erv ic e , " There were who l e  weeks l a s t  year where 
we d idn ' t  s e l l  a s  many , shar e s  as I s o ld in the f i r s t  hour of trading 
tod ay . The recovery is r e al ly her e . " Such s entiments were. echoed by 
do z ens of s o - c al l ed Wal l S treet analy s t s who were par aded be fore 
tel evi s ion c ame r a s  and radio mic rophone s to atte s t  to the s treng th 
o f  the market r a l ly and the economic r ecovery wh ich h ad suppo s edly 
s tarted i t . 

What had i n  f ac t fue l ed th i s  specul ative spree wa s bo th the re
lease of anothe r s e t  o f g lowi ng r epor ts on the r ecovery' from high 
leve l g overnment and corporate economi s t s  and the tens o f  mi l l ions of 
foo t l oo s e  do l l ar s  i n  s e ar c h  of specul at ive pro f i t's � - do l l ar s  whi ch 
had been " f reed " by the Depr e s s i on c o l l a p s e  o f  a l l  out l e t s  for pro f i t
able inve s tment . 

, �l l en Green s pan , the he ad o f  the Pre s ident ' s  C oun c i l  o f  Economic 
Adv,i s6 r s , to l d  the Ford c abinet in a spe c i a l  " economic b r i e f ing " 
Feb" . '19 that the recovery i s  " now f a i ly s o l id • • •  the f o g  of unc erta int.y 
about the future i s  d i s s ip a t i ng . "  On the s ame d ay , F edera l Re s erve 
Bo ard Chairman , Ar thur Burn s , pronounc ed s imi l ar non s e n s e  to the 
Congre s s ional Joint Economi c Commi ttee . Both s ta teme n t s  were wide ly 
dis seminated through the med ia . Ford , who s i nc e r e ly bel ieve s tha t h i s  
" po l i c ie s " a r e  c ur i ng the economi c  woes o f  the nation , took the good 
news on h i s  p o l i t i c a l  s tumpi ng a c ro s s  Ne\v Hamp s hi r e . Peop l e  have 
f a i th in the economy and in the s trength o f  the r ecovery , he told the 
vo ter s , point i ng to ' the d i z z y i ng r a l ly of the s to c k  ma rket as hi s 
proo f . 

Wi th i ndus tria l produc tion s ti l l  runni ng a t  7 0  per cent o f  c a 
pac ity a f ter n i ne months o f  t h e  so� c a l led recovery , the above gentle
men could not g ive much c onc rete evidenc e for their rosy v i ews . 
Leaving a s ide Ford ' s  Hoovere s que comments , Greenspan and Burn s  have 
made the core o f  the i r  argument that the recovery i s  underway with 
recently re l e a s ed f igure s tha t showed a s low down i n  the ' 
rate o f  who l e s a l e  and r e t a i l pr i c e  i nf l at i on and f igur e s  that s how 
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a s l ight r i s e  i n  produc tion l a s t  month . 
The " moderat ion " o f  the rates o f  i n f l ation i s  i t s e l f  a symp tom 

of the continu i ng c o l l ap s e in world marke t s  and l iving s tandard s .  
On c l o s e r  exami na t i on , the bulk o f  the who l e s a l e  p r i c e  d rop was due 
to a sharp decl i ne' in farm p r i c e s , wh ic h i n  turn r e f l e c t s  the drying 
up o f  marke t s  for u . s .  agr i cul tur al pr oduc t s . We stern European , 
Japane s e , and Third Wor l d  countr i e s . have . been s la s h i ng vital f ood 
impor t s , par t i cul a r ly f eedgr a i n s  ne ce s s ary for expand ing mea t  s upp l i e s , 
i n  o rder to meet At l ant i c i s t  d emand s for debt repayment . 

A second ary aspec t o f  the p r i c e  moder ation i s  that manu f a c turer s 
of pr imary' me tal s ,  who had pr evious ly d emand ed p r i c e  i ncre a s e s  a s  a 
me an s of r a i s ing fund s  for the ir c ap i t al spending needs , are i n s tead 
forc ed tO , o f fer d i s count s i f  they are to make · any s a l e s  a t  a l l . The 
g i ant u . s .  S te e l  Corpor ation rec ently announc ed a cut i n  t inpl ate 
pr i c e s - in a desperate attemp t to u nderbid the alumi num i ndus try for 
the l u c r ative c anning marke t . 

As was doc qmented extens ively i n  the l a s t  i s sue o f  thi s  news 
l e tter , such k ey i nd i c a to r s  a s  ret a i l  s a le s , r e a l  p e r s o na l  income , 
manu f ac tur ers order s and s h i pment s ,  c ap i tal spending , hou s i ng s tar ts , 
commer c i al and i ndus tri a l. l o an s , and s ta te and loc a l  government 
spend i ng , are al l contrac ti n g . To the extent tha t  i ndu str i al i s ts 
p l an to inc r e a s e  the i r  produc tion , they ar e hy s ter i c a l ly c hoo s ing to 
deny the real i ty o f  the il;' own mounting inventor :i, e s , the i r  shr ink i ng 
order ba�klogs , a l l  o f  the above " i ndi c a tor s , "  and o ther evidence 
of renewed c o l lapse . I n s tead , they are ac ti ng on the b as i s  of sheer 
"wi shful thi nk i ng . "  Contr ary to the as sert ions o f  o f  such " d i s t i ngui shed "  
economi s t s  a s  Bur ns and Gre enspan , wha t  produc tion incre a s e s  have taken 
pl ace over the l as t  two months c an thu s b e  attr ibuted to the g ro s s  in
compe tence of tho se in pos itions of corporate ma nagement . 

The l ate s t  goVernment figures ac tu al ly conf i rm ,th i s ana lys i s  and 
po int to an i nevi tab l e  c o l la p s e  i n  th� immed iate per i od ahe ad . Hou s i ng 
s ta r t s  - - a key i nd i c a tor for the cons truc tion indus try -- f e l l  by 
5 per c ent , h i tt i ng the l,owe s t  l eve l s ince Ju ly . Meanwh i l e  the J anuary 
produc tion r is e  c i te'd . above wa s b a s ed s o l e ly on i nc r e a s e s  in the auto , 
hou sehold good s , and l i ght con s umer good s s e c to r s . The s e  i nc r ea s e s  were 
in turn b a s ed on pro j ec ti o n s  and order s f i l ed two and thr ee months 
ago , when s a l e s  o f  tho s e  c ommod i t i e s  wer e  up due to ma s s ive i n j ection 
of consumer c r ed i t . For no reason other than " wi s h f u l  thinking " the 
corpor ate o f f i c i a l s  dec ided tha t  th i s  repr e s ented a " tr e nd "  toward s 
re covery . . 

Now ev en the auto i ndus try has announced p l a n s  to shut down f our 
as s emb ly p l ants nex t week due to the hug e i nventory backlog of u n s o l d  
smal l c ar s . 

. 

There are a l s o  s igns that s ome produc t ion man ager s may have a
woke to the f ac t that the recovery i s  not a s  s trong as they had wi shed . 
F i gur e s  for December orde r s  by manu f ac ture r s  ( i . e .  order s for p a r t s , 
equ ipme nt , r aw mater i a l , etc . ne eded for futur e produ c t i o n ) dropped 
from previous f i gure's . Due to the u sual 6 0- 9 0 d ay l ag p e r iod between 
order and del ivery , such cutb ac k s  wi l l  not s how up i n  the produc tion 
f igur e s  for at l e a s t  thr ee months . 

Wi th th i s  in mi nd , the " da z z l i ng "  s tock marke t c l imb i s  e a sy to 
unde r s tand . Ju st as in 1 9 2 8 - 1 9 2 9 , a d e c l ine i n  r e a l  produc tion has 
freed up b i l l i ons of id l e  do l l ar s  with no pro f i t ab l e  i nve s tment out
lets , exc ept pur e  specu l ation . Th i s  is seen mo s t  vivid l y  in the co l l ap s e  
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o f  bank l e nd ing to c ommerce and indus try - - down $ 2 . 4  b il l ion s i nc e 
the begi nni ng o f  the y e ar . C orpor ate borrow i ng through the bond marke t 
i s  however expe c t ed to reach on l y  ha l f  l a s t  ye ar ' s  l eve l . 

Wi th al l opportun i t i e s  fo r produc tive inv e s tment gone and with 
the currency market s  too " r i sky]' the s tock market become s the " o nly 
g ame i n  town . " 

Ju s t  how dangerou s thi s " <} ame " i s  i s  shown by repor t s . that in
d iv idu al i nv e s to r s  f looded the ma rket on Friday , buy i ng he avi ly on 
mar g i n ; they c aught i n s t itutional i nve s tor s , who had expec ted the 
r a l l y  to sub s ide o f f  guard , f or c i ng them to cover thems elve s  with 
fran t i c  purc ha s e s . The f ac t  that a l arge par t o f  the buy ing is on 
borrowed money on ly exa cc erba t e s  the s i tuat ion ; j u s t  a s  in 1 9 2 9 , the 
greater �od ay ' s  euphor i a , the gre ater tomorrow ' s  c r a s h . 

BANKING WEAKNE S S  

The f r e n z ied s to c k  market a c t i v i ty , a l so o c c urred aga i n s t  the 
background o f  the th ird l a r g e s t  c o l l ap s e  in the nation ' s  h i s tory , tha t 
o f  Hami l ton Banc shar e s . The Hami l ton f a i lur e ha s r i pp l e  ef f e c t s  on 
b anks a s  far away as London , New York , and Tokyo .  A banking synd i c ate 
l ed by Manu f a c ture r s  Hanove r  i s  now threatened w i th po s s ib l e  d e f au l t  
on a $ 1 0 3 . 5  mi l l i on l o a n  t o  the southe r n-b a s ed bank ho lding company . 
Inc l uded i n  the synd i c ate are o ther ma j or New York bank s and We s tern 
Amer i c an , a London �ba s ed con s or t i um ,  who se ma j or s tockholder s are the 
Bank o f  Tokyo , the Na t i o na l  Bank o f  Detro it , the Secur ity Pac i f i c  Bank 
in Lo s Ang e l e s , We l l s  F argo o f  S an F r ans i sco , and the H ambro s Bank in 
Br i t a i n . 

As the rec ently expo s ed u . S .  Comptro l l er o f  the Currency ' s  l i s t o f  
" p rob lem bank s "  r eve al s , Hamil ton i s  n o  i s o l ated c a s e . As many b anker s 
know , Hami lton i s  j us t  a s  sound a s  C h a s e  Manhattan or C i t ibank or any 
o f  the other New York money c enter bank s . The imm�d i ate reason for the 
bankruptcy of Hami lton , wa s that l ike many o ther Southern banks , its 
por t fo lio ful l · o f specul a t ive real e s tate loans went bad . Yet , the 
New York 1;>ank s have much l arger " bad " Re al E s tate I nve s tment Tru s t  
loans c ar r i ed on the ir book s a s  a s s e t s  than d id Hami l to n  - an b i l l ion s 
mor e  in " s o f t "  loans to other are a s . The l arge New Yor� money center 
bank s , Hami l ton ' s  ma j o r c r e d i to r s , actual ly maneuver ed the Ham i l ton 
p ar ent comp any into b ankruptcy -- p art o f  a po l i cy o f  del iber ate triage 
aga ins t we aker r e g i o na l  b ank s . Such moves are aimed at fore sta l l ing the 
d ay when the New York bank s are them s e lves forc ed i nto i n solvency . 

However , the continu i ng sharp drop in bank s commerc i a l  and i ndu s 
t r i a l  l oans nat ionwide wi l l  o n ly i nc r e a s e  the r a t io o f  s u c h  " so f t "  
loans i n  bank s por t f o l io s  - l e ad i ng t o  a total b l owout o f  the u . S .  
b ank i ng s y s tem in the weeks ahe ad - - enough even to make today ' s  be
l i eve r s  in the recov ery g iv e  up the i r  p i pedreams . 
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S P E C IAL R EP O RT 

Th ird World Nations 

Consol idate Fig ht for Debt Moratoria 

Feb. 1 9  (IPS) - Developments since the Manila Conference 
of the Group of 77 developing nations at the beginning of the 
month indicate a process of consolidation of a core group of 
Third World nations committed to fighting a political battle 
on the issues of debt moratoria and International Develop
ment Bank-type institutional arrangements for expanded 
trade and production. The Manila meeting drove home the 
point to several key governments that any attempt to achieve 
"Third World unity" as a precondition to posing these pro
grammatic solutions to the present crisis is a fruiiless 
exercise. In the aftermath of Manila. there has already been 
sufficient backup for the most advanced Third World battIe 
perspectives from both the Soviet bloc and certain. anti
Atlanticist capitalist factions in Western Europe. Although 
this backup has not been very visible in press or other public 
forums. it has thoroughly terrified the AtIanticist financiers. 

In at least a few cases. there has been the realization on the 
part of Third World leaders that the continuation of the dead
locked negotiating process exposes leading governments to 
heightened dangers of internal decay and destabilization 
operations. The fundamental problem of how the use of 
program creates the necessary forces is a�algous to the 
Italian political situation and the difficulties of the Italian 
anti-austerity pro-debt moratorium factions around An
dreotti of the Christian Democracy. Mancini of the Socialist 
Party. and the Cefis industrialist grouping. 

The North-South Talks 

The initiation of the next round of the Conference on In
ternational Economic Cooperation (CIEC - the North-South 
Talks) in Paris on Feb. 1 1 .  scheduled to last for 10 days. 
provides one obvious focal point for Third World action on 
debt moratoria and related programmatic efforts. From the 
information now available (mainly through diplomatic 
sources). it appears that the battIe which took place at 
Manila within the Group of 77 is continuing in Paris. The first 
point of battle was the Yugoslavian call for Soviet-Comecon 
participation in the talks. It is highly unlikely that the 
proposal. whcih was backed by the Egyptians and the 
majority of the Group of 1 9 .  would have been made without 
the Soviets' approval . An articl� yesterday in the Soviet 
newspaper Pravda reiterated Soviet backing for the Manila 
conference. without mentioning debt as the Sovjets had 
earlier but emphasizing Comecon-Third World cooperation. 
No further reports on the progress of the move to include the · 
Soviets in the CIEC talks have been made since the initial 
proposal was advanced. 

The Foreign Broadcasting Information Service confirms 
previous diplomatic reports that Yugoslavia was one of the 
nations pushing for the debt moratorium at the Manila con-
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ference two weeks ago. The Yugoslav delegate told the con
ference "As long as the recession lasts. repayment of debts 
should be postponed for these (developing) countries because 
this would help to revive production and would be in the in
terests of not. only the developing nations. but the advanced 
countries as well ." 

Further. a Nigerian diplomatic source has revealed that 
debt moratoria is a major topic of discussion - something 
which has been completely absent from the limited press 
reports of the meeting. Sources at the United Nations in New 
York reported. without details. that the Group of 19 
developing nations has been unable to agree among them
selves on presenting unified positions in the North-South 
conference's workin2 Commissions. 

An Algerian source in Paris indicated that the Manila 
Charter on debt moratoria was considered the program for 
the Paris talks as well. although this obviously leaves plenty 
of room for hard political battle. The report of breakdown 
with the Group of 19 is partially confirmed by press reports 
which state that in at least one case, the Energy Commission 
(co-chaired by the U. S. and Saudi Arabia) . there has been no 
agreement yet on even an agenda. The other Commissions 
have reportedly agreed on agendas but the contents of these 
agendas. as reported by the Agence France Press wire are 
totally vague and make no mention of the debt issue. 

Fascist Refinancing 

The intense focus on debt moratoria, in Paris and else
where is most sharply indicated. however, by a series of arti
cles in the U.S. press which treat the threat of moratoria by 
the developing sector explicitly for the first time and pose 
various short-term. hyperinflationary, Schachtian 
"refinancing" moves to avoid this immediate threat. Writing 
in the Feb. 17 New York Times. chief economics reporter, 
Edwin Dale focuses an article entirely on the Third World 
debt question, citing discussion in Washington policy circles 
in response to the Manila Charter. Dale points to the 
existence of a group of "poorer countries" that are pushing a 
"radical call for a sweeping de.bt moratorium," but denies 
that this is the position represented by the Manila Charter. 
Dale picks up the worst aspects of the Charter - the section 
on commercial debt which proposes an International Bank 
(or " fund") for Redemption of Debt which would refinance 
short-term debt - to focus on. Even with these loopholes. 
however. Dale admits that there is no assurance that there 
will be any positive response to the debt moratoria proposal 
in the Charter. especially given the blockage of any "case by 
case" approach. 

This article is accompanied by a Feb. l8  Journal of Com
merce piece on the threat of default on Third World debt to 



the New York banks who hold these nations' loans. Using a 
speech made last week by David Kleinman, an International 
Monetary Fund advisor and former advisor to the Brazilian 
central bank (where he helped devise the infamous Brazilian 
indexation scheme) the article cites the threat of immediate 
default posed by Argentina, Chile, Peru; and Zambia. 
Kleinman called for the implementation of indexation all 
over the Third World, combined with an OPEC-Federal 
Reserve bailout operation explicitly modeled, on the U.S. 
Treasury "bailout" of New York City and tied to implemen- '. 
tation of indexation. OPEC surpluses, he proposes, should go 
to finance exports, based on a triage of all but those sectors 
which can "be most efficient" - in producing loot. 

These calls for fascist refinancing to avert debt moratoria 
and default are accompanied by similar responses focused 
on the issue of food production and consumption. C.L. Sulz
berger frantically calls in today's New York Times for the 
U.S. to come up with a global food program or face famine in 
the developing countries. More directly, the Wall Street 
Journal, in an editorial entitled "Humanitarian Impulses, " 
quotes Rockefeller Foundation "Green Revolution" founder 
Norman Borlaug's call for triage in the developing countries 
to force what is termed "economic self-reliance and in
dependence." Borlaug is quoted as condemning "food 
giveaways" for "encouraging dependency " and illusions 
about industrialization in such places as India and Pakistan. 

Euro-Third World Coordination 
It is clear even from the limited information presently 

available, taken together with the intensity of the Atlanticist 
response and the policy shift to hyperinflation in Europe, that 
the moves within the Third World for debt moratoria and an 
International Development Bank have already developed a 
degree of extensive inner-Third World coordination and link
age with political circles ' in Europe. The evidence for this 
linkage is minimal but revealing. 

Most important are the Euro-Arab links, because of the 
crucial nature of the oil resources of the Middle East for 
Europe and the breaking of any blockage of oil by the cartels. 
Arab diplomatic sources in the past week ' indicated their 
willingness to sell oil directly to the Italians at any time 
outside the bounds of the oil majors. Algeria, Libya, and Iraq 
are the Arab producers best situated and best connected to 
play that role, and they have already indicated direct links to 
Gaullist circles in France and, less directly, to Italy. 

The Franco-Arab ties are most clear. Gaullist leader 
Debre and others are known to have relations with the 
Boumedienne government in Algeria, and Debre indicated 
his commitment to Third World development in a recent 
interview in the Nouvelle Observateur. He praised the 
population (growth) policies of Hungary and Czechoslovakia 
and cited the necessity of population growth of that type -
based on a real labor shortage - f()r the development of the 
Third World. 

The Libyan government has also created ties to France: a 
recent visit by Libyan Prime Minister.Jalloud to France was 
accompanied by an interview with Qaddaffi in Le Monde, in 
which he attac:ked French PreSident Giscard for discarding 

. the Gaullist tradition and Gaullist foreign policy in favor of 
the role of an arms merchant in the Third World. 

On the Italian side, there is a concerted ceployment of 
representatives of the pro-development Cefis-Andreotti 
forces to the Third World. Cefis representative Ratti has 
gone to Cuba following his visit to Moscow. where he 
proposed close economic cooperation between Italy and 

Comecon. The Vice-Chairman of the Italian Christian Demo
cratic parliamentary delegation was in Mexico last week 
holding discussions with President Echeverria and pro
development Minister of Natural Resources Alejo. And a 
delegation ' from, the Cefis Montedison group is presently in 
India. reportedly discussing joint development projects. 

There are also some indications of Japanese moves towaret 
the developing sector along the lines of Prime Minister 
Miki's development proposals at the November Rambouillet 

, summit, altiw,ugh the,present state of the � regime is not 
oondlisive, to full government moves in, this direction. The 
president of Nippon Steel, Inayama, will shortly go to Cuba 
for a visit - which follows a major Japanese delegation at 
the banking conference in Havana more than a month ago. 
Japanese activity is also focused on Southeast Asia, where 
they are negotiating with the Vietnamese to takoever the 
U.S. oil concessions off South Vietnam. 
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On it larger scale, there is a conference beginning 
tomorrow in London of the Commonwealth group of experts 
which, according to reports in today's Financial Times, will 
have moratoria on the estimated $120 billion in Third World 
debt as a major topic of discussion. Previous reports from 
United Nations sources on the Kingston Commonwealth 
meeting last year which set up the group of experts had cited 
covert British backing for debt moratoria which would "lead 
the way " for Britain itself. 

Factional Battles on Development 
Within the leading Third World nations there are factional 

battles being carried out on development policy. Debt 
moratorium is the key issue inside various governments to 
counter agent elements internally and in the Third World as a 
whole. 

This is clear in Latin America. In Peru, the pro
development grouping led by Foreign Minister De la Flor 
has, since Manila, pushed the debt moratorium issue 
especially hard. The government has announced that its 
agenda for the talks with U.S. Secretary of State Kissinger, 
who arrived yesterday in Lima, will have three points: the 
trade restrictions vs. Peru ; no embargoes or retaliation for 
Peruvian nationalizations; and debt moratorium. At this 
moment, in addition, Mexican Mi.nister Alejo is in Peru at
tending a meeting of the Third World Forum - the group of 
Third World experts which last August, at the time of the 
Lima Conference of the Non-Aligned Nations, forumulated a 
proposal for debt moratoria and formation of an inter
national development bank on the behalf particularly of the 
Mexican governm�n!. . 

. 

.J AtaLimapressconference today, Peruvian Foreign Minis
ter de la Flor directly countered Kissinger's demand for only 
bilateral negotiations by indicating that the Third World was 
now in a position to ignore such threats and demands from 
the U.S. With Kissinger present, de la Flor said, "Countries 
of the Third World and Latin America share similar con
cerns, which causes them to confront political pressures and 
economic coercions .. . (the attitudes of the U.S. government) 
show hegemonic conceptions which are now obsolete . . .  and 
do not reflect the new reality in which we are living. " De la 
Flor then "informed" the abrasive Secretary of State that 
the Third World need not submit to his diplomacy, that it 
could go elsewhere; "the United Nations is the appropriate 
forum for consolidating diverging positions . . .  (it is Peru's 
hope that) the UN be converted into an instrument of real 
negotiation and cooperation. " 



Within Mexico. the battles on development policy are im
mediately focused on countering urban Brazilian "decen
tralization" schemes with urban development based on 
scientific technological urban planning. The Latin American 
Labor Committees (CLLA) is holding an  Urbanization Con
ference now where our program for development of Mexico 
City will be presented. Already commitments from various 
Ministries. including the President's office. to send repre
sentatives have been made. as well as various federal 
agencies for Mexico City itself. Yesterday, CLLA was invited 
by the left think-tank of the ruling party, the PRI to attend 
a forum held on the same subject where various Ministers 
such as Lopez Portillo. PRI candidate for PresJdent. were 
present. _ 

. In the Middle · East. a similar battle is being waged, as 
expressed in the proposal by the Soviet-linked Iraqis for an 
Arab summit on agricultural development. Within Algeria. 
President Boumedienne moved several days ago to dump his 
Hudson-Institute-linked Finance Minister. Ismail Mahroug. 
a move directly tied to backing for debt moratoria. 
Boumedienne followed this with a speech over the past 
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weekend in which he denounced the Spanish Sahara "war" 
carried out by Morocco as an attempt to tie Algeria down in a 
pointless c�lnflict which was a diversion from Algeria's 
development needs and its international role in leading the 
fight for the new world economic order. 

In India. a similar battle is being fought between pro
development . layers of the Congress Party and Ford
Foundation. capitalist-landlord based elements. One in
dication of this was the proposal advanced by the Indian 
Economic Institute. linked to the pro-Soviet Planning 
Commission. which called for further integration of the In
dian economy with Comecon and strengthening of the public 
sector. This proposal was specifically advanced for con
sideration at the Fourth UNCTAD in Nairobi. Indian 
diplomatic sources ha� indicated as much. and confirmed 
their perception of the need to abandon a "Third World 
unity" chimera in favor of the consolidation of a core group 
of countries with an agreed-to programmatic unity. The 
Indian sense of "vulnerability" to retaliation, in contrast to 
the Arab sector. was presented as the basic reason for a 
policy of quiet support for debt morator�a. 



S P E C IA L  R E P O RT 

MAC ' s Short l ived H istory 

Speaks for ' I�self 
Feb. 21  (IPS) - Proposals put forward this week by Wall 
Street financiers to refinance Third World and European 
debt using the "Big MAC" <debt refinancing and austerity) 
formula used to "solve'; the New York City crisis will meet 
with nothing but derisive laughter from those familar with 
the history of the New York Municipal Assistance Cor
poration. From its inception, Big MAC and , its successor Big 
MAC II has wreaked financial, political, and social havoc in 
New York City, bringing the city to the brink of physical 
disintegration. 

Big MAC's History 
With the June 30 international debt rollover crisis fixed 

clearly in their minds, New York's bankers closed their doors 
to city bond salesmen in late May and moved for the estab
lishment of a corporatist mechanism to insure refinancing of 
the city's short-term debt, a default on which would detonate 
the international monetary system. The Municipal 
Assistance Corporation scheme was conceived on May 22 by 
a special "blue ribbon" panel of " non-politician" experts, 
appointed by New York Gov. Carey. 

In the early hours of June 1 1 ,  following a night of arm
twisting by blue ribbon panelist Democratic Party lawyer 
Simon Rifkind and investment banker Felix Rohaayn, Big 
MAC was voted into law by the New York State Legislature, ' 
rescuing the city from defaulting on $792 million in short 
term notes due by midnight June 1 1  . . Its j ob was to convert a 
total of $3 billion in short term city notes due over the next 
three months into long-term MAC bonds, ending the con
tinuing problem of refinancing short term city debt and 
cheapening interest costs to the city. Leading a summer long 
campaign behind the debt moratorium resolution of New 
York City Councilman Luis Olmedo, the U. S. Labor Party 
warned that the failure to declare a moratorium on city debt 
and the implementation of the MAC scheme would bring New 
York to the brink of economic and health holocaust. Im
mediate moves by Big MAC's financial directorate to 
" restore investor confidence" in the city with a round of 
budget cuts equal to the expected $640 million deficit in the 
1976 budget began the now-spiralling cycle of decay. 

The initial round of budget cuts failed to insure the sale of 
Big MAC bonds to more cautious bankers. On July 2 1 ,  when 
MAC's first $1 billion bond issue was traded, the bonds 
plummeted 10 per cent on the market, despite 9 per cent 
offered yields. The MAC directorate ordered more drastic 
budget cuts, and were backed by a July 24 letter from Chase 
Manhattan Bank President David Rockefeller to Mayor 
Beame demanding a detailed austerity blueprint for the city. 

By the end of July. MAC had given up plans to market its 
remaining $2 billion in bonds. With the threat of another 
default hovering over the city, MAC personnel and city of
ficials successfully concluded negotiations with New York's 
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municipal unions for an across the board wage freeze - an 
essential element in overall austerity planning. 

With Beame's announcement on Aug. 6 of more layoffs, 
MAC proclaimed its confidence that the city would avoid 
default. "We've, achieved our monthly miracle, " said 
Roha�n. Three weeks later. however, Rohatyn announced a 
" shocking" $3 .3  billion accumulated budget deficit. and 
proposed the elimination of 46.000 city j obs to close it. 

The Control BolU'd 
With its conspicuous successes in the past, Big MAC's 

legislative fiat expired on Sept. 9 and the apparatus was 
replaced by the Emergency Financial Control Board after a 
second all-night emergency session of the state legislature. 
To continue the task of refinancing for another three months, 
the EFCB ordered a three-year extension of the wage freeze 
and three successive cuts in the annual city budget to 
eliminate an anticipated $724 million ' deficit. In addition, 
Mayor Beame announced that 8 ,000 more layoffs would 
follow the 21 .000 already in effect. 

Despite these efforts, buyers for EFCB guaranteed bonds 
could not be found. A wholesale looting of state and city union 
pension funds to purchase New York City's worthless paper 
was undertaken. but failed to achieve to necessary rapid 
results. By Oct. 4. a visiting West German Chancellor Helmut 
Schmidt said what everyone in the financial community was 
already thinking - New York City was again on the verge of 
default. In a pinch made all the more desperate by identical 
payments crises across the globe. the bankers secured a $2.3 
billion guaranteed federal loan from President Ford, tied. of 
course. to the demand for more stringent budget-balancing 
austerity measures. 

Mayor Beame's Feb. 13 announcement that the city deficit 
stands at an appalling $ 1 . 21 billion, not counting an estimated 
$400 million annual loss to the city through cuts in federal and 
state aid. speaks for the soundness of the control board 
measures. Wall Street bankers, still intent on collecting the 
debt have mooted that the growing deficit can only be elim
inated by twice the amount of austerity implemented thus 
far. 

While Wall Street floated their plan for a global "Big 
MAC." this week Felix Rohatyn, MAC chairman, was 
making a defacto announcement that the enterprise that he. 
had created and helped run at the behest of the New York 
bankers was a failure. Speaking at the City Club Feb. 19. 
Rohatyn told the representatives of the New York City 
business community that the city budget deficit " could be 
almost anything. " It is probably somewhere between $1 .5  
and $2 billion. " said Rohatyn, who is also known among 
bankers as "Felix the Fixer. " In other words. the budget 
deficit is now at least three times the amount it was when 
Rohatyn and the bankers started fixing things. 
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