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From the Editor 

T he interest-rate question is now at the center of legislative and 
executive discussion internationally. Front pages around the world 
carried West German Chancellor Helmut Schmidt's statement that 
Bonn cannot meet NATO's demands for military spending 
increases-because of Federal Reserve Chairman Paul Volcker's pol
icies. To date, however, the news media have blacked out the extraor
dinary near-unanimous vote in the U.S. House of Representatives, 
and unanimous vote in the U.S. Senate, condemning high interest 
rates, as well as the binding resolution introduced in both houses 
thereafter by Sen. John Melcher to require the President to take action 
to bring rates down. 

Our Special Report by Economics Editor David Goldman docu
ments how the Aug. 15, 1971 break with gold opened the way for debt 
havoc, diversion of productive investment, and monetarist credit 
policies. 

This week's Economics and National intelligence provides the 
background to this explosion, including EIR's analysis of the resist
ance to the IMF's fiscal austerity push, and our exclusive interview 
with National Democratic Policy Committee chairman Warren Ham
erman on the interest-rate fight and the counterattack against the 
Social Democratic infiltrators in his party. 

We also present two economic policy documents by EIR founder 
Lyndon H. LaRouche, Jr.: advance publication of the letter of trans
mittal for the booklet "Principles of Statecraft for Defining a New 
North-South Policy," which invokes the American colonists' revolt 
against the British ban on industrial development; and "The Lessons 
of Nazi Jet Aircraft Development," which describes how Hitler took 
advantage of the strong residue of German scientific, industrial, and 
patriotic capabilities-and warns today's neo-Schachtian planners 
that in the United States they now lack comparable capacities to loot! 
Accompanying the document are interviews attesting to the levels of 
strategic self-delusion now reached in Anglo-American circles. 
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�Economtcs 

u.s. and Germany to 
buck the IMF? 
by David Goldman, Economics Editor 

Central bankers and officials of the International Mone
tary Fund like to explain to national governments that if 
they accept the bitter medicinc·offered them, they can 
expect at least economic stability in return. That is the 
content of the International Monetary Fund's "World 
Economic Outlook" paper published in June, and it 
summarizes the economic arguments underlying the 
group-therapy sessions for recalcitrant national govern
ments at the Ottawa summit meeting July 1 9-2 1 .  

To an extent that the West German government 
.appears to understand, the IMF document is a witting 
hoax on part of the Fund's staff, promising to avert a 
disaster on the international markets if only national 
governments accept an appropriate degree of misery. 
The report's argument is both simple-minded and wrong 
(see Special Report). It says, in essence, that a reduction 
by half in the deficits of the industrial nations between 
1 98 1  and 1 982, due to austerity measures, will enable the 
industrial nations to borrow less, so that the Third World 
can borrow more. This is silly, as we will show momen
tarily . At the Group of 30, the consultative group headed 
by former IMF Managing Director Johannes Witteveen, 
the report is thought of as a malodorous concession to 
"political" pressure on the IMF staff. 

On this basis, IMF European Director Alan Whit
tome and his deputy Brian Rose turned up in Bonn in 
June, and virtually wrote the German council of econom
ics advisers' report to the government, according to IMF 
officials. "We told the Germans that if  they want lower 
rates," now "higher than at any time since the birth of 
Jesus," according to Chancellor Schmidt, "then they 
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must cut their budget," an IMF official said. He added, 
"The reduction in the budget will make the public sector 
much tougher in negotiations with the unions in 1 982. 
We need a further decline in real wages." 

Noting the miserable situation in the German bank
ing sector, where high interest rates have produced stag
gering losses on the banks' fixed-income bond portfolios, 
the IM F believes that this "has taught them a lesson. 
They will have to stop lending to the long-term govern
ment bond market, given the fact that high interest rates 

will continue. This can be handled quite nicely, provided 
the banks contribute to making the point that they will 
have to be more reluctant to finance the government 
deficit. They must join the lobby for budget reductions." 

However, Chancellor Schmidt need only look across 
the English Channel, or for that matter across the Atlan
tic, to see the results of this approach. Britain's regime of 
interest rate-led austerity has already produced a 50 
percent increase in the estimated public sector borrowing 
requirement for this year, while in the United States, 
M organ Guaranty's economists think their present esti
mate of $68 billion for the fiscal 1 982 deficit, although 
half again as large as the OMB's, is "too conservative." 
On some key issues, the Schmidt government is resisting, 
although the final outcome of the budget fight is far from 
clear. Schmidt has, for example, refused to chop a DM 
5 00  million aid program for the Ruhr steel industry, 
without which major bankruptcies might pop up by the 
end of this year. 

Contrary to the IMF's intentions, a number of large 
commercial banks are backing Schmidt's recalcitrance to 
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adopt the Thatcher budgetary approach. They fear that 
the worst effects on West Germany will appear through 

a new dollar crisis (see Foreign Exchange). The Schmidt 

government is continuing to negotiate with the IMF, but 
has prepared a comprehensive set of exchange controls, 

i.e., a reverse declaration of monetary war against the 

IMF , as a contingency plan. 

The second feature of the IMF plan applies to the 
United States, where the IMF's "surveillance report" of 
ear ly  July  a n ticipated Defense Secretary Weinberger's 

July  28 pronouncement that the defense budget will have 
to be cut in terms of real expenditure in order to avoid 

in flatio n ary overruns that might jeopardize the budget
ba lancing exercise. The United States will begin "recy

cling" d o l l ars to the developing sector, the IMF believes, 

once "In tern a tio n a l  Banking Facilities" (offshore-type 

ba n ks o n  U.S. soil) open for business at the end of this 

year . In other words, they expect that the depression
caused col lapse of loan demand in the U.S. will free 
liquidity for lending abroad to cover a major portion of 

the Third World's $96 billion debt service bill in 1 98 1 . 

Opposition to the Fed 
Despite the experience of the past six months, the 

United States may not be as easy a nut to crack as the 
1M F believes. Last week's Senate and House over
whelming votes against the Fed's high interest-rate 
program opens up maneuvering room in the American 
econo mic situation for the first time in months. As New 

York Fed officials noted, the next day's vote in the 

House in favor of the President's tax bill reflected 
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overwhelming sen timent ogailllt the Federal Reserve's 
monetary austerity. 

The main advan tage to the economy in the progress 
toward passage of the ta x biil is flot what the tax bill 

will do for the the econom y. but what it IIlIght do for 
the White H ouse. Ef R demo nstrated in a computer 

eco nomet ric study slimmariled in this puhlicatio n June 

2 that  the Kemp-R oth tax approach "willI/iii stimulate 

econ omic growth as such. but spur an investment shift 

from 'sunset' to 'sunrise' eco n omIc sectors ," with a net 

resultant decline  in the total tangible pro duct of the 
U.S. eco n omy--a.lsl/tllIllg Ihill high illlereS! rates cOlltill
I/e. H owever . the White House had circled the wagons 

around itse l f  as long as the  success of the tax bill 

remained in doubt, and the bil l's passage wil l  at least 

permit Preside n t  Reagan to focus on other topics. 

Inc luding Japan, whose Prime Minister Suzuki used 

the Ottawa summit to try to e n l ist t h e  West Germans in 

a mutual -defense agreement for th eir respective curren
cies against the IM F perspective, the three largest 

national sectors in the OEeD group are not taking the 
IMFs medicine quietly. Sch midt an d Suzuki, at least, 

understand that the i�sue is n ot to avoid a crisis by 
adjusting their intern al a n d  external payments situation 

per the demands of the IMF, but to maintain the 

integrity of the decisio n-ma king powers of their govern

ments before a rea l  crisis rlltS. for its side, the IMF does 
not care so muc h  to avoid a crisis as to weaken national 
governments to t h e  pllint that It ;:an call the shots in the 

course of an international mo netary crisis . 
The mon etary system does not work by adding up 

the surplus and deficits o n  both SIdes of national 

balance sheets, as the IMF's accountan ts present it. The 

problem is that co m mercial banks who already have 

twice their s h areh o l ders' capital tied up in bad loans to 
the Third World  are now hand l ing most o f  the $ 1 00  
billion finan cing re quirement of the  Third World  this 
year (see  Special Report). To continue this they want to 
be guaranteed of ltquidity tha t will remain in their 

political sphere of influe nce, because it is taken out of 

national eco nomic sectors by po li t ical means. Regard
less of the co nsequences for national economic sectors, 

the IMF is committed ll) g rahbing hold of as much 

liquidity as possible. But it is perfectly aware that 

Europe's capacity to feed mo n ey in to the offshore dollar 

pool is exhausted , and that nothing sh ort of a brutal 

short-term drop in L! .S. eCllrtOl11lC output will provide 
sufficient liquidity tu keep the game going . 

But the congressional votes of last week , as much as 
the recalcitran ce of the West German government, show 
that t h e  instin ct of self-presnvatton has not abated in 
the indus trial nations to the puint that guvernments will 

ignore the fine  prin t Oll the IMF's medicin e  bottle. The 

wo rld  is just short of a rip-roaring international fight 

over the intere�t-rate Issue-which would be the best 
economIc news III a year. 
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'War communism' austerity follows 
Poland's choice of new leadership 
by Rachel Douglas, Soviet Sector Editor 

The Ninth Congress of the Polish United Workers Party 
(PUWP), which met in Warsaw July 14-20, replaced 91  
percent of the party's Central Committee and ousted 7 of 
1 1  Politburo members. The nearly 2,000 delegates spent 
most of their sessions on the politicking that produced 
these changes, while they scarcely touched on pressing, 
substantive issues of economic stabilization and relations 
with the Solidarity trade unions. 

Stanislaw Kania, the First Secretary, succeeded in the 
tricky political maneuver of satisfying both the reform
minded delegates and the Soviets. He won re-election 

. after a vote for the Central Committee eliminated his two 
chief challengers, Gdansk liberal Tadeusz Fiszbach and 
Tadeusz Grabski, who had built himself up as Moscow's 
man for the job. 

Whether Poland would survive was a question not 
answered so clearly. 

Within three days after the congress adjourned, the 
Polish government gave its tentative agreement to a 
debt-rescheduling package profferred by the Western 
banks holding Poland's commercial debt. It then 
shocked the nation with the announcement of food price 
increases as great as 400 percent, and averaging 1 1 0 
percent. 

One Pole described the austerity measures as "war 
communism," which in Poland refers to the devastating 
decade of the 1 940s-reconstruction after World War II. 

The economy is not producing enough to keep itself 
going. Even this year's good crop will be diminished 
because peasants lack spare parts for machinery. The 
work force is not far behind its machines on the way to 
collapse; a Solidarity spokesman told the Paris daily 
France Soir. "Men in the factories no longer have the 
strength to work." 

Poland's economic disintegration, ironically, should 
disabuse believers in at least one kooky geopolitical 
prognosis, namely that the Polish experiment in political 
liberalization will pluck a thread to unravel the Warsaw 
Pact as Eastern European nations, one after another, 
emulate the Poles. This is one version of the "crumbling 
empire" hypothesis, on the basis of which leading British 
think tanks and London's Foreign Minister Lord Car-
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rington calculate their chances of striking new geopolit
ical deals with Moscow. 

On the eve of the party congress, Christian Science 
Monitor columnist Joseph Harsch interpreted the mili
tary implications of the Soviets' losing Poland in this 
way-a removal of the Russian defense perimeter 500 
miles eastward and the neutralization of every Warsaw 
Pact member except Bulgaria-as highly desirable for 
NATO. 

Now, the problem with such hopes of a splintering 
the Soviet bloc is not only the danger of getting NATO 
into a strategic war with the U.S.S.R. Now, the project 
can hardly succeed: "The sine qua non for impact on 
other East European countries is solving the economic 
crisis," said one close observer of Polish politics, other
wise any other country will say, "look what a mess this 
kind of demand lands you in." 

Polish model-for the West? 
Coincident with Poland's announcement of austerity 

and acquiescence to the Western banks' terms for 
rescheduling the debt, there were calls for Poland to 
join the International Monetary Fund. Poland, evident
ly, is to be a model if not for the rest of Eastern Europe, 
then for returning all of Europe and other nations to 
postwar levels of misery. 

Already, the Western bankers' agreement to re
schedule the $2.37 billion commercial debt payments 
falling due this year mandates IMF-style conditionali
ties. A quarrel between American and European parties 
to the debt negotiations was settled under the provision 
that Europe's preferred long-term deferral of the pay
ments-over seven years-would be adopted, if the 
American conditions were also met: Warsaw must pro
vide detailed economic information and guarantee it 
has a workable economic reform. The New York Times 
reported "speculation that Poland may apply to become 
the 4 1 st member of the IMF" and the Journal of 

Commerce editorialized that this would be a "happier" 
solution. 

Without waiting for the IMF to make its formal 
appearance, the Polish government followed its July 23 
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food price hike proposal July 26 with an array of drastic 
austerity measures . The emergency plan, billed as step 
one of economic reform calls for voluntary overtime at 
crucial factories; price increases on energy, household 
appliances, fuel and alcohol; reduction of housing con
struction and investment; shutdown of  inefficient facto
ries: reduction of energy and raw materials consump
tion .  In the state stores, meat will cost nearly three times 
as much as before, bread triple, milk more than quad
ruple, and sugar quadruple. The average monthly food 
cost, said Price Commission chief Krasinski, would rise 
from $ 1 8 . 1 8  to $66 .66 for the smallest spenders and 
from $45.45 to $ 1 2 1 .2 1  for the top end of the scale. In 
addition , the monthly per capita meat ration will be 
reduced from 3.5 ki lograms to 3 kilograms for at least 
two months .  

Pola�d is  in such narrow straits that the  Commodi
ties Credit Corporation line left over from 1980, released 
by the Reagan administration for use by the Poles to 
purchase 400,000 tons of chicken feed, will not effect a 
fundamental improvement. A new credit of DM 1 
bill ion ,  contemplated by the West German Reconstruc
tion Loan Corporation , will also be used for emergency 
purposes .  

Prime M in ister Wojciech Jaruzelski, i n  a speech at 
the end of the congress, heralded the price rises with the 
explanation that the government had somehow to close 
the gap created by a 23 percent increase in wages 
against a 15 percent decline in production,  and even 
deeper fall in some critical sectors such as coal . 

Whether Poland would survive was 
a question. But the party 
delegates barely touched on issues 
of economic stabilization. The 
work force is not far behind 
its machines on the way to collapse. 

Solidarity , formed through strikes that followed a 
much more modest price increase announced in July 
1 980, is caught between renegotiating previously won 
concessions and str ik ing once more with the result that 
its members wil l  face even worse shortages, higher 
prices and shutdown of their places of  work . Lech 
Walesa , the union leader, said July 23 that he hoped 
Solidarity would not j ust have "an influence on making 
lines longer ... on there being less food ."  But Walesa 
then took to his bed, suffering from exhaustion, and 
others in the un ion are threatening to strike over meat 
shortages . 
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Politburo lineup 
emerges in Warsaw 
The method of voting used by the congress delegates, in  
the first secret-ballot elections ever held by a ruling 
communist party at a full congress, contributed to the 
clean sweep by newcomers. It also discouraged dele
gates from making their votes into positive endorsement 
of one policy or another; instead of voting for candi
dates on the basis of merit and platform, the delegates 
were invited to cross off 79 out of a list of 279 candidates 
for membership on the Central Committee . There were 
well-organized lobbies to defeat factional leaders and 
representatives of powerful  regional party constituen
cies , so that most of the prominent figures from all 
factions lost. The party leaders of  four key regional 
organizations, Warsaw, Gdansk, Katowice and Krakow 
(two liberals and two political conservatives), whom 
Kania had hoped to install on the new Politburo, all 
failed to make it onto even the Central Committee. 

Only four members of the pre-congress Politburo 
survive on the new one. They are Kania, General 
Jaruzelski (who is also defense minister), Kania's ally 
Kazimierz Barcikowski, and Stefan Olszowski, the po
litically conservative economic reformer who has close 
links to East Germany and the U .S .S .R .  

Two associates of  Olszowski, with h im the kernel of  
a group whose attempt to replace Kania was  backed by  
the Soviet Union in June of  this year, lost their Polit
buro and Central Committee seats . These were Tadeusz 
Grabski and Andrzej Zabinsk i .  Henryk  Jablonski, pres
ident of the Polish People's Republic for many years, 
relinquished his Politburo post, as did Mieczyslaw 
Jagielski, the deputy prime minister who handled the 
negotiations in which Solidarity was formed, and Gen . 
Mieczyslaw Moczar, the former security chief who was 
attempting to return to his 1 960s status as a party power 
broker. Two workers put on the Politburo last spring 
were kicked off it, as were two regional officials, 
economic reform specialists, who had been deputy 
members . Deputy Politburo member Tadeusz Fiszbach, 
first secretary of the Gdansk party organization before, 
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during, and since the great strikes centered in Gdansk, 
lost not only his Central Committee post, but also the 
chance to bid for Kania's j ob on behalf of the extreme 
reformist, anglophile wing of the party. 

Into their shoes steps a group of people described by 
one expert as "unknown and unpredictable. " Of the 
newcomers on the Politburo, only Foreign Minister 
Jozef Czyrek and former Interior Minister Miroslaw 
Milewski, criticized by Solidarity for his handling of the 
investigation of beatings of union members in Byd
goszcz, have national leadership experience. The others 
are four workers, three regional party officials, and two 
professors . One of the workers i s  a woman member of  
Solidarity, Zofia Grzyb; another, A .  Siwak, is a Warsaw 
construction foreman who told the congress he knew of 
workers hounded to death by Solidarity-a speech 
much applauded by the Soviet media. 

Three of the new Politburo's members have party 
jobs requiring their presence in a city other than War
saw, and five others-the workers and one of the 
professors-have already said that they will keep their 
old jobs and give the Politburo just half their time. 

Lack of leadership 
A diluted Politburo was the natural result of this 

congress, which was dedicated more to finding fault 
with past leadership than with determining of how to 
lead Poland .  The major  business of the first two days of 
the congress was discussion of a report, drafted under 
Grabski's direction , on the misdeeds of former First 
Secretary Edward Gierek and seven of his colleagues
all of them out of office for 1 0  months . The debate 
dragged on until one frustrated delegate cried, "I  
cannot . . .  endorse the fascination with the issue of the 
past. . . .  There are forces . . .  who would like to reduce 
the history of the party to an endless sequence of errors 
and distortions and who dream about a party constantly 
giving accounts of its real and imaginary faults, a party 
on its knees . "  

Establishing the principle of  political culpabil ity for 
policies that fail and instituting a statute that limits the 
holding of top .party offices to two terms ( 1 0  years), the 
congress made leadership a dirty word. Kania himself 
said, "I have stated that I do not wish to be a leader, 
not only due to my parameters, but also due to the fact 
that then [in September 1 980, when he was installed] 
and today, I am not sure that our party needs something 
called leader . "  

. 

A congress workshop on the party's "ideological 
unity," one of 16 so-called problem teams where issues 
were discussed but no decisions taken , proved that the 
prevalence of Kania's middle road between "dogma
tists" and "revisionists " may not be enough to keep the 
party glued together . The debate there was heated, 
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reported the official news agency, over the historical 
role of the Polish Socialist Party, which merged with 
the communists to form the PUWP after World War II; 
that signals that the bid to turn the PUWP into a social
democratic party, and even the reconstitution of the 
Socialist Party as an independent enti ty , are still alive. 

Addressing this problem team, Kania's associate on 
the Politburo, Barcikowski, recommended that the par
ty improve its attitude toward the social scienc�s, whose 
work "we should all learn how to utilize. " In Poland, 
that means to turn to a school of social science run by 
Prof. Jan Szczepanski, trainee of the Tavistock Clinic in 
Britain ,  b irthplace of  the most vicious techniques of 
psychological manipplation of  labor and political lead
ers and populations .  Szczepanski's professionals' ability 
to better predict the Polish crisis, which now seems to 
impress Barcikowski and Kania, must have been due in 
no small part to their intimate connection with the 
diverse intelligence operatives who ran the destabiliza
tion .  

The general and the Soviets 
With the weakening of the Politburo, Prime Minister 

Jaruzelski emerged during the congress as a pivotal 
leader for the party and the country in the immediate 
future. General Jaruzelski collected the highest number 
of votes in the tally for Central Committee, and it was 
he who broke the news of impending austerity to the 
congress. As a professional soldier and a member of the 
top Polish leadership since 1 968, Jaruzelski also pro
vides assurance to Moscow that Poland will be loyal to 
the Warsaw Pact . 

Although the Soviet media withheld any enthusiastic 
endorsement of the congress, its secret-ballot elections,  
or its new statutes, having Jaruzelski and Kania in 
charge of stabilizing Poland suits Moscow better than a 
takeover of the party by its anglophile wing would 
have. By June 2 1 ,  when the Sovie� Politburo sent a 
telegram on Poland's national holiday, it was "Dear 
Comrades" again, instead of the cool " Esteemed Com
rade Kania" with which Leonid Brezhnev offered con
gratulations and the icy "S . Kania"  -no title-of the 
June 5 Russian letter written in anticipation of Kania's 
ouster. 

Viktor Grishin , the Soviet Politburo member who 
represented Moscow at the Polish congress, expressed 
confidence in Warsaw's loyalty to the alliance and the 
party's "ability to restore the party's prestige in soci
ety ."  But in a speech at a Warsaw factory, Grishin 
expatiated on the Soviet Union's own gigantic burden 
of in vestments in Siberian development and the military. 
He managed to suggest that the U .S .S .R .  would not 
rush to rescue Poland from biting austerity, as long as 
social calm and Warsaw Pact allegiance survived.  
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Interview 

Commerce Undersecretary Olmer 
on trade and foreign investment 
Lionel Olmer. undersecretary ofcoll1l1lerce for int ernation

al trade. gave the following interview July 20 to E I  R 's 
Stanley Ezrol. Mr. Ol1ner endorses the European Com

l1Iunity's steel rationalization program, discusses restric

tions on East- West trade, and outlines the Reagan admin

istration's approach to trade with. and investment in, the 

Caribhean basin na tions. 

EfR: The O ECD nations  a re begin ning their Ottawa 

summit today in c o ndition s  that  many people describe as  

econ omic crisis con dition s. I want  to a s k  you specific a l l y  

what the America n  response i s  to  this. 
OImer: I would have to say, first off, that I do n't see 
a crisis ... but I do believe in a n umber o f  different a reas 

that have been ma rked by sharp disagreement  and have 

been marked by an  intractable n a ture, we see hopefu l  
signs. Energy con sumptio n i s  being reduced. W e  thin k 

that in flatio n is ameliorating. We thi n k  that unemploy

men t  is ameliorating. We think our steel industry has 

used the protection a ffo rded by the t rigger-price system 

in a way I thin k many people be lieve would not occ ur, 
and they are turning things around. We see the begin
nings of success flowing from the conclusio n of  the 

Mul tilateral  Trade Negotiatio n Codes. (We have, as you 
know in Commerce, a majo r responsibility fo r the oper

a tion and implemen tation of tho se co des.) I mea n  by that 

go vernment  procureme n t  in Japa n, which I view as  the 

sing le  most important bil ateral  rel ationship the United 
States has .... 

Some things that I think are improving in my a rea 

are U.S. dependen cies on high-techno l ogy industries 

with respect to Japa n. The two-way re lationship with the 

Japanese is very important. 

EfR: A recent O ECD stud y projected unemployment 

rates as high as 24 to 26 percent t h roughout the O ECD 

by 1982. 
OImer: I don't believe it. I just don't accept it. And I 
would even point  to the success even in a pre limin a ry 

way of Viscount Davignon,  who has go tten verbal com-
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mitment on the part of some European steel community 

members to e liminate subsidies o ve r  a five-year period. 
That is beca use they recognize that subsidies do n o t  

improve the competitiven ess of the  steel in dustry in 

Europe: that, on the c o n t ra ry, they c o ntinue to spoo n 
feed them in a w a y  which pushes the problem o ff ti l l  
tomorrow. That's on the one side, and on the other, that 

subsidies get them in trouble with respect t o  their needs 
for access to the U.S. mark e t. 

EfR: The Davignon P l a n  which you support has been 

ca l led a ration alilation plan which wil l s h u t  down much 

of the European steel in dustry. 

Olmer: Yes, that's what it is exact ly. They're begin ning 

to rea lize the free l u n c h  has to stop. Why employ 500,000 
people  in an industry that can't  support them? 

EfR: A number of administration officia ls have said 

that they expect slow or f lat  econ omic gro wth for the 

United States through the e n d  of the year,  an d the first 

quarter or beyond next  year. This projection,  coupled 

with support for policies l ike the Davigno n  Plan seems 

inconsistent wit h your optimism on unempl o yme n t  

levels. 

OImer: I agree with t h a t  projectio n. And I agree tha t 

more nations wil l  be competing, in relative terms, for a 

decreasing export pie, and that mea n s  that we, in this 

country, have to get more competitive if we're going to 

maintain, or improve our market  sha re. Now, is that 

inconsistent wit h what I just said ear li e r? I suppose that's 

possible, but it's not inconsistent  wit h  saying that that 

doesn't represent crisis ... Japan is n o t  going to have 24 
percent unemployme nt In a num ber of years. 

EfR: The OECD proposals i n vo l ve l ooking for mecha
nisms to man age lahor relations a n d  con t ro l  wage in

crease, for example, worker participa tion. 
Olmer: I get mixed reviews on the experie n ce so far in 
terms of worker p articipatio n. Some people who I view 

as really con se rvative by U.S. c o n vention have n o nethe-
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less said, "You know, in Germany it seems to have 
worked fine. " . . .  Doug Fraser is on the Chrysler board 
of  directors and I've talked with him and the people at 
Chrysler about it, and it ain't all bad . . .  it may work. 

EIR: A n umber of people inside and outside the admin
istration have said that the United States and other 
Western "free-market economies " should use various 
aspects of economic activity to at least ensure that we 
don't help salvage the East bloc from collapse, and 
perhaps to help push them over the brink.  How do you 
see that in terms of your role at the International Trade 
Bureau? 
OImer: I think that's absolutely right. I believe we accord 
more power and 'authority to the Soviet Union than it 
deserves . . . .  

My own feelings about East-West trade are quite 
mixed. One can make the case that anything one sells to 
the Soviet Union makes it  easier for the Russians to 
support a strengthened military regime, which is in logi
cal terms grounds for embargoing all trade and by 
extension, as we go into secondary and tertiary effects, 
for boycotting anybody who has anything to do with the 
Soviets. Well, we don't do that; we can't do that. 

Policy decisions have been made and built up over a 
period of time which suggest that while you may not 
influence Soviet behavior by being nice, the way that 
Japan has been, you don't intentionally alienate them 
from the trading community-partly because you do not 
have the leverage that perhaps at one time we did. We 
have neither technological uniqueness, nor do we have 
the only source of grain or other raw materials, and there 
are some things that we do need which we require from 
the Soviet Union in terms of strategic materials. 

EIR :  Do you expect that we' ll get them? 
Olmer: We have been. I learned, for example, that we 
import asbestos, long fiber asbestos, because-believe it 
or not-the Canadians upped their prices. Some of that 
asbestos is used as insulating materials in .Navy nuclear 
plants for Polaris/Poseidon submarines. So [chuckle], 
you know . . . .  

The United States must take the leadership role in 
convincing the European allies of what we think is in 
their own self-interest and to have them come to the 
realization themselves without being so instructed that it 
is their self-interest we're talking about. . . .  We want to 
provide the business community in the United States 
with clarity, predictability, and certainty, three condi
tions that have not prevailed in terms of East-West trade 
relations for the last several years in our country, with 
the result that certain American business interests have 
gotten schizophrenic. One month it's okay, the next 
month it's not. An exercise was undertaken in 1 976 [the 
Bucy Commission of the Defense Department, headed 
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by Texas Instruments President J. Fred Bucy] to identify 
what critical technology means. Two years was spent and 
this marvelous example of  cooperation between the pri
vate sector and government concluded it's more impor
tant to control process rather than product. Don't trans
fer the means of production, but be less concerned about 
hardware itself. So, after God knows how long this went 
on, critical areas of technology were identified, products 
were aligned with those critical technologies , and some
one went through the list and said, "God, we'd better 
classify the list. " So, the private sector is left to its own 
devices to try to determine what it is the government 
might say they're authorized to sell .  And technology is 
advancing at such an incredible rate, it' s so dynam ic, it's 
very difficult to sit here in a bureaucratic position and 
say, "You shouldn't be able to sell that computer system 
because it's a computer system, when you can go to 
Radio Shack and buy a home computer system which is 
probably as sophisticated as most things were up until 
four or five years ago. 

EIR: What will happen if U.S. interest rates remain 
high? 
OImer: I don ' t  know how long the American public is 
going to be able to tolerate 1 9, 20 percent interest rates, 
with the impact that has on housing starts, on people 
with fixed incomes; I do feel, however, it's not acceptable, 
it has to come down . . .. But it is not yet harmful to U.S. 
exports. 

EIR: Let me ask you about another situation which 
creates potential instability for international trade. This 
is the question of Third World debt. Lord Lever pub
lished a series of op-eds in the London Times in which he 
proposed that the OECD nations begin coordinating the 
activities of their central banks to be able to deal with 
potential crises in world financial situations.  
Olmer: I'm absolutely against it. The Third World is in 
terrible shape, and I see the situation getting worse, not 
getting better, more importantly because of high energy 
costs than because of any other circumstances. But I 
don't  think the United States would accede to OECD 
which has traditionally been not an action-oriented but 
study-oriented organization, authoritative powers in the 
disbursement of funds. I just don't see it. 

EIR: A number of administration spokesmen have said 
that they are interested in North-South relations and are 
anxious to improve economic conditions in the Third 
World. The discussion of a Caribbean basin development 
plan is  probably the leading initiative in this regard. 
Now, the primary component of these intitiatives, as I 
understand them, is to encourage trade and private 
investment in the underdeveloped world. This seems 
unlikely in the sort of situation projected by the IMF. 
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OImer: I think they're unduly pessimistic. I do think 
there are a lot of opportunities for the United States to 
promote, stimulate development and trade in the Carib
bean basin area. One of the things that we haven't looked 
at and we need to, apart from providing for a tariff-free 
zone-the vast majority of goods coming in from the 
area are already duty free, somewhere around 80 percent. 
We need to find ways of stimulating U .S .  investment in 
the area. One possible way would be tax legislation to 
make it more attractive for U .S .  business to develop 
production facilities , to additional ly mix credits as an 
incentive for investment, to encourage assembly opera
tions in high-technology firms in the United States which 
had been going to Southeast Asia, a lot of  things like 
that. . . .  

EIR: Without any substantial increases in aid? 
Olmer: Without substantial increases in aid. I wouldn't 
want to say "any ,"  because I think there are going to be 
some situations where it will be required to prime their 
pump . . . .  

EIR: Doesn't the current interest-rate regime make this 
sort of investment in the Caribbean or elsewhere in the 
underdeveloped world unlikely, to say the least? 
Olmer: Well, the offsetting factor is that labor rates are 
so inexpensive and for the labor-intensive part ofproduc
tion operations and for the use of 806-807 [tax only on 
that part of the product to which value has been added]. 
There are some innovative possibilities . 

EIR: It would seem that what that would indicate for the 
underdeveloped world is nothing that's highly capital
intensive. 
OImer: Not like a steel mill, certainly, but maybe a 
semiconductor assembly plant. 

EIR: How does this square with the administration view 
that its policy of development will help increase the 
immunity of the underdeveloped world to communist 
and guerrilla incursions .  Isn't there some danger that if  
we see low-wage, labor-intensive employment as the sort 
of development that we will assist in the underdeveloped 
world, that they' ll see the policy as little better than 
colonialism? 
Olmer: I visited a number of these assembly operations 
in Asia, and I think that  they represent so far from the 
model you suggest as to really be night and day. Many of 
these labor-intensive assembly operations require, none
theless, a degree of dexterity and skill which gives work
ers a sense of pride and identification with the product . 
The fact is that wages are low, but by our standards, not 
necessarily by the indigenous standards . It  has 
worked and it is working in Singapore, Korea, and 
Malaysia, Taiwan, Hong Kong, the Philippines . 
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Domestic Credit by Richard Freeman 

Pull down the U.S. to build up London 

A third-quarter col/apse will shut down domestic loan demand 
so that funds can shift to London. 

Wall Street banks in cooperation 
with Federal Reserve Board Chair
man Paul Volcker plan to use a 
recession in the third quarter to 
collapse loan demand in the United 
States, in order to siphon off the 
money to branches in London 
where it will be used to roll over 
Third World debt . 

"This seem!t to me a very good 
possibility , "  stated James O'Leary, 
chief economist of U.S. Trust. 
"This would provide the New York 
banks with the wherewithal to cov
er Third World debt obligations. " 

"Absolutely, that seems to me 
exactly what might happen, " said 
Richard Kjeldsen , chief interna
tional economist for Security Pacif
ic National Bank of California. "In 
the third quarter, the domestic side 
of lending will be off. The needs of 
international lending will be there. 
Some people have tried to suggest 
that the U.S .  would pull back from 
its commitments to the Third 
World, but the loans by banks like 
Citibank to Brazil are substantial. 
The banks will use the slack in 
third-quarter domestic loans to 
send the money to the Eurodollar 
market to fund Third World debt." 

This option would be a repeat of 
what was done after the March 
1 980 imposition of credit controls 
by Fed Chairman Volcker . While 
U.S. loan demand plummeted, $ 1 5  
billion was transferred from princi
pally New York banks to their Lon
don branches within a three-month 
span during the summer, 
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Thus far, both International 
Monetary Fund M anaging Direc
tor Jacques de Larosiere and Feder
al Reserve Board member Henry 
Wallich have estimated the current 
account deficit of  the Third World 
non-oil-producing nations  for 198 1 
to be between $95 and $ 1 00  billion, 
the largest deficit since 1 974. At 
most, $25 billion of this can be fi
nanced by the Third World draw
ing down reserves or getting loans 
from multinational agencies like 
the IMF. 

The pace of short-term U.S. 
corporate borrowing has been fre
netic. Despite a slacking off during 
the past two weeks, commercial 
bank commerce and industry loans 
grew by over $ 1 0  billion since April 
I. Commercial paper-short-term 
corporate IOUs of usually 90 to 270 
days maturity-has grown by al
most $ 1 2  billion; including nearly 
$4 billion in the latest two reporting 
weeks. 

As we showed in previous col
umns, the money flowed into four 
principal areas: mergers and acqui
sitions; financing involuntary in
ventory buildup; paying off interest 
on previously contracted debt; and 
investment in U.S. energy and min
ing sectors. 

Now the plan is to pull the plug 
on those loan areas, except, per
haps, for the merger and acquisi
tion movement. Edward Yardeni, 
chief economist of E. F. Hutton & 
Co.  investment bank, stated that 
"the policies from Washington will 

show a bottom line of pain " for the 
economy, according to the July 27 
New York Daily News. Yardeni re
ports that this will entail only a 3 to 
4 percentage point drop in the 
prime rate during the third quarter. 
As a result he predicts that: 

• Unemployment will increase 
by I million people by October. 

• Bankruptcies, which are oc
curring at a rate of 3 1 3  per week for 
the first half of this year versus 220 
for the comparable period last year, 
will go up by 1 0  percent. 

• The housing market will ex
perience acute illiquidity. 

The problems of the housing 
sector could be the trigger for. an 
outright economic collapse in the 
third quarter. The auto and hous
ing sectors of the economy are al
ready deep into recession. Housing 
starts at 1.032 million units in June 
are down 38 percent from January's 
levels. With the average mortgage 
rate for new homes at a range of 
1 4.5  to 16 percent nationwide, the 
housing market is  past the straining 
point. 

The danger sign is that permits 
authorizing new housing, which 
had averaged 1 .2 million for most 
of the year since January, plunged 
to 976,000 in June. When permits 
faU, housing starts usually follow. 
And if housing collapses further, 
the beleaguered thrift industry
which suffered $5.6 billion in with
drawals in June-will follow suit. 

As Fed Chairman Volcker 
steers this course haphazardly in 
tandem with the New York banks, 
loan demand in the United States 
will dry up, just as it did in the 
second quarter of last year. And 
that will open up the door for Wall 
Streetto shift funds to London to 
step up rollovers of Third World 
debt. 
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Foreign Exchange by David Goldman 

Bundesbank fears a dollar collapse 

International market strains may boomerang against the 
dollar: preparations are ready. 

With the West German mark 
still close to a two-year low against 
the U.S. dollar, about DM 2.44 on 
July 29, it is out of the ordinary that 
the West German central bank is 
quietly making contingency plans 
against a dollar collapse. 

Nonetheless, accordirtg to West 
German banking sources, the Bun
desbank computer now has a de
tailed series of exchange regula
tions against capital inflows ready 
to go on the telex to commercial 
banks at a moment's notice. The 
same banking sources no longer 
fear further weakening of the Ger
man mark as much as they do an 
uncontrollable dollar fall. 

Since U.S. interest rates do not 
appear ready to fall, most foreign
exchange market operators are still 
convinced of dollar strength for the 
immediate period ahead. Scenarios 
developed at Bankers Trust in New 
York, National Westminster Bank 
in London, and other institutions 
have predicted a dollar slide toward 
the end of 1 98 1 ,  on the assumption 
that interest rates will fall. 

But, interest rates are not the 
only determinant of a currency's 
foreign performance. The muddi
ness of available data on the Euro
currency market's composition by 
national currency has disguised an 
obvious supply-and-demand fea
ture of currency shifts. 

In the past six months, German 
commercial banks have "interna
tionalized" the West German mark 
through a significant volume of 
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short-term lending to cover the im
balances of Germany's trading 
partners, while the Bundesbank has 
internationalized the mark through 
intervention operations on behalf 
of currencies linked to the mark 
through the fixed-rate European 
Monetary System. 

Although precise data are not 
yet available, it appears that the 
volume of expansion of the deut
schemark section of the Eurocur
rency market was several times in 
excess of Germany's DM 14. 1 bil
lion current-account deficit during 
the first six months of 1 98 1 .  

On the public side of the ledger, 
the German Bundesbank had to 
create additional deutschemark-de
nominated liquidity in the first six 
months of 198 1 via currency-sup
port operations in the EMS.  Its 
lending to the European Fund for 
Monetary Cooperation rose by 
DM 1 4  billion, as the Bundesbank 
helped other EMS members sup
port their currencies. The quirk of 
the EMS is that it enables the Bun
desbank to count liquidity creation 
in its own currency as a reserve 
increase. Reserves apart from this 
fell by DM 7 billion, i .e. ,  the Bun
desbank financed half its 1 98 1  first
half deficit out of reserves. 

In the context of last October's 
IMF annual meeting in Washing
ton, Bundesbank President Karl
Otto Poehl agreed formally to the 
incorporation of the mark into a 
scheme involving "multicurrency 
reserves," for the first time-al-

though the tendency has been in the 
works for several years. 

The result has been that the 
West German current account defi
cit has covered a substantial por
tion of the deficits both of members 
of the European Monetary System, 
e.g. Italy and France, as well as of 
the developing sector. 

Dresdner Bank chief economist 
Kurt Richebiicher warned in a 
commentary that his country would 
have to abandon the policy of run
ning a current account deficit to 
support its trading partners as a 
disquised form of inflation. 

That is true: the creation · of 
deutschemarks has not gone into 
expansion of the domestic money 
supply, but into the deposit base of 
the Eurodollar market. Germany's 
ability to continue this sort of oper
ation is exhausted. 

Depression economic condi
tions, and possibly also budgetary 
austerity from the federal govern
ment, are already reducing the cur
rent account deficit. The weight of 
capital export is now shifting onto 
the United States. 

As IMF officials put it, the 
United States will turn into the big 
"recycling center" for international 
money destined for deficit financ
ing on behalf of the Third World, as 
of the third quarter of this y,ear. 

In other words, the U.S. bank
ing system will dump significant 
amounts of its lendable resources 
into the Eurodollar market, in or
der to cover over the $ 1 00  billion 
deficit of the developing sector. 

The tables will be turned, in the 
West German evaluation. The same 
"oversupply" of currency will hit 
the dollar instead of the mark. 

The more unsettled the deficit 
financing, the worse for the U.S. 
currency. 
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Banking by Kathy Burdman 

A proliferation of hundred-dollar bills 

The favored denomination for illegal money launderers: large 
sums o/ the bills are held abroad. 

Treasury officials here have found 
a promising line of investigation for 
tracking the pathways of illegal 
money laundering in the U.S. 
banking system . The funds they are 
monitoring include revenues from 
illegal narcotics sales, currently es
timated at a minimum of $ 1 50 bil
lion armually in the United States. 

After law enforcement officials 
succeeded in entrapping several 
drug money operatives attempting 
to smuggle cash abroad, it became 
clear to the enforcement agencies 
that hundred-dollar bills were the 
favored denomination for moving 
cash earned from narcotics sales. 
Treasury then observed that the 
rate of growth of printing and cir
culation of bills with a $ 100 face 
value is growing faster proportion
ately than other denomination. 

During 1 980, the Federal Re
serve found $4 billion in stockpiles 
of hundred-po liar bills held abroad 
in offshore banks or by foreign in
dividuals .  

At least one of the routes which 
cash held by major drug pushers 
takes within the U . S .  banking sys
tem is the route which begins  in 
Florida, the major entry point for 
Latin American cocaine and mari
juana into the U . S .  retai l  market. 

Much of the cash earned from 
Florida state retail sales of drugs is  
deposited in Florida banks-at 
least $4 bil l ion, which is the regis
tered cash surplus in the Florida 
banking system. 
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These deposits are frequently 
held in ten- and twenty-dollar de
nominations, the peculiar, docu
mented form of the Florida cash 
surplus. Treasury reports, in addi
tion, that the New York corre
spondent banks of the Florida 
banks have for some time been 
sending hundred-dollar bills down 
to Florida to their correspondent 
clients, indicating the New York 
banks have been helping the Flori
da retail drug market put its cash 
into a more easily laundered form. 
These hundred-dollar bil ls are the 
best form for the second phase of 
retail drug money laundering: 
namely, race-track betting, pur
chase of high-priced consumer 
goods, and storage in private 
vaults. 

As a major entry point for 
drugs, however, Florida also has a 
substantial wholesale market for 
transport to other parts of  the 
country. As a recent arrest in Flori
da of a Colombian travel agent 
documented, a significant portion  
of this cash is smuggled abroad by 
couriers , partly to Latin American 
foreign-exchange dealers who are 
running a vast "paralle l"  market in 
currencies throughout the conti
nent. 

As a wholesale market, the de
nominations of bills used in these 
transactions can be pre-arranged as 
part of the wholesale contract. 
These wholesale funds don't have 
to go through the Florida banking 

system. 
Treasury estimates of the size of 

the Florida drug m arket-$8 to $ 10 
billion annually-reflect the state's 
own, as wel l  as contiguous states' , 
retail markets . The value of drugs 
passing through Florida, as shown 
by the size of the Latin American 
market in marijuana and cocaine, is 
from $40 to $70 billion. 

In this more extensive, multibil
lion wholesale market, bills starting 
with a $ 1 00  face value, going up are 
also favored. East Coast retail 
stores, including the biggest and 
best-known names in the depart
ment-store circuit, perform an im
portant function for drug who�
salers who need to package their 
cash payments to their suppliers in 
denominations that are agreed 
upon in delivery contracts. 

The margin of this wholesale 
cash smuggled abroad is much 
larger than the $4 billion identified 
by the Federal Reserve. Treasury 
has found that large, undetermined 
sums of dollar cash are circulating 
particularly in Argentina and Bra
zil, where businessmen buy every
thing from houses to cars to land in 
dollar cash. 

Wire transfers to the Cayman 
Islands, the Caribbean, and Bermu
da, remain an important conduit 
for money laundering. But last 
year's tightening of the rules in the 
1 970 "Bank Secrecy Act , "  requir
ing banks to report $ 1O,OOO-and-up 
deposits to Treasury, have forced 
the drug launderers to rely on 
growing margins of cash transac
tions. 

Throughout the Caribbean, off
shore banks have been moving to 
expand their island "branch net
works"  to facilitate offshore depos
iting of these growing margins of 
sm uggled cash. 
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World Trade by Mark Sonnenblick 

Cost 

N EW DEALS 

$2.6 bn. 

$300 mn . 

$80 mn.  

$ 1 60  mn.  

$62 mn.  

UPDATE 

$6. 1 bn. 

$500 mn.  

Principals 

Brazil frorr! 
Japan 

U.S .A.  from 
Japan 

France from 
U.S .A.  

U.S .S .R .  from 
Japan 

U.S .S .R .  from 
West Germany 
I H olland 

U.S .S .R from 
W est Germany 

U.S .S .R .  from 
Japan 

Japan from 
Europe 

EIR August I I , 1 98 1  

Project / N ature of Deal 

Japanese govt .  decision to provide added $350 mn.  
financing for Albras aluminum complex means that 
construction will begin in October. Albras will produce 
1 60,000 tpy aluminum by 1 986, all for export to Japan. 
Production will reach 320,000 tpy in 1 990s. Smelter uses 
abundant bauxite and cheap hydroelectricity of Ama
zon, which costs lis of Japanese energy cost. 

Kawasaki Heavy Industries and Nissho-Iwai trading 
company were low bidders for 225 New York City 
subway cars worth $200 mn. plus an optional 1 00 more. 
Budd Co. of  Michigan bid 5% higher. 

Diamond Shamrock Corp . will export more than 2 . 5  
mn.  tons steam coal to  French govt . by end o f  1 9 8 5 .  
Coal will come from Kentucky. 

Komatsu haS not only received a Soviet order for 
mammoth pipe-layers, but has already begun ship
ments, Japan Economic Journal reports. Deal for these 
pipe-layers was originally signed with Caterpillar of 
U.S .A. ,  but ripped up by Afghan boycott . 

Salzgitter , and Hoesch won contract for 1 00,000 tons 
high-pressure spirally welded pipes. Though the pipes 
will be used in expanding gas lines, like other recent big 
Soviet orders, it is claimed they will not be for W estern 
Siberian pipeline. 

West German banks have reached a new agreement on 
financing German share of Western Siberia gas pipeline, 
which will bring 40 bn. cubic meters of natural gas per 
year to Western Europe .  The first arrangement broke 
down last year when Volcker policies forced j ump in 
German interest rates. Now, interest on DM 4 billion 
being financed by private banks through German govt . 
Facility B, will be "effectively 8%," according to Han
delsblatt .  This loan will go for pumping stations. Man
nesmann will take care of separate deals to finance at 
comparative rates D M  I I  bn. steel pipes from German 
producers. Mannesmann will double recent years' pipe 
shipments to Soviets to I mn. tpy, which will keep it 
and other German steel companies in business . 

Soviets h ave yielded to Japanese terms on order of 
750,000 tons large-diameter steel pipe, reported EIR, 
June 2 .  

Prime Minister Suzuki ordered rapid increases in man
ufactured-goods imports from Europe. MITI head R. 
Tanaka told cabinet, "There is urgency t o  expand 
manufactured-goods imports, not only for skirting 
greater criticism o f  Japan, but for preventing protec
tionism from rearing its hCllld ."  

Com ment 

Brazilian Mines and En
ergy Min . Cals is h appy 
that distress of advanced 
countries brings transfer 
of energy-intensive mod
ern industry to Brazil .  

Contract, not yet award
ed, will be political issue, 
since all vehicles ordered 
by M ayor Koch have 
grown cracks in under
carriages. 

Cont racts  signed. 

Komatsu also may get 
similar $40 mn. order 
held by Caterpillar.  

Carter and Reagan op
position has lost U . S .  
company sales . Despite 
heavy H aig pressure, 
European govts .  are ex
pected to approve the 
project once European 
consumers negotiate gas 
price and delivery terms.  

7.75% for 5 yrs. 

Japan had $4.7 bn.  trade 
surplus with EC in first 
semester . Lots of indus
trial j oint ventures form
ing in Japan and Europe 
to grab markets .  
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Business Briefs 

Gold 

Asian money to 
move into gold? 
After substantial dishoarding in the 
course of 1 980, large amounts of Asian 
gold purchases are expected once the ' 
gold price breaks below the $400 barrier, 
Hong Kong gold trading sources report. 
"A lot of Asian money, mainly Chinese, 
is on the sidelines waiting for the right 
price," a well-informed Hong Kong
based invest�ent banker says . 

Bankers have noted a striking change 
in investment patterns among overseas 
Chinese businessmen in Asia during the 
past two months. Chinese interests had 
previously concentrated on strengthen
ing their hold on the regional economy, 
including some spectacular tender fights 
with older, established British compa
nies. 

Now Chinese interests, whose capital 
outside of the center, Hong Kong, is 
estimated at about $50 billion, are con
verting holdings into cash and moving 
money out of M alaysia and other Asian 
"boom" areas, perhaps anticipating se
vere payments problems in late 1 98 1  or 
1982.  

Banking 

Problems slow bank 
reorganization plan 

Financial problems at Citibank, Chase 
Manhattan, and other big commercial 
banks have thrown a monkey wrench 
into plans to reorganize the U.S .  banking 
system along Canadian lines, investment 
bankers say. Citibank has reported a 40 
percent profit reduction for the second 
quarter of 198 1  due to losses associated 
with continued high interest rates and an 
immense foul-up in its electronic banking 
operations . John Reed, the bank's elec
tronics whiz kid, may soon leave. 

At this point, the big commercial 
banks are not in financial shape to absorb 
loss-making regional commercial and 
savings banks on a large scale, it appears. 

16 Economics 

Citibank's  big problems arose from its 
headlong dive into the consumer market, 
including mailing unsolicited credit 
cards to individuals who later defaulted. 
The bank has more than $100 million in 
bad consumer loans to write off from last 
year, and this year will be even worse. In 
addition, its computer services and elec
tronic banking operations have pro
duced only operating losses, despite cost
ly capital investments. 

If  high interest rates continue, invest
ment bankers add, the 363 savings and 
loan associations now on the Federal 
Home Loan Bank Board's danger list 
will require some form of federal bailout. 
Even if Congress were to lift restrictions 
on interstate and interindustry takeovers, 
they say , the commercial banks could not 
conduct the mass buyout operation they 
were bragging about only a few months 
ago . 

International Credit 

IMF wants to muscle Poles 
into membership 

Pressure is mounting on Poland to j oin 
the International Monetary Fund (l M F),  
following conclusion last week of a sev
en-year rescheduling of Poland's 1 98 1 
debt payments . It is not known whether 
the Soviet Union has in any way softened 
its opposition to Poland's j oining the 
Fund. 

The debt rescheduling reached in the 
last week of July was between Poland 
and its commercial bank creditors. U . S .  
banks h a d  firmly opposed a seven-year 
term of repayment, until the Polish gov
ernment announced its new economic 
program package. 

The loan package is based on an im
mediate reduction of living standards so 
severe that Polish circles have compared 
it to "war communism," the rationing 
imposed in the East Bloc after World 
War I I .  

. 

Food prices, across the board, have 
been hiked as much as 400 percent. Per
sonal fuel consumption and housing con
struction will be sharply decreased. Fac
tories operating in deficit are now sched-

uled to be closed. The program resembles 
I M F  austerity recommendations so 
closely that Western financial journals 
have interpreted it as a softening by East 
Bloc officials on the demand that Poland 
join the I M F .  

On July 2 7  the IMF,  for the first time, 
released a detailed analysis of the Polish 
economy. 

The next day, New York's Journal of 
Commerce urged that Washington use its 
current offer of a $400 million credit line 
tied to U . S .  wheat exports to Poland to 
increase pressure for Polish membership 
in the I M F. 

Underground Economy 

Large drug-money 
haul in California 

California state internal revenue service 
and customs officials announced this 
week they had succeeded in cracking a 
drug ring worth more than $100 million 
a year. Nathan Markowitz, a Los Ange
les lawyer with offices all over the United 
States, had funneled 29 unreported mon
ey laundering transfers through Garfield 
Bank in M ontebello, with the complicity 
of bank officials .  

Garfield Bank's president John Ga
briel is a large contributor to Gov. Jerry 
Brown and Brown' s  allies. 

One of the more interesting recipients 
of campaign contributions from John 
Gabriel has been former California Lt. 
Gov. M irv Dymally. A Caribbean by 
birth, Dymally negotiated on behalf of 
the People's Temple of " Reverend" Jim 
Jones with the government of Guyana 
for admission of the Jones cult into Guy
anese territory. All reports on Dymally's 
role in the Jonestown negotiations indi
cate that he was fully informed on the 
Peoples' Temple's intention to use Guyana 
as a base for narcotics, guns and smug
gled diamonds shipment into the U.S .  
and Latin America . In 1 979, the Jones 
cult engaged in a mass suicide of 900 
individuals. 

Officials broke the case earlier this 
year by nabbing Markowitz, who turned 
state's witness and provided law enforce-
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ment officers detailed i n formation on his 
dealings with Gabriel . I n  April ,  M ar
kowitz was murdered. 

M arkowitz had bank accounts and 
trust funds in offshore centers in  Bermu
da and the British Virgin I slands.  A close 
associate of his opened a trust with Bar
clay's Bank I nternational in the British 
Virgin I slands, according to the indict
ment papers .  Markowitz had a substan
tial shareholding in  a Virgin Islands 
company called the Merchants and M ar
iners Bank .  

Garfield would recei ve cash from 
Markowitz's agents, deli berately fai l  to 
fi le  Treasury deposit forms, and then 
either ship the cash offshore or wire it out 
of the U .S .  The funds would then be 
reinvested in the U .S . ,  with M arkowitz's 
team working up phony papers to make 
the investments look legitimate. The 
M arkowitz ring also had business deal
ings in  Liberia, where Mirv Dymally is 
also known to have been active for many 
years . 

Agriculture 

Terrorists hit 
medfly program 

One of  the helicopters used in the medfly 
eradication program in  California was 
hit with gunfire this week and several 
others shot at, authorities reported . The 
helicopters are used in applying the Mal
athion bait over large areas in an effort 
to wipe out the pest which is threatening 
California's $4 bil l ion ann ual fruit and 
vegetable income. 

Mexico has al ready quarantined Cal
i fornia produce, and several U . S .  states 
are threaten ing to do likewise. The Mex
ican agriculture ministry i s  also stepping 
up  its program of  sterile fruit fly release ' 
along U .S . -Mexican border towns. 

Environmentalists led by California 
Gov. Jerry Brown had refused to al low 
the proper chemical contro l '  program,  
based on aeri al spraying to be imple
mented . 

Even before Governor Brown was 
forced to give the go-ahead to the spray
ing program, threats had been issued . On 
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July 3 the San FranciscO Chronicle re
ported that individuals claiming to be 
Vietnam veterans and others had sent 
letters to A rnold Morrison , coordinator 
for the medfly eradication effort, threat
ening to bomb helicopters being pre
pared for use. 

Cali fornia is the locus of  an anti-pes
ticide m ovement that has turned to vio
lent action in the recent period.  

Many believe the opposition to farm 
chemicals to be inspired by groups and 
individuals involved in the extensive 
marij uana cultivation in  northern Cali
fornia .  

Trade 

Soviet grain talks 
begin this month 

Agriculture Secretary John Block an
nounced on July 24 that, pending final  
confirm ation by the Soviet Union,  U .S .  
and  Soviet representatives would meet in  
V ienna in  early August to  discuss a new 
bilateral grain agreement .  

The U .S .  delegation wil l  be headed 
by U . S .  Trade Representative Will iam 
Brock and Boris Gordeev, Soviet Deputy 
Min ister for Foreign Trade, will lead the 
Soviet delegation ,  said the Agriculture 
Secretary . Other members of  the U . S .  
delegation wi l l  include Seeley Lodwick ,  
undersecretary of  agriculture for inter
national affairs and commodity pro
grams; Donald Nelson, assistant trade 
representative for agricultural affa irs ,  
and officials from the USDA's  Foreign 
Agriculture Service. 

Significantly, the official release on 
the talks,  issued by the U .S .  trade repre
sentative's office, did not mention any 
role for the State Department. 

According to Brock, the Vienna talks 
may lead to a five-year agreement replac
ing the one that expires in September, or  
a s imple one-year extension of  the exist
ing pact, or an ent irely new arrangement. 

At the same time the Soviets have 
begu n  to buy American grain.  A very 
serious drought has destroyed some im
portant Soviet growi ng areas . 

Briefly 
• THE N EW YORK FED will 
call for defense budget cuts in an 
arti cle to appear Aug. 12  in i ts  
quarterly review . 

• H EN RY WA LLlCH, a gover
nor of  the Fed, and former I M F  
Managing Director Johannes Wit
teveen, have circulated "absolutely 
i rreconciliable proposals quoting 
the same data" to the Group of 30, 
an advisory body to the I M F  that 
Witteveen heads . 

• FEDERAL R ESERVE officials 
are furious over a provision in  the 
Senate resolution passed July 28 
calling for "productive uses" of 
credit .  "That's credit allocation ! "  
a n  official fumed. 

• BAN K O F  JAPAN support for 
the yen to the extent of $ I .5 billion , 
combined with $500 mil l ion of 
Bundesbank support for the yen i n  
the week of  July 2 8 ,  renewed 
guesses that the two banks have a 
currently operative mutual-sup
port pact .  

• TUCKER ANTHONY gold 
analyst August Arace is  warning 
against purchases , of South Afri
can gold shares, citing expected 
further drops in the bull ion price 
and higher mine operating costs in 
the next six m onths.  

' 

• GEORGE BALL, the Trilateral 
Commission l ia ison with italy'S 
Propaganda-2 operatives, pro
nounced in a Washington Post op
ed July 30 that "so long as the 
world economy consists of  a con
geries of economies defined by na
tional boundaries and di rected to
ward individual national objec
tives, we shall continue to trip over 
our own feet . "  

• THE GUARDIAN of  London 
recom mends "an absolute mon
archy , or at least one with the hir
ing-and-firing powers of  an early 

, George I I I , "  (known as the " Fat 
G uelph" to American revolution
aries) as  the answer to what it calls 
the "fai lure of  monetarism" in  
Great Britai n .  
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�TIillSpecialReport 

From dollar 
bankruptcy 
to breakdown 
by David Goldman, Economics Ed�tor 

If the Republican party enjoyed powers of memory of the type associated 
with its popular symbol, the White House would view the dicennial anniver
sary of Aug .  I S , 197 1 with brooding horror. As it i s , Mr. Reagan has already 
been measured for Mr. Nixon's monetary casket. A new international 
economic crisis is  immediately in  view, and if every detail does not match the 
events of ten years ago, the situation as a whole forces up an overwhelming 
image of deja vu.  

Paul Volcker, the undersecretary of Treasury who ran administration 
monetary policy while "Big Jawn " Connal ly blustered, is now at the federal 
Reserve; Milton Friedman, the ex officio White House economic adviser 
who lobbied for the end to fixed-exchange rates, is back at the President's ear 
through the President's Economics Advisory Board, along with former 
Chairman of the Council of  Economic Advisers Paul McCracken; on the 
same panel is  George Shultz, the "assistant President" and budget chief who 
moved into the Treasury slot in the aftermath of August 1 5; his deputy 
Caspar Weinberger is now at defense; then-Feder�l Reserve Chairman 
Arthur F.  Burns has the crucial ambassadorship to West Germany; and Rep. 
Henry Reuss, the veteran of the postwar German occupation and Marshall 
Plan who scourged Nixon's men into the decisions of August 1 97 1 ,  is more a 
power in the House of Representatives than he was then . 

Excepting Reuss, the same men gathered at Camp David during the 
second week of August 1 0  years ago to advise President Nixon that he had 
no options except to remove the dollar's link to gold, and unfix the parity 
relationship between the dollar and other leading currencies, in combination 
with a protectionist import surcharge and income-suppressing wage and 
price controls .  No American President was to regain control of the monetary 
process during the ensuing decade. 

Ten years of economic downslide cannot be blamed on a single day's 
blunders, but the date of the dollar's inconvertibility marked a turning point. 
In 1 9 7 1  the offshore, uncontrolled Eurodollar market was a negligible $50 
billion . It has since grown to $ 1 . 5 trillion ,  equalling the total s ize of the 
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Leji to righ t: Budge t Di;ector We inberger. Treasury Se cre tary Shultz .  President Nixon. Fed Chairman Burns. and CEA Chairman 
Stein in October 1 972.  Not shown: Treasury Underse cre tary Volcker. 

American commercial and savings banks' combined de
posits , and dominating all features of the credit system . 
Against the major world currencies, the dollar stood at 
more than half again its present value .  Nominally, the 
Dow Jones index of industrial equities stood at about its 
present level , but inflation has eroded the real value to 
some 30 percent that of 10 years ago . Capital investment 
in 1 97 1  was, j ust barely, meeting the deterioration and 
obsolescence costs of American industry . Now the econ
omy is underspending more than $50 bil l ion per year 
relative to the capital outlays required merely to keep the 
economy' s nose pointed up. Gold and oil both sold for 
about one-tenth of their present market price . 

True, a few administration officials are cultivating 
Treasury Secretary John Connally's swagger, informing 
the world that the U . S .  dollar has returned to first place 
among the world ' s  currencies, and the U . S .  has returned 
to a position of resolve, ready to employ trade, monetary, 
and regulatory muscle to reassert America' s  economic 
primacy . While the dollar gained about 22 percent in the 
first hal f  of this year against the European currency 
group, Undersecretary of Treasury Beryl Sprinkel, the 
man in Paul Volcker' s old job,  announced that the 
United States had shifted intervention policy to permit 
the dollar to rise freely . Europe interpreted this as curren
cy warfare. 

Deputy Secretary of Treasury Timothy McNamar 
warned European nations in June that the United States 
would declare an "export-credit war" if its trading part
ners did not forbear from subsidizing export credits at 
lower-than-market interest rates . The U . S .  side at the 
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July 20-2 1 senior officials '  j amboree i n  Ottawa, misla
beled the "economic summit," demanded that Europe 
and Japan submit exports of technology to the Soviet 
Union to review by an international body. 

Gold break : unnecessary 
Notwithstanding this performance, the dollar is in 

danger of an anniversary collapse of potentially far 
greater magnitude than 1 9 7 1  ' s o  The great irony of this 
predicament is that the severing of the link to gold was 
far from necessary 10 years ago , as we will show below. 
A devaluation of the dollar against gold, urged by the 
late Jacques Rueff in France and by this publication's 
founding editor Lyndon H. LaRouche, Jr .  in the United 
States, would have eliminated the short-term crisis of  
gold withdrawals from the  Treasury's stockpiles, and 
bought time for an economic recovery package to put the 
economic fundamentals in order. Now the dollar is show
ing the same sort of tubercular blush that made the 
British po und seem attractive through most of 1 979 and 
1 980, before its 25 percent drop this year against the 
dollar. The crisis ,  most financial press commentators 
delude themselves , has its seat in Europe rather than the 
United States . 

Real-world standards of any standard accounting 
approach , however, put the dollar in a different light. 
Since 1 97 1  the size of the Eurodollar market, whose one 
rea l-economic activity is  the financing of world trade, 
has grown seven times Jaster than world trade .  Counted 
as l iabil ities of the United States , the $ 1 .2 trillion dollar 
component of the Eurocurrency market, plus the $ 1 50 
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billion in official liabilities of the United States, in the 
form of Treasury obligations held by foreigners, run to a 
figure almost eight times the annual export volume of  the 
United States . By another measure, the external liabilities 
of the United States are roughly half of gross national 
product . This stacks up unfavorably with comparable 
measures for the supposed worst trouble spot in the 
world economy, the non-oil-producing Less Developed 
Countries (LDCs) . 

Why has the dollar remained so strong? The debt of 
every participant in world trade is counted in dollars, and 
rising debt services forces demand for dollars. Between 
1 978 and the end of 1 98 1 ,  the debt service of the non-oil
producing developing countries will rise from $44 billion 
to $ 1 00 billion per year, a jump of about 250 percent, 
according to the International Monetary Fund. The debt 
service of the U .S .  Treasury will rise by a similar amount, 
along with the debt service of the American private 
sector. In an American economy where half of the trillion 
dollars of public debt is short term, every I percent rise in 
interest charges costs the government $5 billion-and 
Treasury bill rates are up 7 percent on the year. In the 
Eurodollar market where about two-fifths of the debt of 
the non-oil LDCs is "interest sensitive, "  every on percent 
rise in the London Interbank Offered Rate on short-term 
funds costs the world's worst-off borrowers $2 billion a 
year. 

Floating exchange rate gamble 
Nothing helped push the United States to this edge 

more than the 1 97 1  bungle . Junking the dollar standard 
put the London and, later, Caribbean and Hong Kong
based offshor6 market on the map. The single biggest 
user of credit in the world is not the U.S. mortgage 
market, or the U .S .  Treasury, or even developing coun
tries, who will have to borrow $ 1 00 billion in 1 98 1  
merely to service their existing debts. Foreign-exchange 
hedging consumes about $200 billion in short-term 
credit at any given moment. Without a reliable standard 
for international transactions, every market participant 
whose income depends on currency conversion must 
hedge against possible currency fluctuations ,  while 
speculators hedge against the hedges . 

"Floating exchange rates " made the Eurodollar 
market-a source of extremely short-term credit avail
able without the inconven ience of reserve require
ments-an apparent necessity of doing international 
business . Even before the 1 973 oil crisis, the explosion 
of Eurocurrency credit,  whose volume tripled in the two 
years following August 1 97 1 ,  pushed the world econo
my in the direction later confirmed by the oil crisis .  Fed 
by the Eurodollar market deposit base, commodity 
prices rose by 53  percent in I 973-before the big rise in 
oil prices . A few journals, e.g . ,  the London Banker, 

warned in the summer of 1 973 ,  before the storm clouds 
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appeared over the M iddle East, that the commodity
price spiral , fed by and feeding Eurodollar m arket 
growth and Third World indebtedness , had already 
created the conditions for chain-reaction defaults. The 
next eight years merely allowed the international dollar 
credit system more rope. 

History is  rarely so precise, but it is  not an overstate
ment to cite this 1 0th anniversary of Nixon's  folly as the 
end of an era-the change from de Jacto to de jure 
bankruptcy of the American dollar. What different 
paths lead out of this conjuncture are discussed later in 
this Special Report. It is  less important to speculate on 
the available scenarios, than to face the cumulative 
effect of 10 years' economic mismanagement. Ultimate 
control of our national affairs depends, as Alexander 
Hamilton told this country's second Congress in 1 793 ,  
on the defense of the public credit. By pushing the 
public credit into the mouths of the offshore market' s 
scavenger-dogs-when the remedy of 

'
gold revaluation 

would have stemmed the crisis-the Nixon administra
tion set up a chain-reaction to which every succeeding 
Treasury secretary and Federal' Reserve chairman con
tributed. 

Same choices 
Apart from chaos, the options are now not much 

different than they were when Jacques Rueff, six years 
before the storm broke in 1 97 1 ,  urged the United States 
to devalue the dollar against gold,  in order to gain time 
to expand its vast industrial power in the interest of a 
powerful export surplus. If the dollar' s value cannot be 
sustained by forcing the world to scramble to pay more 
debt service in dollars, the residual capacity of the 
United States to bring its industrial base to bear on the 
capital-intensive development needs of the southern 
hemisphere constitutes a potential real grounding for 
the dollar's value. 

In 1 97 1 ,  a devaluation of the dollar against gold to 
perhaps $50 per ounce, instead of $42, might have been 
sufficient to buy the time we needed. Now the minimum 
price of  gold that wil l  make this  country's foreign 
liabilities manageable, assuming the best graces of our 
creditors, is $500 per ounce, or about 1 0  times as much .  
The $500 per ounce target reflects both the marginal 
cost of bringing new capital-intensive gold mines into 
production in most of the world plus a small seignorage, 
and the minimum gold price required to put America's 
international reserves into the status required to stabi
l ize the value of foreign liabilities . 

America's cash , except for the inactive gold reserve, 
went 10 years ago ,  and the circulability of our unsecured 
IOUs will go before the end of the year. Finding the 
path out will not be easy in any event.  But it will not be 
possible without retracing our steps to the point we 
took the wrong track . 
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The August 1 981 Conjuncture 

A shortcut to international 
monetary catastrophe 
When the si lver price collapse in M arch 1 ?80 nearly 
brought down the H unt interests, the chai rman of the 
executive committee of Citibank ,  America 's  largest, told 
friends, "There are so many things in  the woodwork that 
no one can say which is going to pop out . "  The point was 
wel l  taken and appl ied with a vengeance a year later .  A 
monetary system in the penu ltimate stage of bankruptcy 
loots Peter to service Paul ' s  deficit accounts .  Whether 
Peter or Paul defaults fi rst is  not predictable, un less a l l  
political conditions are known in  advance. M o netary 
crises are more l ikely to inspire a political free-for-a l l .  

With this l imitation i n  mind ,  analysis of  the forth
coming monetary crisis is a relatively simple matter .  I n  
first approximation , i t  is a demonstration that the mon
etary system is in deficit to itself I n  financial terms this 
means, simply, that the international and national  ac
counts of the public and private sectors are so awry that 
no sources of income are available to cover the system' s  
aggregate deficits, except through the sort of  money
printing that quickly discredits all financial instruments. 
In a closer approximation, it is a political examination of 
the responses of policy-makers to problems that cannot 
poss ibly be solved within their narrow belief-structure . 
The course of the crisis does not fo l low the contours of  
the accounting problem per  se ,  but the strange convolu
tions of  thinking at institutions l ike the Internationa l  
Monetary Fund,  the Bank for I nternational  Settlements 
(the "central bank for central banks ,")  and the Organi
zation for Economic Cooperation  and Development. 

I t is possible to predict with some accuracy the precise 
way in which a crisis wi l l  evolve, as Lyndon H .  La
Rouche, J r . ,  the founding editor of  this publ ication ,  did 
during the years and months prior to Aug.  1 5 , 1 97 1 .  Such 
forensic ski l ls  depend on the analyst' s abil ity to deter
mine how the belief-structures of pol icy-makers wil l  
ultimately conjoin with the hostile reality around them . 
On this basis Mr .  LaRouche informed EIR ' s  June 1 0  
seminar i n  Washington,  D .C . ,  before an audience includ
ing 60 admin istration economists, that the most l ikely 
date for the outbreak of fu l l-scale monetary crisis was 
October of  this year .  

I n  Federal Reserve Board Chairman Paul Volcker' s 
belief-structure, interest rates in the 20 percent-p lus 
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range are not a means of reducing inflation, but an 
instrument of income redistribution. The Fed's interest
rate policy strengthens creditor organizations against 
national 'governments. diverting income flows wward the 
refinancing of debt service that otherwise would be un
manageable .  Here, in the data made available by the 
I nternational  M onetary Fund,  is what the global flow of 
funds looks l i ke.  Start with the most pressing deficit of 
all ,  that of  the co untries least able to manage a deficit, 
the non-oi l -producing developing countries: 

Current account payments deficit of 
non-oil LDCs 

1 972 

1 977 

1 980 

1 98 1  (p) 

$- 9.9 bil l ion 
- 3 1 . 3 bill ion 
- 7 7 . 9  bil l ion 
- 9 3 .0 bil l ion 

This corresponds roughly to the volume of debt 
service of the same group of countries: 

1 972 $ 1 4 .0  bil l ion 
1 977 30 . 3  bill ion 
1 980 7 5 . 2  bil l ion 
1 98 1  (p) 96.4 bil l ion 

This close correspondence means that these coun
tries are importing virtually nothing above their level of 
exports-that there is zero development effort going 
into their economies-and that the entire deficit on their 
payments accounts is due to their debt-service bi l l .  The 
current account deficit is what m ust be financed through 
new capital ,  i . e . ,  the amount that the commercial banks 
or others must lend so that their debtors can service 
their outstanding debt. 

A lthough in  certain ways the United States, as noted 
in  an  earlier section of  this report, i s  worse off than the 
non-oi l  LDCs as a group, this lacuna in the world's 
balance sheet is  cited more frequently than any other as 
a potential  cause for a "doomsday scenario" on the 
financial markets . Under the headline "A New Finan
cial Crunch," the Far Eastern Economic Review warned 
in a survey M arch 20 of this year, "Ayatol lah Ruhollah 
Khomeini  and Paul Volcker may make an unl ikely pair. 
But from the developing world ' s  point of  view, the fiery 
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Islamic revolutionary and the rather dour chairman of 
the United States Federal Reserve Board have con
spired, albeit unwittingly, to produce another Third 
World balance-of-payments crisis every bit as threaten
ing as that brought on by OPEC seven years ago . . . .  
The Volcker shock of 1 979 has had as great an impact 
on Third World payments as the OPEC crisis of 1 973-
1 974 ." Morgan Guaranty Trust estimates that if the 
short-term Eurodollar rate averages 20 percent this 
year, interest payments will hit $38 billion this year. The 
IMF staff estimate for 1 98 1 ,  in any event, is $33 .6  
billion of  interest payments alone. 

Whether or not the Third World debt bubble is 
more vulnerable than the California real-estate market 
or the Italian stock exchange is  not so much the point. 
It is an excellent place to start, working outward to 
other potential problems. 

The next question is ,  who will foot the $ 1 00 billion 
bill of preventing the entire pack of non-oil LDCs from · 
defaulting this year? Unfortunately for the commercial 
banks, they have no choice but to pick up the tab. As 
West Germany's Commerzbank complained in an 
analysis released July 24, the proportion of private debt 
(as opposed to loans from governments or the World 
Bank and International Monetary Fund) in the LDCs' 
total indebtedness has risen from 50 percent in 1 973 to 
60 percent in 1 98 1 ,  looking only at long-term debt . If 
short-term debt is factored in, which it ought to be, the 
proportion of private debt rises to 70 percent. 

In incremental terms, the picture looks even worse . 
In 1 980 the international organizations and govern
ments together carried less than 20 percent of the LDCs' 
deficit ,  and will not do better this year. For all intents 
and purposes, the problem is dripping into the laps of 
the commercial banks.  This circumstance has produced 
some unusual shrieks and howls from the financial 
press. Last March , the London Economist, in a rhetori
cal flourish at the end of a long demand for more 
official financing for the LDCs, intoned, "In the longer 
term bankers must ask themselves if they are fit to carry 
on their recycling role. They have pushed billions of 
doUars into Poland on the scantiest statistical informa
tion .  . . .  They have proved as bad at reading the 
political tea-leaves as at avoiding being manipulated by 
politically sophisticated borrowers skilled at playing 
highly competitive banks of different nationality off 
against each other. " The piece bore the headline, 
"Banks Discredited by Their Failure to Foresee That 
Some Countries Cannot Pay Their Debts on Time. " 

By June, when the Bank for International Settle
ments' annual report warned that the commercial banks 
could not keep on lending at the present rate, The 

Economist-who can serve as well as any as fall-guy for 
the inanities of the international financial press-had 
changed its mind. When the Bank for International 
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Settlements pointed out that the banks lent 59 percent 
more to developing countrie-s during the first five 
months of 1 98 1  than during the same period of 1 980, 
The Economist accused the "central bank for central 
banks "  of being "overly cautious . "  

The banks are stuck with the problem , and,  all o f  a 
sudden , none of the usual pundits wants to complain 
about banks' "overexposure, " just when the exposure 
has gotten positively indecent. Next question :  where 
does the money come from? Last year, after the big 
1 979 oil price rise, most of it came from OPEC deposits 
into the Eurodollar market, i .e .  from a tax on oil 
consumption worldwide, transformed into a great fund 
for debt-service refinancing . The OPEC cash surplus 
provided $ 1 54 billion in Eurodollar market deposits 
during 1 974- 1 980, of which $42 billion were placed last 
year . Apart from this, the International Monetary Fund 
failed to trace some $65 bil l ion of the $ 1 09 bil l ion in 
OPEC surplus cash racked up in 1 980; some of this 
seems to have fed indirectly into the Eurodollar market . 

But this year, because of stable or weaker oil prices, 
OPEC's quota of lendable cash has fallen off sharply to 
a little more than half of last year's levels. "By the end 
of the year [ 1 980], " commented Chase M anhattan's  
International Finance newsletter, "[OPEC revenues] 
were a negligible source of new funds. This occurred for 
two reasons: the OPEC members appeared to be favoring 
longer-term nonbank investments [rather than dump all 
their money into the recycling mill-D.G.]; and they 
were forced to increase their borrowings late in the year 
as their oil revenue growth came under increasing 
pressure . " 

Without the OPEC cow to milk, the Eurodollar 
banks and the international financial institutions, the 
subject of an unusual encomium from the heads of 
government who signed the Ottawa communique, need
ed another source of funds.  At this point Fed Chairman 
Paul Volcker became an important player in the world 
financial game. Volcker's credit controls of March 1 980 
shut down lending in the United States, and permitted 
U .S .  banks to shift $ 1 5  billion to their foreign branches 
during the third quarter of 1 980. Chase commented in 
its July 20 newsletter, "The imposition of credit controls 
in the United States in the spring of 1 980 caused 'tight' 
monetary conditions in the classic sense, as some market 
participants . . .  were denied sources of credit even 
though they could, and would have paid a higher price. 
But such tightness fai led to carry over into the Euro
markets because such rationing of credit requires regu
lations that cannot be imposed on the Euromarkets . "  

Except to state that Euromarket conditions were 
easy while domestic U .S .  conditions were tight, the 
statement is disingenuous. It leaves out the crucial fact 
that the Federal Reserve and the banks designed an 
outflow to the Eurodollar markets at the expense of the 
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U.S .  economy. 
But by the first half of 1 98 1 ,  it was Europe 's  turn in 

the barrel .  The Federal Reserve' s  monetary pol icy kept 
interest rates at the 20 percent level,  provoking huge 
declines in the value of European currencies, and the 
fol lowing capital outflows from European treasuries 
(shown from the I M F  data in annualized rates) : 

Current payments balance including official 
transfers for 1981 

France 
Germany 
I taly 
Total 

$ - 7.4 bil l ion 

- 1 2 . 5  bi l l ion 

- &.0 bil l ion 
- 2 7 .9 bil l ion 

Not quite $30 billion this year, mostly dur ing the 
first half, funnel into the deposit base of the Eurodol lar 
market. This occurs through foreign exchange market 
intervention on the part of central banks .  When the 
value of European currencies fell ,  because short-term 
money moved into dollars in pursuit of  Chairman 
Volcker' s record-breaking interest rates, the central 
banks attempted to slow the decline of their currencies 
by purchasing these currencies on the open market .  
Most of these purchases were made with dollars drawn 
from the foreign-exchange reserves of the central banks .  
The dollars sold in return for the  European nat ional  
currencies become part of the Eurodollar pool . The 
expanded Eurodollar pool is then capable of  additional  
lending to the otherwise-bankrupt developing co untries. 

With this in mind, Chase Manhattan proj ections  
continued steady growth of the  Eurodol lar  market as  
follows: 

Size of Euromarket 

1 979 

1 980 

1 9 8 1 (p) 

Gross size 
$ 1 ,  1 1 0 .7 bil l ion 

1 , 323 . 1 bil l ion 
1 , 550.0 bil l ion 

Net size 

$665 bi l l ion 

8 1 0 bi l l ion 

950 bi l l ion 

The difference between gross and net size is found 
by deducting deposits banks  make with each other from 
the total deposits in the market, the remainder being 
banks' lending to nonbanks . The projected $ 1 40 bi l l ion 
growth in the net size of the market wi l l  consist  mainly 
of new loans to those borrowers who are least l ikely to 
pay anything back . Note that the proportion of  net to 
gross size of the market has not change substantia l ly .  
This is important .  Technically, the Eurodol lar banks  
can "create money,"  i .e. lend the same deposits back 
and forth to create "new deposits, " without l imit .  I n  
other words, the potential Eurodollar multiplier i s  fnfi
nite, because no reserve requirements apply.  However,  
the Eurodollar banks are not stupid,  and wi l l  not 
maintain a necessary rate of  lending without the cont in 
uous avai lability of new money from outside the  market .  
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The actua l Eurodol lar mu l tip lier (the relationship be
tween what the Fed ca l l s  monetary base and total 
depo s i ts) i s  abo ut 5, against  less than 3 i n  the American 
bank lll g  system .  Despi te the large m ultiplier, movement 
of fun ds into the mar�et i s  st i l l  a requirement for 
expans ion .  

C ontrary to  the  halcyon portrait Chase offers of  
Eurodol lar market growth i n  1 98 1 ,  i t  i s  occurring a t  the 
expense of chaos in  Western Europe even greater than 
the d i sruption of  the American economy in the second 
8 nd th ird quarters of  1 980 .  West German Chancellor 
He lmut  Schmidt 's  warning before the Ottawa summit 
t h at the world faced a danger of 1 93 1 -type protection
ism referred to the exchange controls that nations adopt
ed after the 1 93 1  col lapse of sterl ing and the collapse of 
the G erman ban k ing system . That exchange controls 
are co n t emp l a ted even i n  West Germany, the paragon 
of Freilllarkl Wirlschatr .  i s  n o t surprising in context. The 
fo l l owmg t a b l e  prepared by the I MF shows the growth 
of the major  Euro pean nations' budget deficits 
i n terna l l y :  

Central government deficit as  percent 
of GNP 

West Germany Italy France 
1 979 - 1. 9% - 1 0 . 8 %  - 1 . 1 % 
1 980 -- 1 . 8 - 1 0 . 7  - 1 .3 

1 98 1  - 2 . 2 - 1 1 .0 - 1 .8 

Translated into American terms,  a federal  budget 
deficit equa l to 2 . 2  percent of G N P  would be $66 
bi l l ion , or double what t he Office of M anagement and 
B udget says is tolerable for the next fiscal year-al
tho ugh the actual  U . S .  deficit for FY 1 982 will more 
l i ke l y  be around $ 1 00 bi l li o n .  U n der normal circum
stances E urope co u l d  finance deficits  of the above 
m agnitude, if it were n o t  bleeding through the curr«nt 
account of its foreign ba lance of  payments at the same 
t i m e .  Virtual ly  all spare cash available to these coun
tries' banking systems is parked in the Eurodollar 
market earning 1 8  percent interest, and perhaps expect
i n g  currency apprec i atio n , because the Fed has forced 
Europeans to speculate agai nst their own currencies. 
The domestic bond markets, i . e .  the vehicle for financ
i n g  the enlarged government deficits ,  are in shambles in 
al l  three o f  the major  European countries. 

M ea n whi le ,  the chan ge in the ;alue of their curren
c ies left Europe w i th thc worst of all possible worlds. 
Even tho ugh oil prices remained stable during 1 98 1 ,  
West Germ an y ' s o i l  b i l l has risen 30 percent, because 
the  German mark h a s fal len by that amount against the 
d o l l ar in which o i l  i s pr iced . D uring 1 980,  the sharp rise 
i n  o i l  prices threw the European current accounts into 
defic i t ,  b ut O P EC fun ds were freely available for at least 
France a n d  Germany,  whi ch together received about 
$ 1 5  b i l l ion in petrod o l lars. N ow that the Volcker "cur-
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rency shock" has hit the Europeans worse than the 1 979 
"oil shock,"  the petrodollars are not available-unless 
a crash of the dollar persuades the Arabs to "diversify"  
their holdings further into the  French and West German 
banking systems .  

Italy has already undergone a brutal shakeout of the 
internal markets, starting with the July crash of the 
Milan stock market. For the first time since 1 9 1 7  the 
government-in consultation with the International 
Monetary Fund-shut down the stock market for sev
eral days . It appears that the large commercial banks. 
themselves began the crash, in !  order to clear ground for 
even more shocking measures by the central bank and 
government. At the end of July, while the heads of  state 
met at Ottawa, the Bank of Italy stopped rediscounting 
Treasury bills , i .e. put an absolute stop to internal credit 
expansion. Since inflation in Italy is at 2 1  percent, this 
translates into a 21 percent cutback in credit in real 
terms. Meanwhile the new Spadolini government de
clared a reduction in its budget outlays from the 50 
tri l l ion l ira ($42 . 5  billion) per year annual rate then 
prevailing, to 37  trillion lira-a 25 percent cutback 
across-the-board, something OMB honcho David 
Stockman would never have dreamed of. Such a meas
ure was, in any event, implied by the earlier action of 
the Bank of Italy. I t  means the virtual end of health and 
sanitation services in most Italian municipalities . 

Even West Germany will not be much better off if the 
present environment persists . Its whole credit system is 
based on long-term, fixed-interest securities , whose mar
ketabil ity collapses if interest rates rise. Both the big 
commercial banks,  and the Landesbanken, the regional 
central banks for savings institutions who do commercial 
banking business, are crippled by the paper devaluation 
of their bond holdings. The Bundesbank's  Volckerish 
monetary stance has virtually shut down commercial 
lending, with the result that the rate of bankruptcy has 
doubled from 1 980 to 1 98 1 .  On another anniversary, the 
July 1 0  semi-centenary of the collapse of the Danat Bank 
in  1 93 1 ,  the German financial press asked in all serious
ness whether the German banking system would not 
repeat the debacle that brought in, first, Hjalmar Schacht 
as the enforcer for the Bank for International Settlements 
and, two years later, Adolf Hitler. Since the Landesban
ken as a whole have been operating at a loss during 1 98 1 ,  
and the third largest commercial bank, Commerzbank ,  
reduced its dividend this year for the first time in decades, 
this speculation is not unmotivated . 

British disease 
Al l  Europe is staring at its near-term future across 

the English Channel, where Prime Minister M argaret 
Thatcher' s government has doubled unemployment to 
1 1 . 8 percent of the workforce, or 3 mil l ion i ndividuals, 
while proposing to reduce unemployment pay to $7 1 
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per week from $ 1 00 per week for a worker with a 
family.  The 20 percent peak-to-trough production drop 
in Great Britain since Thatcher took office in Apri l  1 979 
is half again as bad as the worst of the 1 930s. The riots 
in British cities this year so far ,  involving mainly Asian 
and Caribbean immigrants, are perhaps only the begin
n ing; under 1 930s conditions not so gruesome as what 
archmonetarist Thatcher has prepared,  British workers 
rioted 50 years ago . Only this time there i s  no Royal 
Navy to fall victim to a sai lors' stri ke .  

M onetarism in Europe, the inverse s ide of the "effi
ciency and ease" of  Euromarket con ditions in Chase 
M anhattan's  description,  means the spread of Britain's 
economic, social, and po litical chaos to the Continent. 
Just at the point of breakdown for several of Europe' s 
economic sectors, however, their ability to provide a 
continuing flow of funds in to the Euromarket has 
virtually ended . They are sucked dry .  

Bank ing  sources close to  Fed Chairman Volcker 
explain that this does not represent a real problem ; it is 
merely necessary that the United States take its turn in 
the barrel again . After the second and third quarter 
1 980 shambles, when industria l  production in the 
United States dropped by 8 percent, and $ 1 5  billion 
flowed off to the Eurodol lar market, the outflow 
stopped . In fact, the United States was the beneficiary 
of a substantial net inflow during the first quarter of 
1 98 1 ,  when Eurodollars entering the American banking 
system accounted for most of the 12 percent per annum 
rate of expansion of money supply i n  that quarter. That 
is ,  s ince the Federal  Reserve restricted banks' capacity 
to lend at home, American corporations borrowed 
abroad and brought the proceeds of the loans home, 
expanding money supply . During the second quarter 
the Federal Reserve accommodated a 32 percent annual 
rate of expansion  of domestic credit, and the inflow 
stopped . It is important to note that the first-quarter 
inflow was not  a drain on the monetary base of the 
Eurodollar market, but rather importation of loans 
spun off the monetary base. Had the actual base of the 
Eurodollar market decamped, the banks could not have 
financed the developing-sector deficit on the markets, 
and sanitation crews would sti l l  be scraping  off the 
sidewalks around Wall Street . 

Now, apparently, the Federal Reserve, not satisfied 
with the gradual but ominous decline of U . S .  economic 
activity , has determined to give the U nited States a 
short sharp shoc k .  In  this case, the enforced collapse 
(perhaps through lending controls of the type Vo\cker 
used in the , second and third quarters of 1 980) of 
intern al  lending activity wi l l  free additional  funds to 
feed the ravenous Eurodol lar  pool ,  and the global 
deficits wil l  presumably be financed . 

Not only the murderous in terest-rate regime,  but the 
capital movements of the fi rst half  of 1 98 1 .  have a lready 
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had a d isast ro u s  i m pad o n  t h e A m er i c a n  econ o m y .  

W h e n  t: u ro pean ce n t ra l  b a n k s  se l l  t he i r d o l l ar s  to b u y  

t h e i r o w n  c u rrenc ies  o ff t h e  noor o r  t h e  fo reign-ex
ch ange m a r k e t .  t h ey co n v ert t h ei r  reserve h o l d i ngs  of 
U . S .  govern m e n t  sec u r i t i e s  i n to rea dy cash . T h is i n 

vo lve, p resen t i n g t h e  se,_' u r i t l c s  t o  t he Federal  R ese rve 

for sale o n  the U . S m a rke t . For t h e  f\ m erican cred i t  

m a r k e t s .  t h e  e ffect i s  t h e  s a m e  a s  i f t he fede ra l govern

ment spent  m ore.  and h a d t o  ra i se a dd i t i o na l fu n d s  on 

t h e  m a r k et . Someone m u s t  b u y  th e secu r i t i e s .  I n  p rac

t in: .  sa\- i ngs t h a t w o u l d  ll t h e l'\\'l sc go i n t o  the savin gs 

ha n k s  a n d  s i m i l a r  i n s t i t u t i o n s .  i . e .  i nto the  d o m e st ic 
h o us i n g m a r k e t ,  h uy u p  t h e  add i t i o n a l  ho n ds .  W h at 

occurs  i s  a net t ransfe r  of A m er i ca n sav i ngs fro m the  

m o rtgage a n d  o t h e r l o n g - t e r m  c re d i t m arkets  at  h o me . 

to t h e  m o n e t a r y  hase  o f  t he E u ro d o l lar  m ar k et . t h ro u gh 

the  l i q u i d a t i o n  of fo re i l1 n  h o l d in gs of U . S .  gove rn men t 

deb t .  

A no t h e r  t u rn  : n  t h e  h a r re l fo r t h e  U n i ted States 
eco n o m y  w i l l  m: ! y  buy t i m e . in t he view of t h e  c r i si s 
rn a n agns . if the defi c i t s  o f  the  Th i rd W o r l d  can n ot be 
m ack u p  t h ro ug h  t h e  fl\ n d �  ava i l ab l e  t h ro ug h  the  
i n t e rn ; , t i u n a i  i n s t i t u t i o n s .  and  t h e  ;.:om mercia l  han k s  
m us t  e n d  t h .:i r d r u n k e n - s a i l o r  l e n d i n g  p a tte rn s o me
ti m e .  wh a t  m u s �  ,L' l VC I S  the i n t e rn a l  econ o m ies of t h e  
T h i r d  W o rl d .  

" S uc h  cll u n t r i e s . "  t h e !;vl F co m m en ted i n  i t s  J u n e 
1 96 1  If/orld L OIl"i } ' i (  (J i l l /no/.. . " w i l l  i n c u r  s u bs t a n t i a l  
i n c rca�es m t hei r d e h t - c n l ce rat i o s  even  if th ey a re 
s ucces:i fu l .  :\ ' a S S U i l 1ed h t: l c .  I II i m p l e m e n t i n g  co m pre
hens i ve  p r o g r ,Hl1 '; P i'  d d j u �t n , c n t . "  C () m p re h e n s ive p ru
grams  o f  a dj u st m e n t lTl t: a n .  Jl1 I M F  e u p h em i s t i c  l a n 
g u age .  d o u h l In g:  or t r e b l i n g  () ! fo o d  p r I c e s  t h rough t h e  
e 1 i m i n a l ! cdl o f  I n t e rn a l  s u b S i d i e s .  red uct i o n s  i n  e n ergy 
and c a r i t a l  g ll o d s  i m p o r t s .  t il l:  a l1Cl n d o n m e n t  o f  l a rge 
c a p l ta l · i n t en s i ve' deve l o p m e n t  pro jects .  c u t s  in g o v e rn 
m e n t  spe n d i n g ,  a n d  , ) (  n e r  mea s u re, t h a t p u s h  deve l o p 
i ng e c o n O ill l C S  u n der t h e  t h res h o l d  o f  s u r v i va l . U n der  a 
! 9 /\)- 1 9XO " , ! d I U ,dT' C rl '  p r o g r a m , "  J a m a i ca s u ffered a 

20 pC fl'l: ll l d ru j' I l :  n: �j l  \\ ages ,  a s t a gg e r i ng b l o w  fo r a 
n a t i o n  m nsl  ll i' dl llse p o p u l a t i o n  l i ves at t he m a rgi n o f  
e x i st e n c e .  a n d  t , lO J.. 1 1 1 p r o d u c i ll g m a r ij u a n a  as  a p r i m a 
ry cash  crop \V h a t  t h e  1 M  F i s  s a y i n g  hac i s  t h a t  e v e n  
s u c h  p ro g r a m s  \v ! l !  ! l O /  co n t a i n  t h e  e x p !c, ,, i o n  o f  t h e i r 
defi ci t s _  " /\  m :lj O [  {:�lLi se i s  t h e  pers i s te n ce o f  i n teres t 
r�l t es <I I l e v e b  i l l u c h  h ig h e r  t h �\  n d u r i  ng t h e  1 9 70s . 
te n d i n g  I II i n c rt' a �t' t h e  o u t tl o w  o f  i n vest m e n t  i n co m e 
Cro n l  co u n t r i e s  w i t h  l a rge extt;rna l  d e b t  a n d ,  t here fo re . 
to l i m i t  t he i m p rovem e n t  i n  t h e i r  c u rre n t  acco u n t  defi 
c ih stc m m lll g fro m t h e  a d o p t i on o f  adj u stm en t pro
g nl fll S .  I t  j ,  d i ffi C U l t  1 0  s e e  h o \\  t hese d e ve l o p i n g  
c o u ll t r i es  ,'o u l d  s u s t a i n  t h e i r  debt  b u rden v. i t h o u t  fu r
ther  red u c i n g  [ h e i r  g ru w t h  r a t e � _ "  

S i n ce t he fi r m ' s  acco u n ta n t h a �  hee n a t  w o r k  :,e l l l n g  

\l :T t h e  fi r m ' s  ,! sseb t o  s l <: \  c u r re n t  w i t h  t h e  cred i to r s .  i t  

i s  l i m e  t o  l o o k  i n t o  the shop and see w ha t is  left .  I t  was  
o ne th i n g  to  j uggle the  world's accounts d u ri n g  1 97 9 ,  

w h en world trade grew in real terms by 6 1/, percent ,  
an d q u i te another in 1 980, when world trade grew by 

only I i i, percent . As a resu l t  o f  the Federa l Reserve ' s  

j ugg l i n g  i n  c o l l aboration with t h e  I n ter nat i o n a l M o ne

tan F u n d and Ban k for International  Se tt le men ts , 

w o r l d  t ra de v o l ume is fal l ing this year in abso l u te terms .  
fo r t h e  fi rst t i m e  s i n ce 1 97 5 .  Every natio n a l sector o f  
econ o m ic i m portan ce is either going through significant 

s h o rt - term reduct ions in output,  as in the U nited States ,  
o r  rem a i n i n g  stagna n t  after a maj or drop i n  o u t p u t . e .g  
W est Ge,nn a n y .  o r  stagnating, as i n  J apa n . 

Cracked fa�ade 
H ere is t h e  point at which the seem i ng ly cool  h a l f

s m i le of  t h e  centra l  banker is reco gni za ble as t h e  

ex p ress i o n o f  a paranoid axe-m urderer .  To m a n age 

defi c i ts o f  cr i s i s  proport ions during the pas t tWLJ years .  
the  B a n k fo r I ntern a t i o n a l  Settlements has  p u t  every 

n a ti o n a l  econ o m i c  sector a m o ng the  O Ee D  gro u p  i n to 

recess i o n a n d  the  grave immediate danger  of gen e ra l 
c o l lapse .  a n d  pushed large sectio n s o f  the deve l o p i n g 

sector p op U l a t ion to the edge of extinct ion . Extmct ion  

i s ,  i n  fac t ,  th e next  step , The U .S .  State Depart m en t 

rec k o n s the s i gn a l accomplishment o f  the O t t a wa S U fll 

m it J u ly 2 1  to h ave been the i n c l us i o n  i n  t h e  heads o f  
gover n m e n t s '  fi n a l com m u n ique o f  a Paragraph 1 2  
d e v o t e d  t o  po p u lat io n contro l .  I t  mea n s , a s  the S l  ate 
Dep a rtmen t wa n ts to  tel l  next  October ' s  N o rt h - So uth 

m o.:et i n g  i n  M ex i c o ,  the i n troduct ion o f  p o p U l a t i o n  
con t r o i  p rog ram s as a condit ion fo r fu rt her credi t s .  

S i n c e ,  acco rd i n g to the 1M F ,  the deve l o p i n g  sector 

C :l rl n n t  a ffo rd to  s u st a i n l arge sect ions  of i h  po p u l a t i o n ,  
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it must eliminate part of them . 
Having successfully "managed" the critical deficits 

by reducing the world's  real output and trade, the BIS 
and I M F  propose to repeat what has evidently been 
such a successful procedure . This is  the policy com m it
ment evident after President Reagan was sufficiently 
duped as to deny the Europeans thei r plea for monetary 
sanity at the Ottawa summit .  

Once real output drops off at the  rate the  crisis 
managers have ordained , the deficits of  nations and 
private firms that ea rlier seemed to  g r o w  dangerously 
but containably will explode out of contro l .  

For  the United States, it means a gap  in  the balance 
sheets of the savings and loan industry between $45 and 
$75 billion , according to different official estimates; 
auto industry profits changing from a negligible posi� 
tive figure in the second quarter, made possible by 
creative accounting, into massive third- and fourth
quarter losses; regional commercial bank insolvencies; 
and a federal government budget deficit  rising over 
$ 1 00  billion,  due to higher in terest costs, higher unem
ployment benefits, and lower revenues. 

At this point, Citibank officer Edward Palmer's  
judgment is accurate. One at a time.  the bankruptcy of 
firms and even nations can be "managed," as we have 
seen during the past year and a half. But  it doesn ' t  work 
that way . Financial institutions react to  the prospect of  
insolvency after the fashion of t he i ndividual sucker 
who can't meet his mortgage payments, and blows his 
last $500 at the roulette table i n  a desperate splurge to 
come up with the cash . The gigantic shift s  in currency 
values, securities prices, and other basic parameters of 
financial life have left the crushingly indebted private 
sector also exposed to the neck in  the speCUlative 
markets. 

The first sign of  real trouble is less likely to be the 
final bankru ptcy of a Chrysler or Pan Am,  but the 
discovery that the Bahamas manager of  a Midwest ban k 
is short of $5 bill ion of cocoa-at which point every 
player in the game considers cashing in his ch ips and 
hiding under the bed . But this  is not the most dangerous 
feature of the situation .  Volcker and his associates have 
created economic circumstances that no n ational gov
ernment and no population can l ive with . 

Should Chancel lor Schmidt, for example, tire of  
playing Atlas to  the  world market, and impose defensive 
exchange controls-which the German central bank i s 
now considering-the entire weight o f  the crisis would 
be thrown back onto its managers. Should M exican 
President Jose Lopez Portillo carry through on his 
threat to "fight l ike a dog to defen d the peso ,"  under 
speculative attack now, and adopt simi lar  defense con
trols ,  what will Brazil do, or other nat ions i n  the same 
spot? Such events would transform what is now a de 
facto military occupntion of the world economy by the 
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supranational institutions into open, and uncontrolled, 
warfare. 

Even if Schmidt,  Lopez Portil lo, and other world 
leaqers ultimately follow orders on the example of 
Spadolini  and Mitterrand, the world is likely to take a 
course different from the one expected by the Interna
t ional Monetary Fund, i . e .  the supranational institu
t ions and their tributary commercial banks squatting 
l ike vultures over the carcasses of national economies. 
The tenuous nature of their position is evident in the 
last weeks' negotiations over the Polish debt. With $5 .3  
bil l ion to pay this  year, and $23 billion in external debt, 
Poland is the worst potential crisis-trigger in the system 
at the moment . The American commercial banks have, 
incredibly enough, decided to play chicken with the 
harried Polish political leadership.  Since the West Ger
man banks are the most vulnerable to Polish insolvency, 
the U . S .  banks have delayed rescheduling the debt, as 
the Germans want, in order to press an additional 
condition on the negotiations: that Poland join the 
International Monetary Fund. 

This action gives the Soviet leadership a direct stake 
in undermining the economic crisis-management efforts 
of the Western leadership, even if it were disposed to 
play games with strategic crisis management. Every 
national sector the International Monetary Fund has 
touched has, in direct consequence, tumbled into do
mestic political chaos. Argentina or Zaire may have no 
one to mourn the convulsions of their internal political 
structure. But t hey are not dependencies of the Soviet 
Union . 

Where the fantasies of  the crisis managers will crash 
into bedrock reality is impossible to say. The most 
immediately submerged rocks are: 

1 )  a collapse in U . S .  real-estate values, associated 
with major  commercial bank losses; combined with 

2) panic withdrawal of large deposits from savings 
and loans after one or two big failures; both above 
associated with 

3) a sudden turnaround of foreign-investor interest 
in the dollar, and a flight of capital into gold and safer 
currencies; combined wit� 

4) exchange controls imposed by European govern
ments who would have l ittle other choice; and 

5) pUllout of  dollar deposits by OPEC countries 
seeking refuge in safer assets; leading to 

6) a breakdown of debt recycling on the Eurodollar 
market. 

Of course, any number of other possibilities are 
evident, and the above hypothetical sequence could 
occur with the same events in different apparent order 
of causality .  What is of overriding importance is that 
the short-term success of comprehens,ive crisis manage
ment has left every vertex of the financial system 
vulnerable to crisis .  
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The August 1 9 71 Prelude 

Two tracks in 
postwar policy 
What follows are excerpts on post- World War I I economic 
history and the circumstances of the A ug. 1 5 .  1 971 decision .  
taken from The Ugly Truth About Milton Friedman by 
Lyndon H. LaRouche. Jr. and David P. Goldman ( New 
Benjamin Franklin House. 1 980). 

The M arshall Plan, as Secretary of State George 
Marshall first envisioned it ,  was to carry out Roosevelt 's  
threat to dismantle the British Empire and replace it with 
a regime of American-sponsored world development. It 
became the 1 80-degree reverse in implementation . The 
State Department Policy Planning Staff turned effective 
control of the plan over to Britain ,  and diverted the 
largest single share of M arshall Plan aid,  $3 .4  billion of 
the $ 1 4  billion total, to  London. Instead of piercing the 
boil that the pound sterling left on the international 
monetary scene after the war, the M arshall Plan ,  as well 
as the International M onetary Fund, bailed out the 
sterling monetary area, building into the monetary sys
tem a detonator for the exchange crises that exploded in 
the late 1 960s . 

The Marshall Plan undermined the dollar's long-run 
stability by intentionally restricting American exports to 
war-stricken Europe . Europe was compelled to rebuild, 
in some cases literally, out of  its own rubble. The M ar
shall Plan 's official target was to reduce European im
ports from the United States to $2 .7  billion for 1 952-
1 953 ,  against $3 billion in 1 938-at the trough of the 
Depression-and $6.7 billion in 1 947 .  Under the direc
tion of British treasury official Sir Eric Roll ,  Harlan 
Cleveland (now chairman of the Aspen Institute), and 
George Kennan's State Department planners, the M ar
shall Plan succeeded in reducing America' s  exports to 
trifling levels compared to those of other industrial coun
tries . Britain offered America the status not of a world 
industrial power but of a rentier . . . .  

Simultaneously , the International Monetary Fund, 
the central monetary institution formed at Bretton 
Woods, imposed a "fiscal austerity" regimen on devel
oping nations, preventing them from absorbing large
scale American industrial exports, which would have 
implied trade deficits, forbidden under the I M F' s  Rules 
of Agreement. 
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America became a continental, not a world:industrial 
power, hemmed in by the postwar monetary blueprint 
authored by John M aynard Keynes, Britain 's  negotiator 
at Bretton Woods. From a position of unchallenged 
strength at the war's end, the American dollar became a 
deficit currency by 1 958 and a bankrupt currency in 1 97 1 .  
The era of dollar weakness began as soon as Europe, by 
virtue of enormous and prolonged sacrifice, recovered 
from the war, despite the flawed M arshall Plan . 

The dollar' s obituary was already the subject of mem
oranda among M arshall Plan economists in 1 950, when 
Robert Triffin ,  the bright young man of the "Austrian 
School" of von H ayek and von Mises, became Special 
Adviser on Policy, Trade and Finance to the Economic 
Cooperation Administration,  the government agency 
that administered the M arshall Plan .  Under him worked 
Milton Friedman,  newly notorious for his extreme mo
netari st views . Triffin, a Jesuit-trained Belgian,  came to 
the U.S .  government via H arvard University . He became 
the leading postwar proponent of Keynes 's  original 
scheme to eliminate the dollar as an international curren
cy altogether, in favor of  a "one-world" currency like the 
present Special Drawing Right controlled by the Inter
national Monetary Fund . Friedman,  his consultant, took 
the apparently opposite, but actually compatible position 
that chaos should be allowed to take its course. 

Under what were considered normal conditions until 
1 97 1 ,  central banks m aintained the respective prices of 
their currencies against each other and against an inter
national standard, gold . World trade necessitates such 
stability . If  the values of  currencies shifted continuously, 
exporters, importers, and international investors would 
have no way of knowing what the future price of the 
currencies they are to be paid in  would be, except through 
enormously expensive hedging operations .  But Fried
man insisted that chaos should be the acceptable norm or' 
economic affairs, and nations should accept that notion 
by abandoning fixed rates . . .  

Friedman cannot be accused of lack of foresight here. 
America formally agreed to end the world role of the 
do llar in 1 965 ,  after Treasury Secretary Henry Fowler 
told Lyndon Johnson that if  he wanted to finance the 
Vietnam War, he would have to junk the dollar for the 
I M F' s Special Drawing Rights, historian William Wise
ley reported. Wiseley noted m aliciously that Britain's 
Field M arshal Lord Carver persuaded the United States 
to get into Vietnam in the first place . Vietnam did not 
create the 1 960s dollar crisis any more than the Algerian 
conflict created the French franc crisis of 1 958 ,  but it did 
provide the final blow. 

Friedman added to this prescription in late 1 968-
when he began to advise Richard Nixon, the President
elect-that the United States should eliminate gold from 
the monetary system, and "set the dollar free by stopping 
pegging the dollar ."  He told an American Economics 

Special Report 27 



Association conference gleefu l ly,  " Each of  these steps i s  
within the unilatera l control of the U . S .  No other  coun try 
can by its action prevent us from tak ing them . "  The m ost 
Europe could do in  response to shotgun monetary diplo
macy , Friedman suggested , was "to try to set up a k ind  
of gold b loc  whose currencies wou ld  be  l inked at fixed 
rates to one another but  fl uctuate as a group vis-a-vis the 
dollar ."  In  August 1 97 1 ,  to the disbe l iev ing o utrage of 
the Europeans ,  Nixon took Friedman's  advice,  at  the 
urging of then Undersecretary of the Treasury Volcker .  

[Gaullist economist]  Jacques R ueff was determined 
that this would not happen . 

Instead of abusing the dol lar ' s  in tern at ional  accepta
bility as a reserve currency by running con tinuous pay
ments deficits, he argued in a June 1 96 1  essay in the Paris 
daily Le Monde that the U nited States should pay its 
for&ign obligations  in  gold . R ueff d id  not suggest that  
the United States should give up its gold stocks (as i t  d id ,  
in  fact, g ive up half of  them before 1 97 1 ) . He  in stead 
proposed an increase in  the gold price relat ive to al l  
currencies, which would enable America to meet its 
foreign obligations in gold. The contents of  the Le 
Monde article, which R ueff had ear l ier  sent to President 
de Gaulle in  memorandum form , set o ff an i nternational 
controversy that lasted throughout the 1 960s . U nt i l  
LaRouche's 1 974 "Golden Snake" proposa l ,  which proj 
ected what later became Phase One  of  the European 
Monetary System , R ueff was the authoritative spokes
man for the politics of  the Grand Design in  the mo netary 
sphere . Relative to LaRouche 's  more comprehensive 
formulation of the requi red new in ternat ional  monetary 
system, Rueffs p lan was s imple ,  but no l ess effect ive .  
The United States was an underexporting nation ,  Rueff 
wrote, and required a disc ipl ine by which to correct the 
tendency toward rentier status of the postwar  period . . . .  

The col lapse of the French franc  in September 1 968 
undermined de Gaul le 's  abi l i ty to gu ide international  
monetary affairs ,  and i t  was the unpleasant job  of a new 
finance minister, Valery G i scard d ' Estaing, to go to the 
I M F  and make a temporary peace with the Briti sh .  De 
Gaulle' s ouster and the accession of  Wi l ly  Brandt' s Social  
Democrats to power in  West Germany put the world on 
direct course toward the A ugust 1 97 1  debacle . . . .  

How much the Un i ted States lost when i ts great 
wartime ally and postwar friend Charles de Gau lle de
parted office is not u nderstood by most Americans .  
President N ixon is  one  of  the few who had an i n k l ing; he  
saw the  postwar pol i t ical leadership of  the West  " i n  the  
shadows of those  two giants ,  E isen hower and de Gau l l e . "  
Despite Nixon's  great persona l  regard fo r de Ga u l le ,  h i s 
comprehension of  what the French president and h i s  
adviser R ueff represented w a s  submin imal . 

How litt le Nixon understood i s  evident i n  h i s  decis ion 
to make M i lton Friedman the  gu id ing  economic  pol icy 
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voice of  the fi rst two years of his administration ,  until 
Fr iedman ' s  money program had put the Un i ted States 
i n to deep recess ion by 1 970.  But N ixon carr ied o ut the 
fu l l  Fr iedm a n  program on A ugust I S , 1 97 1 ,  with the 
add i t ion  of  the wage-price contro ls demanded by "po
pU l ist  m o netarist" Henry Reuss . . . .  

N i xon ,  i n  any even t,  had learned h i s  econom ics at the 
White H ouse at Arthur  Burns's knee .  Burns  now moved 
back to  the  Whi te House from Co lumb ia  as counselor to 
t he Pres ident .  The next year, Burns  repl aced the aging 
W i l l i am M cChesney M a rt in  as cha irman of  the Federal 
Reserve ' s  Board of  Governors .  

During the fi rst half  of  1 969 , the Federal  Reserve 
he ld  the rate of money supply growth to 4 .4 percent per 
year,  r ight in the middle of Fr iedman ' s  recommended 
range of 3 to 5 percent . Pr ices rose by an ann ual rate of 
5 . 8  percen t ,  faster than they had dur ing what N ixon 
cons idered a period of  monetary laxity under Lyndon 
Johnson ,  when they had risen by 4.6 percent per year. 

The record on economic 
crisis predictions 

A rthur Burns, 1 969 :  " We have made considerable 
progress ioward ful l  employment and economic sta
b i l i ty in  our generation ,  and we have accompl ished 
th i s  whi le  preserving the essent ia ls  of pol i tical and 
economic  freedo m .  Financial c rises ,  which frequently 
d isrupted economic l i fe i n  earlier t imes,  no longer 
exacerbate our troubles" 

George Shultz, director o f  the Office o f  Manage
ment and Budget, M ay 1 0, 1 97 1 :  "When [Nixon} 
came i nto office . . .  others said the inflat ionary thrust 
cou ld  never be contained without a virtual  takeover of 
economic  activity or a major  depress ion . I t  was-and 
without e i ther ." 

Paul Samuelson, 1 970 Nobel Prize winner in eco
nomics ;  from the seventh  edi t ion of his textbook 
Economics: "The modern fiscal system has  great in
heren t automatic stabil izing properties . Al l  through 
the day and n ight ,  whether or  not  the Prsident is  to be 
fo und  in  the Wh i te House, the fiscal system is helping 
to keep our  economy stable .  If  a recession should get 
under way whi le  Congress was out of  session ,  power
fu l automat ic forces would go instantly into action to 
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This d id not upset Friedman,  who believed that monetary 
pol icy operated with a six-month lag.  He wrote, however, 
in August 1 969, "If the rate of price rise has not begun to 
abate by the fourth quarter of this year, i t  will be time to 
ask us for an explanation . "  

B u t  the rate o f  price inflat ion did n o t  abate.  I t  cont in
ued at 5 .8  percent per year through the second ha lf  of 
1 969, and showed no signs of improvement .  

Friedman prescribed more of the same medicine,  and 
the Federal Reserve, under Nixon ' s  imprimatur,  obeyed . 
Monetary growth stopped dead i n  the ha lf-year from 
June 1 969 to December 1 969, and  t he economy col lapsed. 
Starting in the summer, industria l producti on  fel l ,  and 
unemployment rose from 3 .5 percent in  1 969 to 5 percent 
in M ay 1 970.  Despite the deterioration of economic  
condit ions ,  i n flation did not  fal l .  Dur ing the  fi rst half  of  
1 970, inflation was  higher than  i t  had been the  previous 
year .  As Leonard S i lk  summed it up:  

"The economy was s l ipping into recession ,  with no 

counteract i t  without the need for any committee 
meetings or for exercise of any human intelligence." 

EIR founder Lyndon H. LaRouche, Jr., fol lowing 
the Aug. 1 5, 1 9 7 1  devaluation of the dollar,l wrote an 
article titled "Why It Happened Now," in which he 
explained the method by which he was able to foresee 
the 1 97 1  events a decade earlier: "The developments 
leading up to President Nixon's actions of August 1 5  
have more or less totally discredited every well-known 
living economist but this writer . . .  . 

"During the period, 1 958-59 . . .  LaRouche devel-
oped and presented the fol lowing ideas: I )  That the 
1 957-58 recession represented a turning point in post
war capitalist development, a point of exhaustion of 
'endogenous ' U.S .  potential for further expansion of 
the domestic productive labor force .  On this basis he 
predicted a period of minority and youth ferment, 
without immediate new radicalization among trade 
unionists. 2) That no immediate depression was then 
in sight, s ince continued growth of the U,S .  economic 
satrapies in  Western Europe and Japan provided a 
prop to the U.S .  dollar on a world scale. 3) That the 
basis for continued healthy capitalist expansion in 
Western Europe would begin to be exhausted about 
the middle of the 1 960s, after which the international 
monetary system must begin to unravel . . . .  Since that 
time, the theses have gone the rounds . . .  and have 
been denounced by nearly every leading figure in 
sight .  I t  was charged that LaRouche overlooked the 
'built-in stabilizers,' or the 'new reality' of 'neocapital
ism' and the 'postindustrial society . '  " 
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tangible evidence that i n flat ion was abating .  I nterest 
rates had c l imbed to levels not seen in  a hun dred years, 
with devastat ing effects on hous ing .  The federal budget 
was dropping i nto deficit , aggravating pressures on 
money markets .  The s tock market went  into the worst 
decl ine i t  had experienced s ince the G reat Depression ."  

Friedman nearly brought the American economy 
through a repet i t ion of  the 1 929 crash , by identical 
methods. In May the Penn  Centra l Ra i l road went bank
rupt ,  leaving hundreds of mi l l ions  of  do l l a rs i n  short
term commercia l  paper outstanding .  The ent i re structure 
of  A merican short-term credit ,  which depended on tens 
of b i l l ions  of dol lars in short-term promissory notes 
secured on ly by the faith of the borrower, was in  danger. 
Bankers sat in their offices deciding whether or not to 
panic, and Arthur Burns  made a series of  franti c  phone 
cal l s  to New York and Chicago promising that  the Fed 
would provide as much money as needed as soon as they 
needed i t .  From dead zero , the rate of money supply 
growth j umped to 1 3  percent .  

Penn Central d id  not  lead to a general panic i n  the 
American credit markets .  H owever, the sudden l urch 
from monetary strangulaion to a postwar extreme i n  
monetary laxity sent t h e  American dol lar  sk idding down 
toward the great debacle of  August 1 97 1 .  The first  big 
dol lar  cr is is  of the Nixon admin i stration  broke out al
most as soon as Burns  opened the floodgates i n  M ay 
1 970 . 

Richard Nixon was stupid,  but not  that  stupid .  On 
the next moonless night he b uried M il ton Friedman ' s  
reputation i n  the Wh ite House back  lawn .  I mmediately 
after fol lowed Nixon ' s  great recantatio n ,  "We are a l l  
Keynesians now, "  meaning ,  "We are no longer Fried
manites" ! 

That d idn ' t  get either the White House or the Uni ted 
States out of the hole that a year of Friedman ' s  medicine 
had put it in. By A ugust 1 5 , 1 97 1 ,  Nixon caved i n  to the 
demands of Rep .  Henry Reuss and Treasury U ndersec
retary Paul Volcker, de- l inked the dol lar  from gold,  and 
placed wage-price controls on the American economy 
that would, within two years, lead to double-digit infla
t ion . 

Friedman 's  m ugging-mate, Wi l l i am F .  Buckley, Jr . ,  
had what turned out  to be the most appropriate comment 
on  M ilton Friedman as oracle to the White H o use . I n  an 
August 1 6 , 1 97 1  editor ia l  i n  National Review enti tled 
"Goodbye M il ton Friedman ,"  B uck ley wrote: 

" M r . Friedman can absolutely be counted upon to 
say that his theories were not  given an adequate exercise . 
There is no doubting that  he is correct. But it is possible 
that his theories suller from the overriding disqualtjication 
that they simply cannot get a sufficient exercise in demo
cratic situations-because it takes longer for them to 
produce results than the publ ic  i s  prepared to wait. . . .  " 
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Principles of statecraft for 
a new 'North-South' policy 
by Lyndon H. LaRouche, Jr. 

EIR founder Lyndon H. LaRouche. Jr. has written a 
booklet. titled Principles of Statecraft for Defining a New 
"North-South" Policy, which will appear soon. We pro

vide here advance publication of the Letter of Transmittal 

for that booklet. 

This report has been prepared chiefly to provide 
needed background knowledge for members and advis
ers of governments participating in the scheduled Oc
tober 1 98 1  "North-South" conference in Cancun, Mex
ico. 

The problems which demand such a report are 
chiefly these. 

The effort to establish efficient policies for economic 
development of nations with a high ratio of  rural 
population has been in progress since the deliberations 
leading directly to the adoption of the UNO's First 
Development Decade resolution,  back during the 1 950s. 
Unfortunately, from that time to the present, the use of 
the word "development" in such contexts of  diplomatic 
effort has continued to mean chiefly a shifting aggre
gation of aspirations without an accompanying, coher
ent and generally accepted theory of what development 
is, or by what well-defined courses of action it might be 
achieved. 

The principal cause for this lack of generally accept
ed development theory , and the chief cause for capitu
lation by developing nations on vital issues of negotia
tions, has been the fact that the external indebtedness 
and sources of new credit of  most governments and 
states has been institutions allied with the Ban k for 
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International Settlements, International Monetary 
Fund, and World Bank .  Since no general development 
of the southern tier of nations is possible without either 
replacement or radical reform of those powerful mone
tary and financial institutions, the fear of these institu
tions has transformed the discussion of development 
into forms resembling debates over the best forms of 
self-government among the prisoners of a Nazi concen
tration camp.  

All things being equal, one might assume that 
present and future "North-South summits" would be 
nothing more than one more graveyard of memory for 
frustrated hopes. All things are not equal . The Ottawa 
summit conference of leading nations, reviewing mone
tary policy, was much worse than a total failure. The 
last chance for most among developing nations is now 
the negotiations leading into the October conference in 
Cancun, Mexico . Either developing nations muster the 
courage to accomplish what they have never attempted 
since the Colombo, Sri Lanka conference of August 
1 976, or the sovereignties and much of the population 
of entire regions of the developing sector will begin to 
vanish rapidly in the developments soon to follow. 

The possibility that some section of  the developing 
nations might, at last, attack the key issue of develop
ment policy has not arisen because matters have become 
better, but because well-informed nations know that 
their very nations may soon cease to exist unless courage 
is now found to attack issues which thfY have not dared 
to attack openly before this time. 

The writer of this report became a somewhat signif-
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icant, if peripheral factor in the effort to establish a new 
world economic order during the period of 1 974-76, the 
period leading into the August 1 976 Colombo confer
ence . In the massive, coordinated operations . against 
himself during autumn 1975 ,  the writer experienced 
first-hand the nature and scale of pressures mobilized 
against any government or political figure which chal
lenges the neocolonialist policies of the I M F, World 
Bank, and Bank for International Settlements. The 
major personal, coordinated roles of Henry A. Kissin
ger and Gamani Correa of U nctad in that 1 975  opera
tion exemplify the coordinated functions of influential 
traitors within the "Third World Camp" in setting up 
governments and personalities who displease the mas
ters of Kissinger. 

In desperate haste to divide and conquer forces 
seeking monetary reforms during the pre-Colombo 
period, Kissinger and the U .S .  Brookings Institution 
concocted a swindle then termed "the International 
Resources Bank" proposal, which was introduced to 
hoodwink a majority of the Group of 77 through the 
Switzerland offices of Unctad, and Gap1ani Correa. The 
" International Resources Bank" swindle was followed 
by a similar hoax, from the same Kissinger- linked 
sources , called the "Common Fund ."  

Governments which sponsored serious development 
proposals, such as the Colombo resolution of August 
1 976,  were either simply overthrown, and in some cases 
targeted for assassination, chiefly on the basis of orders 
of coups and assassinations mediated through Kissin
ger. M rs .  Bandaranaike's government was ousted in Sri 
Lanka, a coup d'etat was organized against Mrs. Gan
dhi's government, with aid of leading figures of the 
Socialist International , and funds conduited, according 
to Indian sources, through the Siemens- ITT conduits. 
On Kissinger's orders , the Bhutto government of Paki- -

stan was overthrown , Kissinger personally informing 
Prime Minister Bhutto that Kissinger and his friends 
were "going to make a horrible example of you." It is 
little wonder that the Socialist International and its 
close associates are so bitterly hated among all informed 
leading patriotic circles of developing nations .  

The presently projected October conference is sched
uled for a nation, Mexico , which is targeted for early 
"Iran treatment" by the Trilateral Commission and 
forces allied to the leadership of the Socialist Interna
tional . George Bal l ,  a leading figure of  the Trilateral 
Commission linked financially to the fascist Propagan
da Two Freemasonic lodge of  Licio Gelli, continues his 
commitment to murder at least half of the population 
of Mexico, the commitment to which he and the Trila
teral Carter administration have been com mitted s ince 
no later than 1 fJ'!6. This Hitlerite scheme of Will iam 
Paddock's and Bal l ' s  this writer exposed in a half-hour 
nationwide U . S .  television broadcast on Nov. 1 ,  1 976 .  
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The destabilization o f  Central America, mediated 
through left-Jesuit Liberation  Theologists, elements of 
the leadership of the Socialist International , and coor
dinated by elements associated with the K issinger
Carter State Department and National Security Coun
cil , I is already being extended into escalated form in 
Guatemala, with the Guatemala destabilization intend
ed to lead to a foreign military occupation of Chiapas 
state in Mexico . 

The general proposal for elimination of 2 billion or 
more of the developing sector's population by approxi
mately the year 2000 was initiated by Aurelio Peccei's 
Club of Rome, a proposal brought into the open during 
1 972- 1 973  with aid of  a fraudulent report prepared by a 
pair of evil professors at the M assachusetts Institute of 
Technology, Dennis Meadows and Jay Forrester: the 
Limits to Growth. This policy of genocide is  aided by a 
complex of international "environmentalist" move
ments set into motion in coordinated fashion during the 
closing months of 1 969 . These include the World Wild
life Fund, the Aspen Institute, and the U . S .  Sierra Club, 
among numerous others, down to the level of  the- rag
tag of "radical antitechnology" groups developed as 
subversive forces in various developing as wel l as indus
trialized nations .  

This genocide was openly proposed to become the 
policy of the United States through a Global 2000 
Report prepared under the term of Secretary of State 
Cyrus Vance and released to the public with the enthu
siastic endorsement of Vice-President Edmund M uskie. 
The report ,is enthusiastically supported by the pro
genocidalist Archbishop of Canterbury, Robert Runcie, 
who insists, together with others, that the Willy Brandt 
North-South Commission report includes proposed pol
icies by which such genocide could be successfully 
fostered. A lthough the Brandt Commission report does 
not represent itself as supporting genocide, the measures 
included in  the proposals would have exactly such 
con seq uences . 

The monstrous fact of the matter is this .  Here we are 
faced with an overt, repeatedly avowed intent to perpe
trate genocide on a scale a hundredfold larger than that 
accomplished by the Nazi regime, and yet, with the 
memory of  the N uremberg Trials and Nuremberg Code 
sti l l  fresh on the books of international law, the leading 
figures associated with the Club of Rome are not only 
not brought before international or other tribunals as 
the letter of the law demands be done, but such mon
strously degraded persons are received by governments 
and other prominent institutions around the world as if 
such genocidalists a hundred times worse than Hitler's 
criminality are to be regarded as " respectable public 
figures ".' At the very least, the patriots of every devel
oping nation should demand that personalities associ
ated with pro-genocidal and allied "environmentalist" 
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proposals be treated as "personae non gratae" through
out the developing nations .  

That exemplifies the kinds of facts characterizing 
this writer's direct knowledge of  preceding development 
negotiations .  The danger to developing nations' exist
ence, and the existence of large portions of their  popu
lations is very immediate.  To fai l  to confront the issues 
of the neocolonialist monetary order now, and directly, 
would be a virtual act of  suicide by the governments of 
most nations of  the developing sector. 

The key to the i mmediate danger i s  twofold.  Primar
i ly,  the continuation of the usurious monetarist meas
ures of U .S .  Federal Reserve Chairman Paul A. Volcker 
since October 1 979 has brought the world to the verge 
of a chain-reaction of monetary collapses, analogous 
broadly to the 1 929- 193 1 period.  The United States has 
responded to its government' s fai lure and unwillingness 
to reverse the Volcker policies by adapting its national 
social and strategic-military policy to the circumstances 
defined by Volcker' s imitation of Nazi FinllOce Minister 
Hjalmar Schacht .  Military policy has been reshaped on 
the basis of the' stripping away of industrially based in
depth strategic capabilities of the Atlantic Alliance, by 
a would-be offsetting emphasis on "forward defense," 
"first-stri ke" nuclear postures against the Soviet 
Union's heartland .  This has brought us to the verge of 
Soviet preemptive countermeasures , approximating, in 
reverse, the 1 962 Cuba M issile Crisis . These two com
bined and interdependent problems have created a more 
menacing danger to the human species as a whole than 
existed in fact on the verge of either of the two previous 
world wars of this century . 

The proper way to evaluate these dangers leads one 
to examine the awareness and associated intent among 
the Tri lateral Commission and its international all ies . 

On June 1 4 ,  1 98 1  the Bank for International Settle
ments reported that the continuation of the Volcker 
measures in the United States was leading the world to 
the verge of a new world depression, possibly worse 
than that of the 1 930s. That BIS report was correct on 
both of those cited accounts-although not in respect 
to its proposed actions. 

On the second count, i f  we compare 1 929- 1 93 1  with 
the present period, we note that the ratio of  fixed 
financial charges to value of total goods-production is 
an order of magnitude larger today than was the case in 
1 929 . Since current and future payments of the fixed 
charges of ground-rent and debt-service must be derived 
from the gross profits of goods-production as a whole, 
the combination of a monetary ' inflation in  fixed fi nan
cial charges with a contraction of goods-production 
levels transforms the combine.d absolute and relative 
monetary inflation of capit.al ized ground-rent and debt
service values into a classical financial "bubble," li ke 
the John Law "Mississippi" bubble and the British 
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" South Sea Island" bubble of the 1 8th century . The 
degree of  stress between those aspects of financial 
holdings and the shrinking gross profits of goods
producing sectors is an approximate measure ' of the 
depths of the depression which will occur when the 
bubble is burst . 

On the first count, the kind of bubble-spiral we have 
described summarily enters tht� i m minent-collapse phase 
of such a spiral when interest charges to goods-produc
ing sectors exceed the ratio of  marginal return on 
investment in circulating capital of  goods production.  
That is ,  there is no possible equilibrium-value of  resta
bi lization within the monetary cycle so defined . In this 
phase, the economy proceeds to the point at which a 
chain-reaction of  bankruptcies, and closings to avoid 
bankruptcy, strikes both goods-producing entities of 
the economy and increasing numbers of banks and 
other financial institutions .  That latter condition of 
maturity was reached in the United States internal 
economy at the beginning of  the second quarter of 
1 98 1 .  

The chain-reaction effects of  the Volcker policy were 
mediated into the Federal Republic of Germany 
through the compl icity of  the independent Bundesbank, 
act ing in  concert with the private central bank for 
independen t central banks, the Bank for International 
Settlements .  That nation, in  consequence, has been sent 
into a spiral of contraction,  which will become a depres
sion as soon as the contraction of the nation ' s  balance 
o f  trade and payments combined bring the whole econ
omy below breakeven levels .  

The agreements reached in the July Ottawa confer
ence have removed all rem aining actual and potential 
obstacles to the triggering of  a financial collapse during 
the months i mmediately ahead . 

This knowledge is commanded by not only the Bank 
for International Settlements, but also by an associated 
interlocking complex of Venice-centered fam ily funds, 
the complex which instructs Mr. Volcker on which 
occasions the Federal Reserve chairman is permitted to 
cough, breathe, or bl ink an eye . The implied conclusion,  
therefore, is that these forces, or at least a prevailing 
majority among them,  desire a new depression .  

This is ,  in fact, the correct evaluation . The chaos and 
crisis such a col/apse will precipitate is the desired oppor
tunity among a prevailing majority of such family funds. It 

is their presen t intent to establish an " emergency decree " 
governmen t  in the United States. and "authoritarian " 
regimes in every nation of Western Europe. 

A fascist coup is now tentatively scheduled to occur 
in Italy during September 1 98 1 .  As in other Western 
European nations,  the new fascist state order is  to be 
modeled politically on the 1 920s Mussolini fascist re
gime, while the monetary-economic features of the state 
are to be modeled on the Nazi austerity of  Hjalmar 
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Schacht and A lbert Speer . In general , these fascist re
gimes are intended to be given the cover of fasci st 
presidents or prime ministers of Socialist In ternational 
parties, such as Bettino Craxi in Italy . The coup in Italy 
is being organized with the support of  U .S .  Secretary of 
State Alexander H aig and coordinated, on  the ground 
by forces associated wi th  Agnel l i ,  Fanfani ,  Olivetti, the 
Assicurazioni Generali d i  Venezia e Trieste, and the 
mother- lodge for the fascist Propaganda Two lodge, 
Grand Orient of Rome . These are the Ital ian, Venice
coordinated forces which control Aurelio Peccei of  the 
Club of Rome . 

For clarity, it is usefu l  to add that former Carter 
Ambassador to Rome, Richard Gardner, was not only a 
founder of the Trilateral Commission, but was at the 
time of that founding a paid intel l igence officer for the 
fascist Propaganda Two lodge in  Italy. The paid connec
tion of Gardner to the Propaganda Two lodge, prior to 
his being appointed Carter' s ambassador to Rome, was 
as agent for the Rockefel ler- interfaced In ter-Alpha 
Group , an interlocking international financial cartel ,  
contro lling the funds of the Socialist Party of Italy, 
direct ly l inked to the i nternational drug-financier i nter
ests and financial depositories of the Scottish Rite Free
masons in Scotland.  Whi le  ambassador to Rome, Gard
ner performed not only a key role in the "Bi l lygate 
affair ," as an accomplice, but intervened in  pol itical 
defense of interests later indicted by Italian courts as 
terrorists. As the Italian courts have shown. all terrorism 
and related undertakings in Ita!.v since the beginning of the 

"Strategy of Tension " '  in 1 969  have been coordinated 

through the Propaganda Two lodge. to which Gardner i s  
connected b y  marriage a s  well a s  i n  other forms.  Colonel 
Qaddafi of Libya was a creation of these same circ les . 
Qaddafi has been a correspondent of the fascist interna
tional since no later than 1 959,  and was put in to power in 
Libya in 1 969 i n  coordination with the "Strategy of 
Tension" operation by combined Venetian and British 
Petroleum interests . Qaddafi i s  a partner of  Agnell i  and 
of Venetian-controlled I tal ian M afia circles coordinating 
terrorist, drug-running and weapons-smuggling traffic 
into Europe through which Bil ly Carter 's  connections 
into Libya were arranged .  

The projected pol icy for an "emergency government" 
of the United States is  to enter this state of affairs by 
successive degrees , using a combination of  monetary
economic and strategic crises as  the pretexts for these 
successive steps . The general pol icy for such steps i s  to 
model the Uni ted States directly on the Nazi regime of 
the 1 930s, combining the union-busting and austerity of  
Nazi Finance Minister Hj almar Schacht, under the  Brun
ing and H itler regimes, with Hermann Goring' s "guns 
instead of butter" military po licy. This includes the 
projected elimination of President Ronald  Reagan;  and 
the control of Reagan's  policies and perceptions in the 
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meantime by a com bination o f  i ntimidation by the Tri
laterals and Menachem Begin with Reagan's  known 
susceptibility to "consensus" -determined policy-making 
and his anti-Soviet profi le .  

Although the White H ouse i s  moral ly abhorrent of  
the genocidal pol icies of Global 2000. and committed to 
the principle of  sovereignty of nation-states, the forces 
determined to manipulate and el iminate Reagan are 
typified by the Draper

' 
Fund,  for which Gen . M axwell 

Taylor is presently a rabidly racist-genocidalist spokes
man.  James Buckley at the State Department i s  the 
executive responsible for the principa l genocidalist sec
tion of that institution ,  and the administration is crawl
ing with the influence of the Fabian Society-controlled 
Heritage Foundation and the Fabian-fascist Prof. Mil
ton Friedman,  both of which influences are rabidly com
mitted to pol icies ensuring genocide throughout much of 
the developing sector .  

I f the depression  occurs, and faci l itates politi cal  shifts 
in the government of  the U nited States and Western 
Europe, the increasingly fascist character of fascist gov
ernments led by Socialist executives or influenced by the 
Fabian-Social ists of the Heri tage Foundation in the 
United States (e .g . , David Stockman) ,  must be taken into 
account to assess the forces through which massive gen
ocide against the developing sector will be mediated. 

Thus, it wo uld be moral insanity and intellectual 
imbecility among developing nations'  governments not 
to view the negotiations leading into the October confer
ence as quite possibly the last and only remaining oppor
tun ity to force the world to move out of the fascist
genocidalist geometry intrinsic to the present composi
tion and policies of the I M F, World Bank and  Bank for 
International Settlements .  If some among the industrial
ized nations  can be shocked into creating increases in 
levels of  world trade in high-technology capital goods, 
by promoting North-South technology transfer, that 
shifting of key such nations away from the brink of world 
depression will strengthen democratic forms of  republi
can government against the imminent fascist threat. 
Only in  that way could the r isks of  n uclear war and 
almost certain genocide be combatted at this l ate stage 
of developments. 

Like many committed to fostering technology trans
fer to developing nations over years, this writer has 
become so accustomed to the atrocities perpetrated by 
Kissinger et al . that he, l ike many similarly advantaged 
to know the inside of such matters, has lost the capacity 
to weep , or to be shocked by any new manifestation of 
Kiss inger- l ike bestiality or the cowardice and narrow
minded cupidity among many of K issinger' s victims .  
From such experience, t h i s  writer 's  thoughts drift, 
through reconstructed memory, to Dante Al ighieri in 
I taly at the beginning of the 1 4th century. Then, the 
bio logical and pol i tical ancestors of today's Venice-
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centered interlocking combination of rentier:-financier 
family funds, imposed upon Europe a genocidal blend of 
usury and austerity which resulted in a halving of the 
population of Europe over the period from 1 268 A . D .  
into the third quarter of  the 1 4th century. Indeed, i t  i s  
that same Venice-centered "black nobility," together 
with coopted family-fund partners in  many parts of the 
world, which created M ussolini and Hitler, and which is 
behind Volckerism,  Friedmanism , Club of Rome geno
cide, and new fascist schemes of today . 

Yet, then , out of the genocidal abyss into which the 
powerful ,  Aristotelian financier interests of  Venice and ' 

Genoa then plunge� Europe, Dante's efforts, continued 
through Petrarch and others , established the great wa
tershed of all subsequent modern civilization, the 1 5th 
century's Golden Renaissance. It was the development 
of science, of printing, the transformation of brutish 
local dialects into literate modern languages, and the 
creation of the institutions of the modern sovereign 
nation-state republic then, which l ifted Europe from the 
genocide and rubble created by Aristotel ianism of  Genoa 
and Venice , to develop Europe as the center of  the 
world's production of wealth and culture during later 
centuries . 

Although the power created by the Golden Renais
sance was too often appropriated by resurgent Aristote
lian forces centered on Venice' s family funds,  the poten
tial for great good was nonetheless established-on con
dition that we crush the evil forces centered historically 
and financially on Venice' s family funds.  

That record implies that if  one could look rightly at 
the developments traced from the influence of  the work 
of Dante into the 1 5th century and beyond, that view of 
history must provide us lessons which are perhaps not 
obtainable in  such degree of applicability to today in  any 
other way. If we can look rightly at the past seven 
centuries of European history, sorting the good from the 
evil ,  the excellent from the merely mediocre and tragical
ly foolish, there must l ie within that matter durable 
lessons of statecraft urgently wanted today . 

As to the immediate future of  humanity, it would be 
foolish to be blindly optimistic. Perhaps, unless this 
report can help to awaken and encourage some among 
the participating governments, the October meeting wil l  
be as fruitless as the recent Ottawa conference. The only 
immediate source of hope for mankind as a whole i s  that 
the highly improbable might occur in the course of 
preparations for that meeting.  The only remaining 
source of hope is the highly improbable prospect, that 
some statesman m ight at last break the mold of tradition
al diplomacy, and recapture some of that higher moral ity 
and true genius exemplified by Dante Alighieri , France' s 
Louis X l ,  and Benjamin Frankl in ' s bril l iant organization 
of the defeat of Britain .  

The chief source o f  corruption of  statesmen , apart 
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from the reaction-formation to fear of  Kissinger's  mas
ters, is the influence of the putative professional econo
mists .  Although some among those brutally miseducated 
economists are intell igent persons still capable morally 
and intellectually of re-education in economic science, 
the varieties of pol i tical-economic method and doctrines 
they represent presently are each and all worse than 
incompetent . The developing nations, in  particular; have 
been saturated with the dogmas purveyed by Cambridge 
University's King's College and the London School of 
Economics . The very system of national-income ac
counting used by every government of the developing 
nations i s  intrinsi cally incompetent for related reasons . 
A developing nation statesman who desires his nation to 
survive must begin by rejecting the influences of  each 
and every one of the certified economists presently pre
dominating in those nations .  Until they have been re
educated,  they m ust be viewed as the (perhaps unwitting) 
bearers of the same moral syphilis more overtly carried 
by Henry Kissinger and Prof. M ilton Friedman . It is  the 
continued influence of these economists which compels 
us to  regard the continued existence of many developing 
nations, and of large portions  of  their popUlations, as an 
improbable outcome of  the October conference. 

To accomplish the improbable survival of nations 
and populations ,  requires a knowledge of certain princi
ples of  statecraft generally lost to knowledge of states
men and polit ical parties since the close of the 1 8th 
century and beginning of the 1 9th . These are principles 
known to S1 .  Augustine and to Dante Alighieri after 
h im,  principles elaborated richly by the greatest thinkers 
and statesmen of  the 1 5th through early 1 9th centuries . 

Learn and apply quickly those principles of statecraft. 
or else a statesman is left with no  important action to 
take but to kiss the members of his  family (and perhaps 
his mistress) goodbye. and then , as a final  act, to give a 
parting kiss to whatever portion of his anatomy he holds 
most dear . There i s  then nothing remaining to do but to 
pray. 

The function of this report is  to outl ine in summary, 
and as rigorously as summary permits, tho�e essential 
concepts of  statecraft,  without which civilization belongs 
to its revival in some distant generation ,  a generation 
which survives the present risk of  a thermonuclear war 
which would e l iminate within two years of  its occurrence 
all higher forms of l ife on this planet. 

I The Ad H oc Pop u l at ion G roup of the National  Security Counci l ,  
t h e  Office of Population A ffai rs and t h e  Oceans a n d  Tech nology 
secti o n s  of the State Depart ment .  These entities were constituted in 
pilot-proj ect form u n der President L.  B .  Johnson's  administration, and 
developed into permanent  fu nctions thro ugh Kissinger's sponsorship 
during his two term s as virtually acting President o f  the U nited States. 
The genocidal activities of these subagencies were accelerated u n der 
National  Security A dviser Zbign iew Brzezinski ,  under whose admi nis
tration the desta b i l izat ion of Central A m erica was cranked up i n  
p reparation fo r t h e  recent b loodshed . 
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Middle East on fire once more 
Judith Wyer reports on the maneuvers by Begin and Haig that are 
handing the Arab world over to the Soviet Union. 

The ceasefire in Lebanon imposed on I srael by the U nited 
States July 24 began crumbling within hours. According 
to Washingtort sources, two things are clear: first .  that 
the ceasefire was imposed on the I sraelis only after 
enormous pressure compelled Ronald Reagan to send a 
blistering telegram to Menachem Begin ;  and second. that 
Reagan and Secretary of State Haig have since given 
Israel renewed leeway to start the process of u ndermining 
the entire package. 

British Foreign Secretary Lord Carrington, who vis
ited Washington just before the Ottawa summit, is re
ported to be particularly concerned that Reagan's  toler
ation of Begin's activities is leading to an inordinate 
expansion of Soviet influence in the Arab world .  

According to a former State Department official ,  
Begin "cannot tolerate" the ceasefire . The source re
vealed privileged information that "in the next two weeks 
there is going to be a Palestinian terrorist atrocity against 
Israel, and that atrocity is going to be a covert operation 
controlled by M ossad [ Israeli intell igence]-since many 
of the extremist Palestinian groups are, in fact, controlled 
by M ossad." 

The prime minister 's  widely condemned disregard for 
international law, is sustained by the Reagan administra
tion's ambivalence toward Begin.  Despite the embargo 
of ten F- 1 6  fighter jets slated for delivery to I srael, 
insiders report that Begin knows he will  get his jets and 
that Reagan's fundamental commitment to Israel has 
not changed . 

The Ottawa angle 
The Reagan White House' s sudden move to impose 

a ceasefire in Lebanon was prompted by the Ottawa 
summit, where Reagan came under intense pressure, 
particularly from the European participants, to "rein in 
Begin ."  Reagan's strategic po licy of  "international con
sensus" against the Soviet U nion,  which makes Israel 
the strongest U . S .  ally in the Mideast, also drew fire at 
the summit. 

But despite the reported "brutal discussion"  at 
Ottawa, Reagan's  Middle East stance appears funda-
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mentally unchanged . This is most clearly evinced by the 
surprise dismissal of  U .S .  Ambassador to Saudi Arabia 
Robert Neumann ,  known to be one of the strongest 
advocates within the foreign service of restraining the 
Begin regime and adopting a Middle East pol icy which 
took into account the Palestinian problem. 

According to a colleague of Neumann,  he was 
"concocting his own foreign pol icy" aimed at a more 
evenhanded attitude toward I srael and the Arabs . It is 
reported that Neumann was working closely with Philip 
H abib,  Reagan's  special envoy to Lebanon,  and that 
they had opened up certain channels with the Palestin
ians. Secretary of  State Alexander Haig, sponsor of  the 
strategic consensus policy, fired Neumann on the spot. 
Rumor has it in Washington that Habib, who returned 
from the Middle East last month,  may also be dismissed 
under the thin cover of resignation for health reasons. 

Which way for Sadat? 
Should Haig's policy prevai l ,  i t  brings into question 

the status of  the Camp David treaty between Egypt and 
I s rael, which calls for the establishment of Palestinian 
automomy leading to self-rule. 

Egyptian President Anwar Sadat arrives in Wash
ington Aug. 4 for talks with the administration.  The 
Palestinian issue is expected to be a central negotiating 
topic. Sad at is  known to have become enraged at 
Begin's  aggression against the Arabs. A July 27 state
ment harshly condemning Begin by Sudanese President 
Ghafar Numeiry, a close a l ly of Sadat, was an expres
sion of Sadat's own sentiments. Numeiry became the 
first Arab head of state to visit Egypt since the Camp 
David treaty was signed . 

Sadat has begun to mend fences with the Arab 
world ,  which publicly opposed Camp David . This is  one 
reason Sadat i s  eager to reopen the Palestinian autono
my talks .  

But Begin refuses to engage in any dialogue on the 
rights of the Palestinians. According to a former Middle 
East ambassador,  if Sadat presses hard in Washington 
on the autonomy i ssue and gains concessions from the 
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President, Begin may "go for broke" in Lebanon and 
trigger a war with Syria. 

The response Sadat is more likely to get is a com
mitment to "crank up the autonomy talks" in the 
autumn fol lowing Begin's trip to the United States . But 
many Washington sources agree that the talks will be 
"purely cosmetic" and will not challenge Begin ' s  intran
sigence toward the Palestinians . According to Haig's 
calculations, this will simply buy time until Israel with
draws from the remaining 25 percent of the Sinai in 
April 1 982.  After that point, Sadat is expected to rejoin 
the Arab world,  which is increasingly looking for new 
all iances, notably with the Soviet Union, as the United 
States maintains its preferential ties with Israel . 

How long will Begin 
remain in power? 
by Nancy Coker 

Menachem Begin can survive as prime minister of Israel 
only to the extent that he receives the backing of the 
Reagan administration . "The only thing that can save 
Begin is the United States ,"  said one Israeli intelligence 
source. "If Reagan and Haig support him, he can last. 
But if  not, it is only a matter of time before he fal ls ." It is  
not certain how much more weight President Reagan 
will give the Israeli prime minister, whose terror raids on 
Lebanon have brought the world nearer to catastrophe 
in recent weeks. But without Reagan's support, Begin is 
in real trouble . 

Begin's problems began shortly after June 30, when 
I sraeli President Yitzhak Havon asked Begin ,  whose 
Likud Party won 48 Knesset seats as opposed to the 
Labour Party's  47, to form a government. Boasting that 
a government would be formed within days, Begin in
stead ran into some unexpected difficulties. The trouble 
emanated from Begin's would-be coalition partners-the 
National Religious Party, the Agudath Israel, and the 
Oriental Jewish Tami Party-whose internecine squab
bling and numerous demands have up to now blocked 
Begin from assembling a workable coalition with them. 
Contrary to press reports, majority elements in all three 
parties oppose Begin's obsessive quest to annex the West 
Bank and increase Jewish settlements there. 

In an attempt to blackmail these parties into cooper
ating with him, Begin announced that i f he fai led to form 
a government by August 5, when his mandate expires, he 
would not seek another 2 1 -day extension or new elec
tions. Labour Party leader Shimon Peres, would then 
have to try to form a government.  According to the 
Israeli press, Peres has reportedly reached some sort of 
agreement with National Religious Party head Yosef 
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Burg, Begin 's  interior minister, to cooperate in forming 
a government-which could undermine Begin . 

Should Begin manage to form a coalition, stability 
will not be its hallmark, according to Israeli sources, who 
predict that Begin will be toppled in the coming weeks or 
months, provided that he does not start a war first. New 
elections will follow most likely before the end of 1 98 1 ,  
resulting in a Labour Party victory and possible majority, 
eliminating the necessity of forming a coalition .  

I f  Begin cannot form a government, the sources add, 
he would resign as head of  the Likud and run as only a 
minor candidate, perhaps fourth on Likud' s list for the 
Knesset . This would mean the end of Likud, one Israeli 
insider said, via fragmentation . 

This appears to be happening already . According to 
the Swiss Neue Zurcher Zeitung, the liberal faction of  
Begin's Likud has  begun to  call for the  creation of a 
grand coalition with the Labour Party, without the par
ticipation of the National Religious Party and Agudath 
Israel. The Labour Party, meanwhile, is on a full mobili
zation to prepare itself for power . The Labour Party 
strategy is: 1 )  party unity, i . e . ,  cessation of internal 
bickering, such as the in-fighting between Peres and 
former Prime Minister Yitzhak Rabin , that contributed 
to Labour's electoral defeat; 2) mobilization of  the party 
machine as if the new election were tomorrow; 3) prepa
rations for a parliamentary "guerrilla war against Be
gin ,"  by forcing constant government crises and votes of 
no confidence in Begin;  and 4) mobilization of the anti
Begin Peace Now movement and others to pressure 
Begin and to act as a counterweight to his own popular 
base, Israel' s  Oriental Jews . 

The Labour Party's tactics, while a step forward, fal l  
far short of  the hubristic measures necessary to undo 
Begin . Labour does not criticize Begin 's  insane policies, 
nor does it educate the Israeli electorate as to the tasks 
and policies that must be pursued to ensure Israel's  
survival as a viable nation-state. 

Some people, however, do recognize the problem . 
One Labour Party officer attacked the American Jewish 
community for its "gutless refusal to attack Begin's  
actions ."  "American Jews can provide an important 
flank for what we are trying to accomplish in Israel . 
Their fear that I srael' s enemies will use their attacks on 
Begin as ammunition for attacks on Israel and the Jews 
is totally unfounded . They should be more frightened of 
Begin and what his continued rule means for Israel . "  

Begin's  popularity in  I srael, especially since the July 
1 7  bombing raid on Beirut that caused hundreds of 
civilian casualties, is on the decline. Combined with 
external pressure, Begins growing unpopUlarity could do 
him in. "Begin," commented one Israeli, "is psychologi
cally unprepared to be defeated or even challenged, and 
he will crumble if he realizes that he is not getting the 
backing he craves ." 
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AFRICA 

Development is now 
under siege in Nigeria 

by Douglas DeGroot, Mrica Editor, and 
Mary Brannan, Wiesbaden Bureau 

Africa's most populous state, oil-rich Nigeria, is now 
faced with a British-authored destabilization that could 
spell calamity for all black Africa. If  the project succeeds ,  
Africa wi l l  lose the nation with the singularly greatest 
economic-development potential on the continent, the 
nation upon which the future of m uch of Africa will 
depend .  

"Our nation is  on tria l ,"  declared President Shagari 
in a recent speech, after rioting swept the northern city of 
Kano July 10.  Tribal and regional enmity were at fault
but with plenty of outside encouragement. In addition, 
the National People's Party, which had ruled in  coalition 
with Shagari 's  National Party, deserted the president 
July 22,  leaving Nigeria with a one-party government. 
Such developments , says the London Times. are "threats 
to Nigeria's stability" that could lead to total unraveli ng 
of the country's governing institutions .  

What makes such "internal" difficulties most omi
nous, however, is the r�cent sharp drop i n  Nigeria's oi l  
production and revenues. The key to rul ing the country 
has been President Shagari ' s  formula for d istributing oil 
revenues to numerous provincial and local authorities . 
Oil exports account for 93 percent of the country's  
foreign-exchange earnings, and SO percent of all govern
ment revenues .  Nigeria ' s  large population-SO to 90 
mill ion people-and her oi l  revenues give the nation an 
enormous development . potential ,  which the , Shagari 
government has acted upon in  the form of a 1 9S 1 -S5 
Fourth Five-Year Plan calling for a total investment of 
S2 bil l ion naira ( l  naira = U . S. $ 1 .S0) .  The plan is 
focused on the construction of m uch-needed infrastruc
tural, industrial ,  and agricultural projects. "There is 
building going on all  over the place in  Nigeria," reports 
one recent traveler . 

Such revenues and development plans have also been 
key to the nation's political stability, giving the govern
ment a means to avoid explosions of  tribalist antipathies 
that are the principal legacy of the British colonial peri
od.  

Projections for the Nigerian budget were based on an 
anticipated oil-production level of  2 . 1 mil l ion barrels per 
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day. According to official figures, the average oil pro
duction for the first quarter of 1 9S 1  was 1 .9 million 
barrels per day. By June, it was down to 1 .4 million. 
Some unconfirmed reports say that production is now 
below 1 million . Such a falloff in oil revenues not only 
threatens to . force dangerous cutbacks in the nation's 
ambitious development plans, but to thereby aggravate 
regional and tribal frictions that are the immediate 
source of political destabilization . 

Nigeria, and what now threatens Nigeria, reminds 
one of the position of Mexico in every crucial respect. In 
both cases, an oil glut compounded by British-controlled 
oil multinationals' refusal to purchase oil at contracted 
prices, amounts to economic warfare against the nation, 
specifically designed to feed "internal " instabilities. In 
both cases, what is at stake is an ambitious economic
development pial! which the forces behind destabiliza
tion wish to sabotage. In both cases, what is at stake is 
the economic future of an entire continent. 

Nigeria is certainly the key to the development of 
black Africa. It has one-fifth the continent' s  population, 
arid enough oil to be the second largest supplier to the 
United States after Saudi Arabia. The successful devel
opment of Nigeria would lead the way for the transfor
mation of the smaller black African nations. If that 
development is sabotaged, by the same token, the 
chances for the rest of b lack Africa would be very small 
indeed. As one diplomat of a neighboring African coun
try put it, "If Nigeria goes down the drain, there is no 
hope for the rest of us. " 

It is because the forces behind the Nigerian destabili
zation are committed to depopulation of the entire Afri
can continent that they have chosen to destabilize the 
Shagari government at this time. 

The basis for unrest 
In a speech to the officers and men of the Nigerian 

army at July 5 Army Day celebrations, President Sha
gari sternly warned that if "political trouble-mongers" 
do not refrain from provocative activity, they must 
"face the music. " Shagari warned of "agents of desta
bilization," and "elements" who were disrupting the 
country after failing to win political power. 

"I want to assure you, " said the president, "that 
there are adequate constitutional provisions for dealing 
with those forces which are disturbing the unity, stabil
ity, and progress of our country. " 

On ly five days later, well-organized rioting erupted 
in  the city of Kano in the north, targeting all the 
symbols of "modern " life and government. Under the 
suspected leadership of families descended from the 
emirs, the local rulers installed by the British in colonial 
times, rioters burned to the ground the state assembly, 
the finance ministry, and several other administrative 
buildings, destroying financial and land ownership rec-
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ords. The state radio was put out of commission ,  and 
the home of the governor and those of his closest 
associates were also destroyed by fire .  Initial estimates 
put damage at $200 to $300 million . 

The unrest might be described as "internal" by 
British press. Nevertheless ,  the basis for such unrest was 
created by the British during colonial times, and the 
elements involved are best termed "British assets ."  

During colonial rule, up to the  1 960s ,  the British 
used a "local-control" form of  indirect rule in Nigeria, 
based on reinforcing the most backward tendencies in 
the population, and fostering conflict between various 
tribes and ethnic groups, suppressing any notion of the 
nation-state or national self- interest among the broader 
population.  Nigeria' s  north was ruled by the equivalent 
of Iranian mullahs or the Indian raj ,  the emirs, whom 
the British gave the power of capital punishment. The 
emirs were an excellent instrument for keeping the 
country backward, as any form of economic progress 
was viewed by them as a threat to their privileges. 

Since independence in 1 960, Nigeria' s  nation-build
ing faction has faced one long struggle with such 
tribalist leadership and the British legacy of communal 
strife .  That struggle led to the bloody Biafra warfare in 
the late 1 960s, followed by 1 3  years of military rule. In  
1 973 , tribal and regional enmity was so strong that 
something as simple. as a population census threatened 
to tear the country apart . Calculations for allocating oil 
revenues throughout the country were based on popu
lation figures . Population increases in  some regions 
were so great, as indicated in the 1 97 3  census, that other 
regions charged fraud. In the major political crisis that 
ensued, the military government threw out the new 
census in an effort to hold the nation together . Calcu
lations for oil revenue allocations today are still made 
from 1 963 projections.  

Again last December, the groundwork for commun
al strife laid by the British was exploited through the 
agency of Libya's Colonel Qaddafi, who sponsored a 
revolt of a fanatical fundamentalist Muslim sect that 
resulted in over 1 ,000 deaths.  

Before the return to civilian rule in October 1 979, 
Nigerian leaders carefully constructed a new constitu
tion and centralized system of presidential government 
modeled on the United States . At the same time, they 
began to consider how to develop an American-style 
education system, and to launch ambitious economic 
development programs-again seeing American agri
culture and industry as a model. 

After the 1 979 civilian-government elections making 
Shagari president, he formed a government coalition 
between his own National Party of Nigeria (NPN) and 
the Nigerian People's Party (NPP). Like Nigeria'S three 
other parties , both of the coalition parties were based 
on tribes, subject to petty local squabbling. 
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The NPP party controlled three state governments 
outside the northern region in which it is based-a 
capability demonstrated by no other region-based party, 
including Shagari 's  NPN.  With its eye on the 1 983 
elections,  the NPP leadership announced July 7 that i t  
would terminate i ts  alliance with Shagari' s  National 
Party in six months, seeking sole power for itself. 

Shagari responded by demanding the immediate 
resignation of four NPP ministers, thus precipitating 
the coalition's breakdown under conditions of threat
ened new communal stri fe .  

The British press attack 
But the biggest trouble-makers respecting Nigeria, 

predictably, have been the British newspapers and such 
American press as the Wall Street Journal. 

Since Shagari 's  political style has been to keep 
internal political forces from getting out of control, 
instead of ostentatiously ruling over them, the London 
Times this month depicted him as incompetent and 
inactive-an "ineffective politician ," said the Times, 
who "has proved indecisive. His  government gives the 
appearance of drifting ."  

The Wall Street Journal subsequently reported an 
enormous falloff in Nigeria's substantial monetary re
serves-the very kind of report the Journal has used in 
an effort to promote capital flight and a currency 
devaluation in the case of Mexico. Also as in the case of 
Mexico , the Wall Street Journal reports on Nigeria have 
proven to be false. 

Other British newspapers have claimed that Nigeri
an army officers were "outraged" because Shagari did 
not make some show of military force during a border 
dispute with Cameroon-a dispute subsequently settled 
peacefully, with Cameroon apologizing and paying an 
indemnity . Shagari is  actually close to the top leaders of 
the military, who have given much evidence since the 
Biafran civil war that they are principally concerned 
with maintaining Nigeria's integrity as a nation.  

On July 1 6 , the London Financial Times attacked 
the government's main weapon against British-inspired 
tribalisms and regionalisms .  Under the title, "Strains 
Appear in Nigeria's Cumbersome Constitution," the 
article reported on the July to Kano riots, and breakup 
of Shagari 's coalition.  These incidents "go right to the 
heart,"  says the Financial Times, of what it calls "con
stitutional problems." "After 2 1  months of  civilian rule, 
the government is struggling to make the complex U .S . 
style presidential  constitution work . , '  . .  Observers in 
Lagos [Nigeria's  capital ] report that the federal gov
ernment has been unable to control political develop
ments ." Such reports are not news, but ominous signals 
that forces centered in  London do not intend to allow 
the government of Nigeria to "control political devel
opments ." 

EIR August 1 1 , 1 98 1  



NICARAGUA 

Counterrevolution 
by September? 
by Gretchen Small 

The second anniversary of the Sandinista seizure of 
power in Nicaragua on July 19,  1 979 came this year in 
the midst of growing chaos. Rumors are everywhere of 
an imminent and "massive" purge of government and 
Sandinista ranks, while top political leaders-including 
Sandinistas-have fled the country, reportedly to organ
ize the opposition for a new armed battle for power 
within the country. 

For their part, the Sandinista leadersship  used the 
occasion of the anniversary celebrations to announce 
economic measures that signi ficantly curtail the govern
ment's "mixed economy" strategy, by further national
izing major firms and moving to expropriate idle land
holdings of absentee landlords. 

These two developments, combined with the econom
ic pressure being applied from outside by the H aig State 
Department, will lead in short order to the outbreak of a 
new round of "Iranization" of the country. 

The Sandinista government i s  now at the point of 
irrevocable rupture, and counterrevolution is on the 
agenda. 

A September timetable for an outbreak of open hos
tilities within the country seems likely. But as things 
stand now, the collapse of the Jesuit-controlled radicals 
who have turned Nicaragua into a new Iran since 1 979 
will  not lead to the establishment of strong national 
leadership which could begin a process of development 
in this country, sti l l  unrecovered from the devastation of 
the civil war two years ago . Rather a renewed,  prolonged 
civil war looks increasingly likely, with both sides con
trolled by the same Jesuit and Socialist International 
apparatus.  

Counterrevolution possible 
Any civil war in Nicaragua this time around could 

also lead to internationaL crisis ,  as both Sandinista and 
opposition forces call on their foreign friends for aid .  
With talk of possible Guatemalan military action 
against Belize i f  Great Britain grants the colony unilat
eral independence on Sept. 2 1 ,  as has been announced, 
the Central American region as a whole is  now set for a 
blowup in September . .  

The first major break in Sandinista ranks occurred 
just 10 days before the anniversary celebration .  Deputy 
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Defense Minister Eden Pastora resigned his various 
government posts and left Nicaragua with .Deputy 
Interior Minister Jose Valdivia and eight other Sandi
nistas . A Jesuit-trained Social Democrat, Pastora left a 
note saying he had gone to join the "liberation wars" 
elsewhere on the continent. The group reportedly went 
first to Panama-to the home of Panamanian Social 
Democrat and international mercenary H ugo Spada
fora, who has been organizing a "Sim6n Bolivar Bri
gade" made up of Latin American guerrillas of all types 
to fight anywhere "requested" for the " liberation 
struggle ."  

Nicaraguan sources in Mexico, however, report that 
for the past year, Pastora has functioned as an "inside 
man" for the Nicaraguan forces around Alfonso Ro
belo,  a social democratic business leader who quit his 
post in  the j unta after a meeting with the State Depart
ment approximately a year ago. Robelo has collaborat
ed closely with the State Department since that time. 

Rumors now abound that Pastora, who retains' 
enormous popularity in Nicaragua and had been in 
cha.rge of  creating the new national militia, may be the 
figure who could head up an eventual counterrevolu
tion .  One opposition leader, Fernando Chamorro from 
the Nicaraguan Democratic Union, told reporters as he 
was arriving in Miami in late July that Pastora is a 
"nationalist, not a communist," and was "purged" by 
the Sandinistas . "When PastOia says that he is seeking 
the smell of gunpowder, we think he is  referring to 
Nicaragua," Chamorro stated. "We hope to count on  
h im in  the ranks of the soldiers we  are forming for the 
true liberation struggle in our country ." 

Chamorro is an ex-Sandinista who fought with 
Pastora, Valdivia,  and Spadafora in the Socialist Inter
national-controlled "Southern Front" against Somoza, 
who sought political asylum in Costa Rica shortly after 
Pastora's dramatic resignation. 

The Nicaraguan government was caught off guard 
by Pastora's resignation, at first forbidding any mention 
of  his whereabouts or his activities after his departure. 
Even Sandinista radio stations were officially sanctioned 
for breaking the ban-the first known time in the past 
two years that censorship has been imposed on a 
Sandinista news source. After nearly a week, Pastora 
was officially "discharged" from the Sandinista army, and 
no mention of him was made during the anniversary 
celebrations-despite the fact that he would rightly have 
been a major speaker at the event. 

Clearly nervous, the Sandinistas have announced a 
"war on bureaucracy" and reliance on "mass organiza
tions" instead of bureaucrats to make policy in the 
country . "The same ones who called Sandino a bandit 
now call us mobs," Nicaraguan junta coordinator Dan
iel Ortega told the crowds at the celebration, "and here 
are the divine mobs of the revolution !"  
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DatelineMexico by Josefina Menendez 

The private sector, then and now 

Lopez Portillo is strengthening his alliance }t'ith Mexican 
businessmen to stabilize the beleaguered peso. 

It has almost become common
place over the past weeks to tal k  
about how M exico may b e  experi
encing a rerun of the 1 976  earth
quake of political and economic 
instability that shook this  coun try . 
The peso was devalued by 50 per
cent in  August 1 976.  Bi l l ions  o f  
dol lars fled the country, responding 
to an international media campaign 
d iscrediting Mexico . And there was 
near civil war between the M onter
rey-based private sector and the 
government apparatus led by Presi
dent Luis Echeverria , who traded 
violent accusations over who was 
responsible for the crisis . 

Will it al l  happen again? 
High-level government o ffi cia ls  

have privately stated that they be
lieve Mexico i s  now being assaulted 
economically and pol itica l ly m uch 
as it was in  1976-and by the same 
combination of  international  and 
domestic forces . They point to the 
Rockefel ler-in itiated boycott of 
Mexican oil; the Wall Street-led at
tacks on the peso; and the Jesuit 
inspired conflict between the Cath
olic Church and the Mexican state.  

But President Jose Lopez Por
ti l lo has over the past weeks taken a 
number of politically astute steps to 
ensure that these forces don't  suc
ceed as they did in 1 976 .  Particu
larly critical is his renewed cam
paign to win over large chunks  of 
M exico 's  private sector to defend 
the peso and the nation ' s  high 
growth rate . This is  something that 
his  predecessor was never ab le  to 
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achieve-and i t  proved an Ach i l les 
heel for Echeverria i n  1 976 .  

On J uly 24 ,  for example,  L6pez 
Porti l lo took his entire cabi net with 
h im to the second annual  i ndustria l  
fa ir  of  the National  Chamber of  
Processing I n dustries (Canacintra) ,  
that brought together many of the 
nation ' s  industrial l eaders . 

Canacintra has always been 
M exico ' s  most nationa l ist bus iness 
gro uping, systemat i ca l ly  defending 
state-private sector  cooperat ion for 
industria l  development .  

Lopez Porti l lo  appealed directly 
to these sentiments in  i mpromptu 
remark s .  "You too are the nat ion ,  " 
h e  told the businessmen . " [Y o u  are] 
fundamental ly helping to bu i ld 
Mexico,  and carry it a long the  route 
it m ust traverse . "  He cal led on the 
industria l i sts to cont inue working 
"without break ing stride, c los ing 
ranks behind Mex ico . "  

The businessmen responded by 
renewing their support for 
M exico's system o f  state-di rected 
economic plann ing .  Tak ing  the 
l ead was Jose L uis Ordonez,  pres i 
dent o f  the  M exico City Chamber 
of  Commerce, w h o  attacked 
"alarmist" reports being spread 
against  the peso . "The most i m por
tant thing i s  the in terest of the state, 
because the state is all o f  us ,"  he 
declared . " We respect and under
stand the activities of the state, be
cause we know that  we arc in a 
m ixed economy.  I n  these condi
tions we are working a n d  co l l abo
rati ng . " 

Jose Porrero Lichtle, the presi
dent of Cancintra, singled out the 
government programs in  oil and 
agriculture for praise, declaring 
that they helped preserve "the most 
important " element of all-"na
tiona l  sovereignty ."  He also made 
it clear that business and govern: 
ment could together achieve the 
country's modernization . 

Whi le  m any businessmen have 
demonstrated confidence in the 
presi dent ' s  abil ity to pull  the nation 
through the cris is ,  others have cla
m ored for a sharp devaluation o f  
the peso,  especial ly m a n y  of  M exi
co's private com mercial banks .  

For example ,  the senior analyst 
at Banpafs,  Jose Demers, this week 
cal led o utright for the private 
ban k ing sector  to impose a deval 
uat i on ,  against government wishes. 
If such a measure is  not taken, he 
th reatened , "a wave of distrust in 
our currency will i ncrease . . .  and 
there wi l l  be a rush of  capital out of 
the country . "  Officials of  the Serffn 
bank  publ ic ly echoed this cal l ,  after 
meeting with Lopez Porti l lo per
sonal l y  at the beginning of Ju ly, to 
demand a devalu ation . 

Banpafs formerly went under 
the name " Bank of London and 
M exico ,"  and retains close ties to 
British finance today . Serffn , the 
ban k cif one of the largest M onter
rey Group b usiness fact ions ,  i s  re
portedly l in ked to at least three in
ternational  banks involved i n  the 
P-2 M asonic scandal in  Italy :  Ban
co Ambrosiano ,  Banca Commer
ciale I ta l iana,  and Banco di Lavoro . 

These P-2 networks are in turn 
connected d irectly to Chase M an
hattan Bank and the Tri lateral 
Commiss ion-the very forces that 
l aunched 1 976-style economic and 
pol i t ica l  warfare aga inst Mexico 
over the past weeks .  
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Middle EastReport by Robert Dreyfuss 

Iranian S.S.R.? 

London 's Muslim Brotherhood mullahs may have already been 
checkmated by the Russians. 

A lmost unnoticed amid the hub
bub created by Menachem Begin 's  
Arab bombings, the Soviet Union 
is  tightening i ts  gr ip on  war
wracked Iran .  Ronald Reagan ,  
preoccupied with  other matters, i s  
oblivious to I ran ' s  drift; and the 
British,  m asterminds of the 1 979 
revolution,  seem almost  resigned to 
their inabil ity to salvage the "Kho
meini experiment ." 

A superficial s ign of  the chang
ing Soviet attitude occurred in  con
nection with the i l l -fated I srael i 
arms-smuggling effort .  A jet trans
port carrying Israeli arms of  U . S .  
manufacture from Cyprus to Iran ,  
on contract from the Ayatol lah' s  
defense department, was shot down 
over Soviet territory last week .  
Aboard the  plane was  a well-known 
British arms merchant who had 
chartered the Argentine jet .  Avai l 
able evidence now suggests that the 
plane was lured into Soviet airspace 
and then shot down by Soviet air
to-air missi les-an unmistakable 
warning that M oscow may be  
cracking down on the  I ranian mi l i 
tary relationship with Israel and the 
West . 

According to Arab sources , the 
event signals a shift on  M oscow' s  
part toward a tougher l ine on  Iran ,  
including a closer, more cozy rel a
tionship with Iraq. Signs of increas
ing Soviet activity in Iran also in 
cl ude the  fo llowing: 

• Tudeh communist organizers 
have reportedly established well
ordered Peoples' Commissars in  the 

EIR August 1 1 , 1 98 1  

ranks  of  the armed forces at  the 
level of  individual units .  

• Col . Seyyed M ousa Namjou ,  
K homeini ' s  new armed forces rep
resentative in charge of purging the 
mi l i tary, i s  a reported KGB agent .  

• The leadership of Iran ' s  radio 
and TV system is now in  the hands 
ofTudeh-all ied radicals . 

• I ran ' s  oi l  workers, a lmost to
tally passive amid al l  the recent Ira
nian turmoil, have assented to the 
mu l lahs'  regime only because of 
tactica l advice from the Tudeh. 
"And oi l  i s  where the power is  in 
Iran ,"  said a former officia l .  . 

It is therefore not surprising 
that Parl iament Speaker Ayatol lah 
Hashemi Rafsanj ani announced 
that he  wil l  visit Cuba and East 
Germ any in the coming weeks .  
N ewly e lected President M o
hammed R aj ai-an unshaven, i l l it
erate thug-is said to be a puppet of 
R afsanj ani ,  and intent on  main
ta in ing Tudeh support for the ever
weaker Is lamic Republican Party 
( I R P) .  

Since the blowing u p  of the 
power behind the I RP, Ayatollah 
Beheshti , the I RP's influence has 
been decl in ing steadily, and the ab
surd ly rigged July 24 pres idential 
elect ions hardly bolstered the mul
lahs '  power . 

I n  fact, at the cl imactic Teheran 
electoral  campaign rally, scheduled 
to take place in a h uge sports sta
dium capable of seating tens of 
thousands, only 1 ,000 people 
showed up to hear Raj ai ,  and the 

event was canceled ,  attesting to the 
I RP's  lack l uster position . 

The pathetic flight into exile by 
ex-President Abolhassan Bani
Sadr, sans Groucho M arx mous
tache, was a sign of the declining 
influence of the British in Iran. 
Fearing the Soviet coup, the Brit
i sh ,  as evidenced by recent edito
rials in the London Times, now feel 
compelled to "do something" 
about Iran . 

But it may be too late. 
One London Times editorial in  

m i d-July called for a military coup . 
On J uly 27 ,  a contradictory edito
ria l  hoped that Bani-Sadr, the leftist 
M uj aheddin ,  and some Kurdish 
factions could assemble a challenge 
to the mul lahs .  And a plethora of 
letters to the editor and opinion 
columns bemoaned the fate of the 
Ianian Bahai,  darling cult of the 
British Secret Intelligencee Service 
since the 1 840s . 

To carry out such edit oral poli
cy on the ground in Iran will prove 
most difficult. Partisans of the Iran
ian monarchy, based in Cairo, are 
reportedly hopeful that President 
Anwar Sadat's Aug. 4 visit to 
Washington will help persuade 
President Reagan to back a restora
t ionist coup d ' etat . But Sadat is not 
expected to get too far with that 
i dea,  i f he indeed raises it at all . 

On the other hand, ex-Chief of 
Staff General Bahram Aryana, a 
n ational ist officer, has moved his 
Paris headquarters to Ankara, Tur� 
key, tel l ing friends that he wants to 
l aunch a counterrevolution. But, 
short of  m oney and without a mili
tary camp to base an army, he is 
unlikely to have much effect imme
diately . 

Now, if a Soviet-Iraq accord 
does materialize, London may find 
i tself  checkmated. 
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International Intelligence 

Bronfmans aid the 
Muslim Brotherhood 

Six months after the conviction of Space 
Research company chairman Gerald 
Bull for weapons smuggling, and the 
firm's subsequent reorganization, the 
company's controllers, the Bronfman 
family and Arthur D. Little and Compa
ny, have sold Space Research to Saad 
Gabr, an agent for Pakistani dictator Zia 
ul-Haq who runs a multimillion-dollar 
electronics patent empire out of the tiny 
Quebec resort town of  North Hatley, 
near Space Research's property . 

Gabr's Ummah Islamiya Institute, 
also in the town, is cosponsored by Saudi 
Arabia's Prince Nawaf, a friend of Libya 
and patron of Chicago's  East-West Uni
versity . 

The university, like the institute, has 
been under investigation for safe housing 
Libyan terrorists . 

Space Research was documented as 
of 1977 to have smuggled advanced how
izters and ammunition to the Republic of 
South Africa for use in the Angolan war; 
to Israel; and, through Israeli arms 
smuggler Shaul Eisenberg, to Iran .  Space 
Research also has documented links to 
terrorist networks in the Caribbean, 
through its bases in Antigua, Dominica, 
and Barbados.  

Negotiations proceed 
on gas pipeline 

Details are beginning to emerge about 
the Bonn-Moscow negotiations on the 
planned, controversial gas pipeline deal .  
"The cornerstone has been laid,"  a lead
ing West German banker told the busi
ness daily Handelsblall  July 24 . The So
viets will reportedly pay an effective 8 
percent interest rate on about DM 4 bil
lion for equipment fo be financed by 
German banks; two-thirds of that will be 
channeled through the Ausfuhrkredit 
Gesellschaft, which has access e 
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Bundesbank's  special discount facility 
for export credits. 

The remaining DM 7 billion will be 
financed by M annesmann, the pipe sup
plier, in the form of ann ual tranches at 
floating rates, but essentially along the 
same guidelines that pegged the 8 percent 
effective rate, bankers say. 

Mannesmann has ongoing trade re
lations with the U . S . S . R .  which the deal 
will increase to l over million tons per 
year in deliveries, secured for at least 
three years. 

The Bundesbank recently increased 
the limit on the export credit facility from 
DM 2 billion to DM 5 billion, but denies 
that this was done in  order to help finance 
the gas deal .  

The central bank also refuses to con
firm that the facility will also be open for 
M annesmann to reduce its own interest 
rates for suppliers' credits . 

EIR bureau chief 
visits Mexico 

Richard Cohen, Washington bureau 
chief of Exe cut ive Intelligence Re vie w, 
held a July 27 press con ference and a 
private seminar in M exico City . At the 
press conference, attended by every 
newspaper and television network in  the 
city, Cohen explained how Mexico could 
help spring President Reagan from his 
adherence to the Federal Reserve's inter
est-rate policies, and turn the North
South summit meeting this October in 
Can un, Mexico into a counterattack 
against the International Monetary 
Fund's credit controls and popUlation 
reduct�n programs. 

The television networks conducted 
interviews with Cohen, focusing on ques
tions of immigration policy. Cohen is
sued a warning about Father Theodore 
Hesburgh's  visit to Latin America-the 
Notre Dame "close the border" advocate 
was in Mexico at the time-as designed 
in part to spur conflict between Reagan 
and Mexican President Jose Lopez Por
tillo over immigration issues. 

Nucleo Radio Mil, one of Mexico 
City's largest .stations, carried Cohen's  
warning that unless Federal Reserve 
Chairman Volcker's policies are re
versed, there will be an economic col
lapse. The evening newspaper El Univer
sal Graftco ran a front-page report on 
Cohen's  analysis of Reagan's interim ca
pitulation to David Rockefeller' s Trila
teral Commission policies for the Carib
bean.  

Socialist mafia tries 
to cut out 'Gaullists ' 

The discovery last month of the mutilat
ed body of Police Inspector M assie in 
Marsei lles has generated a series of scan
dais and intelligence wars . M assie was a 
top official in the SAC intelligence 
branch which was set up by the "Gaull
ist" wing of the Corsican mafia in 1938 '. 
to fight the OAS during the Algerian 
war, but quickly became a cover for drug 
trafficking and other illegal operations.  

Interior M inister Gaston Defferre, a 
leader of the opposing Socialist wing of 
the mafia, has used the incident to try to 
purge the SAC, arresting its national 
leader, Debizet, and the chief of the Mar
seilles regional SAC, Yves Destrem, both 
non-Socialists. 

Destrem, the Marseilles Comm unist 
Party daily reported July 27, was also a 
member of a secret Masonic organiza
tion, "The Templars," headquartered in 
Zurich, which ran mi litary camps in 
southern France and is allegedly impli
cated in arms and narcotics traffic. The 
Comm unist newspaper, called La Mar
seillaise , charges that the murdered M as
sie himself was involved in arms deals for 
the Italian Red Brigades, through the 
Italian Freemasonic fascist lodge, Prop
aganda-2. 

According to this  report, M assie was 
killed because he tried to pocket the re
ceipts from an arms shipment going to 
the Red Brigades , 

The Socialists meanwhile moot the 
prospect of going after Gaullist bigwigs 
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like General Secretary Bernard Pons and 
Jacques Chirac himself, under the aus
pices of the SAC scandal . The SAC lead
ers and their attorneys, in turn, have 
threatened to make counter-revelations 
on the Socialists' ties to the narcotics 
business. 

As of July 30, the latest indications 
were that M assie had been a double agent 
for the Socialists within the SAC. His 
lawyer, M ichel Pezet, heads the Socialist 
Federation for the Mediterranean Mar
seilles region . 

Behind the charges and counter
charges remains the fact that for many 
years the Socialists' and Gaullists' Cor
sican-linked operations have worked in 
tandem, since the days of the "French 
Connection" heroin racket which Def
ferre, as mayor of M arseilles, is known to 
have protected, and in political maneu
vers against former President Valery Gis
card d' Estaing. Now that the Socialists 
have assumed state power, they are 
trying to bump aside their Gaullist coun
terparts. 

P-2 scandal breaks 
out in Brazil 

The reverberations of Italy' s P-2 (Propa
ganda 2) scandal are still being felt in the 
South American haunts of P-2 Grand 
Master Licio Gelli. Last week, the 12th 
assembly of t�e Brazilian Confederation 
of Symbolic M asonry summarily ex
pelled the P-2 members for refusing to 
answer certain questions that have been 
raised by Italian police.  

The biggest question was how the 19 
Brazilian P-2 members, gathered in  the 
Rio-based World Organization of M a
sonic Thought and Assistance, managed 
to send Gelli sufficient funds in 1976 for 
him to buy a $8 million Roman villa for 
the cult's headquarters . The P-2's  Guan
ahara Lodge in Rio has the largest con
centration of P-2 members outside of 
Italy, but al l  of them are middle class 
professionals with little apparent connec
tion to Italy,  politics , or high finance. 
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Their serving as conduits for Gelli ' s  dirty 
money was uncovered in documents 
found in Gelli 's daughter's baggage in 
Italy last month and was not denied in 
the Brazilian Masonic inquiry . 

Clues may come from Argentina, 
where the P-2 government of Isabel Pe
ron and her Svengeli, Jose Lopez Rega, 
were overthrown in 1976. 

Retired Admiral Emilio Massera, 
who earned himself P-2 membership by 
trying to persuade the military to allow 
" Perona" to stay in power, has j ust an
nounced his plans to become president of 
Argentina. 

Massera merits careful scrutiny. Like 
his Italian comrade, PSI leader Bettino, 
Craxi, M assera is fully plugged into both 
the Socialist International and the fascist 
P-2 crowd. M ore than a few eyebrows 
went up in Argentina when the signa
tures of Mrs. Peron's closest aides ap
peared on a newspaper ad supporting 
Massera in his dramatic confrontations 
with the incumbent government of Gen
eral Roberto Viola. 

Italian CP and DC . 
bow to Socialists 

Enrico Berlinguer, secretary-general of 
the Italian Communist Party, announced 
July 27 his support for French Socialist 
President Fran�ois M itterrand, and ad
vocated a Mitterrand-style government 
for Italy. His startling statement also 
included a condemnation of Christian 
Democratic (DC) leader Giulio Andreot
ti, his erstwhile de facto ally against the 
Socialists . 

Andreotti himself had j ust an
nounced that he is ready to work with the 
Socialists, whose chairman, Bettino 
Craxi , has been approvingly designated 
"the new M ussolini" by sections of the 
Italian press. Andreotti stated that he 
had resolved his differences with the Bis
aglia wing of the Christian Democrats, 
the faction most committed to helping 
Craxi to power. 

Briefly 

• THE BUNDESBANK is  ruin
ing West Germany through its 
high interest-rate policy, said the 
Ruhr region's chairman of the na
tional Trade Union Federation 
(DGB) in a series of interviews in 
JUly . Siegfried Bleicher told the 
DGB weekly Welt der A rbeit that 
the Bundesbank is "an institution 
not under any parliamentary con
trol yet still able to shape state 
economic policies, as it does here 
in the Ruhr region." This indepen
dence of the central bank should 
be challenged by the trade union 
movement, he said. 

. '  BEGUM NUSRAT BHUTTO, 
leader of the Pakistan People's 
Party, was released from a Pakista
ni jail July 22 as a token response 
to pressure exerted from Washing
ton. Reportedly Gen . Zia ul-Haq 
had been informed that the U.S .  
Congress was  uncomfortable with 
backing arms sales to Pakistan at 
a time when Zia has shown no 
signs of relenting on political 
repression of his opponents. The 
same sources indicate that Zia 
chose to release Mrs. Bhutto and 
not her daughter Benazir, because 
he fears Benazir' s  political organ
izing capabilities . 

• A "COMMITTEE for Catten
om" has been formed in France to 
defend the construction of the nu
clear plant there from President 
M itterrand's attempt to close the 
complex, which is projected to 
comprise four 1 ,300 megawatt re
actors. Located in the Lorraine re
gion of northern France, two of its 
reactors are already built. Mitter
rand hopes to delay the go-ahead 
past September, when the next en
gineering stage m ust begin. 

• INDIA's six-month ban on 
strikes in vital industries, an
nounced July 27, is aimed at un
dermining the social democratic 
and Maoist networks who control 
the trade unions in those sectors, 
and are determined to destabilize 
the government of Indira Gandhi. 
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The lesson of Nazi jet 
aircraft development 
by Lyndon H. LaRouche, Jr. 

There is a presently accelerating opinion among policy
influentials affecting the Reagan administration's deci
sions, that the United States can imitate successfully the 
precedent" of the German war economy under Nazi Fi
nance Minister Hjalmar Schacht and Albert Speer. In 
brief, that the United States can continue to tolerate the 
monetarist austerity of Federal Reserve Chairman Paul 
A.  Volcker, and nonetheless mobilize military expendi
tures in the proportions of President Franklin D. Roose
velt's  1 938- 1 945 effort. 

Most of  the leading senior specialists supporting that 
presumption would agree that the case of achievements 
of both the aeronautical and rocket-research divisions at 
Peenemiinde are the preferred topic of choice for exam
ination of their adopted theses. That topic demonstrates 
with shattering force that the thesis is suicidally absurd . 

Like the Nazis of yesteryear, the present drift of  
Pentagon doctrine does not  originate in military or  
scientific thinking. It  originates as a classical psychic 
reaction-formation among key military specialists and 
scientists who have responded to a Nazi-modeled Fried
man-Volcker Schachtian policy of austerity, and in much 
the same pathetic manner the psychoanalyst Bruno Bet
telheim analyzed the reasons some Jewish inmates of  
Nazi concentration camps (among other inmates) came 
to identify with the automobiles, shepherd dogs, uni
forms and mannerisms of their SS guards. They have 
accepted the authority of the federal government's com
mitment to a Nazi-modeled austerity policy, and have 
restricted their proposed technological and related mili-
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tary choices to those choices which do not conflict with 
the Nazi-modeled Volcker monetarist dogma. 

The case of Dr. Edward Teller is exemplary of this 
problem. Teller came to the United States as a refugee 
from the fascist regime of Admiral Horthy in Hungary. 
A bril l iant engineer whose knowledge was significantly 
influenced by the diluted version of Riemannian physics 
prevailing at Germany's G6ttingen University into the 
World War II period, Teller's achievements-in opposi
tion to the Fabian-influenced Robert Oppenheimer and 
others of the Bernard Baruch inclination-in connection 
with the H-bomb and in stretching the potentialities of 
Cauchy-M axwell-disoriented plasma physics practice to 
their virtual limit, are incontestable points in respect to 
which Dr. TelIer's competence must be admired . We 
should note that Dr. Teller recently achieved one of the 
finest hours in his personal public life, in a 1977  interna
tional tour in which he clearly and correctly posed the 
facts showing that antinuclear "neo-Malthusians" are 
genocidalists in practice.  Yet, repeatedly, politically, he 
has capitulated to the dictates of the same circles which 
were represented during the 1 960s by Hitler' s protege in 
H ungary, Ferenc Nagy . 

Dr. Teller's problem exemplifies an influential com
munity of leading figures of  science and related military 
policy who have failed or refused to break free of control 
by the international network of "families" centered his
torically on Venice and Venice's Switzerland and former 
Austro-Hungarian Empire colonies, a circle for which 
the fascist P-2 Freemasonic lodge of Italy served ( 1 969-
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198 1 )  as the principal coordinator of international terror
ism as well as fascist coups, the same P-2 network, 
including Libya's Qaddafi, funding the projected out
break of urban riots and terrorism in the United States 
today . 

We single out Dr. Teller for his virtues, not his 
political flaws. He is the most easily recognized among a 
number of key scientific figures whose competence 
should have guided them to the same general assessment 
of the Peenemiinde case we outline here . If  such figures 
would come to their political senses, and apply their 
scientific competence to the issues of present Pentagon 
policy , their concerted efforts might bring the White 
House to its senses-before it is too late. 

The problem on which attention is to be focused here, 
is the case of those intellectually cowardly careerists of  
both leading military-professional and civilian ranks 
who are disposed to seize upon any evidence, including 
the Nazi war economy case, to justify their elaboration 
and support for a military policy which is both immoral 
and incompetent .  They do so under the auspices of a 
perverted doctrine of "state interest" adduced from the 
worst features of Clausewitz's On War, that strategic 
planners must brainwash themselves into swallowing any 
strategic policy adopted by forces which give orders to 
our Presidents . "This is  the policy, buddy. Get with i t !  
Shape up or ship out ! "  

PeenemUnde 
This writer has before him at this moment a sam

pling of reports of Peenemiinde's work on jet and rocket 
aircraft designs bearing on the cases of the wartime Me 
1 63b, the Me 262, the Arado 234, the He.. 280. This 
information is viewed from a background of first-hand 
discussions by himself and his associates with former 
specialists working at Peenemiinde, and considerable 
research into the development and significance of the 
scientific and educational institutions which the Nazis 
mobilized from Gottingen University and other sources 
to make Peenemiinde possible . 

The writer also has on his desk at this moment the 
1 509 ' Divina Proportione of Fra Luca Pacioli ,  which is 
not only the most influential single source of the broad 
sweep of modern scientific progress since, but which has 
the most specific, although mediated bearing on under
standing the specific physics which was decisive for the 
crucial military applications of Peenemiinde. 

This material, exemplified by the cited items now 
spread upon the writer' s desk-top,  is properly focused 
on the famous 1 859 paper of Bernhard Riemann, which 
successfully predicted the physics of generation of dis
crete "shockwave" phenomena in a hypothetical "infi
nite cylinder," the most crucial single paper for modern 
aeronautics and the frontiers of present-day relativistic-
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beam and related plasma physics research and develop
ment. Attention is inclusively focused on the conical or 
"wedge" variants for the "infinite cylinder," the most 
important of the subsumed lines of investigation defined 
by Riemann's 1 859 paper.  

Attention is also addressed to the archive o f  geomet
ric designs, representing the work which Felix Klein 
demanded of  graduating students in his program at 
Gottingen , a feature of training orientation which has 
been largely neglected since, to the effect of tragic 
weakening of competence among entrants to our own 
present-day scientific community. 

The fallacy toward which our attention is focused is 
an argument which can be fairly simplified: "Since the 
Nazis developed frontier-quality military-technological 
capabilitjes under the terms of the Schacht-Hitler-Speer 
political-economic policy, we can replicate the same 
relative achievement. Moreover, since we represent a 
complex of global geopolitical assets far exceeding 
those of the Nazis, we can succeed where the Nazis 
failed . "  The fallacy of the first part of that argument, 
on which this report is focused, is that the Nazi economy 

used up a previously established scientific and industrial 
potential which no Nazi or kindred political-economic 
order could produce. The correlated point is that we lack 

technological resources comparable to those the Nazi 

regime appropriated in subjecting the German nation to 
its rule. In terms of the present state of our educational 
system, the potentialities "for producing, assimilating 
and applying technology, in  our industrial establish
ment, and in the qualifications of and extent of our 
scientific community, we are relatively far below the 
resources of the nation which fell into Hitler's and 
Schacht's hands . 

In short, the essential rationalization,  on which the 
present drift of  Reagan administration military policy 
depends, is  a pathetic and properly obvious fallacy of 
post hoc ergo propter hoc. 

In other words, the Reagan administration has been 
duped and pressured (e.g . ,  by the Trilaterals and the 
Heritage Foundation) into adopting a military policy 
which might have succeeded in 1 938- 1 940, but which 
cannot succeed in an economy suffering the combined 
moral and economic debilitation  aggravated by nearly 
1 8  years of the rock-drug counterculture, a comparable 
period of destruction of our educational system, the 
past 1 5  years' growing influence of "cost-benefit analy
sis" and neo-Malthusianism in government policies 
and the economIc carnage wrought by four years of the 
Trilateral Carter administration.  

The opposite side of the case is that the Nazis found 
placed at their disposal the fag-end of what had been 
the world's greatest public and university educational 
system, an approximately halved remnant of  what had 
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been the world's most powerful combined military and 
industrial capacity per  capita for any population,  and 
the remnants of what had been the world's most ad
vanced scientific capability . The complementary point 
is the fact that although the Nazis commanded the 
German state, it was the German nation which deployed 
its non-Nazi resources to fight the war. 

Peenemiinde efficiently expresses , in  the most acces
sible and concentrated way, the role of non- Nazi-created 
scientific and indu�trial resources in developing an 
advanced military capability, despite the contrary impli
cations of Nazi economic, social, cultural , and political 
characteristics. 

In  terms of military history, the Nazi case is the 
obverse of the case of Alexander the Great . Philip of 
Macedon, the "Adolf Hitler" of the fourth century 
B .C. ,  represented, together with most of the Macedoni
an generals, a commitment to establishing the Western 
Division of the Persian Empire based on what the 
documents from that period describe alternately as the 
"Persian Model" or "Oligarchical Model . "  This is the 
same "model" later deployed as the Roman Empire and 
as the Byzantine Aristotelian tradition,  mediated 
through the Byzantine sub-capital at Venice into such 
later projects as the role of Venice, the Bank for 
International Settlements and Montagu Norman of  
Britain , in putting the Nazi Adolf Hitler into power. 
The combined forces of the Platonic Academy at Athens 
and the Cyrenaic Temple of Amon assassinated Philip 
of Macedon and placed Alexander the Great in power, 
destroying the Persian Empire on which Philip' s  p lot 
was based . 

In the case of Nazi Germany, but for intervention in 
support of  Hitler by the British government, during 
1936- 1 938 ,  and again during the war itself, as Winston 
Churchill admitted to the British parliament at the close 
of the war in Europe, Hitler would have been destroyed 
by his generals as Aristotle and the proto-Nazis among 
the Macedonian generals assassinated Alexander by 
poisoning. 

In  the earlier case, a morally positive force, Alex
ander, commanded an instrument whose character was 
defined previously by the proto-Hitler, Aristotle' s  pa
tron,  Philip .  In the latter, Nazi Germany case, the 
institutions deployed by Hitler were the relatively posi
tive moral forces whose capabilities were determined by 
a character opposite to that of Hitler and the Nazis .  

Societies do not function in terms of the independent 
judgments of the average individual member of society . 
Only a tiny minority in any society to date acts accord
ing to independent rational judgment. Most people in 
societies, including the United States up to this point, 
behave as their wills are controlled by those institutions 
with which sections of  the population associate them-
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selves . To make the United States a Nazi state, the 
present combinations of Buckley types and rock-drug 
counter-culture neofascists, altho ugh aggregating to 
less than one-quarter of the population, would be a 
sufficient, already philosophically fascist base. The ma
jori ty of the people would probably accept American 
"neo-Nazism" just as most anti-Nazi Germans submit
ted during 1 933- 1 936 and then fought the war for Nazi 
Germany. They submitted because the Nazis captured 
the wills of the top-most layers of the institutions which 
contro lled the judgment and wills of  the maj ority of 
citizens,  Nazis and non-Nazis alike. After the war, the 
same citizens became fervently anti-Nazi, for the same 
reason:  the change in command of institutions dictated 
an abrupt shift to a pol icy of anti-Nazism.  As election 
data of the postwar period prove conclusively, the 
majority of  Americans exercise not one bit more inde
pendence of judgment than the German population of 
1 932- 1 945 did.  

People generally will loyally support the most evil 
sort of regime, if the institutions with which the people 
associate themselves do not mobilize resistance of maj or 
combinations of institutions against that evi l .  

it is such moral weakness of j udgment of  most 
citizens which has rendered the United States apparently 
defenseless in face of the growing drug epidemic. The 
leaders of national parties have supported "drug decri
minalization" and gutting of law enforcement action 
against both drug-users and drug-pushers. Meanwhile, 
prodrug (NORML) forces of  William F. Buckley and 
the Anti-Defamation League deploy lying defamation 
and other dirty tricks against any group of citizens 
which resists this spread of the drug traffic. In moral 
principle, any New York citizen who supports the re-

o election of Mayor Ed Koch is guilty of being a witting 
accomplice of the drug-pushers.  In principle, any person 
who collaborates with William F. Buckley or the Anti
Defamation League is a witting accomplice of drug
pushers, j ust as anyone who supports Rep . Richard 
Ottinger is as guilty of  supporting genocide as a war
time supporter of  Nazi mass-murderer Albert Speer . 
Morally, there is no difference among Adolf Hitler, 
Albert Speer, Irwin Suall, James Hoge of the Chicago 
Sun- Times. and Richard Ottinger. The person who will 
support any one of these will wittingly condone a 
regime equivalent to that o f  Adolf Hitler's .  

So,  from present everyday American experience 
today, we see the resemblance in morality between the 
majority of American adults and 1 932- 1 945 supporters 
of Adolf Hitler. 

The maj ority of citizens behave in that immoral way 
not because they are personally evil ,  but because they 
are intellectually and morally "little people."  Each 
"little person" is contolled by his or her aspirations for 
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'Field Erwin von was to command the 
Germany army ij Churchil/ had not blocked the plot to kill A dolf 
Hitler. 

what Dante Alighieri termed "earthy paradise"
career, pension, peer-group status, and petty, day to 
day hedonistic "needs" of his or her self or adopted 
immediate circles . The passion of " Look. guy, I 've got 
to look out for myself, "  and "take care of my personal 
family responsibilities" are typical of the phrases by 
which most people j ustify their customary immorality 
on the "big questions" of national and foreign policies . 

The policies and behavior of nations and their 
peoples are not determined by the rational, independent 
judgment of a majority among their citizens .  The poli
cies and behavior of nations are determined by the 
institutions of which they are composed, and according 
to what forces control the top-most command structure 
of executive functions and opinion-making in those 
institutions . In the long run, the character of the ruling 
forces of a state shapes the internal character of i ts 
institutions.  In  the shorter and medium term, the inter
nal characteristics of institutions are determined pre
dominantly by the institutionalizing processes of pre
ceding periods of development .  

Although Peenemiinde was an institution control led 
by the Nazi regime, the character of that regime and its 
political-economic policies are less than i rrelevant to the 
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characteristic features of the work accomplished there. 
Peenemiinde was a product of pre-World War I Ger� 
many, and, most emphatically, of pre- I 848 H umboldt 
University in Berlin and nineteenth-century Gottingen 
University . The most crucial among the advanced ca
pabilities expressed at Peenemiinde were all directly 
derived from the 1 854- 1 866 work of Bernhard Riemann 
at Gottingen and Riemann's employment of what he 
termed "Dirichlet's Principle" -of the brother-in-law of 
the composer Felix Mendelssohn, Lejeune Dirichlet
and of Lazare Carnot's and Alexander von Humboldt's 
project, the University of Berlin (Humboldt University). 
The most specific among the broader influences of 
Riemannian physics was the cited 1 859 paper . 

The Nazi Party and leadership was philosophically 
a neo-Malthusian, "postindustrial  society" cult, from 
Hitler and cult-doctrinaire Alfred Rosenberg on down. 
The majority of the Nazi Party's  active membership 
base of 1 932- 1 933 was a precise analogue of the present
day transatlantic rock-drug counterculture, the Weimar 
counterculture of the 1 920s and early 1 930s. This con
nection of Hitler to the rock-drug counterculture was 
anticipated by the leading postwar homosexual fascist 
leader of the period, Stefan George, the first among the 
Weimar fascist leaders to articulate the "leadership 
principle" later made the centerpiece of the Hitler cult. 
There is no essential philosophical difference between 
Hitler and the genocidal Club of Rome today. . 

In power, Hitler's leading political problem was the 
fundamental opposition in philosophical outlook be
tween the Nazi neo-Malthusian ideology and the com
mitment to industrial and technological progress of the 
majority of the German population and national insti
tutions .  Hitler required these institutions as forces indis
pensable for his military aims, but was determined to 
subvert and then destroy those German national insti
tutions as quickly as they had served his war-fighting 
purpose. Had Hitler won the war, his world would have 
been ordered exactly as the Draper Fund, the Club of 
Rome, and allied genocidal institutions envisage today. 
Hitler was a fanatically anglophile protege of Houston 
Stewart Chamberlain, Neville Chamberlain's cousin, 
and imbued with the Anglo-Saxon racial theories iden
tical with those of Cecil B. Rhodes and Colonel (later 
General) William Draper of the American Museum of 
Natural History in New York City at that time. Wipe 
out all "inferior races" (Jews, Slavs, blacks, etc.) to 
create living-room for world-empire of a world-federal
ist system based on the Anglo-Saxon "racial stock ." 
That is the same policy embraced by such figures as 
Aurelio Peccei of the Club of Rome, by the World 
Bank, by the leaders of  NATO's  OECD organization, 
and by such functionaries of  the genocidalist Draper 
Fund as General Maxwell Taylor .  

. 
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Germany general ly was not anglophile,  even under 
Hitler. German ci tizens vo l un teered with enthusiasm 
for a war against the Versa i l l es-enemy Britain,  and with 
shudders of reluctance for fighting on the Russian front .  
Hitler was obliged to save Britai n from the German 
nation by such means as ho ld ing  G uderian ' s  tanks back 
(on Hitler's persona l  orders) at Dunk i rk ,  by d iverting 
the Luftwaffe from strategic targets in  Brita in  in to  the 
prepared anti aircraft shooting-gal lery over London . 
Hit ler was quite s incere in sending Rudolf Hess to 
negotiate an anti-Soviet a l l iance with Britai n ,  through 
the Duke of  Hami l ton-and somewhat justi fied in  his 
probe through Hess ,  as  Br igad ier  Rees and others  
disclosed, " H ess had arri ved m uch too late . "  

Except for H i t l er ' s  c ruc ia l  i n terve n t i o n s  to  save 
Britain from conquest by the German mi l i tary ,  the war 
in the West was conducted according to classical Ger
man military doctrine,  a successfu l  re-enactment of the 
Schlieffen pol icy employed in World War I .  In the East, 
Hitler fel l  \nto the same k i nd  of trap wh ich Scharnhorst 
et al . had designed, bai ted, and closed agai nst Napoleon 
in 1 8 1 2-as the professiona l  German mil itary recog
nized that from the beginn ing .  The Soviet defense of 
M oscow and Len ingrad, during the winter of  1 94 1 -
1 942, had the same princ ipa l  stategic s ign ificance a s  the 
Germans' blowing up of pre-mined M oscow around 
N apoleon ' s  ears . The fa i l u re to  take M oscow a n d  
Leningrad in  t h e  successive win ters o f  1 94 1 - 1 942 and 
1 942- 1 943 set up  the logist ica l  geometry in which the 
potential of the Stal i ngrad flanking counterattack be
came possi ble .  This was German k n owledge s ince 1 809-
1 8 1 2  of the principles of a Russ ian campaign . '  

I t  is .that and related in teraction between German 
nationalist institutions and the con trary character of the 
Nazi regime which defi ne every crucial feature o f  the 
Nazi period .  

Putting as ide for the moment the monstrous i mmo
rality o f  those who propose to model  a transformed 
U.S .A .  on the Nazi war economy, and considering only 
whether the war economy feature of  such a scheme 
might succeed, does the United States today have poten
tial Peenemiindes? It does not ;  during the recent two 
decades , culminating in the combined effects of the 
Carter admin i s trat i on  a n d  s i x  m o n t h s  o f  Volcker ' s 
Nazi-modeled monetary pol ic ies ,  the U ni ted States has 
been virtually stripped of  nearly al l  of  those i nstitutional 
capabilities equivalent for today to the German nation
alist institut ions of  i ndustry ,  science ,  and mi l i tary which 
the Nazis appropriated and exp lo i ted over the 1 933-
1 945 period .  

What i s  stri k i ng ,  i n  th i s  compar i son ,  i s  a study of 
both the science and  the appl ied techno logy embodied 
in  exemplary form in  the ai rcraft i dentifi�d at the outse t .  
These facts show how damned l i t t le progress has  been 
made over the course o f  35  postwar years . That poverty 
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of  progress s ince the days of the M anhattan Project and 
Germany's  Peenem linde attests to the inner character of  
our institutions :  except for the  brief and glorious period 
of fostering of NASA by the Eisenhower and Kenpedy 
administrations,  we have destroyed the efficient impulse 
for progress with in  the relevant insti tutions,  and have 
s tr ipped o u r  labor-force of w h at might  have been 
reserve potentia lities in depth,  for the k ind of high
technology mobi l ization which might have matched the 
Nazis' use of  the German nationalist institutions repre
sented at Peenemiinde. 

The exception : J apan 
To i l lustrate most efficiently what is wrong with the 

pol icies of  the Uni ted States, i t  is most useful  to look at 
Japan . What is  it that causes many to accuse Japan of 
being "unfair"? Simply,  Japan "unfai rly" refuses to be 
as stupid as the U n ited States has become. Japan has 
contin ued to fo l low, at  least predomina ntly,  the princi
ples of the American System, a rt ieu lated by President 
George Washington ' s  treasury secretary, Alexander 
Hamilton .  The names of the leading economists of  the 
American System-Hami lton , Carey, and List-are by
words of every l iterate figure of  Japan, almost unknown 
i n  the presently decaying economy of the United States . 
Japan i s  "unfair" because it has maintained its prosper
ous growth, by refusing to import ignorant fol lies, such · 

as the anti -American System political-economic dogmas 
of Adam Smith,  John M .  Keynes, and of the British 
Fabian Soci ety' s U niversi ty o f  Ch icago economics de
partment .  

The leading circles in Japan have reached the proper 
conclusions  on economic policy.  The most advanced 
circles among Japan ' s  tradi ng-com pany complexes have 
adopted the term " k nowledge-export industry" to de
scr ibe the  po l i cy  best  ensur ing  tha t  nat io n ' s  fu ture 
prosperi ty .  

We stup id  American say :  "I t  i s  not  necessary to be 
first on principal fronts of  technolo·gi cal progress .  I t  i s  
not necessary to revi ve the precedents of  the Manhattan 

. Project and N A SA's  moon- landing ,  to give priority to 
publ ic  support for resea rch-and-development undertak
ings. Besides, the " free-enterprise" freaks and the "en
vironmentalists" are both against it .  

"It is sufficient ,"  say the stupid Americans, "that we 
force labor to work for less and much sweat much more, 
to drive down U .S .  wages toward Th ird World levels ,  
so that our backward,  labor-intens ive, obsolescence
ridden, and shr in king ind ustrial base can compete wi th 
more productive industries abroad. Otherwise, we shal l 
use our muscle to b ludgeon our al l ies into bankruptcy, 
so that they wi l l  no longer be able to com pete with us in 
foreign trade ."  

I t  i s  the attempt to graft a booming war economy 
bui ldup on top of  such a lunat ic  po l icy of  Nazi-modeled 
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austerity in  basic civi l ian agriculture and industry,  
which is the cult-like madness dominating the utterances 
of strategic policy utterers .  

That is the short of i t  a l l .  We must give first priority 
in national-defense policy to forced-draft expansion of 
our advanced research and development capabilities , in 
an environment defined by high rates of  technologically 
advanced, capital-intensive investment in increasing the 
base and scale of goods-producing output, and building 
up thus the civilian economic and tax-revenue base for 
an adequate defense expenditure. We must complement 

. this by measures which foster high-technology econom
ic growth among our industrialized allies, and among 
our friends of the developing natio n s ,  creating an 
economically powerful community of principle among 
sovereign nation-state republics, as the institutional 
base for strategic defense capabilities. 

The trouble with the Reagan administration so far is 
twofold. First, for its own part, the administration is 
riddled with Fabians (Stockman, Heritage Foundation, 
Buckleyites), Friedmanites, and Siena Group-controlled 
"supply-siders,"  who rally into Walpurgis Nacht intens
ities of psychedelic antics against any measure which 
offend their British versions of "free enterprise." Second, 
there is massive blackmail pressure from the Trilateral 
Commission's forces and the " Harrimanites," such that 
to the extent the administration wishes to do the right 
thing, it i s  terrified of offending these forces , and backs 
down . 

Yet, having thrown away everything needed for a 
competent defense policy, the administration nonethe
less plunges ahead with a determination to deploy a 
tattered and drug-ridden U .S .  military establishment 
against "the Russkies ." It devises its military policy to 
fit the limiting prescriptions of a lunatic economic and 
monetary policy .  In this way, the administration finds 
itself verging ever closer to a decayed parody of the 
Nazi war economy. Obviously, not a single one among 
the supporters of this imbecilic orientation is  exhibiting 
the slightest knowledge of  the past 500 years of military 
history since Plethon first set forth the modern doctrine 
at the beginning of the 15th century.  

Behind Peenemiinde science 
The achievements of Peenemiinde's  forces were most 

immediately the fruit  of the tradition of Gottfried 
Leibniz in science and Lei bniz' s 1 670s fo unding of 
economic science as the science o f  technology . The 
crucial developments of the 1 9th century on which 
Peenemiinde drew were (a) Alexander von H umboldt' s 
close collaboration with Lazare Carnot ( 1 8 1 5- 1 825) to 
bring the French science being destroyed by A .  Cauchy 
into Prussia, and (b) the Prussian system of education 
inaugurated by the student of Friedrich Schiller, Wil
helm von Humboldt, a system of classical education, 
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based on the classical Greek of Homer through Plato, 
which produced the highest quality of scientific poten
tial among gymnasium graduates . 

Although the vitality of German science was greatly 
d i luted from the 1 860s onward, after Britain's  choice, 
Bismarck, secured the Prussian chancellorship, that 
dil u ted science remained an adequate basis for Ger
many ' s  scientific superiority over all other nations 
through World War I .  It  was, as we have noted, the 
impact of Riemannian physics which enabled Peene
m iinde to achieve aeronautical designs superior to those 
of any other nation . 

The scientific community outside Germany was in
ferior to German science because of the influence of a 
method typified by that of A .  Cauchy and J .  Maxwell, 
tracing its roots to Newton and Descartes of the 1 7th 
century . As a result, Peenemiinde's theoretical physics 
is ei ther not understood or little understood among 
most professional physicists in the United States even to 
this day, and the work of Adolf Busemann and his 
associates continues to be a matter of relevance for 
advanced-physics problems in leading circles of both 
the United States and Soviet Union to the present time. 

Unless tlie physics community of the United States 
is d isposed to give up the variety of mathematical 
method associated with Newton,  Cauchy and Maxwell, 
for the physics traced through Leonardo da Vinci and 
Pacioli ,  through Kepler , Leibniz, Euler, Monge, Car
not, Legendre, and Riemann, it i s  impossible that U .S .  
science institutions, already numerically far smaller and 
sti ll shrinking relative to the Soviet physics community, 
could sustain a match with the Soviet U nion in respect 
of advanced technologies of military relevance . 

The current military buildup outline of the Reagan 
administration reminds any informed military historian 
of Napoleon Ill ' s  mobilizations in preparation for the 
battle at Sedan. Just as Napoleon deprecated the signif
icance of then-modern forms of breech-loaded steel 
arti l lery, so the presently visible Pentagon policies de
emphasize the qualitative change in warfare embedded 
in the rapid ,  large-scale deployment of x-ray and gam
ma-ray relativistic-beam weaponry . Such latter technol
ogy is a subject of Riemannian physics, associated with 
principles alien to the tradition of Newton-Cauchy
M axwel l .  

To begin developing the institutions on which an 
effective defense potential in depth depends, it would be 
wise to begin with closer attention to the 1 509 Divina 

Proportione of Paciol i .  

I Note: For the same reasons, the attempt t o  pinpoint the inner 
Russian industrial base with precision low-kilotonnage missiles, such 
as the Pershing II has, in Russian classical military outlook, such 
significance that the Soviets are assured to react preemptively to 
prevent such capabilities from being emplaced. There are some 
gen uine idiots involved in shaping our military policy . 
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Interviews 

The two varieties 
of strategic folly 

On the weekend of July 3 1 -August 2, a select group of 
individuals who fancy themselves as "strategic thinkers" 
will convene privately at Leeds Castle in England to 
discuss "war-winning strategies" for the West.  The par
ticipants will include U.S .  National Security Adviser 
Richard Allen, Frank Barnett of  the National Strategy 
Information Center, Ed Fuelner of the Heritage Foun
dation , and several cothinkers from the British Isles and 
continental Europe. 

EIR correspondents found several variations of 
warped strategic thinking in recent meetings in Washing
ton . For example, a congressional aide with a reputation 
as a top defense expert told us he fully recognized that 
U.S .  military and NATO forces were at a horrible disad
vantage to the Soviets, that U .S .  industrial capacity was 
eroded to a point of collapse. It would take years to catch 
up. The solution was for the United States to develop a 
credible first-strike capability and then threaten the So
viets with acting insane and using it. This would keep the 
Soviets "off balance ."  The United States and NATO 
should move toward a confrontation with the Soviets 
and hope to bluff them down . It may work, this expert 
reasoned. If not, Europe would go up in nuclear smoke, 
but it may be necessary to write off Europe to survive . 

The same scenario was making the rounds at Henry 
Kissinger's Georgetown Center for Strategic and Inter
national Studies. It will no doubt be discussed at Leeds 
Castle. 

The man responsible for organizing the Leeds event 
is British Air Vice-Marshal Stewart Menaul, reportedly 
a close associate of British Foreign Secretary Lord Car
rington .  Menaul does not subscribe to the above scena
rio .  He recognizes the current vulnerability of the NATO 
forces, and proposes crash development of space-based 
laser weapons systems ,  in particular an antiballistic mis
sile system. 

With its emphasis on a high-technology solution, 
Menaul's proposal is enticing. His thinking, however, is  
flawed in crucial areas . He claims that it is possible to 
carry out his program within the context of austerity and 
deindustrialization in the West. The vice-marshal further 
claims that the Soviets will never launch a full-scale 
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thermonuclear war; he therefore upholds James Schles
inger's limited nuclear-war doctrine, and his correlative 
concept of the " aura of power." 

When it comes down to it, Menaul and his  cothinkers 
are also bluffing .  His views, as expressed in several 
locations including a document in circulation by the 
Carrington-linked Foreign Affairs Research Institute, 
presume that the laser ABM system is an almost fool
proof defense. There is no such thing as foolproof de
fense. What is required is an in-depth buildup of war
fighting capabilities . 

From Stewart Menaul 
The following excerpts are from two exclusive interviews, 

on July 24 and July 29, with British A ir Vice-Marshal 
Stewart Menaul. The interviews were conducted by EIR 
European correspondent Mark Burdman. 

Burdman: On the question of weapons systems, I wanted 
to convey to you my information from the United States 
that contradicts your assessment that Weinberger is in 
favor of the development of space-based ABM laser 
systems. My reading is that he is obsessed with the type 
of cost-accounting approach that will never allow for 
laser systems to come into existence. 
Menaul: Well, whatever Weinberger's sentiments are, 
his advisers certainly aren't against this.  You should read 
the latest edition of A viation Week. The senior scientific 
adviser to the Reagan administration on future defense 
systems, whose name I don't remember, makes a very 
good case for the necessity of high-energy beam systems. 
He says this won't come next week, but by the end of the 
decade. The problem is that the Russians are now way 
ahead of us. They'll be sending up their Salyut-7 next 
month . The Cosmos 1 267 involves three to four new 
Cosmos space stations. They will develop the capability 
to use lasers from space systems. I hope that when they 
announce they've done it, some people here will take the 
whole thing more seriously ! The problem is all sorts of 
so-called scientists, leftist academics, etc. , who impede 
any serious discussion on this. 

Burdman: Well,  who then specifically is the "lobby" in 
the U .S .  for developing laser systems? 
Menaul: Senator Wallop, Senator Tower. Almost any
body who knows ' something about reality . Bill van 
Cleave, Harold Agnew, the people at Hughes and 
Boeing. The problem is that we are governed by politi
cians, some of  whom are lunatics on questions like 
this . . . .  

EIR August 1 1 , 1 98 1  



Burdman: What is your evaluation of  the perspective of  
Carrington in respect to such questions? 
Menaul: He's trying to do his job under very difficult 
circumstances . You see, the problem here is that you 
have a government of very old-fashioned dyed-in-the
wool conservatives who think the United Kingdom is 
still a superpower, and they're completely wrong! We're 
a third-rate power ! So look at the problems we create for 
ourselves . The Trident submarine, for example, is sheer 
lunacy, and with our total commitment to it, we are 
savagely cutting back on our navy, air force, army. The 
U.S . ,  which is manufacturing the Trident, doesn't even 
take it seriously. The same issue of A viation Week I 
referred to earlier is saying that the U .S .  Air Force would 
like to be rid of the MX and Navy feels the same way 
about the Trident . 

Burdman: So you feel the MX should be scrapped? 
Menaul: It's unnecessary ! Why all this talk of bigger and 
better offensive capability? We already have super-over
kill capability, it' s  ridiculous ! We must defend, and have 
available second-strike capability . The key is developing 
the systems that destroy the incoming missiles, not con
stantly building new offensive systems !  The MX, Trident 
I ,  Trident II, it' s the same track, all of it .  Of course, by 
building these, we force the Russians to match it, but 
with the Russians there is one big difference. They know 
that more and more offensive weaponry is not the neces
sary new element in the situation, so are proceeding full
steam ahead with the new kinds of defensive systems.  

Burdman: Where do you locate the doctrine in Western 
strategy that thinks in these latter terms? 
Menaul: There are many people who feel this way, led 
by me! Why the hell go on doing this? We can already 
destroy all of Russia, China, Eastern Europe. If  we were 
really worried about security from the Soviets, we would 
stop the incoming missiles. You have to build up your 
defensive capabilities, and we now have to reverse the 
years of scrapping such capabilities associated with 
Carter-Callaghan-Wilson ways of thinking. 

Burdman: With everything you've said, how do you 
explain the John Nott "cost-accountancy perspective" of 
accommodating to the parameters of scarcity and so on? 
Also in the U.S . ,  there is a strong similar tendency in 
economic pplicy . . . .  
Menaul: In Britain, the government has inherited a com
pletely chaotic situation from the previous years, and 
social problems are increasing, so there are some very 
real limitations. In the U .S . ,  I don't agree with you; 
defense expenditures are up 5 percent from last year, and 
the 1 982-83 budget is  miles ahead of what Carter would 
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have put in there. 
In the U .S . ,  there are also many people who know 

very well that we could go into space tomorrow and 
develop the necessary technology and approaches if we 
decided to do so . The aircraft industry-Martin-Mariet
ta, Rockwell ,  Boeing, Hughes-has prepared numerous 
studies indicating the feasibility of doing this .  That's why 
Wallop recently made his impassioned plea, stating that 
the technology is here. let' s develop it. But you get all 
sorts of blockage of the idea, including within the major 
industries, where you hear all sorts of fatuous arguments . 

Burdman: Who do you have in mind? 
Menaul: Figure it out for yourself. It 's  the companies 
that make the ballistic missiles, they argue for more and 
better of the same, it' s ridiculous . 

We need a tough U.S .  administration that is ready to 
say ,  "To hell with you, this is what needs to be done, and 
we're going to do it ! "  Reagan's is that kind of adminis
tration, definitely, he' s got that kind of toughness. I 
think that will become apparent in two to three weeks, in 
the debates in Congress on the question of the Stealth 
system and the cruise missile bombers . The Reagan 
administration will say, rightly, that we have the Stealth 
technology and the Russians don't know how to stop it, 
so let 's  go with i t !  I agree with that, we need the new kind 
of bomber with the Stealth technology. 

Burdman: By late autumn, Weinberger is expected come 
to some definite decisions on weapons systems.  By that 

· time, what assurance do you have that the U . S .  will in 
fact go in the direction of  developing the new generations 
of technologies? 
Menaul: Because I know the work being done by the 
Defense Advanced Technologies Organization in DOD. 
They have done studies which prove that this can be 
done. This group inside the DOD has access to Los 
Alamos and Lawrence Livermore, and they asked Liver
more, for example, two years ago, whether it were possi
ble to develop x-ray lasers, and Livermore said yes . The 
only problem, of course, is that the Russians are way 
ahead, with their Salyut-7 and one or two other advanced 
research systems. They spend 1 2  to 1 4  percent on defense, 
the U .S .  thankfully is  going up to 8 percent; in Europe 
it's much worse . 

Burdman: But, frankly, you m ust admit the impossibility 
of doing everything you're talking about in the context 
of the economic policy typified by the Volcker interest
rate policies . How can you develop necessary new tech
nologies and a competent military strategy without de
veloping the industrial base of the society? From all the 
information, Volcker's measures are really doing dam
age to the American industrial infrastructure, so how can 
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you have a defense program of the type you want without 
ditching that policy? 
Menaul: We understand the situation.  The recession has 
hit every country, not j ust the U .S . ,  that's the current 
reality. What it means is that we can't now run 26 
programs of  research in new systems like we would like 
to, we can only have 12 or 14. So the question now is 
fundamentally one of priorities. The problem as I see it is 
not as you are outlining it, but more of the fact that we 
are giving too much priority to old-fashioned systems, 
instead of asking, what must we develop for the 1 990s? 
In defense technology ,  the U .S .  is way behind; the Soviets 
have sent up 1 ,000 satellites in the past years, the U .S .  
none, but a t  the same time, the U.S .  has better available 
technology than does the Soviet Union, if it would j ust 
use it. The U .S . ,  that is ,  has nothing like the Salyut and 
Soyuz systems, but the kind of technology in question is 
available, if it is just used. the Columbia Space Shuttle 
was certainly a great thing, but we have wasted an awful 
lot of time. Look at the MX and Trident: they will both 
be out of date by the time they are developed, given 
Soviet technological breakthroughs ! 

So we need an expansion of the NASA approach. 
NASA of course has already military foci, as was seep in 
the plans arond the Space Shuttle, but we must do far 
more of this . He who controls space will control Earth
the Russians are aware of this simple fact. The Russians 
have literally built a commuter system into space ! . . .  

Burdman: A further question: isn't it clear that the Soviet 
doctrine rejects the idea of limited nuclear war? They will 
fight a total war and have made that quite clear. 
Menaul: This is wrong ! The Soviets have modified their 
doctrine in the past years . They're ready to fight war in 
Europe alone, conventional war, conventional chemical 
war, and nuclear war. If they decide to fight a war in 
Europe, they have whatever means available that they 
consider appropriate, whether it be chemical, conven
tional, or nuclear. They're ready to fight war in Europe 
without getting the U .S .  involved . This new modified 
doctrine has evolved from Kulikov, from Ogarkov, from 
Ustinov, they're the architects of the massive Soviet 
buildup in conventional forces. Obviously, the Soviets 
see purely conventional war as possible . They also have 

. an ocean-going navy to starve NATO, deny it oil ,  raw 
materials. They're ready for any eventuality and the West 
is  not. . . .  

The new Soviet doctrines began five, six years ago, 
with the advent of technologies in computers, micropro
cessors, electro-optical equipment and so on, infrared 
equipment, mil limeter radar, etc. According to Soviet 
doctrine, they must be ready to fight any war, and their 
technology for doing so has greatly improved. Their T-
80 tanks are as good or better than anything in NATO, 
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as are their M IG-23s and MIG-25s. Happily, we' re de
veloping the F- 1 6  and Tornado, but as we do so, the 
Russians have another five being developed. So, simply, 
any war in 1 98 1  is different for Europe than would war 
have been in 1 968-70. I deplore the attitude of some 
strategists in the U .K . ,  France, and West Germany who 
talk only in terms of a conventional buildup. They only 
think that way because Europe is  so far behind the 
U.S .A.  and U .S .S .R .  in technology . Yet with its 250 
million people, Europe combined could easily be more 
capable of sustaining the necessary defense expenditures 
than are the U . S .  or the U.S .S .R . ;  there's j ust no will to 
do it .  

PO-59 [the Carter presidential directive that ac
knowledges tactical nuclear war as U .S .  policy] makes 
quite a bit of sense. McNamara and Schlesinger were 
both on the right track , and finally Carter got in line. We 
now have the ability to hit military targets with precision 
and accuracy . As for limited nuclear warfare as a doctrine 
a la Schlesinger, it is absolutely necessary ,  given Soviet 
doctrine. The Soviets no longer are against the idea of  
fighting limited nuclear wars . Old-fashioned generals 
talk awful rubbish about this. The Soviets, with their 
generals' training in electrical engineering know more 
about precision targeting than do the Europeans ,  so for 
the Soviets limited nuclear war is now distinctly a possi
bility . The SS-20s are there to be used ! 

The Soviets in fact prefer conventional war in Europe 
so that they can occupy and take over the industrial 
infrastructure of the U . K . ,  Germany, and France, rather 
than a radioactive landscape. If they were winning a 
conventional war in Europe, the U .S .  would do nothing. 
Could you imagine the U .S .  launching missiles at Minsk 
and Moscow in retaliation for the Soviets' occupying 
Germany? It would never happen; the U .S .  would only 
launch weapons in response to the Soviets' directly at
tacking the U . S .  

From an intelligence critic 
On July 23, EIR Counterintelligence Editor Jeff Steinberg 
interviewed a recently retired national security analyst 

whose career in the Pentagon and in the intelligence com

munity dates back to the immediate postwar period. His 
historical observations regarding the administration 's en
dorsement of the Schlesinger Doctrine of limited nuclear 
warfollow. 

It is absolutely correct to describe the present military 
posture of the United States as a "blitzkrieg" policy . I 
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was involved in the first postwar studies done by the 
Pentagon on the deployment of missiles. We went down 
to Huntsville and interviewed all of the ex-Nazi scientists 
who we brought over from Peenemiinde,  von Braun, 
Berger. They had developed the identical technology 
that we are talking about today. They had the V- I ,  which 
we now call the cruise missile. They had the V -2, which 
back in 1 949 we renamed the Pershing. 

The use of these weapons systems was debated out 
from 1 952-56, and it was rejected as a strategic military 
doctrine.  Zumwalt and guys like that were pushing this 
limited nuclear war doctrine back then, but it  was reject
ed at the time. This was not even considered to be smart 
tactics .  No one ever came up with a competent battle 
plan based on this tactical nuclear warfare idea. But there 
it was under McNamara and later under Schlesinger 
again; the same tactical nuclear warfare nonsense. I like 
to think that some of the people in the defense establish
ment are smart enough to know that none of this stuff 
works . I believe that there, is a whole other thing going 
on .  

I think the administration knows that we have a 
tough recession coming on, and a real possibility of a lot 
of angry people taking to the streets . Right 'now we have 
no room in the Social Security or food-stamp budgets to 
give any more. We do have an inflated defense budget. 
We could cut as much as $60 billion from current pro
grams, and frankly, it wouldn't  hurt our strategic defen
ses in the least . We're not producing anything worth
while. With the push for a draft and with the inflated 
defense budget, we have all of the ingredients for a 
control led domestic counterinsurgency force to maintain 
order in the context 'of a lot of people taking to the 
streets . Do you remember the old Morgenthau Plan that 
we had cooked up for Germany right after the war? Well , 
I think that the real story behind the defense planning is 
that the Morgenthau Plan is being resurrected, except 
for use right here in the United States. 

From the Pentagon 
The U. S. Department of Defense July 24 provided some 
official answers to questions submitted by Executive Intel
ligence Review concerning the secret consolidated guid
ance leaked two weeks ago in the Washington Post. 

The five-year, policy-planning "guidance, " signed by 
Defense Secretary Caspar Weinberger, speaks of three 
possible levels of military buildup which range from dou

bling the defense budget to spending 50 percent of the GNP 
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or about $1 .5  trillion in defense. The document also revives 
the Schlesinger doctrine of tactical nuclear war. 

The questions, submitted July 20, were answered by a 

DOD spokesman who cleared them with superiors. 

Q :  Who is responsible for the drafting of the guidance? 
A :  The guidance was drafted by the undersecretary for 
policy ,  with participation from other sections of the 
department. [The Undersecretary for Policy is  C.  Fred 
Ikle, who has long-standing connections to Aquarian ' 
Rand networks and Swiss banking circles . ]  

Q:  What was the role of the Joint  Chiefs of StafTI 
A: The Joint Chiefs of Staff strategic-planning docu
ment provided the information which went into the 
formulation of the guidance. [The key component of the 
JCS strategic-planning document is the work of the J-5 
group . Asked whether this was the group that contracts 
out to such agencies as the Futures Group, and the Rand 
Corporation and which uses Delphic methods of policy 
analysis, the spokesman replied, "Yes." ]  

Q :  When was  the guidan�e written and signed by De
fense Secretary Weinberger? 
A :  The final draft was written and signed in mid-June. 
There were several earlier drafts, parts of which were 
rejected and modified. 

Q: What was the role of the Defense Resources Board? 
Did it work on the guidance? 
A :  Yes it did . It played a big part. [The ORB is headed 
by Deputy Defense Secretary Frank Carlucci and in
cludes the service secretaries, most assistant secretaries, 
and the director of national and international security of 
David Stockman's Office of Management and Budget. 
Carlucci , whose name has come up in regard to the 
I talian P-2 scandal, reconstituted the board as an execu
tive committee within the department . ]  

Q: Was the final draft of the guidance given to other 
sections of the executive branch? 
A :  No . 

Q:  Was it given to the White H ouse? 
A :  No, I don't think it was. 

Q: To the National Security Adviser? 
A :  No.  

Q :  Who gave a copy then to the  Washington Post? 
A :  No comment . 

Q:  Is this being investigated? 
A :  Not at the preseni time. 
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Interview 

Traditional Democrats challenge 
Volcker, Socialist International 

Warren J. Hamerman. the chairman of the National Dem
ocratic Policy Committee (N D PC). was interviewed by 

EIR on July 30. The N D PC is a multi-candidate political 

action committee. independent of the Democratic National 
Committee. Its advisory committee is chaired by Lyndon 
H. LaRouche. Jr . .  the founder ofElR. 

EIR : What do you think is the most fundamental policy 
question facing the Democratic Party today? 
Hamerman: The most crucial policy issue challenging 
the entire American nation at this time is the question of 
instantly ending the high interest-rate policy of Paul A .  
Volcker at the Federal Reserve before o u r  economy is 
choked into a full-scale depression greater than that in 
the I930s . On July 28 the United States Senate unani
mously passed a resolution by a vote of 1 00-0 introduced 
by Senator Chiles [D-Fla . ]  which demands that the Pres
ident and the Federal Reserve act to ensure the availabil
ity of low-interest credit to small businesses and produc
tive enterprises . The bill was entitled: "Resolution Re
garding the Protection of Small Business, Financial In
stitutions, Farms and the Housing Industry ."  The bill 
clearly identifies high interest rates as a direct threat to 
America's commitment to economic growth . Further, it 
spells out the clear and present danger to the very survival 
of thrift institutions, farms, and small businesses when 
credit is diverted from productive investment into cor
porate takeovers . The unanimous passage of the Chiles 
resolution followed by one day attempts by Senators 
Exon [D-Neb . ]  and Bradley [D-N.J . ]  to pass an amend
ment to the Reagan tax package, making the third year 
of the tax cut contingent on the lowering of interest rates 
to 10 .5  percent. Senator Melcher [D-Mont . ] ,  who has 
been holding hearings on the economic impact of high 
interest rates, is planning to introduce a j oint resolution 
into the House and Senate demanding that interest rates 
be brought down . Senators Boren [D-Okla . ] ,  Chiles, 
Exon ,  Nunn [D-Ga.]  and Bennett Johnson [D-La . ]  have 
sent a letter to President Reagan urging him to take 
immediate action against high interest rates. Further
more, on the same day that the Chiles resolution passed 
the Senate by a vote of 1 00-0, on July 28, the House of 
Representatives overwhelmingly passed by a vote of 403-
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1 7  House Concurrent Resolution No. 1 60 which begins: 
"It  is the sense of Congress that current interest rates are 
needlessly and destructively high ."  The House resolution 
was cosponsored by Reps . Henry Reuss and St. Germain.  

EIR : Where did all this motion come from? 
Hamerman: Beginning in October 1 979,  Lyndon La
Rouche, our advisory committee chairman, first began 
discussing the necessity to change the Volcker high 
interest-rate policy. In fact, during the 1 980 presidential 
campaign , LaRouche ran in 1 6  state Democratic primar
ies, and gave several nationwide television addresses 
which directly focused attention on this issue. In time, 
even Ronald Reagan was stirred up to make several 
campaign assertions opposing high interest .rates . How
ever, j ust before he took office Reagan capitulated to the 
Volcker crowd. Reagan, under pressure and threats, 
made a deal that he would "go along" with Volcker's 
high interest rates in return for the Volcker crowd's 
applying its muscle to pass the Reagan budget and tax 
programs. Now the President has a near-depression col
lapse on his hands . He is repeating every mistake made 
by Herbert Hoover and his Treasury Secretary Andrew 
Mellon in the spring and summer of 1 929. 

Since Reagan's  capitulation to Trilateral Commis
sion member Volcker in December 1 980, Lyndon La
Rouche and the National Democratic Policy Committee, 
have been on a nationwide mobilization to focus and 
channel opposition to the Volcker policy from 50 states 
directly into the U .S .  Senate and Congress, forcing the 
issue through constituency pressure. We organized sev
eral special lobbying events where scores of leaders from 
labor, agriculture, banking, and business visited their 
congressmen and senators in teams of 10 to 25 to demand 
action on this question . In fact, in the six weeks before 
the Senate and House resolutions passed, we in the 
NDPC distributed over 4 million leaflets nationwide to 
break the pressure-hold on the President.  

There is also an international dimension to this issue. 
As a result of  Volcker's policies, our neighbor Mexico is 
suffering under interest rates of between 30 and 40 
percent, while in continental Europe, France, West Ger
many, and Italy are suffering from economic and social 
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chaos caused by the effects of America's  high interest 
rates . West German Chancellor_ Helmut Schmidt has 
been attacking the U.S .  high interest rates for months 
and made a fight on this issue at the recent Ottawa heads 
of state summit. The Socialist International in Europe 
headed by West German provocateur Willy Brandt, 
French President Mitterrand, Italy' s  would-be " I I Duce" 
Bettino Craxi ,  and Sweden's Olof Palme, is only making 
political gains in Western Europe because of the econom
ic convulsions caused by America's high interest rates. 
Paul A.  Volcker, a member of the notorious Trilateral 
Commission,  is wrecking the Western alliance. 

EIR : Does the Socialist International have a foothold in 
the United States? 
Hamerman : The Socialist International of Willy Brandt 
has a full-scale offensive on to take over the Democratic 
Party and transform it into a European-style social de
mocracy. This is being organized top-down by the British 
Labourite Harriman wing of the Democratic Party . Last 
Dec. 5-7, in Washington, D.C. ,  the Socialist Internation
al held a conference entitled "Eurosocialism and Ameri
ca. " Brandt, Mitterrand, Palme, Wedgwood Benn of 
Britain ,  and a host of Eurosocialists were there along 
with their American colleagues in  the Democratic Party. 
the Americans included William Winpisinger [president 
of International Association of Machinists] ;  Rep . Ron 
Dellums [D-Calif. ] ;  feminist Gloria Steinhem; Jeremy 
Rifkin and Gar Alperovitz of the Institute for Policy 
Studies, [ IPS] ;  Michael Harrington, the head of the 
Democratic Socialist Organizing Committee [DSOC]; 
and hundreds of others . Then on Memorial Day weekend 
in Philadelphia, the official wing of the Socialist Inter
national in America, the Democratic Socialist Organiz
ing Committee, held an implementation conference. 
Over 40 elected officials in the United States are official 
members of DSOC. These include Congressman Del
lums, Minneapolis Mayor Don Fraser, Ed Wallace and 
Ruth Messinger of Ed Koch's New York City Council, 
and Detroit City Councilman M ary Ann Mahafferty . 
Already three DSOC members sit officially on the Dem
ocratic National Committee: William Winpisinger, pres
ident of the International Association of M achinists, 
Jerry Wurf, president of AFSCME, and Jolene U nsoeld 
from Washington State. In  the state of  Washington,  
DSOC has formally backed Karen Marchioro in  the 
election for state Democratic Party chairman . Even in  
Kansas, four members of DSOC officially s i t  on the 
Kansas State Democratic Committee; these four are now 
redrafting the Kansas State Democratic Platform. Can 
you imagine a Socialist International platform for the 
Democratic Party of Kansas? 

EIR : How is this process occurring? 
Hamerman : The Harriman wing of the Democratic Par
ty is consciously controlling this process.  Old Averell's 
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new wife Pamela C .  Harriman is a Briti sh-born socialite 
and the mother of Winston Churchil l  I I I  by a previous 
marriage . She has formed a new political action commit
tee called Democrats for the Eighties whose members 
include Averell Harriman, Robert Strauss, Edmund Mu
skie. Stuart Eizenstat, Tipsy O'Neill ,  Robert C.  Byrd, 
Bill  Clinton and Henry McPherson ,  formerly of  the New 
York Council on Foreign Relations.  Pamela C .  Harri
man has been holding sessions in  her house-one for 
labor, one for foreign policy, and so forth-and the 
entrance fee is $5 ,000 to her PAC. 

In addition , there i s  a very insidious organization 
called the Committee on Party Renewal which is explicitly 
dedicated to transforming both parties-but especially 
the Democratic Party-into a European-style social de
mocracy . Many in this committee want to totally over
throw the American Constitution and force America to 
adopt a British parliamentary system . A number of state 
Democratic chairmen, DNC members, and executive 
directors are actually on the Committee for Party Renew
al and they even carried through a series of reforms at 
the August 1 980 Democratic Convention . 

Carol Casey, the director of the Committee for Party 
Renewal, and also the chairwoman of the Vermont Dem
ocratic Party, once remarked: "If  I had my way every one 
of  the Boll Weevils [the 40 or so Southern conservative 
Democrats-ed. ]  would have a Democratic Party oppo
nent in the next primary. I would purge them. I would 
put up candidates against them and make sure that funds 
were cut off. I thin k  the Democratic Party could be 
transformed into a British Labour Party . My personal 
feeling is that there should be some way for the national 
Democratic Party to say, 'No, George Wallace,  you 
cannot run as a Democrat' or  'No, Lyndon LaRouche, 
you are not a Democrat , '  and you can't compete in our 
primary." 

Pamela C .  Harriman and others from the Democrats 
for the Eighties have gone out to the media calling for a 
purge of conservative and traditional Democrats . 

There is another organization in this same orbit. It is 
called the Democratic Conference and it  is  headed by 
M inneapolis Mayor Don Fraser who has had personal 
meetings with Willy Brandt to plot the best way to 
transform the U nited States Democratic Party into a 
Socialist International asset . This group is especially 
interesting because current Democratic Party Chairman 
Charles T.  M anatt was a member of this committee and 
worked closely with Fraser. 

EIR : How do these committees operate on the state 
level? 
Hamerman : The Committee for Party Re.newal has two 
state organizing pilot projects going on right now-one 
in Connecticut where after the death of traditionalist 
Gov. Ella Grasso there has been a complete restructuring 
of Democratic i nstitutions under way. 
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The second target state is C� l i fornia, where Party 
Chairwoman N ancy Pelosi actually i s  a full-scale mem
ber of  the Committee for Party Renewal ' s  Cal ifornia 
organizing project . I n  California, the fruity Gov.  Jerry 
Brown , and the Jacobin radical Tom Hayden have 
wrecked the Democratic Party . 

Tom Hayden has infiltrated the Democratic Party 
with an organization he calls the Campaign for Economic 

Democracy [CEDJ .  At the last Cal ifornia State Demo
cratic Convention,  H ayden directly control led 4 1 9  dele
gates . H ayden ' s  CEO has taken over the majorit ies in 
two city council governments-Santa M onica and Chi
co . H ayden 's  s late a lso took over the leadersh ip positions 
in the Orange County Democratic Party . Hayden i s  well 
financed. He gets official California state funds,  ar
ranged by Jerry Brown , through severa l front groups for 
solar power which H ayden directs . Actually, Hayden 
also gets funds from the Department of Energy in  Wash
ington which were arranged when James Schlesinger 
headed the department .  Hayden also gets grants from 
the U.S .  Department of Commerce set  up during the 
Carter administration .  On top of that he married into 
actress Jane Fonda ' s  money. 

A few days ago a big scandal hit the front page of the 
Los A ngeles Times exposing that one of the biggest 
Democratic Party fundraisers in Los Angeles was laun
dering i l legal drug money through his bank and then 
conduiting the funds into political campaigns. The Dem
ocratic Party fundraiser, John Gabriel ,  heads Garfield 
Bank. He took in  huge amounts of  "hot" drug money 
and wire-transferred them to Bermuda, Liberia, and 
Panama .  Then the "laundered" money was transferred 
back to the bank and was given as pol i tical contributions 
to none other than Gov.  Jerry Brown and the very 
important Congressman Oymally [D-Calif. J .  Dymally i s  
on the board of  Tom H ayden's  Campaign for Economic 
Democracy and he, himself, is implicated in the Jim 
Jones massacre, as is the promarij uana Jamaican Prime 
Minister Edward Seaga. This is  al l  very interesting, 
because the current chairman of the Democratic Party 
was also a banker from Los Angeles . 

EIR : What has been the attitude of Democrati c Party 
Chairman M anatt to the Socialist offensive? 
Hamerman : In virtually every state in the country Dem
ocrats cannot understand why Chairman M anatt is 
trying to further dissolve the party .  There i s  a strange 
pattern on several key questions .  Right now the Demo
cratic Party treasury is  nearly bankrupt, while indepen
dent political action committees are flourishing .  There 
are over a dozen PACs . Pamela C. Harriman has the 
Democrats for the Eighties; television producer Norman 
Lear heads a PAC cal led We the People, which i s  actually 
run by Tony Pedeste, Wil l iam Winpis i nger' s personal 
man for years ; Warren Beatty, the brother of Shi rley 
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MacLaine, i s  the front  man for a PAC being cooked up 
by M i les Rubin ,  the owner of Calvin Klein jeans; the 
Kamber group has the Progressive Political Action Com
mittee ; Moe Udall has a PAC called Independent Action ; 
Walt M on dale has the Committee for the Future of Amer
ica, Inc. ; Ted Kennedy has his  Fund for a Democratic 
Majority ; Henry Steele Commager and Hans M orgen
thau head the N ational Committee for an Effective Con
gress ; and,  of course, on the traditionalist side, Lyndon 
LaRouche heads the advisory committee of  the N ational 
Democratic Policy Committee. By the way, there are 
scores of additional PACs for trade unions,  businesses 
and for vario us issues.  

But let ' s  return to the strange pattern of  Chairman 
M anatt's behavior .  M anatt has more than ignored Lyn
don LaRouche's proposal in the interest of party unity to 
coopt all the PACs onto the DNC.  Instead Manatt was 
involved in excluding the PACs and t,hei r ideas. He 
helped to engineer a resolution at a recent Democratic 
executive committee meeting in California to attempt 1.0 
overthrow the open-door tradition of the Democratic 
Party by passing a resolution attempting to exclude 
LaRouche's N D PC .  But M anatt is going even further. 
He i s  al lowing the dissolution of the power of the party's 
county chairmen . I t  was at the same meeting in Cal ifor
nia, where M anatt was personal ly present, that the reso
lut ion against the PACs was passed . They also passed a 
resolution to take power away from the county chairmen. 
M any questions are now being asked about M anatt 
around the country . 

After the debacle of Carter, did the Democratic Party 
make a mistake in selecting banker Manatt as its chair
man? As leader of the Democratic Party, why has banker 
M anatt not spoken out against the Volcker high interest 
rates? Is M anatt serving the American Bankers Associa
tion or the Democratic Party? Why is  he looking the 
other way as the Socialist International  and Harriman 
crowd advances in its design to drive the traditional 
Democrats out of the Party? Why did the DNC at its 
recent Denver meeting,  with M anatt present, block the 
N D PC's  reso lution condem ning Paul Volcker' s high 
interest rates? 

EIR : What is the objective of the Socialist International? 
Hamerman : They want to overthrow the American Con
stitution and transform the U nited States into a British 
parl iamentary system . This is  treason .  They themselves 
are quite open about this .  Professor James M acGregor 
Burns is a former cochairman of  Carol Casey's Commit
tee on Party Renewal ;  he is also founder of Don Fraser' s 
Democratic Conference and a leader of the Project '87 
constitutional "sprucing up" group which Ted Kennedy, 
Henry Reuss, and Lloyd Cutler are m ixed up in. James 
M acGregor Burns has actual\y said we are i n  a crisis of 
governance, and expects "there m ay wel l  be a dramatic 

EIR August I I , 1 98 1  



crisis in America that rivals the crises of Vietnam and 
Watergate. It could be an economic crisis that the coun
try simply could not cope with . It might be an interna
tional eco.nomic col lapse that surpasses the oil crisis of 
the past few years . It could be the kind of crisis facing 
Britain now. Putting aside whether you like what the 
[British] Parliament does about these riots, there's no 
question about the Parliament's ability to act. Parliament 
can act . The people won't sit by and debate, if they have 
the power to act, like they would here . We are looking at 
the problem of a deadlock in democracy . We are looking 
at making a horse-and-buggy constitutional system work 
in the 20th century ."  

Henry Reuss has introduced five amendments au
thorizing the Congress to transform various aspects 

'
of 

the U.S. Constitution .  Lloyd Cutler, the former White 
House counsel authored a widely circulated article for 
the Council on Foreign Relations calling for a strong 
parliamentary system in America . Old A verell Harriman, 
even if he can no longer hear so well ,  has been associated 
with such projects for decades . 

EIR : Is there any resistance to the Socialist International? 
Hamerman : Absolutely. The underlying political reality 
of the traditionalist-oriented rank and file of the Demo
cratic Party is asserting itself. One good example is that 
the NDPC, the traditionalist wing of the Democratic 
Party around LaRouche, is growing very rapidly. In  the 
past six weeks we have increased the circulation of our 
NDPC Newsletter from 5 ,000 to 20,000 and have more 
than doubled our membership .  The exemplary case of 
reality asserting itself can be seen in the recent Philadel
phia special election for the seat of Abscam victim Ray
mond Lederer. 

In the election,  ultraliberal David Glancey, the head 
of the Democratic Party in  Philadelphia, had the ful l  
backing of liberal Mayor Bill Green and the entire 
official Democratic Party machine of Philadelphia. Even 
Ted Kennedy and Walter Mondale both personally trav
eled to Philadelphia in the days before the election to 
campaign for Glancey . With this support Glancey raised 
over $200,000 for his campaign and spent close to half of 
it on television and radio .  Glancey's opponent, Demo
cratic State Senator Joe Smith, forced to run on both the 
independent and Republican lines, with one-third the 
funds, ran an "old-style" precinct-by-precinct, door-to
door campaign with the backing of labor. Smith smashed 
Glancey by over 7 ,000 votes ! On election night Congress
man-elect Smith said, "The politics that I 've learned is 
the politics of the neighborhood . This was a victory that 
was put together by the labor movement, and they better 
take a big bow. "  Smith also had the backing of all the 
traditionalist Democrats who had been framed in Abs
cam convictions over the past years . This process is 
beginning to shape up throughout the country .  
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EIR : Where else are traditional Democrats fighting? 
Hamerman : In the state of California, we in the NDPC 
have catalyzed a head-to-head direct confrontation with 
the Hayden-Brown forces by distributing over 1 million 
leaflets . A bipartisan Ad Hoc Committee Against Tom 
Hayden has been formed. The County Board of Super
visors of Tenhema County, north of Sacramento, has 
passed a resolution calling for Jerry Brown to resign as 
governor over his mishandling of the fruit fly affair. 
There is a major battle going on there among traditional 
Democrats to prevent Hayden and the Cesar Chavez 
gang from gerrymandering the election districts .  

Also, on the West Coast,  in the state of Washington, 
we are in . the middle of a maj or war to prevent the 
Democratic Party from being destroyed by the King 
County u ltraliberal crowd around Seattle. The election 
for party chairman is about to occur.  Karen Marchiaro 
is backed by the Democratic Socialist Organizing Com
mittee. Over the past year this crew has decimated the 
traditional Democrats . Gov.  Dixy Lee Ray and Rep. 
Mike McCormack, both national leaders in the fight for 
fusion energy and advanced technology, were defeated. 
Two of Washington's most prominent moderate 
Democrats-State Senate M aj ority Leader Gordon Wal
gren and State Speaker of the House John Bagnariol
were convicted of trumped-up racketeering charges.  
Democratic Party representation in the congressional 
delegation has been decimated . The Democratic Party 
no longer controls the state legislature . 

We in the NDPC put out a ful l  dossier exposing the 
frameup of Walgren and Bagnariol as part of the nation
al drive of the Socialist International and Trilateral 
Commission against traditional Democrats. The release 
of the NDPC dossier has stimulated a firestorm of tele
vision, radio,  and newspaper coverage throughout the 
state on the eve of the election .  

Down in Texas certain Democratic Party fundraisers 
are refusing to send funds to the national party until the 
DNC takes concrete action against the Socialist Inter
national crowd . In Michigan, traditional Democrats are 
fed up with the way Morley Winograd, Ken Cockrell, 
and Leonard Woodcock wrecked the party and the city 
of Detroit .  The Democratic Party in Michigan has been 
destroyed . Recently they opened new party headquarters 
in downtown Detroit and only 30 people showed up for 
the opening.  In  Cleveland, the Democratic Party is split. 

Finally , on" July 1 2  lri Princeton, Wisconsin, on a 
sweltering day of 1 00 degree temperature, Lyndon La
Rouche drew an audience , of 600 citizens to hear his 
announcement of his availability as a candidate for the 
1 984 Democratic presidential nomination .  This event 
was held in a Republican stronghold and drew an audi
ence larger than the number of registered voters in the 
town ! There is no doubt that we can restore the pre- 1 968 
Democratic Party. 
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The Casey Scandal 

Reagangate threat 
contained, for now 

by Jeffrey Steinberg. 
Counterintelligence Editor 

On July 29, the Senate Intelligence Oversight Panel 
i ssued a unanimous temporary vote of confidence to the 
Reagan administration's  Director of  Central In telligence 
William Casey . The vote fol lowed two weeks of i ntensive 
pressure from the Eastern Establishment press, led by the 
Washington Post ,  for Casey to step down in the wake of 
the stock manipulation scandal that forced CIA deputy 
director and Casey protege M ax Hugel to resign in mid
JUly .  Casey's own past financial deal ings came under the 
Senate panel ' s  scrutiny as the result of accusations sur
faced in the New York Daily News the same day that 
H ugel resigned . The News charged that Casey had with
held information on his business associations  with fugi
tive financier Robert Vesco . While it  was the Soc.ia l ist 
I nternational- l inked press that carried the bal l  in the 
temporarily aborted drive to oust Casey, EIR has con
firmed that the "Get H ugel" orders were first made 
public in a column in the London Daily Telegraph by 
Robert Moss, the British intell igence '' 'spike' ' master 
deployed into the United States through the Heritage 
Foundation .  

U . S .  intell igence community professionals and com
munity spokesmen l ike Sen . Barry Goldwater have in  the 
past indicated their dissati sfaction with the Casey-H ugel 
team and have expressed the strong desire to have the 
DCI post fi l led by an in-house veteran of  the intell igence 
wars; yet a strong overriding factor prompted Goldwater 
and the intell igence "old boys" to close ran ks behind the 
administration's  appointee . 

The primary factor that defined the policy debate on 
the in dependent status of the intelligence com munity was 
Reagangate . 

As early as the Dec. 5 -7 ,  1 980 Washington ,  D . C .  
conference of  the Social i st In ternational ,  i t  h a d  been the 
publicly stated pol icy of the one-worldist faction associ
ated with the Socialist International ,  the Tril ateral Com
mission ,  the Bank for I nternational Settlements, the 
Heritage Foundation and the In ternational  M onetary 
Fund to bring down the Reagan presidency by approxi
mately the fall of 1 98 1 .  Since no  later than December, 
U .S .  media outlets associated with the abov� world 
federalist institutions have bee <.:ing feverishly on a 

58  N ational 

series of i cebox scandals ostensibly l inking President 
Reagan and his closest pol icy advisers to leading figures 
in  organized crime .  

When Sen . Daniel M oynihan of New York ,  a .spokes
man for the Averell H arriman "British Labourite" fac
t ion within the Democratic Party, began screaming for 
Casey's scalp in perfect harmony with the Washington 

Post 's  Katharine Graha m ,  some of the more astute peo
ple around the President recognized that the Casey affair 
had been seized upon as  the opening salvo of Reagan
gate . The fina l  piece of  compell ing evidence regarding 
the Reagangate "secret agenda" of the Casey flap arrived 
on J uly 27, when the Washington Post publ ished three 
articles l inking Casey, through Manchester Union Lead
er publisher and strong Reagan backer Wil l iam Loeb, to 
the I nternational Brotherhood of Teamsters . The Teams
ters, the most powerful  trade union in the Un ited States 
and the only major  union to endorse Ronald Reagan's  
presidential campaign ,  are known to be the major consti
tuency institution slated for destruction through 
Reagangate. 

While the Reagangate momentum may have been 
temporarily stalled following the Senate panel ' s  reprieve 
of Casey, the Reagan White H ouse has by no means yet 
launched the kind of counteroffensive required to lay 
the Reagangate subversion to rest . 

Such a counteroffensive would be best facil i tated by 
a presidential blue-ribbon grand j ury convened to inves
t igate the Bi llygate affair .  Such a broad-based attack 
against those officials in the government,  in the press 
and in the international  financial com m unity who are 
complicit in the drug-terrorist crime scandal of the 
century would effectively strike at the very heart of the 
cabal now attempti ng to brand the President with an 
organized-crime labe l .  

Among the  principal targets of a thorough Bil lygate 
i nquiry would be: the Public Integrity Section of the 
Justice Department, including a number of Carter ap
poin tees sti l l  in  place in  the DOJ; Armand H ammer, the 
Occidental Petroleum magnate and political "godfath
er" to Libyan dictator Muammar Qaddafi; Michele 
Papa, the Sici l ian-based point man for the Propaganda 
2 Freemasonic networks  that were bought into the 
Carter White H ouse through a $200 mil l ion offshore 
bank account in the name of the President and his 
brother:  and David Rockefeller, whose Chase M anhat
tan Bank and Tri lateral Commission represent the most 
significant bridge between the Carter White House and 
the I talian-based financial circles that brought Bi l ly 
Carter to Tripo l i .  

A clearing of  the air on the Bi l lygate a ffa ir  would be 
met with active support from the American people. 
Only by drawing upon that potential for mobilizing the 
A merican people can the now overriding power of the 
Eastern Establish ment press-which remains committed 
to an early Reagangate massacre-be defeated . 
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Law 

The Pratt ruling on 
Abscam: a travesty 

by Mary Jane Freeman 

Federal Judge George c.  Pratt, of the Eastern District 
Court of New York, ruled July 24 to uphold the racket
eering convictions of four former V.S .  congressmen and 
three other defendants victimized by the Carter Justice 
Department-FBI Abscam sting operation.  

Pratt's ruling is a rubber stamp, as critics of  Abscam 
have stated, for a McCarthy-style witch-hunt against the 
traditional and labor-based political machines. Each of 
the four former lawmakers indicted is a Democrat from 
the New York-New Jersey-Philadelphia region,  strongly 
supported by organized labor. 

Defendants , as well as one former V .S .  attorney, 
Robert Del Tufo of New Jersey, and his two assistants, 
Edward Plaza and Robert Weir, have charged that Abs
cam was a political targeting operation as well as an 
unconstitutional overreach of government power . De
spite these charges of misconduct, Judge Pratt demon
strated such enthusiasm for the Abscam performance 
that he equates politicians with drug pushers: "The 
cynicism and hypocrisy displayed by corrupt officials, 
pretending to serve the public good, but in fact furthering 
their own private gain, probably pose a greater danger 
to this country than all of the drug traffickers combined ."  

Pratt 's  ruling denied that any  constitutional rights of 
the defendants were violated by the FBI; and thus or
dered former congressmen John M urphy, Frank 
Thompson, Michael Myers, and Raymond Lederer, 
along with the other defendants, to appear before him 
Aug. 1 3  for sentencing. 

Contrasted to Pratt's dismissal of outrageous FBI 
conduct and due process violations is Judge John P. 
Fullam, of the Federal District Court of the Eastern 
District of Pennsylvania, who has gone on record against 
Abscam antics . In a well-reasoned deCision, Fullam 
found that the FBI was guilty of major violations of 
constitutional law. The key distinctions of law to be 
examined here are the differing views of government
instigated crime and entrapment as a matter of law. 

Pratt and Fullam differ greatly on whether or not the 
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presumption of innocence continues to be the benchmark 
of our constitutional form of law. At issue is the right of 
the government to create crime!. 

Judge Fullam's ruling is emphatic: 
It is  pe"rfectly proper for law enforcement officials 
to engage in undercover activities, including decep
tion and trickery . . . .  Entrapment issues arise only 
w.here the government induces or persuades a per
son to commit a crime, or actually participates in 
the commission of the crime. 
For ' Pratt, "Entrapment is a difficult, conceptually 

slippery', and philosophically controversial concept ." He, 
therefore, rules out that the government' s actions in  these 
cases was "outrageous." 

Pratt refuses to differentiate the conduct of the gov
ernment officials in the Abscam cases from routine nar
cotics investigations .  Abscam, to him, is merely another 
investigation of corruption . 

Fullam, on the other hand, does not endorse the 
media-promulgated concept that politics equals corrup

. tion .  The subjective test for entrapment is based on the 
predisposition of the defendant. 

The standard the Supreme Court decisions have set 
puts the burden on the government, as is appropriate in 
an adversary form of law, to prove the defendant's 
predisposition . The defendant, according to Fullam, had 
shown no disposition to commit the crime in the cases 
before him . Pratt concludes that the defendants were 
predisposed because they didn't walk away. 

The apparent psychological key to the differing deci
sions is Judge Pratt's  view of FBI con artist, Mel Wein
berg. As a Runyonesque romantic figure, Weinberg 
apparently relieved the boredom for Pratt of sitting in 
the federal courts . Judge Pratt cited Weinberg as the 
authority in ruling that the FBI doctoring videotapes 
had no bearing on the trial . Pratt states: "There is no 
evidence that the recordings thereby erased were any
thing but what Weinberg judged them-unimportant." 
Pratt further backs the convicted criminal:  "But it was 
precisely because of his unsavory background, his ability 
to lie convincingly, his understanding of the corrupt 
mind and his ability to imagine and execute a grand 
charade on the scale of Abscam that Weinberg was 
enlisted for the investigation ." Pratt concludes his rumi
nations on Weinberg, "The court finds no constitutional 
infirmity in the government' s use of a person of Wein
berg's background." Besides, Weinberg has contributed 
"to law enforcement" and endured "personal sacrifices."  

Judge Fullam had a more reasoned view of Mel 
Weinberg: "Mr.  Weinberg was strongly motivated to 
produce results for his FBI employers . At the time he was 
recruited, he faced a substantial prison sentence on 
charges of mail fraud."  The FBI's  offer to intercede and 
pay him to do what he was good at must have "tempta
tions for one who, at other stages of his career, probably 
represented the archetypical amoral fast-buck artist ."  
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Congressional Closeup by Barbara Dreyfuss and Susan Kokinda 

Is NCPAC involved in 
bribery attempt? 
Representative Stephen Neal (D
N.C.)  has accused the National 
Conservative Political Action 
Committee, a PAC put together by 
close associates of  Mont Pelerin 
Society member William Buckley 
and drug mafia lawyer Roy Cohn, 
of attempted bribery. 

Neal made his charge based on 
a letter he received from NCPAC 
dated July 24 which declared, "If 
you wil l  make a public statement 
in  support of the President' s  tax
cut package and state that you 
intend to vote for it, we will with
draw all radio and newspaper ads 
planned in your district . In  addi
tion we will be glad to run radio 
and newspaper ads applauding you 
for your vote to lower taxes ."  

Neal said he  has  asked the  Jus
tice Department to investigate. Al
though no official decision to in
vestigate has been taken, a senior 
federal prosecutor said July 29 that 
the wording in the letter was "very 
very close to the line" dividing 
acceptable behavior from an illegal 
attempted bribe .  

D rawing up measures to 
cope with oil crisis 
At hearings before the Senate En
ergy Committee on July 30, a high 
official at the Department of En
ergy revealed that the administra
tion and l iberal New Jersey Dem
ocrat Sen . Bill Bradley have nearly 
identical approaches to coping 
with an oil cutoff. 
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Testifying for the administra
tion, the DOE spokesman, Ken
neth Davis, said the administration 
was examining ways to redistribute 
the windfall profits that would ac
crue to the major  oil companies, 
either through income-transfer 
payments to low-income individu
als and/or as block grants to gov
ernors in states hard hit by short
ages.  

Bradley commended the ad
minstration approach and pointed 
out that it was almost identical to 
his bill ,  S .  1 354, the Emergency 
Preparedness Act of 1 98 1 .  How
ever, Davis averred that the ad
ministration is not ready to take a 
position on the Bradley bill .  

But committee chairman Jim 
McClure (R-Ida.)  and farm-state 
RepUblicans Mark Andress (N .D. )  
and David Durenberger (Minn .)  
have introduced two other pieces 
of legislation that would continue 
to give the administration pricing 
and allocation powers in  the event 
of an emergency . 

While correcting serious de
fects in the Emergency Petroleum 
Allocation Act (EPAA) which ex
pires Sept .  30 of this year, the two 
bills maintain that the federal gov
ernment must ensure that there are 
no serious regional or sectoral ine
quities that would ensue from an 
oil disruption .  

Senator Wendell Ford (D-Ky.) ,  
at  the July  30 hearing, concurred 
in this philosophy, noting that 
hard-to-reach areas of the country, 
particularly the vital farm areas ,  
are l ikely to be cut  off by the "free 
market" in a crisis ,  since greater 
profit can be had by selling oil in 

the more accessible, populated 
areas.  Said Ford, "It  would be a 
lot easier to call you down at the 
Energy Department and ask you 
to get crude to refineries near farm 
states who have crops to bring in 
than to try to call Exxon and be 
told, no thanks, we can make more 
money selling it in New Jersey. "  

Exxon Corporation headed up 
a subcommittee of the National 
Petroleum Council which recom
mended an approach similar to 
Bradley' s and the administration's .  

Bradley demands report on 
East-West trade plans 
In July 28 hearings in the Senate 
Finance Subcommittee on Inter
national Trade, Sen. Bill Bradley 
(D-N.J . )  an emergency-planning 
buff, demanded that witness Alex
ander Haig or an appropriate ad
ministration official provide the 
committee with details on its plans 
for dealing with the financial dias
ters that would result from the 
trade war measures contemplated 
by the United States against the 
East bloc. 

Haig had j ust told the subcom
mittee that the Western alliance 
was "in intensive, continuous dis
cussions . . .  to put together re
sponses" to Soviet acts of aggres
sion in Poland or elsewhere and 
that' the coordinated Western re
sponse to such developments 
would include a "trade aspect ."  , 

Asked by Bradley if the extent 
of U .S .  investments in the East 
bloc exposed the United States to 
financial danger in such a situa-
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tion, Haig replied that since con
trol over such investments had 
been "largely turned over to the 
private sector," the administration 
could not adequately monitor or 
limit it, but that it totaled about 
S70 billion. 

As a result, Haig said, "as 
things get tense, the knuckles of 
our private institutional officials 
get quite white on this issue . . . .  
The consequences of a Soviet in
vasion of Poland would be dramat
ic and long lasting."  

Bradley then demanded of 
Haig, "What are you doing to 
ensure that the whole house of 
cards doesn't  fall down?" Haig 
lamely replied, "Contingency so
lutions have to be considered . . . .  " 
"Who is making the plans?" Brad
ley asked. The secretary of State 
could only say, "The secretary of 
the Treasury is very much aware of 
the vulnerabilities. I 'm not sure 
that all has been done that might 
be done." 

At this point, Bradley demand
ed a full contingency-planning re
port from the administration, be
fore a closed committee session if 
necessary . 

Fund Clinch River reactor, 
Tenn-Tom Waterway 
The House has voted , by extremely 
narrow margins, to approve fund
ing for the completion of the Ten
nessee-Tombigbee Waterway (208-
1 98) and the Clinch River breeder 
reactor (206- 1 86). Both industrial 
development projects have been 
used as political footballs by envi-
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ronmentalists since the beginning 
of the Carter era. 

The Tenn-Tom Waterway had 
at last seemed on its way to com
pletion: enabling a linkage of the 
port of Mobile, Alabama (via the 
Tombigbee River) with the Ten
nessee River that would ensure 
greater industrial development of 
the area due to increased ease of 
transportation of raw materials 
and finished industrial goods, 
when the prodevelopment Reagan 
administration came into power. 

Instead,  Republicans suffering 
from Stockman's budget-cutting 
fever joined with the environmen
talists and railroad interests to 
block funding. 

The most recent vote to fund 
the project showed diverse support 
from Republicans, Democrats, the 
Black Caucus, conservatives, and 
liberals, who split their votes pro 
and con . 

Tenn-Tom is 95 percent com
plete, yet awaits the filing of still 
another court-ordered environ
mental impact statement before 
work can again proceed. 

The Clinch River Breeder Re
actor (CRBR) has suffered a simi
lar fate. Opponents of the CRBR 
have argued that a recent study 
shows the project suffering from 
incredible management delays and 
cost overruns. 

Proponents have countered 
that delays have not resulted from 
mismanagement, but from politi
cally motivated delays . 

Representative Robert Roe (O
N .J .), speaking in favor of the 
Clinch River breeder warned his 
colleagues to "worry about the 

sovereignty of the United States" 
if projects like CRBR are halted. 

Representative Richard White 
(D-Tex.)  noted that "in view of 
recent political developments in 
certain Western countries, notably 
France, the CRBR may become 
the only reliable technological un
dertaking of its kind in the Free 
World." 

C hiles introduces tougher 
marijuana seizure laws 
Forida Democratic Senator Law
ton Chiles has introduced S. 1 522, 
a bil l  to combat the importation of 
large amounts of marijuana, on 
July 27,  1 98 1 .  In a Senate floor 
statement, Chiles pointed out that 
when the High Seas Seizures Act 
(PL-96-350) was passed last year, 
Congress inadvertently left in an 
older and softer version of the pen
alty provisions for illegal mari
juana importation . 

At the time of the passage of 
the High Seas Seizures Act, new 
legislation was in effect for land 
seizures which significantly stif
fened the penalty for large mari
juana traffickers from a maximum 
of 5 years in prison to a maximum 
of 1 5  years, and from a fine of up 
to S I 5,OOO to ' a fine of up to 
S 1 25 ,OOO. Chiles's S. 1 522 would 
institute those tougher provisions 
for drug seizure on the seas as well 
as land seizures. 

In his floor statement, Chiles 
also pointed out that most mari
juana coming into the United 
States comes from Colombia, and 
most of that by sea. 
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LaRouche calls for 'war 
council' on interest rates 
1 980 Democratic Party presidential can
didate Lyndon H. LaRouche, Jr . ,  EIR' s  
founder, called Ju ly  30 upon Democratic 
National Committee Chairman Charles 
B .  M anatt to convene an immediate 
emergency "war council" of both the 
DNC and the leaders of  Democratic 
Party-affi l iated independent political ac
tion committees (PACs) . This council, 
he said, should act under the auspices of 
the votes of opposition to Fed Chairman 
Volcker's "usurious" interest-rate poli
cies by both houses of  Congress. 

LaRouche, advisory board chairman 
for one of the most prominent Demo
cratic PACs, the National Democratic 
Policy Committee, added: "This is the 
time for banker Manatt to cease his 
stonewalling opposition to the rising 
hue and cry against 'Hooverization' of 
the United States by Volcker's monetar
ist policies . . . .  Unless the DNC and 
banker Manatt respond to reality im
mediately by convening the proposed 
'war council' on this issue, that fai lure 
must be viewed as a signal for a revolt 
of the national party . . .  a revol t  to 
force into being immediately a new com
bination of  leadership which is respon
sive to the reality faced by the nation's 
citizenry ."  

Melcher bill  demands 
action on rates 
Senator John Melcher (D-Mont.)  July 
30 introduced a biI I  to force immediate 
presidential action to bring down inter
est rates . 

Unlike the other anti-high interest 
rate legis lation passed that week , the 
Melcher b i l l ,  introduced as a Joint Res
olution of the House and the Senate, has 
the force of law. Precisely for this rea
son, the bi l l  wi l l  not sai l  through the 
Senate easi ly ,  but faces a protracted 
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battle that cannot be resolved unti l  Con
gress reconvenes in September. 

The M elcher bill resolves as fol lows: 
"That the President immediately begin 
consultation with the Board of Gover
nors of  the Federal Reserve Board for 
the purpose of modifying the Board of 
Governors' money policy to signifi
cantly reduce interest rates within the 
next 90 days. 

"The consultations should include 
modification in the areas of: 

" I .  Easing reserve requirements to 
member banks. 2.  Controlling the Fed
eral Open Market Committee activities 
which reduce the money supply and 
push up interest rates. 3. Lowering the 
Federal Reserve discount rates to mem
ber banks ." 

According to one of Melcher's aides, 
the final straw which caused the senator 
to take this move was the testimony of 
Fed Governor Lyle Gramley to the ef
fect that the Fed has no intention of 
reducing interest rates despite the pas
sage of the Reagan tax and budget cuts, 
and despite the fall in the official infla
tion rate to 8 percent, until wages are 
lowered.  According to the aide, many of  
the GOP senators who helped vote down 
the anti-Volcker Sasser resolution two 
months ago will be prompted by Gram
ley's  arrogance to vote for the M elcher 
bi l l .  Their illusion that the passage of 
the Reagan program will bring down 
interest rates has now been exploded . 

Texas water plan on 
November ballot 
Texans will have a chance to vote in 
November on a plan that proposes to 
meet the state's surface water needs until  
the year 2020. Sponsored by House 
Speaker William Clayton and endorsed 
by Gov. Wi lliam Clements, a bill to that 
effect passed the state senate J uly 28 by 

. a vote of 2 1  to 8 .  

I r  the November referendum suc
ceeds, the state constitution will be 
amended to provide 50 percent of  the 

annual state budget surplus as collateral 
to guarantee local water authority 
bonds, so that the latter can obtain 
preferential interest rates .  

The bill has previously passed the 
Texas House of  Representatives by a 
wide margin .  No difficulty is expected in 
reconciling the Senate and House ver
sions before Clements signs the measure. 
The governor, a Republican,  had or
dered the special July session of the state 
legislature and restricted its considera
tions to the water question and five 
other topics . 

Herbert Grubb, director of planning 
and development for the state's Depart
ment of Water Resources, has prepared 
a plan for surface water problems to 
rectify the traditional draught/flood 
cycle . 

FEF briefs press on 
rebuttal to Global 2000 
Fusion magazine Editor-in-Chief Dr. 
Steven Bardwell held a briefing for press 
and diplomats at the U nited Engineer
ing Center in New York J uly 29 to 
announce the release of  "The World 
Needs \0 Billion People," an economet
ric population study refuting the neo
Malthusian arguments of the Global 
2000 Report . The article, by Bardwell ,  
will appear in  the September issue of 
Fusion. 

"American foreign policy is cur
rently determined by the Global 2000 
Report , "  Bardwell stated.  "The FEF is 
issuing its study for the urgent purpose 
of  countering the report's unscientific 
predictions of  global disaster resulting 
fro m  overpopulation ."  

Bardwell announced that for maxi
mum impact, the study will appear in 
the Spanish, German,  French, and ital
ian language versions of Fusion. 

The briefing was attended by press 
representatives from U PI and TASS 
wire services, Ci vil Engineering. Spec
trum,  Dutch radio, and by diplomats 
from Egypt and Swaziland, and drew 
sharp questioning from everyone. 
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"You mean the scarcity of water and 
raw materials has no relevance?" asked 
one press representative. 

"The availability of resources is ab
solutely a question of what investment 
policy you choose," Bardwell answered. 

Asked why the advanced countries 
should want to transfer technology to 
the Third World, Bardwell said, "It's 
good business, that's why-quite apart 
from the moral issue involved." 

Reagan immigration plan 
upholds U.S. tradition . 
The Reagan administration officially re
leased its immigration and refugee pol
icy July 30, a viable, though minimum, 
program for immigration. Statements 
by both Attorney General Smith and 
President Reagan stressed that Mexico 
had ,been fully consulted and both have 
"carefully considered the views of our 
Mexican friends." 

In a listing of "eight principles" un
derlying the immigration package, Rea
gan stressed as uppermost, "We shall 
continue America's tradition as a land 
which welcomes peoples from other 
countries ." 

In the most significant aspect of  the 
package, the administration rejected in
stitllting LD. cards for the American 
workforce. The program does recom
mend fines for employers who willingly 
hire illegal labor, but calls on employers 
to simply ask for any two pieces of 
standard identification to establish a 
worker's status. 

In other key measures, the adminis
tration called for I) increasing border 
patrol resources, 2) a small 50,000 "ex
perimental temporary worker" pro
gram, 3) an amnesty program for un
documented workers currently in the 
country, in the form of a "renewable
term temporary resident" I O-year cate
gory, after which workers could apply 
for full residency, and 4) increased "con
sultation and cooperation" on the inter
national level, particularly with coun
tries of the Caribbean . 
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Fed jumps at 
congressional censure 
The Volcker Federal Reserve, in direct 
response to the half-dozen censure mo
tions circulating against high interest 
rates in the U.S .  Congress, has gone 
into a furious mobilization against the 
constitutional government of the United 
States. Reached for comment, a Fed 
official in Washington, who had every 
congressional resolution on his desk, 
stated flatly, " How do you ignore 1 00  
senators? It's hard, but that's  what we 
intend to do-ignore them . This won't 
soften our resolve to continue on our 
course of tight money. They can't budge 
us. When you're the Federal Reserve, 
there are polite ways of saying no." 

The official was referring specifically 
to the resolution against high rates in
troduced by Sen. Lawton Chiles (D
Fla.) passed 100-0 by the Senate J uly 28.  

The Fed official indicated that 
Volcker is worried that the White House 
might "doublecross" him and support 
the Senate RepUblicans who voted for 
the resolution. "The resolution isn't 
binding, but it is  100 senators, " he said. 

Immediately, the Fed is moving to 
demand that if Congress wants interest 
rates down, it will have to agree to the 
demands of the I M F  to deflate the U . S .  
economy b y  slashing the nation's mili
tary and other budgets instead. "Con
gress isn't serious about wanting rates 
down,"  a top New York Fed official 
told EIR July 30. "They have j ust acted 
in the most irresponsible manner in 
passing a tax cut and a big defense 
budget."  While the defense budget is 
large, he said, "This makes it impossible 
for the Fed to lower interest rates. "  

The Fed in Washington i s  also mov
ing to get the Chiles resolution "with
drawn," and is working with Senate 
Banking Committee chief of staff Danny 
Wall, an asset of the Heritage Founda
tion, to convince conservative senators 
on the Banking and Finance Committee 
that the Chiles resolution should be 
overturned because it calls for directed 
credit to productive activities. 

Briefly 
• THE BAILLY nuclear plant in 
Indiana, whose construction has 
been stalled by regulatory ob
structions, was the site of a rally 
of 300 labor and business support
ers July 25 .  Spokesman John 
Brtis ,  an engineer with the Illinois 
Council  for Energy Independence 
Radiation Protection Unit, 
strongly denounced nuclear op
ponents as representing "neither 
the business community nor the 
public interest ." 

• THEODORE H ESBURGH'S 
current tour of Latin America in
dudes Mexico, Panama, Colom
bia, Argentina, Brazil and Chile. 
The Notre Dame president is 
making "a study of the Latin 
American Church ." According to 
N otre Dame alumni in Mexico 
City who met with Father Hes
burgh, he is "David Rockefeller'S 
favorite priest ."  

• FRAN K BARBARO, who is  
running a model social-demo
cratic campaign against New 
York City Mayor Edward Koch, 
has met with the leadership of the 
union-busting apparatus involved 
in last month's confrontation with 
construction workers, his statT re
ports. The social-democratic seg
ment of the city's Central Labor 
Council, led by District 65, is 
backing Barbaro, who in addition 
to his union-busting proclivities 
endorses "gay rights" and lax 
drug enforcement. 

• PETER FONDA, brother of 
actress Jane, who was arrested at 
the Denver airport July 24 for 
slashing a humorous poster dis
played by representatives of the 
Fusion Energy Foundation that 
read, "Support Nuclear Power: 
Feed Jane Fonda to the Whales," 
took his campaign to protect his 
sister to the Los Angeles airport 
July 29. Fonda tried to have FEF 
spokesmen there arrested for dis
playing the identical sign . PoliCe 
deliberated, then responded that 
"there are no whales in the vicinity 
of the Los Angeles airport ." 
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Energy Insider by William Engdahl 

The administration's new energy plan 

Pronuclear, prodevelopment policies predominate, but 
implementation is left to 'market decisions. '  

The Reagan administration's first 
comprehensive document on ener
gy policy, the National Energy Poli
cy Plan: Securing A merica 's Energy 
Future. has j ust been presented to 
Congress .  

The report was written by the 
office of Energy Secretary James 
"Edwards and a 22-member task 
force headed by Tulsa oil equip
ment executive Robert L .  Parker. It 
i s  worth a brief look because it is the 
first such official policy statement . 

To its credit, the report states 
that it is part of a new "national 
energy policy for the nation," one 
which, unlike the Rand Corpora
tion's "conservation" approach of 
the Carter years , will encourage the 
private and public sector to "pro
duce and use energy resources wise
ly and efficiently ." 

The Edwards policy statement 
thus emphasizes the government' s 
role (through the Department of 
the Interior), as steward of  the Out
er Continental Shelf  and some 762 
millions of acres of public lands 
with an estimated "85 percent of  the 
nation's oil ,  40 percent of our natu
ral gas, 40 percent of our uranium, 
35  percent of  our coal ,  85  percent of 
our tar �dnds, 80 percent 'of our oil 
shale, and 50 percent of  our geo
thermal resources . "  

The new NEPP emphasizes 
none of the crackpot solar, bio
mass, and other negative-efficiency 
"alternatives" so loved by the 
"small-is-beautiful" planners that 
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infested Carter energy bureaucra
cies . It  avoids the kind of hard-and
fast future energy demand-projec
tions used by Carter planners to 
justify anti-growth policies. 

On the nuclear front ,  the report 
hints tantalizingly at the plans I 
reported earl ier to issue a specific 
nuclear policy statement. .  Here, it 
merely reaffirms the responsibil ity 
to "two areas that are integral to 
the future role of  nuclear power"
radioactive-waste disposal , and de
velopment of fast breeder demon
stration technology. 

A separate section  emphasizes 
the role of controlled thermo
nuclear fusion research, stating that 
"the federal government recognizes 
a direct responsibil ity to demon
strate the scientific and engineering 
feasibility of nuclear fusion, one of  
the most promising new approach
es to the generation of electricity . "  

The  report outl ines its produc
tion policy beginning with oil as 
"the most appropriate starting 
point," as it represents about 40 
percent of primary energy con
sumed. It promises increased relief 
from environmental and other reg
ulations so as to spur further do
mestic production. 

On the issue of removing the 
phased price decontrols on natural 
gas,  the NEPP indicates that a re
view of "options for future natural 
gas po licy" is  underway. Since the 
document was written , Secretary 
Edwards' office has submitted a 
prel iminary report June I I  which 

states that "if we do not address the 
[decontrol] issue today, we are like
ly to see the extension of price con-
trols beyond 1 985 ."  . 

Next priority is given to coal, 
"the nation's most abundant fossil 
fuel ," with indications of easing re
strictive past federal leasing and 
regulatory impediments to the wid
er use of coal for utility (steam) fuel . 

The document is a brief, 35-
page statement of general policy, 
not a detai led sector-by-sector poli
cy map. But its vagueness and its 
almost religious recitation of  "in
creased reliance on market deci
sions" to sort out and solve com
pll:':x and tangled fundamental is
sues of the future growth potential 
of  the entire world economy, is 
naive .  

This is a precarious period, with 
usurious interest rates fostering 
negative industrial growth in the 
free market that is not essentially 
different from the anti-growth poli
cies of  the Carter administration .  If 
Secretary Edwards has a knee-jerk 
reaction in favor of a "private mar
ketplace" which has seen Canadian 
takeovers of  energy production ,  
and manipulation of energy sup
pl ies, especially oil, together with 
the legacy of antinuclear hysteria 
spurred by the media, the U .S .  and 
the world are unl ikely to make it 
past t\le decade. 

The Reagan administration 
must address the urgent questions 
of  formulating an aggressive feder
al nuclear policy, premised on 
broad-based advanced nuclear re
search, reprocessing (which is side
stepped in this report), high-tem
perature gas reactor development 
projects , and M HO-coal develop
ment. All of  these fall within the 
domain of a necessary, and desira
ble,  energy policy .  
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FRANKLIN HOUSE Presents Books by EIR Editors 

LaRouche and Goldman 
campaign to 

lower interest rates. 

The Ugly 
Truth About 

Milton 
Friedman 
Lyndon H. LaRouche,Jr. David P. Goldman 

"Best Title Award" 
- L . A .  Times 

Special Offer - Choose Any 5 books for $25 
The LaRouche Series Books by Lyndon H. LaRouche ]r: 

o The Ugly Truth About Milton Friedman with David Goldman $3.95 
o How to Defeat Liberalism and William F.  Buckley $3.95 
o Will the Soviets Rule in the 1980s? $3.95 
o Basic Economics for Conservative Democrats $3.95 
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