


THERE IS GOING TO BE
A RUDE AWAKENING!

Russia’s future:

chaos,
or l'eCOIlStl’llCt"

e DO YOU REMEMBER when Boris Yeltsin aimed

the Russian Army’s tanks at the Parliament and started
shooting?

e DO YOU REMEMBER last December’s vote for
Zhirinovsky?

Were you shocked?

While you were shocked, EIR was acting. Informed by
nearly two decades of analysis of the Soviet Union by such
leading thinkers as American economist Lyndon LaRouche
and Germany’s Gen. Paul-Albert Scherer, EIR’s European
staff put together this report to warn western policymakers
that the countdown was on to what could be the century’s
biggest strategic disaster.

Then Lyndon LaRouche, released from confinement as a
political prisoner in January 1994, traveled to Moscow with
his wife, Schiller Institute Chairman Helga Zepp-LaRouche,
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in April, for high-level talks and seminars at the invitation of
the Universal Ecological Academy, of which he is a mem-
ber. His briefing, on return from Russia, became the first
chapter of this Special Report, and the warm reception he
got shows that there is still time to reverse the criminality
and descent into chaos in Russia, if we act now.

AND ACT WE MUST, for our own sake as well as
Russia’s. As LaRouche himself said: “Although we are
focused upon the subject of Russia, only charlatans could
speak of the future of Russia without taking into account
explicitly the factors which are of immediately decisive
importance for each and all nations of this planet. Indeed,
the present crisis within Russia (as of all of eastern Europe)
is a relatively mild form of the catastrophe which is soon to
strike down every nation upon this planet. The way we
treat the problems of Russia today is the mirror of the
early- to medium-term future of China, of Japan, of North
America, and of western Europe.”

[ Please send the EIR Special Report, “Russia’s Name

future: dictatorship, chaos, or Address = 0

reconstruction?” to the address shown. City
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Enclosed is $250.00 for each report postpaid.
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From the Associate Editor

The arrests of the drug-traffickers that are the subject of this week’s
Feature are a victory for EIR and the political movement of Lyndon
LaRouche, which kicked off a campaign for a war on drugs with the
publication of the best-selling book Dope, Inc. in 1978. In his preface
to the second edition, dated April 10, 1986, Lyndon LaRouche laid
out the goals of the campaign; these speak directly to the political
situation today, and what the next steps by the Clinton administration
must be:

“Americans, and others, are increasingly fearful of international
terrorism. Few, unfortunately, understand that terrorism is so tightly
integrated with the international drug-traffic that the two can not
be separated from one another. If we destroy the narcotics traffic,
terrorism’s essential logistical base is destroyed. However, destroy-
ing the crops and shooting down the planes carrying the drugs is
not enough. Unless the hundreds of billions of dollars of the drug-
traffickers are confiscated, and the guilty bankers and financial bro-
kers are sent to prison, the United States and Western Europe are
helpless against terrorism. As long as such creators of the money-
laundering system as Donald T. Regan are allowed to exert influence
over the policies of our own and allied governments, there is no
serious ‘War On Drugs,’ nor is there any serious action against
international terrorism.”

With the arrests of Michael Abbell, Robert Vesco, and Gilberto
Rodriguez Orejuela, that program has taken a big step forward. Now,
the drug bankers must be jailed, and the “Bush leaguers” must be
cleaned out from the U.S. Department of Justice. Michael Abbell
served at the DOJ under Mark Richard, leaving in 1984 to become
an agent of the Cali Cartel. Richard and other “Bush leaguers” are
still there, however. These are the people who railroaded LaRouche
into prison, and whose policies led to the Waco massacre. EIR will
be presenting a full dossier on their crimes in a forthcoming issue.

Don’t miss the report (p. 58) on LaRouche’s latest visit to Mos-
cow, where he addressed a meeting at the State Duma (Parliament),
among other gatherings. Upon his return, he characterized the visit
as “probably of strategic significance.” We publish here his speech
to the Institute of Economics of the Russian Academy of Sciences.
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Clinton puts financial reform
on international agenda

by William Jones

Although the Halifax G7 summit began under the shadow of
increased violence in Bosnia, a subject that even dominated
the Clinton press conference on June 16, the issue of reform
of the international financial institutions was the central item
of discussion, resulting in a final communiqué that was no
real resolution of the problem, but at least pointed in the
direction of a solution.

The “reform” mechanisms specified in the communiqué
are themselves useless to “manage” the global financial disin-
tegration now under way—an impossible task. But commit-
ment to economic development—insisted upon by President
Clinton in the case of financing for Mideast development, is
reflected in the final communiqué.

The first working dinner of the Group of Seven heads of
state (Canada, United States, France, Germany, Italy, Japan,
Britain) at Government House on June 15 was to have been
the site of a major discussion of international financial re-
form. As the Bosnian Army initiated measures to break the
Serb stranglehold on the Bosnian capital of Sarajevo, the G7
leaders, concerned over the increasing fighting, decided to
call in their respective foreign ministers and get a briefing on
events in Bosnia. After discussions, Canadian Prime Minis-
ter Jean Chrétien, the host of the summit, issued a statement
appealing to the Bosnia Serbs and to the Bosnian government
“to establish an immediate moratorium on military opera-
tions.” Canada was particularly concerned about the fate of
their peacekeepers, some of whom remain hostages with the
Serbs.

But the economic discussions were duly resumed the
following moming, where leaders each explained the eco-
nomic situation in their respective countries.

Interestingly enough, the communiqué begins with long
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sections on “growth and employment” that put the creation
of jobs in the center of interest. “The central purpose of our
economic policy is to improvei the well being of our people,
allowing them to lead full and productive lives,” the commu-
niqué begins, noting that only Fhrough the promotion of “du-
rable job creation” can that “well-being” be secured. “Good
fiscal and monetary policies will not on their own deliver
the full fruits of better economic performance.” It will also
require “achieving the longer-term potential of our econo-
mies to grow and create secure, well-paying jobs,” reads the
communiqué from the seven leaders. The jobs issue was of
prime concern to President Clinton who had taken the initia-
tive to the “Jobs Summit” in Détroit last year and was strongly
supported by French President Jacques Chirac, who had been
elected on a strong jobs program. The leaders decided to have
another “jobs summit” this year, underlining the importance
of the problem. :

President Clinton, who, at last year’s summit in Naples,
Italy, had called for a review of the international financial
institutions at this year’s summit, “engaged in a fairly lively
interchange on the financial markets issues,” according to
U.S. “sherpa” forthe G7, Daniel Tarullo, Assistant Secretary
of State for Economic and Business Affairs. Clinton recount-
ed for the other leaders the experience the United States had
had with Mexico, emphasizing “the importance he attached
to the specificity of proposals for both prevention and trans-
parency,” and “on the capacity to react with adequate re-
sources when emergencies strike,” Tarullo explained.

The measures taken by the G7 Summit leaders do not,
however, represent fundamental reform of a bankrupt finan-
cial system. They contain, in fact, some rather dubious ele-
ments, undoubtedly the result of the numerous political com-

EIR June 23, 1995



promises required to write the statement from these seven
leaders.

The IMF received a strengthened mandate to monitor
countries’ economies. The G7 leaders called on the IMF to 1)
establish benchmarks for the timely publication of economic
data; 2) identify the countries which comply (or don’t com-
ply) with those benchmarks; and 3) provide “sharper policy
advice to all governments, and deliver franker messages to
countries that appear to be avoiding necessary actions.” A
new “Emergency Financing Mechanism” was to be estab-
lished that would provide access to Fund arrangements fi-
nancing to be linked to the IMF’s “conditionalities.” The goal
was to achieve an emergency fund of $58 billion financed
through an increase of the Group of Ten’s General Agree-
ments to Borrow (GAB), rather than through an increased
IMF quota as desired by IMF Managing Director Michel
Camdessus.

Nor was the IMF given “dictatorial powers” as Director
Camdessus may have wished. The communiqué also con-
tains considerable criticism of the functioning of the multina-
tional institutions. “We will work with the [Bretton Woods]
organizations and all their members to ensure relevant multi-
lateral institutions,” the communiqué reads. They call on the
multilateral institutions to “encourage the development of a
healthy private sector, expand guarantees and co-financing
arrangements to catalyze private flows, and increase credit
for small and medium-sized enterprises” and to continue to
provide resources for the infrastructure needed for sustain-
able development,” (which goal they define as “a higher
quality of life for all people”).

The multinational institutions have received a new lease
on life, but their operations are now under the microscope.
Representatives for the administration have time and again
expressed the President’s desire that these institutions orient
towards “investing in people”’—something the IMF has done
everything to sabotage.

Mideast Development Bank

But it is not only reform of the bankrupt Bretton Woods
institutions that was the focus of the financial discussion, but
also, under strong protest from British and other circles, the
question of new institutions for economic development. The
U.S. worked hard to rally support for the establishment of a
Mideast Development Bank.

A spokesman for the European Union, as late as the first
day of the summit, expressed concern about establishing and
“new financial institutions.” In response to a question from
EIR, he complained that there is “really no need for new
banks when we have the World Bank”—a continual com-
plaint from some of the European governments, particularly
the British during the entire course of negotiations around
such a bank that have been held throughout this year.

But the commitment of the President to this particular
project outweighed objections from some of the apologists
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for the World Bank. The communiqué clearly states: “We
agree on the need to actively support the peace process in the
Middle East. Such support would include the establishment
of a new institution and financing mechanism enhancing re-
gional cooperation. We therefore urge the Task Force already
at work to continue its deliberations with an aim to arriving
at a suitable proposal in time for the Amman summit next
October.” Dan Tarullo, who had successfully maneuvered
the issue through the “sherpa” process prior to the review by
the G7 leaders, expressed particular pride in having the Bank
included in the communiqué.

The leaders also expressed concern about the poorest
nations, calling for increasing debt relief. They called on
the multinational institutions to develop a “comprehensive
approach”to assist countries with multilateral debt problems,
through the “flexible implementation of existing instru-
ments” and through “new mechanisms where necessary.”
They called for “appropriate measures in the multilateral
development banks” to advance this objective.

Derivatives, ‘the AIDS of our economies’

The discussion over what to do about currency specula-
tion, derivatives and all forms of the highly volatile high-risk
capital markets, was hot. French President Chirac went very
far in his criticism of aggressive money traders, referring to
such speculation as “the AIDS of our economies” during
leaders’ discussions on June 16.

However, the wording of the communiqué is circum-
spect. It calls for “close international cooperation in the regu-
lations and supervision of financial institutions and markets,”
in order “to ensure an effective and integrated approach, on
a global basis, to developing and enhancing the safeguards,
standards, transparency and systems necessary to monitor
and contain risks.”

Canadian Prime Minister Chrétien has repeatedly ex-
pressed concern that new instruments iof investment and cur-
rency speculation are destabilizing financial markets. Just a
few weeks before the summit, he had.a high-profile meeting
in Ottawa with Prof. James Tobin of Yale University, author
in 1978 of the proposal to tax currency speculation transac-
tions, now called the “Tobin tax.” The‘LaRouche proposal,”
made in March 1993, for a one-tenth of one percent tax on
derivatives transactions, has also popped up since then in
draft bills to Congress, and in European debate.

But under pressure from the “free market” enthusiasts,
any such tax was officially tabled in Halifax. In a “Review
of International Financial Institutions,” issued together with
the communiqué, it is remarked that “administrative mea-
sures, such as selective taxes or controls on capital transac-
tions, are an ineffective and very costly means to attempt to
limit exchange market volatility. Since it would be impracti-
cal to implement such controls across geographic areas and
financial instruments, they would marely shift the location
of activity or the financial vehicle for the transactions.”

Economict 5



Mexican private banking
system is melting down

by Carlos Cota Meza

In an EIR Feature, “Mexico’s Debt Bomb Explodes; Who
Will Follow?” this author established that the immediate ef-
fect of the Mexican government’s insolvency would be “the
disappearance of the national private banking sector, with
the potential for a chain reaction of bankruptcies.”

“The Mexican banking system now faces the condition
of being at once insolvent creditors and delinquent debtors.
. . . The foreign debt of the banking sector went in one
year from $20 billion to $25 billion (a 25% increase). . . .
According to statistics of the National Banking Commission,
Mexico’s private banks are currently facing external pay-
ments of $8.7 billion on loans which their international credi-
tors do not want either to renew or to renegotiate. In sum, the
Mexican private banking system, privatized only 30 months
ago, is in absolute bankruptcy. All that is missing is the
official announcement.” (See EIR, Vol. 22, No. 5, Jan. 27,
1995, “Mexico’s Financial Crisis: Metastasis of a Specula-
tive Cancer,” pp. 24-25.)

The reason the banks are going bust, is not the devalua-
tion of the peso but the unrestrained practice of incurring
short-term external debt; the speculative investment of the
stock market in its own issues, a practically unlimited re-
course to self-lending; and the huge cuts taken by middle-
men, which have worsened the common debtor’s non-per-
forming debt.

The bankruptcy of the Mexican banks is so evident that
even the president of the Association of Mexican Bankers
(ABM), José Madariaga Lomeli, is no longer a banker, but
an employee of the Banco Bilbao Vizcaya, a Spanish entity,
which took control of the Probursa Financial Group (its bank,
its stock brokerage, and subsidiaries and affiliates) on May
29 for $350 million!

The Mexican government, via the Banking Fund for Pro-
tection of Savings (Fobaproa, comparable to the U.S. Federal
Deposit Insurance Corp. ) acquired the bank’s “bad debt” for
4.6 billion new pesos, or about $800 million, which amounts
to one-third of the present debt holdings of the Probursa bank.

Madariaga Lomeli explained the reasons for the merger
of the first privatized bank, four years ago, with a foreign
bank: “The operation does imply an enormous sacrifice for
the present stockholders. . . . We directly set aside 1 billion
new pesos as reserves and we ended up with 200 million in
capital. . . . Either we had to move ahead or we would have
come to a screeching halt.”

6  Economics

In fact, the bank was already bankrupt and was forced
either to shut down or be bailed out by Procapte, the Tempo-
rary Capitalization Program which the government uses to
artificially keep other Mexican banks afloat. Somehow, the
government stepped in through Fobaproa, which became the
second largest shareholder. It is rumored that the Madariaga
Lomeli group was left with 4% of the stocks and he was
kept on as president of the institution, only in order to not
dismantle the bankers’ association.

The government’s purchase of non-performing debt has
raised a flurry of protests, to which the chairman of the Na-
tional Banking and Stock Commission, Eduardo Ferndndez,
responded: “If the conditions of high interest rates and other
macroeconomic elements were to lead to a situation in the
future in which this debt suffered losses, the damage would
now not affect the shareholders, but the owner of the debt, in
this case Fobaproa.”

If the government is subsidizing the bankers this way,
because it considers them victims of the “effects of the cri-
sis,” why not deal the same way with the millions of debtors
in the farming, manufacturing, and commercial sectors?
Could it be that they are considered to blame for the crisis
and therefore the Interior Department wants to make them
pay the debts by police-state methods, in order to keep sup-
porting the bankers?

Fobaproa and Procapte have already turned into a bottom-
less barrel. Insofar as information is known, of the 18 banks
still officially in existence, six have turned for bailouts to Pro-
capte (Inverlat, Confia, Serfin, Banorie, Bital, and Bancen),
but the amounts used have not been made public. The Bank
of Mexicoreports that up to the first quarter of this year, Foba-
proa had intervened in four banks (Unién and Cremi, both
owned by the fugitive banker Carlos Cabal Peniche; Banpais
of Angel Rodriguez, another fugitive; and Banco Obrero,
which belongs to the big labor confederation, CTM).

The amount of capital used in these interventions is 12.3
billion new pesos (to which the 4.6 billion new pesos used in
Probursa would have to be added). In addition, Fobaproa
granted $3.8 billion to the banks to pay their overdue foreign
debt in the first quarter, mainly that contracted for issuing
certificates of deposit abroad.

According to these limited figures, in just five months
Mexico’s government has doled out to the banks 39,706
million new pesos ($6.619 billion) and yet the banks keep
right on collapsing. On Jan. 26, the Finance Secretary asked
the lower house of Mexico’s.Congress to cut the budget by
20 billion new pesos, or the equivalent of 1.3% of Gross
Domestic Product. What has been given to the banks already
adds up to 2.5% of GDP. This figure will keep rising. The
Inverlat, Serfin, Banco Mexicano, and Bital banks (three of
them already bailed out by Pracapte) are in line to be absorbed
by foreign banks, because the latter are demanding that the
government “clean up its debt holdings” as happened with
Probursa.
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Since the government at the moment shows no sign of
wanting to change its financial fundamentalism, in the com-
ing weeks we will see even more banks going belly-up, and
like the Probursa bankruptcy, this will be extremely costly
for the Mexican treasury.

Major firms will be unable to pay

Right behind the banks in line for bankruptcy are the
Mexican companies which had “access” to the international
capital market. The external debt of these companies, be-
tween 1993 and 1994, grew by 100% and went from $15
million to $31 million. Various reports establish that 12 of
the 55 top companies on the Mexican Stock Market in the
next six months will have to meet payments of $1.284 billion,
mainly in the so-called Mexican Eurobonds and commercial
paper. Among these, the standouts are: the airline Aeroméxi-
co, currently restructuring external liabilities which it could
not pay in February; Sidek, which suspended payments in
March; Cemex, whose suspension of payments is deemed
imminent; as well as Synkro, Iusacell (cellular phones), and
Cydsa of the Monterrey Group.

Stock market analysts maintain that if they don’t find
sufficient backing, the stock values of these companies will
plunge more than 50% or to minimum values, which could
cause their shares to be suspended from listing on the stock
market, provoking a new collapse in the Mexican Stock
Market.

But 1995 is the easy year for these companies. Between
1996 and 1999, the companies that issued external obliga-
tions have to pay around $8.3 billion in Mexican Eurobonds,
with a whopping $4.145 billion concentrated in 1998. And
who knows if they will get through 1995!

Beyond this, a banking corruption scandal is about to
explode. The 12 “representative” companies are also in debt
for the second quarter to the national banks for 5 billion new
pesos ($1 billion), which they do not consider debt, because
in one way or another, they were partners in the purchase of
the privatized banks. Rather, they were self-loans—precisely
the corrupt practice for which the banks were nationalized in
1982.

The advisory service El Inversionista Mexicano (“The
Mexican Investor”), in an exhaustive analysis of the first-
quarter reports of 54 Mexican Stock Market firms, shows
that they report a short-term internal bank debt of 54.146
billion new pesos ($8.357 billion), and that the same compa-
nies paid 8 billion new pesos, or $1.333 million in interest in
the first quarter. This reveals that the bulk of non-performing
and related debt falls on these 50-odd “representative” com-
panies of the economic model of the former Salinas de Gortari
government. Were the government to accede to a review and
classification of non-performing debt, we would discover
that the delinquency of the farmers as well as small and
medium-sized businesses and retailers would be an easily
manageable problem.

EIR June 23, 1995

Currency Rates

The dollar in deutschemarkS

New York late afternoon fixing

1.70

1.60

1.50

140 yas

1.30
419 426 53 5/10 sn7T

5124 531 6/7

The dollar in yen

New York late afternoon fixing

120

110

1

90

.80
419 4/26 3 5/10 sn1 5124 5/31 67

The British pound in dollars

New York late afternoon fixing

1.80
1.70
1.60 |y o . Y
Ny o

1.50

140 ;
419 4/26 s3 5/10 SnT

524 531 677

The dollar in Swiss francs
New York late afternoon fixing

1.50

1.40

1.30

1.20

419 4/26 53 5110 51 5124 531 6/7

Economigs 47



Japan’s banking crisis could
trigger global financial collapse

by William Engdahl

Details are only beginning to surface in Japan of a banking
crisis which could well detonate a global systemic financial
crisis of titanic dimensions. On June 6, the Japanese Ministry
of Finance revealed details of total loan losses of all Japanese
banks, which they now admit to be “approximately” $471
billion. This figure, which according to informed accounts
vastly understates the problem, already puts the Japanese
bank crisis at a scale far beyond the 1980s crisis of U.S.
savings and loan institutions, and orders of magnitude be-
yond the recent losses of France’s Crédit Lyonnais.

On June 8, the Ministry of Finance also unveiled a long-
awaited proposal for dealing with the bank crisis, but the
details, which were few, did not reassure anyone. The pro-
posal called forbetter bank disclosure of bad loans—present
rules are extraordinarily liberal, meaning accurate estimates
of the damage are almost impossible to formulate. A second
proposal was to increase the now tiny bank deposit insurance
fundthroughalevy on the banks themselves, which the banks
argue they cannot do in their present difficulties. No Japanese
bank has been allowed to fail in the past 50 years, but this
would presumably pave the way for some failures to be ad-
mitted. What was conspicuously absent were any proposals
fora U.S.-style Resolution Trust Corp., in which the govern-
ment would step in to assure liquidity while the bad debts are
disposed of. Failure to include this provision led to near-
panic selling of Japanese stocks and the collapse of the Nikkei
Dow to the dangerous low of 14,600 by June 13.

“Japan’s banking problems outweigh all else now in the
global financial domain as a focus of systemic concern,”
emphasized S.J. Lewis, a senior City of London financial
figure. “This is the real ‘Tokyo earthquake’ doomsday sce-
nario. If Japanese banks now begin to admit and write off
their actual bad loans, it could well start a snowball effect of
every bank rushing to dump bad debts, a process which could
well pull the entire system down with no government safety
net in place. This is one reason the Nikkei stock market has
been so weak in the past days.”

For a nation renowned in the West as the epitome of
organized action and coordinated industrial efficiency, the
disclosure of bank bad loans marks the first official Japanese
government estimate of bank losses in a crisis that is now
five years old. The $471 billion figure includes all loans to
firms now bankrupt, loans on which no interest has been paid
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for six months or more, as well as restructured loans to weak
borrowers. But even this figure, equal to some 9% of the total
Gross Domestic Product (GDP) of Japan, vastly understates
the reality, according to informed banking analysts. Yukiko
Ohara of UBS Securities Ltd. calculates that actual problem
loans could reach as high as 100 trillion yen, that is, $1.15
trillion, a sum equal to one-quarter of the GDP of the world’s
second largest industrial nation.

According to a number of Japanese financial sources, this
higher figure of $1.15 trillion in bad debts is realistic. “The
Ministry of Finance and Bank of Japan figures deliberately
understate the problem so as not to cause panic,” according
to one such report. Banks have been allowed to extend “cos-
metic” loans to many insolvent clients, only those compa-
nies, often real estate construction companies, can in turn
use the new loans to make interest payments on their old
loans. Of course, bank loans to problem companies merely
increase as a result, even if the banks can pretend the loans
are still good. This perverse example of “throwing good
money after bad,” has turned what may have been a manage-
able bank problem of 1990 intp what today is threatening to
become a global systemic breakdown.

The net result of this dangerous practice has been that,
despite the deflating of the huge Japan real estate and stock
speculation bubble more than five years ago, Japanese banks
today are in far worse condition than they were in 1990. This
is the element which is beginning to create alarm in banking
circles from Europe to New York.

A world-class financial bubble

The size of the Japanese financial structure is so great
that, were a full-scale banking crisis to erupt, it would deto-
nate a domino-style series of financial liquidations which
would be felt around the world.

Nine of the world’s ten largest banks in asset size are
Japanese. The three largest each has assets of more than $500
billion, dwarfing every major European bank and even the
large New York banks. Only Mitsubishi Bank has felt strong
enough to begin to write off most of its bad loans. All the
rest are left holding a growing pile of uncollectable debt.
Technically, almost the entire Japanese banking system is
bankrupt—liabilities far in excess of assets and income. The
political issue is whether the Japanese taxpayer now will be
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forced to pay the bill for bailing out those banks or the prob-
lem will be allowed to grow to the point that it is fully out of
control.

During the 1980s, as the yen began its rise following
the October 1985 Plaza Accord of the Group of Seven (an
agreement to stop the rising dollar), Japanese banks began to
reap the rewards of a 60% appreciation in the yen. As their
international lending was done in dollars, and their bank
balance sheets were calculated in yen, their paper profits and
assets exploded.

In addition, Japanese banks, alone of all major banks in
the Organization for Economic Cooperation and Develop-
ment, count their stock holdings as part of their core bank
capital. Most OECD bank regulators regard stocks as far
too speculative for such purposes. During the 1980s, as the
Nikkei Dow seemed to rise with no limit, Japanese banks’
capital base for further lending grew with it to dangerous
heights. This sudden explosion of paper “riches” in the end
turned out to be a curse.

Japanese banks gloried in overtaking Citicorp to become
the world’s “largest” banks. Compounding the problem, as
Japanese industrial exports stagnated or fell under the pres-
sure of the more expensive yen in the late 1980s, many
Japanese firms like Toyota turned from industrial expansion
into what Japanese called “Zaitech,” or financial engi-
neering—that is, speculation on international currencies,
stocks, interest rate moves, or real estate. All Japanese busi-
ness was caught up in the fever of financial speculation to a
degree not witnessed even in the United States of the 1980s.

By 1989, Japan had created a speculative bubble of gar-
gantuan proportions. Banks and companies’ assets were
mainly cross-holdings of other companies’ stock shares. As
the banks were flooded with new money from the speculative
bubble, they poured a portion into the Tokyo Nikkei Stock
Exchange. The Nikkei Dow index rose that year to an all-
time high of 38,916 yen by December 1989. The total value
of all stocks traded in Tokyo at that point was near to $5
trillion, making Tokyo the largest stock market in the world,
larger even than New York.

When the new governor of the Bank of Japan, Yasushi
Mieno, took office in December 1989, he was alarmed that
the runaway speculative frenzy in stocks and real estate,
termed the “bubble economy” in Japan, threatened to col-
lapse and bring down with it the entire Japanese industrial
economy. To control that danger, Mieno began a series of
calculated interest rate rises aimed at “slowly deflating” the
stock and land prices.

It was anything but slow and painless, as the Nikkei
crashed to 18,000 from 39,000 in only a few months. Real
estate firms, construction companies, and others became in-
solvent overnight. Japanese industry went into a deep reces-
sion which today threatens to become a major depression.
Rising stock and land prices were used during the bubble
years as backing or collateral for corporate new investment,
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for consumer purchases, in short, the entire economy had
tied itself to the soaring prices of land and stocks by 1989.

Further, theadded 25% drop of the Nikkei this year alone,
has severely impaired bank earnings by wiping out much of
banks’ so-called “hidden assets” in long-term stock shares in
other companies which were badly needed to offset losses
from the old bad loans on real estate and other speculations
of the past decade. In a vicious circle, much of that Nikkei
fall came from desperate Japanese banks selling their stocks
to cover bad loan writeoffs. This in turn has forced Japanese
insurance companies to dump their stocks, further fuelling
the Nikkei fall.

The other shoe to drop

For most of the past two years, while U. S. and European
financial structures have been rocked by a series of crises
(from the Metallgesellschaft derivatives debacle in Germany
and Spain’s Banesto Bank failure in December 1993, to the
bond market crisis in February 1994, to the Orange County,
California derivatives collapse and Mexico’s peso crisis in
December 1994, and, more recently, to the dollar crisis),
little attention has been paid to the fragility of the Japanese
financial structure. With the latest admissions from the Japa-
nese government, that is beginning to change rapidly.

In a lead editorial on June 1, the Wall Street Journal
wrote, “Today’s Japan is not the economic powerhouse that
gripped the conventional wisdom five years ago. Instead,
it is the most fragile member of an interdependent world
economy.” They wam about “any economic implosion in
Japan and the shock waves this would send through the world
economy.”

By the early 1990s, Japanese banks and investors held
the largest share of bank loans in America’s largest state,
California, of nearly 40%. Japanese investors recently were
forced to declare Chapter 11 bankruptcy on their ownership
of a major New York office complex, Rockefeller Center,
further depressing weak New York real estate prices. Japa-
nese investors and the Bank of Japan are estimated to be the
largest single foreign holders of U.S. Treasury bonds and
bills. Were the Japanese to liquidate those Treasury securi-
ties, it would collapse the U.S. bond market, forcing U.S.
interest rates through the roof, and those of Europe with
it. For more than a decade, Japanes¢ banks and investment
institutions had been the largest source of foreign capital for
much of the world.

At this point, Japanese authorities are estimated to have
till Sept. 30 to come up with a convincing resolution of the
bank crisis. That is when Japanese companies must report
semi-annual profit results. If this has not materialized, there
will erupt a full-blown Japanese banking crisis and a continu-
ing stock market fall. In that case, the growing Japanese
bank crisis could very well be the detonator to a new, global
system-wide crisis of the form which Lyndon LaRouche fore-
cast in June 1994.
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The Third World'’s biological
holocaust can be stopped

by Carol Hugunin

Today we are seeing a biological holocaust in Africa, and,
increasingly, also in Asia: starvation, epidemics of human
immuno-deficiency virus (HIV), which causes acquired im-
mune deficiency syndrome (AIDS); cholera, malaria, tuber-
culosis, and the gruesome and deadly Ebola hemorrhagic
virus in Zaire. These diseases are fostered by the level of
austerity forced on developing countries by the International
Monetary Fund (IMF) and World Bank. At the same time,
new research shows that easily cured nutritional deficiencies,
such as a lack of vitamin A or selenium, could be a major
factor in some of the worst-affected countries.

The situation generated by IMF-dictated economic poli-
cies is so insane that even the academic world, normally well
insulated from economic and political issues, is forced to
take notice. In the May 18 issue of AIDS magazine, Dr. Peter
Lurie of the University of California, San Francisco, laid the
blame for the AIDS epidemic right where it belongs: with the
structural adjustment programs (austerity) forced on devel-
oping countries by the IMF and World Bank in order for
these countries to get loans.

These structural adjustment programs increase poverty,
unemployment, and force decreases in government spending
on health, education, and social welfare. They destroy ag-
ricultural self-sufficiency, forcing the import of expensive
food, and tear down developing industries, forcing citizens
into unemployment. A marginalized populationis then left to
prostitution and drug trafficking. And these changes have
been forced on developing countries at precisely the time that
they can least afford them. By the year 2000, it is expected
that 90% of all manifestations of HIV will have occurred in
developing countries. HIV spreads rapidly among prostitutes,
intravenous drug users, and in conditions of poor nutrition,
and where syringes and similar equipment are reused due to
lack of available medical supplies, forced by budget cuts.

What Dr. Lurie is explaining about the relationship of the
malthusian policies of the IMF and World Bank and the
spread of HIV is exactly what Lyndon LaRouche predicted
in 1974 would occur: Malthusian policies would foster the
resurgence and spread of old diseases, as well as the develop-
ment of new ones.
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“For HIV transmission in developing countries to be sub-
stantially reduced,” wrote Dr. Lurie, “economic policies that
may have promoted disease spread must be modified. . . .
First, the satisfaction of basic human needs such as food,
housing, and transport must become a primary goal. . . .
Finally, the charters of the IMF and World Bank must be
altered to permit the cancellation or rescheduling of debt.”
Dr. Lurie further proposes thatithe IMF and World Bank be
forced to issue AIDS impact reports with their loan propos-
als, taking direct responsibility for the impact of their pol-
icies.

The World Bank found thig criticism so painful, that its
officials wrote two letters to the editor of the London-based
AIDS journal, protesting that the publication of this article
was “unacceptable,” “ignorant,” and “extraordinarily na-
ive.” Reached by Reuters to comment on the World Bank’s
reaction to his paper, Dr. Lurie said it was “classical institu-
tional defensiveness,” and that they should “take a more
honest look at what it is their programs might have caused
in these developing countries, and revamp their programs
accordingly.”

In the case of AIDS, professionals were initially claiming
that it was primarily a homosexual disease, yet Dr. Mark
Whitesidein Belle Glade, Floridla found very high prevalence
of AIDS among migrant workers, and others have clearly
found a very high prevalence among Africans subject to tre-
mendous poverty. In 1978, Dr. John Grauerholz of EIR pro-
posed that economic breakdown creates successive waves
of viral, bacterial, and parasitic disease which weaken the
immune system, leaving impoverished populations exceed-
ingly vulnerable to diseases like AIDS.

Now scientific experiments are beginning to rigorously
document that there are certain key nutrients necessary for
the body to maintain its immune system defenses. Scientists
are documenting that for just ipennies a day per person in
nutritional supplements, pandemics like AIDS could be dras-
tically slowed down. A series of recent experiments has
shown that anti-oxidants (suchas vitamin A, vitamin E, and
selenium) play a crucial role in enabling the immune system
to fight viral diseases, including HIV.
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Mutant Coxsackie and Keshan’s disease

A group of scientists led by Melinda Beck, M.D., at the
University of North Carolina, has discovered that acommon,
relatively harmless virus can mutate to a virulent heart-
damaging form in mice that have poor diets. The virus used
was Coxsackie, a ribonucleic acid (RNA) virus which hu-
mans experience as a common childhood disease. The mice
suffered deficiencies in selenium (Se) and/or vitamin A. The
very virulent mutant form leads to Keshan’s disease, a weak-
ened heart muscle condition that ends in heart failure, which
is found in an area of China where grains are selenium-
deficient, and which, until recently, crippled thousands of
women and children through a broad belt of China. Now
the Chinese government uses nutritional supplements that
include selenium to protect these people from the disease. A
report on this work was published in the May issue of Nature
Medicine.

Coxsackie virus, like HIV and influenza, is a single-
strand RNA virus, which means that it lacks the capacity to
correct mistakes which occur during replication; hence, like
these other RNA viruses, it mutates rapidly as it reproduces
itself.

Dr. Beck’s experiments created shock in the medical
community for two reasons. This is the first time that nutri-
tional deficiencies in the host have been documented to en-
gender more virulent viral mutations. It is also the first docu-
mentation that, once mutated, the virus can inflict the same
damage on mice fed a diet adequate in selenium and vitamin
A. Some scientists have speculated that maybe the reason the
more virulent form of Coxsackie virus hasn’t swept around
the world, killing countless humans with heart failure, is that
since the more virulent form of Coxsackie virus is still a
single-strand RNA virus, it mutates back to a less lethal form
just as readily as it mutated to that more lethal form.

Dr. Beck noted in her paper the broad ramifications of
her team’s work: “If our findings with Coxsackie virus are
generalizable to other RNA viruses, perhaps they can explain
the steady emergence of new strains of influenza virus in
China, which has widespread Se-deficient areas. Our find-
ings might even help to explain the crossing over of certain
viruses to a new host species through accelerated mutation
rates. For example, the crossing over of HIV to humans may
have been facilitated by the existence of Se-poor regions in
Africa.”

This is the trend that LaRouche hypothesized in 1974,
when he said that malthusian economic policies would create
conditions that act as a Petri dish, breeding new and more
virulent forms of disease, which would spread out of their
place of origin to the entire world.

Dr. Beck’s group hypothesizes that selenium and vitamin
A, both being anti-oxidants, help maintain the ability of the
immune system to fight infection. Neither selenium nor vita-
min A, however, should be taken in large doses, since both
become toxic at high doses.
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Keshan Disease and Kaschin-Beck Disease,
correlated with the belt of selenium-deficient
food grains in China

Marginal or Deficient selenium food grains
&% Keshan and/or Kaschin-Beck Disease

HIV transmission and vitamin A deficiency

Dr. Richard Semba, of Johns Hopkins School of Medi-
cine in Baltimore, has published a series of papers linking
vitamin A deficiency to transmission of HIV from mother to
infant. His team studied 567 HIV-infected pregnant women
in a hospital in Blantyre, Malawi. Nearly 70% of these wom-
en were vitamin A deficient, one of the highest rates of vita-
min A deficiency in the world. The:women with the most
severe vitamin A deficiency had a 32% chance of transmitting
HIV to their newborns, compared with a 7% chance among
those who had no vitamin A deficiency. Some 93% of the
infants born to mothers with the most severe vitamin A defi-
ciency died of AIDS in the first year of life.

Vitamin E and murine AIDS

A group lead by Dr. Ronald Watson at the University
of Arizona has done large-scale experimentation on mice,
indicating that vitamin E slows the progression of HIV to
clinical AIDS. The mice get murine AIDS, which is clinical-
ly similar to human AIDS, and therefore is frequently used
for laboratory research. Very preliminary unpublished clini-
cal trials in Europe indicate that supplementing HIV-positive
patients with vitamin A, vitamin E, selenium, and other anti-
oxidants seems to prolong the period in which the HIV virus
remains in the dormant phase, blocking development of full-
blown clinical AIDS.
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Selenium and RNA virus dormancy

The crucial role anti-oxidants play in enhancing the abili-
ty of the immune system to function normally, may not be
the only way selenium deters RNA viruses from causing
disease in humans. Will Taylor, Ph.D., a scientist at the
University of Georgia, is developing evidence that many
RNA viruses, including HIV, Coxsackie, and possibly Ebola
virus, have a gene for a selenium-protein. This selenium-
protein keeps the virus in a dormant, non-reproducing phase,
much like zinc-rich proteins; the so-called zinc fingers wrap
around deoxyribonucleic acid (DNA), in humans, control-
ling what DNA is expressed and what remains dormant.
This allows RNA viruses like HIV to quietly hide for years
within the human host’s cells. Under certain conditions of
immune system and or nutritional stress, these viruses will
suddenly start reproducing, and possibly mutating like
crazy.

Dr. Taylor’s hypothesis provides an excellent description
of what is clinically observed in the progression from a long
dormant HIV-positive status to full-blown AIDS. It is well
known that HIV uses precisely this strategy, hiding in white
blood cells for years, to evade an immune response from its
human host. According to Dr. Taylor, some human immune
cells also have large selenium needs for normal immune
functions. So, under conditions of selenium deficiency, the
HIV virus can no longer make the selenium protein which
keeps it from reproducing and mutating rapidly. And, the
immune cells lack the selenium protein ammunition they
need for proper immune function. Hence, one observes a
typical clinical pattern of rapid shift from a lengthy HIV-
positive phase, in which selenium levels in the blood are
adequate and no signs of AIDS are present, to an AIDS
phase of rapidly dropping selenium levels and rapid clinical
deterioration, in which the immune system is increasingly
less capable of fighting HIV.

In studying the area in Africa where AIDS was first
thought to have emerged, medical teams found low selenium
blood levels in the tiny town of Karawa, and the somewhat
larger town of Businga in northern Zaire. These towns are in
the Mongala River watershed area, associated with the small-
er Libala and Ebola rivers—the same general area in which
the Ebola virus first emerged. That whole area of northern
Zaire is medically known as a thyroid goiter belt. Since sele-
nium is required for iodine to be properly utilized by the
thyroid gland to form crucial thyroid hormones, the presence
of goiters throughout this area is further evidence of human
selenium deficiency.

Although these areas need further medical research, they
point to a simple reality: If the political will is there to reverse
the current global economic policy, developing countries
could quite quickly be provided with nutritional supplements
that would curtail the spread of some of the world’s most
deadly diseases, while long-term industrial development pol-
icies are put into place to transform Africa and Asia.
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‘Shock therapy’ yields
food crisis in CIS

by Rosa Tennenbaum 'and
Marcia Merry Baker

The month of May, which should be the high point of spring
planting in the Eurasian farmlands of the former Soviet bloc,
instead this year marked a new:low in declining agricultural
potential and per capita food consumption in the Community
of Independent States (CIS). Russian State Duma (Parlia-
ment) Economic Policy Committee Chairman Sergei Glazy-
ev, writing in Nezavisimaya Gazeta on May 11, asked, “The
President and the parliamentary opposition sat by while sci-
ence-intensive industry was liquidated in 1994. Will they
be as calm in the face of the bankruptcy of our domestic
agriculture?” A European Union delegation to farm regions
in CIS republics in May called the situation “depressing” in
severity, and gave accounts of desperate food shortages to
the June 6 issue of Agra-Europe.

The recent years of shock therapy economics and the
“reform” looting of all vital stages of national food systems—
water, land, and transport infrastructure, farm inputs, farm
operations, and food processing and diswibution—have re-
sulted in a full-scale food crisis.! A year ago, an EIR statistical
feature report warned of these consequences (“Shock Thera-
pYy Ravages Russia’s Food Production,” by Robert Baker and
Paul Gallagher, EIR March 18,1995, pp. 18-33).

As of mid-May, the Agriculture Ministry in Moscow
calculated that equipment, spare parts, and fuel existed in
amounts sufficient only to cultivate at most 30 million hect-
ares out of the 71 million hectares in Russia that should be
planted to crops. Not even one-fourth of the national farm
equipment inventory was in working order because of the
lack of parts and fuel. The same situation exists elsewhere.

As of late May, in Kyrgyzstan, spring planting was far be-
hind, with little more than half the land planted. Every third
tractor and planting machine was sitting in a repair shop, and
farms had no means to pay for repair bills. One-third of the
trucks, which play a vital role on the farms in this region, were
out of commission because ther¢ is no money for gasoline.

However, even if the machinery fleet were miraculously
mobilized, the lack of quality seeds and farm chemicals
would jeopardize the crops. Over the seven-year period
1987-94, annual tonnage of fertilizer applied in Russia fell
by 90%, dropping from 14.2 million tons in 1987, to 1.4
million tons last year. As of this April, in 52 out of 89
administrative regions, farms did not purchase one single ton
of fertilizer for use this season, because of a lack of funds.
Only one-fourth of the area planted in Russia was fertilized
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in 1994. On average, in all of the CIS, only 25% of the grain
acreage is being fertilized. The Russian fertilizer industry is
producing way below 50% of capacity, and if companies
want to stay in production at all, they are forced by the
“reform mafia” to export fertilizers, for example potash, on
the world market at prices that are far too low. The conse-
quences are reduced crop yields and degraded soils.

The livestock sector shows the same ravages. Without
means to feed and support the national meat herd, farms have
eliminated millions of animals. Radio Moscow reported on
May 25 that 18 million cows have been lost in Russia during
shock therapy, and there is an urgent need for milk-powder
imports. However, milk-powder prices have gone up from
$600 a ton to $2,400 per ton.

The loss of beef and milk cattle is most dramatic in the
centers of meat and milk production—Russia, Ukraine, and
Kazakhstan. Last year, the number of beef cattle fell by
10.3% in Russia, and is expected to fall another 12.7% this
year. The number of milk cows fell 6% in 1994, and is
expected to drop 7.6% this year. Hog numbers dropped
12.6% last year, and are falling at a 13.4% rate so far this
year. Sheep and goat numbers fell 17% last year, and are
falling at the annual rate of 17% right now.

National meat production in Russia dropped by almost
40% over the past two years. These declines have caused
crises in the food-processing sector. In Belarus and Moldova,
output of meat products went down by 20% from first-quarter
1994 to the same time in 1995. In Russia and Uzbekistan,
the drop was 30%; and in Kazakhstan, 50%.

Farm sector drained

This devastation in the farm and processing sector shows
up in both financial statistics and “on the table.” The president
of the Academy of Agriculture Science, Gennadi Romanen-
ko, calculated in May that the disparity between industrial
and farm commodity prices sucked roughly $33.5 billion out
of the Russian farm sector in the last three years.

As a result, consumption per capita is falling below the
minimum necessary for millions throughout the CIS repub-
lics. According to the Russian State Committee for Statistics,
meat consumption per capita fell from 69 kg in 1991, to
57 kg in 1994, in contrast to 1989, when it was still 75 kg.
Moscow economists estimate that 10% of Russian citizens’
food intake is at or below the biological survival level, and
that this percentage could easily rise to 30% by year’s end.

Overall, grain production in the CIS fell by 19.8% in just
one year, 1993-94. This represents an absolute drop in the
1994 harvests in 9 of the 12 republics, because cultivation
was reduced due to a lack of machines, fertilizers, fuel,
and other inputs. In only two republics, Turkmenistan and
Kyrgyzstan, did the grain harvest in 1994 rise as compared
with the previous year. The reason for the rise was because
the area planted was increased, while average yields per
hectare fell by 16% due to lack of essential inputs. This
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process cannot be sustained through even this year.

In Tajikistan, Georgia, and Armenia, less than 100 kilo-
grams of grain were reaped per capita in the last harvest. At
the same time, these countries no longer have any means at
hand to pay for grainimports. As of February of this year, the
United States had pledged a donation of 133,000 tons of wheat
to Armenia, and 37,000 tons to Georgia. Azerbaijan has ap-
pealed to international relief organizations for food aid.

The food supply of Moscow itself is heavily dependent
on foreign imports, because of the breakdown of agriculture
in Russia. About 80% of the food for the city of Moscow is
imported, as is 60% of the food for the surrounding region.
Meantime, farms in adjacent Kalinin, Ryazan, and Bryansk
are unable to produce and market their potential output.

Russia’s sugar supply has turned into a national security
issue. According to a memorandumito the Duma (national
parliament) in May, the government’s decision to stop im-
porting raw cane sugar from Cuba, and to import white sugar
from the West (whose sources are dominated by London-
financier commodities processors such as Archer Daniels
Midland), means catastrophe for both Russian sugar beet
growers and Russian sugar processors. Compared to a con-
sumption demand of 5 million tons of sugar per year, last
year only 1.7 million tons were produced in Russia. Parlia-
mentarians fear that Russia will be forced to seek 5 million
tons of white sugar a year from the West.
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Armenia’s President
deludes his countrymen

by Vigen Akopyan

The author is a member of Armenia’ s Union of Constitutional
Rights.

Speaking at a session of Armenia’s Parliament, Armenian
President Levon Ter-Petrossian announced that “in 1994 the
growth of wages surpassed the growth of consumer prices.”
He said that in 1994, average monthly wages of state sector
workers reached 4,000 drams, which in October 1994 was
approximately $10.40. By promulgating these data, Presi-
dent Ter-Petrossian wanted to convince his own nation and
the world that tendencies for improvement of the popula-
tion’s life have been observed in Armenia.

Only a criterion such as the “minimum biological market
basket,” and the state’s establishment of a minimum wage
sufficient for its purchase, can be seen as an objective indica-

tor of the standard of living of the country’s population. The
method of estimating the population’s standard of living by
calculating the cost of a “minimum biological market basket”
is based on a calculation of the cost of 17 basic types of
products (normative monthly consumption) and minimum
transportation costs, as shown in Table 1. This is to be distin-
guished from the minimum consumer market basket, which
also takes into account a person’s monthly expenditures on
clothing, basic services, and other necessities.

Besides the aforementioned list of products and transport
services, the table includes the average exchange rate of the
dollar (in drams) for the month, and the extent to which the
cost of the “minimum biological market basket” is defrayed
by the state-established minimum wage each month.

The table includes the data for four months of 1994:
January, as the starting (base) month of the year, and the last
three months of the year, since the data for precisely these
three months were cited in President Ter-Petrossian’s speech.
Moreover, it was in December 1994, on the recommendation
of the international financial organizations, that bread prices
were raised in Armenia, which could not fail to affect the
standard of living of the country’s people in December as
well as partially in November (the factor of the expectation
of inflation came into play).

It is clear that the so-called minimum wage in Armenia

TABLE 1

Cost of Armenia’s ‘minimum biological market basket’

(in drams, 1994)

Jan. Oct. Nov. Dec.
Unit Priceof Unit Price of Unit Price of Unit Price of

Product price norm price norm price norm price norm
Bread 1.5 15 6 60 6 60 66 660
Macaroni 26 13 130 65 160 80 200 100
Sugar 75 150 250 500 270 540
Meat 250 1,250 700 3500 700 3,500 700 3,500
Fish 30 60 300 600 300 600 200 400
Milk 20 220 200 1,100 150 1,650
Cottage cheese 54 27 720 350 760 380 440
Sour cream 60 30 500 250 550 275 540 270
Cheese 350 350 800 800 900 900 1,000 1,000
Eggs 360 240 580 990 660 1,800 1,200
Potatoes 20 280 80 720 100 900 100 900
Vegetables 10 220 200 2,200 250 2,750 100 1,100

Jan. Oct. Nov. Dec.
Dollar exchange rate (drams) 106 406 450 . 426
Minimum wage (drams) 110 230 230 375
Percent defrayment of “minimum 3.15% 1.61% 1.44% 2.3%

biological market basket” by
minimum wage
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FIGURE 1

Cost of ‘minimum biological market basket’
in Armenia
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is purely symbolic, and its level is in no way economically
grounded. The minimum wage did not change significantly
in the course of the whole year (the lowest level, $0.418, was
reached in May, and the maximum, in January, was $1.037).
As Figure 1 shows, even in April, the month most favorable
for the population, when the cost of the “minimum basket”
was $24.95, the cost of the “basket” was simply beyond
comparison with the minimum wage, which was too low to
be drawn on the same graph. Yet, the very purpose of a
minimum wage is to satisfy the minimum, if even just biolog-
ical requirements for a person.

The cost of the “basket,” however, fluctuated substantial-
ly, from $24.95 in April to $38.19 in December. An even
sharper rise in the cost of the “basket” was registered in
September-December—exactly the period President Ter-
Petrossian considers the most successful. In these three
months alone, the cost of the “basket” rose by $10.49, while
the minimum wage increased only by $0.43. Thus it becomes
apparent, that the relative stability registered from July to
September (basically connected with seasonally low prices
for fruits and vegetables) was replaced at the end of the year
by a sharp increase of the cost of the “market basket.”

President Ter-Petrossian in his speech announced that
the rise in the price of bread had not worsened the already
catastrophic situation of the people; but the figures prove the
reverse. Considering that in October the average wage in the
state sector of the economy was $10.90 (according to data
of the statistical directorate of Armenia), and that after the
increase in bread prices, the cost of the “basket” increased
by $2.79 (or 25.59% of the average wage), it is simply mean-
ingless to talk about a stable standard of living.

Figure 2 shows that the minimum wage’s defrayment of
the cost of a “minimum basket” in this country is simply a
fiction. The “basket’s” cost was defrayed to the greatest ex-
tent at the beginning of the year (only 3.15%), and in the
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FIGURE 2
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FIGURE 3
Average wages fall short of paying for
‘minimum biological market basket’
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course of the year this indicator vacillated between 1 and 2%.
Commentary is simply superfluous.' The graph also shows
the defrayment of the “minimum basket” by the average wage
for each month of the year.

The highest indicator, recorded in September, was
32.29%. Thus 67.71% of the minimum biological require-
ments either were not satisfied, or the sources for their de-
frayment were not recorded and are unclear. Of course, if
compared with the first half-year, “successes” are apparent.
But even 32.29% of the defrayment of minimum require-
ments, against the backdrop of the half—year of existence, can-
not be the basis forreports of victory, especially since in the
months that followed, even this 32.29% was not maintained.

Despite the fact that the average wage in the state sector
increased (Figure 3), nonetheless it dlways was catastrophi-
cally compared to what is required for satisfying minimum
consumption requirements. In the first months of 1995, the
cost of this minimum rose once again.
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Business Briefs

Germany

Railways will not follow
British on privatization

Germany’srailways will not follow British rail
into the lethal trap of privatization, Deutsche
Bahn (national railway) Chairman Heinz
Duerr told the Swiss financial daily Neue
Ziircher Zeitung on June 6. Duerr harshly de-
nounced privatization experts at the Kiel
World Economic Institute, one of the think-
tanks of the “Conservative Revolution” cur-
rent in Germany.

The Kiel Institute has criticized Duerr’s
concept of railway restructuring as “merely
formal,” and because it does not include an
“intra-modal element of competition.” Duerr,
in tum, charged the Kiel experts with “incom-
petence,” emphasizingthatit was never his in-
tention in his reform proposal to create a “capi-
talist enterprise” or free market-oriented
framework for transportation policies. The
railway hadtofulfillanational-economic func-
tion, Duerr said. “Itis anexceptioniftranspor-
tation policy is organized along methods of the
free market.”

Automation and the use of modern infor-
mationtechnologies wouldbe enhanced by the
German railway reforms, Duerr said. He re-
jected the British-style model of privatization,
which will split up British Rail into several
entities. He forecast the end of the British rail-
way sector as a whole, should that policy
prevail.

China

Scientists called upon
to be more creative

Chinese State Council member Song Jian,
chaiman of the Science and Technology
Commission, called on Chinese scientists to
become more creative, during the National
Science and Technology Conference in
Beijing on May 26-30, China Daily reported.
China’s policy is to strengthen cooperation in
scientific fields, and Chinacanonly have equal
exchanges and cooperation on the basis of

16 ‘Economics

strong creativity, he said. “China’s modern-
ization must mainly rely on our own efforts.
.. . [This is the] fundamental support for
China’s modernization drive.”

Technological progressisthe only way for
China to achieve power and progress, he said.
“Overconsumption of natural resources and
sacrificing the biological environment can
only yield temporary success.” High-technol-
ogy development should focus on renovating
traditional industries, developing high-tech-
nology products, and upgrading agricultural
technologies. Heightened awareness of sci-
ence and technology, especially among deci-
sion-makers, is decisive for moderizing
China, Song said. Reforms should focus on
establishing an “open, flexible, competitive,
and cooperative” research environment.

Vice Prime Minister Li Lanqing said in his
speech closing the conference that ministries
and local governments must set specific goals
andtake concrete measures to helpthe national
economy develop through science and tech-
nology.

On May 6, the Chinese Communist Party
Central Committee and the State Council
reached a decision to implement the strategy
of invigorating Chinathrough scienceandedu-
cation. They released a 40-article document
on May 21, stating, “Science and technology
are the most important productive forces be-
hind economic and social development, and
are decisive factors for achieving prosperity in
China.”

Nigeria

IMF policy only offers
unrest, official warns

Sam Aluko, chairman of the National Eco-
nomic Intelligence Committee, a government
agency, said that Nigeria will face riots and
chaos unless it rejects the economic prescrip-
tions of the International Monetary Fund
(IMF) andthe World Bank, the Nigerian news-
paperVanguardreported on June 7, according
to Reuters. Aluko, who was interviewed in
EIR (see July 29, 1994 issue, p. 34), de-
nounced the financial dictatorship of the IMF
inalettertoFinance Minister Anthony Aniand

Central Bank Governor Paul Ogwuma, both
of whom ar¢ “free-marketeers,” according to
Reuters. -

“My committeemembersfeel wehave had
enough of IMF-World Bank intervention in
our econom,*y ,” Aluko said. “Unless we put a
check to th¢ir further intervention, they will
not leave us until our people go rioting, loot-
ing, vandalizing, or go to communal war with
one another,”

Aluko blamed Ani and Ogwuma for
allowing the naira (the Nigerian currency) to
be devalued in January after it was battered by
the IMF-World Bank-backed adjustment
drive from 1986 on. “In 1995, in one fell
swoop, bothof you succumbedtoand colluded
with the IMF-World Bank and pressured this
administration into devaluing the naira to 80-
82 to $1. The consequence of thatsingle actis
tocompletely pauperizeourcitizens and crimi-
nalize them and virtually stop any production
activity.” He said the international agencies
have acted more as debt collectors forthe West
than developers of economies.

Aluko said that in the upcoming period,
the two agehcies would make more demands
on Nigeria such as further devaluation of the
nairaand anincrease in fuel prices, as a precon-
dition for their approval.

Italy

Build infrastructure
for jobs, leader says

Rocco Buttiglione, secretary general of one of
Italy’s two Italian Popular Parties (PPI), called
for changes$ in government budget policy in
order to promote large-scale infrastructure
projects to ¢reate jobs, in a commentary in the
daily Avvenire on June 5.

The PPI split last spring when the majority
of its national council voted against Buttigli-
one and in favor of supporting Romano Prodi,
who was backed by speculator George Soros,
inthe next general elections. Buttiglione’s fac-
tion, which could keep the symbol of the old
Christian Democracy, is tactically allied with
the “moderate” parties, Forzaltalia(Go Italy!)
and National Alliance.

Italy’s infrastructure deficit has been cal-
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culated to be over $300 billion, Buttiglione
pointedout, yet, “in past years, State expendi-
tureshave been cut by hitting, above all, fund-
ing for new infrastructure. It is necessary that
with the new budget law, such a tendency be
inverted and we go back to investing in the
future of the country. We need to improve,
enlarge, modernize our road network, our pat-
rimony of portsand airports. We must improve
and strengthen water and energy distribution
networks, and restructure our railways by add-
ing high-speed and high-capacity lines. These
are all productive investments that pay back
their costs and together improve the efficiency
of oureconomic systemandthe citizens’ quali-
ty of life.”

Unfortunately, Buttiglione proposes to
finance the projects by contributions from the
European Union; “private investors,” who will
be given a concession toexploit the infrastruc-
ture they build; and the State. However, the
fact that he calls for the State to play even a
minorroleinfinancing investments, is asingu-
larity in the general free-market psychosis, and
signals an improvement in Buttiglione’s un-
derstanding of economics. A former close
friend of free marketeer Michael Novak and
analleged close friend of the pope,, Buttiglione
has been exposed by many sources to U.S.
economist Lyndon LaRouche’s ideas and pro-

grams.

Ghana

IMF’s model nation in
Africa suspends tax

Ghana, the International Monetary Fund’s
model nationin Africa, suspended an unpop-
ular new sales tax following demonstrations,
including one in Accra, the capital, in which
five people died, Reuters and the London F'i-
nancial Times reported on June 9.

Finance Minister Kwesi Botchwey told
Parliament that the 17.5% value added tax
(VAT), introduced in April, would be sus-
pended and replaced with the former sales
tax, pending completion of a review. “Mat-
ters have reached a point where it is becom-
ingincreasinglydifficultto enforcethe VAT
law because staff from the VAT secretariat
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are met with hostility wherever they go,” he
said.

The Financial Times acknowledged,
“Ghana has endured more than a decade of
IMF and World Bank belt-tightening but civ-
il servants and other workers say they have
little to show for their sacrifices.”

Reuters reported that aMay 11 march or-
ganized in Accra by the opposition Alliance
for Change ended in violence. Five people
died in clashes with government supporters
who opened fire on protesters. Other protests
passed off peacefully. Traders have also op-
posed the new tax, saying that it was proving
bad for business.

Banking

Bankers Trust planning
‘trust us’ campaign

Bankers Trust New York Corp., the bank that
got caught red-handed cheating Gibson Greet-
ings, is planning an advertising blitz to try to
rebuild its tattered image. That may be diffi-
cult, considering the number of the bank’s cli-
ents whichlostmoneylastyear, including Gib-
son, Procter and Gamble, Air Products and
Chemicals, and the State of Wisconsin.

“We have our advertising company look-
ing at anew corporate image campaign,” bank
spokesman Doug Kidd saidon June 5, Associ-
ated Press reported. “We’re about 50%
through that process.” The purpose of the cam-
paign, Kidd insisted, is not to counter all the
bad publicity the bank received last year, but
rather to emphasize “the work we’ve done for
our clients.”

Thebank was caught lying toGibsonabout
its derivatives losses, and fined $10 million by
the Securities Exchange Commission and the
Commodities Futures Trading Commission.
Speaking about Gibson, one Bankers Trust of -
ficial had told another: “These guys have done
some pretty wild stuff. And you know, they
probably do not understand it quite as well as
they should. I think that they havea pretty good
understanding of it, but not perfect. And that’s
like perfect for us.”

Briefly

@ CAXTON Corp., a Rothschild-
tied New York investment firm, has
thrown up ity hands and shrunk its
assets under management by about
two-thirds, returning $1.3 billion to
investors. It had eamed profits of
about 30% a year during its first 12
years, but ranged from a 1% profit to
a2.3% loss lapt year, the June 9 Wall
Street Journal reported.

® THE WEST VIRGINIA Su-
preme Court 6n June 5 overturned a
decision by Kanawha County Circuit
Judge Andrew MacQueen, that Mor-
gan Stanley and Co." had violated
state laws bayring speculation, and
sent the case black for a jury trial. The
firm was the state’s financial adviser
when the stat¢ lost $32 million trad-
ing U.S. Treasury bonds in 1987.

@ CANADIAN National railroad is
being restructured for sale, Associat-
ed Press reparted on May. 30. The
government plans to buy the govern-
ment-owned railway’s real estate
assets and CN will try to sell other
assets to off-lgad $1 billion of its $2.5
billion indebt. It will then be offered
on the international markets.

@® GERMANY has wamed India
that it will not import tea, coffee, or
other plantation products if they con-
tain traces of DDT. However, there
is no alternative to the pesticide for
malaria contrdl.

@® CHINA, Russia, Mongolia,
NorthKorea, and South Korea in ear-
ly June initialed three documents
which set up 4 consultative commis-
sion for development of the Tumen
River area and all Northeast Asia.
Long Yongtu, assistant minister of
China’s Ministry of Foreign Trade
and Economic Cooperation, said the
program was designed to foster the
development ¢f a broad trade bloc.

@ FRENCH WHEAT stocks have
reached the lowest levels in memory.
When the crop year ends on June 30,
France, the mgstimportant wheat ex-
porter in the European Union, will
have no more than 250,000 tons left,
the ONIC cereals board reports.

Economics
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1Tl Feature

Three drug busts
prove Dope, Inc.
can be defeated

by Jeffrey Steinberg

In a series of stunning developments since the beginning of June, the Clinton
administration, working in coordination with patriotic Ibero-American forces, has
demonstrated that the international drug cartel—which Lyndon LaRouche in 1978
labeled Dope, Inc.—can be decisively defeated.

® On June 5, 1995, the U.S. Justice Department unsealed a 161-page indict-
ment against the entire leadership of the so-called: Cali Cartel—including four
former U.S. Justice Department prosecutors and two other Florida lawyers. The
indictment provided the most detailed profile ever pré¢sented by the federal govern-
ment of how the international drug mafia operates an underground “parallel econo-
my,” managed and abetted by the highest-level officials of the offshore banking
industry, leading figures in the legal profession, and other “citizens above suspi-
cion.” The Cali Cartel, according to the papers, smuggled nearly 300 tons of
cocaine into the United States over the past decade, siphoning trillions of dollars
out of the U.S. economy.

® Four days later, U.S. Drug Enforcement Administration and Central Intelli-
gence Agency personnel aided Colombian special police units in a raid on a Cali,
Colombia apartment of Gilberto Rodriguez Orejuela, capturing the cartel boss as
he cowered in a bedroom closet. For years, the top leadership of the cartel operated
in the open, secure in the fact that they controlled the streets of Cali and enjoyed
the protection of the corrupt George Bush apparatus in the United States, and of
the British-centered Club of the Isles. (For a dossier on the secretive Club of Isles,
see EIR, Oct. 28, 1994, “The Coming Fall of the House of Windsor.”)

® The same day that Rodriguez Orejuela was being captured in Colombia, the
Cuban government announced the arrest of fugitive narco-financier Robert Vesco,
and offered to extradite him to the United States. During his 23 years on the lam,
Vesco—a frontman for the Rothschild apparatus and the Club of the Isles—created
the Caribbean dope-smuggling and money-laundering infrastructure for Dope,
Inc. and then integrated both the Sandinista and Castro regimes into the narco-
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web. This Vesco-created infrastructure not only bankrolled
every narco-terrorist gang in Ibero-America; it simultane-
ously financed the Contra apparatus of George Bush, Oliver
North, Richard Secord, et al.

Clinton versus the Club of the Isles

What has made these victories possible, is the Clinton
administration’s “war and a half” with the British Crown and
the Club of the Isles. That war, which has been fought out
with increasing intensity in recent months on many fronts
around the world, has freed the Clinton administration from
the shackles of the Anglo-American “special relationship”
and made it possible for some administration policymakers to
see the world from the vantage point of the 200-year struggle
between American republicanism and British oligarchism.

The international narcotics trade is Britain’s Achilles’
heel. As the authors of EIR’s bestselling book Dope, Inc.:
Britain’s Opium War Against the U.S. first wrote in 1978,
the British Crown created the modern international drug trade
in the late eighteenth century, and has run it—top down—
ever since.

With the deregulation and disintegration of the interna-
tional financial system of the last 30 years, the power of the
of fshore “underground economy”—the drug economy—has
grown astronomically. Today, it is a trillion-dollar-a-year
enterprise, and an integral part of the out-of-control specula-
tive bubble.

Increasingly, during the narco-bonanza of the 1980s,
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Araidon adrug cartel
hideout in 1985, during
Peru’s Operation
Condor, in which Peru’s
law enforcement
authorities joined forces
with their U.S.
counterparts. Today, the
bigger fish are getting
caught.

U.S. financial and political institutions were drawn in and
corrupted by the growing clout of the narco-dollar, culminat-
ing in the alliance between the George Bush faction of the
U.S. government and the Colombian drug cartels in what
was mislabeled the Iran-Contra Affair. This was no mere
affair; it was a full-blown marriage!

What next?

These bold moves by the Clinton administration now
mean that there is no turning back. Having clobbered the
British apparatus on its weakest flank, the administration can
and must move forward.

A road map for what to do next was sketched out back in
March 1985 by Lyndon LaRouche, in a speech before a
conference in Mexico City. LaRouche presented a 15-point
war plan for defeating Britain’s Dope, Inc. apparatus here in
the Western Hemisphere. The LaRouche plan called for the
marshalling of all of the high-tech resources available to the
U.S. government and its allies to take out the drug barons
where they can be hurt the most—in their pocketbooks.

The anti-drug initiatives taken by the Clinton administra-
tion have already done serious damage to Britain’s Dope,
Inc., and have put some of the most corrupt Bush-league
elements within the government bureaucracy on notice that
their days may be numbered. To help our readers compre-
hend the significance of these moves, we assemble here a
background dossier, much of it drawn from material that we
have published over the past 17 years.
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Indictment against
the Cali Cartel

by Jeffrey Steinberg

The 161-page indictment of the Cali Cartel hierarchy, un-
sealed in Miami, Florida on June 5, 1995, provides the most
detailed profile ever assembled of the inner workings of the
world’s biggest dope-trafficking organization.

According to the indictment, the Cali organization set up
31 businesses in Colombia, Venezuela, Honduras, Guatema-
la, Mexico, Panama, and Florida that, between 1986 and
1993, smuggled over 124,000 kilos—a quarter of a million
pounds—of pure cocaine into the United States. The cartel-
owned companies included airlines, import-export agencies,
food processing firms, auto dealerships, wood product manu-
facturing plants, janitorial service companies, coffee and
vegetable plantations, and engineering firms that specialized
in the construction of security vaults for the storage of guns,
drugs, and cash.

The government figures of the scope of the Cali Cartel’s
operations are, if anything, an understatement, based on the
documentation seized in recent raids on the offices of top
cartel managers, like Harold Ackerman, who handled a size-
able portion of the Colombians’ money laundering. The in-
dictment, nevertheless, provides an in-depth profile of the
cartel’s modus operandi. For example:

In Guatemala, a Cali Cartel front company called Xela
produced frozen broccoli, packaged it along with cocaine
smuggled in from Colombia through Panama, and shipped it
to Miami. There, three other cartel front companies, National
Food Distributors, Palmetto International Foods, and South-
east Agrotrade, separated out the cocaine, disposed of the
vegetables, and distributed the drugs to the Cali Cartel’s vast
wholesale marketing apparatus in Florida, New York, and
Texas. Between 1986 and April 1992, the indictment
charges, 65,000 kilos of cocaine were smuggled into the
United States through this route.

Beginning in 1990, a Venezuelan company, Tranca, be-
gan manufacturing cement fence posts filled with cocaine,
and shipping them to cartel fronts in Miami. In Miami, cartel
manager Jorge Lozano supervised the breaking down of the
posts and the initial distribution of the cocaine, via truck
route to Longview, Texas, where the cartel maintained a
regional distribution network. Between 1990 and 1991 alone,
this route smuggled 50,000 kilos of cocaine into the United
States.

A third smuggling route identified in the indictment in-
volved the shipment of hollowed lumber, manufactured in
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Honduras by a local firm, Puertas de Castilla, and filled with
cocaine, to Port Everglades, Flotida, where it was picked up
by Valencia Import and Export Co.

The transport of Cali Cartel cocaine across the United
States was done in trucks purchased by cartel automobile
dealerships and sold to buyers using phony names and ad-
dresses. Other cartel export-import firms specialized in col-
lecting and shipping back to Colombia the vast cash proceeds
from the cocaine sales. :

The lawyers were the capps

While the cartel indictment details one case of murder of
a confidential government informant, the document makes it
clear that the enforcers for the cartel’s U.S. organization
were for the most part high-priced lawyers, usually former
federal or state prosecutors. The most notorious was Michael
Abbell, who served for 17 years in the Department of Justice,
and during the Reagan-Bush administration was the chief
of the Office of International Affairs, responsible for the
extradition of bigtime dope smugglers.

The indictment charges that Abbell, his law partner Fran-
cisco Laguna, ex-federal prose‘;cutors Joel Rosenthal and
Donald Ferguson, and ex-Florida state prosecutor William
Moran, all served as in-house ¢ounsel for Cali Cartel boss
Miguel Rodriguez Orejuela. On his behalf, they delivered
death threats and bribery offers to cartel managers and em-
ployees who were captured by American authorities, laun-
dered drug money, and extorted false evidence exculpating
Rodriguez Orejuela from involvement in the captured drug
shipments. The attorneys are also charged with obtaining
confidential government information, including details of
pending grand jury indictments and the identities of confi-
dential government informants and witnesses, and of facili-
tating the escape of cartel operatives under indictment.

These are not the actions of over-zealous defense law-
yers, Deputy Attorney General Jamie Gorelick noted, in an-
nouncing the indictment. “These attorneys are charged with
conduct aimed at corrupting the legal system for the benefit
of one . . . of the largest drug-trafficking organizations in
the world.”

EIR was right

Ten years before the grand jury indictment was unsealed,
the second edition of EIR’s bestselling book Dope, Inc. high-
lighted many key facets of the drug cartel operations now
corroborated with the Miami prosecution—including the role
that Venezuela’s ex-President Carlos Andrés Pérez and the
Cisneros banking family played in the cartel’s operations;
the role of prominent American attorneys as cartel protectors
and financial advisers; and the role that corrupt U.S. govern-
ment officials played in preventing any real crackdown. If
federal prosecutors follow the Dope, Inc. example, the next
superceding indictments should include some prominent
American and Ibero-American bankers.
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Colombia’s Samper hits Cali Cartel,
but negotiates with ‘Third Cartel’

by Javier Almario

“Ifeel like someone’s taken a piano of f my shoulders,” said
Colombian President Ernesto Samper Pizano on June 9, upon
learning that Cali Cartel kingpin Gilberto Rodriguez Orejuela
had been captured in a National Police dragnet. The Cali
Cartel is a criminal organization that produces and transports
an estimated 80% of the cocaine consumed in the United
States, along with substantial and growing percentages of
marijuana and heroin. Samper told the press that “this is the
beginning of the end of the Cali Cartel.”

While Samper’s enthusiasm is motivated not by any inter-
est in ending the drug trade, but rather in protecting his own
skin, the fact remains that the capture of Rodriguez Orejuela
is a major victory in the war on drugs.

The police had raided an apparently modest home in a
middle-class section of the southwest city of Cali. There,
hidden behind a false wall, was the multi-billionaire Gilberto
Rodriguez Orejuela. Hidden elsewhere in the house were
documents, including intelligence reports and other detailed
information, on cartel payments to various individuals and
companies. Among the documents were proof that the traf-
fickers had paid substantial sums of money to buy a constitu-
tional ban on extradition from the 1991 Constituent As-
sembly.

National and international pressure on Colombia’s gov-
ernment to produce results in the war on drugs had been
dramatic since before Samper assumed the Presidency last
summer, when the existence of taped conversations by Cali
Cartel chiefs Gilberto and Miguel Rodriguez Orejuela was
revealed. On those tapes, the cartel bosses discussed multi-
million