them. State President Giorgio Napolitano, a supranationalist and a British agent of influence, went beyond
his constitutionally ceremonial role, and literally put
Prime Minister Silvio Berlusconi under his direction,
dictating policy on behalf of the ECB.
Finance Minister Giulio Tremonti waged a rearguard
fight, refusing to introduce so-called “structural reforms”
such as pension and health cuts. Such reforms were explicitly demanded in a confidential letter sent by the ECB
at the beginning of August, signed by current ECB chairman Jean-Claude Trichet and by future chairman Mario
Draghi (now, head of the Bank of Italy).
Speaking at an international forum in Cernobbio,
Italy, on Sept. 3-4, Tremonti said: “We are in the hands
of the usurers.”
So far, only the LaRouche movement in Italy, and
very few other prominent people have dared to call for
Italy to stop “pleasing the markets.” The head of the
LaRouche movement in Italy, Liliana Gorini, issued a
call Aug. 15, for Italy to reject the “balanced budget”
constitutional law, leave the euro, and implement a
Glass-Steagall reform to restore national credit. A similar call in this direction came from economist Loretta
Napoleoni (see interview, below).
On the surface, such patriotic calls are isolated. Italian policymakers swear allegiance to the euro, as Berlusconi said in Brussels on Sept. 13: “The Euro is our flag.”
However, privately they tell you another story. As
Martin Wolff wrote in the Financial Times, “The extent
of the [euro] breakdown was not brought home to me
by the resignation of Germany’s Jürgen Stark from the
board of the European Central Bank, nor by the looming Greek default, nor by new constraints imposed by
the German constitutional court. What brought it home
to me was a visit to Rome.
“This is what I heard from an Italian policymaker:
‘We gave up the old safety valves of inflation and devaluation in return for lower interest rates, but now we
do not even have the low interest rates.’ Then: ‘Some
people seem to think we have joined a currency board,
but Italy is not Latvia.’ And, not least: ‘It would be
better to leave than endure 30 years of pain.’ These remarks speak of a loss of faith in both the project and the
partners.”
The economic, political, and social situation in Italy
is loaded and ready to explode. The question is whether
the current elite is ready to provide leadership, or
whether it will be swept away by the coming revolution.
September 23, 2011
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Interview: Loretta Napoleoni

‘The Euro Is a
Straitjacket’
Dr. Napoleoni is an economics professor in London,
and an advisor to several international agencies. She
was interviewed by EIR’s Claudio Celani on Sept. 16.
EIR: You have just published a book, Contagion, in
which you say that Italy is going to be bankrupt in six
months, and you call for a solution, namely an orderly
default procedure. Can you tell us how this is going to
happen?
Napoleoni: Yes. What I am doing is actually analyzing the situation of the euro at the moment, and
judging from the policies which have been applied by
the EU in the last 16 months in Greece, we have seen
that these policies are not working. On the contrary,
the austerity imposed by countries like Greece or
Spain is contracting the growth, actually decreasing
the GDP over the last 12 months: The GDP of Greece
has contracted 7.3%. So, against this background, it is
not feasible to think that we would be able to repay the
debt.
So, what is happening is that countries are using the
debt of the so-called bailout, to sustain the economy, to
pay pensions, salaries, because the economy is not
growing.
The alternative to this policy, is to use the example
of Iceland, and follow a voluntary or controlled default,
where the country splits the debt into two parts: the part
that is owed to the national banks is guaranteed, while
the other part, which is owed to foreign banks, is restructured; this means that a percentage is repaid over a
certain period of time. That has the advantage of allowing the economy to grow again, but also has the advantage of getting out of the euro. The euro is a sort of
straitjacket which is preventing these countries from
having a currency that can be weaker vis-à-vis the currency of richer countries—Germany for example, or
Holland. So, it prevents these countries from increasing
competitiveness through devaluation.
EIR: What is the prospect that your proposal would
International

35

be accepted? What are the reactions, and what is the
political situation?
Napoleoni: The reaction in Italy is very negative
indeed. Nobody, either on the right or on the left, wants
to consider the return to a national currency, to the lira.
This is primarily because the Italians are afraid of a
wild devaluation policy, which is basically what the
Italians have done in the 1970s, the 1980s, and in part
of the 1990s, and this policy, of course, brought inflation.
People do not understand that as the international
economy is in a deep deflation, the
danger of inflation is actually not
that high. And in terms of alternatives: Between an alternative which,
for sure, will push down growth to
negative rates, and the risk of a mild
inflation, the second one is a better
option.

grow again. I think these are limitations that show
how little we have thought about this union; we got
into this union without thinking about all the possible
developments.
EIR: Don’t you think that the origin of the current
mess is that we have a bankrupt state of the entire banking system, which has now affected the governments,
and that it comes all from the mistakes of 2008, when
they decided to bail out all banks, regardless of what
their activities were?
Napoleoni: You mean the links
between the crisis of 2008, and what
is happening today?

EIR: Yes, that we are today in
such a mess because of that decision.
Napoleoni: Yes, you know, this is
the theory of pass the bucket or hold
the can. . . . It means we have a probLimitations of the Euro
lem, which is the problem of debt,
EIR: But it seems that in other
which has been accumulating through
places, for instance in Germany, the
20 years of a policy of low interest
idea of introducing an orderly derates, in order to facilitate the process
fault for a member of the Eurozone
of globalization. . . . And of course that
is going to be accepted. The deputy
did not work; as you see emerging
lorettanapoleoni.net
Chancellor of Germany has promarkets are doing much better than
Loretta Napoleoni
posed this for Greece, and maybe the
we are; we are now asking for money
Italians would sooner or later realize that that is good
from emerging markets!
for them too—
In 2008, in order to avoid a big recession, they
Napoleoni: I think that the orderly default that has
simply moved the debt from the banks to the states, and
been proposed by the Germans is a vague idea. This is a
this debt has not been reduced since 2008; on the contremendous limitation of the euro: When the euro was
trary, it has been growing. Now, the case of Italy is difcreated, there was a discussion on what a country should
ferent. . . . One of the reasons why a default of Italy may
do if it needs to get out of the euro; but, we don’t have a
cause a major disaster in Europe is that French banks
protocol with a set of rules. So, this is one of the most
are overly exposed to Italian debt, and so are German
important technical problems. . . . There are immense
banks.
ramifications in the economy about getting out of the
So, anyway it is the same problem. Why are the
euro.
banks so exposed? Because banks lent money that, in
For example, if a company in Italy has a contract
reality, they did not have, and they have been saved by
denominated in euros with a company in Austria, and
their own states, so that they are still operational, but
all of a sudden Italy decided to default and follow the
the hole that was dug during the ’90s and part of the
example of Iceland, what happens to this debt? Is this
2000s, is still there. So, it is all interlinked.
debt going to be redenominated in lire, or is it going to
A possible solution? I think a possible solution is a
stay in euros? These are the technical problems that
major, major shrinkage of the financial system. We
are preventing the European Union from putting forhave to go back to the level of the early 1990s. . . .
ward a sort of program for an orderly default that
could be applied to Greece and to other European
EIR: One way to do this large shrinkage without
countries in order to get out of the euro, and start to
cost to the people would be to reintroduce a Glass-Stea36

International

EIR September 23, 2011

gall sort of separation, because in that way we would
separate the commercial sector of the banking system
from the trading sector, and insulate the commercial
sector. What do you think about it?
Napoleoni: Yes, yes, I agree. I think we should go
back to the Glass-Steagall legislation which was introduced after 1929; we need a separation, we need to
backtrack globalization—I have been saying this for
years—but in order to backtrack globalization, we need
to have a political class that is no longer pursuing the
interests of a very small elite. We need a political class
that would represent the interests of the nation and of
the population, which is clearly not the political class
we have at the moment, all over the Western world.
So, the only way to get to a regeneration of this sort,
is through a major, major economic crisis. That is terrible, but I do not see today any of the politicians actually promoting this kind of legislation.

Hope in a New Generation
EIR: Do you see a hope in the young people who
are now protesting, like in Spain, the Indignados, and
other parts of the world?

Napoleoni: Yes, I think that this new generation is a
very strong generation; it is actually a generation that is
not easily impressed by money, by consumption; on the
contrary, it is a generation seeking the true value of life,
especially in human relations. This generation is rebelling against an economy which is really giving them no
chances whatsoever; is not giving any opportunities to
these young people. On top of that, these young people
are constantly humiliated . . . which forces them to ask
their parents for financial help, because they cannot survive without that.
I think that we are witnessing major changes, and it
is interesting that these changes are taking place in the
outside world; it is the outside world teaching us a
lesson.
If some years ago somebody had told us that the
Egyptians would get rid of Mubarak, demonstrating
peacefully in the squares of Cairo, we would have said,
this is impossible; but it has happened. So, anything is
possible, also in the Western world . . . from these young
people. But these young people have to make their
voice heard now, meaning that we need this movement
now, because the momentum is there.

LPAC Video

An Interview with
Lyndon LaRouche

QEIII and
The Fate of
Mankind
The latest run on Italian state bonds and the downgrading of the bonds of Greece and
Ireland have signaled the final days of the Trans-Atlantic monetary-financial system.
The problem is that cowards on both sides of the Atlantic are accepting the
continuing bailout of the Inter-Alpha banks, at the expense of the lives of ordinary
people and the existence of nations. There is only one remedy: Glass-Steagall.
http://larouchepac.com/node/18767
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