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Political Economy by Dave Goldman 

Panic Over NYC Heralds World Break ""ilh- Dollar 

NEW YORK, Oct. 18 (IPS) - The now­
guaranteed default of New York City 
this week propelled a majority of the 
capitalist world -including'many pro­
U.S. "Atlanticists"- into opposition. to 
continued domination of the markets 
and trade by Rockefeller's·. dollar. To 
the West Germans, French; Japanese, 
and formerly pro-Rockefeller oil 
producing cOWitries, whether New 
York City pays its noteholders has 
become immaterial. The mere threat of 
a NeW' York default irregardless of the 
possibility of a Federal bail-out has 
permanently settled all doubts in many. 
finance ministries and party head-' 
quarters as to whether the dollar credit 
sector could survive the next' period 

,without destroying. 'the most basjc 
. aspects of economic life worldwide. 

In West Germany, in the last 24 
hours, the growth and openess of at­
tacks on the dollar by financial, press 
aneJ political figures is without 
precedent - with the country's banking 
c o m m u n i t y  s w i n g i n i  a l m o s t  
unanimously over to the "break with 

�. the dollar" positiQn. 
. 

In Frankfurt, West Germany's 
financial captial, the country'S most 
respected. bankers gathered on thur­
sday to denounce the $220 billion 
"Eut04ollar" market, the international 
dollar lending pool. Otmar Emminger, 
the central bank's vice-president, and 
the Deutsche Bank's Hermann Abs, the 
most powerful financier in West Ger­
many, warned of the impending 
collapse of rollover credits on the 
Eurodollar market - the $60 billion of 
unpayable Third World debt in par­
ticular. ·Finance Minstry official Darl­
Otto Poehl added that he was "doubt­
ful" aoollt the Eurodollar market's 
ability to, survive the coming wave of 
,debt moratoria by Third World coun­
tries. 

"A government baiiout of New York 
City would undermine world capital 
markets just as effectively as a New 

" \"00 City default,'· the' conservative 
�st German daily Die Welt added 
yesterday. Anticipating Federal 
Reserve paperprinting to prop up the 
New York banks,: the WeSt German. 
financial daily Handelsbllitt annoonced 
!J1lursday in banner headlines, "In­
nation EnCiangers U. S. Recovery."1 

But Social Democratic leader Hebert 
Wehner's release this week of a study 
on ,the role of the transfer-ruble, the 
stable Comecon currency unit, 
I[!.!��iish�� �� __ al1t��oll�r _line-up as a 

point of no return and created the 
parameters of further discussion. The 
study, which appeared in the Wenner­
edited Social Democratic monthly Neue 
Gesellschaft under the authorship of 
former finance minister Alex Moeller , 
praises the financial successes of the 
socialist countries. Sources close to 
Moeller, say the article is a response to 
demands among pro-East-West trade 
industrialists. 

For the first time, there is unanimity 
amoni European bankers that the 
dollar empire must crumble. (KHF)­
Bank in Franldurt predictl "a 
catastrophe -everythini will go over'-" 
board." Sal Oppenheim, a leading 
merchant bank, calls the situation "a 
disaster for the dollar. " Dresdener 
�arik's Kurt Riehebaecner, who told 
IPS that the "situation is far worse than 
the 1930's," was called yesterday by the 
U.S. Federal Reserve protesting his 
"pessimism." He answered the Fed 
with uproarious laughter, according to 
informed sources. 

There is no choice for Europe except 
to take this position, and the agreement 
of the West German finance ministry, 
the country's last bastion of Atlanti­
cism, is a fair measure of the shift that 
has occurred during the last three days .. 
The New York City crisis - after which 

,crises threaten in Britain, Italy. 
Denmark. Japan, Australia. dozens of 
municipalities, Zaire, Indonesia. 
Eiypt, Brazil. South Korea. and a score 
of Third World countries -obliterated 
the last illusions in circulation. 

Immediately. world financial mar­
kets responded to the crisis in a way 
which will shut" down international 
trade within weeks if they persist. 
European foreign exchange markets 
shut down on Friday. because banks re­
fused to extend one - day credit to each 
other - the situation prevailing dufioi' 
the height of the crisis that wracke(fthe 
Eurodollar market following the 
Herstatt Bank failure in June 1974. The 
cost of foreign exchange transactions. 
accordingly, rose by one thousand per 
cent overnight. Meanwhile, banks 
everywhere massiveiy sold dollars fot 
future delivery - an elementary trans­
action banks use to cover themselves 
against bills coming in in other curren­
cies which may rise against the dollar 
-dropping the value of dollars to be 
paid three months hence by four per 
c�nt against the cash dollar ( see p. 6). 
This raises prohibitive costs to foreign' 
trade��ltic��_ends_� Jr�_ el'cbinl! 

between currencies. All the hedging 
devices developed to preserve . trade 
sillce . fixed rates between currencies 
disappeared in the wake of the AugUst 
1971 dollar collapse stopped working, as 
of yesterday. 

The situation has compelled every 
manufacturing and trading interest in 
the world to look for the nearest alter­
native. Chicago politicians spent today 
canvassing support for debt mora­
torium proposals in the lobby outside 
Congressional hearings on the New 
York City situation today, while First 
NaSionaL BaQk of Chicago. President 
Cllauncey Schmidt spoke in London of 
circumventing the Eurodollar market 
in Mideast investment. In a sp�ech 
Thursday, Schmidt called for an invest­
ment authority for the Mideast, to pre­
vent a protectionist outbreak and de­
clining world trade. The Chicago 
banker made the call on the return leg 
of a trip to Rumania, where he cited ex­
pansion of East - West trade as the 
_b.si�.Jor_.Q���l!g �_�!l!it!!!...�illcal. 
neiotiations.�! , 

Assembled at the annual meeting of 
their' manufacturing aSlociation. 
Conflndustria, ltaIian industnalfs18 
meanwhile circulated del1lands:for • 
moratoqumon almost' 100 billionia 
induI�rJ(l1 I f irms' debt s ,  n ow 
threatenlna to close down large sec­
tionS of Itallan',major indUstry. inclu­
dina . the .. chemical' giant Montedison, 
the 'base of· ROckefeller. oPpOnent 
:Eug�nie Cefis. . , . . 

These developments 'serthe political 
pre,· conditions fora moratorlum,on the 

112 billIon foteign d�bt of qre.tBritain, 
and the .. 14. billion of I�ua� external 

• de�t. the primary reasonf()\' the stra� 
:aulatlon of both economtea. Chauncey 
'Schmidt's speech In LondoDDutItnes the 
Ibasis for an institution which wOuld 
unite European and Japanese industry 
with developing oil-ptoducing coun� 
tries, outside the medium of Eurodoliar 
debt. A moratorium JJy Italian Indus­
tries against a maml¥ state-Owned 
bankini structure would, in turn, force 
a moratorium on Italy's foreign debt 
burden, which requires 2.2 billion a 
year in debt service .. 
: An even morelar-reaching 
development is in progress now In Asia, 
the old Sterling Zone. Japan, and the 
Mideast. London Financial Times 
columnist G. Gordon Tether has called 
on the Japanese, the oil-producing 
countries, and developini nations to 
J�u'J�_�� As�.n J�ev.!!o�ment�� . into 



;a' bona - fide international development 
]nstitution. PreViously, the ADB has 
Junctioned as a Japanese-run franchise 
of the Rockefeller-controlled World 
Bank' in Washlngt, D.C. But the 
Tether call, reprinted In other Euro­
pean newspapers, comes in a special 
context: A major national bankrupicy 
Is in the works now in that region, as yet 
unidentified; it has created a banking 
panic as of the end of last week, with 
interbank dollar rates pushed up to 
more than 22 per cent. three times the 
normal rate. This threatens a virtual 
shutdown 'of Japanese exports to this 
critical area, already down 20 per cent 
Q.y.���� p.!'!!viouuea!. . _ -- _ -- _ _ -'--

A hotbed of diplomatic activity in­
dicates that the Tether proposal was 
intended for immediate realization. 
P ro-development West' Ger m a n  
political leader Gerhard Stoltenberg is' 
now in Japan. speaking to large 
business audiences on German­
Japanese cooperation. particularly the 
shipbuilding industry. whieh Stolten­
berg, is closely allied to in Northern 
Germany. ' A French Communist Party 
delegation is in Japan simultaneously. 
following closely a visit by a British 
sympathizer of Stoltenberg. Energy 
Minister Anthony Wedgwood Benn. A 
Bulgarian trade delegation' is now in 
�oscow en route to Tokyo. while Indian - - - .0., _ _ _ � _ _  

government representatives are also in 
Moscow discussing India's next five-: 
year plan with top Soviet officials. j 

New York City's insipid cliffhanger lsi 
not the cause of these developments. W 
was merely the last straw for a world 
facing economic ruin. Since the In-' 
·ternational Caucus of Labor Com­
·mittees' circulation of the International 
Develpment Bank proposals in April 
1975, the solution to the crisis, yiz .• the 
freezing of current debt-service at­
tached to productive activity, and the 
creation of alternative credit-issuing 
institutions, has surfaced first among 
third World nations, and now in the in­
dustk'ialized sectOr. 

Rockefeller rs Insti-gatln-g A·n Internation;al Trc'de Vlar . .  � 

Oct. IS (IPS) - From U.S. Federal Re­
serve Chairman Arthur Burns to right­
wing and Second International Euro­
pean and U.S. agents alike, Rocke­
feller's associates internationally this 
week rais.ed obscene calls for trade war 
on a scale sufficient to send European 
and Japanese production back to the 
Middle Ages via destruction of market 
demands. In his October 14 speech to 
the International Iron and Steel Insti­
tute, Georse Stinson, President of the 
U.S. National Steel Corporation, called 
for', national protectionism - Import 
controls and production cuts -. "basic 
rules . .  . - toward a more stacie steel 
trade." 

N�w York banking sources mean­
while revealed yesterday that the Fed 
is .firing, the first real shots by pres­
SUring U.S. banks to dump their invest­
ments in European and Japanese indus-
try. ' . 

Every penny thus "freed" from prod­
uction, cuts is to' be sucked into New 
York to prop up the dollar - for one 
more day. The operation depends on 
exploiting the worst - every-man-for­
himself tendencies of capitalist mental­
ity in an international collapse - "to 
lieU' with production, give me liquid­
ity'" ' 

More fundamentally, the trade-y(ar 
scare is a purely defensive reaction to 
whol�sale EuroDean moves this week to 
decouple from the rotting dollar. Given' 
the overwhelming international pref­
erence for expanded production and 
trade over sinking with the dollar, no 
pnein Europe or Japan is buying pro­
�ctionism but Rocky's discredited· 

�nts. , __ . __ ___ , ______ . ' . .. 

Banking sources report that Fed 
chairman Arthur Bums Is now ordering 
U..s.Jj�l!!t-holding companies to sell off 
their' holdings in foreign companies 
�ce '�these Will not proyi��\!s with !�� 

kind of profits we expected" when the 
U.S. rushed Europe in the early 1960$. 
Particularly under pressure is the FirSt 
National Bank of Chicago whose Pres­
ident Chauncey Schmidt was recently 
described by the Soviet prt;,!;!; _I\S an 
example of pro-detente and r=ast-West 
trade forces. 

This has already torpedoed Italian 
and Japanese production. The finan�tal� 
paper II Sole reports this w.���1r 
prices on the Italian stock'milr'k�t have 
collapsed due to U.S. investors' dump­
ing of stocks. Japan. after previously 
high growth rates. lost a fuU $80 million 
in foreign securities investments in 
September alone. producing a negative 
balance of payments for the month. 

Beggar Thy Neighbor and Thyself 
National Steel's chief Stinson signif­

ies an explicit U.S. intervention into a 
riot around steel trade war in the Euro­
pean Coal and Steel Community 
(ECSC) orchestrated to crescendo this 
week. Key agents in the war are ·right­
wing CNEP (French Employers 
Association) Vice-Chairman Jacques 
Ferry; the Second International's Sir 
Montague Finneston, Chair nan of the 
Labour government's British Steel 
Corporation; and European Economic 
Community Commissioner for Italy 
Altiero Spinelli, openly affiliated with 
. the Institute for International Affairs of 
the CIA and Italian Communist part)'. 

Ferry has reopened his year-old call 
for national import controls, production 
cuts, and artificial price supports' 
known as "declaration of manifest 
crisis" under founding Article 61 of the 
ECSC hoping to suck desparate steel­
makers into irisane caUs for govern­
ment protection. This would in fact 
'Balkiulize . EEC trade, bankrupting 
companies right and left as markets 
shut. . Undaunted, Spinelli with Fin­
nestQn's support, has had h_imself co�_-
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mfssioned 'by the EEC to produce 
recommendations ·for implementation 

�:i �erinan steelmake;, �hich the 
U.S. TteasuI'Y claims are the "most 
outspoken proponents of protectlonism 
in Europe" as well as being heavily in­
volved in East-West trade, are par­
ticularly targeted. As West German 
firms go broke under conditions of cut 
throat price eompetitlon, the govern­
ment Kartelamt trustbustln� . agency 
is investigating Krupp, Thyssen; ansi 
other Soviet business pattners for 
illegal high price fixing. This is again 
geared to make the firms clamour for 
"lelZal" 1Z0vernment protection. ___ �. 

Behind this European paranoia is six 
months of U.S. Treasury witch-hunt 
Investigations of European.and 
Japanese auto exporters, on charges of 
"dumping" instigated by the CIA'S'Suto 
union chief Woodcqc�. The. Treasury 
has threatened all EEC '1!Xports with 
tariffs by charging that the EEC tax 
rebate system constitutes "price 
suPPOrt." ___ ' -' - -; --- --' �--

Pro-development -forces, however, 
are not sitting still. Handlesblatt, 
newspaper of BRD industrialists, leads 
the attack on the mutual cannibal­
izatio� of protectionism in Its friday 
headliner. Attacking the Rockefeller­
F_Drd·.Adtninistration for -�'losing eon­
trol"-' over protectionist· forces. it 
branded the Treasury dumping charges 
"a protectionist superweapon," Dr. 
Dieter Spethmanil. ChIlirman ot 
Thyssen stressed that although· BRD 
steel demand had fallen by 30 per cent 
"You haven't heard a word that inter­
national restrictions should be .im· 
posed," according to jhe· Financial 
·Times. First National Bank of 
Chicago's Schmidt, in a London speech 
ThursdQY. similarly celled tor Interna­
tional cooperation to avoid "an 
a v�lanche of protcc,t!onlsm.'� . 



Inventories, Layoffs Soar As Economy Dives 
Oct. 22 (IPS) - Across the country. 
front-page headlines are telling 
workers that the U.S. recovery is un­
derway. According to White House 
press releases. the $1.3 billion rise in 
business inventories in the month of 
August. according to Dept. of Com­
merce figures. signals that the depres­
sion has ended. Nothing could be fur­
ther from the truth. 

The lact is that the massive rise in 
inventories signifies the next ratchet in 
the-accelerated dismantling of the U.S. 
economy. The slight improvement in 
industrial production and employment 
which occurred between April and Sep­
tember. has succeeded only in filling up 
wholesalers' and retailers' shelves. 
Consumer sales have stagnated; 
nobody can afford to buy. 

The inventory pileup, hailed as the 
precursor of recovery, is now the im­
mediate cause of thousands of layoffs in 
the steel, electrical, and rubber indus­
tries, inaugurating the second phase of 
the worst depression since the Black 
Death of the 16th century. 

Field reports received by the U.S. 
Labor Party Continental Operations 
center reveal that, since the beginning 
of October, a minimum of 30,888 steel 
workers were laid off or are scheduled 
for layoff shortly in the Pennsylvania­
Ohio-Illinois-Michigan steel centers. 
Electrical layoffs monitored total at 
least 10,888, including 935 at Pittsburgh 
Westinghouse, 4,000 at Youngstown 
Packard Electric, 2,000-3,000 at Phila­
d�lphia Western Electric, and 2,000 at 
Philadelphia General Electric. Fire­
stone Rubber just announced it will per­
manently shut down its I,OOO-man 
Reading I>lant and consolidate it with 
its Akron operations. where another 100 
workers were laid off. Hundreds of 
workers are also slated for the unem­
ployment line from both Goodrich and 
Goodyear rubber plants in Akron. 

This is the news the national 
capitalist press won't print. 

A natural gas shortage contrived by 
Rockefeller now threatens to force even 
greater production cuts. North Carolina 
state officials report that natural gas­
related layoffs in the state could reach 
72,000 this winter. Armco Steel claims 
the gas shortage will necessitate the 
closing of seven of its largest plants. 
The manager of General Motors' 
Energy Department has warned that 36 
per cent of the company's production is 
dependent on natural gas. 

The blight of the auto industry is 
shocking disproof of the White House 

claims. Due to a huge 98-day inventory 
overhang, the bankrupt Chrysler Corp .. 
has declared, its entire 60,888-man 
operation will close down for the month 
of December. Chrysler recently handed 
over its accounts receivables to its 
creditors. most notably Chase Man­
hattan. Auto analysts give the corpora-
tion little chance of survival. . 

In total, the overhang for 1975-model 
cars is now 835,000 - 22 per cent above 
the level of a year ago, when inven­
tories were considered abysmally high. 
Poor sales are the reason behind huge 
layoffs expected at the Ford Wixom 
plant this month, where overtime work 
has already been cut. The Ford Rouge 
Assembly plant is rumored to be on the 
verge of shutdown; it is likely that its 
labor force will be recycled to other 
plants. 

The auto overhang stems from the 
collapse of sales during the June-Sep­
tember period. which the auto com­
panies failed to anticipate. The only 
way the companies can hope to sell off 
these heavy inventories now is through 
l}eavy price discounting. Chrysler, 
which holds the largest inventories of 
1975 models, will be pushed to the edge 
of bankruptcy, as forced discounting 
will only exacerbate its cash-flow 
crisis. Another auto analyst predicted 
10 per cent production cuts for the in­
dustry as a whole during the fourth 
Quarter. However. he admitted that his 
"optimistic" forecast was based on the 
unjustified assumption that car sales 
will increase. 

. 

The situation in steel is no better. The 
National Association of Purchasing 
Managers reports that, following this 
summer's brief surge in steel or�ers as 
a hedge against announced price in­
cr:eases, orders are now collapsing. The 
steel industry has been forced fo extend 
to December its "gentlemen's agree: 

,m·e'nt'�.with customers, under which it 
has been charging the old prices or 
even resorting to price cuts. Steel users 
are still so heavily overstocked that 
NAPM does not expect their inventories 
to decline to normal levels until the end 
of the first quarter of 1976! 

Accelerating Collapse 
Heightened liquidity pressures on 

corporations will make the current 
round of production cuts even more 
severe than those of a year ago. The 
crumbling U.S. banking system, now 
under siege by threatened Third World 
debt moratoria, the New York City 
default. and the bankruptcy of W.T: 
Grants and the Real Estate Investment 
Trusts, is continuing to curtail drastic­
ally its loans to productive industry and 
commerce while stepping up pressures 
for debt repayment. The drying up of 
credit forces manufacturers to cut th�ir 
production to improve short-term cash-
flow. This only thrusts them deeper into 
the quicksand as they strangle the very 
productive base upon which future 
earnings depend. 

This second round of production 
collapse now threatens to utterly deci­
mate the vital machinery and machine­
tool sector, the heart of the U.S. 
economy. The Commerce Departm�nt 
reports that, during August, new orders 
for non-electrical machinery fell $466 
million, a 6.3 per cent decline from the 
July level. No one is much interested in 
buying new equipment when existing 
plant and equipment is running at only 
65 per cent capacity. The non-electrical 
machinery sector also has the worst 
inventory pileup. a three-month supply. 
U.S. banks appear to have totally 
written off the machinery industry, 
cutting their loans to this sector by 
nearly $1 billion in the third quarter and 
another $196 million in the first two 
weeks of October alone. 

These auto body parts stockpiled at the Linden GM plant will never be used. 

3 



Special Report: 

The 'PCI Strategy' Is Introduced In Japan 

Oct. 18 - Within less than a year of 
coming to power, the government of 
Japanese Prime Minister Takeo Miki 
has reached a state of political collapse 
that is far more severe than the Water­
gated Tanaka cabinet which it suC­
ceeded. The Japanese economy is on 
the verge of total collapse, shaken by a 
wave of bankruptcies and municipal 
debt crises. The confidence of even the 
business community in the govern­
ment's ability to solve the erisis is next 
to nil, despite the recent moves to 
reflate the economy. The ruling Liberal 
Democratic Party (LDP) is wracked 
by open factional warfare with the most 
basic principles of post-war Japanese 
policy, particularly the alliance with 
the United States, under 'question. In 
the general populace, according to a 
recent poll, Miki has the support of only 
23 per cent, the most rapid drop in one 
year of any post-war government. 

The fall of the Dollar Empire, 
threatening to drag Japan down with it, 
has posed the necessity in stark terms 
of ending that relationship. The need to 
break from the dollar and establish an 
independent foreign policy based on 
expanded trade with the Communist 
countries and 'the Third World is now 
openly discussed in the councils of the 
zaibatsu, the giant conglomerates that 
rule the economy and are the main 
sUI1porters of the LDP. Within the LDP 
i t s e l f ,  nationa l i s t  tendenc i e s ,  
previously disguised under the cover of 
th�_�nti��o�mmunist aIfiance with the 
US, are now emerging into the open. 

Rockefeller's allies in Japan, led in 
the LDP by Prime Minister Miki and 
"economic Czar" Takeo Fukuda, are 
desperately trying to contain this 
discontent, mindful as well of the pent­
up rage of the Japanese working class. 
The strategy which has emerged to deal 
with this situation is a Japanese version 
of the Italian "Historical Compromise" 
- that is, the entrance of the PCI into 
the government to implement fascist 
austerity. 
. In Japan, the strategy 80es under the 
rubric of the "reformist-conservative 
alliance," referring to an alliance of the 
LDP (or part of it) and the Japanese 
Socialist Party (JSP). This includes the 
two' smaller centrist parties, the 

'r.izht�ina Democratic Socialist ��rty 

(DSP) and the Buddhist Komeito. Such 
an alliance, whether in the form of an 
actual coalition government or a de 
facto political alliance, is explicitly 
aimed at containing and isolating the 
Japanese Communist Party (JCP) and 
the anti-Miki and anti-U.S., nationalist 
layers of the LDP and their business 
suppporters. 

Ins an unfortunate irony that the 
latter grouping is a more immediate 
threat to Rockefeller's control over 
Japan than the nationalist, polycentrist 
led JCP. 

This strategy was laid out in a major 
s��ech last month by LDP Secretary­
General and known fascist Yasuhiro 
Nakasone, speaking in Tokyo to the 
members of his own party faction. 
Nakasope, who has up until now been 
cautious in committing himself in LDP 
factional battles, clearly endorsed the 
Miki line of "cooperation" with the 
JSP. He stated: "Society as a whole is 
leading in the direction of the 
left. The LDP must strike the center of 
it. If we think what the main current is, 
it needs to be renovationist-conserva­
tive . . .  We cannot be permitted to wind 
the watch backward." Nakasone, while 
attacking the CP as a '''vanguard 
revolutionary party," endorsed a "two­
party system" with a JSP-Komeito­
DSP front as "natural for the physical 
c_o!ls�itution of Japan." 

Nakasone openly expressed concern 
over the growth of pro-CP sentiment in 
the JSP and the lower ranks of the 
Komeito and urged the SP to clarify its 
policy as to a "JCP-JSP" or "JSP­
Komeito-DSP" line. This concern 
stems from the wide factional split 
within the SP over this strategy, a split 
which has been the subject of consider­
able commentary in Japanese media. 
The split is described as between the 
pro-Soviet Shakaishugi Kyokai  
(Socialism Association) group and the 
rest of the party. Kyokai, while held 
back by its own syndicalist lack of 
program, is the fastest growing 
grouping in the party, particularly 
among youth and trade unionists. 

The atmosphere within the SP is 
exemplified by a recent convention of 
the party chapter in Chiba Prefecture 
near Tokyo. The majority of the 
detegates were pro-Kyokai and 
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proceeded to attack the increasingly 
pro-Maoist policy of the party leader­
-ship, causing the minority tQ walk out 
and form a rump party organization in 
the prefecture. 

These forces have been extremely 
active in past months. In September, a 
delegation of the SP led by rightwing 
leader Eda Saburo came to the U.S. -
the first such trip in 18 years. Here they 
met with key figures in the govern­
ment, including Schlesinger and 

-various CIA policy makers. In October: 
a delegate from the NATO agent-led 
PCI visited Japan where he met with 
top party officials of both the CP and 
SP. The PCI no doubt encouraged the 
Maoists of the SP and attempted to 
persuade their "comrades" ofthe CP to 
capitulate to the social democrats. 

The JCP, though dominated in its 
leadership by nationalists and 
polycentrists, still retains a fighting 
potential, as evidenced by growing 
support for the party in former social 
democratic strongholds in the trade 
unions. It is this fact along with the 
existence of a strong (300,000 member) 
party organization which causes the 
capitalists to fear the CPo The w'orking 
class supports the CP because-they 
perceive this fear, despite the program­
less national chauvinism of the party 
leadership! . 

The JCP is well aware of the strategy 
of the "reformist-conservative 
alliance" and has' attacked it  
vigorously - from a purely national 
standpoint. This is evidence tl\at some 
elements within the party are aw'are 
that their attempts to prove their 
"Japaneseness" is gaining them little, 
and seek a more internationalist policy. 
Last week, at the invitation of the JCP, 
a delegation of the French CP arrived 
in Japan. The open endorsement, by SP 
leaders like Eda of the PCI, may cause 
the CP to look more closely at the 
events ,in Europe. A CP.Kyokai 
alliance, based on an international 
program, can make the difference in 
breaking Japan out of the Rockefeller 
camp. It is only such an organized 
working-class movement that can keep 
those anti-Rockefeller capitalists -
who are presently vacillating and 
tending towards their own brand of 
autarchic Japanese fascism -
"honest." 



Japan Guts Its Industry In Attempt to Save Yen 
Oct. 22 (IPS) - In an attempt to sup­
port the plunging value of its currency, 
the Japanese government has begun 
depleting its reserves - seIling dollars 
- at the rate of $2 billion a month, 
according to New York banking 

. sOl�rces. With $6 billion - olle-quarter 
of lapan's reserves - spent in the last 
three months alone, this rate will mean 
the total depletion of all reserves within 
six to eight months. 

'This desperate support operation, 
combined with an export rate whic� is 
now faIling at an unusual rate of 28 per 
cent, means that it will soon become. 
unprofitable for Japanese industrialists 
to continue production - thus ensuring 
a further, precipitous collapse of the 
yen: If this cycle continues, the Euro­
dollar market, and Rockefeller'\S New 
York banking network itself, will die in 
the shockwaves: Rocky's Manu­
facturers Hanover alone has $1.8 billion 
in outstanding loans to Japan - com­
pared to $1. 2 biIlion in bank assets I 

The . situation' puts before eveqr 
political faction in Japan an immediate 
choice with only two alternatives - no 
more. On one hand, self-cannibalization 
of the Japanese economy to pay dollaf 
debt can continue - saving Rocky's 
Dollar Empire for a few more weeks 
until1apan or some other weak link like 
New York City gives way. In the mean­
tiine, Japanese domestic consumption 
and production - heavily based on 
imports - will not simply erode but will 
crumble almost overnight to wartime 
levels of misery. 

On the other hand, Japan can imme­
diately establish a Japanese or Asian 
Development Bank along the lines of 
the International Caucus of Labor Com­
mittees-proposed Internati o nal 
Development Bank through which 
exchanges of, especially, oil for 
Japanese technology can be made. 
These "barter-type" exchanges can 
then be used as a basis for generating 
non-inflationary credit for expanded 
trade between Japan and the entire 
range of Third World, European and 
Comecon nations. (See accompanying 
article.) - _  .. - '- . '-- -- - . 

Leading Third World countries have 
already shown their amenability to 
such a proposal. Japan is now in nego-I 
tiatiofts with Iraq, an acknowledged 
Third World leader, for a $1 billion oil-' 
for-technology deal, and has been dis­
CUssing several development packages' 
with that Mideast country. India, 
another firmly pro�development nation, 
sent a telegram to Tokyo _t.hi�_w_e..ek to. 
discuss "expanding and-strengthening 
economic ties" between the two 
countries. These "ties" are said to 
include several bilateral deals which 
would�evelop Indialll.ood. p_ro�uc�ion, 

and at least one triangular project that which provide 35 per cent of corporate' 
have Japan and India jointly partici- profits, have fallen as Japan's trading 
pate in Mideast petrochemical produc- . partners (40 per cent of them Third 
tion._ . 

� i World nations) go bankrupt. The 28 per 
The expansion of these yen and cent fall of annual exports over the last 

barter deals is the only way to circum-
I several months has translated, in part, 

vent the dollar debt requirements now into a 45 per cent drop in profits 'in the 
absorbing trade and production funds. April through September period. 
At this time the Japanese government' To maintain some semblance of an 
has taken responsibility for the' debts economy under these conditions, the 
incurred by the entire economy's in- Bank of Japan (Japan's central bank) 
come losses caused by production has-printed enough new yen to allow for 

. collapses. This includes $30 billion in an-increase in bank lending by 33 per 
.180-day foreign loans that must be paid cent pver this quarter. However, 60 per 
in dollars - money mostly to Rocke- cent of these bank loans immediately 
feller banks that does not go into leave the country, going for debt ser-

• production. The yen has steadily lost its vice. In addition, $15 billion in govern­
value because the economy behind it is ment deficit bonds are also being 

.now no longer productive enough to sell financed by freshly printed money. The 
· its produce at the level necessary to pay result is hyperinflated yen - more and 
· its bill. _ � more of which are required to buy the 

And so the cycle goes - complicated dollars needed for Rocky's debt ser-
by thfil fact that JaJ!anes� �xports,... vice.. . --- -- -�-

The Way Out for Japan 
pean countries and the Comecon sector as well. This expansion 
would inevitably move toward debt moratoria on  dollar debt, and 
the establishment of an International Development Bank type 
arrangement. It would be guarante e d  t o  be well received not only . The impending collapse of the entire Japanese economy puts in . 
sharp relief the future of every industrial power that allows itself 
to be held in hock by the Rockefeller banking interests. Over the 
past year, during open threats to its oil and even food supply, the 
Japanese have gutlessly capitulated at every turn. Now, with 
bankruptcy at the f.ront door, Japan has only one alternative to  
sinking into Third World status and taking the rest of the dollar­
based world economy with it. T hat alternative is the establish-' 
ment of a Japanese-Middle East Trading Company which, o n  the 
basis of  transfers of oil for technology, will provide the basis for 
saving the Japanese economy. 

Turning the Table� 
The special vulnerability of Japan to Rockefeller blackmail 

has been its extreme dependence o n  imports for obtaining raw 
materials and energy, in particular oil. Now the cost of financing 
these imports - debt service that runs as high as $33 billion in the 
short term - combined with the catastrophic decline in exports 
imposed by depression devastation in the T hird World and the 
U.S. , threatens to shut down Japanese production altogether. 

Ironically, this very weakness defines the solution to the 
Japanese bind - the oil-producing courttries. Over the very same 
period these countries have also been subject to a massive cut­
back in production ,  bringing them way under their capacity for 
oil production. T his cutback has been imposed both by the rise in 
oil prices engineered by the Rockefeller oil companies, l!nd by 
the austerity forced on  their customers by Rockefeller political 
and financiali nstitutions. Th�se Middle Eastern countries need 
to have the market for oil which the Japanese can offer - in 
return for the industrial goods which the Japanese are in ex-
cellent condition to provide. 

. 

As should be obvious, the mere barter of oil-for-technology 
would not be sufficient in itself to save the Japanese or the Arab 
populations from further immiseration. The key purpose 'of the 
swap arrangement would be to use the letters of trade as the 
basis for expanded credit and trade between Japan and other 
Third W orld countries - and eventuallY ,"-cluding ,�the,L�urQ-
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among vocal proponents of three-way deals for development such 
as the Iraqis. but also by pro-development forces in Europe. One 
of the most prominent pro-development spokesmen in· Europe • .  

British economist Gordon Tether. has in fact already called for 
an Asian Development Bank on the similar principle of circum­
venting Rockefeller-controlled financial institutions in order to 
expand mutualiy beneficial trade between the industrialized and 
Third World countries . 

• . What It Would Look Like 
The. first-step for the Japanese business community would be to 

establish a trading company for deals with the Middle East. 
totally circumventing the Japanese Central Bank, and hence 
circumventing the point of Rockefeller control over the project. 
The stated purpose of the trading co'mpany would be the ex­
change of oil for technology - with nothing denominated in 
dollars. Unlike the dollar. the letters of trade which represent 
this swap agreement represent real production - and hence a 

. 

healthy basis on which to "finance" further trade between Japan 
and the Third World. In the short-term such an arrangement 
would beg the question of a currency of account - although 
movement toward use of the Soviet ruble. the world's most stable 
currency, makes it likely that the ruble would take over this 
function eventually. 

The Next Step 
Significant movement toward such an arrangement has 

already come about in the last few days, as Japanese indus­
trialists have begun discussions toward major new deals with the 
Indians and the government of Iraq. The political import of these 
projected developments. which include extensive investment in 
fertilizer. steel. and petrochemical plants. has already forced the 
Japanese Ex-1m bank to back the barter deal with Iraq up to the -
point of $1 billion. The political test will come if the Japanese get 
the nerve to extend these deals regardless of dollar backing - on 
the basis of the mutual needs of the economies involved. 

The next immediate step required of the Japanese would be to 
bring in other industrialized countries into the arrangement. The 
most likely first candidate would be Great Britain. a section of 
whose industrialists have shown a consistent interest in ex­
ploiting its close relationship tel former Commonwealth nations 
and thus establishing a similar "raw materials for technelogy" 
arrangement. Britain also shares Japan's heavy dependence 
upon imports - and a very narrow margin away from the 
situation where its industrialists too find it unprofitable to con­
tinue production at all. 

No Light Matter 
While the measures outlined above are absolutely essential to 

save the Japanese working class from a period of poverty and 
chaos more desperate than any they have ever experienced, the 
necessity of such measures is dictated by the needs of the inter­
national economy as a whole. 

Japan has been a major supplier of industry and technology to 
the Third World; just as the advanced industrial plant and work­
force of the U.S. cannot be lost to the underdeveloped world. 
neither can the Japanese industry and industrial workforce. 
Similarly the Japanese export 20 per cent of their products to the 
United States. In monetary terms. the dependence of the rest of 
the world is just as heavy. The collapse of the yen would detonate 
a total collapse of the Eurodollar market and large chunks of the 
U.S. financial community. 

The plight of the Japanese economy is a clear proof that an 
International Development Bank arrangement is a matter of life 
and death for the advanced sector as well as the Third World. The 
promise of taking the road for development has never 
been better; the Japanese are being forced by Rockefeller to be the 
first industrialized country to take it. 
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Special Report: 

" 

PCF's Jean Elleinstein-Agent 
or "Communiste de Boudoirs"? 

Following the August 6, 1975 publication in 
Pravda of Konstantin Zarodov's "The Leninist 
Strategy and Tactics of Revolutionary 
Struggle," which re-asserts the significance of 
the dictatorship of the proletariat for the revol­
utionary process'it). Western Europe. bourgeois 
press and governmental agencies as though on 
cue started to howl about "renewed. dangerous 
Soviet designs to promote violent revolution and 
the establishment of Eastern-style people's 
republics in the democratic West." 

To no one's great surprise the Anglo-American 
agent learlerships of the Italian and Spani5h 
Communist parties began to echo their master's 
voices without delay. Principled political agree­
ment between PCI leader Giorgio Amendola and 
U.S. anti-communist columnist Victor Zorza has 
by now become commonplace. What is dis­
tressing is that starting in late August-early Se_p­
tember the French Communist Party (PCF) 
increasingly opened the pages of their paper 
L'Humanite, and their journals France Nouvelle 
and Cahiers du Communisme to similar denun­
ciations of comrade Zarodov's thesis and an 
associated debate about the "phenomenon of 
Stalinism," with a certain Jean Elleinstein of the 
CERM (Center for Marxist Studies and Re­
search) as the main protagonist of the anti­
Stalinist fronde. 

Elleinstein, age 47, "Communiste de 
boudoirs," and a kind of French structuralist 
version of Eduard Bernstein, in recent months 
has become the ever-more-vocal center for 
considerable polycentrist, liquidationist, and 
anti-Soviet sentiment and activities in the PCF. 
The boldness with which "the Italians" in the 
PCF are now putting forward their treasonous 
arguments (for a convincing example see Jean 

. Rony, "Italy in Motion," France Nouvelle, 
September 28, 1975) was greatly aided by the 
break created by Elleinstein's anti-Stalinist 
writings. Elleinstein himself, of course, is an 
"Italian" par excellence and has named Amen­
dola as the one he feels closest to among com­
munist leaders. 

While we do not, at this point, possess the pay 
stubs to identify Elleinstein as a paid agent or; 
Anglo-American intelligence services, two 
things can be established with certainty and 
should be sufficient to prompt the PCF lead­
ership to re-evaluate its mistaken and dangerous 
"freedom of criticism" attitude toward Ellein­
stein and his co-factioneers. First. Elleinstein's 
entire outlook as evidenced by his writings is not 
that of a communist. but of a "democratic 
socialist" of the Second International variety. 
His scholarly anti-Stalinism has created inside 
the PCF precisely the kind of "democratic" anti­
Soviet ambiance which social-democratic agents 
deployed by Anglo-American intelligence 
depend upon to do their dirty work and introduce 
disorientation into working class ,ranks. Second, 
Elleinstein's present burst of activity - when 
confronted recently with the obvious political 
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consequences of his writings he defiantly 
responded. "I intend to write more and more" 
(" J'ai I'intention d'krire de plus en plus") -
comes precisely at a time when "anti-Stalinism" 

"I suppose you are trying to say 
that I am an agent of Anglo­
American secret services. WeJJ, I 
don't say that you guys are 
Russian agents. It is possible to 
ha ve independent positions, you 
know. " . _- - -- -

(Elleinstein in a recent discussion 
with ELe members in Paris). 

has become the catch-word and rallying cry of a 
repulsive and criminal alliance from Willy 
Brandt and Olof Palme to sundry Maoist and 
Trotskyist countergangs, deployed and funded 
by the CIA and NATO agencies, to prevent at all 
cost the elaboration and implementation of a 
European-wide revolutionary working class 
strategy. _ 

In light of the simultaneous all�ut NATO­
inspired PCI-PCE attack on the unity, integrity 
and fighting power of the communist movement. 
confirming the worst of Zarodov's suspicions: 

"The modern-day compromisers do not 
even pay lip service to the independence of 
the proletarian party. They would like to 
dissolve it into an ideologically amorphous 
organization into an alliance created entire­
ly on the basis of the formula 'unity for 
unity's sake'." 
The reproduction in the pages of leading PCF 

publications of Amendola's and Carrillo's anti­
Soviet, ,polycentrist, pluralist line by Rony, 
Elleinstein and Co. is no minor issue and the 
contents of their "argument" cannot be dis­
missed as a relatively inconsequential petit 
bourgeois aberration. At the recent Copenhagen 
NATO conference the most reactionary Rocke­
feller-led U.S. imperialist circles declared open 
class warfare and resumption of Cold War 
tactics against the Soviet Union. Amendola and 
Carrillo, both of whom have been witting agents 
of the Anglo-American intelligence establish­
ment for over thirty years, are now executing the 
orders of these circles to liquidate the largest 
Communist Party of Western Europe to realize 
Amendola's long-standing "partito unico" idea 
and then to join forces - the catch-word is 
convergence - with the Christian-fascist troops 
of "Ieft'wing" DCer Bassetti in Italy and of PI1>­
Maoists Tindemans and Strauss European-wide. 
Defense of such policies is no petit bour­
geois disorder but advocacy of the policies of the 
class enemy. 

J 



The Existentialist-Structuralist 
Ambiance in the PCF 

Aside from the immediate political conjunc­
tura) context and significance of Elleinstein's 
anti-Stalinism, a closer reading of his various 
tracts identifies this Garaudy student as a 
typical representative. of the existentialism­
structurlilism of the Levi Strauss-Crozier 
Althusser-Foucault variety. The Elleinstein 
phenomenon is thus only the latest example of a 
specific vulnerabiltiy to anti-working class 
"theories" incurred by the PCF through its con­
tinued toleration - since at least the mid 1930s­
of the existentialist and the somewhat later­
developed structuralist phenomenalist disease. 
As is otherwise best demonstrated through the 
case of the ultra-left Karl Korsch - who in the 
1912  - 1914 period was recruited tothe British for­
eign office-spons6red.Fabian Society and whose 
circle of "intellectuals" inside and outside of the 
KPD in. the 1920s .and 1930s created the 
necessary openings' for Br.itish anti-Com intern 
operations - anti-Marxist philosophies are (at 
least since Marx founded the First International 
socialist organization) never mere "honest" 
petit bourgeois disorders, but always also 
vunction as "police philosophies." That is, these 
philosophies are consciously fostered and em­
ployed by the bourgeoisie for intelligence and 
counterinsurgency purposes. Structuralism is no 
exception. Crozier and Althusser-student 
Foucault were sponsored by the Tavistock In­
stitute, Fabian Society-created and Rockefeller­
funded headquarters and proving ground of 
Anglo-American counterinsurgency operations. 
Thus Tavistock psychiatrists R. D. Laing, David 
Cooper, etc. , in the early 1960s undertook several 
studies - such as reported in Laing's 1962 paper 
"Existential Philosophy and Psychoanalysis" -
in which the most significant individual and 
social-psychological features underlying 
existentialism and structuralism are identified 
from the standpoint of clinical psychiatry. 

Undoubtedly the knowledge gained from such: 
investigations then became instrumental in 
subversive operations directed against the PCF 
(and specifically its youth and student organ­
'izations) in the middle and late 1960s. The 1966-
67 Althusser affair is a case in point. At that' 
time, a sizable group of structuralist Althusser 
d i s c i p l e s  l e f t  t h e  P C F  t o  
form a separate Maoist organization (com­
parable to the more important 1966 II Manifesto 
"left" Maoist split-off from the PCI which was 
��tually __ �ngineer�cI _by_ the Amenciola .<;ligue) 
and entire PCF sections succumbed to dis­
orientation and disorganization from which they 
did not recover until after 1968, is a case in point. 
Much as Elleinstein's present use of structuralist 
devices to counterpose his "structures democra­
tiques" to the hated notion of the dictatorship of 
the proletariat, AIthusser as early as 1962-63 in 
his La Pens6e essays "Contradiction and 
Overdetermination" and "On the Materialist 
Dialectic" used all sorts of nauseating struc­
tura'llst jargon ("complex structured whole" 
�ubstituted for Marx's "concrete living whole" 
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etc.) to give Mao's mumbo-jumbo of "principal" 
and "secondary contradictions" the appearance 
of Marxist theory and thus prepare the ground 
for the positive reception of Maoist ideology by 
large numbers of especially younger PCF mem­
bers and intellectuals. In these efforts of clevat-: 
ing Mao's wretched On Contradiction into a 
Marxist classic, Althusser received valuable 
assistance from " his structuralist brethren 
Godelier and Charles Bettelheim. 

. 

When the PCF politbureau finally ousted 
Althusser for his activities, the damage had been 
done, and it would be more than naive to assume 
that British intelligence - well-equipped with 
Laing's psychological profiles - had simply 
been a curious bystander and passive admirer of 
Althusser's wrecking operation. Once it is under­
stood that existentialism and stru-cturalism 
directly map onto and are tHe expression in 
philosophical disguise of some ofthe worst feat­
ures of the French ideology, they can be used .' 
deliberately and effectively for subversive pur­
poses against anyone who gives them credence 
as genuine theories and methods of analwsis. . 

While the Althusser affair is indicative of·the 
general character and the necessary evaluation . 
of the Elleinstein phenomenon, the historical 
roots of the problem go back at least to the im­
mediate post-World War II period, when large 
numbers of coffee-house intellectuals whose 
fundamental philosophical outlook was exist­
entialist or phenomenologist found a temporary 
political home in the PCF and met with minimal 
opposition to their position from the PCF lead­
ership. There is a direct line which connects that 
1945 -47 Paris intellectual swamp with the Alth­
usser ambiance of the 1960s and the fascist cult 
of the "Sartre of the 1960s" and present struc­
turalist pope, Althusser disciple Michel 
Foucault. That Foucault is not a PCF member is 
not what is important here. What is of immediate 
concern is that the methods employed by Ellein­
stein to viciously discredit essential concepts of 
Marxist theory are identical to those employed 
by Foucault to derive that "man is dead," 
crushed by overwhelming structures, capable at 
best to struggle for a kind of liberation allowing 
him to express his basic drives and desires - a 
bestial, fascist nightmare, which Foucault acts 
out in his experimental work among l.eft Bank 
lumpen strata and the inmates of prisons and 
mental institutions. It emerges that the right, 
social-democratic PCF member Elleinstein and 
the "anti-humanist" gauchiste lumpen apostle 
Foucault are adherents of structuralism for the 
same basic psychological reason: their deep­
rooted petit bourgeois fe�r of collective human­
ity, the inability to comprehend or deal with the 
actual, active social process, the need to petrify 
the live organism, to convert it into a dead struc­
ture, and finally the attempt to manipulate and 
rearrange the oppressive structure to find some 
room ("the democratic right") to act out one's 
infantile desires -those are the identical psycho­
logical motives of the right winger Elleinstein 
and the "left" radical Foucault. In more than 
one respect they resemble the complementary 



pair of right opportunist Bernstein and ultra­
left Korsch. Are they in the service of the same 
British employer? 

It needs to be added that toleration on the part 
of the PCF throughout its post-World War II 
history and accommodation to various forces of 
petit bourgeois neurotic disorders elevated to the 
status of philosophical method has not only laid 
the party open to a succession of counterinsurg­
ent attacks. but. just as importantly. has led to 
an identification of the notion of communist intel­
lectual with a parade of despicable clowns. 
agents and gigolos from Merleau-Ponty to the 
fellow travellers of the 1950s Sartre and Levi­
Strauss to Garaudy to Althusser and Bettelheim 
and now finally Jean Elleinstein. It is a most 
urgent task that the motion of intellectuality. 
rather than signifying impotence. ridicule and 
betrayal. be reclaimed by the party's deter­
mined communist political leadership. grounded 
in Marxist theory and capable of designing and 
executing a revolutionary working class 
strategy based on a firm grasp of Marx's dialec­
tical method. 

Elleinstein on Stalinism 
The outstanding feature of Elleinstehi's 

characterization of the phenomenon of Stalinism 
- in the following, reference is made to a 1974 
interview with Elleinstein in Andre Harris' and 
Alin de Sedouy's Voyage Ii I'interieur du Parti 
Communiste (Journey into the Communist 
Party), Elleinstein's recent book Histoire du 
Phenomne Stalinien (History of the Stalinist 
Phenomenon) . and the article "La democratie et 
la marche Ii socialisme" ("Democracy and the 
March to Socialism").in France Nouvelle of Sep­
tember 23 - is that it contains absolutely nothing 
new: ample empirical proof of Rosa Lux­
emberg's remark in "Social Reform or Revolu­
tion?'" that Bernstein's theory wasthe first, but, 
simultaneously the last attempt to create a 
theoretical foundation for opportunism. "We 
say: the last. because in Bernstein's system 
opportunism has gone - negatively through its 
renunciation of scientific socialism, positively 
through its marshaling of every conceivable bit 
of theoretical confusion - to a point where there 
is nothing left to be done." 

Elleinstein's "theories" can indeed most con­
veniently be characterized as a kind of Bern­
steinism in structuralist guise - i.e. Bernstein 
made palatable to the French petit bourgeois 
throuJ!h the Rood services of the structuralist 
masters at the Ecole Normale Superieure and 
the Ecole des Hautes Etudes. No longer is the 
movement everything - now it is the structure 
of the movement, its democratic structure, the 
democratic way . . . 

"The essential thing . .  .is the patient search 
for necessary openings to make society 
progress toward socialism via It democratic 
way, because this way is -the revolutionary 
way in our countries and in our time." 

Again and again Elleinstein obsessively returns 
to the motion of "structures democratiques" as 
the central theme of his "theorizing." 

In the France Nouvelle piece much of human 
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history is surveyed from the standpoint of the 
progressive evolution of democratic structures, 
especially in the bourgeois period - with suchl unfortunate interruptions as Nazi Germany (and 
presumabley Stalinist Russia) . Elsewhere 
(Voyage. p. 274) the problems of Lenin's 
Bolshevik Party are diagnosed as those of "A 
party without democratic traditions . . .  , which 
grew clandestinely amidst Revolution and war." 
Finally. "Ie phenomene democratique" is 
pursued all the way into the realm of "Pleasure 
and Eroticism." 

"what is true - I believe this demands deep 
reflection from us - is that there is a 
democratization of pleasure" and "today, 
there is a democratization of eroticism, 
eroticism becomes a mass phenomenon." 
(Voyage, p. 284). 
Such democratic structures. whose ultimate 

justification is moral rather than historical or 
political, cannot - and here we co-me to the 
political pay-off of the concept - be expected to 
arise in such culturally backward countries as 
Russia of the turn of the century, which explains 
the peculiar authoritarian character of Russian 
socialism, is at the root of the phenomenon of 
Stalinism. and makes clear "why Soviet 
socialism ("socialism means freedom of ex­
pression") is not a socialist model for France," 
Nor. of course, is Lenin's concept of revolution 
(including his and, by implication, Zarodov's 
concept of the revolutionary-democratic dicta­
torship of the proletariat) - developed as it was 
in Russia (wasn't it rather London, Stuttgart, 
Zurich. etc.?) in the period before and during 
World War I - a model for the revolutionary 
struggle in France today. 

"We -must fakiiTntQ account the specific 
terrain of countries which have experienced 
the Renaissance, the Reformation. the Age 
of Enlightenment. bourgeois revolution and 
industrial revolution all along the four cen­
turies and more which have elapsed since 
the end of the Middle Ages. What profound 
difference with 1917 Russia in historical 
evolution ! Mobile warfare was then follow­
ed. after the failure of revolution in Europe 
in 191 7 -21 .  by position warfare. Revolution 
under the brutal and rapid form which it had 
in 1 871 and 1917 is an exception in the 

history of western countries, Socialist revO: 
lution in the West can only be a long process. 
long prepared by the proletariat and realized 
according to numerous and diverse phases 
based on democratic processes ,which do not 
lead to restrictions of freedom, but. on the 
contrary, to their expansion. The dicta­
torship of the proletariat can thus only refer 
back to the theoretical concept Marx talked 
about. It does not represent a short-term, or 
even long-term. objective. It has no, it can no 
longer have, an operational role." 
This, actually. is  no longer Bernstein speaking, 

but is an argument first developed explicitly by 
Karl August Wiltfogel. one of Bernstein's most 
despicable comrades in service to the British 



Foreign Office. During the 1920s Wiltfogel was a 
member of the KPD and in 1925 he joined the 
Institute for Social Research. ("Frankfurt 
School") as their specialist for studies of the 
Asiatic mode of production. After his emigration 
to the United States he became a China expert 
for the OSS-CIA related Institute o(Pacific Rela­
tions and finally, in 1951 and by then a rabid anti­
communist, he denounced a large number of his 
former friends and associates to the McCarran 
Senate Internal Security Committee. To Wilt­
fogel is due the characterization of Leninism as 
the adaptation of Marxism to "oriental des­
potism," and Elleinstein clearly owes a great 
deal to this notion. So, by the way, does Rudi 
Dutschke, former West Berlin anarchist SDS­
leader and author of a just published book which 
elaborates at length the Wiltfogel thesis. 

Significantly, Elleinstein's purpose in adopting 
Wiltfogel's slanderous characterization of Lenin 
and the Soviet Union becomes most obvious in 
his discussion of Stalin himself. Stalin, described 
principally as a butcher of millions of people, 
came to power in the Soviet Union because of 
"the conditions in which revolution triumphed in 
Russia. In my view, this is a specifically Russian 
phenomenon . . .  " (Voyaae, p. 275). But what 
Elleinstein really wants to hit is the hated con­
cept of the dictatorship of the proletariat : 
" . . .  the dictatorship of the proletariat tends to 
become identical with the dictatorship of the 
party, and rapidly, the dictatorship of the party 
tends to become identical with the dictatorship of 
one man or group of men . . .  " 

The conclusion, of course, which the reader is 
supposed to draw is 'that "Stalinism" and the 
dictatorship of the proletariat are closely 
associated, and that both were appropriate or at 
any rate explainable in the cOntext of Russia's 
history of oriental despotism. What about the 
actual history of the Stalin period? 1'0 suit Ellein­
stein's purpose of using "Stalinism" to discredit 
the dictatorship of. the proletariat it must be 
presented as priman1y a long series of 
atrocities. Consequently the Hlstoire du 
Phenorn�ne Stalinien provides us with no new 
insight into Ute phenomenon referred to in the 
title; additional light, however, is shed on the 
Elleinstein phenomenon; Situating it, as was 
done above, in the existentialist-structuralist 
audience does not sufficiently reveal the full 
extent of its sickening mixture of indifferentism 
and moral imbecility. . 

We limit our discussion and review of the 
Histoire to two key points : the Moscow trials and 
Bukharin's opposition to Stalin's 1929 total 
collectivization and rapid industrialization 
policy. First, the Moscow trials : detailed evid­
ence which will be presented in coming install­
ments of the "Political Intelligence" series in 
New Solidarity under the title "Canaris" will 
demonstrate that the evidence on the basis of 
which in 1937 Tukhachevsky and the Red Army 
general staff were tried and convicted, was pre­
pared, laundered and played into Stalin's hands 
by German .and ,British . intelligence agencies -

i,1l;, that TukhachevskY et l". were victims of a 
joint German-British intelligence operation. The 
operation was explicitly in the interest of the 
British Foreign Office which envisaged at the 
time deploying Nazi Germany as a kind of 
gigantic "Freikorps" against the Soviet Union 
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and after a Soviet defeat wrest European hege­
mony away from a weakened Third Reich. Much 
as the massive post-war "Operation Splinter 
Factor," the anti-Tukhachevsky operation relied 
upon British intelligence estimates that it would 
be relatively easy to play on Stalin's strong para­
noid tendencies and have him get rid of individ­
uals the British wanted to see eliminated, if cnly 
one provided him with sufficiently convincing 
"evidence" against them. 

Now, Elleinstein claims to be a professional 
historian and expert on the Stalin period. Could it 
be that he was totally unaware at least of the 
relatively wide�spread hypothesis advanced by 
the Soviets themselves that Tukhachcvsky was 
the victim of a German Intelligence operation? 
And if he was aware of this, how then can a 
simple, unqualified condeml\8tion of Stalin be 
upheld? 

Second, the case of Bukharin. There is no room 
here for a detailed discussion of all the ins and 
outs of Stalin's 1929 decisions and Bukharin's 
opposition. One thing, however, ought to be 
totally clear to every one: if in 1929 Stalin had not 
opted for all-out industrialization and single­
mindedly pursued that policy in subsequent 
years, then the Soviet Union would not today 
exist and would rapidly have collapsed under the 
first onslaught of Hitler's armies as Hitler him-
self had expected and hoped for. _ _ _ . _ 

Defense of the Soviet U"ilion, of course, is not 
Elleinstein's strong suit. Aside from that the 
defense of Bukharin has an important present 
factional purpose - and here the circle closes and 
we find Elleinstein once again in the company of 
his Italian co-factioneers. Defense of Bukharin, 
whose understanding of surplus value never ad­
vanced beyond that of a shrewd Kulak, is a sly 
and relatively safe way of preparing the way for 
the introduction of Maoist ideas, needed for the 
purpose of giving a "socialist" cover to fascist 
economic policies. The PCl's Amendola clique is 
openly pursuing precisely such a course. Thus 
the PCl's UnitS just featured a review of some 
recently published Mao tracts, approvingly quot­
ing Mao to the effect that Stalin "showed great 
mistrust of the peasantry. He excessively sacrif­
iced agriculture to both light and heavy industr),. 
In sum, he did not know how to walk on two 
legs." The author of the review is Giuseppe 
Doffa, expelled from Czechoslovakia in 1968 for 
spying. 

Whatever Elleinstein's possible Maoist lean­
ings, he has not revealed them openly as . yet. 
Doing so might get him kicked out of the party - . 
something he cannot afford: it would spoil his 
game of bourgeoisie-baiting in his posh, tr�s 
grand bourgeois surroundings. 



Communist Parties Push Faction Fight Out Into the Open 
Oct. 21 (IPS) - Factional warfare 
between the revolutionaries and the 
Rockefeller agents in the leadership of 
the world communist movement ex­
ploded into the open this week. The 
French Communists and the Soviet and 
East German parties have opened a 
spirited political campaign against the 
Social Democrats and the Maoists, the 
closest allies of the agent polycentrists 
infi ltrating the movement. together 
w i th u n p r e c e d e n t e d  t h e o r e t i c a l  
treatment of the political mass strike as 
the means of revolution in the West. 

After the fascist-led I talian Commun­
ist Party (PCll  published its delega­
tion's intervention at this  month 's  
closed European CP consultation i n  
East Berlin, the French Communist 
Party (PCF ) threw restrictive protocol 
to · the winds and released Politburo 
member Jean Kanapa's presentation to 
that same gathering. Kanapa's speech 
makes it clear for all to see that the 
anti-Soviet polycentrists grouped 
around the PCI leaders will  not be per­
mitted to enmire the Communist 
Parties in compromises that can lead 
only to their destruction, 

At the Berlin gathering Oct. 10 ,  
Kanapa observed that "the political 
content of the (European CP confer­
ence) document ( i n preparation) 
shrank and became poorer, " He made 
no secret of his disgust at this paring­
down process, forced by the PCI agents 
and their cohorts on threat of their 
bolting from the proceedings. In 
response, Kanapa attempted what no 
CP leader has done at such a meeting in 
the post-war period - to base his 
recommendation on a conjunctural 
perspective. 

" A  serious analysis going far beyond 
the inclusion of a few ritual formulas 
seemed the more necessary as the 
E uropean capitalist countries are 

experiencing today a crISIS w ithout 
precedent - I repeat, without precedent in 
its character . . .  The order of the day is the 
necessity of profound economic and social 
changes opening . the road to soc ialism . "  
There must be a unified struggle for "a 
workers' Europe,"  said Kanapa, as an 
alternative to "a Europe where one part 
remains under the boot of the holy, reac­
tionary and overarmed al liance, the 
Europe of the G jscard d'Estaings , the Sch­
midts, the Kissingers ." 

By demanding that the European CP con­
ference take up the real issues of the class 
battle, by insisting that

' 
peaceful co­

existence - the subject of the document -
is not the status quo, Kanapa has put all  
parties on notice that the topic under 
debate is not the formal content of any 
document, but the concrete developing 
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motion toward "a workers' E urope. " 
The upsurge of intellectual ferment into 

the kind of open strategic debate exem­
plified by the publication of Kanapa's 
speech means that the left-wing Commun­
ist Parties have now found access to i n­
tellectual weaponry which, made the basis 
for working-class mobi lization, the PCI 
leaders and their cohorts cannot withstand. 

Theoretical Backup 

Simultaneous with the release of 
Kanapa' s speech, there has been an out­
pouring of topical and theoretical articles 
in the Communist press which take up the 
crucial questions of revolutionary strategy 
and tactics, and of ideology in politics. 
(Some of these articles are excerpted in 
translation here . )  The attack on the 
phi losophy of the Social Democracy by the 
East German party (SED) and the Soviet 
analysis of Maoism provide their commun­
ist cadre readers with a new understanding 
of how the heteronomic world view of most 
workers and leftists in bourgeois society is 
manipulated against real communism. 

The editorialist in the SED theoretical 
monthly Einheit wrote that above all ,  
communists must use Marxist method 
against the despairing outlook fostered by 
the bourgeoisie - must demolish that 
outlook as unscientific, and counterpose the 
goal of a socialist society. The i mmediate 
targets of this effort are clearly identified 
in Ei nheit and the Soviets' Izvestia : Willy 
Brandt and the criminal Social Democratic 
machine he heads, and the "revisionist" 
agents in the communist parties, who can 
be identified by their Maoist intellectual 
garb and their affinities with the various 
agents expelled from the movement in the 
late 1 960' s .  

Beyond this i m mediate perspective, the 
Soviet party paper Pravda opened up a new 
rea l m  of debate over revolutionary orga­
nizing tactics by reviving Rosa Luxem­
burg's analysis of the political mass strike . 
In an Oct.  1 9  art ic le on the anniversary of 
the October 1 905 pre-revolutionary strikes 
in Russia, Pravda counterposed Luxem­
burg's ideas to subsequent Soc ial Demo­
cratic policies of sabotaging the revolu­
tionary movement. 

These developments in E urope received 
crucial international support in the latest 
issue of the Soviet journal Kommunist, in 
which Uruguayan Communist leader 
Rodney Arismendi expounded and ad­
vanced the Latin American Com munist 
Parties ' Havana declaration of earlier this 
year and called for a world conference of 
CP's,  and centralize.d coordination of the 
movement in Latin America. 



Special Report: 

Ce�it�Ust Faction Discovers PoUtic{; ; 
�rut ' �  Do"o!opmont Pol icy Emerges 
Oct. 22 (IPS) - For the first time in 
post-war history, a U.S. capitalist 
faction has begun to use economic 
policy as a political weapon and is con­
verging on a programmatic opposition 
to Rockefeller's bottomless depression. 
*First National Bank of Chicago Presi­
dent Chauncey Schmidt, travelling 
throughout Eastern and Western 
Europe, has in the last week called for 
the development of a Mideast invest­
ment bank. to implement technology­
for-ra w materials transfers, and for the 
creation of convertible East European 
currencies. Two major deals between 
the Soviet Union and International Har­
vester.. and Allis Chalmers have just 
been completed, while key Chicago 
spokesmen are in Mexico, the Mideast 
.and Europe consolidating more trade. 
*Subverting the avowed purpose of 
Sen. Hubert "Whoratio" Humphrey's 
slave-labor hearings in Chicago yes­
terday, Mayor Richard Daley urged 
that "the U.S. must maintain invest­
ment in industrial production" as well 
as "protecting the social welfare of 
eight million people who live in New 
York City." Chicago banker Robert 
Abboud added that America's pre­
eminence in the world is based on its 
production of agricultural and machine' 
tools and that "any industrial economy 
must start with ample supplies of 
nuclear energy." 
*Today, Sen. Adlai Stevenson (D, III. ) 
broke up Se)'late Banking Committee 
hearings on bailing out New York City 
by chqr�ing, "I personally know that 
f'l� � r� the foremost bankers in the . 
country, \�ho are opposed to a bail-out, 
are being intimidated by the New York 
banks." On Monday, Presidential press 
secretary Ron Nessen had set the ball 
r:.<!lIin�. by: noting t��t . "in truth, a 

federal bail-out would only aid the 
banks and the bondholders." 

With the questions of bankrupting 
the Rockefeller dollar and expanding 
industrial production squarely on the 
table, the U.S. capitalist faction has run 
right up against the next step - the re­
establ�shment of an international credit 
system and the redefinition of the basis 
for credit. An aide in Rep. Cardiss 
Collins' (D, Chi.) office grappled with' 
this Monday as she realized, "This isn't 
just New York City you know. The 
whole international economic system is 
coming down." And an aide to Sen. 
Charles- Percy (R, III.) took it a step 
further with, "Well, a debt moratorium 

would have to be followed by a new 
international financing mechanism or 
it wouldn't mean anythmg ... and a new 
currency too, wouldn't it?" 

The U.S. !..abor Party's Internation­
al Development Bank and the just­
released Full Emple>yment Act of 1 975 
provides the material basis for reestab­
lishing credit - the expanded repro­
duction of labor power. USLP interven­
tion into this U.S. faction with the Full 
Employment Act will dispel any linger­
ing illusions that production can be 
restarted on the basis of austerity. 

Faction Broadens 
Speaking before a group of Ruman­

ian economic officials on Oct. 14 and be­
fore a group of British trade officials 
and businessmen on Oct. 16, Chauncey 
Schmidt set the international terms for 
the U.S. industrialists' program. In 
Rumania, Schmidt noted thai the major 
problems facing the world were the 
"growing illiquidity in the world's 
money markets, and the concomitant 
contraction in world trade." He then 
adopted a position on currency reform 
similar to the West German faction of 
Gerhard Stoltenberg, stressing the lack 
of convertible East European curren­
cies as possibly the single . most im­
portant . impediment to East-West 
trade, and called for several East Euro­
pean convertible currencies. 
In London, Schmidt proposed the 

creation of a Mideast investment 
authority to coordinate Western invest­
ment in the Mideast. Simultaneous with 
Schmidt's speech, delegations from 
Egypt, Jordan and Iraq were in 
Chicago, while various key Chicago 
industrialists and editors headed for the 
Mideast. Egyptian President Anwar 
Sadat will visit Chicago next week. ' 

This pro-development ferment has 
spread beyond Chicago to the West 
Coast especially. The California Secre­
tary of Transportation is currently in 
Saudi Arabia seeking jobs for Cali­
fornia engineers. And the Los Angeles 
Times is picking up the factional slant 
of the Chicago papers, variously at­
tacking Swedish Premier Olof Pal me's 
hypocritical social democratic veneer,. 
and reporting on recent U.S. industrial­
ist' trade deals with the Soviets, and on 
advances in Soviet agriculture. 

This convergence on a programmatic 
international alternative to Rockefeller 
has pushed the factional situation on 
domestic issues to the breaking point -
with New York City providing the final 
straw. 
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Sen. Stevenson's emotional disrup­
tion of the Senate Banking Committee 
hearin�s and of Rockefeller's attl'mpt 
to railroad a bail-out bill for his brother 
Da vid today makes puhlic what has 
been simmering on Capitol Hill for 
days. As one Iiheral Senator's aide told 
USLP organizers Monday, "Do you 
know who Rockefeller met with last 
week? Why he met with his brother 
David ' You know Chase Manhattan 
Bank is heavily involved in the New 
York City crisis and would take a large 
beating." 

Stevenson's demand to hold at least 
one more day of hearings to hear from 
opponents of the bail-out was imme­
diately picked up by Sen. Joseph Biden, 
a freshman from the DuPont family's 
state of Delaware who warrted Com­
mittee chairman William Proxmire, "I 
don't want to be crass, but you're going 
to need the Biden-Stevenson· vote to 
pass any legialation out the com­
mittee." 

This open tangling with Rockefelle? 
and his flunkies is mirrored in other 
ongoing battles. The "House of Rocke­
feller's'� Gil empire is being directly 
tackled - by name - in a series of 
Congressional hearings aimed 
variously at breaking up domestic oil 
companies, at halting a $6 billion 
Project Independence appropripiion 
and at the Bechtel Corp. 

Rockefeller's Defense Secretary 
Schlesinger, who of late has ' been 
urging Europeans to consider East­
W�st trade a military provocation, has 
just been dealt a severe blow at home 
as liberal Senators and conservative 
Congressmen have demanded$76 
billion of Defense Department budget 
cuts. Schlesinger has termed the cuts 
"savage." Senator McGovern is linking 
a 10 per cent cut in the world-wide arms 
budget prbposal to demands that the 
U.S. dump Kissinger's food-is-a­
weapon policy and develop a serious 
international food policy. 

However, McGovern's position on inter-· 
nation!!l agricultural policy imme­
diately outlines the next battle for the 
U.S. working class. McGovern proposes 
massive labor-intensive, family� 
oriented agricultural investment -
completely dodging the necessity of 
defending the labor power of the 
working class. 



Rockefellers Enraged as Their World Crumbles 
Oct. 22 (IPS) - In twin outbursts of 
infantile rage at the collapse of their 
economic and political empire, the 
Rockefeller brothers and flunkies 
yesterday hysterically demanded that 
their factional capitalist opposition fall 
into line. 

David Rockefeller, in a speech before 
the European Community Chamber of 
Commerce in New York, admitted that 
European factions are breaking with 
the U.S. over economic relations with 
the Soviet Union and warned that "the 
basic unity of the community itself' is 
now at stake. 

Taking aim at their opposition, Vice 
President Nelso Rockefeller, at his 
Domestic Council - sponsored forum 
in Denver on domestic policies, fran­
tically demanded implementation of his 

$100 _Dillion dollar Energy In­
dependence Agency boondoogle - a 
proposal which has been denounced in 
nearly every political quarter. 

The intent of David's speech was 
evident even by its title, "World Trade 
at the Crossroads : The Importance of 
the Atlantic Alliance." aimed 
specifically at the European in­
dustrialists centered around the West 
German Christian Democratic Party 
(CDU) Gerhard Stoltenberg and the 
Italian industrialist Celis, Rockefeller 
warned that detente has shifted East­
West relations to an economic sphere 
which has "in turn resulted in a similar 
shift in European-American relations. " 
Commercial, monetary and supply 
questions now overshadow old security 
issues and will continue to do so ... 
Unfortunately such matters tend to be 

Paid political advertisement 

divisive. Moreover, their potential for 
divisiveness within the community 
(Atlantic Community-ed.) · is further 
aggravated by the current weak state 
of the global economy. The slow pace of 
the recovery ... the discord between 
North and South ... are imposing major 
strains on the social fabric of our in­
dustrial demo'cracies and the basic 
unity of the community itself! 

Leading the Domestic Concil Policy 
Conference, Nelson pointed to the 
OPEC embargo and the Russian wheat 
deal as responsible for the deterioration 
of the U.S. economy, and together with 
the Domestic Concil demanded the 
massive development of labor­
intensive energy projects in the U.S. 
along with social services cutbacks at 
the federal level. 

A New Kind of World Leadership for the U.S.A. 

"The program of the U. S. Labor 

Party is neither 'pie-in-the-sky' 

nor a set of policies we are com­
mitted to carry out 'if' and 'when ' 

we are elected. The form and 

essellce of this presidential cam­
paign throughout 1975 and 1976 will 

be a struggle on many fronts to get 
as much of our program instituted 

- both here and abroad - as is 

conceivably possible long before 

the No vem ber 1976 elections. " 

-from the U.S .  Labor Party 
Presidential Platform 1 976 

I enclose my check for $5 . . . . . . . . . . .  ; $ 1 0  . . . . . . . . . . .  ; $25 ; . . . . . . . . . .  for 
the LaRouche-Evans Presidential Campaign. 

Please send me . . . . . . . . . . . . .  copies of the U . S .  Labor Party Presidential 

Platform 1 976 ( Price postpai d :  $ 1 . 00 ;  5 copies for $4. 50 ;  10 copies for 
$9.00 ; 25 for $20.00 ) .  

I pledge t o  raise $ 1 0  . . . . . . . . . . . . .  : $25 . . . . . . . . . . . . .  ; $50 . . . . . . . . . . . . .  ; 

by . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (date ) .  

Make checks payable to: Committee to Elect La Rouche, PO Box 1972, 
GPO, New York, N. Y. 10001 

A copy 01 our report fi/cd with the appropriate supervisory (Jfficer is available lor purchase from 
the Superintendent of Docum<'nts. United StatL's Government Printing Olliee, Washington. D. C 

20402. 
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International Market Ne ws 

Japan, Saudi Arabia Take Steps to Move Out of Dollar Orbit 

O c t . 25 ( I P S )  - - Ja pan , S a u d i A r a b i a , and p o s s ib ly G r e a t  B r i t a i n  
hav a  t a ken imp o r t a n t  s t e p s  t h i s  w e e k  t o  m o v e  o u t  o f  t h e  o r b i t  o f  
t h e  b a nkr u p t  d o l l a r , i n s u r ing a n  e a r l y  d i s p l ac ement  o f  t h e  d o l l a r  
a s  t h e  in t e rna t ional r e s e r v e  a n d  t r a d e  cu r r en c y . I n  a r e l a t ed 
d ev e l o pm en t , t h e  Bund e s b a nk , We s t  G e rmany ' s  c en t r a l b a nk , d e c i d ed 
y e s t er d a y  t o  b r e a k  w i t h  t h e  u . S .  F e d e r a l  R e s e r v e  C h a irman Ar t hu r  
Burn s - in s p �red p o l i c y  o f  s u p p o r t ing t h e  d o l la r . 

F i r s t , t h e  J a p an e s e  d e c id e d t o  i s s u e  l ow - in t er e s t  c r ed i t s  
t o  t h e  S ov i e t  U n i o n  and p a r t i c i p a t e  i n  t h e  S i b er ian o i l  d eve l­
o pment p r o j ec t w i t ho u t  any U . S .  p ar t i c ip a t i o n . The qu e s t ion o f  
U . S .  p a r t ic ip a t i o n  had d e a d l o c ked n e g o t i a t i o n s  o n  thi p r o j ec t  
f o r  two y e a r s . N ex t , J a p a n  s i gned a $ 1  b il l i o n  o i 1 -f o r - t e c hno 1 -
o g y d ea l  w i t h  p r o - S o v i e t  I r a q  e a r ly t h i s  week . N eg o t ia t i o n s  a r e  
n o w  i n  p r o g r e s s  f o r  a s im i l ar d e a l  b e t ween J a p a n  and S a u d i Arab ia . 

Even mo r e  s i g n i f i c a n t l y , t h e  J a p a n e s e  mad e mov e s  t h i s  
week t owa r d s " t r ian g u l a r " t r a d e  a r r a n g emen t s  w i t h  t h e  d ev e l o p -
i n g  s e c t o r . J a p a n  and Ind ia s i gned a d e a l  und e r  wh i c h  t h e  Japan­
e s e  will h e l p  I n d i a  d o u b l e  i t s r i c e  p r o d u c t i o n  u s ing s o p h i s t i c a t ed  
Ja pa ne s e  wa t er -ma n a g ement t e c h n i q u e s .  T h i s p r o c e s s  wo u l d  enab l e  
Ind ia t o  me e t  mo s t  o f  Japan ' s  f o o d  n e e d s . T h e  J a p a n e s e  have 
a l s o  c omm i t t e d t h em s e lv e s  to  inc r e a s ing I n d i a n  s t e e l  p r o d u c t i o n . 
I n  a d d i t i o n , t h e  J a pan e s e  and Ind i a n s  hav e a g r e e d  t o  c o o p era t e  
o n  j o i n t  d ev e l o pment p r o j ec t s  in " t h i r d  c o unt r i e s "  in t h e  M id ­
ea s t . 

S u c h  d ev e l o p m e n t  d ea l s  c a r r y  w i t h  t hem t he ne c e s s i t y  o f  
d ev e l o p in g  a s t ab l e  in t e r n a t ional c u r r e n c y  f o r  t h e  s e t t l em e n t  
o f  a c c o u n t s t o  r e p l a c e  t h e  b ankr u p t  d o l l a r  - - a r o l e wh i c h  only 
the S o v i e t  t r a n s f e r r u b l e  c an p o s s ib ly t a ke o n . 

P.O.  Box 1 972,G . P. O . , N ew York, N ew York, (21 2) 279-5965 
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The Arab s and th e Br i t i s h  

Af t e r t hr e e  d a y s  o f  i n t ens e ne g o t i a t i o n s  b e tween a h i gh­
l ev e l  S a u d i d e l e g a t i o n  and r e p r e s en t a t iv e s  of  the  Br i t i s h  gov­
e r nme n t , t he  t wo have s i gned a 3 5 0  m i l l io n-p o und t r a d e  c o n t r a c t . 
The s i g n in g  o f  t h i s  c o n t r a c t  ha s e s s e n t ia l ly s a v e d  G r e a t  Br i t a in 
f r o m r e c e iv e r s h i p  a t  t h e hand s o f  t h e  I n t e r n a t i o n a l  Mo ne t ar y  
Fund ( IMF ) . The F u nd h ad d u ly inf o rmed B r i t a in t h a t  s h o u l d  t h e 
c o u n t r y  c o m e  t o  i t  f o r  a b a i l o u t  l oa n , i t  wo u l d  have a t t a c h e d  
ha r s h "MAC " - t yp e  b u d g e t ar y  c o n t r o l  a n d  au s t e r i t y mea sur e s  t o  
a l l  f u r t h e r  f ina n c ing t o  t h a t  c o un t r y . A t  t h e s i gn ing o f  the 
S a u d i - Br i t i s h  t r a d e  and d ev e l o pm e n t  d e a l , the S a u d i s  p l e d g e d 
t h e i r d e t e r m in a t i o n  in ma i n t a ining a s t r ong and ec o n om i c a lly 
v i a b l e  Eu r o p e . They a l s o  ex p r e s s e d c o n c e r n  ov e r  t he gr owing 
gap b e twe e n  the d ev e l o p ed and d ev e lop ing c o u n t r i e s  and r e c o g n i z ed 
t h e  ne c e s s i t y  o f  j o in t  S a ud i-Br i t i s h  e f f o r t s  f o r  t h e  e s t a b l i s h­
ment o f  a " n ew wo r l d  e c o nomic o r d e r . "  

Ac c o r d ing t o  h i g h ly r e l i a b l e  s o u r c e s , t h e  S a u d i s  have a l s o  
ma d e  low- in t e r e s t  c r e d i t s  ava i l a b l e  t o  F r a n c e and We s t  Germany 
and a r e  n e g o t iat ing f o r  a $ 1  b i l l i o n  loan t o  I t a l y . The S a u d i 
m o v e s  a r e  exp e c ia l l y  imp o r t a n t  in l i g h t  o f  t h e i r key r o l e  a l o ng 
w i t h  A l g e r ia in p u s h in g  f o r  d i s c u s s i o n  o f  mo n e t a r y  qu e s t i o n s  a t  
t he r e c en t l y c o n c lud ed N o r t h - S o u t h  C o n f e r enc e i n  P a r i s . The 
U . S .  v e h emen t l y  op p o s ed d i s c u s s io n  o f  any mo n e t a r y  qu e s t i o n s  at 
the m e e t ing . 

T h e  Ge rmans Move Awa y  F r o m  t h e  D o l l a r ? 

Y e s t e r d a y , t h e  Bund e s b ank ann o u n c e d  t h a t  i t  w i l l  s t o p  in t e r ­
ven ing i n  t h e  d o m e s t i c c a p i t a l m a r k e t s a n d  pur c ha s ing g o v e r n -
m ent d eb t  t o  a r t i f i c i a l l y d e p r e s s  s ho r t - t erm int e r e s t  r a t e s . 
The p r ev i o u s  Bund e s b a nk p o l i c y  had r e s u l t e d  in hu g e  c a p i t a l  o u t ­
f l ows i n t o  t h e  h i g h e r - i n t e r e s t  p a y i ng d o l l ar s e c t o r . A t  t h e  
s ame t ime , t he Bund e s b a n k  lowe r e d i t s  d i s c o u n t  r a t e  by  ha l f  a 
p e r c en t a g e  p o in t  t o  e n s u r e  t h a t  s ho r t - t erm int e r e s t  r a t e s  d o  
no t g e t  o u t  o f  hand . 

T h e  d e c i s i o n  t o  ha l t  o u t r i g h t  Bund e s b a nk p u r c ha s e s o f  
g o v e r nm e n t  b o nd s w i l l  r e s u l t  in h i g h e r  d om e s t i c s h o r t - t erm 
i n t e r e s t  r a t e s  and make i t  a t t r a c t iv e  f o r  Ge rman d e po s i t o r s  t o  
ma in t a i n t h e i r  f und s i n  t h e  D e u t s c h  Mar k s e c t o r . I n  turn , t h e  
n ew p o l i c y  w i l l  d e ny d e s p e r a t e l y  n e ed e d f u n d s t o  t h e i l l i qu i d 
d o l l ar s e c t o r . 
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Mo r e  imp o r t a n t l y , h owev er , t he d e c i s i o n  r ep r e s en t s  a 
c l e a r  b r e a k  on t h e  p a r t o f  We s t  G e rmany f r om a p o l i c y  o f  s u p ­
p o r t in g  t h e  i l l i q u i d d o l l ar a t  t he exp e n s e  o f  We s t  G erman i n ­
d u s t r y  and t r a d e .  

F o r e ign  Exchan g e  Ma r k e t  Reac t io n s  

O n  Wedne s d a y , O c t .  2 2 , t h e  d ay t h e  Br i t i s h - S aud i n eg o ­
t i a t i o n s  c o nc l u d e d , Kuwa i t i  inve s t o r s  r e p o r t ed l y b ou g h t  " u n ­
u s u a l l y  l a r g e "  amo un t s o f  s t e r l in g , r e s u l t ing i n  a ' 1 . 5  
c e nt a p p r e c i a t i o n  in t h e  p o und a g a i n s t  t h e  d o l l a r . The same 
t r a d e r s  who had e x p e c t ed the po und s t e r l in g  to  g o  d o wn to  
the $2  l ev e l  adm i t t ed t ha t  t h e  p ound wo u l d  now r i s e  to  $ 2 . 1 0 
in a ma t t er o f  d a y s . 

T h e  s ame d a y , t h e  D eu t s c h  Ma r k  h i t  a thr e e-mon t h  h i g h  
a n d  t he Fr e n c h  F r anc a t wo -mo n t h  h i g h  a g a i n s t  t h e  d o l la r . Ad d i ­
t i on a l l y , t h er e wer e l ar g e  s p o t  s e l l  o r d er a  f o r  d o l l ar s f r om 
W es t er n  Eu r o p e , r ev er s ing t h e  s ho r t - t e rm inf l ow o f  f und s in t o  
t he d o l l ar s e c t o r . Even t he maj o r  New Y o r k  banks s t a r t ed t o  
g o  sh or t o n  d o l l a r s in a b i g way . 

Had i t  n o t  b e en  f o r  t h e  l a r g e  int erven t i o n s  on the p a r t 
o f  t h e  c en t r a l  b a n k s  o f  Sw i t z er l and , B e l g ium , We s t  G e rmany , and 
F r anc e , the d o l l ar wo u l d  hav e weakened d r ama t i c a l l y .  At t h i s  
p o in t , c en t r a l b a n k  in t erven t i o n s  o n  b e ha l f  o f  t h e  d o llar a r e  
t h e  o n l y  s u p p o r t s t h e  d o l l a r  ha s .  A s  mo s t  b a nker s r eal i z e , 
suc h s u p p o r t  o p e r a t i o n s  c an n o t  b e  e f f e c t iv e  mu c h  l onger . 

Y en S t a b i l i z e r s  

T h i s w e e k  s aw t h e  f i rming u p  o f · t h e  J a p ane s e  Y en a s  
Ja pa ne s e  b an k s  j o in ed E u r o p ean and New Y o r k-b a s ed , b a nker s in 
b e t t ing a g a i n s t  t he d o l l a r  o n  t he f o r wa r d  ma r ke t . S p o t a c t iv ­
i t y  h a s  b e en qu i e t  a l l o v e r  t h e  wo r l d , a n d  e s p e c i a l ly i n  To kyo , 
wh e r e  t h e  Bank o f  J a p a n  i s  ac t iv e l y  s u p p o r t ing t h e  u s e  o f  Yen 
f o r  the s e t t l em e n t  of J a p an ' s  i n t e r n a t i o n a l  a c c o un t s .  P re s en t ly , 
Japan s e t t l e s  9 9  p e r  c en t  o f  i t s  imp o r t  t r a n s a c t i o n s  and 9 0  p e r  
c en t  o f  a l l  ex p o r t  t r a n s a c t i o n s  in  d o l l a r s . In c o n t r a s t , We s t  
Ge rmany c o nd u c t s  8 0  p e r c e n t  o f  i t s  t r a d e  in DMs , and I t a l y 
5 0  p e r  c e nt o f  i t s  t r ad e in L i r a . 

P.O .  Box 1 972 ,G . P . O . ,  N ew York, N ew York , (21 2) 279-5965 
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And in t he C u c ko o ' s  N e s t 

A h i g h l y  p l a c ed s ou r c e  a t  t h e  F e d e r a l  R e s e r v e  Bank 
in Wa s h in g t o n  has d i s avowed r e c e n t  st a t em en t s  by F e d e r a l  
R e s e r v e  Bank g o v e r n o r  Henry Wa l l i c h  in F r ank f u r t  and in­
v e s t m e n t  banker R o b er t R o o s a  in To kyo t h a t  the u . s .  s h o u ld 
s u p p o r t  t h e  id ea o f  an ac t iv e l y  mana g ed f l o a t i ng r a t e  r e g ime 
in the f o rm of a d o l l ar , DM , and Yen z o n e s . Th e s e  s t a t e ­
ment s hav e ab s o lu t e l y  n o t h i n g  t o  d o  w i t h  o f f i c i a l  u . s .  p o l ­
i c y , t h e  s o ur c e  s a id . " I f  we a g r e e  t o  s u p p o r t  any s u c h  s y s ­
t em ,  i t  wo u l d  r a p i d l y  d r a in o u r  r e s e r v e s  and a d d  t o  our 
d e b t s . "  S u p p o r t  o f  s u c h  a s c h eme wo u l d  qu i c kly f o r c e  the 
b a nkr u p t  u . s .  t r e a s u r y  in t o  r e c e iv e r s h i p . 

P.O.  Box 1 972,G . P . O . , N ew York, N ew York, (21 2) 279-5965 
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Domestic' Market Ne ws 

U .S. Economic Forecast: Washington Vs. Bank of America 

NEW YORK , O c t . 2 5  ( I P S )  -- In an i n t erv i ew w i t h  I P S  t h i s  
F r i d ay , Wa l t e r Hoad y , t h e  c h i e f  e c o n om i s t  o f  Bank o f  Am er ic a ,  
s a id o f  t h e  5 0  c o r p o r a t e ex ec u t iv e s  he r e c en t l y s u r v ey e d , o n ly 
o n e  t o o k  exc e p t i o n  t o  h i s  f o r e c a s t  t h a t  t h e  U . S .  ec onomy 
w i l l  exp er i e nc e a s h o r t - t e rm b o om f o l lowed by a maj o r  d ep r e s ­
s i o n . C o r p o r a t e  e x e c u t iv e s , H o a d y  exp l a ined , a r e  exp ec t i ng 
a hyper in f l a t i o n a r y  ex p l o s i o n  t hr o u g h o u t  t h e adva n c e d  s e c t o r  
d u r ing t h e  pr e-l 9 7 6  e l e c t i o n  p e r i o d . S u c h  a We ima r - l i ke 
ex p l o s i o n  , f u e l e d  mo s t l y by  p o l i t i c a l c o n s i d er a t io n s , wo u l d  
b e  f o l l owed imm e d ia t e l y  by  a maj o r  d e p r e s s i o n . H o a d y  ind i c a t ed 
t ha t  9 8  p e r  c en t  o f  a l l  c o r p o r a t e p l anner s ar e o p e r a t ing o n  
t h e exp e c t a t io n  o f  a maj o r  d e pr e s s i o n  and n o t  o n  t h e  s p u r i o u s  
p r ed i c t i o n s  p ed d l e d  b y  t h e  g a g g l e  o f  c l u c k ing Wh i t e  Hou s e  e c o ­
nom i s t s  t ha t  r e c o v e r y  i s  a t  hand . 

" The maj o r  r e a s o n I ' m t e l l ing t h ing s t h e  way t h ey a r e  i s  
b e c a u s e  I wan t ev e r y b o d y  t o  know how b a d  t h ing s a r e , "  H o a d y  
s t a t e d . " I t  i s  o n ly in c r i s i s  s i t u a t io n s  t ha t  p e o p l e  r e a l l y a c t . "  
B r i e f e d o n  t h e  I C L C ' s  p r o p o s a l  f o r  t h e  c r e a t ion o f  an In t er ­
n a t i o n a l  D ev e l opment Bank t o  r ep l a c e  t h e  d o l la r -b a s e d ins t i ­
t u t i o n s  o f  in t er na t ion al mo n e t a r y  and t ra d e  ma t t er s ,  Hoady 
r e sp ond ed , "Why I f i nd t ha t  very c ommend ab l e . We  n e ed p e o p l e  
l i ke yo ur s e l v e s  who a r e p r e p a r ing t h e  wa y f o r  a s o lu t ion b e f o r e  
t h e  s i t u a t ion  g e t s  c omp l e t e l y  o u t  o f  hand . "  O n  t h e  q u e s t i o n  
o f  d eb t  mo r a t o r ia : " I t  ma k e s  s en s e  t o  m e  b u t  m y  c o n c e r n  i s  t ha t  
i t  w i l l  t i e  up l i qu id i t y ,  wh i c h  w i l l  n o t  b e  ava i l ab l e  f o r  mun i­
c i pa l i t i e s  and g ov e r nme n t s . "  Howev e r  h e  r e s p o n d e d  wit h in t e r e s t  
t o  t he p r o p o s a l  f o r  n ew c r ed i t  in s t rumen t s  t o  avo id  s u c h  a 
f r e e z e .  

Bank Arb i t r a g e  P r o f i t s  Ab o u t  t o  End 

Dur ing t h e  p a s t  mo n t h  and a ha l f  t h e  b o u ya n c y  o f  t h e  
U S  c r e d i t  ma r k e t s  and t h e  p r o f i t -making o p e r a t i o n s  o f  t he 
N ew Y o r k  ban k s  have b e en b a s ed o n  t h e  e a s y  money p o l ic y  o f  
t h e F e d e r a l  R e s er v e , t h e  c o l l a p s e  o f  p r o d u c t i o n , and ind ir e c t l y , 
t h e p r in t ing p r e s s  op e r a t i o n s  o f  t h e  Bund e s bank ( t he W .  Ge rman 
c e n t r a l  bank) in s u p p o r t  of the d o l l a r . 

To  summar i z e  b r i e f l y : 

P.O.  Box 1 972,G . P .O. , New York, New York, (21 2) 279-5965 
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The F e d ' s  e a s y  money p o l i c y , c omb ined w i t h  t h e  hu g e  
s u p p ly o f  Tr e a s u r y  b i l l s , h a d  t h e  d ir e c t  e f f e c t  o f  d r iving 
d o wn t h e  F e d Fund s r a t e  { in t e r -b a n k  o v e r n i g h t  money t o  
inv e s t  i n  Tr e a s u r y  b il l s  and run u p  t r emend o u s , p r ed i c t a b l e  
a r b i t r a g e  p r o f i t s .  

The  b a n k s ' a b i l i t y  t o  r e ap ar b i t r a g e  p r o f i t s  ha s now 
c ome to an end . 

La s t  w e e k , t h e  Tr e a s u r y  b i l l  r a t e  d r o p p e d 3 0  b a s i s  
p o in t s , wh i l e  t h e  F e d  f u nd s r a t e  d r o pp ed o n l y  9 b a s i s  p o in t s , 
v i r t u a l l y  e l im i n a t i ng t h e  s p r ead b e t we en t h e  two . The r e a s o n 
f o r t h e  mo r e  r a p i d d r o p  o f  t h e  T r e a s u r y  r a t e  i s  d ir e c t l y  
a t t r ib u t a b l e  t o  t h e  inc r e a s in g  r a t e  o f  c o l l a p s e  o f  a c t u a l  
p r o d u c t ion  a n d  i t s  in t e r s e c t i o n  w i t h  t h e  o u t b r e ak of  maj o r  f in ­
anc ial c r i s i s . S avi n g s  b anks , t r u s t  d e p a r tme n t s  o f  c ommer c i a l  
b a nks , a n d  i n s u r a n c e  compan i e s  a r e g o i n g  heav i l y i n t o  Tr e a s u r y  
s e cur i t i e s  b e c a u s e  t h e y  r e pr e s en t  a s a f e  a s s e t a n d  inv e s t ment  
o u t l e t  whe n  p r o d u c t ive inv e s tm e n t  and l o an o u t l e t s  c o l l a p s e , 
b ec ome r i s ky , and p r o d u c e  l i t t l e r e t u r n . 

A s p o k e s man a t  M o r g a n  Gu a r a n t y  T r u s t  in N ew Y o r k  c o n ­
f_�):'_m ed ,tJ�i s� , f l i g h t  in to s a f e  Tr e a s u r i e s . Over t h e  p a s t  t h r e e  
w e e k s , a c c o r d in g  t o  t h e  G o v e rnm ent S e c u r i t ie s  D ep a r tment 
at  Mo r g an , inv e s t or s  hav e b e en moving o u t  o f  c omme r c ial paper 
and c o r p o r a t e  b on d s and in t o  Tr e a s u r i e s . Th i s  week al one 
c ommer c i a l  and ind u s t r i a l  l o a n s  a t  the New York b anks d r o p p ed 
b y  $ 2 5 3  m i l l io n . 

Howev e r , t h i s  r u s h  i n t o  Tr e a s u r i e s  ha s d r iv en d o wn, t h e  
Tr e a s u r y  r a t e  t o o  low t o  r ep r e s e n t  a p r o f i t a b l e  inv e s t ment f or 
c omm er c i a l  b anks . W i t h  t h e  s imul t an e ou s c o l l a p s e  in l o a n s  t o  
c o mmer c e  and indu s t r y  - - n o rma l ly t h e  mo s t  p r o f i t a b l e  s i d e  
o f  b a n k i n g  a c t iv i t y  -- i t  b e c om e s  c l ea r  t h a t  a g e om e t r i c a l ly 
inc r e a s ing p r o p o r t io n  o f  b a n k  r e s er v e s  and d e p o s i t s  a r e  n o t  
b e ing t u r n e d in t o  p r o f i t -making a s s e t s .  I f  t h e  F e d a t t emp t s  
t o  b a i l o u t  t h e  b a n k s  t h r o u g h  l i qu i d i t y  and r e s er v e  in f u s i o n s , 
i t  w i l l  no t s o lv e  t h e  p r o b l em .  S u c h  an in f u s ion w i l l  s imp ly 
c l o g  t h e  b a n k in g s y s t em wi t h  a ma s s  of p a p e r  r e s er v e s  inca p ab l e  
o f  b e in g t u r n ed i n t o  p r o f i t ab l e  a s s e t s . 
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Rami f i c a t i o n s  in t h e  C u r r e n t  C r i s i s  

T h e  a b o v e  d ev e l opm en t s  a r e  p r e c i s e ly why b o t h  G e o r g e  
Ba l l  and P e t er P e t e r s on  o f  L e hman B r o t her s in New Y o r k  a r e  
s o  o p po s e d t o  l e t t ing New Yo r k  C i ty  d e f a u l t . A t  a t ime 
wh en t he l a s t  p r o f i t  making o u t l e t  o f  the New Y o r k  b a n k s  
a r b i t r a g e  - - i s f o ld i n g , a d e f aul t o n  t h e i r New Y o r k  C i t y  
a s s e t s  wo u l d  j u s t  a b o u t  f i n i s h  o f f  t h e N e w  Y o r k  b a nks . 

I n  c on t r a s t , t h e  C h i c a g o  and C a l i f o r n i a  b a n k s  d o  n o t  
s e em up s e t  t h a t  t h e  R o c ke f e l l er - c o n t r o l l e d  New Y o r k  b anks  
may be  f o r c e d t o  t ak e  i t  on  the  c h i n . 

I t  s e em s  c l e ar now t h a t  t h e  var i ou s  New Y o r k  C i t y  
b a i l o u t  p r o p o s a l s  d o  n o t  s t and a c h anc e o f  b e ing p a s s ed b y  
C o ngr e s s  in t ime t o  s t op  a d e f a ul t on D e c . 1 .  F e d  Cha irman 
Ar thur B u r n s  in t e s t imony at the S e a n t e  Banking C omm i t t e e la s t  
week p r e d i c t ed t ha t  a d e f a ul t i s  now inev i t ab l e . B u r n a ' own 
r e s p o n s e ,  a c c o r d i ng t o  t r a d e r s  a t  Mor g a n  Guar a n t y  and I r v in g  
Tr u s t , w i l l  b e  a l ower ing o f  t h e  d i s c o u n t  r a t e .  T h i s  p r o p o s a l  
i s  in l in e  w i t h  Bur n s ' c o n s i s t en t  p o s i t i o n  t ha t  wha t ever h a p p e n s  
t o  N e w  Y o r k  C i t y , New Y o r k  b a n k s  w i l l  b e  ba i l e d o u t . 

The N ew Y o r k  b anker s ,  howev e r , a r e no t t he l e a s t  b i t  c a lmed 
by Bur n s ' a s s u r an c e s . As s ev e r a l  have ind i c a t e d , as far as t h ey 
a r e  c o nc e r n e d , t h e  Bu r n s  a c t i o n  i s  t o o  l i t t l e  and f ar t o o  l a t e . 

P.O.  Box 1 972, G . P. O . ,  N ew York, N ew York, (21 2) 279-5965 
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