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EUROPEAN CURRENCY CRISIS 
. SIGNALS INTERNATIONAL BREAK DOWN 

NEW YORK , Jan . 25 (IPS ) -- The Italian Lira crisis -- which began 
when Rockefeller banks and multinationals launched a wave of specu­
lation against the Italian currency in an attempt to force forma­
tion of an austerity cabinet in Italy -- has , by the week ' s  end , 
produced what is unquestionably an uncontrollable situation on the 
international financial markets . This situation now threatens to 
turn into a full- fledged chaotic breakdown of trade and finance. 

At the present moment , billions of dollars have flown into 
New York from the weaker European sectors in the elusive search 
for quick profits. The Banque de France alone has reportedly lost 
$1 billion in central bank reserves - - approximately one-sixth of 
its chiefly-borrowed foreign currency holdings -- over the pas t 
three days to support the French Franc . The Bank o f  Italy , mean­
while , has supported the Lira by more than the official $560 million 
since Jan . 1. Italian foreign currency reserves have eroded from 
$2 billion last July , to a point of virtual exhaustion at their 
current $500 million level . The Lira depreciated by a full 12 per 
cent on the black market last week , at the same time that a full­
fledged run on the French Franc and the British Pound also developed. 

While the New York Federal Reserve Bank has mameritar
'
ily 

calmed the stateside currency markets via unprecedentedly large 
and frequent interventions , panicky holders of European currenc ies 
have moved into such "profitable" short-term outlets as U. S.- Treas­
ury bills and stocks of debt-ridden , profitless corporations on 
the New York and Tokyo stock exchanges . The purchases of $1. 8 
billion in short-term U.S. Treasury paper last week by the Fed 
for foreign accounts , although a reflection of the pullout of Arab 
funds from Europe , hardly reveals the real magnitude of funds flow­
ing into New York. 

In conception , this massive flow of funds was intended to 
provide much-needed liquidity for the New York banking establ.ish­
ment, while at the same time forcing a general wave of 'currency 
devaluations in the European sector . The devaluations were in turn 
to improve the profitability of the generally bankrupt multinational 
and Eurodollar sector. European workers were to pay for this add i­
tional profit margin to Rockefeller through bone-crunching austerity 
imposed by police state regimes -- most immediately in Italy . 

. 

Things have not gone according to plan . The operation , which 
provoked the shutdown of the Italian foreign exchange and stock mar­
kets earlier in the week , has thrown international trade financing 
into chaos , and created a new pool of speculative , profit-hungry 
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liquidity in New York (where, as is well known, there are no pro­
fitable investment outlets) which could flow almost anywhere in the 
globe at moment's notice -- triggering a new crisis outbreak. It 
is like a bomb about to explode. 

For Italy itself, all foreign currency-dependent trade has 
become out of the question. So severe is the panic within the coun­
try, that all credit spigots have had to be turned off. No one 
can be sure of the future value of the Lira by the time these debts 
will come due. 

There are also reports that multinational corporations are 
joining in the panicky flight of capital by delaying receipts on 
their accounts receivable from abroad and pre-payments on import 
orders already contracted out. 

Chase Manhattan Triggered the Crisis 

Both angry Italians and New York financiers made no secret of 
the fact that the crisis was deliberately provoked to force an aus­
terity government in Italy and devaluation of the Lira. 

Mused the Italy desk at Manufacturers Hanover Trust in New 
York: "Europe has too much trade. The Lira, the Franc are over­
valued. Devaluations are good." The consensus among banking cir­
cles was: if these European countries are ever going to repay their 
debts then a military-political solution is the only one that will 
work. For that, what is needed is a devaluation of European cur­
rencies to discourage imports and strong governments of national 
unity to impose the austerity conditions necessary. 

Gabriel Kerekis, a consultant to Salomon Bros. of New York 
and other New York investment banking houses and an old friend of 
David Rockefeller, supported a 15 to 20 per cent devaluation of 
European currencies, triage of European industry and trade, stepped­
up conventional arms production, government works programs. "Let's 
face it, from our side, it will improve liquidity alL around --
from your side, it will be very hard on some people," declared Ker­
ekis. 

The Italian daily, II Globo, linked to the Cefis faction of 
the Christian Democrats, blasted the New York banks for provoking 
the speculative run on the Lira. This prompted a pro-forma "offi­
cial" denial of Chase Manhattan'a involvement in the affair by the 
chief of the bank's Italian subsidiary. 

Further proof that the operation was run out of New York came 
when West Germany's Atlanticist Finance Minister Hans Apel, emerged 
from an emergency session of the West Ge�man cabinet and announced 
that "Italy can take care of itself by itself." In other words, 
there would be no repeat of West Germany's $1 . 2  billion gold-col­
lateral loan to Italy of last year. 

By Jan. 2 1, however, the spillover effect on all European 
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countries, and primarily France which was supporting the Franc 
with hundreds of millions of dollars per day (France had already 
been forced to absorb $1 billion during all of December), the panic 
movement of capital from Europe, and the impossibility of putting 
together a strong government in Italy, had completely changed the 
situation. There was panic on Wall Street and at IMF headquarters 
in Washington, D.C. While the u.s. press was coyly playing down 
the crisis as a purely "Italian phenomenon" which had effectively 
been-contained (and besides, Italy had plenty of gold reserves), 
New York bankers were in constant communication with the IMF to find 
out whether that institution was considering emergency aid to Italy. 

According to an IMF spokesman, never had so many calls been 
received from New York bankers before. The Fed in Washington and 
New York was referring callers to the State Department. The State 
Department, in turn, was directing all phone calls to the u.S. 
Treasury and vice-versa. 

Said the market trading chief of a New York bank: "An Italian 
government cannot be formed quickly. We have to move quick. I 
have indications that Italy could declare a debt moratorium. If 
Italy does, then France and Britain will be next, followed by Latin 
America and Africa." A bank analyst at an international investment 
banking house conceded: "The thing is slipping out of our hands." 

Rumors of an imminent devaluation of the French Franc were 
widespread despite assurances to the contrary by Finance Minister 
Fourcade. Market sources reported that such a devaluation would 
lead to chain-reaction devaluations of currencies of France's 
trading partners to protect their export-competitiveness. A stage 
of world-wide economic collapse where outlets for a "rate of return 
on investments" had dried out spelled wholesale movement out of 
paper holdings and into gold and other commodities. 

The Crisis of Confidence 

The phenomena which is now increasingly being described as a 
"crisis of confidence" in Europe's continued economic viability is 
the direct result of the Rockefeller-linked financiers' explicit 
policy of collecting debts at all cost. Since the 1 9 73 oil hoax, 
the point at which this policy became operational, Western Europe 
and Japan have gutted their industry and trade, depleted their cen­
tral bank reserves, and weakened their balance of payments and cur­
rencies in support of the Dollar debt empire. 

For example, France's total foreign indebtedness is more than 
double its 45 billion French Francs in currency reserves and gold 
holdings valued at the official price of $42 an ounce. Italy's for­
eign currency reserves now stand at $500 million, hardly enough to 
support one month's worth of imports even at their current abysmal 
levels. Britain's bankrupt state hardly needs elaboration. 
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The insane attempt by the New York banks to provoke a controlled 
devaluation of the Italian currency could not possibly succeed under 
the circumstances. 

As an Executive Director at the IMF outlined: a "strong Italian 
government that includes the PCI" and is able to restore confidence 
for the controlled devaluation of the Lira to take place cannot 
be put together for at least a few weeks. The Jan. 24 west German 
daily Frankfurter Allgemeine Zeitung debunks the possibility of 
formation of a government that can repay the debts of Italy. 

The situation became immediately uncontrollable as open fac­
tionalization broke out in Italy on the issue of fascist austerity 
that the devaluation scenario entailed. The Italian Socialist Party 
(PSI) and the Cefis-faction within the Christian Democrats are oppos­
ing devaluation and austerity while FIAT head Agnelli and the agent 
leadership of the Italian Communists want it. The Christian Demo­
cratic Budget Minister, Sr. Andreotti, in a statement yesterday, 
made it plain that the Italian crisis must be solved in a fashion 
that takes into account both Italy's relations with the rest of 
Europe and improved relations with the socialist countries. He 
made specific mention of the fact that no solution is possible 
without dealing with the debt question. 

Debt Moratoria -- the Only Way out 

The spectre of debt moratoria on dollar-denominated debts be­
came even more real this week when the IMF Executive Board in meet­
ings with a visiting delegation from the Bank of Italy in Washing­
ton, D.C., panicked at the unexpected turn of events and tried to 
regain control of the situation by agreeing to a debt rescheduling 
on all of Italy's short-term private and public debts -- $3. 4  bil­
lion -- without conditions. Said an IMF official: "You can't im­
pose conditions on a loan to Italy at this moment with nobody to 
implement them. II The IMF has given up on ever collec"ting Italy's 
debt. 

It would be useless to speculate on how Britain, France, etc., 
not to mention the Third World countries, will react to this pre­
cedent-setting move on the part of the IMF and New York banks. 

In one sense, the IMF and the New York banks have at least 
realized the utter non-implementability of their' controlled-deval­
uation, massive import cutbacks, wage austerity, conventional arm­
aments production scenario as outlined in the notorious Tindemans' 
Plan -- named after its author, the Belgian Prime Minister -- and 
have moved quickly to reschedule Italy's debts. More imbecilic, 
however, are those European press outlets, industrialists, and 
leaders in Europe who see in the plan an austerity approach to the 
problems now plaguing Western Europe. Industrialists, both in 
Italy and France, have deferred receipts on accounts receivable 
from abroad and have made advance payments for imports, thus caus­
ing further pressures on their own currencies. The solution is 
analogous to a man eating his own leg to reduce his calorific in­
take requirements. 



A5 

Wage austerity and import cutbacks will only further destroy 
the productive base of advanced sector economy -- the only base 
that can provide a "rate of return" on investments. Thus, even 
from the standpoint of self-interest of advanced sector entrepre­
neurs, debt moratoria on dollar debt and a new institution to issue 
credit for triangular trade-based production are the only solution 
to this worst economic crisis since the Spanish bankruptcy of the 
Sixteenth century. 

Currency devaluations, if implemented, will only lead to a 
geometrical increase in the $23 billion trade deficit for non-U.S. 
OECD countries in 1976. The projected 15 billion French Franc de­
ficit projected for 1976 -- the French Trade Ministry projections 
that triggered the run on the French Franc -- will only worsen if 
the Franc is devalued, leading to further devaluation and so on. 
That course is nothing short of suicidal. 

European Recovery a Fraud 

As the European currency crisis revealed, the widely touted 
"European recovery" is a complete fraud. What was being called re­
covery, was a support operation, based almost solely upon inflation­
ary government and consumer credit expansion, aimed at propping up 
key sectors such as auto and housing, just enough to keep steel 
and other producer goods sectors from going down for the count. 

Now as far as the eye can see across the European continent, 
this so-called recovery is in ruins. As a key indicator, the balance 
of payments picture -- which was said to improve in 1975 -- is now 
rapidly deteriorating. The market for European exports is collaps­
ing after barely holding steady last year. Meanwhile the ruse 
of bloated "improved balance of payments" pictures -- a policy of 
severe import cuts -- now must be scrapped. Stocks of imports that 
had been used over the last year are depleted, and the import cuts 
can no longer be maintained -- even at reduced produc"tion schedules. 

Similarly, firms that had reduced credit needs for 1975 due to 
severe production cutbacks are now looking to borrow again -- not 
to increase production but to pay off debt. It is now projected 
that they will put such a demand on the weak national sector bank­
ing systems that foreign capital will have to be raised, as was 
done in 1974. However, corporate profits are so poor for last 
year that most firms are given almost no chance of raising the 
much-needed capital abroad. 

Barring the institution of debt moratoria against dollar-de­
nominated corporate and national debt, Europe will fall into a cy­
cle of import cuts, export wars, and the inevitable currency de­
valuation wars. This in turn will only force increased production 
cutbacks, deterioration of corporate profits, and recurring waves 
of corporate and bank liquidity crises. 
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Already this week, the Italian press warned that the "wine 
war" no underway between France and Italy was in imminent danger 
of becoming a full-scale all-front trade war. 

BRD: Schwindelkonjunktur 

This Schwindelkonjunktur (fraduluent upswing) phenomenon is 
most graphically related by West German (BRD) production figures. 

Over the year, auto production was held to a 3 per cent posi­
tive growth rate through a huge expansion in consumer credit created 
by a 25 per cent Bundesbank ordered increase in the money supply. 
This produced a 30 per cent growth in domestic sales. Foreign sales, 
however, fell by 15 per cent, with a 22 per cent decline in u.s. 
sales. The machine tool sector experienced a similar phenomenon. 
In the first half of the year it experienced a 14 per cent positive 
growth in domestic orders -- thanks to government tax subsidies -­
while foreign orders plummeted 25 per cent. Through such artificial 
manipulations, figures for overall machine tool production fell by 
only 8 per cent. 

The demand effect of these two major sectors on the rest of 
the BRD economy is the only thing which prevented a full scale 
collapse. Still, figures for 1975 production reflected drops 
of 22 per cent in steel, 16 per cent in chemical, 15 per cent in 
textiles and clothing, 10 per cent in construction, and 9 per cent 
in total machinery. 

As these figures were released, news broke that the production 
collapse is already translating into a building wave or corporate 
bankruptcies. Most corporations are already "broke but don't know 
it," as the widely read trade paper Handelsblatt bluntly stated Jan. 
22. Along these lines, a DM 200 million bailout had to be extended 
this week by the regional creditbank to 450 small and medium firms, 
mainly in the machine tool sector, in the Stuttgart area. As is 
the case with such operations, nothing is really solved -- only 
postponed: the corporations merely consolidated debt, the 

,total of 
which far exceeded the amount of the bailout. 

French Payments Deterioration 
Subverts Franc 

In France, where the same process of auto and public construc­
tion credit held up production, as exports fell drastically, the 
balance of payments situation broke decisively for the worse in 
December. "The government lost its gamble with import cuts, " com­
mented the Jan. 19 Le Monde in reporting a 289 million Franc trade 
deficit for the month. For France the worst is yet to come. The 
December deficit still left the country with a 6 billion Franc 
trade surplus for the y.ear, due to an 8 per cent cut in imports • 
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Thus when Banque Parisbas on Jan. 20 predicted swing back to 
the 1974 pattern with a projected 12 to 15 billion Franc payments 
deficit for 1976, pressure on the Franc broke out into the open. 
"People don't realize how fast the Franc will fall • • •  Everyone 
expects the Italian economy to weaken -- when they realize the ex­
tent of the French downturn then the Franc will fall faster than 
the Lira," noted a Director of Foreign Exchange at a major New 
York City brokerage house. 

The pattern includes, the same source indicated, vast increases 
in the needs of French industry to borrow overseas under conditions 
where debt service to turnover ratios range from 10 to 25 per cent. 
The source projected a rise in 1976 Eurocurrency borrowing from 
1975 levels of $461 million back close to the 1974 level of $3.3 
billion. French government-guaranteed issues of French utilities 
bonds in New York alone have already reached $200 million this year, 
compared with a total of $310 million total u.s. bond issues for 
French industry in 1975. 

As in West Germany, French auto sales rose 16 per cent and 24 
per cent respectively in October and November -- all through consu­
mer credit expansion. Meanwhile, industrial production fell 20 per 
cent in steel, 15 per cent in chemical, 25 per cent in machinery, 
and 20 per cent for oil importing and refining. The Jan. 23 Corriere 
della Sera, the Italian paper, as an omen of what is on the immediate 
horizon, reported that over the last six months of the year, French 
exports fell 25 per cent in metal manufacturing, 20 per cent in iron 
and steel production, 11 per cent in chemical, and 68 per cent in 
fertilizer production. 

Italy, Japan Reflect Trend 

Italy and Japan broadly reflect the same trends. The 197 5 
"miracle" turnaround in Italy's balance of trade -- a deficit of 
$3.5 billion for 1975 as compared to a deficit of $11 billion the 
year before -- was due primarily to a 10 per cent drop in imports 
coupled with a 15 per cent export upturn largely accounted through 
trade with the East Bloc. Overall industrial production fell 1 2  
per cent under the import restrictions and the artificial mainten­
ance of 12 per cent prime lending rates throughout the year. Cor­
porate deficits rose to $4.5 billion by year end, and industrial 
raw material stocks were totally depleted. 

This week, as Italian industrial demand for import credits 
became intense, official projections of an increased balance of 
trade deficit in 1976 of from $5 to $6 billion helped fuel specu­
lation against the Lira. 

In Japan, the so-called recovery was maintained by replacing 
West Germany as the number one exporter of automobiles to the U.S., 
cashing in on the u.S. credit wave,\while expanding domestic consumer 
credit for a 20 per cent increase in domestic auto sales. However, 
production of steel and other basic industries fell 10 to 15 per 
cent. The instability of the Japanese picture is shown by the fact 
that even though here trade deficit was reduced to $ 2  billion, a 
third of what it was in 1974, this was accomplished through a 7 per 
cent drop in imports. Exports rose by only 0. 5 per cent -- a post-war 
record for flatness. Exports to the U.S., Japan's major trading 
partner, fell a full 13 per cent. Forecasts for 1976 exports 

a�e for continued dullness. 
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NEW YORK , Jan . 25 (IPS ) --Industrial production in the United States 
has now clearly entered the next phase of its ratchet collapse . 

U.S. automakers , after examining shrinking sales figures and 
their own inventory pile up , announced plans to place 17,50 0 workers 
on' "temporary" furlough during February. The auto industry , which 
had been trumpeted during recent weeks as the principal component of 
the "recovering" economy, now appears headed for an even more drastic 
shutdown of capacity by early spring. 

Chrysler Corp , in particular , which has been tottering on the 
edge of bankruptcy for more than a year , has seen its inventories of 
unsold cars rising again to precarious levels , going from a 74 day 
stock in November to 91 days in December while statistics revealed 
that its share of the shrinking U.S. market declined drastically . 
The same inventory run up, created by inc�eased production schedules 
over the last 2 months has also occurred among other automakers. 

Production schedules for the entire first quarter are still based 
on the projection of producing 30 0,00 0 more autos than anticipated 
sales . 

The Commerce Department's announcement this week that consumer 
durable goods sales -- of which autos are a significant component-­
fell 5. 1 per cent for the week , has prompted auto industry executives 
to reevaluate production schedules on a week-to-week basis -- a pro­
cess last used during Fall-Winter 1974 which saw nearly half the in­
dustry shut down. 

On Jan. 22, the Commerce Department reported that December fig­
ures for durable goods orders (orders for products suc.h as machinery 
which are essential to industrial production) were down 0.5 per cent , 
continuing their four-month decline. If orders for transportation 
equipment , including autos , are excluded from these figures , orders 
for all other durable goods fell a whopping 4 .4 per cent. The drop 
was so precipitous that Herman Liebling , the U.S. Treasury's top 
staff economist, would only comment that the numbers "don ' t  seem to 
make any sense." -- especially in light of the government's insane 
talk of a strong recovery . 

The weakness in auto and durable goods will soon trigger a ratch­
et shutdown among suppliers of those sectors- especially the steel 
industry . Total steel shipments for 1975 were under 8 0  million tons , 
compared to 1 09 million tons in 1974 and more than 30 per cent be-
low the estimated capacity of 135 million tons. Production in the 
fourth quarter was only 20  million tons. 

As a result, Armco and National , the U.S.'s fourth and fifth 
largest steel producers respectively reported this week that their 
fourth quarter earnings fell by over 5 0  per cent. 
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The only area for increased orders in recent weeks, according 
to industry purchasing agents, has been in sheet metal from the auto 
industry, which consumes 20 per cent of industry output. With the 
bottom having already fallen out of everything else, steel industry 
executives are privately mapping plans for new shutdowns. 

Even assuming that auto orders were to hold up -- which no one 
assumes any more -- steel analysts had projected steel production 
for the first quarter of 1976 to be under 22 million tons. No one 
seems to have any idea what could reverse this situation and are 
reaching for some non-existent scheme. When asked where orders would 
come from to reverse this disastrous situation, one analyst replied, 
"Ford's energy program," referring to the recent Project Independence 

energy pyramid schemes put forward by Vice President Rockefeller and 
most recently proposed in the state of the Union message. He would 
not elaborate on how this would work or what would happen if Congress 
rejects the Rockefeller plan. 

This collapse of basic U.s. industry is greatly exacerbated by 
the rapidly deteriorating international economic situation. The de­
mand for commodities such as copper,iron, steel, etc. has collapsed 
over the last period and major U.s. producers are being caught in 
the s�ueeze. Kennecott Copper for example, reported that its fourth 
quarter earnings were down 56 per cent due to the collapse of the 
market price of copper. 

Similarly, multinationals are now having the profit pictures for 
the European and Third·World subsidiaries fall apart. Most won't be 
as lucky as near bankrupt Chrysler which forced the insolvent Brit­
ish government to bail it out under threat of closing up shop in 
Great Britain. 

RETAIL SALES PLUMMET 

On top of this, the Commerce Department this week also reported 
that retail sales fell for the first time in four weeks, destroying 
the fantasy of advocates of a so--called "consumer-led recovery." 
According to one Wall St. analyst, despite all the talk in the press 
of a strong Christmas season, retail stores are maintaining a bare­
bones inventory position since they "lost their shirts " during the 
collapse last year and don't want to be caught in a similar position. 
The analyst discounted any reports on sales increases, saying that 
because of high fixed costs retail stores were pushing thier mer­
chandise out the door at the expense of their profit margins. Sev­
eral maj or chains are reported to be near insolvency. Even a pro­
fessional optimist like Assistant Commerce Secretary James Pate ree 
luctantly admitted that consumer spending would not be able to pro­
vide an impetus to to the much-publicized "recovery." 

THE CREDIT COLLAPSE 

The Federal Reserve Bank of New York reported Jan. 22 that 
Commercial and Industrial loans by the maj or New York banks dropped 
by $300 million in the past week, bringing the three week decline 
to $1.7 billion -- a rate unprecedented since the last Great De­
pression. The inability of the banks to make loans, and hence create 
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demand deposits, was reflected by a further drop of the basic money 
supply (Ml) by $1 billion this week bringing the total drop to some 
$3billion over the last two weeks. 

James O'Leary, vice-chairman of the U.S. Trust Co., said that 
under these circumstances supplying reserves to the banking system 
by the Federal Reserve SYf?tem was like "pushing on a string." 

The apparent excess funds generated by the collapse of production 
has already driven down all short and long-term rates. Holdings 
of Treasury securities by New York banks fell more than $750 million 
last week, as the spread between three month Treasury bill rates and 
the Federal fund rate narrowed to one basis point. (a basis point is 
1/100 of a percentage point) Large Certificates of Deposits -- one 
of the principal sources for generating bank income-- fell over $650 
million during the week, $ 2 billion over the last three weeks. This 
unprecedented drop is an indication that people are shying away from 
credit markets in search of more profitable speculative outlets. 

Billions of dollars held by insurance companies, pension funds, 
and other financial institutions are now pouring into Wall Street -­
a source of quick paper profits. The Dow Jones industrial average 
continued its-dizzying climb this week, on record trading volume. 
The average has climbed over 100 points in January. Prophets of re­
covery pointing to this sheer speculative activity claim that "pros­
perity is around the corner." The fact that the stock market is 
booming only because the economy is falling to pieces is eviden�ly 
something that most investors will fail to realize until after the 
bust -- which is in the offing sooner than most people dare imagine. 

BACKGROUND TO THE COLLAPSE 

The reasons for this renewed downturn are rooted in the so­
called "upturn" of April-September, 1975, -- which represented no 
economic upturn at all. 

The entire increase in production during this period was re­
lated to a slowdoWR in the rate of inventory accumulation as inven-

t . 
tories were passed on from manufacturers to the wholesale to the 
retail level. This inventory "swing" represented 80 per cent of 
all domestic investment over the same period. Meanwhile, capital 
spending in constant dollar terms dropped ten per cent, and housing 
and construction were severely depressed. Thus1 by fraudulently 
improvir.g corporate liauidity the collapse in capital spending and 
actual disinvestment represented by plant closings, etc., gave a 
short-term boost to the economy. 

Equally important, this "upturn" was accompanied by the actual 
collapse of working class income. To the extent there was any in­
crease in consumer sales it was entirely related to workers dipping 
into their savings to the tune of $30 billion. During these months 
personal disposable income actually dropped in constant dollar terms , 
a fact which can be most easily explained in terms of astonishing 
employment trends. From May to September 1975, the total workforce 
actually contracted by 3 million people, or 4 per cent. As a result, 
the entire increase in industrial pr9duction shown during that period 
must be accounted for by a record increase in productivity more 
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euphemistically known as speed-up. 
To the extent that transfer payments such as unemployment com­

pensation, and the 1975 tax cut financed a certain temporary expan­
sion, the process merely generated greater government debt, requir­
ing greater austerity measures to prop it up -- and so on in a 
downward spiral of collapse. 

The collapse of capital spending and consumer income put a brake 
on this so-called upturn as early as September. At that point, re­
tailers and wholesalers began to cut back orders from manufacturers, 
a trend which picked up in November when general orders dropped by 
0. 5 per cent and orders for durable goods dropped by 3.2 per cent. 
As a result, October and November industrial production growth rates 
plummetted by 50 per cent, hovering around zero. 

November represented a key inflection point in the new down­
turn. Reflecting the prev�ous drop in manufacturers orders shipments 
dropped by one per cent , the first such drop in five months. Bus­
iness sales also dropped by almost one per cent. Meanwhile inven­
tories at the manufacturing level increased , reflecting involunbary 
accumulation. This upturn foreshadowed the next ratchet in production 
collapse - now being felt. 

The November downturn would have been more precipitous had it 
not been for the artificial inflation of the consumer durable sector. 
This sector '-- and especially the highly touted auto industry was 
propped up by massive infusions of consumer credit while workers 
dipped further into savings for pre-Christmas buying. 

Fourteen months of massive inventory liquidation, layoffs,and 
construction and capital spending cutbacks has wrung from the econ­
omy huge amounts of funds that have flowed into the coffers of the 
nation�s financial intermediaries and institutional investors. With 
no outlet for productive investment these funds are starting to find 
their way back into the speCUlative dream maker -- the stock market. 

Analysts already estimate that investments in corporate bonds 
will be only half what they were a year ago, and that those invest­
ments related to manufacturing production will plunge from $11 billion 
to $2 billion. Investment in tax-exempt securities is. expected to 
drop 30 per cent. 

. 

The alternative investment is government securities, but the 
huge excess of funds is driving down interest rates here to the a­
bysmal level of other investments. 

Similar developments produced the 19 29 market crash. But there 
are two major differences between now and 1929. First, the liquid­
ity crisis is much worse: the ratio of the economy's debt to in­
come is at least four times greater today than in 1929. Second, the 
present stock market splurge reflects much .more a full-scale liquid­
ity crisis centered in the banking system throughout the entire bank­
rupt dollar sector. 

Since the ratio of debt to equity in the financial system rep­
resented by the relationship of huge bank loans to actual ownership 
instruments such as stocks, for example, is far worse than in 19 29, 
the outcome of the present crisis will not simply be a stock market 
crash, but an immediate full scale collapse of the banking system as 
well. 

WORKERS FACE EXHAUSTION OF BENEF ITS 

Approximately 65 weeks ago the biggest wave of layoffs hit 
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u.s. industry . By February and March those workers' unemployment 
benefits will run out . There is at present no legislation in place 
to extend those benefits .  The absence of any economic recovery -­
and the onslaught of a new downturn -- guarantees that those work� 
will not find new j obs . To survive, they will be forced onto the 
welfare rolls or forced to liquidate their savings or both . � 

At the end of December, thousands of workers -- .(there a,re no . 

statistics yet of how many) -- were informed that the "insured" un­
employment rate in their states was too low for them to be eligible 
for the 26 weeks of federally-funded supplemental benefits . 

Under federal law, eligibility for supplemental benefits is de­
termined by the "official" rate of uJ:lemployment among workers covered 
by regular state unemployment programs . These notoriously manipulated 
figures are lower than the actual j obless rate among all workers . 
Workers in the District of Columbia and 20 states, primarily the 
relatively well-off energy and agricultural producing states -- no 
longer qualify, because uhe employment picture statewide is too good! 
As of Nov . 22, 1975 188,000 workers in those states were receiving 
supplemental benefits . 

FORETASTE OF NELSON ROCKEFELLER'S NEW FEDERALISM 

President Gerald Ford is getting strong backing from Vice Pres­
ident Nelson Rockefeller for one of the ma j or policy proposals con­
tained in the State of the Union address of Jan . 19 -- the need to 
take responsibility for the delivery of social services out of the 
hands of big government and returning it to the states . As anyone 
who reads the papers realizes, these states are either bankrupt or 
near bankruptcy themselves and are now bowing out of picking up the 
tab for such costs . 

An examination of the problem of welfare payments reveals that 
the burden has already been shifted to the states and various muni­
cipal subdivisions . 

A researcher at the New York State Department of Labor indicated 
today that during Jan . - Sept . '75, the number of New Yo�k State resi­
dents on aid to dependent children federally-reimbursed relief re­
mainpd stable, while the general assistance roles -- those funded ex­
clusively by states and cities -- increased dramatically . He said 
that at first this trend was puzzling, because one would expect un­
employed workers with exhausted unemployment benefits to turn up on 
ADC relief . His explanation was that case workers were putting those 
workers, who were actually eligible for the federally-funded program , 
onto general relief because there was "so much red tape involved with 
getting them on the federal roles . "  

Much of the red tape is obviously designed to reduce the size 
of the federal welfare commitment . The new HEW secretary has made 
it one of his obj ectives to get the ineligibles off the roles . 
Ford's proposal :to tighten up federal control over "eligibility" is 
aimed at accelerating this process which will eventually leave hun­
dreds of thousands of unemployed workers without any relief what­
soever . 

According to this same researcher, more and more unemployed 
workers in New York State are turning up on welfare -- the state 
and locally funded program . A study he did following up what 
happened to the first group of workers who exhausted their 65 weeks 
of benefits last July showed this, and he had planned to update the 
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the study but too many peopae had been laid off from his staff to 
take on the project, he told IPS . 

GOVERNORS TO GRID THEIR AUSTERITY PLANS 

The National Governors Conference is reported to be gathering 
reports on the new state austerity budgets as they come out and 
will put together a comprehensive review by early next month . 

A researcher for the governors' group said today that pre­
liminary indications are that the northeastern and north central 
states will follow a near-identical austerity route, singling out 
welfare, education and health costs for the axe. 

The New York State Budget released by Gov. Hugh Carey this 
week targets these outlays. The $10.76 billion "no growth" budget 
calls for cutbacks of $11 0  million in education, $132 million in 
welfare and several tens of millions in health costs . 

THE NEW YORK CRISIS AGAIN 

As was predicted last week in this newsletter, New York city 
and state suddenly find themselves in the throes of a "new" fiscal 
crunch . The parameters of the crisis are the same as the last time 
around -- an inability to borrow additional c�pital and the inability 
to guarantee repayment of billions of existing debt . 

At a meeting Jan. 2 3  of the city's banker-appointed "government, 
the Emergency Financial Control Board (EFCB) New York Governor Hugh 
Carey told city officials that "new information"required that the 
city's current three year austerity plan be revised -- more severe 
cuts were necessary . While the newspapers cited figures showing 
that the city would lose $20 0 million in expected revenue according 
to the new State and Federal budget and another $89 million due to 
tax revenue shortfalls, the "information" that was prompting the 
Governor's action was being whispered in his ears by the New York 
banking community . 

These bankers, both the big Rockefeller banks and" the invest­
ment houses that have in the last week emerged as the Rockefeller ' s  
factional opponents, are extremely nervous about the more than $20 
billion in "soft" New York paper that they carry on their books as 
assets . Unless both the city and the state show an ever increasing 
commitment to repay this debt by administering new and severe budget 
cutbacks at all levels, these bankers reason, a time will come when 
all the patchwork schemes aimed at covering up the insovency of 
these institutions and the worthlessness of their securities will 
cease to be functional . As most investors realize -- though refuse 
to say too loudly -- the billions in New York paper is already 
worthless . However, as long as the debt service payments are met, 
then no one will dare call the bluff. But if the time ever comes when 
the bluff is called, then the Rockefeller banks and the investment 
houses will go broke together -- hence their alliance on the New 
York question. 

This week Carey finally concretized the "pain- that he called 
for in his State of the State message, submitting a zero growth 
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budget that slashed hundreds of millions from state education, wel­
fare, and health payments. 

Later in the week, New York' s l�ayor Abe Beame, who is also 
under pressure from the city's creditors to step up his austerity 
program, told the city council in his State of the City message 
that the outlook for the city's future was "bleak.- We can no lon­
ger afford such luxuries as the City University, several muni­
cipal hospitals, thousands of city workers and serices, the Mayor 
stated. These cuts will be "painful," Beame said, but there is no 
other way. 

During the height of last summer's fiscal crisis, David Rock­
efeller had in a letter dictated to and released by one of his vice 
Presidents at Chase Manhattan warned that the city "might not sur­
vive� what it was going to be asked to do. Beame said this week, 
that the city "will survive" but "you won't be able to recoqnize it." 

Over the last eight months the bankers have chopped up the city 
into little pi�ces, hocked its services to pay off their debt --
all in the name of "fiscal responsibility," when MAC couldn't do 
the job, they consolidated for a new onslaught under the EFCB. Now 
although they won't admit it publicl�, the least hysterical of 
these bankers have CaIne to understand that they have solved nothing. 
With the aid of the$ 2.5billion Federal loan, they have only post­
poned the collapse of their New York paper. Scream as' they may for 
austerity, their day of reckoning is fast approaching. 

At some point the city and state have to re-enter the now mor­
ibund bond market -- or default. A Standard and Poors official said 
this week that the city may be able to enter the bond market again -
"maybe twenty years from now." The state, he indicated was in better 
shape -- it could go back into the market maybe by April or May for 
"a couple of hundred million to test the water, its very'iffy' 
you know." 

But th.e state is slated to go into the market for a whopping 
$4 billion starting April, "if it doesn't sell," one bond trader in­
dicated, "then we will be in real trouble." The plan� are to reduce 
the offer1ng by slashing the state and city budget in progressive 
stages. But there is no way that the budget can be slashed enough 
to markp.t only "a few hundred million." 

And in the back of these bank�rs minds is the nagging thought 
that· they might t.ot even qet that -Far. Th� level of austerity they 
are d�manding is so incredible that �ome legisla tor or city official 
may get-. the idea to extend the morat,()riul'1 enacted by the state on 
$1.6 bi llion in city notes, rather �han "play ball" with the auster­
ity proposals. If :such a prop<"'sal comes up during the current session 
of the legislature, it j ust miqht pass. 

. 

$200 mil 'l i on in state aaenc'" nC)te� come due Feb. 15 while $ 2.5 
billion in stat.e not:es are S.i2�:,P';" ';" ') L(� rel:,'"emed between April and 
June. Ear:h of th'-"sr bec')me infle· t1t)D � )0�.1tS for debt moratorium 
"talk " and a ��ss,lbl� bill. 

While som(c� hyst.erico,l WC1JI St:rept people scream "it can't 
happen here," a few re:alize that it. iiJ· (,:<.'r1y has , as a State Su­
preme Court dec Ja!",�d last mont�l, :'. t-.s ;::;',11 qui -ce legal. 
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CAPITALIST POLICY: THE FUNDAMENTAL FLAW 

WASHINGTON, Jan. 25 (IPS) -- President Gerald Ford delivered a 
State of the Union message Jan. I 9 whose fundamental economic 
policy-commitment is identical to that of the Rockefeller fin-
ancier-interests whom he politically opposes. By acting 
.to preserve a self-aggravating austerLty economy such as the 
RockefellEar "invisible government" machinery is uniquely de­
signed to govern, the President has undermined his own extensive 
political efforts of recent weeks to cool world "hot spots", 
harness CIA covert operations, and dismantle the Rockefeller "in­
visible government." 

Ford pledged his administration to Schachtian austerity, 
energy boon-doggling and Schlesinger-size budgets for military 
production -- a program which will "Hooverize" the President in 
a matter of weeks, drastically exacerbating the economic crisis 
conditions for which it is purported to be a remedy. For that 
reason, the President and his backers must soon adopt Rockefeller 
political policies as well -- with or without Rockefeller. 

Ford proposes massive cuts in federal spending on social 
services, a simultaneous real-dollar increase in military spend-
ing and adoption of Rockefeller's Energy Authority dedicated to 
underwriting investment in slave-labor fuel-extraction projects. 
While state and local officials across the country are slashing 
services to balance their own budgets, a theme pervading the Ford 
message was the need for states and localities to assume even 
greater responsibility for social services. In this point of pro­
gram, Ford has removed the last shred of distinction between his and 
Ronald Reagan's presidential candidacies. 

Senator Edmund Muskie (D-Maine), speaking for the "Demo­
cratic opposition," attacked Ford's speech pro forma, but had no 
fundamental quarrel with austerity. Reflecting the views of those 
New York investment interests associated with former New York State 
governor Averell Harriman and former Undersecretary of State George 
Ball, the Maine Senator had only slave-labor "public works" jobs to 
add to Ford's measures, and generally distinguished his position 
only by a preference for "New Deal" over conservative traditionalist 
rhetoric. The concurrence of the Harriman-Ball faction with fascist 
austerity policies is otherwise reflected in Representative Henry 
Reuss' "Financial Institutions and the Nation's Economy" (FINE) study, 
which recommends a fascist overhaul of the U.S. banking system to fa­
cilitate intense austerity -- their extrapolation of Franklin D. Roose­
velt�sI933-36 "New Deal." 

The Harriman-Ball group, to an even greater degree than the 
President, has acted to defuse the Mideast and other�pbtential trig­
gers of nuclear conflict, while maintaining the underlying political 
and economic instability on which such Rockefeller war-making threats 
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are based. 

INDUSTRIALISTS FLINCH FROM DEBT MORATORIUM 

Due to an ingrained fear of debt moratoria and the inevitable 
collapse of the U.S. dollar, production-oriented industrialist layers 
based in Chicago, who have repeatedly reported their preference for 
detente, production and East-West trade for development, have found 
themselves in the predicament of being confronted with austerity and 
military production policies unprepared to advance an alternative. 
Typified by Defense Secretary Donald Rumsfeld, the Chicago grouping's 
current position is that of being dragged unwillingly toward adoption 
of those very domestic and foreign policy positions which they only a 
·few .. mont.hs,· ago were instrumental in banishing from the Executive 
branch of government in the "Halloween MasscJ.cre." 

At this week's Nuclear Planning Group mee�ing of NATO offi­
cials in Hamburg, West Germany, the pro-detente Rumsfeld found himsel f 
tossing out the Schlesinger tactical nuclear warfare doctrine only to 
replace it with pledges of a massive conveationRl arms build-up based 
on military production policies -- the quickest way to a new Cold War 
and ultimately, the "hot" war demanded by Schlesinger and Rockefeller. 

ROCKEFELLER LAUNCHES COUNTERMOVES 

The openings presented by these weaknesses were seized upon 
inunediately by the Rockefeller faction. On Jan. 21, fresh from the 
same Nuclear Planning Group meeting addressed by Rumsfeld, Belgian 
Prime Minister Leo Tindemans -- a member of David Rockefeller's Tri­
lateral Conunission -- renewed his push for ferocious austerity and 
European-wide a�ms industry integration for maximum conventional 
arms production. 

Within 24 hours of President Ford's austeri�y commitment in 
the State of the Union message, a run on the Italian lira deliberate­
ly provoked by the Rockefellers' New York banks forced the shutdown 
of the Italian foreign exchange markets and sent European cabinets 
into emergency session to contemplate the implied outQreak of an in­
ternational currency war. In IPS interviews, Chase Manhattan, First 
National City Bank, and Manufacturers Hanover executives identified 
the objective of their maneuver: European-wide currency devaluations 
favoring dollar-dominated debt and the formation of police-state gov­
ernments throughout the capitalist sector, capable of exacting from 
remaining �rade and production levels the means to pay debt. 

The lira crisis pointedly underscored the fundamental con­
vergence between Rockefeller and his Harriman-BalI-aligned opponents 
in the New York investment community: the Harriman-Ball faction fully 
supported the Italian operation, viewing it as a replay of the Mar­
shall Plan in which Averell Harriman was personally involved under 
President Truman. 
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KISSINGER SABOTAGES SALT 

It now seems certain that at least one Rockefeller opera­
tive will not survive to see the ultimate convergence of Harriman­
Ball and Rockefeller policies. Secretary of State Henry Kissinger, 
now on his way home from Moscow without a SALT II strategic arms 
limitation agreement, has further undermined his standing with 
the President, the Congress, and the public, by repeatedly and 
against the President's wishes introducing the Angola issue into 
the talks, and by turning down a Soviet offer of the type he 
"couldn't refuse." 

The ridicule heaped on Kissinger's wrecking efforts by 
Soviet leaders was reported avidly and in detail by the U.S. press, 
as the following exchange between the Secretary and Soviet Party 
leader Leonid Brezhnev and Foreign Minister Andrei Gromyko, report­
ed in the Washington Post, illustrates: 

Brezhnev: "I have no questions about Angola. Angola is 
not my country." 

Kissinger: "It certainly will be discussed." 
Gromyko: "The agenda is always adopted by mutual consent." 
Kissinger: "Then I will discuss it." 
Brezhnev: "You'll discuss it with Sonnenfeldt (a Senior 

State Department aide to Kissinger). That will 
insure cQmplete agreement. I've never seen you 
have a disagreement with Sonnenfeldt." 

With Kissinger delaying his return to the U.S. via a stopover 
in Madrid and still to give his side of the talks to Mr. Ford, the 
storm cloud over his SALT tactics is momentarily in abeyance. But 
it is noteworthy that Defense Secretary Rumsfeld assigned a senior 
Defense Department official to accompany Kissinger to Moscow and re­
port back directly on his activities. A Kissinger aide quipped: 

- "He's here to keep us honest." 
Kissinger was sent to Moscow by Ford under orders to bring 

back a SALT agreement or at least substantial progress toward an ac­
cord. Several sources speculated that the Secretary of State was 
being set up for a swift exit if he returned without an agreement. 
Now that he has returned empty-handed, these sources have renewed 
their speculation. The word got back to Kissinger who on his flight 
out of M03COW was forced to term rumors that he was about to resign 
as-exaggerated. 

On his return, Kissinger faces Congressional scrutiny of his 
requests for Angola aid, a controversy over his role in wiretapping 
government officials under the Nixon Administration, which could re­
sult in a perjury indictment against him, and release by the House Se­
lect Committee on Intelligence of damaging information on his role in 
directing covert operations in such nations as Chile, Cyprus, and An­
gola. It remains to be seen if Ford and anti-Rockefeller forces will 
now finally allow the ax to fall on Henry's neck. 
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MIDWEST CRITICAL OF FORD ECONOMIC PROPOSALS 

Prodded by the details of the Rockefeller banks ' role in the 
Italian crisis-details made primarily available in the U.S. by this 
news service, pro-development corporate interests in the U.S. began 
to stir, responC ing critically to the industrial collapse implied in 
Mr. Ford's economic proposals. After an editorial endorsing the Pre­
sident's State of the Union message in its first edition Jan. 2 ] , the 
Chicago Tribune printed strong denunciations of the Ford speech in 
news articles in later editions. Ford ' s  po lic ies, declared Tribune 
writers, are for " Alice in Wonderland, unreal, unlikely, and impossi­
ble to get through Congress." 

The Chicago Sun- Times called the speech "woefully inadequate, " 
and followed with a Jan. 2 2  editorial wondering aloud why Mr. Rumsfeld 
had replaced Mr. Schlesinger as Secretary of Defense, since the Presi­
dent's defense budget plans conform to Schlesinger ' s  massive designs 
perfectly. A su�sequent Sun-Times editorial assailed Ford for not 
taking steps to raise living standards. 

An alarmed spokesman for a midwestern capital goods industry 
told IPS Jan. 2 ]  that the U.S. Labor Party's International Development 
Bank, Emergency Employment Act and debt moratoria proposals were a 
topic of heated discussion among his colleagues following the State 
of the Union address. A spokesman for a leading Chicago bank also 
stated that these programs were "und�r consideration". 

U.S. Labor Pa-ty Presidential candidate Lyndon LaRouche's 
in-depth programmatic discussions with a number of Congressional 
of f ices, particularly those with midwest constituencies, intersected 
spreading news of the European currency cri.sis to generate second 
thoughts in even the White House on the State of the Union message. 
Backed up by a Labor Party announcement of a full mobilization of 
working class forces to block austerity . LaRouche's impact on 'the 
Congressmen was typified by one legislator's statement: "You have more 
recognition around here than Sargent Shriver." All of LaRouche ' s  con­
sultations focused on the gooss incompetence of austerity policies , and 
the need to block those policies by immediate movement around the Emer­
gency Employment Act and International Development Bank l !DB) proposals. 

Administration aides who were aware of these meetings and 
apprised of the New York bankers " military-political solution" for 
Europe encouraged IPS to brief all levels of government on these de­
velopments and to advance the U.S. Labor Party's solution. One aide 
indica�ed that the Administration might act if the Italian situation 
broke into the U.S. capitalist press. A counsel for an important 
economic policy-making agency reported that he is c irculating the 
IDB pamphlet through all Administration policy-making circles. 

But the pro-development Chicago group continues to be ham­
str ung by its fatal ineptitude in economics. One Chicago newspaper 
editor, discussing the new world currency crisis with an IPS special­
ist, said: " It's tough to find out What's going on. We don ' t  have an 
overview . I agree austerity is r�diculous , but no one but you people 
has anything else to say. ,i The same confusion was reflected differ­
ently by a board member of a ma j or midwestern co�poration, who empha­
sized to IP S his interest in creating productive j obs and real wealth 
on the basis of capital goods production -- but then labelled debt 
moratorium " a  hand-out. " 
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PLUGGING THE DIKES IN THE MIDDLE EAST 

The fundamental instability of the Harriman-Ford pro­
debt policy, and Chicago by inertia, was clearly discernable in 
this week's intensification of the Lebanese civil war under Kissin­
ger's direction. 

The Harriman-Ball forces in alliance with both French 
and Mideast political leaders have acknowledged the nuclear war 
threat in the Mideast and have taken steps to defuse the immediate 
threat. This week, the New York Times, along with the Chicago 
press, carried several frightened editorials on the Lebanese time­
bomb early in the week, warning against any outside intervention 
into the crisis. An aide to Senator Ted Kennedy (D-Mass) who has 
publicly associated himself with Harriman, told a member of a Jewish 
ladies' organization that the Senator was "in agreement with the 
French position" on the Mideast -- a reference to Gaullist leader 
Michel Debre's call for an international peace-keepi�g effort - -
and that Kennedy might make a public statement on Lebanon in the 
near future. 

" 

But their solution to the fighting - - a decision to thrust 
Syria's Assad dictatorship and the Palestine Liberation Army into 
the open role of policeman over the Palestine and Lebanese le ftists 
with Israeli support - - in essence implies the same war policy as 
Kissinger's: all-out massacre of the Palestinians by Syrian and 
allied Arab agents, with the accompanying threat of Israeli inter­
vention, provocative encroachments against Soviet strategic inter­
ests, and other destabili zing factors. 

HARRIMAN-BALL MOVE TO WREST CONTROL OF CIA FROM ROCKEFELLER 

Behind the current bi-partisan efforts un�er Averell 
Harriman '" s immediate direction to subord inate the CIA to the Pres­
ident and covert oper.tions to Executive foreign pol.icy determin­
ations are moves by the Harriman faction to dump Rockefeller and 
take over control of his covert operations machine for themselves. 

Following secret testimony by Harriman before the Senate 
Select Committee on Intelligence Jan. 19 , Church appeared on Jan. 
20 to propose that covert operations be subordinated to foreign 
policy and to announce that he will introduce legislation for a 
Senate oversight committee within ten

"
days. 

At the same time, the Rockefeller apparatus was .being 
assailed by such titillating exposes as the report by former net­
work newsman Sam Jaffe that maj or television newscasters, including 
CBS' Walter Cronkite and NBC's John Chancellor, work for the CIA. 

But sources close to the government have warned that once 
the Harriman-Ball grouping has dismantled the Rockefellers' private 
intelligence machine and wrested power in the CIA from the iron-
hat traditionalists, they may move to pass an American version o f  
the British Official Secrets Act to "protect" a "reformed" CIA - -
a move which would preserve the intelligence network for their own 
factional uses. Along these lines, Senator Church has also announced 
that he intends to sponsor legislation that would prohibit former 
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C IA and other ex-intelligence agents from publi shing information 
gained during their intelligence employ . The Harriman-Ball forces 
are displaying an awareness -- despite the fact that it has often 
been used against them -- that they will need the bulk of the 
Rockefeller "invisible government" apparatus intact in order to en­
force their own austerity policies. 

Press Ties To Intel l igence Agencies Exposed 

Jan. 25 (lPS)-To the surprise of no one 
: but the Rip Van Winkles of the j our-
: nalistic profession, it was revealed in a 

draft report leaked to the press by the 
House Intel ligence Committee this 
week that the international news · 
establishment regularly serves as a 
cover for Central Intelligence Agency 
operations in the USA and abroad. 
E leven unidentified correspondents 
were recorded as bona fide CIA em­
ployees and no less than 15 unnamed 
international news agenc ies were 
implicated as tools of U.S.  intelligence 
agencies in the Pike Committee report. 

By the t ime various  " re p o r­
ters"-including a self-confessed F B I  
stringer for CBS a n d  ABC-had 
finished hurling charges and coun­
tercharges across the airwaves and in 
newsprint, the principal British wire 
service ,  Reuters, had been identified as 
a prime playground for the boys from 
Langley, Va. ,  and such sacred cows of 
American journalism as CBS-TV an­
chorman Walter Cronkite and NBC-TV 
anchorman John Chancellor stood 
accused of " secret intelligence work" 
for the CIA. 

For those individuals who cannot act 
on the reality of this world until it is 
officially acknowledged next to the 
underwear ads in the New York Times,  
or mouthed by an aspiring TV 
comedian on the 11  o'c lock news , 
bourgeois press reportage of the Pike 
Committee revelations no doubt per­
forms a useful service.  

But as the major news agency 
responsible for breaking this story 
nationwide-New Solidarity first ex­
posed CIA control of the press in 
January 1974 and has thoroughly 
documented large parts of  the CIA 
press pipeline for the past two years 
-IP� now reports that present U . S .  
press coverage o f  the story is not only 
way overdue, but incompetent to the 
point Utat the coverage itself represents 

a clear example of " managed news" 
delivered direct from the organs of the 
" invisible government ."  

What has  been reported so  far are 
v a r i o u s  i n c i d e n t s  d e s c r i b e d  a s  
"isolated cases" in which the in­
telligence agencies planted agents " 
and, or stories in the press corps.  Thus 
FBI stringer Sam Jaffe , former foreign 
c o r r e s p o n d e n t ,  a c c u s e s  W a l t e r  
Cronkite and 239 other newsmen of 
working for the CIA. Cronkite denies 
the story ; the Pike Committee staffers 
say Jaffe is not a "reliable witnes s . "  
The reader i s  invited t o  speculate o n  
Cronkite-does h e  o r  doesn't  he?-with 
the implication that only if he turns up 
in an E. Howard Hunt red wig can one 
be sure. 

Or alternatively, it is reported that 
immediately following the bloody 1973 
coup in Chile engineered by Henry 
Kissinger. a CIA cover story released 
by the InterAmerican news agency was 
fed to 750 international press outlets .  
The implication is that this was  a "dirty 
trick" played on the press.  

What foolishness ! The international 
press itself is a gigantic conspiracy-in 
which wi l lful deceit is leavened only by 
stupidity and gutlessness-to per­
petrate massive organized lying about 
the news. 

The L a b o r  C o m m i t t e e s  h a v e  
described i n  detail how British In­
telligence agent Richard Crossman, the 
man who boasted that the Allies were 
going to "out-Goebbels Goebbels , "  and 
other agents designed and staffed 
Anglo-American news agencies to 
carry out psychological  warfare 
operations against their audience 
during World War II .  Graduates of the 
Crossman school like Edward R .  
Murrow became idolized lions o f  the 
U . S .  "free press" in the postwar period.  
The j ournalist who measures his  output 
by such standards is incapable of 
reliable reportage. 

The New York Times, on yesterday's  

op-ed page, features a column by one 
Michael Parenti portraying in detail 
how U . S .  bourgeois newspapers have 
universally applied the j ournalistic 
standards of George Orwell 's 1984 
"newspeak" to the Portuguese Com­
munist Party throughout 1975. The 
Times blithely continues to peddle the 
same lies about the PCP in the very 
issue in which they expose themselves. 

E very newspaper in the U.S .  is 
covering up the fundamental situation 
confronting the human race-the 
complete collapse of the world 
economy. The state of  bourgeois news 
on the worst depression in 400 years is 
reflected by the Financial Editor of the 
Christian Science Monitor, who told IPS 
this week immediately after the plug 
was pulled on Italy's currency-"Oh, 
yes the lira-that's  stronger than it was 
last year, isn't it. " 

To depend on the gentlemen of the 
bourgeois press for the news is a risk no 
sane individual can afford to take. 
Thanks to pressure from the IPS in­
telligence gathering and news machine , 
important stories will continue to ap­
pear in the press as they did this 
week-after they appear in New 
Solidarity. If you are not a regular 
reader of this newspaper, you do not 
know what is going on. That is the real 
story behind the Pike Committee 
report. 

For every major story New Solidarity 
has broken over the past two years 
-including such stories like former 
agent Roy Frankhause r ' s  c ourt­
documented revelations of National 
Security Council gun-running and drug­
peddl ing operations in Reading ,  
Pa.-there is a list in  our offices of 
editors and others who conspired to 
black out the story. There is a similar, 
overlapping list of those who willfully 
printed easily identified " standard 
boilerplate" CIA slanders of the Labor 
Committees.  . 
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Jan. 23 - President Ford's State of the Union message to the 
U.S .  Congress Jan. 19 comprises a level of incompetent bung­
ling on the part of a U.S.  chief executive far surpassing Her· 
bert Hoover's pathetic record during the last depression. 
Since a similar kind of incompetence prevails in the ranks of 
the president's non-socialist critics, it is now the respon­
sibility of the U.S.  Labor Party and its presidential candidate 
to address the American people in order to give the American 
people an accurate account of the sheer magnitude of the 
national and international economic catastrophe now upon us 
and to inform them of the bold measures required to put the 
world back together again. 

Collapse of Employment and Production 
The world economy and that of the USA has alreadY en­

tered the breakdown phase of the depression crisis that be­
gan in August 1971 . Before the end of the present quarter, the 
collapse of dollar-based financial institutions in the United 
States and other industrial countries will lead to the devas­
tation of international trade and production on a scale not im­
agined in recent capitalist history. Any competent policy 
must proceed from this dire fact, as President Ford's de­
cidedly does not ; otherwise it will simply further the pre­
cipitous economic collapse - which Ford's policy does. 

The general industrial decline in the United States, 
statistically obvious in January 1976. is occurring in the con­
text of a new round of massive contraction of international 
trade. strangulation of West European and Japanese in­
dustrial production. collapse of world commodities markets, 
and generalized bankruptcy of raw materials producers and 
others in the developing sector of the world economy. So long 
as the continuance of such conditions in the world economic 
environment is tolerated. U.S .  industrial production will con­
tinue to collapse until a generalized breakdown of all civil­
ized life occurs sometime in 1976. 

Since there are approximately at least 20 million Amer­
icans now unemployed. all capital formation activity has 
long ceased here. Reduced industrial production. disaccumu­
lation of inventories. and disinvestment in plant and equip­
ment have shown up in every sector of the economy. The cap­
ital goods and construction sectors of the U.S .  economy. 
which never experienced a recovery, remain in a deepening 
depression. while the most recent figures - even those of the 
Administration - on capital spending and housing starts in­
dicate a continued downturn. January reports on the auto­
mobile industry. the only sector during 1975 to block the col­
lapse of industrial output. indicate that production collapse 
has commenced there as well. The country's most presti­
gious investment houses are operating on the projection for 
1976 that the issuance of long-term corporate bonds will fall 
by half. The volume of securities issued relating to manu­
facturing production is expected to fall from $1 1 to $2 billion. 

The International Setting 
Confronting us as we enter 1976 is a landscape of inter-
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national economic wasteland. Nations with which the United 
States formerly traded are now on the verge of economic ex­
tinction. The industrialized Western nations of the Organ­
ization of Economic Cooperation and Development (OECD) 
and the underdeveloped countries of the Third World are in 
the midst of terminal financial hemorrhage. shutting down 
economic activities and reducing imports to near zero levels. 
To put it in terms that the American farmer and industrialist 
can understand : the kind of world market that could support 
even the present pitiable levels of U .S .  production no longer 
exists. and what is left of a world market is rapidly shrinking 
toward a vanishing point. 

Western Europe and Japan, now in a situation best exem­
plified by Italy's closure of its foreign exchange and stock 
markets. are once again forced to cut imports and jmpose 
vicious austerity measures on their populations to remain 
solvent. Because of horrendous balance-of-payments pro­
blems that resulted from the consumer-led pseudo-recovery 
in the third quarter of 1 975. these countries began cutting 
back imports of industrial raw materials starting in Nov­
ember and December. The result is that Western Europe's 
inventory of production materials is now lower with respect 
to capacity than at any time during the post-war period. 

Virtually the entire European corporate sector, with a 
much worse debt-equity ratio than its American counterpart, 
is running at zero or less profitability. In Brit.ain. bank liquid­
ity experienced a sudden turn for the worse during the first 
week in January. forcing the release of special deposits held 
by the Bank of England at the point when British cor­
porations began to demand credit to replenish their depleted 
stocks. 

In turn. the imminent devaluation of European currencies 
with respect to the dollar. which will raise the cost of im­
ported raw materials traded in dollars to the European 
economies . is bound to constitute the final death blow to Euro­
peai. industry. Exemplary of what is occurring to the Euro­
pean economy even before this death blow is delivered is 
West Germany, the industrial heart of the Common Market. 
There foreign sales of heavy machinery fell by 25 per cent 
and foreign auto sales by 15 per cent. Overall, West Ger­
many's steel output fell by 22 per cent, chemical by 16 per 
cent. machinery by 9 per cent. textiles by 15 per cent, and 
construction by 10 per cent. In every other West European 
country the picture is by far worse. 

The Third World. which under appropriate circumstances 
could be turned into an insatiable market for industrial ex­
ports. is racing toward general bankruptcy around the end of 
the first quarter of 1 976, forced by the renewed fall in inter­
national trade levels. The indebtedness of the Third World. 
moreover. functions as a trigger for $800 billion of illiquid 
debt internationally which will be reduced to wallpaper in the 
upcoming round of crisis. The year 1 975 afforded a mere 
glimpse of the consequences of devastation in the developing 



countries. As the financial strains of the developing countries 
only began to emerge, imports fell by 8 per cent in real 
volume. Brazil itself, the model designed by U.S.  experts for 
the developing sector, cut its imports by 30 per cent in dollar 
terms in the second half of 1975. 

The Deadly World Debt Structures 
At the root of President Ford's pathetic Incompetence is his 

failure to understand how the deadly weight of the $800 billion 
unpayable worldwide debt acts to destroy all meaningful eco­
nomic activity. Ford's further inability - and that of his ad­
visors - to understand that it is humanly impossible to avert 
the collapse of this debt structure within the first quarter of 
1 976 prompted him to announce measures that will speed the 
process toward that inevitable direction. 

'There is no question that the present elimination of profit­
able banking operations resulting from the renewed econ­
omic downturn will turn into a general banking crisis within 
weeks. The financial underpinnings of the large New York 
banks are so weakened by bad loans to speculative areas that 
a sharp decline in the banks' current earnings threatens to 
provoke insolvency in the largest U.S .  financial institutions. 

Every statistical bulletin released by the Federal Reserve 
during recent weeks invariably demonstrates that there is a 
continuous shrinkage of the banking system occurring in 
both the U.S.  markets and the Eurodollar market. As a result 
of the collapse conditions prevailing in industry and com­
merce - a condition itself triggered by the overwhelming 
debt burden of these sectors - no loan demand exists for pur­
poses that would make banking investments profitable. The 
present downward spiral of interest rates on all financial 
instruments mimics the precise events of 1 929 and 1930, when 
available funds could not be invested in productive activity. 
In point of fact, this process of shrinkage in meaningful bank­
ing activities started last year before the tumble of interest 
rates, as the banking system's  loans outstanding to business 
contracted by an unprecedented $30 billion during the year. 

The only loan demand now is for purposes that have ab­
solutely no hope of repayment : loans to repay existing debt ! 

During 1975, the banking system prevented an explosion of 
illiquidity by increasing fourfold its rate of return on funds 
lent, with the assistance of the Federal Reserve System 
which reduced the cost of banks' resources much faster than 
the banks were compelled to reduce their lending rates. As a 
reverberation of the renewed industrial downturn, the gen­
eral fall in interest rates has wiped out the banks' margin of 
profitability. It is doubly ironic that Federal Reserve Chair­
man Burns has protested to Congress over the issue of dis­
closure of bank losses at a moment when these losses can no 
longer be papered over. 

Banking and Credit : 
A Cold Corpse 

President Ford's incompetence on this matter, moreover, 
is illuminated when it is pointed out that the banking and 
credit structure which he is attempting to rescue is already a 
cold corpse. Contrary to published reports that the potential 
loan loss of the largest commercial banks are in the range of 
98 per cent of capital, in the case of Chase Manhattan, and 1 14  
per cent of  capital, in  the case of  First National City Bank of 
New York, the New York financial community in general is 
now operating on the premise that 50 to 70 per cent of the 
loans made by large banks are questionable. This represents 
1 ,000 per cent of capital. That is ,  if only one-tenth of the 
questionable loans of these institutions must be written off. 
they will be insolvent. 

These banks have concentrated their assets principally in 
the following lending areas : $14 billion in loans to Real Estate 
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Investment Trusts. $12 billion in construction and develop­
ment loans to developers. $80 billion in private credits to the 
developing countries. $35 billion in international loans to 
tanker operators. $10 billion in loans for international com­
modity stockpiling and speculation, $30 billion in short-term 
loans to Japan. $14 billion in loans to Italy. $13 billion in loans 
to Britain. and $6 billion in loans to France and related 
sectors. 

The large New York banks are not only most heavily im­
mersed in the most illiquid sectors of international lending, 
but the proportion of their assets representing illiquid loans 
jumped exponentially during the past year. Net repayment of 
commercial and industrial loans of $30 billion during 1975. of 
which $ 1 1  billion is to banks in the New York Federal Re­
serve's district. corresponds to a similar amount of cor­
porate financing on the long-term debt markets. The most 
creditworthy of the customers of the money-center banks re­
financed their short-term debts. repaying the most reliable of 
the banks' earning assets and thereby raising the proportion 
of bad loans in the banks ' portfolios . 

But even the concern expressed by the office of the U.S.  
Comptroller of the Currency over these banks is funda­
mentally incompetent. New York banks ' deposits at their 
foreign branches. overwhelmingly engaged in lending to the 
quadriplegics of the world economy. now total $74 billion, 
compared to $77 billion in total demand deposits. 

This dramatic situation takes us directly to the issue that 
both President Ford and his athletic Secretary of the 
Treasury. William Simon hysterically fail to see : The fuse 
which is about to detonate the world financial structure at 
any moment - since the memorial services that were held at 
Kingston. Jamaica for the erstwhile International Monetary 
Fund - is the $40 billion in very short debt of the developing 
countries. Of this ,  $30 billion was extended over the 18 months 
between June 1974 and December 1975, mostly by U.S .  banks 
and their Eurodollar subsidiaries. 

Now President Ford and the banking system. whose bailiff 
is he is in danger of becoming. have taken every measure to 
ensure that this short fuse is going to burn out sometime be­
tween now and the early spring. The massive austerity as­
sault against both consumers and industry that is embedded 
in the irrationality of the president's budget and his State of 
the Union message is ensuring the further collapse of in­
dustry which can no longer absorb Third World raw mate­
rials and commodities whose sale proceeds would have made 
repayment of such short-term debts possible. The cumu­
lative impact of this, as well as numerous other converging 
detonation situations. is absolutely to guarantee that result 
which President Ford and his associates are determined to 
avoid : the total chaotic collapse of world credit structures 
and all production. 

An Urgent Meaningful Agenda for Congress 
Under the present extraordinary circumstances. no 

meaningful message on the State of the Union and State of 
the World can neglect to deal with the most awesome pre­
dicament of all. the profound intellectual bankruptcy and 
bungling incompetence now permeating all institutions pro­
fessing authority to deal with this matter. starting with the 
White House itself. In point of fact. we have now reached the . 

point where incompetence of economic management from 
President Ford. to the U.S.  Treasury. to the Federal Reserve 
on down has become an inextricable feature of the process of 
world economic collapse. 

Ford's proposal to treat this disease with the "common 
sense" of a $70 billion cut in constant dollars from the federal 
budget must be viewed as a tasteless joke on the population 



of the United States and the world population. We are faced 
with the breakdown of the entire complex of economic rela­
tions of the postwar period. It must now be taken for granted 
by both Congress and the U.S. population that what is ur­
gently on the agenda is nothing less, absolutely nothing less, 
than the drastic, deliberate replacement and redefinition of 
world economic relations. It is now America's turn, and not 
merely a matter for the Third World, to urgently consider the 
building of a New World Ecol.omic Order. 

Without appropriate countermeasures to the present 
breakdown, the breakdown crisis will unleash a holocaust in 
conditions of life throughout the world that will devastate the 
human race through famine and disease by the late 19708. 
The sheer magnitude of this task now puts to severe test the 
intellectual stature of President Ford and his advison. 

The col18teral danger is that the White House. sunk to this 
depth of incompetence, is in no position to govern the United 
States through a period of crisis. The President hinted at his 
inability to govern by including in his State of the Union and 
budget messages the notorious Energy Independence Au­
thority proposal authored months ago bv Vice President Nel­
son Rockefeller and by proposing an increase in military 
spending. President Ford must demonstrate that his fallback 
position from the present hopeless policy is not the corpor­
atist policy of Nazi Germany and, more recently, Vice 
President Rockefeller. 

Two important points must be emphasized both to the 
American people and to Congress with respect to what must 
be done in the present emergency. First, there is no time to 
lose in correcting Ford's deadly errors and putting irrto effect 
the required, competent alternative policy. Second, as 
present historical circumstances have determined, any pos­
sible extrication of the country from the looming economic 
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catastrophe will now necessarily be associated with the pro­
posed policies and special insights of the U.S.  Labor Party 
and its presidential candidate. In acknowledging this state 
of affairs, Congressmen, industrial leaders, specialists , and 
government officials who have been sufficiently acquainted 
with our policy recommendations as well as with our unique 

. competence will be simply displaying, finally, that quality of 
forthrightness necessary if these layers are to be made cap­
able of dealing with the present crisis. 

Otherwise we are saying to the American people, parti­
cularly the working people, that they will be exercising wis­
dom if they take into account the malice that almost always 
accompanies incompetence. And to take this into account 
means that unless the working people of this country begin to 
move politically to enforce what reason and scientific com­
petence dictate as the viable alternative policy, it will be they 
who will suffer the horrendous consequences. On the other 
band, our own outlook is guided by a reliably founded con­
viction that humanity, whenever compelled by unavoidable 
necessity to make history-shaping choices, will make such 
choices on the basis of reason and progress. 

Regarding the necessary urgent reestablishment of a New 
World Economic Order, the available alternative has al­
ready been put at the disposal of members of Congress and 
the Administration by the U.S.  Labor Party in the form of the 
International Development Bank proposal and the Emer­
gency Employment Act of 1975. Before the mass of illiquid 
debt strangles production and trade, we must impose mora­
toria on the debt of developing countries, municipalities , 
aRriculture, and key industries. There is no way to salvage 
the mess of the U.S.  banking system without permitting the 
bankruptcy of the New York and related institutions to take 
its natural course and replacing them with new institutions to 
finance production and trade. 
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GRID OF RESPONSES TO .PRES IDENT FORD'S STATE OF THE UNION 
AND BUDGET MESSAGES 

Jan. 2 4  (IPS )  - - Fol lowing is a grid of press response to Pres­
ident Ford ' s  State o f  the Union and budget messages prepared by 
IPS. 

The grid is divided into two sections, United States press, 
and international press . The United States section comprises 
Midwestern, Eastern , and West Coast press, and the international 
pre s s  sec tion contains the comments of Eastern and Western Euro­
pean press sources. 

I. UNITED STATES 

MIDWEST 
St. Louis Post-Dispatch, Jan. 2 0  - - Editorial attacks Ford for 
not emphasizing industrial production in his state of the union 
message, and for relying on budgetary gimmicks for his economic 
program. 
Detroit News, Jan. 2 1  - - Front page news story strongly backs 
the President's call for an increase in mil itary outlays. The 
conservative News also backs Ford's call for cutbacks in the role 
of big governmental institutions . 
Chicago Sun-Times, Jan. 2 1  - - Editorial, "Ford Defense Budget 
Unwise," attacks President Ford for saying that the SALT talks 
may end without any agreement, and for expanding the defense sec­
tor instead of social programs. It terms the Ford proposals 
"woefully inadequate." In a back page news article, the Sun-Times 
reports that the additional defense outlays were actually pro­
posed by former Defense Secretary James Schlesinger. 
Chicago Tribune, Jan. 2 1  - - Editorial praises President Ford's 
budget message. But two prominent news reports from Tribune cor­
respondents in later editions term the budget " unreal" and 
" Alice in Wonderland." 
Chicago Sun-Times, Jan . 2 3  - - Editoria l on the President's budget 
proposals hits Ford ' s  "twisted priorities, " The editorial states 
that the nation needs improvement of living standards, even if 
economic scarcity indicates otherwise, and chastizes Ford for 
failing to heed earlier Sun-Times editorials calling for raising 
living standards . It concludes with a call to Congress to set the 
Ford priorities straight. 

. ,  
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EAST COAST 

Boston Globe, Jan. 2 0  - - Editorial statement criticizes the 
President for not dealing with the major concerns of the coun­
try, but does not specify what those concerns may be. 
New York Times, Jan. 2 0  -- Editorial entitled "A New Realism" 
terms President Ford's State of the Union message "standard and 
pedestrian." "Despite the Bicentennial trimmings," the Times 
states, "the President's doctrine of 'the less government, the 
better,' speaks a theme more familiar to his party's faith ful 
that it is challenging to his nation's future." 
Baltimore Sun, Jan. 2 0  -- Editorial terms State of the Union 
message President F.)rd ' s  " campaign kickoff." It predicts that 
the Democrats will attack the President's proposals for hinder­
ing economic recovery, but states that if Ford can give a modest 
upbeat to the economic picture, his opponents should not under­
estimate him. News analysis in the same issue says that the 
speech was designed to withstand criticism from the Right and had 
something in it for everyone except Ronald Reagan. 
Wall Street Journal , Jan.2l -- Editorial says that "President 
Ford's State of the Union address was excellent in terms of 
rhetoric. In terms o f  substance, it was correct in thrust but 
marred by congenital gimmickry." The Journal especially praises 
the President's call for increased defense spending, and recom­
mends a "stronger rhetorical stance" against the "Soviet buildup" 
to force the program through Congress. Ford's problem, the Jour­
nal concludes, is the Congress' tendency toward lack of restraint 
on spending , and his own need to resort to "political sugar-coat­
ing to disguise the (pro-big business ) economic intent" of his ' 

program. 
Boston Herald-American, Jan. 2 1  -- Editorial says that Ford's 
message is what "Middle America" wants to hear, and that is all 
to the good. 
New York Times , Jan. 2 1  -- Lead editorial lambasts the President's 
speech as a "fantasy." The President's proposed budget ceiling of 
$39 4  billion is unrealistic, even if no social programs are added, 
the Times says, claiming that the budget will grow by $2'0 billion 
even if no social programs are added. The Times also blasts Ford 
on military spending, and attacks his statements on foreign policy 
as "superficial at best and misleading at worst." 
Washington Post, Jan. 2 1  - - Editorial said that the President's 
State of the Union message was addressed to the voter who is fed 
up with Washington and does not believe it can do much to improve 
his life, who has lost faith with the quality of federal economic 
policy, and who is j ust as worried about inflation, as opposed to 
unemployment, as President Ford apparently is. The Post says that 
public reaction will begin to be seen in the spring, and that 
there may not be enough time for the country to recompose itself 
in the way Ford would want. 
Baltimore Sun, Jan. 2 2  - - Editorial indicates low-key disapproval 
of the Ford budget proposals, stating that "legislative Democrats 
worry, with good reason , that hard-pressed state governments will 
use federal block grants to solve their own budgetary problems , 
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Baltimore Sun, Jan. 2 2  ( continued ) 
cutting the social services that government as a whole provides 
to needy citizens . II. The Sun concludes that lI it will be up to 
Democratic lawmakers to make the case for benificent uses of the 
federal government in the interests of citizens wherever they 
live." 
New York Times, Jan . 2 2  - - In a reversal of a long-standing pro­
� ��u growth policy, the lead editorial attacks the Ford budget 
for promoting lI a  far lower rate of capital formation than the 
nation needs in order to provide it with the plant and equipment, 
energy, public utilities and other capital goods to furnish the 
greater productivity required to raise living standards. 1I The 
President's budget, the Times explains, II will force the nation to 
continue to suffer from high unemployment • • •  unless Congress 
intervenes," and II will mean a lost output of real goods and ser­
vices amounting to more than $15 0 billion a year. 1I 

WEST COAST 

Seattle Times, Jan. 2 1  -- Editorial in the Boeing-linked paper 
backs President Ford's call for a reduction in the role of big 
government institutions .  Prominent news reports give favorable 
coverage to presidential proposals for austerity, increased de­
fense expenditures, and President Ford himsel f. 
San Francisco Examiner, Jan. 2 1  - - News story on the President's 
program ran a page one with the kicker: li The Poor Get Poorer." 
San Francisco Chronicle, Jan. 21 -- Editorial backed President 
Ford for basing his philosophica l  message on reality, while noting 
that the concrete programs were hardly new. 
Los Angeles Times, Jan . 21 - - Editorial is II disappointed ll in 
the President's budget , but says it is a good political statement. 
The Times calls for the federal government to take over welfare and 
other federal programs . On the other hand, the Times approves 
Ford's tax breaks for corporations which,it thinks, will aid ail­
ing California companies. 
Seattle Post-Intelligencer, Jan. 2 2  -- While this Hearst paper had 
no comment of its own on the President's proposals, it ran three 
New York Times analysis pinning Ford's speech. 

I NTERNATIONAL 

German Democratic Regublic, Stimme der DDR Radio, Jan. 20 - ­

Commentary stated that the President's State of the Union message 
presented "no program no concrete steps to solve the crisis. 1I It 
said that President Ford II wanted to please everybody • . •  particu­
larly inside his own Republican Party, 1I and not to II lock himsel f 
into a fixed position . 1I 
Soviet Union, Radio Moscow, Jan. 2- -- A Radio Moscow broadcast 
emphasized the contradictions in President Ford's State of the 
Union speech. On the one hand, the commentary said, the President 
supported the conclusion of a Strategic Arms Limitation agreement, 
while on the other he refused to consider any reduction of the mil­
itary budget. 
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W. Germany , Suddeutsche Zeitung, Jan. 2 1  -- Editorial entitled 
"Ford and the Spirit of '7 6 "  states that the President's " faith 
in his own message does not appear to be very strong." The u.S. 
State Department-linked daily writes that "his New Realism, 
about which a lot has been made, is nothing more than the in­
sight that even in this country of formerly unlimited possibili­
ties , not every reform is achievable, and, that decisiveness even 
in the public budget is a vir tue." 
w .  Germany , Frankfurter Rundschau , Jan. 21 -- Washington corres­
pondent Monica Metzer dwe·lls heavily on the contradictions in 
President Ford's State of the Union proposals, such as that be­
tween Ford's s tatements on the Third World and the proposed cuts 
in development aid . 
W. Germany , Die Welt , Jan. 21 -- Die Welt states that the United 
States is down , and hoping that its problems will finally stop. 
It says that the maj or i ty of Congress is opposed to the Ford pro­
posals. 
W. Germany, Frankfur ter Algemeine Zeitung, Jan. 21 -- Editorial 
·terms the President's economic program a "backslide into Death , 
Valley days." An article in the economics section says that the 
program contains nothing new and has no chance o f  being passed. 
Great Br itain , London Times , Jan. 2 1  - - Editor ial says that the 
President " has concentrated so much attention on warding off this 
threat from his right that he has failed to make full use o f  his 
chief asset -- the presidency itself. Too many of his actions seem 
to have been inspired by political impulse, too few to bear the 
stamp of a Head of S tate. " � news ar ticle in the issue warns : 
"President Ford presented the outline of an austere and conserva­
tive budget .. . .  (he said ) i t  was not poss ible for the government to 
introduce public works programs to reduce the (unemployment )  
figure. " I n  other words - - no stimulation which might benefit 
Europe." 
Great Britain, F inancial Times, Jan. 21 -- Editorial says that the 
Pres ident's speech will be a d isappointment to "those who are rely­
ing on U.S. demand to solve their own problems, as �e to some ex­
tent are ; but the laying of so sound a base promises a more reli­
able if less dramatic performance in the long haul, and that is 
what matters. " 
Sweden, Dagens Nyheter , Jan. 2 2  - - Washington correspondent Hans 
Svensson writes dispatch on the President's program titled : 
"Growth in the U.S.A. Is Braked Again." 
France -- The French press was preoccupied with the crisis of the 
lira and the franc, and generally ignored President Ford's speech 
and program. 
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The 1976 New Year Stonns in Europe 
A Brief to the Senate Foreign . Relations Committee, Sub­
committee on Oceans and the En vironment, Jan. ,  1976 Hear­
ings on Weather Modification. 

Introduction 
The events surrounding the storms that hit the European 

continent around New Year. 1976 make possible the estab­
lishment of a prima facie case that the storms themselve� re­
sulted from NATO-coordinated weather modification aimed 
at Europe. This weather modification operation had the de­
liberate intention of bringing into play civil defense and mili­
tary personnel who, in the wake of the emergency. would 
regiment and demoralize the areas' working class popula­
tion. 

The following brief will outline the history of weather modi­
fication ; NATO-U.S .  operational capabilities in weather 
modification ; the unusual weather histories of the storms ,  
including information on deliberate sabotage of  European 
storm warning systems before they hit, and the military 
apparatus that was poised to carry out civil defense functions 
in the wake of storm destruction. As will be clearly shown in 
the brief, the actions of civil defense personnel during and af­
ter the storms parallel military operations necessary to 
establish and maintain national military governments capa­
ble of enforcing the austerity programs which currently 
stand as adopted government policy in the U .S . ,  Canada and 
Western Europe. 

On Dec . 30, at noon Greenwich Mean Time, a U.S. weather 
satellite observed a low pressure weather system east of 
Richmond, Virginia, and south of Newfoundland. By the time 
this system died, it had become the worst storm to hit Europe 
in 29 years . Striking the Northern Irish coast on Jan. 2 , in-

. tensifying drastically over Scotland, sweeping destruction 
over the North Sea and Northern Europe with 100 mph winds 
and severe flooding, this was followed after one day by yet 
another storm, nearly as severe as the first. 

The events in the scenario of the 1 976 New Year storms 
indicate that much more was involved than meteorological 
phenomena and subsequent recovery. 

The storm wave took place in the context of an on-going 
economic and political drive by the Rockefeller allied inter­
national financial faction to preserve the dollar-denominated 
debt structure against escalating pressures of depression col­
lapse. Related to this political framework is the fact of on-go­
ing research into and implementation of geophysical warfare 
techniques. At the 39th session of the General Assembly, the 
Soviet Union , recognizing a significant weather warfare 
potential already developed by NATO forces,  entered a call to 
eliminate the danger of the modification of the environment 
and climate for military and other purposes, since these 
would be incompatible witli ensuring international security, 
human welfare and health. 
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The events involving mobilization of the affected popu­
lations. the incidents involving agencies concerned with var­
ious aspects of the storm. and the suspicious nature of the 
storm tracks. indicate that a chaos and confusion operation 
to be directed at the European working class was in place, 
ready to be triggered under the right conditions.  Winter 
storms exist in plenty. To trigger a weather warfare opera­
tion it would be necessary only to wait for a storm suitable for 
modification, particularly one over mountainous Scotland, 
and then begin the operation. 
The Scenario -
The sateJlite information giving the location of the storm was 
supplied by the National Weather SateJlite Service, and all 
times are Greenwich Mean Time (Central European Time i6 
one hour illter.) 

The early motion of the storm was typical for winter 
storms in the Atlantic,  moving generally northeast (see the 
accompanying map) .  As the center approached Great Bri­
tain, it began to accelerate and intensify. The storm then 
slowed. only to intensify very suddenly as it passed over Scot­
land, dropping from 984 millibars to 975 millibars in only six 
hours . (Millibars refer to air pressure : a pressure of 1000 
millibars is about normal ; 970 millibars is very low, although 
a hurricane, which is a much smaller storm than a full-scale 
winter storm, has pressures of 940 millibars. The figures 
given refer to the pressure at the center of the storm. )  

Storm winds gusted to 100 mph i n  England o n  Friday, Jan. 
2 .  knocking out power stations there , and began to push water 
in the North Sea into the coast of Germany and Denmark. Al­
though the British Meteorological Services published a bulle­
tin on Friday, announcing this as a wind of Force 9 (indi­
cating winds of over hurricane strength) , the warning did not 
appear in the British press. The French daily Le Monde was 
the one paper on the continent, to pick up the warning, which 
was then published as a regular weather report. Simul­
taneously workers at the National Meteorological Bureau in 
France went out on strike. The Parisian daily Le Figaro pub­
lished on Jan. 2 a notice reading, "a partial strike at the 
National Meteorological Bureau does not allow us to produce 
a weather map today."  Since this strike assumes unusual sig­
nificance for the fate of the continent during the storms,  it 
must be thoroughly investigated to determine the possibility 
of its instigation by provocateurs or other means of mani­
pulation . Although the ocean weather bureau in Hamburg, 
West Germany knew of the impending storm as early as the 
morning of Jan. 2 , the German daily Die Welt received an of­
ficial weather report from the bureau predicting warm and 
mild weather. The Hamburg bureau sent no storm warning 
until } : 45 pm, on Jan. 2 , when storms for southern Germany 
were reported on evening TV. 

By midnight, Jan. 3 storm center pressure had dropped to 
972

· 
millibars, and the center had moved to the southwest 



coast of Norway. With the strongest winds 200 miles from the 
center, water in the North Sea began to pile up along all the 
coasts bordering the storm. The Meteorology Office in Eng­
land began to put out notices of flood tide warnings which un­
doubtedly sounded very strange to the population. The office 
gave warnings for "areas 12 ,  13 ,  and 14"  etc . but no one was 
told where these areas were until later, when the BBC inter­
vened to explain the mysterious warnings .  Weather reports 
in the European-wide press were fairly innocuous up until 
virtually the moment the storm hit. 

In Denmark, where 20,000 people were evacuated once the 
storm hit, the computerized advance flood warning system 
failed to work, according to a report in the London Times . 
Furthermore, an alert put out by the parallel manually 
operated flood tide warning system was buried by the head of 
the system, Dr. Christainsen. If there is an investigation of 
this failure, it is being blacked out by the press. 

. 

Near the mouth of the Elbe, the water level on Jan. 3 was 14  
feet above normal at  the harbor in Hamburg, threatening to 
block the cooling water supply of a nearby nuclear 
power station. Immediate fears arose that without adequate 
cooling water, the station's reactor's core would melt, pro­
ducing a steam explosion, rupturing the station and releasing 
nuclear contaminants into the seashore . 
Second Storm 

Before the first storm was over, the same region was 
struck by another storm which produced winds from the 
same direction, adding to the damage, and piling up water at 
the European end of the North Sea. The effects of the storms 
were by no means limited to the coastal countries. According 
to a London Times report, Czechoslovakia had 72 hours of 
continuous and severe storm weather. Other Eastbloc coun­
tries reported heavy flooding, together with massive dis­
ruption of communication, transportation, and electrical 
grids. The Magdeburg area of the German Democratic Re­
public , which produces much of the coal for the country, was 
severely affected. 

In the immediate wake of the storm disruptions, Werner 
Maihofer, the West German Interior Minister and the only 
West German cabinet member not on vacation at the time, 
formed an emergency crisis government. This was in re­
sponse not only to the storms,  but to renewed terrorist 
threats against West German airports.  As with the case of 
the strike at the French Meteorological Bureau, so-called 
terrorist threats of this nature have been repeatedly exposed 
to be manipulated from the highest levels of the CIA and 
associated agencies . A sense of the effects of the storm on the 
population can be seen from reports directly to IPS from 
Europe. During the blizzards that were produced in Scan­
dinavia, for example, people were seen to be wandering in a 
daze at railroad stations .  

Three seemingly coincidental occurrences around the 
storms must be noted by any intelligent observer of inter­
national politics. The Swedish newspaper, Aftonbladet, con­
trolled by Swedish Social Democratic Premier and long-time 
NATO agent Olof Palme, printed a study, Dec. 30, by the 
Stockholm International Institute for Peace Research, itself 
a long-time NATO-connected source, which in effect pre­
dicted in detail the weather attack that occurred later in the 
week. Author of the study, "Prospects for the Future, "  
frank Barnaby noted that, since a nuclear strike would prob­
ably entail a full retaliatory response ,  a "future war" in 
Western Europe could be fought by directing storms,  cy­
clones and typhoons against the enemy, by redirecting rivers 
to provoke floods , by poisoning rivers and water supplies and 
by manipulating rainfall to provoke economic consequences 
like famine. 
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Three weeks previous , Danish, Swedish and West German 
Civil Defense and Civil Preparedness officials met jointly in 
Copenhagen immediately after the Swedish and Danish 
armed forces had participated in a joint maneuver around a 
population evacuation scenario involving the explosion of a 
nuclear fission plant. 

During the storm itself, the city of Bonn, West Germany, 
experienced a power failure that was , as of current reports, 
in no way related to the storm. 
Feasibility of Weather Modification 

Although no hard proof can be presented at this time, that 
the two storms in question were subject to weather modifi­
fication, there is strong indication that this is the case even if 
the civilian and military mobilization are not taken into 
account. Two aspects of the storms :  1 )  The severe intensifi­
cation of the first storm over Scotland, and 2) The southeast 
track of both storms during their periods of intensification, 
provide the indication. 

Weather systems involve a complicated relationship be­
tween micro- and macro-processes . Micro processes include 
the changes in phase between vapor, liquid, and solid, and 
the heat transferred when water passes from one phase to 
another. About 540 calories of heat are released for every 
gram of water vapor that condenses into water drops, and 80 
calories are released when a gram of water freezes. This 
small amount of heat becomes enormously significant when 
large amounts of water are involved. Changes in phase are 
induced by change in temperature and pressure of the air. 

Macro-processes involve interaction between large air 
masses with different internal characteristics and involve 
the interaction of these masses with the earth' s gravitational 
field and its spin. The amount of energy involved in changing 
the macro-processes is very large -typical systems involve 
energy transfers equivalent to thousands of nuclear blasts 
the size of the Hiroshima bomb.  Weather modification pro­
grams concentrate on affecting the micro-process in order to 
affect the macro-process .  

The concept underlying weather modification is to trigger 
the inherent instability in these weather systems. Most of the 
publicly known processes involve forms of cloud seeding, 
which forces an increase in the rate of condensation of water 
into ice. In the cloud seeding process,  water droplets in 
clouds are forced to freeze by providing crystals that re­
semble the structure of ice, such as silver iodide. Once freez­
ing has begun, more water is then able to freeze using the 
growing crystals as templates .  Depending on the physical 
conditions of the system, the heat released by this process 
can cause updrafts bringing in more air which then release 
its heat as its water content freezes , continuing the process. 
When the crystals become large enough, they fall as snow, 
changing to rain if the temperature of the lower air is suf­
ficiently warm. 

Most known experiments to date involved relatively small 
systems. Clouds have been seeded to produce more rain than 
would have fallen (usually only 10 per cent of the water con- . 
tent of a cloud is precipitated naturally) , or hail storms have 
been prevented by stimulating its precipitation prematurely 
from the systems. Hurricane modification was begun as a 
classified program in 1947. Under the program called, 
"Stormfury, "  the U.S .  Navy seeded hurricanes at first in the 
wall c louds of the eye ; seeding was then moved outward from 
the center. Since the eye of a hurricane is a region of very 
strong updraft, it was thought that the updraft region could 
be expanded, thereby expanding the whole storm. The circu­
lation pattern, and therefore the winds ,  would decrease in 
the same way that a skater's spin slows down when his arms 
are extended outward. In one experiment,  wind speeds were 



reduced by 10 to 20 per cent on three different occasions with 
the same hurricane. with the effects lasting up to 18 hours 
each time. Stormfury attracted much attention when char­
ges were made against the program that several hurricanes 
were diverted into the coast. into Atlanta. Georgia. and into 
Cuba and Honduras.  for example. 

According to Pierre St. Amand. who is head of the Earth 
and Planetary Sciences Division of the Naval Weapons 
Center at China Lake. California.  the experiments in cloud 
seeding that took place before 1957 were conducted under tiif­
ficult .handicap. According to St. Amand. the experimentera 
were not seeding the clouds with silver iodide as thought. The 
generators designed to yield silver iodide were actually pro­
ducing complex mixtures including silver. potassium and 
sodium. Given the success of subsequent cloud seeding ex­
periments and programs after this flaw was corrected in 
1957. it is likely that many of the attempts that were judged 
"not statistically significant" should have been repeated for 
significance. It seems that many were not. at least not 
publicly. 

This short history implies that the possibility of success­
fully seeding Atlantic winter storms is far from ruled out. Dr. 
St. Amand. has successfully seeded winter storms on the 
Pacific coast using both airplanes and a seeding generator lo­
cated on a mountain top over 3400 feet above sea level. He has 
also achieved success in storm track diversion. although 
there has been no public comment on results with storms of 
the size of those in question here. 

Nevertheless.  the fact that the first storm increased in in­
tensity over Scotland. with its well-placed mountains. and the 
fact that the storm soon after changed its track in an ex­
tremely unlikely direction. all contribute to a prima facie 
case for weather modification. 

Using data from winter 1 971-1972 storm modification ex­
periments carried out off the coast of California and scaling 
up the operation used at that time. we can see that the ability 
to minimally modify a storm such as the first to hit Europe 
this year is well within existing capability. It would take 
about 16 gallons total of a 10 per cent solution of silver iodide 
ntxed in acetone and ammonium iodide. burned at the rate of 
about 10 quarts per hour. in 12 airplanes for about a half hour. 
(If mountain top generators were used. the figures would 
have to be changed somewhat. ) Even if these figures need to 
be increased by as much as a factor of ten. it would still be 
possible. merely by using 160 gallons with faster airplanes 
and increasing the burning rate. (The California experiment 
used 1 10 mile per hour airplanes . )  

The fact that the latter path of the second storm took the 
. same direction as that of the first is equally questionable. 
However. an assessment of the possibility of weather modi­
fication of the second storm is difficult at this time due to a 
limited general scientific understanding of the overall be­
havior of the atmosphere in circumstances such as those 
caused by the first storm. 
Call for Investigation 

Members of Europe's leading anti-Rockefeller industrialist 
factions have alreadY taken the question of weather. modi­
fication of these devastating storms into serious con­
sideration. Gerhard Stoltenberg, the Christian Democratic 
Union (CDU) Prime Minister of the West German state of 
Schleswig-Holstein, a leader of this faction in West Germany, 
stated at a Jan. 6 press conference that the possibility of the 
use of deliberate "meteorological warfare" methods such as 
cloud seeding during the two storms cannot be excluded, and 
demanded an immediate, thorough investigation of the mat­
ter. 
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As Stoltenberg recognized there is no question that the 
storms ,  from both the scientific and the political standpoints, 
were unusual. It is well known that the U.S .  and NATO mili­
tary forces are currently working to achieve an operational 
capability for startling weather modification maneuvers. 
The Soviets have repeatedly warned of such capabilities, and 
as recently as June of 1975, the East German military journal 
Armeerl,lndschau noted that NATO's continuing research 
in "geophysical war" technologies, and doculllented NATO 
weather modification techniques for creating tornadoes ,  
earthquakes, hurricanes and "windows" in the earth's ozone 
layer which would allow highly destructive cosmic radiation 
to hit the earth' s  surface. 

In January and Marcb 1 :1 , '1 , the Senate Committee on 
Foreign Relations held hearings on weather modification be­
fore the Subcommittee on Oceans and International Environ­
ment ; Senator Pell, subcommittee chairman, raised ques­
tions which resulted in both an environmentalist frenzy over 
the capability of weather modification, even in the primitive 
form carried out in Viet Nam, and a subsequent coverup of 
much of the ongoing U.S . -NATO research into weather modi­
fication. 

In these hearings , the subcommittee heard testimony from 
Dr. St. Amand on the possibility of modifying winter storms, 
which has not been publicized. The subcommittee asked for 
clarification of the participation by the Central Intelligence 
Agency, the National Security Council, and the office of inter­
national Security Affairs in the Defense Department. in 
particular, a report with "Secret" classification of an Inter­
agency panel of the National Security Council, the Pollack 
Committee, was requested, but the report was not supplied, 
and is still classified. The State Department was involved 
acting as mediator for the weather modification research 
and deployment on the field. 

The direction in which this initial investigation must be 
taken, should be made clear in light of the new hearings 
convening before the same committee on Jan. 21 , 1976. 

To reach a competent ass('ssment of the operational and im­
mediate future capabilities of weather modification, we must 
ha ve the following questions answered : 
* What covert research not previously revealed by the Pell 
subcommittee investigations has. been conducted? What are 
the realized and potential capabilities? 
* What operational capabilities , based on such research, 
have been set up by U.S .  or NATO forces? 
* What is the role of the CIA, the NSC, and DOD and adjunct 
agencies and think tanks in planning and deploying research 
and operations? 

If these questions are left again unanswered by the 1976 
hearings, the already substantial possibility for wide-scale 
destruction of crops, cities and populations through misuse of 
weather modification technologies will be significantly in­
creased. 

Weather modification has important and valuable po­
tential use, as does any applied science,  and the avenues for 
productive research are clear. Critical research areas are 
the relationship between the ionosphere and weather sys­
tems in the atmosphere, and particularly how the ionosphere 
is related to solar magnetic phenomena and the solar wind. 

Whether weather modification technologies are applied to 
scientific development of the worldwide productive forces, or 
wielded as new weapons of destruction by the political forces 
in whose hands they now lie, will be determined in great part 
by the investigations of the committee. 
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On the basis of the leading Comecon sector publications 
and some correlated facts, it must be judged that the 
Oblomovist tendencies within the Communist Party of the 
Soviet Union (CPSU) appear to have increased their influ­
ence again, and now exert virtual preponderant control over 
COtItElcon and Warsaw Pact institutions '  policy-making. This 
involves a two-level problem. On the first level, immediate 
policy, the proposed shift in CPSU policy must be denounced 
as incompetent. even implicitly suicidal. On the second, 
deeper level, a mere return to the political tendencies 
dominant in the pre-November 1975 period would improve 
the situation significantly, but would not solve the problem of 
providing the USSR and Comecon with the kinds of policies 
urgently wanted for this period. This situation demands very 
clear characterizations, such that we can not indulge in a 
polite manner of argument which would have the effect of 
circumlocution. 

It is now almost possible. if not certain, that negotiations 
between the Soviet leadership and the White House may 
succeed in preventing a RAND Corporation-designed Middle 
East scenario from leading into a general thermonuclear 
confrontation. That assumed in such terms ,  the danger of 
general thermonuclear war within the next 12 to 18 months 
will persist, becoming increasingly acute as long as the debt· 
overhang of the capitalist sector is not eliminated by general 
debt moratoria. especially emphasizing developing-sector 
indebtedness . The attempt to avoid debt moratoria by the 
capitalist sector will produce a combination of hyper-infla­
tion and super-austerity. in forms which require police-state 
rule and rapidly emerging fascist forms throughout the 
capitalist sector and developing sector. Once such police­
state and fascist rule is established - as must rapidly occur 
under austerity measures - the threat of general thermo­
nuclear warfare rapidly converges upon certainty. 

In contrast, on the condition that the developing sector debt 
- or at least a key portion of it - is suspended, the approxi­
mately $800 billions of international monetary structures are 
threatened with a direct chain-reaction collapse from this 
triggering, such that the capitalist sector has no alternative 
but to go through "bankruptcy reorganization" toward the 
sort of alternatives identified by our " International Develop­
ment Bank" arrangement. Under such circumstances -
establishment of the IDB - the danger of general thermo­
nuclear war ceases to persist. 

It should be emphasized. however, that the repudiation of 
debt payments by key developing sector nations would not be 
the cause of the monetary collapse. The monetary collapse is 
inevitable in any case ; the only practical question is whether 
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the collapse occurs before police states are established to 
preserve the debt or after the establishment of such police 
states .  In the former case, the triggering of chain-reaction 
collapse forces "bankruptcy" proceedings along IDB lines ; 
in the latter variant. not provoking the debt collapse causes 
the kind of political reaction leading directly toward general 
thermonuclear war. 

It is clear that this distinction is not understood by a pre­
ponderance of political forces in the CPSU leadership. If such 
ignorance within the CPSU leadership can not be corrected. 
then general thermonuclear war is virtually inevitable -
that war will be the "non-voluntarist" elaboration of "ob­
jective laws" so much admired by the Oblomovist-centrist 
currents within the CPSU leading strata. Nor should we be 
astonished to discover that the CPSU leadership includes 
persons of such monstrous ignorance concerning the 
capitalist sector. It is not irrelevant to such Oblomovism in 
the CPSU leading strata that there does not presently exist 
an actually Communist party of "official Communist" 
designation in any key nation of the industrialized capitalist 
sector. In other words.  CPSU policy concerning the fostering 
of "official Communist" parties in the capitalist sector is a 
matter of manifest bankruptcy !  It should not be astonishing 
that the CPSU has much to learn on this from the principal 
viable organized socialist cadre-formation within the indus­
trialized capitalist sector, the Labor Committees. 

It is irrelevant, in this present connection, to list the signifi­
cant competences and accomplishments of the Comecon 
sectors and its leadership strata either generally or in 
respect to those currents we rightly recognize as most ad­
vanced on important issues. For present purposes, the 
achievements and competences are to be taken for granted ; 
it is the critical weaknesses which should receive the full 
focus of our attention here. It is sufficient to emphasize that 
the achievements of the CPSU and other Comecon leader­
ships pertain most emphatically to the socialist sector. 
Outside that sector, the CPSU's manifest political com­
petence rapidly attenuates toward incompetence in the 
following order : the developing sector, Western Europe, 
Japan, the USA and Canada. In respect to the USA, the 
CPSU's understanding continues to be essentially negative in 
quality ; it would be much better if they assumed that they 
understood nothing, since what they profess to understand is 
generally not only mistaken but often dangerously wrong. 

The Arismendi Case 
For the moment, we refer to the very worst aspects of 

current Comecon sector policy statements and practices. 
This does not signify that we overlook other tendencies, etc . ,  
but that those other tendencies can not be fruitful unless the . 
identified, worst element is first extirpated. We identify that 
worst tendency by reference to the Rodney Arismendi lead 
item in the current (January, 1 976) issue of Problems of 
Peace and Socialism, an item in which Arismendi, not in-



significantly, repudiates his earlier published views. implication in a developing-sector demand for debt mora-
The kernel of dangerous error in Arismendi's  argument is toria. This fatal error did not begin with Dec. 1 ,  1975. It was 

that he justifies a resumption of the blunders of the Allende already being made in September 1975, as at the United 
period - this time on a global scale. Nations Special Session, where Soviet representatives sat 

What happened in Chile during the period preceeding the quietly with folded arms while Kissinger's  hooligans at-
right-wing coup? Through a "non-provocative" policy ex- tempted to terrorize developing sector forces into sub-
ternally imposed upon the leadership of the Chile CP, the mission. It was this Soviet posture which indirectly caused a 
government of Allende was encouraged to follow policies massive setback to the revolutionary process in Portugal, 
which estranged the political potential of the Chilean and which resulted in a major setback to the developing-
peasantry and working class and aggravated the financial sector situation between the high point of mid-October and 
predicament under conditions of imperialist economic early December. If the debt structures are confronted with 
warfare against the government. Through this policy, the the reality of the monetary situation, the rational capitalist 
internal correlation of political forces in Chile was shifted in forces of the industrialized sector are forced to consider the 
a way favorable to the coupist forces. IDB - which, in fact, is their only rational alternative for the 

From a purely national standpoint - which is to say an current economic situation in any case ! If this necessity does 
impotent, wrongheaded standpoint - what should have been not confront them, they will vacillate on the issue between 
done was to pursue a ruthless land reform policy around themselves and the Rockefeller-led factions, in which case 
programs of industrial-technology-oriented agricultural they will attempt to sustain the debt-structures by measures 
development. This would have consolidated the peasant base of combined paper-issuance and super-intensive Schachtian 
in support of the government and leading parties, and should austerity measures. 
have been accompanied by an arming of the pro-government Thus, a non-provocative policy on the debt issue leads 
forces as an organized national militia (not " irregular" inevitably into the establishment of reactionary police states 
guerrillista forces ) .  In respect to the economic warfare allied with Rockefeller interests throughout both the indus-
directed against Chile by the imperiaiist (Le . ,  Rockefeller- trialized capitalist sector and the developing sector. In such a 
linked) forces, the Allende government should have followed development, as indicated, the political character of the 
a class policy, openly stated, of imposing austerity penalties capitalist sector ensures inevitable, unpreventable general 
upon the bourgeois layers specifically in efforts to ameliorate thermonuclear war within 12 to 18 months. Police states 
the impact of such economic warfare against Chile, thus becoming fascist regimes, confronted with super-austerity 
setting the marginal bourgeois and petit-bourgeois forces and hyper-inflationary crises , will absolutely launch general 
into opposition to the actions of the imperialists .  Etc . ,  etc . thermonuclear war at the earliest opportunity. That 

The wrongheadness of such a criticism advanced only inevitability of war would be the consequence of continuing 
by itself is demonstrated by the obvious fact that the Chilean Arismendi ' s  proposed policies through even the first two 
situation existed within an international strategic context. quarters of 1 976. 
The key strategic fact of the post-1 967 period was that the The "White Communism" Angle 
capitalist world as a whole was already descending into the It is clear that the Oblomovist currents within the Comecon 
present breakdown crisis, a condition signalled by the rapid, parties have no perception of the proposed alternative. They 

. chain-reaction succession of the November 1967 sterling do not understand that a Comecon enunciation of a positive 
devaluation and the February-March 1968 dollar crisis. This commitment to an IDB alternative will force the rational 
crisis caused a shift in the international monetary and trade capitalist forces to the fore within the industrialized capital-
situation, in which the rate of development generally was ist sector generally - even though the critical political 
slowed and credit-restrictions tightened, with the most developments of March through November 1975 leave no 
aggravated consequences immediately for the developing margin to doubt that this would be the case. 
sector. Hence, it would have been politically impotent to deal Such an ignorant blunder within the CPSU leadership is not 
with national-sector situations merely one at a time during accidental. The success of the CIA's  "White Communism" 
that period ; it was essential to have a global development operation is proof of this fact. It is clear that the criteria used 
policy openly articulated as an alternative to the effects of by the Soviet and other key Comecon press for judging the 
spiraling depression in process. quality of Communist parties' leaderships and policies are 

The problem was that under the Oblomovist interpretation absolutely incompetent - and characterized by exactly the 
of detente fostered through the mediation of the Botteghe same points of heriditary incompetence otherwise exhibited 
Oscure and Atlanticist social-democratic mediators, the in the Arismendi article of January 1 976 
Comecon iwelf lacked a global strategic policy appropriate For example, the case of the CPUSA. Since the middle of 
to the situation, and therefore the Comecon could not have the 1 960s , the CPUSA has been under top-down control by 
offered the kind of global development policy which would National Security Council agencies (e .g . ,  CIA, FBI) . This 
have neutralized the isolation of Chile' s  Allende government takeover has never been secret. S ince that period, the 
in Latin America. CPUSA's domestic policies have been consistently sub-

Nonetheless,  the policy followed in the Allende case was ordinated to the policies of the RAND Corporation and con-
brutally stupid insofar as it represented the Allende govern- joined with the "stability operations" of domestic counter-
ment as some sort of "new model" for peaceful socialist insurgency agencies, such as the Department of Health, 
transformation over the long pull under circumstances of Education, and Welfare, Ford Foundation and so forth, as 
detente. If it is necessary to take a tactically conservative well as linked to the most nakedly Alinskyite factions of the top 
posture in a certain national situation,  one must describe trade-union bureaucracy. Consider, then, the effect of this 
such a policy honestly. Representing a policy leading to upon the Soviet diplomatic service representative or Soviet 
inevitable bloody defeat as somehow a "new model" for press agency personnel proceeding under the policy "Gus 
tactical successes is a wretched bit of political insanity under Hall (General Secretary of the CPUSA) is a personal friend 
all circumstances. of Comrade Brezhnev." 

The resurrection of such "non-provocative" tactical pos- Since the Daily World has more or less consistently repre-
tures in this present period would be absolutely fatal.  "Non- sented counterinsurgency projects as its heralded subjects of 
provocative" means explicitly a Comecon policy of avoiding support, any individual Soviet diplomat or reporter who 
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honestly reported on counterinsurgency activities in the USA 
would have been thereby exposing the Daily World as a 
police organ ! Not exposing the Daily World and CPUSA as de 
facto police agencies has in this way prevented responsible 
Soviet representatives in the USA from returning any compe­
tent report on the internal U.S .  political situation to Moscow 
- lest he be thereby guilty of bucking the official line, that 
"Hall is a personal friend of comrade Brezhnev. " For 
this and related reasons , Soviet appropriation of the prin­
cipal relevant features of the internal U .S .  political situation 
has been absolutely incompetent, as shown by the Soviet and 
other Comecon sector press and by correlated activities from -
the same sources. Considering the importance of the USA, 
this is no small error, nor of secondary importance respect­
ing Soviet policy as a whole. 

The PCI situation is a somewhat different case, but has 
ultimately the same broad relevance .  Both Giorgio Amen­
dola and Enrico Berlinguer are second-generation British 
intelligence agents more recently transfered to U.S . ­
dominated control. Amendola' s  role as a CIA agent has even 
been of the most naked sort. Not only has Amendola (Like 
Sergio Segre) been associated with a famous CIA-linked 
Rome think-tank, the International Affairs Institute, but PCI 
policies conduited through, Amendola, tlt al .  have originated 
through such locations as the Rockefeller brothers' estate at 
Bellagio and through such emissaries as Zbigniew Brze­
zinski ! It was the PCI, through such German agents 
as Leo Bauer and Egon Bahr, which headed off an inde­
pendent legalized KPD with the formation of the legalized 
DKP of West Germany behind the backs of the German 
Communists ! The detente package was negotiated in part 
through these same atlanticist agent channels, while the CIA­
linked agents in the PCI leadership systematically gutted the 
PCl's worker-cadre formations, as well as ,  more recently, 
playing a key part in assisting the CIA's  "White Communist" 
coup d'etat in the PCF bureaucracy. 

In this and similar ways - including the Craxi-Carrillo 
Italian Communist Party-Spanish Communist Party link-up 
- the CPSU leadership has watched the Comecon sector be 
deprived of co-thinker organizations throughout the indus­
trialized capitalist sector, all the while apparently impotent 
to influence developments in a more favorable direction. 

It is not merely a matter of the CPSU press patiently 
puffing CIA-controlled antics in Communist party leader­
ships of the capitalist sector instead of denouncing such mon­
strous behavior. It is not a matter of Soviet direct inter­
vention in such parties. The problem has been chiefly that the 
Comecon parties' publications have catered to the impotent 
sort of "objectivist" politics which make Communist parties 
a fertile ground for operations by CIA and related agencies' 
operatives. Until some recent Leninist polemics and theoreti­
cal works - of the genre now implicitly repudiated by Aris­
mendi - there was nothing of current production issuing 
from the Comecon parties which would have been useful to 
inspire the development of qualified cadres. Insofar as the 
overall balance of Comecon sector publications are con­
cerned, the net result is that the Comecon sector parties have 
failed to manifest understanding of the ABCs of building and 
leading Marxist cadre-formations within the capitalist 
sector. 

ThIs problem can be remedied . The Labor Committees, 
forced to develop from scratch by virtue of the lack of 
viability of organized socialist formations , have developed a 
proven model of effective socialist cadre-formation within 
less than a decade. Thus emulation of that experience, con­
nected to the mass-based formations of genuine Communist 
cadres and left-wing social-democratic strata, provides the 
essential building basis for rapidly developing effective, 

mass-based political workers ' organizations throughout the 
capitalist sector. However, for the immediate moment, the 
U.S .  Labor Party is the principal viable, mass-based political 
workers' organization within the industrialized capitalist 
sector, to the effect that what the Labor Committees and 
their mass-based allies in that sector ,can not presently un­
dertake to accomplish is temporarily beyond the possibility 
of any combination of socialist forces in that sector. This 
simple reality the Oblomovs of the CPSU presently decline to 
face. If they did, their perception of the necessary policy 
would follow readily. 

The specific features of this j udgement on the CPSU 
leadership are our own. However, in broader terms, leading 
forces of the developing sector hold parallel or related views 
concerning the incompetence of apparent Soviet perception 
of the global political situation. If the debt is not suspended, 
then developing-sector nation' s efforts to meet debt require­
ments will force them into genocidal (e .g . , Brazilian) forms 
of austerity, leading inevitably to a homogeneous nightmare 
of police state to fascist regimes allied to imperialism 
throughout the capitalist sector, and the rapid collapse or 
crushing of socialist and pro-socialist regimes throughout the 
developing sector. Yet, faced with such inevitable con­
sequences of a continued Oblomovist "non-provocative" 
policy on the debt question, the CPSU to this point clings to a 
policy which means only the rapid total isolation of the 
Comecon sector and a strategic correlation of global political 
forces extremely favorable to imperialist ventures into 
general thermonuclear war. 

Instead of learning the obvious lessons from the experience 
of "White Communism, "  the CPSU leadership has ap­
parently retreated into Oblomovist isolation, behind an 
hysterical reaction-formation policy of "somehow, we in the 
bloc must hold together and depend upon our own internal 
abilities to resist imperialist threats . "  It is apparent that 
they have for the moment ignored the reality that governs 
the special conjunctural desperation of imperialist forces 
and the circumstance of global hegemony over austerity­
directed regimes in the industrial capitalist and developing 
sectors . The imperialists (e.g. , Rockefeller, et al . )  are given 
the optimum variant for undertaking a mobilization for gen­
eral thermonuclear confrontation with the Warsaw Pact 
under the circumstances in which the imperialist forces 
would have the advantage of threatening to win an actual 
thermonuclear war. 

Admittedly, such a war would not be to the advantage of 
anyone. If any CPSU leader depends upon an appeal to 
rationality in this connection, his own Oblomovism has 
reached the point of outright insanity. To the extent that the 
capitalist sector is committed to the principle of maintaining 
the integrity of debt-ridden monetary structUre� imperial­
ism persists as a raging beast determined to either conquer 
the world or destroy it - for that beast, considerations of 
rational alternatives do not exist. Only to the extent that the 
debt structure collapses or is wilfully collapsed, thus ending 
the imperialist political structures, does there exist a form of 
capitalism which is responsive to the kinds of self-interest on 
which the CPSU leadership presumes to base negotiations of 
peaceful coexistence. 

The Alternative 
The only rational Soviet policy is to support a Third World 

debt moratorium on the condition that the capitalist sector is 
simultaneously offered the rational alternative of the IDB. 
Any other policy is stupid and insane. It may be that some 
CPSU officials are irritated at being given policy directives 
from the small "upstart" Labor Committees .  They will have 
to decide which they prefer to defend : their exaggerated self­
estimations or the continuation of civilized humanity. 
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Super-Capitalists Fall Out 
The following article was written for. but did not appear in, 

the regular Lombard Column of the London Financial Times, 
Jan. 16. 

BY C. GORDON TETH ER 

Thus the Eastern banking establishment. which hitherto 
has been most assured of getting Washington' s ear. appears 
to be calling for the continuance. in greater or less degree. of 
existing U.S .  policies. By contrast, the rival factioQ is in 
favor of a more outward-looking approach altogether. This 

What lay behind the decision of the Washington Post to pub- would feature the promotion of world development and 
lish what the U.S. Comptroller of the Currency. Mr. Smith. greatly expanded East-West trade. And it would, among 
described as a "sensational and out of context" article on the other things . require the U.S .  to stand ready to go to such 
solvency of the First National City Bank and the Chase Man- lengths as spearheading moratoria arrangements for Third 
hattan when - assuming Mr. Smith's own assessment is fa World countries with serious debt problems if it is to help 
be believed - they continue to rank among "the securest create the necessary improved international financial en-
banking institutions in the world? "  vironment. 

The question is obviously interesting in itself. But it Their theme - so far as can be gathered from recent public 
becomes very much more so when account is taken of one statements by some of the group' s  more articulate �ostles 
other highly relevant fact. This is that. if the assessments of - is that such a reorientation provides the only hope of dis-
the international newsletter writers are anywhere near being posing of the " Big Power" tensions now j eopardizing world 
on target. there are quite a number of other major New York peace and. at the same time. containing the threat to the 
banks that have been caused a good deal more embarrass- international financial system implicit in the drift towards 
ment than these two by the deterioration in "classified bankruptcy in so many developing countries. 
assets" positions . As Mr. Solzhenitsyn. the Russian author. pointed out in a 

In the absence of another satisfactory explanation. it is speech he made last year in the U .S  . •  the rivalries of 
pretty certain that the singling out of these two "Rockefeller- American super-capitalists are apt to be a matter of great 
related" institutions for unfavorable mention is going to fan a significance for the rest of the world. This is not only because 
suspicion that close watchers of the underlying politico- of the impact they have on the formulation of American 
financial scene in the U.S.  have been talking about for some policies ; it is also because. the international ramifications of 
time past. This is that a major power-struggle is developing these empires being so extensive, such hostilities tend to 
between American super-capitalist groupings. the outcome produce reverberations of great potential consequence in 
of which - bearing in mind the importance of the "behind the many other countries. 
scenes" part the U.S. banking system is often alleged to play If. therefore. the U.S .  super-capitalists are becoming in-
in shaping Washington's internal behavior - could have volved in another bout of internecine warfare. the rest of the 
great international significance. world would be well-advised to start taking an interest in it. 

What with the recent torrent of revelations about the un- For coming at a time when the global structure is in such a 
dercover activities of the CIA and the political maneuverings vulnerable position in the military; political. economic and 
in and around the White House. the U .S .  has become a par- financial senses . all other countries have a great deal at 
ticularly happy hunting ground for "conspiratologists" in stake. 
recent months. It is. therefore. more necessary than ever to It is also to be hoped that such a development will produce 
avoid falling into the trap they so often do - adding two and some long-needed deep thinking - in the U.S .  as well as in 
two together and making. not just five . but eight or even ten. the world outside - about the morality of a state of affairs 

However. the evidence that something in the nature of a that allegedly permits a small number of people to exercise, 
major schism is developing between the heavyweight finan- with little regard for democracy. immense power over their 
cial interests usually known as the Eastern banking estab- fellow human beings . 
lishment (and which includes the Rockefellers) and those Half a century ago. President Wilson wrote : " Some of the 
based further west is not unimpressive. biggest men in the U.S. in the fields of commerce and manu-

Whether and. if so. how far the rift arises from what may facturing know that there is a power so organized. so subtle. 
be called. for want of a better term. personality clashes . it is so complete . so pervasive that they had better not speak 
impossible to say. It does seem clear. however, that there is a above their breath when they speak in condemnation of it. "  
major difference of opinion between the two groups a s  to If. as is sometimes alleged. the situation has not materially 
which scenario the U.S.  can most appropriately adopt in its changed since then, it is time that something was done about 
approach to the big world issues of the moment. 
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