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• 

a g ain 

The present policies pursued by the Carter Administration 
are the policies which would be pursued by a Haig Ad­
ministration were General Alexander Haig in the White 
House today, asserts 1. Bowyer Bell, Columbia University 
terrorism expert and associate of Zbigniew Brzezinski, in an 
interview in this week's SPECIAL REPORT, our cover 
story on the Haig-for-President boom now underway in the 

suites of the New York Council on Foreign Relations, 
Georgetown University's Center for Strategic and Inter­

national Studies and due to break into the media for the 
"public" possibly in June, when Haig retires from NATO. 
What is the Haig movement'? What does it stand for'? And 
how much influence does it have over the Carter Admini­
stration today (several of Carter's own cabinet officers are 
reportedly Haig backers)'? You'll find the answers in our 
special Haig coverage, featuring exclusive interviews with 
Haig\ associates, the Aspen Institute and Walt Rostow, 

and excerpts from Harlan Cleveland's master plan for the 
third phase of NATO. page 8 
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Fed rams t h roug h 
Hong Shang bank g rab 

A re the  Federa l Reseorve Board and 
i t s  cha i rman, G. Wil l iam M il ler, on  
the road to "ha n kgate"'! The Fed's 
l ighten ing approval of  the ta keovers o f  
t h ree m��ior U .S. hank s h y  Bri t i sh­
hased hank s -includ ing the drug­
t rade-l inked HongKong and Shangha i  
Ban k ing Corporat ion - has ra ised 
eyeh rows and a n  odor of scandal. 
A mong the qm.'st ions ra ised hy t he 

Fed's decision: Did the Fed suppress 
results  ot an internal investiga tion into 
the HongShang's drug deal ings'! And, 
d id British han k s  apply hlackmai l tactics 
to secure U.S . hankers' support for the 
takeovers'! 

page 24 

T he re is no oil sho rtage 
The Depa rtment  of Energy a n d  t he o i l 
compan i es are st i l l  say ing there's a n  o il 
shortage, hut Energy ed i tor Wil l i am 
Engda h l  h as tota led up the ligu res 
and, he says, there should he plenty of  
o i l  to  sa t i s fv c u r re n t  d e m a n d .  
Engda hl's exha

·
ust ive treatment h igh­

l ights our EN E RGY package, i n­
cludi ng a look at the current s i tuat ion 
i n  OPEC t h e  m o v e m e nt fo r a 
producer-consumer con fere nce to  
work  out  the w ri n k les i n  o i l  suppl ies, 
and a proposal to reor ient  the  m��ior 
U .S .  o i l  compan ies as development­
di rected exporters o f  p rojects ca l led 
"nup!cxes. " 
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T urkl:Y's adoption of sWl:l:ping 
austl:rity ml:asurl:S last wl:ek was the 
rl:sult of Wl:st (inman and othl:r 
Luropl:ans' f�lilurl: to ddivl:r on a 
financial aid packagl: promisl:d at thl: 
January C;uaddoupl: summit. What 
dOl:S till: Turks' dl:cision ml:an for 
Turkcy. and for thl: EMS') Our MID­
DLE EAST rl:port this week is an in­
dl:pth rl:port on thl: Turkish situation 
hy Nancy Parsons. which includes a 
rl:vil:w of Turkl:Y's rdations with 
NATO. its dl:ht situation. and possi­
hit: options for Prillll: Ministl:r Huknt 
h:l:vit in thl: Middlt: Last. 
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Coming ... 

Part t\\O 01 till: Kil:manillan Economic 
Modl:L featuring actual cOlllpull:r­
gl:nl:ratl:d data hasl:d on application of 
thc Illodcl. economic surveys of 
France. Irdand. and Cuha. and a Illa­
jor profile of the world's steel indus­
try. Thrt:e-part Plus: The program of 
French President Giscard's coalition. the 
U DF. and a look at Greek economic 
diplomacy. 
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The U.S. can get in on the 
boom which the new 
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will create. But where are the 

opportunities and how do you 
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and sec the facts 
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A Jun e  d ead l i n e fo r Eu ro pe 
"A t least livc of  thc  n inc  E El' govern­
mcnts  w i l l  he l uc k y  to surv ivc u nt i l  the  
ncxt summit i n  J u nc," a n n o u n ces the 
latest i ss ue of t h e  f:('OI/()/IIi.l'1 magazine 
i n  i ts commcntary on the  deci s ion 
ta kcn at thc M a rch 12-13 E u ropea n 
Commu n i ty h cads o f  gove rn mc n t 
mcct ing to forma l ly  lau nch the  E u ro­
pcan M o netary Systcm. 

Thc FCtI//II/IIi.l'I is  thc mo u t h piece 
of t hc Ci ty of London-hased opposi­
t ion to  the pcacc t h ro ugh dcvelop­
mcn t  st ratcgy associ atcd w i t h  t he 
E M S  sincc i t  was concei ved l as t  yea r: 
typica l ly, t hc t h rcat is couched in the  
form o f  a prcdict ion . The li vc ta rget­
cd cahi ncts arc thosc of  E M S  fou n ­
d c r s ,  W cst  Gc rma n C h a  n c e l l o r  
Schmidt a n d  Frcnch President  Gis­
ca rd: thc ca hi nets o f  Ir i sh Primc 
M i n istcr .lack l.ync h and I ta ly 's  A n ­
d rco t t i :  a n d  t h c  B r i t i s h  L a h o u r  
govcrnmcn t u ndcr .Iamcs C a l l agha n .  

I n  Ca l l ag han's  casc, t hc dcci s ion to 
dcposc him is  onc w i t h  thc dccis ion to 
insta l l  an A l cxandcr H a ig p rcsidency 
in thc U n i tcd Statcs. Thc issuc is not 
Cal laghan's  posi t ion  on t hc European  
M oncta ry Systcm, hut  t h c  strategic rc­
qui rcmcnts to i nsta l l  a su i tah le T�)ry 
govcrnmcnt in London to lead t he 
Cold  War, mi l i t arist  rcor ientat ion 
against t hc Sovict U n ion  t ha t  H a ig 
\\ould d i rcct from thc  Wash i ngton 
sidc. 

Thc prcssu rc on Wcstcrn E urope i s  
t hrcciilld . Firs!. London and C o .  want  
to tra n s form thc  ncw mo n e t a ry 
a l l i ancc i nto an i nst rumcnt of a u sterity 
- an adj unct to thc  ha n k rupt In ter­
nat ional  M onetary F u n d .  They havc 
gca rcd t hcir  approach to i n tersect ing  
cxisting wcakncsscs o f  t hc E M S  fou n ­
dcrs and tll cxplo i t i ng con t ro l  of t h c  
hul k  of  thc in tcrnat iona l  mcdia .  

Sccon d .  aga in  u si ng t h c  mcdi a t o  
rctai l t hc s landcr t ha t  t hc Fcdcra l 
Rcpuhlic of Gcrma ny u ndcr H elmut 
Schmi dt is  capi tulat ing to t h c  Soviets 
(hci ng "I-j nd Ia n d  i/cd"). It cn ry 
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K iss i n gcr.  J a mcs  Sc h lcs i n ger a n d  
othcr H aig cro n ics a rc at tem pt ing  t o  
s h a l lcr t hc t w o  k cy e leme n t s  o f  
Schmid t's E M S  pol i cy - t h e  detcn t e  
accord s signcd wi th  Soviet Prcsiden t 
Brc/hncv last M ay. a n d  Schmi dt 's  
commi tmcn t t o  cxpor t i ng n uc lea r 
tcchnologics for ccon omic develop­
mcn t  of thc Th i rd World.  

Th ird. t hc po l i t i c a l  g ro up i n gs 
arou nd Otto H ahshurg and thei r 
"left" or "grcen ic" cou ntcrpa rts h a ve 
la unchcd a drivc to crca tc what  a U .S . ­
h ased terro r i s t  con tro l ler  termed 
"m ass support for 1�lscism" i n  E u rope .  

T h c  most dangerous  s ignal  is  t h a t  
Wcst Gcrma ny a n d  Francc a re com­
promisi ng on v i ta l  i ss ucs. hoping t o  
casc thc  t hrca ts and hlackmail agai nst  
B o n n .  H i g h - l ev e l  W e s t  Ge r m a n  
sourccs t o l d  FIR t ha t  t h e  Bon n 
hnancc M in istcr ag recd at t he rel.'C nt  
I n ternationa l  M onetary Fund i n terim 
commillcc mcct ing t hat West Ger­
many would h a l t  i t s  a l lac k s  on the  
1M ... for three mon t h s .  If  th i s  dea l 
stic ks.  thc  sourccs said . "Turkey is  
lin ishcd .  and A fri ca wi l l  hc set  hack 20 

( The Week III Brief 

The Soviet Union has p i n po i n ted 
NATO blackmail of Euro pean 
�mernments and t hc rcccn t puh l ic  
adoption hy t hc U nitcd Statcs of  a 
"counterforce" military strategy as 
d irect st ra tegic t h reats to t he Soviet 
U n i o n .  

In  a th ree-part series i n  R('(/ Star. a 
lead i n g  Soviet m i l i t ary st rategi s t .  
M ajor-Gcncra l Simonya n .  ident i lies 
the stratcgy as a U.S. first-strike 
scenario. "A statc which has as i t s  a im 
thc dcstructio n of  thc milita ry ohjec­
tivcs of its 'pot cn tia l cn cmy' must 
strike lirs!. sincc in thc oppositc casc 
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ycars." 
M orcover. therc a re growing i nd i­

catio ns  t h a t  n e i t h c r  Sc h m i d t  nor 
Giscard i n tcnds to mou n t  a rea l fight 
agai nst the  Camp David war pact, 
cvcn t hough Frcnch Foreign M in ister 
Fra n cois-Poncet scored Carter policy 
in t hc M ideast as "not peace hut  hi­
la tc ra l  pacts" in a Pa ris press con­
lerencc M arch 20. 

Thc world was spared t hermo­
nuclea r  holoca u st t h i s  past month he­
ca usc t hc two Eu ropean leaders re­
fuscd to toc the  Wash ington-London­
Pck i ng l i n e  whcn C h i n a  i n vaded Viet­
n am .  But when the Krem l i n  map­
watchcrs see no i ndependent Euro­
pca n hurler aga i n st a H a ig war policy, 
not h i ng w i l l  remai n  to rest ra i n  t hem 
from a n  ear ly  dec i s i o n  to go to 
t hcrmonuclca r  war. If  the Eu ropeans 
1�l i l to h last thc  U . S.  mi l i tary pact with 
Israel goi ng u n der t he n ame or "Camp 
Dav id:' the ir  governmen ts may not 
last u n t i l  J u ne - or war may over­
takc  t hc i r  opportu n i ty to make that  
dccis ion.  

) 
its n uclcar warhcads w i l l  h i t  empty 
si los." 

S imo n ya n  a l so w a r n s  of U.S. 
prcssurc aga inst  other N ATO mem­
hcrs . cit i ng provis ions of  the  N ATO 
trcatv under wh ich the U . S .  ca n 
assumc con t ro l  u ndcr conditions of 
"internal disorder" i n  Europe .  

A n d  a N ovost i art ic lc made a va i l ­
ahlc t o  t h i s  ncws scrv ice deta i l s  h ow 
N ATO is cnda ngcring world peace 
throug h (I) a convcnt iona l  a rms hu i ld­
up: (2) hringing t hc M ideast i n to 
N A  TO - i.c .. Camp David: (3) the  
mil i tar� Ila nking of t hc soci a l ist  na-

Th i s  Week 5 



tions through the NATO-China link: 
and (4) the development of exotic new 
weapons. 

Current NATO strategy, as out­
lined hy British (Jenera I Hackett. en­
visions a steady encroachment hy 
N A TO of the Soviets' glohal strategic 
position, leading to a decisive con­
frontation sometime in the early to 
mid Il)XOs. 

*** 

At the March 19 meeting of [uro­
pean Community finance ministers, 
the Belgian delegation put forward the 
position that the European Monetary 
System will not work without serious 
austerity measures. This has of course 
heen Britain's line since the EMS was 
lirst proposed last July. The ploy is de­
signed to exploit the weaknesses of the 
EMS founders, typilicd hy the Barre 
government under French President 
(Jiscard, which stands for a domestic 
austerity policy completely at odds 
with the aims of the new monetary sys­
tem. 

British Finance Minister Denis 
Healey piped up to announce that 
London would veto any economic aid 
to I reland and Italy that was not 
matched dollar for dollar with EMS 
aid to the United Kingdom. Rather 
cheeky, old chap - Britain isn't even 
in the EMS! 

*** 

Turkish Prime Minister BLilent I:cevit 
issued a sharp attack against the Inter­
national Monetary Fund March 21. 
charging that the Fund is promoting 
policies aimed at stopping economic 
development. Turkey, which was 
n:cently forced to adopt a stringent 
auslerity packa/!e hy the Fund (sec 
M 1[)[)IX EAST), relJuires a policy of 
increased production and investment. 
Ecevit said. 

Critici/ing Turkey's West (;erman 
and other European allies which failed 
to come through on promised aid to 
the deht-strapped country, Ecevit 
stated: "If lack of interest on the part 
of our allies regarding Turkey's econo­
mic prohlems continues, we would in-

6 This Week 

evitahly. not hecause of choice hut he­
cause of necessity. have to introduce 
changes in our foreign economic rela­
tions. And this could. in due course. 
have a ccrtain impaet on our cxternal 
political relations too." 

The Turkish situation is a major 
test case for the new European Mone­
tary System's commitment to linan­
ci ng Thi rd World development: so 1':'1 r, 
the EMS has dekrred to the IMF on 
the Turkish issue. 

*** 

I n  the aftermath of the West German 
N A TO dehate we reported in our last 
cover story, Henry Kissinger stepped 
in personally to threaten the Schmidt 
(Jerman government for its opposi­
tion to the I.ondon-hacked inter­
national war huildup. According to 
Italy's II (iiornale, Kissinger sent a let­
ler to West (ierman "friends" \\arn­
ing that Schmidt was "capitUlating" 
to the Smiet llnion. Meall\\hile a 
meeting of the Atlantic Bridge insti­
tution '\)I'i"ered" the Ciermans the 
opportunity to collahorate in NATO 
plans. to secure the Persian Gulf. West 
(ierman) was also profkred a chance 
to work \\ith James R. Schlesinger in 
sec king .. a Itern a te" non-nuclea r 
sources of energy. 

One recipient of the Kissinger mis­
sive may have heen Otto Habsburg, 
the \\ (wid-he Furopean emperor (sec 
our Counterintelligence report). 
Hahshurg's collection of aH)\\edl.' 
fascist political groupings, \\ hich an­
nounced at its last meeting in summer 
1l)7X the aim of splilting the continent 
into warring "ethnic" regions. \\ ill be 
holding a strategy meeting in Munich 
in laic Marcil. 

*** 

Stilled bv the British-inlluenced lJ.S. 
national ne\\s media. the presidential 
campaign of Lyndon II. LIRouche. 
Jr.. the U.S. Lahor Party chairman 
"ho is closely identilied with the I.MS 
and is the leading LJ .S. proponcnt of 
detente and \\ ar a voidance policics, 
has begun successfull\ taking its 
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message to the puhlic with a paid 
media campaign that is unique in the 
history of U.S. "third" parties. The 
c;llIlpaign also di fkrs from prevailing 
Democratic and (iOP media practice 
in its focus on in-depth treatment of 
issues rather than "image-making." 

T h e  LaR()uche approach is  
t\pilied h\ a taped television hroad­
cast March 19 in Detroit. a hall�hour 
discussion of U.S. Mexico policy in 
"hich he blasted the Carter Admini­
stration's policy as "un-American" 
and de\eloped an alternative ap­
proach focused on helping Mexico to 
become a high-technology nation. 

The La Rouche media drive has 
also included paid advertisements in 
several major daily newspa pers, and 
has resulted in greatly increased public 
exposure and media coverage for the 
candidate. 

*** 

Not e\eryone on Capitol Hill is huy­
ing Mr. Schlesinger's "Crash of '79" 
Oil shortage hoax, reports our 
Washington bureau. So. last week the 
Sl'natl' Energy Committee held 
hearings on the impact of the Iranian 
oil loss, and who should pitch in for 
Sch binger but t he Central Intelli­
gence Agency ()f Stanslield Turner. 
According to a classilied CIA report 
released at the hearings hy Sen. Mark 
Ilatlieid (R-Ore.). "Unless Iranian 
producti()n is seen restored to a level 
of ab()ut three to IllUr million harrels 
pCI' day, or oil consumption is re­
strained. stocks "ill fall to abnor­
m;"ly 10\\ levels by midvear." The re­
port sa\s that "This \\ ill inevitably 
lead t() increased rationing of supplies 
b\ oil companies. higher prices and 
l'urtailed economic growth." 

At the same he;lrings Rohert N. 
Delph. president ()f I-\.\on Inter­
national. denied contentions that oil 
co m pa nies are o\erstating t h e  
sl'riousness of the Iranian situation 
and deliberately hoarding oil supplies 
to dri\ c up prices. lie did admit that 
Exxon is doing a brisk business at in­
creasing profits in I mope as a result 
of e\enLs in Iran. (lor the hard facts 
\In oil supplies. sec our Energy sec­
t ion). 
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LABOR PERISCOPE 

Teamsters prepare for national strike' 

A s  we go to press, the I n ternational  
B r o t h e r h o o d  of T e a m s t e r s  i s  
preparing for a national strike when 
its master freight contract expires 
March 3 1 .  Requests for strike  au­
thorizations went out to all master­
freight locals early last week .  Two 
leaders from each local were sum­
moned to Washington for a meeting 
on the negotiations .  

The media ta lks  about the Team­
sters "backing down" from thei r 
wage-benefit pack age demand of 
between 50-60 per cent over the 
three-year li fe of the contract . But 
few on the i nside expect much move­
ment .  

The Carter Admin istration ap­
pears set on forcing a stri ke rather 
than a l l ow ing the Team sters to 
break its 7 per cent wage price 
guidel ine .  

Tea msters officials are angry 
over rebukes from Carter people 
such as inflation czar A l fred K ah n .  
Kahn.  after refusi ng t o  budge on the 
guidel ines. last week told business 
leaders th at the A d m i n istra t ion  
would punish both the  Teamsters 
and the truck ing industry if they 
broke the guideli nes. by push ing 
"with due haste" for fu l l  deregula­
tion of the industry .  The In terstate 
Com m e rce C o m m i s s i o n  ( I C C )  
reiterates the th reat that i t  wi l l  not 
al low truck ing compan ies to pass 
along wage increases through new 

rate hikes .  
Teamsters and  industry officials 

term the threats blackmai l .  
Union officials fear that the 

trucking industry has been "gotten 
to" by Carter peop le .  I n dust ry 
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negotiators show no wi l l ingness to 
buck  the gu ide l ines . They h ave 
made a wage offer reportedly below 
7 percent .  

As  the master freight negotiators 
met in Washington. the M achinists 
concluded a last m inute agreement 
with U nited Airl i nes in  excess of  30 
percent over three years and with an 
unl im ited cost of  l ivi ng escalator . 
This puts pressure on Teamster 
negotiators to hold the l ine on the 
union's substantial demands.  

The Teamster leaders see them­
selves being forced into a stri ke -
the first real national strike under 
the m aster freight agreement. They 
see the  s i t u a t i o n  as fa r m o re 
dangerous than in  1 976, when they 
wo n a h efty hoost a fter a hrief strike. 
The industry gave them a hard t ime 
but saner poli tical forces in  and 
around the Ford Administration 
prevai led. This time Carter is  firmly 
com m i tted to carry ing  out  the 
austerity program fo r the  U . S .  
d i c t a t e d  b y  t h e  I n t e r n a t i o n a l  
M onetary Fund . 

The top Teamster leadership 
contin ues to debate strategy . Several 
Teamsters'  leaders press for a 
po lit ical  mobi l ization of the country 
against austerity . They say that the 
Teamsters can win a major victory, 
if they abandon a s imple "trade un­
ion"  str i  ke strategy and  p ress 
po l it ical demands.  These leaders 
con ti nue to explore the idea of using 
t h e  n e w l y  fo r m e d  E u r o p ea n  
M onetary System and its potential 
to g e n e r a t e  a U . S .  ec o n o m i c  
recovery as a means o f  explaining 
con tract demands to the American 
people.  

E X E C UTIVE I NT E l L I G E N C E  R E V I E W  

From bad to  worse 
True to his rel.'ent  promise, AFL-C IO 
President  George M eany fi led su i t  i n  
tCdera l court l ast week t o  h ave t he Ad­
ministTation 's  wage-price gu idel i nes 
declared i l lega l. M eany claims that  the 
go vernme n t  u se o f  proc u reme n t  
powers t o  fon.'e complianl.'e t o  wage 
sta ndards takes on the cha racter of a 
ma n d a tory h u t  " u n ha la n ced p ro­
gram" th at emphasizes enforcement  of 
wages. M eany's  sol u t ion,  as proposed 
in an A F L-CI O  policy resol ut ion 
passed last month hy the Federat ion's  
Executive hoa rd. is a system of war­
time-like ma ndatory controls. Th is,  
the A FL-CIO ma i n ta i n s, wi l l  guaran­
tee "equal ity o f  sacrifice." 

Not surprisingly, the A FL-CIO 
co u rt act i o n  h a s  recei ved the  
e n t h u s i a s t i c  s u p po r t. o f  1 4  
Republ ican Senators, i ncluding Sen . 
John Heinz I I I  ( R-Pa . )  a leading 
force behind the Presidential cam­
paign of Gen . A lexander Haig.  

- L Wolfe and M. Moriarty 
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( SPI!elA1 REPORT 

Haig in the Oval Office Again 
Carter Administration already adopts Haig's policies for fascism and war 

The boys at the New York  Counci l  on Foreign Rela­
t ions h ave made their decis ion on the 1 980 pres ident ia l  
quest ion. They a re goi ng with General Alexander Haig 
and the Nazi-style po l i cies of m i l i tary d ictatorsh ip. 

The decis ion comes straight from Bri t i sh o l igarch ical 
circles. The New York Counc i l  o n  Foreign Relations  is 
the center of Anglo-American po l icy-mak ing and was 
first establ ished as a branch office of the Royal I nst itute 
for I n ternat ional  Affa irs. Haig's candidacy is  a can­
didacy for war .  

But n o  one, not the Counci l  on  Foreign Relations ,  
not Energy Secretary James Schlesinger, not  G reat 
Brita in ,  is wait ing for Haig to formal ly  assume the 
presidency. 

The Carter Administration ,  in its policy com­
mitments and outlooks. is already n othing m o re 
than a p re lude to H aig's ten u re in the Oval Office. That 
m uch was admi tted by a col league o f  National  Security 
Advisor Zbigniew Brzezinsk i's - Columbia U n i ver­
s i t y 's  B o w y e r  B e l l .  W h a t  a re t h e s e  p o l i c i e s? 
"Anschluss"-style m i l itary aggress ion to force confron­
tat ion with the Soviet Un ion ,  and Schacht ian economics 
at home and abroad. 

Consider the events of the l ast week . The concl us ion 
of Camp Davi d has com m itted the Carter Adm i n i st ra­
tion to a pol icy of m i l itary a l l iance with I s rael , even to 
the extent of offering the government of M enachem 
Beg in  a U.S. n uclear umbrel l a .  The weapons  negot ia­
t ions i n  th i s  "peace" treaty between I sraeli Defense 
M i nister Ezer Weizman,  h i s  Egyptian counterpart 
Hassan Al i ,  and U.S. Defense Secretary Harold Brown 
show that the Un i ted States i s  commi tted to a pol icy of  
bust ing the Organ izat ion of Petro leum Exporting Coun­
tries through any means  - m i l itary or  otherwise - in 
order to wreck the economies of Europe and Japan . I n  
the l ight o f  what has developed at t h e  same t i m e  in  
Southeast Asia ,  I ran , Turkey, Morocco , and southern 
Africa, the M ideast agreements complete an effort to en­
circle the Soviet U n ion with a hosti le combi nat ion of 
powers based on the axis  a l l i ance of Washington,  Tel 
Aviv,  London,  and Pek ing.  

This  i s  geopol i t ics,  a doctr ine m ost prominen t ly 

associated i n  the Carter Admin i stration with Energy 
Secretary Schlesinger and h i s  friends in the Committee 
on the Present Danger who are all avowed Haig backers, 
j ust l i ke  the " l iberal"  Aspen I n st itute, Fritz Kraemer, 
and the London Economist. Even among the ran ks  of 
the Carter Cabinet and with in the Republican Party one 
can find  Haig supporters: Secretary of State Vance and 
Republican sta lk ing horses for  Haig, Howard Baker and 
George Bush . 

Put briefly ,  the geopol i tical  doctri ne was designed by 
Halford M ac K i n der and the founders of the Briti sh 
Round Table to prevent the emergence on the Eurasian 
landmass of an  industrial  and technological progress­
oriented combinat ion of powers - m uch l ike the Euro­
pean M onetary System (EM S) today . The geopol i t ical  
pol icy of balkan izing the landmass into a divided mess 
of petty states has its economic component i n  the 
po l icies developed and pursued by Hitler's financial  ad­
visor Dr. Hjalmar Schacht. Divert a society's credi t  and 
related resources away from development of the work 
force and capita l  equipment through technological 
p rogress and i nto a zero-growth mode can n i balizi ng 
productive resources to m a i nta in  t he po l i t ica l  integrity of 
prev ious exten s ions of cred it  i n  the form of debt. 

This is fasci sm which the Aspen Institute's Har lan 
C leveland predicts is the next phase for  the member n a­
t ions of the N A TO a l l iance. 

Bringing these policies home 
These pol icies - al ready appl ied to the Th i rd World­
lead to war.  Now the U . S. is to be submitted to the same 
pol i cies. 

This  week 's Camp David energy summi t  was l i tt le 
m ore than a statement by the Carter Admin istrat ion 
that it i s  com mitted to this  pol icy turn . Schles inger  
a l ready h ad a deal in his pocket that  the o i l  compan ies 
would absorb the losses of  some of thei r foreign opera­
t ions and support H aig in  exchange for the price r ises 
th ey wil l get th ro ugh a ph ased decontrol of o i l .  

B y  h o o k  or  by crook ,  Schlesinger i s  going for a n  
energy crisis which is t h e  rationa le  behind legis lat i ng 
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various programs for "energy sel f-sufficiency" and 
labor-i ntensi ve employment .  V ice President M ondale is  
back stumping for his make-work programs.  The Con­
ference of  Northeast Governor's has resurrected its 
scheme for an Energy Corporat ion of  the N ortheast for 
energy self-sufficiency in a dei ndustrial ized Northeast. 

"The Uni ted States is on a course to becoming a 
mi l itary dictatorship," reads a statement issued M arch 
1 7  by 1980 pres i d en t i a l  c a n d i da te  L y n d o n  H .  
LaRouche, J r .  "We are heading rapidly toward World 
War I I I .  I n  effect , Haig i s  a lready i n  the White H ouse; 
the boys in New York have fixed i t .  Un less France and 
West Germany openly oppose this lunacy, unless they 
openly denounce the governm ent  of the Un i ted States, 
we will have World War I 1 I  . . .  1 t  is a serious q uestion as 
to whether the pol itical forces abroad have the pol itical 
courage and perception to do what's necessary . "  

Haig is making pol icy i n  the Oval Office again and 
the fol lowing report documents this  as fact . The career 
of the paper cl ip general is presented, h i s  supporters are 
l isted , and his  policy - foreign and domestic - is out­
l ined as he would implement it and as it i s  now being im­
plemented by the Carter Admin istration .  

Zbi g  collea g ue 
fa sc i sm next i n  

-Kathy Stevens 

sees 
Eu rope 

111 an interview made available to this news service. J. 
Bowyer Bell punctuated a discussion offoreign affairs by 
predicting the rise of mass fascist movements in Europe in 
the near future. Bell. a colleague of Zbigniew Brzezinski. 
is a "terrorism " and "insurgency-counterinsurgency " 
specialist associated with the Columbia Institute for the 
Study of War and Peace and the British International In­
stitutefor Strategic Studies; he is billed as "an advisor Oil 
terrorism to over 50 governments. " During the inten'iew. 
Bell emphasized that the domestic and foreign policies 
I/Oit' heing pursued hy Jill/lilY Carter are exactly those that 

A lexander Haig would pursue were he in the White 
House. and predicted the rise of 0 vertly fascist movements 
to power in Europe. 

Q: How do you see the situation in Iran and the surroun­
ding area developing? 
Bell: I ran wi l l  h ave unstable conditions for a couple of 
years. The rebel l ion in  Afghanistan wi l l  grow and 
receive strong outside support a lthough the prospects 
for i mmediate success are n ot encouraging. In Pakistan , 
we're deal ing with two sets of people which means 
instabi l i ty .  

Now nobody can rule I ran . K homeini  can't  rule,  
al though you have to admit he's real ly dedicated. 
8azargan can 't hold power . The danger is that down the 
road , say in two years, there could be a self-styled, left­
wing mi l i tary coup l ike in Ethiopia,  what I cal l the pious 
left ,  or  the Algerian model .  The danger does not come 
from the Tudeh party, the Communists. They are not 
sign ificant, they are completely o ut of touch with the 
dynamics of  the situation .  

The M aoists i n  I ran are m uch more important and 
one of  our assets - you know, they would be extreme 
con servatives if it wasn't for the Shah; that's their 
profile . They m ight have been sel l ing condomin iums .  I 
personal ly know a lot of key people in  the Fedayeen in  
I ran .  They cal l  themselves M arxists-Leninists but  don't 
take that seriously . What's key is  that they are staunch 
anti-Soviet fanatics and will be quite usefu l  to us. 

All i n  all , we've come out way ahead of the Russians 
in  the I ran situation .  The Russians are in big trouble.  
Despite the problems we face, we're in  good shape -
m uch better than we had with that megalomaniac the 
Shah.  For example, the Is lamic revol ution's spi l lover 
into the M usl im areas in the Soviet U nion wi l l  be ex­
plosive, wi l l  cause the Soviets grave problems -
analogous to the freedom movements we've organized 
in Eastern Europe. 

Always keep in  mind geopolit ics - that's crucia l .  
Halford M acKinder and K arl  Haushofer were ab­
solutely right .  I t's the old q uestion of the world is land, 
the Eurasian land m ass. We m ust prevent the Russians 
from dominating the Eurasian land mass. That's the big 
game. That's the context from which every pol itical 
question in the world must be viewed . Whatever we're 
able to consolidate in I ran must be seen from the point 
of view of  geopolitical struggle. 

Q: What role do you see the ethnic and trihal groups 
playing in the Iranian situation? 
8eIl:They're of course extremely important, not only in 
I ran, but the role they' re playing in the war agai nst 
Soviet commun ism.  Already o ur contacts in  the I ranian 
government are cooperating with us in  faci l itating the 
movement of certain M usl im tribal groups armed to the 
hilt across the border into Afghanistan . The Turkoman 
tri be on the Soviet-Afghan istan border is important .  So 
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are the I ranian Arabs, the Baluchis, and, of course, the 
K urds .  The K urds w i l l  grab what they can get .  A l l  of 
them are assets . The M us l im restorat ion  w i l l  soon hit 
the Soviet U nion as you  w i l l  see . 

Of course, it 's  necessary fo r u s  to mainta in  an i s land 
of  Western cultu re in  t he area . We can ' t  go a l l  the way 
back to the 13th century .  That 's  why we' re push ing the 
women's l i berat ion movement ,  t hat ' s  the reason K ate 
M il let and Ralph Schoen man were t here .  In order to 
keep control ,  Engl i sh  speaking people i n  the K homeini  
camp and other centers of power must have freedom of 
action .  I n  the i nsurgency aga in st the bruta l  and a rrogan t 
Shah ,  American and Br i t i sh-born agen ts were l im i ted i n  
what they cou ld  do . S o  w e  h ad to work a lmost sole ly 
through Amer ican  a nd B r i t i s h -educated I ra n i a n s ,  
especia l ly  around K homei n i . 

Q: Speaking of the ethnic groups and insurgencies. do you 
anticipate anything along these lines in Europe? 
Bell: I n  the i m mediate future there i s  going to be a b ig 
wave of  terro r ism across Europe .  If  you were a bett ing 
man go ing to the race track you could take my t ip  and 
come out  a big win ner ( laughing) .  Sort of  a s ure bet if 
you know what I mea n .  In I ta ly ,  terror ism w i l l  keep up 
and escalate sharply,  and watch for the r ise o f  the righ t .  

One  of  the keys i s  wha t  we cal l  the "eth n ic  poo l s . "  
The  Turks i n  Berlin , fo r  example :  t he  Turks  i n  Germany 
are not being absorbed and  that  creates t i nderbox condi­
t ions .  This w i l l  cause n o  end of problem s  for the 
Schmidt  government .  Also the West  I ndians  in  West 
Germany .  You k now the West I ndians' profi l e  -
aggressive and violent !  The Germans are going to  have 
a rea l problem on their h ands ! 

Of course, there w i l l  be a react ion  to th i s .  There wi l l  
be  a r i se again of c lass ical  fascist movements .  I expect 
the fascist right to take power in I ta ly  w i th in  a couple o f  
years . I n  t h e  trad i tion of M usso l i n i  - t h e  ban krupted 
m iddle c lass, the uprooted workers , the underclass w i l l  
be  the  shock troops, and strong fascist leaders w i l l  
emerge . There wil l be neo-Nazism in  Germany tha t  can 
take power also . The condi t ions  are r ipe and al l  the o ld 
inhibitions  have b roken dow n .  Ethn ic  terror i sm w i l l  be 
the spark and many of  the eth n ics themsel ves w i l l  l ater 
try to jo in  fascist forces . I t ' s  defi n itely go ing to happen . 

Q: How do you view Carters per/flY/llanCe as President: 

Do vou think Alexander Haig has a chance? 

Bell' : I thin k Carter i s  now i mplement ing the very same 
policies that Al Haig has advocated and would purs ue i f  
he were President .  Carter has many accompl i shments  
under h is belt ,  especial ly  recent ly .  Our  China po l icy h as 
proved a smashing success .  Carter ' s  accompl i shment  
wi th  Camp David i s  tremendo us , of  great st rategic 
significance .  We would st ick wi th  Carter for now.  AI 
Haig would be excel len t .  The o n ly th ing I worry about  is 
that the last Repub l ican m i l i tary m a n  ( Eisen hower­
ed .) turned out  to be a total  disaster . 

A sharp look at 
A lexan der Haig i s  now the  l eadi ng cand idate to succeed 
Jim my Carter as Pres ident of the U n i ted States . His can­
didacy is being promoted by the Br i t i sh ol igarchy 
through a number of  Brit ish i nst i tut ions and networks,  
i nc luding the Royal I n sti tute fo r I nternational  Affairs , 
the Brit ish-based Ditch ley Foundat ion ,  the Lazard 
Freres investment ban k  of London and New York,  the 
Tufts Fletcher School of I n ternat ional  Dip lomacy, the 
i n ner  circ le of the New York Counci l  on Foreign Rela­
t ions ,  the Anglo-Zionist Com mittee on the Present 
Danger, Her Majesty's Order of St. John  of Jerusalem 
(of wh ich,  according to M exican sources, Haig i s  a 
secret member), and the Heinz fam i ly of Pittsburgh . 

A n  attempt i s  being made to see Haig, the candidate 
for war, as a great Amer ican Republ ican m i l i tary man i n  
the  trad i t ion  o f  Douglas M acArth ur a n d  Dwight David 
Eisen hower .  The Briti sh public re lat i ons specialists have 
got t o  be k idd ing. That image j ust won't  wash.  

Far from greatness, Haig has  never even attained 
mediocrity in  any of his endeavors . 

Hardly an American - despi te the co inc idence 
(un l i ke  Hen ry K issi nger) of hav ing been born in  this 
country - Haig is a complete aco lyte of the Br i t i sh  
ar istocracy . 

Repub l ican? Haig has never been a mem ber of the 
party and has  a record of  doing a h atchet job on  leading 
Repub l icans ,  i nc ludi ng his n otor io us in side job on 
Richard Nixon in the Watergate affair .  

M i l i tary commander? Not on ly  has H aig never com­
m anded m en in batt le ,  but  th i s  Br i t i sh created General 
has tr ied to force upon NATO pol icies that would en­
s ure defeat for the U n i ted States and Europe in  a general 
therm onuclear war .  Wags say that the on ly deployment 
the General has proved in  the l east competent i s  movi ng 
the paper c l ips from one secret NATO document to 
another .  

The British are 
orchestrat ing the ca mpaign 
The Haig campaign i s  a straight Br i t i sh  operat ion 
and carefu l ly  orchestrated. I t  was k icked off last year -
before European pressure,  especi a l l y  from the West 
Germans,  forced Haig out as head of  NA TO - with a 
warmongering appearance at Ditch ley Park I I  mi les 
o utside Londo n .  At an event sponsored by the Di tch ley 
Foundat ion ,  a p lan n i ng body for a "New Dark Ages," 
composed of  the Anglo-American i nner o l igarchic e l i te 
and n umbering among i ts  mem bers U.S. Secretary of 
State Cyrus Vance, Lord Tweedsmu i r ,  Lord G,

ore­

Booth ,  Pau l  Ni tze , and A m o ry Houghton ,  Ha ig deman­
ded a massi ve NATO bu i ldup and for the N ATO 
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Alexander Haig's career 
alliance to become immediately  involved in Anglo- oligarch Arthur Amory Houghton . Houghton has tur-
American military operations in the M iddle East and ned his Wye Plantation in Salsbury, Maryland into a 
Africa in behalf of the World  Bank and I M F  - and in base of operations to boost the conspiracy for fascism 
abrogation of the NATO treaty. Haig's declaratio1l- of an d war under Haig . Specifically, Houghton is 
intent to become the "War President of the U�lie� bankrol ling and organizing from there a so-called Con-
States" opened a British propaganda barrage that latei\ ference on the 1980 Race to be run through the Aspen 
induced the dangerous, if pathetic President Carter to \ I nstitute and to provide a forum for the Haig plot to 
adopt the very same policies . \ capture the Republican Party and the nomination .  

Since that time, Haig has  been sponsored in  a num-
ber of speaking engagements designed to test the waters 
ifor his presidential candidacy by British networks  in the 

U nited States . At the Tufts U niversity School of I n ter­
national Diplomacy, a training ground for Daniel 
Moynihan ,  James Schlesinger, and the prpconfrontation 
Committee on the Present Danger crowd, for example,  
Haig threw his presidential hood in the ring. while den­
nouncing SALT, O PEC, and the A rab nations  and 
calling for a showdown with the Soviets over  I ran . 

According to informed sources, money for the Haig 
presidential war chest is being funneled through New 
York's Council on Foreign Relations  figure Arthur 
Ross and the Lazard Freres investment ban k ,  as wel l as 
the Heinz family of Pittsburgh,  which has sponsored 
spea king  e ngage m e n t s  for Haig in Pit t sburgh . 
Operationa l  control for the Haig presidential d rive is 
being exercised through the Order of St . John of 
Jerusa lem an d the Ditchley Foundation in the person of 

\A despicable career 
.l\lexander Haig is one of the clearest examples of British 

�gen try ever to run for the Presidency of the U nited 
States. 
\ He received his t raining as a cultist at Georgetown 

f�om the Jesuits. There, the cen ter of the Anglican 
Church-controlled "American Catholic Heresy," Haig 
irltbibed the t radition of I gnatius Loyola and the In­
q�isition . Significantly in the modern period, both the 
cqnspiratorial British Round Table grouping, organized 
by Cecil Rhodes and his ban ker Lord Rothschild, and 
thb Nazi SS under Heinrich Himm ler (Hitler's "Black 
Jesus") were consciously organized according to 
Loyola'S principle of organization and in line with the 
cul�ist and sado-masochistic practices of Loyola. 

The British boosted Haig's miserable career every 
inch
! 

of the way . His mentor and sponsor was the dis­
p la��d German oligarch Fritz K raemer who, in the 196(h, insinuated colonel Haig into the position of of­
ficial Army liaison to Allen Dul les's CIA and later 
secured his admission as a member of the inner circles of 
the .New York Council on Foreign Relations. G roomed 
on ,Rand Corporation war game scenarios, the incompe­
ten t Haig was hated by fel low military professionals, 
which helps explain why he was denied a combat com­
mand post during his stint  in Vietnam . 

I t  was fel low K raemer protege Hen ry Kissinger who 
gave the real big boost to the paper clip general, 
bringing him onto the National Security Council as an 
aide in 1969. 

K issinger managed to introduce an entirely new 
principle into the practice of military promotion during 
this period . Within a couple of years, as a White House 
military aide working under Kissinger and the NSC, 
Haig leapfrogged over 50 professional military men 
ahead of him . He was promoted from colonel to four 
star general . Haig's "military" work during this period 
involved such notable successes as hel ping to prolong 
the disastrous Vietnam war long after mi litary 
t raditionalists in all three services had turned against it, 
helping his British confreres to plan the 1973 Arab­
Israeli war, and instigating the oil hoax that foIIowed to 
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try to impose a war economy on the U n ited States, 
Europe, and Japan . 

But, Haig's biggest operation i n  behalf of h i s  Brit ish 
controlIers during this per iod was the Watergate 
destabilization of President Richard Nixon - an inside­
outside operation which Haig and Henry Kiss inger 
coordinated with the aid of British ,  Ken nedy, and 
Lazard Washington Post networks .  "Alexander Haig is  
running for reelection , you k now," one New York 
Council on Foreign Relations insider recent ly commen­
ted , noting that Haig had actua l ly  seized the rei ns  of 
power from Richard Nixon long before Nixon was ac-

tua l ly  ousted . A coconspirator on the inside with Haig 
and Kissinger in this Watergate coup d'etat against 
Nixon was Winston Lord, now the President of the New 
York Council on Foreign Relations .  

Rewarded for services rendered to the Bri tish 
monarchy, Haig was short ly thereafter made head of 
NATO. Haig views NATO as an occupation army in 
Europe w hich must prepare, in the immediate future, to 
fight (and lose) World War I I I  at a time when the Euro­
pean governments a nd the Soviet U nion are in serious 
econom ic and disarmament  negotiations wh ich could 
ult i mately lead to the gradual dismemberment of the 

Aspen's Cl eve l and: wh at's up for NATO 
.. The Third Phase of NA TO," according to a Decem­

ber 1978 NATO Review article under that title by Har­
lan Cleveland, is fascism. Of course, Mr. Cleveland, direc­
tor of the International Affairs Program at the U .S . -based 
Aspen Institute, a branch of British intelligence, does not 
use exactly that word. He states simply that "runaway 
technologies" have rendered republican forms of govern­
ment. indeed, any form of nation-state, obsolete; that a 

"new skepticism of science and technology" and "a new 
emphasis on ecological causes and effects" demand "a 
new willingness" on NA TO's part "to think in terms of 
global perspectives . . . .  " Under NA TO, or international 
bodies" cloned" from NA TO for this purpose, science and 
technological progress must be strictly regimented, and 
society reorganized for "selective growth." 

The resemblance to "His Imperial Majesty" Otto I'on 
Habsburg's "Europe of the regions," and H.G. Wells's 
science-for-the-oligarchy, is not coincidental. 

The following are excerpts of the Cleveland article. 

I thin k it is fair to thin k of NATO as having three 
phases, of w hich we are at the beginning of the th i rd .  
The first was  getting defence and deterrence organ ized , 
and establishing an  astonishing stability with essent ia l ly  
unusable weapons . . . .  A second phase was the begin­
nings of a caucus on how to make peace with the R us­
sians - SALT, M BF R ,  Hel sin ki and the rest .  . . .  My 
own favorite definition of detente (i s) "the continuation 
of tension by other means ."  . , . And now we come . . .  to 
a time when "security problem s are more than anything 
else the prod uct of how we govern ourse lves . "  

. . .  The central problem i s  clear enough; i t  i s  n o t  
' limits to growth', i t  i s  lim its to government .  Let us n o t  
fudge the facts: i n  t h e  i nd ustr ia l  democracies, bei ng 
developed has come to mean a chronic crisis of govern-

ance . . .  our governments revolving in end less and inef­
fecti ve coalitions . . .  

And yet the yeast is rising. I n  every industrial nation­
a large n umber of people,  often beginning with the 
young, have started to do some rethin king of growth 
patterns .  In the U nited States. fo r exam ple. the size of 
fami lies has declined to about the popu la t ion replace­
ment level . The historic trek from r u ra l to u rhan habi­
tats has slowed down .  leveled o ff and t h en gone into 
reverse . The ecolog ica l  ethic i n  its many m a n i festa t ions  
has started to  make its influence felt in  the  market place 
and in polit ics .  A revol ution has begun in  the roles and  
status of  ethnic minorities and the  female ha l f  of the  
population . Local communities insist on  gain ing more 
control over their own growth . 

. . .  We are moving from an ethic of indiscriminate 
growth as the central organ izing pr inciple - growth un­
fa ir ly distributed, growth wasteful of our  resources and  
damaging to  our  surroundings , growth that neglects 
needs, growth preoccupied with the supply rather than 
the requ i rements . . .  

. . .1 wi l l  simply recal l  the paragraph in the ' L im its to 
G rowth' study . . .  that started with the words ,  "the fi na l ,  
most  e lusive and most im portant information we need 
deals with human values . " 

. .  . I n  sum: a t idal  wave of change of val ues is wel l  un­
der way, and the main obstacle to convert ing these new 
values in to policies and institutions is  not the l im i ts to 
physical resources or the l imits to intel lectual  resources 
but the l imits to government .  . . .  

Pol it ical leaders keep up a brave front ,  but their 
incapacity for deci sion-m aking is  becoming more and 
more visible to the rest of us .  Central economic  plan­
n ing, popularized around the world partly by ind ustrial 
democracies who wil l  not touch it with a ten-foot pole 
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com peti ng blocs .  
Alexander Haig is a fraud .  Anyone who has seen him 

interviewed on  television sees a hollow man ,  a thorough 
dullard . I narticulate, dumb,  llnd carried solely by infan­
tile, narcissistic macho impulses, Haig cuts an image of 
the mother-dominated fair-haired boy who is not  even 
particularly slick .  Like his close friend Schlesinger, the 
chain-smo king Haig reaches for his pipe whenever the 
interviewer demands m ore than his banality can handle .  

-Robert Cohen 

themselves, is nearly everywhere in disarray. The new 
migratory proletariat streams across national fron tiers 
whether national immigration laws permit it or not .  Eth­
nic and religious rivalries and sub-national separatists 
threaten the integrity of long-established nations: South 
Africa, Nigeria, Ethiopia, J o rdan,  Lebanon,  the U nited 
Kingdom and Canada are only the most current exam­
ples. Power is leaking out of national govern ments in 
three directions: to local com munities seeking more 
discretion , to non-government enterprises that can do 
things so much faster and more flexibly than govern­
ments can,  and to international agencies which must at­
tempt somehow to manage new technologies that trans­
cend national jurisdictions. 

The institutions of government,  in short,  are left over 
from the era for which they were designed - the era of 
undifferentiated growth in which the many different 
kinds of growth did not have to relate to each other . . . .  
When it comes to governance there is one thing worse 
than doing bad things on purpose, and that is doing 
good things but n ot relating them to each other. 

I n  conclusion I would like to make two quick sug­
gestions . . .  about the NATO Science Com mittee . . .  

. . .  Why not use our NATO fellowships to bribe m ore 
integrators and not bribe o nly the best of the specialists 
. . .  I mean people who are graduating from quality work 
in a specialty to face the am biguities and puzzlements of 
bringing it all together . . .  

M y  other suggestion is this: I f  the industrial demo­
cracies are in trouble because they are n ot yet wrapping 
humanizing institutions around run away technologies, 
why do not the NATO Council and Secretary General 
bring the NATO Science Com mittee . . .  into the main­
stream of . . .  research and development strategies . . .  

I have argued that we are already in transition to a 
new ethic of purposeful growth . . .  But great ideas are 
never noisy on  arrival . They slip into minds unannoun­
ced . Remember Albert Camus. "G reat ideas . . .  come 
into the world on doves' feet . If we listen closely we wiII 
distinguish amidst the em pires and n ations, the gentle 
whisper of life and hope." 

A ca n d i d a cy 

m a d e i n  E n g l a n d 
Who's supporting AI Haig? As this publication reported 
earlier this year ,  the NATO Supreme Commander has 
already garnered an outright endorsement from at least 
one leading London publication ,  the Daily Telegraph. 

But a more revealing insight into the relationship 
between Haig's supporters in the U nited States and his 
supporters in London is provided by examining the 
relationship between a late February policy statement 
from the Royal I nstitute for I n ternational Affairs, and a 
closely following M a rch I statement by the Republican 
N ational Committee .  

The Royal I nstitute's statement came in the form of 
the Survey m agazine article by General Hackett which 
predicted that Jimmy Carter's geopolitical "weakness" 
would m a ke it possible to replace Carter with a "more 
reliable" Republican . Hackett has also outlined a policy 
of confrontatio n with the Soviets, leading, he projected, 
to a NATO victory over the Soviets in World War I I I  -
fought by 1 985 . 

Using precisely the same formulation , a M arch I 
statement by the Republican National Committee, 
based on the findings of its "Strategic Alternatives 
Team," charged Carter with Nevi11e "Chamberlain­
like" appeasement of Soviet "dictatorship. "  

Republican National Committee chairman Bill 
Brock went further, to call for a ChurchiII-style "strong 
man" to replace Carter and square off against the Soviet 
Unio n .  He said that the Administration's "vaci1 1ation" 
and "inadequate intelligence" in the I ran  crisis wiII serve 
as a m ajor  GOP campaign issue. 

The knee-jerk anticom munist profile being used by 
the British to manipulate the GOP into its current 
milita rized stance is identical to that used by Sir 
Winston Churchill and Lord Halifax in the late I 940s to 
push the Republicans into "bipartisan"  support for 
Presiden t  Truman's m ade-in-Britain Cold War policy. 

At t he top 01" the party, however, the British Haig 
policy is being conduited through committed Anglo­
phile patrician circles, notably including George Bush, 
as well as Pennsylvania's Heinz family and former 
Secretary of State Henry Kissinger (though the latter is 
reportedly in a "jealous rage" over the fact that ,  as a 
naturalized citizen,  he himself is ineligible for the 
presidency.) These Republican circles interface with 
pro-Haig Dem ocratic Party forces on such levels as the 
New York Council on Foriegn Relations, the Ditchley 
Foundation ,  and the Aspen I nstitute. 

Under the London guidance, the GOP has em­
barked on an unabashed campaign of confron tationism . 
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Included in the RNC "Strategic Alternatives Team "  
assessment i s  their answer t o  Carter's hand ling of SALT 
II negotiations. Claiming that the "most pressing mat­
ter" for U.S. security is the Soviet U n ion's sophisticated 
missile arsenal, the report argues for the MAPS plan 
(Multiple Aim Point System), a revamped game of 
Chinese checkers in which land-based missiles would be 
switched around between underground  silos, leaving 
some empty to "confuse" Soviet efforts to pinpoint ac­
tual missile location. 

Equal ly ominous was a recen t Washington Post Op­
Ed hy Sen. William S. Cohen ( R- Me), ranking minority 
member of the Sen ate subcommittee on arms control. 
Cohen dared the Administration to respond to the 
"harsh realities of geopolitical strategy" by lin king 
SA L T to "the curren t  state of world events," a form ula­
tion identified with pro British geopolitician Hen ry 
Kissinger. While the U.S. is "wracked by indecision," 
Cohen says, " ... the Soviet U n ion ... is aggressively and  
arroga n t l y exp l oi t i n g ,  i f  n o t  in cit ing, tur m oi l  
throughout the world." Cohen's solution :  a new arms 
buildup to foster "world peace through a program of 
strength. " 

The Rep u b l i ca n Pa rty 
Despite the flurry of back room organizing behind Alex­
ander Haig's presidential candidacy, those who want to 
put the NATO commander in the White House have so 
far refrained from openly publicizing their protege. 

This has little to do with the fact that Haig's resigna­
tion as  NATO Commander-in-chief wil l not take effect 
until June, thus ruling out active campaigning as a mat­
ter of protocol. In fact, it reflects the realization of 
strategists at the Council on Foreign Relations that un­
der normal conditions, Haig is simply not an acceptable 
candidate to the American people. 

Haig promoters have decided instead to bide their 
t ime until the situation is ripe. As Bob Richardson, of 
the American Security Council, an advisor to Haig ex­
plained in a previously reported interview with the Ex­
ecutive Intelligence Review: 

" If there were a series of crises ... lran goes down 
the tubes and there is an  oil cut-off to the U.S. -
then the man in the street wil l get scared and start 
saying ' We need a military man .. .' That's when 
Haig's candidacy becomes rea l, ... " 

The Haig strategists a lso hope to corral Republican 
leaders a nd voter support for candidates who are acting, 
wittingly  or not, as sta lking horses for Haig. Their plans 
hinge on creating a climate where the issues and debate 
wil l be dominated by Alexander Haig's presence. The in­
tent i s  to deprive the American public of a viable a lter­
native to Haig. 

Bush and Baker 
At p resent the most obvious front men for Haig are 
George Bush and Howard Baker. New York Senator 
Daniel Moynihan is functioning similarly, in conjunc­
tion with the more conservative Zionist lobby wing of 
the Democratic Party. 

Both Baker and Bush are putting forward the 
"geopolitica l "  foreign pol icy programs that w i l l  
popularize the economic austerity a n d  mil i tary policies 
which wil l define a Haig administration. 

That the two have been assigned this role should 
come as  no surprise. Bush, who assiduously cult ivates 
an image as a conservative Texan ,  is actual ly the scion of 
an old, patrician New England family. He is blueblood 
from Connecticut who graduated from Yale U n i versity,  
thoroughly indoctrinated in  that inst i tution 's H igh 
Anglican traditions which include official  ties with Ox­
ford U niversity, the a lma mater of Ceci l  Rhodes. H is 
impeccable Eastern Establ i shment  credent ia ls  derive in 
part from his father, Connecticut Senator Prescott Bush ,  



' f i e l d ' :  H a i g ' s  sta l k i n g h o rses 
who sat o n  the board of patrician Averel l  H arriman ' s  
firm,  Brown Brothers, Harrima n .  

George Bush himself i s  a member o f  t h e  Council on  
Foreign Relations' board of  trustees, and of  the  
N ational  A dvisory Council of  the Episcopal Ch urch,  en­joy i n g  i n t i mate  rela t i o n s  w i th  cold warr io r  Dean 

Acheson's  son David and the A spen I nstitute's Robert 
Amory . 

His mottled career has encompassed stints as a Texas 
congressman ,  U .S .  representative to the U nited N a­
tions ,  Republican N ational  Com mittee chairman ,  first 
U .S .  liaison in Peking, a nd C I A  director .  In Peking, 
Bush did the years- long spadework which preceded the 
Carter Administration 's  pact with Vice- Premier Teng. 
He  has p layed a key role in the Henry Kissinger-Tory 
networks that have nearly destroyed the Republican 
Party and recent ly asserted that U .S .  ties with Britain 
mus t  be strengthened in an in terview with th is 
newsserv ice. 

W hile some say that Senator Ban ker's t h us far unof­
licial cam paign collaho rat ion w i th  the Haig candi dacy 
derives from opport u n i sm more than w i l l i ng agen try, h i s  
posit ion as Senate M i nority leader and  puhlic spokesm an 
Ii.) r the m iddle-of-t he-road tendency i n  the G O P  greatly 

en hances the dest ruct ive poten t ial of  h i s  deployment. The 
Senator has gathered an unsavory assortment of advisors, 
i nclud ing h is cam paign manager, Rhodes Scholar Senator 
L uga r ( R- I n ) , foreign policy advisor Edward Luttwak - a 
Bri t i sh suhject and I sraeli i n tell igence agent who works out 
of Georgetown U n i vers i ty's  Center for St rategic and Inter­
nat ional Stud ies (CS IS ) ,  and Fred I kle, former head of the 
A rm s  Cont rol and Disarmament A d m i n istrat ion and 
curren tly the G O P' s ch ief  offic ial spokesman on behalf of 
confrontat ion ist policies toward the Soviet U n ion. 

Baker's call last month for t he U.S. to retaliate 
militarily and economical ly against the Afghani govern­
ment fo r the assassination  of the U .S .  ambassador in­
dicated his embrace of the H aig profi le .  

M ost disturbing however, i s  the  ease with which 
other candidates - John  Con n ally , Ronald Reagan and 
Phil C rane - have been manipulated in to pushing the 
kin d  of anti-Soviet and domestic austerity po licies 
whose popularization wiII ironical ly make H aig's e lec­
tion m ore feasible .  While Conna l ly attacks Soviet 
aggression and the Salt  I I  negotiations,  Crane cal ls  for a 
beefed up  military com mitment to I s rael: both center­
pieces of the foreign policy of the men behind Haig. 
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'C lose to Va n ce, 

C a l i fa no,  K rae me r' 

Recent interviews with close associates of A lexander 
Haig. who are members of the strategic policy com­
munity in Washington. distinctly profile the U. S. NA TO 
C(}mmander as an opportunist of limited abilities. Like 
Henry Kissinger. A lexander Haig was the protege of Fritz 
Kraemer. a Defense Department strategist. Haig. one 
official said. peddles his nostalgia for World War /I to 
credulous patriotic A mericans. but finds his closest friends 
among the A nglo-A merican Epis("()palian and Jesuit elite 
for whom the prefix 'A nglo- ' is what really counts. 

The ./iJl/owing excerpts of' a ( "()n l'ersatioll lI"itil John 
Lehman . ./iJrlller deputy director of' the A rms Control and 
Disarmament A gency alld 1 1 0 1 1 "  a Repuhlican Par/. I ' ./lJreigll 
policy acM.wr. lI"ere made a \'([ilah/e to the Execut ive I n­
te l l igence Review. 

I worked under H aig on K issinger's staff from 1969 to 
1974.  I worked very closely with h i m .  I dOll't know that 
he h as decided what he will do on J u ne ' 30 when he 
leaves N ATO, but he wi l l  certa in ly be heard from .  He 
has very great problems with current U .S .  pol icy, but he 
would never speak disparagingly of  the President whi le 
in  un i form .  I cannot imagine that he  i s  not deeply upset 
by the defense and foreign po l icy of th is  Adminis­
tration .  I am convinced that that is why he quit .  

Energy Secretary Sch lesinger and H aig support each 
other and are very good friends.  So are H aig and 
Health,  Education  and Welfare Secretary Joseph Cal­
i fano .  Haig i s  personal ly very, very close to Cy Vance .  
A l  th in ks very highly of  Vance.  I n  fact, the main in­
fluences on H aig have been Fritz K raemer, Vance,  and 
K issinger. Of course: he was trained at a Jesuit prep 
school which gave him a logical turn of mind .  

He was very h igh ly  regarded by N elson Rocke­
feller. I th in k Rockefel ler wanted h im to run for Pres­
ident this t ime. John Connal ly would also praise H aig, 
same with George Bush , (Sen . Bob) Dole, (Sen . John)  
Tower, and John Kendal l  of  Pepsico - he is a H aig fan .  

H aig saw Nixon in  Paris ,  but they are not close. H aig 
does have a close relationship with K issinger. They talk 
several times a week . But Haig always tal ks  with Vance 
and Cal ifano, and of course he is close to (co lumnist) 
Rowly Eva ns .  He k n ows Vance and C a l i fano from 
Pentagon days under Lyndon B. Johnson,  and he sees 
them, Vance especial ly,  whenever he's in town and keeps 
in  touch with them both all the time anyway . I don't  see 
that that should surprise you, the differences are not so 
great. 

Within NATO, H aig, is very close to NATO Secre­
tary General Joseph Luns. 

'Henry is Jealous' 

A ret ired Ullited State.l' gellera/ l lol l '  promillellt ill po/ic,l '­
makillg cire/es of ' the Repllhlimll Party had thi.l' to .I'a,l ' 
aholll lIaig. 

I have known Al Haig for a long time. He has a good 
Jesuit background and i s  close to Schlesinger - they 
have the same attitude on U . S . and Soviet relations . . . .  I 
have no  doubt Haig wil l  speak up.  H i s  views wi l l  be 
widely sought and will have tremendous impact . I am 
not so sure Henry Kissinger is happy about that. I don't 
think Henry is happy about H aig at a l l - jealousy. Par­
tly because of place of birth - that is, Al  can run for 
Presiden t. but  Hen ry ca n not .  Henry does not l i k e  it that  A I  
i s  get t ing a l l  that  attent ion . 

I don't th ink  H aig is going to run for President, but I 
would tel l  the candidate I am advising to put h im in his  
cabinet .  

The NATO situation i s  bad. West Germany i s  com­
i ng unglued .  (Social Democratic Party parliamentary 
leader Herbert) Wehner and (SPD leader Egon) Bahr 
are pressuri ng Schmidt .  What they are doing is shatter­
ing .  The Soviets are moving to create the conditions of 
Rapal lo (the trade and m il itary pact between the USSR 
and Germany fi nal ized in 1923 -ed . ) .  They do n ot have 

any handbook as to how to create these conditions, but 
they are poised and ready to go.  Schmidt is too smart to 
be sucked in,  except for pressures from the left wing. He 
has got a genuine problem . Schmidt is popular, but his 
party i s  not .  I was recently in  West Germany.  I was 
aston ished by the material wel l-being. I met with (Chris­
t ian Social U nion Chairman) Strauss, (C DU security 
spokesman Manfred) Woerner, and Schmidt .  Schmidt 
talked at great length to us about his European Mone­
tary System, but I could not understand i t .  

Yes,  I know H aig is very close to Cy Vance and 
Cal ifano .  

' H a ig t h i n ks l i ke Schlesinger' 

A third opillioll Oil lIaig l I ·a.\ offered hy allo the l' 
Repllh/icall Part r adl'i.wl'. 

I n  NATO, we always accepted that the Soviet U n ion 
had conventional ,  on-the-ground superiority . To me,  
the on ly chance we had of balancing them off was air  
power aQd a range of n uclear weapons, but the decis ion 
was m ade a lew years ago to go a d i lreren l route. 
Sch les inger  agrees with me. I am n ot sure of AI H aig's 
views on th i s .  but he i s  very close to Sch lesi nger. as he is to 
Cy Van{,'e and Joe Cal i fano.  w i t h  whom he used to work so 
closel y at the Pen taj!on .  
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The  Ge nera l 's d o mesti c  p rog ra m 
A t  the center of the Haig economic program for the U n­
ited States, is the energy aus terity d ri ve current ly being 
mounted th rough the act ions  of James Sch lesi nger and 
U.S .  o i l  compan ies to man ipulate an oi l shortage. This  
fact was as much as admitted by the Cont inenta l  Oi l 
Company execut ive who told a ca l ler  M arch 1 9 : "We 
have made our cho ice: A lexan der Haig." 

The Haig energy pol icy is  the result of a three-way 
deal involv ing the U .S .  m aj ors, led by Exxon , Brit ish 
Petroleum and Royal Dutch Shel l ,  and Energy Secretary 
James Schles inger, a candidate of the NATO chief .  

Schlesinger and the o i l  sisters 
agree to have a shortage 
The heart of the oi l  compan ies' deal with Sch lesi nger is 
thei r agreement to back reduction in domestic o i l  sup­
pl ies in return for a Schlesinger guaran tee of o i l  price 
decon trol and ,  thus, skyrocketing energy prices. News 
leaked out  three days ago that Exxon ,  the world ' s  largest 
private oil company, i s  now lead ing the others on  behalf 
of Schles inger's "o i l  shortage" plan . 

What did Exxon announce? 
I t  is cutt ing a l locat ion of o i l  to U .S .  refineries by an 
amount double  that of U.S. imports from I ran . Why? 
The London-based Seven Sisters cartel made an "agree­
ment to sh are" the impact of I ran ian cutbacks with the 
two companies with the largest stake i n  I ran :  Bri t ish 
Petro leum and Royal Dutch Shel l  - the archi tects of 
the I ran ian revolut ion and subsequent o i l  price war.  
Th is despite the fact that  I ran ian o i l  production is c l im­
bi ng back towards 3 mi l l ion  barrels per day . 

Depression economics 
What Schl es inger and the Carter admin istration are 
doing - the Haig pol icy - is simultaneously pushing 
an "ant i - in fl at ion program" and a wi ldly inflationary 
decontrol of o i l  prices. U n less one recogn izes their ob­
jecti ve to be a depression ,  th is  pol icy makes no sense. Oi l  
decontrol means rais ing the price level  from the current 
$5 . 50 a barrel up to world market prices . The bi l l  to con­
sumers is  conservatively projected at $ 1 5  bi l l ion  - not 
just at the gas stat ion ,  but in  soaring food prices, as 

Rostow: 'progres.sively tighter energy rationing' 
PortiollS ulan fl1lef)'i('w It'ilh Wa/t W. Rastilll', a 

protC'.I',lor al I hC UI1;I'C'Ysily . 01' T eX(ls tllld Jilff11tir 
1JeI'U1Y Secretarr 0/ /)(:/hlst' oIIJciat Wifh the 
.I0/lIIS011 AdmillisOYlli(JJl . 1!'ere I1wd(' i:ll'ailahl£' WIllis 
11('11'.1 ,\ (,l"I'icc. ROlfOll' rl' ale(ltiillg ,qloke,W1lClltJhf',he 
proposed Ellcrgl' ( 'orporat iOI/ vllhe Northeast r/:;'N­
CONOI. {f I'roiC'ct originllll'(/ hI' fu::(ml h({ilk\­
Felix Ro/mfl'll . It'hich ('nri.mgt's fig/lI nm/rot (d' all 
(,1Il'lgl' all()('(1/ioll ol/ {{ regiollal ha:\'i,I . RfJ,wou'  was 
lin/ asked almlll llie ,\(' I 'C'Yil l '  of tIU! (,llergy cdvi.l'. He 
reI' I i ed: 

The situation is . critica I. We need ehergy rationing 
and t hen it  has tn he progressively tightened. The 
President l.ntlst lay out an aU-out energy progrtlll1 . 
People arc scared . The co untry is f<l IIi ng apart Water 
is rUl1 ning o ut :  Resource pnjhlems musl be al the 
center of atlention. Read my 9QO..page Gelling J�{)m 
II ere I (I 11/('1'('; Hell r me iipe,lk this Monday ta the 
Senate Energy and Regulations Committee. 

We're heading into a very dark period .  On April 
.2, I will speak to the nation 's geologists in Houston . 
In Illy speech I will summon up Churchill 's image at 
the neginning or his history: The Year of the Locust . 

That's where he says we should huve rearmed but 
didn't. 

The energy question m ust be treated like war. 

There arc two ope. atlons going: the Midwest 
Governors and New York's ENCONO. ENCONO's 
going great ! You know Felix Rohatyn'! The coil­
gn,,'ssional legislation is t\1I prepared . Felix is working 
dose/y on i1. It's amazing what you can get done in 
New York. Cleveland, Denver, and NewOrleans, as 
opposed to Washington. Feli x sl resses he never could 
h"ve done in Washington what he did with the un­
ions and banks in New York . ENCONO is almost 
ready. 



petro leum-based ferti l izer costs rise, etc. It makes per­
fect sense to Schlesinger. H i s  objective is to put the U .S .  
economy through a depression-wringer. 

That is on ly emphasized by the way the Energy 
Secretary "manages" other energy suppl ies. This week 
the N uclear Regulatory Commission N RC, as it i s  ter­
med, ordered the immediate shutdown of five n uclear 
power stations in  the industrial Northeast for what may 
be months.  Schlesinger's office quickly announced that 
the loss of  the nuclear power will require consumption 
of an addit ional 1 00-200,000 barrels of oi l  per day to 
achieve the equivalent electricity generation for the 1 3  
mi l l ion people served by the five stations .  

The N RC retroactively appl ied new "safety regula­
tions" to the p lants, saying there may have been an 
"arithmetic error" in the design of the plants' pipe­
cool ing system . The sign ificance of the error? The sta-

Aspe n :  n uc lea r i n d u stry 
• 
I S  

The follo wing in terview with a rank ing energy 
specialist at the A spen Institute, which is heavily involved 
in the Haig candidacy, was made available to this news 
sen'ice. In addition to his discussion of' the nuclear indus­
try, the expert also touched on international aspects of'the 
Haig program. 

Q: What are the A spen Institute 's views on the prospects 
for nuclear power? Frank Zarb of Lazard Freres, who is 
on A spen 's energy committee, has been making a pitch 
about the favorable prospects for coal and nuclear power, 
and has been saying that the A dministration will go 
pronuclear soon. Yet the recent Nuclear Regulatory Com­
mission ( NRC) shutdown of Jive reactors seems to belie 
this. What do you think? 

. 

A :  The U .S .  nuclear industry is dying. There isn't  even 
an inventory of spare parts . Besides, who needs 
Westinghouse and G . E .? I f  the U .S .  needs a few reactors 
in the coming years, they can a lways get them from 
France or Germany at  a sl ight prem i u m .  I t' s  true, safety 
isn't real ly a problem, although there is  the problem of 
disposa l .  When you get right down to it, the whole 
n uclear question is  pol itical . 

The reason you had a renewed interest in n uclear 
power recently was because of second thoughts about 
coal . Coal infrastructure j ust costs too m uch.  There's 
the rai l road expenses , the s lurry pipel ines.  Coal gasifica­
tion isn't  ent irely out of the q uestion ,  but  coal l iquefica­
tion just isn't feasible , given i ts huge req uirements of 
water . 

What's needed is something without such costs, 

tions, all located in  the Northeast, might not withstand a 
major earthquake very wel l !  

One of  the plants was examined before the shut­
down,  and found to have no violations of standards. It 
was shut down anyway. 

Un l i ke Japanese and European policy-approaches, 
M r .  Schlesinger denies that nuclear power could offset 
the "oi l  shortage ."  He's seeing to that. 

One leading uti l ity head recently noted that the 
n uclear capacity already under construction would 
offset the loss of I ranian o i l  within two years . Contradic­
tory ru l ings from M r. Schlesinger's office on behalf of 
"environmentalists" have brought most of the construc­
tion to a screeching halt .  

Schlesinger's pol icies are preparing the way for 
fasc ist regimentation of the U nited States economy cen­
tered around labor- intensive "energy development" 

bei ng d u m ped 

someth ing already i n  place. A fter a l l ,  we're s l iding into a 
real economic slowdown . 

I n  this  respect, natural gas has rea l advantages . I t's 
relatively environmental ly clean . I t 's  a good transition 
fuel to the soft energy regimes of the future .  

What we real ly need is cogneration ! Each plant has 
i ts  own ,  individual energy-generating faci l ities. Various 
people are working on this. The problem is with the 
uti l it ies. The present rate structure has got to go . As 
things stand now, the uti l i ties are al lowed to pass 
through to the consumer their expenses for investment 
in  new generating capacity . This is blocking cogenera­
tion . The uti l ities are also fighting it in the courts . 

Q: Is the A spen Institute leading the efl(1ff I(Jr a North 
A merican COII/II/on Market? 
A :  I wouldn't  say we're the leader. But - this is very off 
the record - an office of the Department of Energy has 
j ust asked us to pu l l  together a four or five day meeting 
that will consist of ten Mexicans - mostly academics, 
but they're c lose to the Revol ut ion - and ten 
Americans.  Then, when the Mexico-U .S .  side is taken 
care of, we' l l  bring in Canada and Japan . 

Q: Won ' t  Mexican President Lope:: Portillo oppose this.� 
A :  I th ink  he' l l  be more cooperative than people real ize . 

Q: What kind of 'energy prograll/ do you see /i}r the under­
dereloped sector.? 
A :  The L DC ( Less Developed Cou ntries - ed . )  s ide i s  the  
fol lowi ng .  The Sa udis  have a lot of money t ied u p  i n  the  
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proj ects ,  typified by the Energy Corporation of the  
N ortheast ( EN CO N O )  plan drafted by L azard F reres' 
Fel i x  Rohatyn and now back on the front  b u rner  as a 
nati on al  pol icy issue .  

U n der th ese plans ,  the  U . S .  u n em p l oyed would be 
recru ited i n to construct ion and e m p l oyment  at such 
p roj ects as backyard hydroe lectric dams ,  solar  en ergy 
proj ects ,  and s i m i l ar in effic ient  prog ra m s  m odeled on 
N azi F inance M i n ister Hj a l m a r  Schacht 's  reorgan iza­
t ion of the German econ omy.  

I n  add i t i on to  the  revi val  of E N CO N O ,  a foretaste 
of what i s  to come was p rovi ded by the fact that V i ce­
Presi dent Wal ter M ondale ,  wh ose support of a forced 
labor rel ocat i on p rog ram helped sh oot down h i s  1 97 5  
presi dent ia l  tr ia l  bal oon , i s  n o w  revi v ing dorm a n t  p l a n s  
for m a s s  p u b l i c  w o r k s  programs to  d e a l  wi th  "youth 
unemploymen t . "  

L DCs.  They ' re worried about los ing i t .  They ' l l  i n vest i n  
energy proj ects th ere i f  govern ment  guaran tees a re 
provi ded . 

Q: Whal if Ihl' L D Cs H 'al l l  l Iuc/l'ar rl'aclors � 
A :  The best way to deal  wi th  that  i s  to have spec ia l ly­
tai lored energy studies for each country .  A hydroelectric 
project for this cou ntry,  someth ing  e l se for that  cou n try . 

Q: YOU lI/l'al l ,  sOll/l'lhillR H'ilh a prim/l' il/ \ 'es ll I l l'1 I 1  COlllPO-
111'11 1 Ihal wou/d he cOll /p/ell /l'l I larr 10  Ihl' World Balik ' .1 
I II'I\ '  proRrall/ ji!r /illldiIlR L DC SI'/f�sufIi('il'lIc \ ' I'l/erR r pro­

il'( '/ .I.� 
A :  Exactl y .  

Q:  Do rou Ihillk Ihl' Saudis will hil I '  Ihis �  
A: Yes.  Two of our  peop l e  - inc lud ing John Sawh i l l ­
j ust got  back from stay ing with Y a m a n i  at h i s  s m a l l  
house i n  L o n d o n ' s  s u b u rbs .  T h e  word is  t h a t  the Saudis  
wa nt t o  increase pr ices - b u t  not  too fast to shatter the  
wo r l d  econ o m y .  A n d  they want  to l imi t  p roduct ion .  The 
Sa ud is  were very sobered by what  happend to  I ra n .  
They're worried about t h e  c iv i l l i berties a n d  corrupt ion 
issue.  They' re especi al ly v u l nera ble on the corrupt ion 
i ssue .  A n d  the  k i ds aren ' t  re l ig i o u s  anym ore.  The Saudi  
roya l fa m i ly is rea l l y  torn apart .  Y a m a n i ' s  t r ip  to Lon­
don was delayed fo ur  h o u rs beca use of t h i s .  

Q: Is Yall l(lIIi 's POSilioll .I·ecur('.� 
A :  I ' m  n ot sure .  The l ong-range p l a n n i n g  co u n ci l i s  h i s  
baby.  I t ' s  g o t  academics from var ious cou ntries -
Venezue la ,  etc . ,  o n  i t .  He ' s  u s i n g  the cou nci l  to fort ify 
h i s pos i t i o n .  

H a ig fo re i g n  po l i cy 
i n  t he  Mid d l e  E ast 
The worl d g ot a c lear look at H aig 's  foreign pol icy i n  ac­
t ion  d u ri ng the recent ly  conc l uded m iss ion to the M id­
dle East h eaded by U . S .  Nat iona l  Security Adv isor 
Zbign iew Brzezi nsk i .  N otwithstand ing  al l  the pub l ic ity 
about "con vi nc ing  Saudi  Arabia a n d  J ordan to s upport 
t he C a m p  David peace,"  the delega t ion's  stated m iss ion 
was to push the Egypt- I s rael separate peace i n t o  t he next 
phase of Br i ta i n ' s  p lan ned U . S . - U SS R  showdow n ,  
namely  t h e  m i l i tar izat ion o f  t h e  pact u n der t h e  very ant i ­
Soviet  N A TO doct ri ne H aig em bodies .  

I n  fact,  the n e w  I srael- Egypt m i l i tary a l l i ance 
em ergi ng from the Camp David separate peace treaty 
h as c lea red the  way ror the m i l i tar izat ion of the ent i re 
M i dd le  East .  The I s rael- Egypt ax is  is now sl ated to serve 
as  t he core of a new N A TO-style M i ddle  East Treaty 
Organ izat ion (M ETO ) com m i tted to " h av i ng i t  out" 
with the Soviets  i n  the M i dd le  East . Worried Arab or­
ficials, along with well-briefed Middle East analysts, 
are stat i ng poi n t  b l a n k  that the treaty between t he two 
cou nt ries sets the stage for w a r .  

Payment p lan for war 
Accord i ng to rel iab le  est im ates,  the  Carter  Ad­

m i n is trat ion i s  com m itted to fu n ne l  $25 bi l l ion i n  
weapon ry a n d  re lated a id  to I s rael and Egypt over the 
n ext t h ree years .  Th is  a m o u n t  i n c l u des $ 3  b i l l i on to 
I srael to cover the costs of evacuat ing the S i n a i  Pen i n ­
s u l a  a n d  b u i l d i ng t w o  n e w  a i rfie lds  i n  the N egev Desert . 
I n  addi t ion , the  U . S .  w i l l  speed up the sa le  of $3 b i l l ion 
in arms for I srae l ,  i n c l u d i ng 7 5  F- 1 6  j et fighters .  The 
U . S .  h as a lso agreed to  supply Egypt wi th  :.:pproxi­
m ately $ 3  b i l l i o n  in  m i l i tary a id ,  inc l ud ing dest royers , 
ta n k s, s u b m arines ,  a n d  advanced ai rcraft .  Egypt ian 
Defense M i n i ster Al i  has req ues ted 300 F- 1 6s, 2000 ar­
m ored pers on nel  carr iers ,  and ant ia i rcraft m i ss i l es ,  
a m o ng ot her t h i n g s .  Fol lowing h i s  m eeti n gs wi th  A l i ,  
Defen se Secretary Brown spoke about  a "new defense 
rel at ions h ip" wi th  Egypt and the "new d i m en sions" of 

U . S . - Egypt m i l i tary supply rel at ion s .  
A dded t o  t h i s  a m o u n t  i s  approx i m ately $8  b i l l ion i n  

a i d  to both cou ntries ,  i n c l ud ing economic  a i d  i ncreases 
to Egypt i f  the Saudis  shou ld  cut Egypt off. 

To work out  the preci se shape of the  M ETO 
m i l i ta rizat ion push , I srael Defense M i n ister M oshe 
Dayan arrived i n  Washi ngton last  week for ta l k s  on a 
"memoran d u m  of u n derstanding on U . S .  secur i ty 
assurances" to I srael , a k i n  to the secret K issi nger 
c la uses of the 1 97 5  S ina i  pact. Th is  memo,  sou rces say, 
w i l l  i nc l u de a de facto U . S .  n uclear u m b re l la  for the 
I srae l i s .  
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Arabs respond 
The pressure on Egypt's President Sadat from the rest of 
the Arab world not to accommodate this scheme is in­
tense. Saudi Arabia, putting a defin i t ive end to Zbign iew 
Brzezinski 's lying claims of Saudi "neutral i ty ," held a 
special meeting of i ts royal min i sterial counci l  last week 
and unequivocally attacked the Egypt- I srael a l l iance, 
calling for a Palestinian state, and stated that Saudi 
Arabia would work to implement the reso lut ions  of the 
1978 Baghdad summit  - namely, the Saudis w i l l  cut off 
aid to Egypt . 

The Saudi press has a lso taken a tough stance. A/­
Jazira and A /-Bi/ad report that the Arabs should 
prepare for a "long, continuous war . "  A/- Riyadh stated 
editorially that signing the peace treaty cannot be 
tolerated given I srae l i Pr i m e  M i n i s t e r  Begi n's  
categorical refusal to  ever accept the creat ion of  a 
Palestinian state. 

Jordan's K ing H ussein has also been outspoken . I n  a 
startlingly undiplomatic statement to the press, K i ng 
Hussein accused the U .S. and, i n  particular ,  Ad­
ministration emissary Zbigniew Brzezinsk i ,  of "arm­
twisting" the Arabs into acceptance of the Egypt- I srael 
pact. He also ridiculed Brzezinsk i's hysteria over the 
threat of commun ism in the M iddle East and noted that 
the threat facing the Arab world is not comm unism but 
Zion ism . Revealing that Washington had tr ied to pre­
vent him from holding the press conference, H ussein 
said: "for the first t ime,  the A mericans asked us to keep 
quiet, please. They sa id, ' Don't m ake any statements or 
noise that could affect the peace process' ." The K ing 
later raised the  possibility of  a break in  U .S.-Arab ties . 

Taking the diplomatic lead, I raq  has offic ia l ly i ss ued 
a call for the convening of a special meet ing of a l l  20 
Arab foreign and finance m i nisters to prepare for im­
posing sanctions against the Sadat regime.  I n  a tough 
warn ing to Israel, the Iraqi  da i ly A/- Thawra stated: "The 
Arab m asses must change any war I s rael launches from 
a limited war, as I srael would l i ke, to a l iberat ion war,  
whose duration and severi ty wil l  be determ ined by the 
Arabs. No l imited wars !"  

Iraqi leader Saddam H ussei n warned that Sadat wi l l 
face "the same desti ny faced by the Shah."  I n  the same 
vein, Libyan leader Muammar Qaddafi cal led Sadat "a 
black traitor, a high priest , a senior Freemason ."  

W i l l  Egyptian a r m y  become a mercenary police 
force? 
Even if Sadat does not s urvive pol i t ical ly  fol lowing the 
sign ing of the treaty, the m i l i tarizat ion of the region 
combined with the planned transfo rm ation of the Egyp­
t ian armed forces i nto  gendarme-style str i k e  force, i s  al l  b u t  
ensu red .  For. i f  M ossad ( I srael i I n te l l igence)  and  i t s  co­
t h i n kers in Washi ngton a n d  London have t h ei r  way. the  
republ ican-style Egyptian m i l i t ary. once t he showcase of  

t he A rab wor ld .  wi l l  rapid ly  d i s i n tegrate i n to a loose a m a l­
gam of mercenary.  shock-t roop u n i t s .  

I f  U .S. Senator Henry Jackson (D-Wash) and I sraeli 
Foreign M in ister Moshe Dayan prevai l, the Egyptian 
m i l i ta ry wi l l  become a mere adjunct of the Israel i 
defense apparatus and a deployable force within the 
co nf i n es of the an t i-Soviet M i dd le  East Treaty 
Orga n i 7 a t i o n . A s  p a r t o f  N S C head Z b i g n iew 
Brzezinski' s METO strategy . an I srael i-di rected Egyp­
t ian military wi l l  carry out a gendarme role throughout 
the African continent to "stem the t ide of Soviet incur­
sions ."  In addition to wip ing out  the Libyan mi l i tary, 
Brzezinsk i,  Dayan and I sraeli Defense M i n ister Ezer 
Weizman intend to send Egyptian shock troops to Chad 
and Zaire in the upcoming months.  This  new perspective 
was laid out in an interview with a top U .S. Zionist lob­
byist :  

"The Egyptian army i s  a big army, fairly well-run 
by M iddle East standards . I t  has some polit ical 
problems, with officers and others demanding 
more compensation and fulfi l lment of economic 
concerns. They're in deep t rouble i n  respect to 
materiel and equipment, with no spare parts. So,  
what the army wi l l  do after Camp David is signed, 
i s  first defend i tself against Libya - but that i s  
smal l  potatoes. They don't need a huge army.  
They need one or two good divisions which would 
be affordable and manageable .  As it is now, 50 
percent of any money they would get for the army 
would have to go into maintenance, and Egypt is 
not eager to over-obligate itself .  So keeping the 
army in good shape is not a good possibil i ty .  Each 
div i s ion, under the idea I am stating, would be 5,-
000, so you need to think  of no  more than 1 0,000 
men having to work effect ivel y .  This  would be j ust 
r ight for deal ing with something l ike  Libya.  And i t  
f i t s  into the recent p attern of Egyptian acqu isi­
tions :  Why do they need helicopters? For Chad. 
One needs them less in  Ethiopia  but more so i n  
Arabia . "  

A l though i t  i s  a we l l -known fact that t he  Egyptian 
m i l i tary suffers from lack of  adequate equipment a nd 
spare parts for its Soviet-bu i l t  tanks  and fighter planes, 
the legacy of Gamel Abdel Nasser. the Egyptian leader 
who developed the not ion of a rep u b l i c a n  nat ional ist  
force . ann who h u i l t  the i n d u s t r i a l  base " i f h  w h i ch to  
serve i t .  c a n n o t  be so readily erased . The dec i s i o n  to  
sc u t t l e  the  l a� t  bastio n o f  Nasserism wi l l  m os t  cer ta i n ly 
engen der a back lash within  the Egyptian m ilitary which 
may reduce Brzezinsk i's plans fo r geopo l it ical  conta in ­
ment of  the Soviet Union throughout the African conti­
nent to id iot ic pi pe d ream s. Already. Egypti an mi l i ta ry 
c ircles in Europe have expressed serious reservat ions 
about Egypt's future mi l i tary ro le in the Arab and 
Afri ca n world . 
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K i ss i n g e r- H a ig po l i cy o n  
Mex ico  fed to co n se rvatives 
M exico' s  stated commitment to  use its vast o i l  reserves, 
probably s urpass ing those of Saudi Arabia,  to fi nance 
rapid industri al ization ,  has prom pted t remendous in ­
terest i n  U .s . - M exico rel at ions .  The pol icy proposals 
which have appeared from U .S .  sources i n  recen t 
months, whether " l iberal" or "conservati ve ," pro- or 
ant i-Admi n i st ration ,  have shared the same bas ic con­
cerns :  how to assure U . S . control  over M exican oi l ,  and 
prevent M exico from deve lopi ng as an  advanced i ndus­
tria l  "Japan south of the border," i n  the words of 
Nat ional  Securi ty Counci l  chief Zbigniew Brzezinsk i .  

The  "conservative Republ ican" vers ion  of this  U . S . 
pol icy toward M exico was formu lated with great fanfare 
last week ,  in two days of briefings to some 55 to 60 
congressmen and top m i l i tary officers provi ded by the 
Counci l  for I n teramerican Security .  The co unc i l  i s  a 
Wash ington ,  D . C . -based thin k-tan k and lobby c losely 
tied to Henry K issi nger and his protege General Alexan­
der  Haig and spawned o ut of  K issi nger' s  current base, 
the Georgetown U n i vers ity Center for Strategic and 
I nternationa l  Studies (CS I S) .  The conservati ves atten­
ding the C I S  festiv ity were treated to a heavy dose of 
Briti sh geopol i t ics :  M exico may become a "new V iet­
nam" threaten ing the U .S . ' s  southern border. 

Accord ing to the Counci l ' s  prospectus for its " M ex­
ico 2000" project, a "new M exican Revol ut ion would 
spi l l  over  in to the U . S .  There have been repeated a l l ega­
tions of Sov iet-Cuban p lans to move terrorists across 
the poro us U .s . - M exican border, secret ing them i nto 
the Southwest 's  ever-growing pool of U .S .  'Chicano'  
population ."  

" M exico 2000" project d i rector Lt .  Gen . (ret .)  Gor­
don Sum ner-who res igned h is  post as head of the 
I nteramerica n Defense Board last year to run the C I S  
campaign again st the Adm i n istrat ion 's  Panama Canal  
Treaty-declared that  "the Soviets want nothing better 
than to create a hosti le border," and proposed that 
Mexico and the U .S .  seek "jo int  fo rm ulas to faci l i tate 
the increase of security a long the border," according to 
the Mexico C ity da i ly  Excelsior March 1 4 . Sum ner 
backed up h is  a l legations of the "weak southern flank"  
with the  revelat ion that the  "threat of revo lut ion" in 
Mexico in 1 976  was a focus of great concern by the U . S .  
Joint  Chiefs o f  Staff. 

The  M exican press has  a l ready reacted w i th 
vehemence to the Sum ner " red scare." Both the dailies 
Excelsior and Uno Mas Uno ran major  exposes of the 
Counci l ' s  pol icy push in the form of in terviews with 
Gen . Sum ner.  

Although the Counci l ' s  pol icy prospectus gives l ip 
service to M exico's need to develop, the substance of its 
economic pol icy proposals  i s  no different from the 
World Ban k ,  an ant i - ind ustry pol icy espoused by the 
Carter Admi n istration  i tself. 

Mex ico, ma i nta ins  t he Counci l ,  needs to focus on 
agr iculture to provide food and j obs for its populat ion 
or face an explosion of the "populat ion t ime bomb." 
Never mentioning development of the capital  goods sec­
tor or industry genera l ly ,  the " Mexico 2000" pol icy 
urges exploitat ion of m ineral resources, fi sh ing industry, 
and tourism . 

I ts  treatment of the flow of undocumented workers 
to the U .S .  i s  double-edged:  clear is the threat to "seal 
off the bo rder , "  sett i ng off i n te rna l  chaos  and  
destabi l iz ing "revolut ion" in  Mexico, wh i l e  the C I S  at­
tack on U .S .  un ion Uob) "protection ism" suggests an in­
tent to use Mexican migrants as cheap labor to bust  U .S .  
un ions .  

The  " M exico 2000" document is l i tt le different from 
the " l iberal" pol icy l ine  advocated by Edward Ken nedy 
and Gov . Jerry Brown for a "North American Energy 
Common M arket . " The common market proposa l ,  
dra lied hy  the i nvestment  research li rm Blyth, Eastman 
D i l lon  and widely d i st ri huted to government and other 01'­
l ici a l s ,  m a kes the same sca rcely ve i l ed t h reat of invasion of 
M ex ico i f  t hat  country 1�l i l s  to accede to U .S. policy dic­
t a tes .  

H a i g  Campa ign Committee 
I n  e ffect, the pol icy orientat ion  toward M exico-and by 
extens ion toward the Third World i n  general-pushed 
by the Counci l  for I n teramerican Security is a p review of 
the po licy of an Alexander Haig presidency in the U .S . ;  
the Cou ncil itself i s  funct ioni ng a s  a de facto campaign 
com m ittee for Haig, o rgan izi ng bas ica l ly  protech­
no logy but gu l l ible conservati ves and Republican Party 
hopefu ls around the need to protect U . S .  nat ion al 
security .  The Counci l ' s  working basi s is an undiluted 
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Kissinger-Haig geopolitical view of the world revolving 
around " Western irresolution" in meeting the " Soviet­
Cuban" menace to the strategically vital Southern 
Hemisphere. Without naming it, the Council , citing 
Alexan der Haig, poses the need for a South Atlantic 
Treaty Organization to guard "the exposed flank of the 
N A TO Al liance . . .  Africa and South America, the 
al lies' Southern Flan k ." Haig's name, in fact, was men­
tioned favorably t.hroughout the two day briefing ses­
sion , according to insiders' reports. Mexico 2000 project 
director Sum ner is reliably reported to have admiringly 
dubbed Haig the "South African candidate . "  

The co u nc il 

talks a bout  itself 

Following are excerpts from a brochure distributed bv  the 
Council for Interamerican Security. 

. 

"Danger on our southern flan k" 
" . . .  Organized in 1 976,  the Council grew out of the 
recognition that the global character of political and 
military com petition between the Communist bloc and 
the Free World has entered a new phase . . .  perhaps a 
turning point .  

"Strategic, political geography is  rapidly changing. 
The growing Soviet military advantage is increasingly in 
evidence in parts of the world which were until recently 
beyond the reach of the USSR.  This Soviet advantage is 
a p relude to Communist political gains in many parts of 
our globe. I n  the Southern Hemisphere, NATO's un­
protected flan k ,  a new and protracted conflict is being 
fought for ultimate world hegemony .  

"General Alexander Haig, U . S . Commander of 
NATO, warned in early 1 978 that the Soviets are not 
likely to militarily challenge NATO in Europe any time 
soon . I nstead, their chal lenge is visible 'on the periphery 
as the Soviet Union exploits targets of opportunity'. 

"A close look at Africa and our South Atlantic basin 
reveals three important geo-political objectives for the 
Cuban-Soviet Axis: I )  control of oil routes, 2) domina­
tion of the mineral wealth of the African subcontinent,  
3) military and political penetration of South America . 
These are the objectives of Communist hegemony in the 
Southern Hemisphere. This is what C I S  seeks to thwart. 

" I f  successful , this Soviet-Cuban initiative wil l 

The Council's directors and advisors include wel l ­
known Kissinger col laborators such as Georgetown 
C S I S  Latin American Director Roger Fontaine, author 
of the 1 977 Rockefeller Com mission on Critical Choices 
report on Latin America; Lt .  Gen . Daniel Graham, for­
merly of the Defense In telligence Agency and best­
known for his role in Brzezinski-Kissinger Mideast war 
games; and Georgetown-linked Rep . Robert Bauman , 
who too k over presidency of the American Conservative 
U n ion i n  Fehruary . .  

-Mary Goldstein 

change the face of intern ational politics for the rest of 
the century.  The Soviet U nion realizes that the greatest 
potentia l  weakness of the industrial West is our near in­
satiable demand for raw materials, particularly oil and 
rare metals not found in the Northern Hemisphere. 

Lifelines of the West 
The very lifelines of the Western economy are the sea 
l anes connecting Africa and the South Atlantic trade 
routes . . .  

" By controlling the Horn of Africa or the port and 
fueling facilities along the African coast, in M ozambi­
que, Angola and Southwest Africa, the Soviet-Cuban 
al liance could pressure Western oil supply routes . The 
axis would seek to control the course of sea traffic from 
the Caribbean to the South Atlantic . Meanwhile, Soviet 
strategic power in the Caribbean ,  in the form of a sub­
marine or missile force, could effectively neutralize the 
United States to the north; thereby creating a protective 
n uclear shield or buffer for Cuban guerril la and terrorist 
activities to the south, a long the W�st African and South 
American coasts, and in central America. 

"And what of Mexico's oil? V ast Mexican petroleum 
reserves could be the Free World's energy 'ace'. Un­
stable I ran and  feuda l  Saudi Arabia are a lready prime 
strategic targets for the U S S R .  The problematic future 
of M exico is the concern of a C I S  Task Force headed by 
Gen . Gordon Sumner . . . 

"C I S  has two objectives: 
* Halt the u nilateral disarmament of the United 

States . 
* Forge a new cooperative a l liance between respon­

sible anti-Communist people and governments from 
Canada to A rgentina that wil l  protect the U . S . Southern 
Flank .  

" C I S  activities throughout the United States and the 
Americas defend our vital security and counteract the 
anti-defense and pro- M arxisf lobby in Washington . 
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'M . eX l co: a new Vietna m' 

711e Cel l ter iilr Ill ter- A  l I Iericall Security issued a pro­
spectus lilr the " Mexico 2000 " project . with plalls to 
puhlish a 200-page policy document hy June. 1979. The 
following excerpts indicate the orientation of the Kissinger 
group. 

T hreat and Promise 
Oi l ,  population ,  poverty and pol i t ics are combi n i ng in  
M exico in  an  exp losive way that,  paradoxica l ly ,  both 
threatens an d ho lds promise for the U ni ted States . For 
the f irst time in h i story M exico is comi ng into posit ion 
to be a decisi ve factor i n  world affai rs . . . .  

Oi l  reserves equa l ,  many bel ieve now,  to Saudi  
Arabia's could make M exico boo m ,  giv ing i t  reven ue to 
bu i ld  fo r an advanced economy.  Oil wil l  also vast ly i n ­
crease that country's importance to  the  U n ited States. 
Mexican oil would be crit ical for the survival of the U n ­
i ted States, Western Eu rope a n d  Japan i f  t h e  Soviet U n ­
i o n  secures control o f  Pers ian G ulf petro leum . . . .  

But the pressu res of poverty , po l it ical  v io lence and 
un rest ( l i t t le  reported in  the U . S .) could explode before 
the effects of new oi l wealth are fel t .  Then, of course, 
there is the cruci al q uest ion of h ow M exico w i l l  use its 
new oil wea lth .  Wi l l  i t  be in vested soundly or w i l l  i t  be 
fretted away on popul is t  redistr ibut ion i st schemes? . .  

Economic vs. Populat ion Growth 
Today M exico has too many people,  not  eno ugh jobs 
and an uncertai n ,  if not peri lous ,  future . . . .  To some 
authorit ies on both sides of the border, Mexico is  a 
populat ion time bom b . . .  To feed themselves, more and 
more of  them wil l have on ly  one pl ace to turn-the U n­
ited States-un less there are changes soon . . . .  

I n  t he past 25 years, joh crea t ion  n ever has  kept pace 
w i th  popu la t ion  growth ,  and t here is  l i t t le reason to hel ieve 
t ha t  \\ i l l  i m prove u n less po l i cy changes a re m ade soo n . . . .  

For 30 years, M exico, wh ich has the resources to 
feed itself and export food, ignored in vestments i n  its 
agricul tura l  sector precipi tating a fl ight from the coun­
trys ide and the search for work in  the cit ies .  

A New Vietnam? 
Pol icy deci si ons  effected between now and the end of 

President Lopez Porti l lo ' s  six year term in 1 982 wi l l  
l ikely determine  whether our  southern neighbor breaks 
out of its economic  and pol it ical  constra ints or  p lunges 
i n to a downward spiral  possibly leading to revolut ion . 

As U. S. News and World Report ( 7,4/78)  puts it ,  
"Al11ericans cou ld  face a potent ia l  Vietnam right on 
their doorstep ."  

A new M exican Revolution wou ld  sp i l l  over i nto the 
U n i ted States. There have been repeated a l legations of 
Soviet-Cuban plans to move terrorists across the porous 
U . S ./M exi c a n  b o r d e r ,  secret i n g  t h e m  i n t o  t h e  
Southwest ' s  ever-growing pool  o f  U . S .  "Chicano" 
populat ion . The governor of New Mexico has privately 
wondered how he m ight handle 1 000 or more h ungry 
M exicans rampaging across the border if the U . S .  tries 
to close that escape route . . . .  

Taken as a whole,  the M exican economy has 
n u merous possibi l i t ies for growth . . . .  Tourism has 
grown substant ia l ly  i n  recent  years but the country's 
potent ia l  i s  far from being realized. M ost important, in­
vestment in this industry cou ld  produce a short-term 
return for i nvestors and a s izeable n umber of new jobs. 
S i m i l a r l y ,  development  of the co u n try ' s  m i nera l  
resources, the fish ing industry and agriculture are  but 
some of the other areas which offer great promise for 
Mexican-and foreign entrepreneurs .  

Prospect for Change 
Today Mexico is  run by a closed, tightly kn i t  and self­
perpetu ating po litical  bureaucracy-the Part i do 
Revo l uc ionario Institucional  or P R I .  . . .  Observers on 
both sides of the border wonder whether the closed 
system , resembl ing in many ways M ussol in i ' s  I ta l ian 
fasc ism,  wi l l  change its economic and pol it ical d irection 
in tim e.  

The adoption and implementation  of real ist ic 
pol icies to l ift Mexico from its morass wil l  not be easy . 
Lopez Portil lo faces vigorous opposit ion from leftist ele­
ments; in the U n ited States unen l ightened protect ion ist 
elements-part icul arly labor-must be countered. 
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(_CONOMICS 

Fed o kays B rit i sh  ba n k  b uys 
A coverup for HongShang - but the fight is not over yet 

I n  a surprise 5 to 0 vote M arch 1 6, the Federal Reserve's 
Board of  Governors approved three controversial 
Bri t ish  ba n k ing ta keovers o f  A m erican i n st i t ut ions ­
exacerbating rather than q uieting the storm of con­
troversy that erupted around the proposed acq uisitions 
last fal l .  The success of The H ongkong and Shanghai 
Bank ing Corporation's proposal to acquire M arine 
Midland Ban k ,  Standard Chartered Bank ' s  proposal to 
acq ui re U nion Bank of  Cal ifornia,  and N ational 
Westm inster's proposal to acquire the U nion Bank of  
California, is by  no m eans assured , despite the  Fed's 
stamp of approval . 

Four obstacles sti l l  stand in the way of  the biggest 
British banking move into the U . S . markets since the 
pound sterl ing went off gold in 19 1 4: 

I )  New York State Banking Superintendent M uriel 
Siebert wi l l  under no circumstances rubber-stamp the 
Fed's decision,  after her strong stance against unboun­
ded foreign acq uisitions of  American banks in a letter to 
H ouse Banking and Currency Committee Chairman 
Henry Reuss. In press statements this week,  Siebert in­
sisted that the New York State authorities - who can 
prevent the HongShang from voting its shares in  Marine 
M idland and effectively block the takeover - wil l  take 
their time in considering the acquisitions .  Last month,  
the Wall Street Journal q uoted Siebert as projecting a 
decision wel l into the summer - a statement which a 
top Siebert aide says was cited by the Journal out of  con­
text.  

2) The U .S .  Labor Party, which fi led a complaint 
against the H ongShang acquisition bid with both the 
Fed and the New York State authority in October 1978 , 
wil l  fi le suit against the Board of  Governors in  the Un­
ited States Court of Appeals, in  a procedure which 
m ight mean an extended stay of  the Fed's decision .  

3) M any regional  bankers, upset and  angry o v e r  the 
prospect of  an  aggregate $30 bi l l ion ba n k  acq u is i t ion  by 
British predators, intend to take action through their 
own channel s .  One large New York State regional bank 
with over $ 1  bi l l ion in  deposits has already alerted its 
general counsel to prepare possible action ,  and other 
banks are alerting their Washington lobbyists .  

4) For  a variety of reasons,  Congress wi l l  reportedly 
hold hearings on the acquisit ions .  According to senior 

House Bank ing and Currency Committee aides, Rep. 
Fernand St . Germain ( D .- R . I . ) will hold hearings on the 
three British acquisitions .  One aide says that the Fed ap­
proval itself h as given the St. Germain Subcommittee on 
Financial Institutions the context in which to question 
the mergers. 

Regulators split 
New York's M iss Siebert and Fed Chairman Mi l ler are 
bitterly divided on the central issues . In a M arch 6 
response to M iss Siebert's earlier letter to Rep. Henry 
Reuss, Fed Chairman Mi l ler insisted that the issues 
Siebert raised were old hat, dating back to detai led Con­
gressional debate during the hearings on 1978's I nter­
national Banking Act. Siebert insisted that Congress 
had left major problems unsolved; among these, she had 
written,  was the possibi l i ty that the close relationship 
between acquiring foreign banks and foreign govern­
ments m ight lead to unwanted foreign official influence 
on American monetary policies in the event that the 
foreign banks absorbed a large share of American 
banking markets. The last point is a reference to the 
HongShang and Standard Chartered Bank, whose 
governing boards read l ike a Who's Who of the British 
Foreign Office and British In tel l igence . 

Siebert maintains that the International Banking Act 
passed last year deals with opening new outlets for 
foreign institutions but did not discuss acquisitions - a 
point which congressional sources affirm .  

What makes M il ler's assertion to the contrary so em­
barrassing for the Fed is that the Marine M idland Bank 
- under advice of  HongShang lawyer Steuart L .  
Pittm an - took the same position in  a press release 
dated two days earlier. Granting that there is no evidence 
of co l lusion of lawyer Pittman, of the big Washington 
firm Shaw, Pittm an,  Trowbridge, and Potts, and Fed 
Chairman M i l ler, the coincidence raises eyebrows, par­
ticularly because both Pittman's and Mi l ler's arguments 
aga inst Siebert rest on the same factual error. 

The British financial press has already opened a 
broadside against the fei sty New York State Ban king 
Superviso r ,  typ ified by the London Economist "s 
reference to her "heavy breathing" over foreign bank 
acquisit ions.  Sources close to M iss Siebert say that  this 
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type of press t reatment is more l i kely to make the 
regulator stick to her guns  than to dissuade her. 

British blackmail 
The explos ive potent ia l  of the regu la tory figh t  i s  ev ident 
from m ateri al  t he E.Yecutil 'e Intelligence Rel'/'el\ '  has ob­
ta ined from u ndercover i n vestigators. The accompany ing  
i nterview wi th  a C i t i han k o ffic ia l  i n  London  revea ls  that  
Bri t i sh han k s  i n  London twisted t he arms  o f  A merican 
han kers to support the ta keovers, hy t h rea ten i ng to deny 
them clear ing faci l i t i es i n  London fi nancia l  markets i n  the 
event  that the Br i t i sh han k  ta keovers were not approved. 
The in terview a l so documents that  such pressu re was ap­
p l ied d i rect ly to Board of G overnor' s  sen ior  staff mem bers 
John  Ryan and Fred Dah l dur ing  a recent  t r ip  to Londo n .  
Ryan and  Da h l .  t h e  n u m her o n e  a n d  n u m ber two m e n  re­
specti vciy in the Fed's Ban k i ng S u pervisory and  Regula­
t ion D iv is io n .  were a lso to ld t hat harm wou ld  come to 
A merican ban k s  i n  reta l ia t ion  aga inst Federal oppos i t ion  to 
the p roposed ta keovers. 

In its forthcom ing suit against  the Board of Gover­
nors, which m ust be f i led with in  30 days of the M arch 1 6  
ru l ing, the U.S. Labor Party is  expected to al lege gross 
malfeasa nce of the regu latory body in hand l i ng  the 
Standard Chartered and HongShang cases. 

Apart from documentary evidence of i l l ic i t  Bri t ish 
blackmai l  tactics, there i s  a "Watergate-style" coverup 
of the issue i nvolved. 

The March 1 6  ru l ing d ismisses the Labor Party 's  
widely-publ icized charge, that the two Hong Kong 
banks  are central to the fi nancing of  in ternationa l  nar­
cotics traffic, as undeserv ing of the "weight and dignity" 
of a Federal Reserve investigation. The ru l ing compla ins  
of  "dubious deductions" and "unverified accusations" 
in  a passage written i n  exceptiona l ly  strong language. 
The impl ication is that no investigat ion was ever 
necessary, or was ever conducted. 

In fact, a staff investigation was in fu l l  swing during 
the five months between the Labor Party 's  presentat ion 
of the charges and the Fed' s  ru l i ng. According to 
authoritat ive sources, the late Federal Reserve General 
Counsel and Assistant to the Chairman ,  Thomas 
O'Connel l ,  had di rected the Fed staff to conduct a 
thorough i nvestigation ,  after a meeting with Labor 

Party representatives in l ate September 1 978 . But the 
ru l ing makes no  reference to such an investigation. 
O'Conne l l  died, a l legedly of compl icat ions arising from 
a longstanding diabetes condit ion ,  i n  February 1 979 .  

A n u m ber of conservat ive Congressmen reported ly 
wil l  begin to raise q uest ions about  the Board of Gover­
nors'  possible coverup of Fed Staff find ings. 

-David Goldman 
Economics Editor 

w 

B l a c k m a i l  u sed to 
p u sh throu g h ta keovers 
Jhe /i,l/ml 'ing port ions o l a n  in terl 'ie l l '  lI 'ith a t op Citihank 
o/licial ill I.ondon del l l lllls trates that British hanks elll ­
I'lo l 'ed hlack l l lail tact ics i l l  all eflim t o  . I;m·e A ll lerican 
hal lks III k lluck le ullder t il the tak em'ers .  and that such 
lact in l I 'ere sil l l ilar/y ell lployed against Federal regu­
latl l l'.\ . nle ill terl 'i£' l l 'ed hallk er. reluctant at the outset t o  
di.l'Cllss Ihe .l' I Ih;ecl . el/{II' with (II I indictl l lent 0 1  the British 

side that could hm'e pro/;Illnd el.Tects on hank regulat ions. 

Q :  . . . .  Ms. 5;iehert . the Nel l '  York State Bank ing De­
I'ar/ I / lellt  head. has alreadl '  said that hecause there is no 
recil'rocily Ihese fll il/gs . ( ta k eol 'ers ) l I Iust he denied. A nd 
the Brit ish I l 'ere quite upset ahout tha t ,  in /act the Bank or 
Fllglalld ask ed her to cOllie alld see thelll II'hen she 's in 
tmm ill t l l 'l I  l 1 'eeks , ' "  The r  l I 'ere ul'sef precisely hecause 
the r .I'aid recil'rocity ough t I l I I t  to hold hecause our f wo 
hall k illg ,IT.I' tel l l .l' are .l' lI di/fl'rell f ,  A lld what  Ire heard was 
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that a large IIlllllhl'f or hallk .l' ill Nel l '  York ill particular 
l \ '(Juld actually lik e to .I'ee the pos.l'ihility ora 1I '{I\'e ortake­
Ol'er,l' , . .  . /ilre,I,talled. I fl'illg Tru.l't ha.l' reportedly reque.l' ted 
the White /I oU.l'e . . .  But Ire were t old hy a IIlllllher (Ir 
hallks that . . .  " Ire 're arraid ir Ire hack up Siehert the 
Brit i.l'h authorit ie.l' I l 'iII tak e  .I'Ollle k illd or retaliatory 
lI Iea.l'ure.l' agaill.l't U.l' . . .  What lel'er,I' do the Balik (Ir 
Ellglalld, or the /:'.n 'hequl'f . . .  or e l'ell the Brit i.l'h primte 
dearillg hallks . . .  Irhat k illd or thillg.l' could they l'OlIceil'­
aMy do to lIIake lift' £lUI/cult . /ilr A lI Iericall hallks ill LOII­
dOll? . .  
A :  They genera l ly  do n' t  p lay t hat  way a n d  I don' t  t h i n k  
they would p lay that  k in d  of  game. A ss u m i ng for a mome:l t  
that  t hey deci ded to do t hat .  to reta l ia te, they cou l d  delay 
approval of p utt i ng in new bra nches but  actua l ly  the  
American ban k s  don ' t  show too m uch i n terest i n  esta bl ish­
ing new branches over here .  I don' t  see i t  ( the authori t ies) as  
a da nger. But .  I rea l ly don' t  t h i n k  i t ' s  worth too m uch t ime 
get t ing  i n to t h i s. N o  s ingle A m erican ba n k  would wa nt  to 
have i ts name in the n ewspapers as oppos ing the Br i t ish 
ban ks com ing i n to the U n i ted States . . .  at least n o  ba n k  
with a substant ia l  a m o u n t  o f  foreign busi ness would want  
to . . . .  

Q :  l1,e que.l' t ioll i.l' , I I 'hY llot:' What could happell to thell l  (r 

they did? 
A :  Let me fi rst say I t h i n k  t hey'd be concerned about the  
alt i t u dl.'s of the Br i t i sh  han ks .  We depend on t he Br i t i sh  
ba n ks to get  fun ds,  to fu nd o u r  operat ions  to some deg ree 
t h rough the i nterhan k  market . . . .  We refer dea ls to each 
other o n  a syn dicated loa n  hasi s .  Our Br i t i sh  customers, 
corporate customers, t here's a lot of cross-boa rd repre­
sen tat ion and so on - it would j ust he regarded as a 
cha uvan ist ic A m er ica n  move on o u r  part wh ich would in ­
evi tahly a U ach s ta t ic  to wh ichever speci fic han k  was  seen 
opposing t he co m i ng of t he Bri t i sh . Is tha t  clear enough'? 

Q :  . . . rOI l 're lIot talk illg ahout t:llmdollar.l' . . .  l a,l·.I'ullle 
YOII 're talk illg ahout .I'terlillg or hoth? 
A: M a i n ly ster l i ng, a lthough to some degree there are 
dol la rs hack and forth .  But  t hey depend there on us as wel l ,  
except that t he han ks a re customers of o u rs here and w e  a re 
customers of t he irs and  the i n teract ion is i m porta nt  to us in  
do ing  ou r husi ness in  a great va riety o f  ways. For  exam ple, 
we h ave to h ave a Brit ish han k  clear our check s for us . . .  i n  
sterl ing .  

Q:  COllld yoll tell l I Ie  Irhether . 1 '011 hCI I'e di,l'cl/.ued thi.l' Idth 
YOllr Brit i.l'h hallk illg CI/.\"{olllel'.I' . , . ? 
A :  They h ave not heen a fter us one way or the other to sup­
port it a n d ,  u h ,  I t h i n k  t hey have assumed that  we wo uld 
not oppose i t  . .  , g iven our  large overseas network I t h i n k  
our  ha n k s  genera l l y  . . .  would n o t  oppose i t ,  arc hasical ly i n  
favor of  a more open , u nr egulated approach to t hese ba n k s, 

and a l low each in the ot her's markets .  O f  course t here's a 
sl igh t prohlem here i n  that we' re at a douhle com peti t i ve 
disadvantage since we ca n' t  huy Br i t ish han k s, and we, as 
A m erican han k s, can't  h uy A merica n hanks .  

Q:  l1/(/ t doe.l'lI ' t  /Jothl'f . 1 '011  at all? 
A :  I t h i n k  it docs hot her us hut  . . .  t hat's a corporate 
pol icy . . . .  It dolo'S concern us hut whether i t  concerns us 
enough to get up on the soapbox is another matter 
. . . .  Our at t i tude is general ly to promote as m uch open 
com pet i t ion as possi hle . . . .  

Q :  rOil didll ' t  e.\'pl'e.l',I' (11/ opillioll IIlIe lray IIr the othl'f t o  
t h e  Federal Re.l'el'l'e BO(/I'd Irhile they 1 I 'l'fe ( '(IlI.I'iderillg 
t he.l'e fill ,.ch(/.I'e,I' t hell? 

A :  N o ,  well some of  t he Federa l Reserve people have been 
over here, and Ryan and Dah l  were here, and so on , N o ,  
u h ,  to my k nowledge the  han k has n ot ta ken a stand on th is  
one way or the  ot her, but  once agai n I t h i n k  A I  Costanzo, 
our  V ice-Chai rman in  N ew York , , , , ' 
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DOMESTIC CREDIT  MA R K ETS 

IMF fuels h igh- interest 
rates in the U nited States 

The cu rrent offic ia l  u n e m p l oyment  
rate i n  the U n i ted States,  5 . 7  per­
cent ,  "correspon ds  to fu l l  empl�y­
ment," according t o  a con fi dent Ia l  
staff report p repared by the  I n ter­
nat ional  M on etary F u n d  for i ts  I n ­
ter im Com m ittee i n  early M arch . 
The report a l so c l a i m ed that  the  gap 
between actual  and p otent ia l  out­
put of the U . S .  economy was "v i r­
tua l ly  nonexistent" i n  the  secon d  
ha lf  o f  1 97 8 .  I n  other words,  t h e  
report i n t i m ates that  the  U . S .  eco­
nomy i s  n ow effect ively fac ing  the  
l i m i ts of ful l  productive capacity 
and any fu rther expansion of out­
p u t  wi l l  be wi ld ly i n fla t ionary .  

T h e  I M F  report  w h i c h  was  
leaked by the  New York Times 
M arch 1 3  a m i d  the  g rowing atm os­
phere of Pean utgate, u rged the C

.
ar­

ter A d m i n i strat ion i n  t h reate n I n g  
tones to adopt t ighter m o n etary a n d  
more stri ngent fi scal pol ic ies . 

I t  i s  becom ing apparent even to 
the foggiest economic  observers , 
h owever ,  t h at Federa l  R eserve  
C h a i r m a n  M i l l e r ' s  h ig h  i n terest  
pol icy has  t h u s  far on ly  fueled U . S . 
inflat ion by proh i b i t i ng long-term 
capital  i n vestment and i n creasi ngly 
sh ifti ng credi t  dem and to  the sh ort­
te rm s ide of the m arket .  

The Mexican sol ution 
I n  recent  wee k s ,  both French Pres i ­
den t G i scard d' Esta ing and a lead­
ing  M exican offic ia l  h a ve d i rect ly  
ch a l l e nged t h e  s peci o u s  Ph i l i p s  
C u rve reason i n g  beh i n d  the  I M F' s  
dictates.  T h e  P h i l i p s  c u rve m a i n ­
t a i n s  t h a t  r i s i n g  employment  a n d  
growth i nevitably enta i l i n flat ion . 
"To fight i n flat ion ,  there is n o  way 
other than to i ncrease production 
and producti v i ty ,"  M exican M i n -
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i ster of I n d u st ry and N at ural  Re­
sources J 6se A n d res de Oteyza said 
i n  his presentat ion of M exico's  ten­
year i n d ustr ia l  development  p l a n  
M arch 1 2 . " We a r e  foo l i ng our­
selves by t hi n k i ng that we can solve 
i n fl a t i o n by i n c r e a s i n g  u n e m ­
p l oyment .  " 

The best cure for the  cu rrent 
double digit  i n flat ion i n  the  U . S .  
argue those who accept t h e  two 
leaders' reason ing ,  would  be a l arge 
dose of low i n terest credi t  i n vested 
i n  capita l - in tens ive prod uction -
fol l ow i ng the " M exican m ode\ . "  

I t  i s  t h e  price and u s e  o f  cred i t  i n  
any econ omy w h i c h  m a k e  the  d if­
ference between an inflat ion ary b u b­
b le  and n on i n flat ionary growth . 
H istorica l ly ,  h igh i n terest rates have 
been the pr inc ipal  engine of i n fl a­
t ion i n  the U . S .  econ omy over the  
last  few years,  not "overex pan­
sion . "  Long-term rates have re­
m a i ned at the 8-percent-and-a bove 
level fo r A A A- rated corporate bonds 
s ince the 1 974-75 recession . That  
cond i t ion hardly encou rages the 
type of l on g - te r m , defl a t i o n a ry 
i n ve s t m e n t s  h a i l e d  by M i n i s ter  

Oteyz a .  Fed C h a i r m a n  M i l l e r ' s  
h igh- i  nterest-rate "ant i - i n flat ion" 
pol icy has aggravated the  cond i t ion 
of c h r o n i c  i n fl a t i o n  b y  s u c k i n g  
l i q u i d ity i n to short-term h igh-yie ld 
i nvestments ,  thus fue l i ng a spira l  of 
short-term rates and fu rther u n der­
m i n i ng prod uct iv i ty- in creas ing new 
capital  form ation . 

The recent ly  released Federal 
Reserve fl ow of fu nds data for 1 97 8  
i n d i ca t es how t h i s  p rocess h as 
worked . The nonfi n a n ci a l  sector 
rushed to borrow a record amount  
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of $28 5 .2 b i l l i on in 1 97 8 ,  compared 

wi th  $245 . 6  b i l l i on in 1 97 7 ,  before 
i nterest rates went even h igher .  
M i l ler 's  monetary pol icy,  which 
pushed u p  the prime rate for i ts  1 977 
average of 6 .83  percent  to 1 1 . 2 5- 1 1 . 5 
percent by the end of 1 97 8 ,  resu lted 
in  s harply h igher fi nanc ing costs on 
th i s  record a m ou n t  of new cred i t .  
T hese fin an c i ng costs were then 
passed on i n  p ri ce i n creases that  
fueled the i nflat ion rate . 

Furthermore, the h igh i n terest 
rate e n v i ron m e n t  left corporate  
t reas u rers no choice but  to  p lay the 
arbi trage game,  and sh i ft  the  funds 
under the i r  managem ent  to  d iffer­
ent cu rrencies and m oney m a rket 
i nstruments  in search of yields at 
least as h ig h  as the p reva i l i n g  rate of 
in terest . G iven the  resu l t ing  dearth 
of real capital for m at ion in the U . S .  
economy,  capaci ty u t i l izat ion n ow 
reaches the  8 5  percent  m a r k .  and 
costly bott lenecks and b rea k downs 
are i n ev i tab le .  These are symptoms 
of underi1l l'estl l len t ,  h owever - n ot 
s igns that  the U . S .  econ omy has  
overexpanded,  as the I M F  says .  

In  an i nterview wi th  t h i s  news 
service,  George M c K i n ney of I rv ing 
Trust described the  cyc le  of r i s ing 
i n terest  rates  and i n fl a t i o n  a n d  
weaken ing  corporate l i q u i d i ty which  
i s  n ow i n  ful l  swing .  Since the m i d-
1 960s , corporate borrowers have 
avoided gett ing  locked i n to h igh ,  
long-term i nterest rates, and lend­
ers have been u n w i l l i n g  to lend l ong­
term at  the low rates corporat ions 
were see k i n g .  The resu l t  has  been a 
s h o r t e n i n g  of t h e  t y p i c a l  d e b t  
matur i ty  and increasi ng pressu re on 
short-term rates . 

A t  th i s  poi nt  i n  the current bus i ­
ness  expansion , sa id  M c K i n ney, we 
are w i t n e s s i n g  an a c c e l e r a t i n g  
d ec l i n e  i n  c o r p o r a t e  l i q u i d i t y  
because o f  t h e  mount ing  short-term 
i n debtedness of the  corporate sec­
tor. M c K i n ney added that  he  would  
be very su rprised i f  short-term rates 
had peaked Il) r the present . 

-Lydia Schulman 
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T RADE 

Governors push for 

national action on export 

A gro up of V .S .  governors has for­
mulated a very promising approach 
to expanding V .S .  high-technology 
exports to every sector of the world 
and for rein ing in  the power of  the 
various Carter Admin istration agen­
cies to k i l l  export poten tia ls .  At 
hearings before a subcomm ittee of 
the Senate Ban king Comm ittee on  
M a rch  1 2 , G e o r g i a  G o ve r n o r  
George Busbee a n d  Texas Governor 
Wi l l i am C lements  p resented an 
eight-point pol icy recom mendation 

on increasi ng exports and proposals 
to a m e n d  the Expor t  A d m i n ­
istration Act of 1 969 which is up fo . 
renewal this year. 

Th is  package was first presented 
at t h e  gover n o rs '  se m i a n n u a l  
meeting i n  Washington ,  D . C .  on 
Feb . 25. As the head of the Gover­
nors' Committee on In ternational 
Trade, Governor Busbee addressed 
a seminar on exports: "I believe 
special attention must be given to 
man ufacturing invo lving h igh tech-

CORPORATE ST RATEGY 

Businessmen beware 

The firm resolve of the M exican 
govern men t  of  Presiden t Lopez Por­
t i l lo to commit  revenues from M ex­
ico's virtual ly l imitless oil reserves to 
fund a national industrial develop­
ment progra m ,  has ca ught the  
imagination of an  increasing num­
ber of  businessmen . But if they 
chose the wrong "connection," V . S .  
a n d  foreign corporations a n d  banks 
look ing to enter the M exico market 
could find themselves in touch with 
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the anti - ind ustry faction - the one 
that i s  firmly out of power - and 
may even be set up for in volvement 
in  a M exican "Watergate . " 

A case in  po int is the inquiries 
made by at least two Japanese firms 
to N ew Y ork m erch an t  ban ks ,  
L a z a r d  Freres a n d  Leh m a n  Bro­
t h ers K u h n  Loe h .  Both a re wel l 
k n own fo r t he extensive i nterna t iona l  
t ics .  

Contacti ng K uhn  Loeb wil l  get 
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nology , s ince that is where our com­
p et i t i v e a d v a n t age  in fo r e i g n  
markets often exists . . . .  But this is 
the same area where the disincen­
tives or barriers to exports tend to 
be the greatest. 

M ark Shepherd , Jr. ,  chairman of 
Texas Instruments ,  told the same 
seminar that whi le "capital outlays 
. . .  create the new capacity essential 
to a growi ng economy and it  is 
t h r o u g h  n e w  e q u i p m e n t  a n d  
faci l it ies that more advanced tech­
nology i s  i njected into the eco­
nomy, the impact on productivity of 
a dollar spent for research and 
development i s  several t imes that of 
a dol lar invested in  fixed capita l ."  
Shepherd proposed to the  governors 
that Congress and  the A d m i n­
istration seriously examine a tax 
credit for research and develop­
ment expenditures s imi lar to the 
investment tax credit .  

t h e  i nq ui re r  t he i r  M exican expert . 
Jose de Cubas, the author of the 
Counci l of the A m ericas ' " free 
zone" plan for sweatshop industry 
in a strip 50 mi les on either side of  
the  Rio Grande - a sort of " H ong 
K ong West . "  Referr ing to h i s  
authorsh ip,  de  Cubas says: "That's 
my brainwave ." 

Yet ,  the Mexican government, 
w h i le st i l l  aCI.:ept ing this i nvestmen t i n  
horder assem hly l i ne pl a n t  i nd ut ries. i s  
lea n i ng t oward con vi ncing new hus­
i ness to locate in accordance wi th  the 
n at ionwide M exican ind ust r ial  pro­
gram . 

De Cuba's h ighest level contact 
to Mexico is  said to be Fernando 
H iriart , an official in Sepafin ,  the 
Mexican Industry Min istry . H i riart,  
as head of the energy section of 
Sepafin, is known to have impeded 
Mexico's energy development -
both oi l  and n uclear - and is an 
o u t s p o k e n  c h a m p i o n  of so l a r  
power . The Mexican government, i n  
contrast, i s  committed t o  bui lding 
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What the governors proposed 
The governors' proposal is to recast 
the Export Admin istrat ion Act of 
1 969 to state that the U . S .  nat ional  
in terest l ies in  exports and st ipu lates 
that the burden of proof is  on  the 
govern ment to show cogent reason s  
w h y  any  product ive  c o m m erce 
should be prohibited. A lso proposed 
was a large-scale educationa l  cam­
paign to make "people, inc l uding 
youth ,  i n  a l l  regions  of the country 
aware of how export trade affects 
them ind iv idua l ly ,  thei r state and 
thei r nat ion ," as a way of  ensur ing 
that  the vague "security threat" 
rul i ngs used by the Admin istrat ion  
aga inst trade deals  wi l l  cease. 

The governors proposed fo ur 
levels to the export adm i n istrat ion 
structure: First,  the admi n i strati ve 
leve l .  The Export Admin i st rat ive 
Office would rem ain  i n  the Depart­
ment of Commerce and be di rected 

20 nuclear power p lants by the year 
2000 , in add i t i o n  to l a rge- sca le  
uti l izat ion of  i ts o i l  prod uction 
domestica l ly .  The govern ment has 
a l so  p l edged an  1 8 -20 percen t  
growth rate in the  capital goods sec­
tor and intensive development i n  
key  port areas .  

The government 's  p l ans  were ex­
empl ified by the nearly $4 bi l l ion  in 
high-tech nology con tracts i n i ti ated 
or signed during French President 
Giscard d ' Esta ing's h i storic v is i t  to 
M ex ico a m onth ago .  

The Busta ma nte connection 
Simi lar  inqu i ries made to Lazard 
Freres m ay resu l t  in  a con nect ion 
wi th  Roberto De la  M adrid ,  who,  
Lazard may correctly claim. i s  gover­
nor of Baja California state. De la Ma­
d rid's top husi ness a nd or pol it ical 
connection is to Carlos Bustamante. a 
V escoesljue figure with extensive hus­
iness connections to hoth sides o r  the 
horder. 

U . S .  busi nessmen may not be 
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by a n  i n t e ragen cy b o a r d ,  t h e  
Nat i o n a l  Export  A d m i n i s t rat i o n  
Board (the next level) , composed of 
th ree vot ing members-one  each ap­
poi nted by the secretaries of State, 
Commerce, and Defense. The third 
leve l would be an  Export A d m i n­
istrati on Review Counci l  with mem­
bers appo inted by the same agen­
cies . A t  top would be the President . 

Every export l icense would be 
voted on-co nsen s u s  w o u l d  be 
r e p l a c ed by a m aj o r i t y  v o t e .  
Reasons fo r denia l  o f  any export 
l icense would be fu l ly  reported and 
the enti re process ,  from submiss ion 
to f ina l  appea l ,  would by law take 
no m ore than 90 days .  

The govern ors a lso proposed a 
clarification  of the defi n i t ion  bet­
ween l egal faci l itati ng payments and 
i l lega l ban ks  wh ich is  now subject to 
the in terpretat ion of the Securit ies 
and  Exchange C o m m iss i o n ,  the  

o verly concerned by the myriad 
Bustamante connect ions  exposed by 
the NeH' York Tillles on M arch I I  
and 1 2 , but h is  i nt imate ties to Cal i ­
fo rnia Govern or Jerry Brown are 
important. 

B r o w n  i s  k n o w n  t o  h a v e  
p re s s u red B l y t h ,  E a s t m a n  a n d  
Di l lon  to re lease its North A merican 
Common M arket plan to the White 
Ho use before Pres ident Carter's 
February M exico t rip  so that Carter 
could push th i s  plan with Porti l l o .  
Accord ing to  Ken neth H i l l ,  a d i rec­
tor of Standard Oi l of Cal ifornia 
and self-procla imed author of the 
Com m on M arket idea ,  Brown in­
tends to use this  program as the cen­
terpiece of h i s  president ia l  bid .  

A s  for De la Madr id ,  h e  sup­
ports the "free zone" idea - he 
wan ts to a l low 1 00 percent foreign 
ow nersh ip instead of the present 49 
percen t maxim um - and th i n ks 
th at gambl ing is the key to Mexico's 
future.  I n  th is ,  he thi n ks l i k e  M ex-
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I RS ,  and the Just ice Department .  
Besides tak i ng the  Governor's 

recom mendations to the Senate, 
Texas Governor C lements announ­
ced l ast week that he wo uld lead a 
"people to people" delegation to the 
Soviet U n ion  this year. Governor 
C lements,  who cal led for Sch les­
inger's res ignation at the Governors' 
Conference, is also organizing a 
June  conference of a l l  four U .S .  
states borderi ng Mexico-Arizona ,  
C a l i f o rn i a , New M ex ic o ,  a n d  
Texas-to wh ich the governors of 
Mexico 's  four  border states wi l l  be 
invi ted.  

Wash i ngton State G overn or  
Dixy Lee Ray has meanwhi le dis­
patched her ent ire Energy Depart­
ment  to West Germany at the invi ta­
tion of the govern ment of Chan­
cel lor  Helmut  Schmidt .  

... 

-Richard Sch ulman and 
Anita Gallagher 

i co 's  touri st czar and former Presi­
dent M iguel A leman , who called for 
a Common M arket as early as 1 97 1 .  

T h e  C o m m o n  M a r ket  p l a n  
would  an nex Mexico to the U ni ted 
States and Canada and make its o i l  
a st rategic reserve . The Mexican 
govern ment flat ly refuses to discuss 
the p lan . 

M a n ue l  Buendia,  a co lumnist 
wbo i s  . friendly _ with . the.. J>mli I I 0 
government warned in  the Mexico 
C ity dai ly  Excelsior on  M arch 2 1 ,  
that the t ies between Brown, De la 
M ad r i d ,  and  B u stam a n te could 
spiral i nto a Mexican "Watergate."  

So although Mexico holds  con­
s i de rab l e  p r o m i se,  m a k i n g  the 
wrong connect ion could be un­
product ive - if not cost ly .  

- Leif Johnson 
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COMMODITIES 

Round two 

Metals ana lysts across the Uni ted 
States released estim ates this  week 
of the inflationary impact on U .S .  
i ndustry o f  the November 1 978-
February 1 979 rise in base metals 
prices .  In those four  months alone, 
U.S. copper prices rose 42 percent, 
aluminum 5 percent, l ead 2 1  percent 
and zinc 1 0  percent .  

I n  a special report, Continental 

GOLD 

Ba n k  o f  C h i c ag o ' s  i n d u s t r i a l  
economics division predicted March 
1 9  that metals price i ncreases wi l l  
co n t i n u e fo r m o s t  of 1 9 7 9 ,  
produci ng an average rate o f  ann ual 
i nflation in industrial  raw materials 
of 1 2  to 14 percent.  

The open question at this  point 
is whether a new round of price 
h ikes will p rovoke a repeat of the 

New oHicial price for gold? 

The gold bul l ion price has remained 
remarkably stable, hovering near 
the $240 per ounce level for the past 
three weeks .  But gold rose to as h igh 
as $244 at the London afternoon fix­
ing on Friday, M arch 1 6, perhaps 
reflecting a dawning recogn ition 
that the Israel i -Egyptian agreement 
is  more li kely to promote war than 
peace in  the Middle East region . 

However, the gold price again 
came u nder downward pressu re 
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fol lowing the news that the u .s .  
Treasury ,  a t  i t s  regular monthly auc­
tion held on M arch 20, had sold 
go ld at an average price of  $24 1 .30 
- considerably below that day's 
London fixi ngs . West Germany's 
D resdner Bank was once agai n the 
largest single successfu l  bidder at the 
auction,  taking 274,000 ou nces out 
of a total 1 .5 mi l l ion .  

Gold market experts have begun 
to open ly discuss the stabi l izing im-
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1 9 7 4  co m b i n e d  o i l  and  raw 
m aterials shortage scare ,  which laid 
the gro u n d w o r k  fo r t h e  m os t  
m assive inflationary explosion in  
U .S .  h istory . 

Corporations cautious 
In contrast to 1 974, U .S .  corpora­
t ions are presently taki ng a cautious 
approach towards the commodity 
pr ice  i n crea ses .  T h e  N at i o n a l  
A ss o c i a t i o n  o f  P u r c h a s i n g  
M a n agers  ( N A P M ) ,  t h e  g ro u p  
which handles materials buys for 
large industrial users, emphasized in  
i t s  l atest monthly report that the 
price situation ,  despite the increases, 
was sti l l  wel l  under contro l .  

Th i s  signals that the  NAPM has 
not been pressed by corporations to 
m assively stockp i le copper and 
other materials "to head off '  more 
pending i n fl at io n .  The coming . 
weeks wi l l  be decisive i n  determing 
whether U .S .  companies are ready 
to stick with this attitude, or fly into 

pact which the European Monetary 
System , fo r m a l l y  l a u n c hed on  
March 1 3 , is l ikely  to have on the 
gold market .  The West German 
meta ls  fi rm Degussa ,  wh ich is 
closely associated with Dresdner 
Ban k,  stated in  a recent report that 
the E M S  would in effect establish a 
new official price for gold .  U nder 
the  E M S  agree m e n t ,  t he  par ­
ticipating European central banks 
wi l l  pool  20 percen t of thei r go ld 
reserves in a central fund, known as 
the FECO M ,  and Gold will be 
valued at what was the average 
market price during the previous 
s i x - m o n t h  per i o d .  S i nce  these 
pooled gold reserves wi l l  i n  turn 
provide the basis for generation of 
cred its, it wi l l  natural ly be in the in­
terest of the central banks to ensure 
that the gold price does not fluctuate 
too wildly in either di rection . 

Degussa's report predicts that 
gold prices wil l  range between $200 
to $275 an ounce during 1 979 .  While 
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the panicked, massive stockp i l ing 
which occurred through most of  
1 974, unt i l  the com modities boom 
blew out at the end of  the year. 

Oil  factor 
As in 1 974, the November- Febru­
ary price takeoff can be t raced to 
i nternati onal  o i l  developments .  

The recent four month price 
j ump began with copper, an i n ­
dustry which had  s lumped i n to  a 
ful l-scale depression both on the 
mining and refin ing side s ince l ate 
1 974. 

As a resu l t  of the long-term 
depress i o n  c o n d i t i o n s  in copper 
prices, i nd ustr ia l  users permitted 
their inventories to be drawn down 
to very low level s ,  k nowing that 
cheap copper would be avai lable at 
any t ime.  Start i ng i n  M arch 1 978 , 
inventories on  the London M etal  
Exchange as wel l as those main­
tained by U . S . corporat ions were so  
l o w  t h a t  c o m m o d i ty t r a d e r s  

downward pressure wi l l  stem from 
the en larged U . S .  Treasury and I n­
ternationa l  Monetary Fund sales 
and from the possible deflat ionary 
effects of a U . S .  recession ,  shou ld  
one develop,  Degussa notes that  the  
existence of the EMS wi l l  put  a 
defacto "f l oor" u n der  the  go l d  
price .  

The  Degussa report confi rms 
what other sources close to the West 
German m onetary authorit ies have 
told Executive Intelligence Review in 
the past :  namely,  that the E M S 
govern ments are a iming to keep the 
go ld price at about $230 to $240, in 
the m iddle of Degussa's specified 
" r a n ge . "  J ii rg e n  P o n t o ,  t h e  
assassinated chairman of Dresdner 
Ban k ,  a l so sat on Degussa's board . 
Close to Chancel lor  Schm i dt ,  Ponto 
reported ly helped to develop the 
"G ra n d  Des i g n "  co n cept i o n  u n ­
derlying t h e  formation o f  t h e  E M S .  

-A/ice Shepard 
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worldwide knew the bottom had 
been reached.  

I t  was j ust a m atter of t iming for 
keen commoditi es in vestors i n  New 
York and  London to set off a wave 
of new purchases in copper, the 
"pacesette r"  i n  the  no nferrous  
metals group which drags a l l  the 
other meta ls along. 

D u r i n g  O c t o be r - No v e m be r 
1 978 , Brit ish Petroleum and Royal 
Dutch Shel l launched a concerted 
effort to rig in ternat ional  oi l prices 
upward, in  conj unction with B P's 
open moves to wreck agreements 
with and destabi l ize the govern ment 
of I ra n .  On cue, London- l i nked in­
vestors began to l iqu idate med ium 
and longer-term i n vestments, par­
cel ing out these funds released for 
short-term specu lat ion between cur­
ren cy a n d co m m od i t i e s  t r a n s­
act ions .  

W hen I ran's govern ment co l l ap­
sed and war broke out  in  As ia ,  the 
copper price took off,  reaching 

$ 1 .00 per lb. for a few days in  the 
U . S .-almost double the 1 978 price .  

N u m e r o u s  s o u r c e s  h a v e  
suggested that the "take-off' last 
Nove mber may a l so have  been 
triggered by maj or London market 
sales of copper, often cal led the 
"wartime metal ," to the People's 
Republ ic  of C h i n a .  W h i l e  s uch  
reports are nearly impossible to  con­
firm ,  i t  h as been defin it ively repor­
ted in  the monthly statistical report 
of the U .S .  Bureau of M i nes that 
dur ing January 1 979,  the very eve of 

the outbreak of war in Asia,  the first 
sh ipment of U .S .  copper to China i n  
3 0  years was concluded by a U .S .  
metals trading fi r m .  

K EEPI NG TA BS ON TH E ECONOM I ST 

Whose fol l ies? 

In our weekly check of the accuracy of the London Economist's repor­
ting across a mendacious slur directed against French President Giscard, 
in the magazine 's March 1 7-23 issue. 

The Economist 

" French fol l i es" :  President Giscard 
d'Esta ing, in the chair ,  had a rough 
t ime at the summit  . . .  The in i t iat ives 
he proposed did n ot go down wel l 
with the other leaders . . .  But  M r . 
G i sca rd d' Esta i ng's embarra ssment 
was not at an end . . .  He h ad to share 
a p latform with M r. Roy Jen k i n s, 
t h e  p r e s i d e n t o f  t h e  c o m ­
m i ss ion . . .  (who) ins i sted o n  giv ing 
h is vers ion of the even ts .  

E X E C U T IVE  I NT E L L I G E N C E  R E V I E W  

The facts 

Giscard d'Estaing, President of the 
European Counci l ,  rece ived a m an­
date from other government leaders 
to "meet wi th the current Organ iza­
t i o n  fo r Afr ican U n i ty l eader ,  
Numei ry from Sudan , as wel l  as  
with leaders of the A rab League," 
Giscard told a press conference, af­
ter "not ing the posit ive atmosphere 
of the reactions" to his proposal for 
a European-Arab-African summit .  

Economics  3 1  



BRITAIN 

British go begging 

to the EMS 

As the world center of monetarism, 
the British economy well reflects the 
results of monetaris t economic 
policies. Each week , the Executive 
I ntelligence Review's Britain column 
brings a report h ighligh t ing the 
de t er iora t ion  of t h e  Un i t ed 
Kingdom 's economy. 

It is not often that a beggar comes to 
the table brandish ing a big stick and 
threatening to overturn the banquet 
tabl e .  Yet that is exact ly w h at 
Britain is now doing. A fter claim­
ing for months that it did not 
"need" the European M onetary 
System, the British government is 
now first on l i ne to demand access 
to the new system's credit faci l ities. 

A ccording to sources in Brussels ,  
quoted in the M arch 7 Guardian, 
Britain i s  now seeking a share in the 
maj or European Com munity credit 
s c h e m e  u n d e r  w h i c h  t h e  l e s s 
prosperous members of the E M S 
can borrow at reduced interest rates . 
I n  fac t ,  a t  t h e  E E C  F i n a n ce 
Min isters meeting M arch 19, British 
Chancel lor of the Exchequer Denis 
Hea ley demanded that I reland and 
Italy-which have been granted in­
terest rate subsidies of some $ 1 . 3 5  
bi l l ion to ease thei r  entry i nto the 
E M S - sh o u l d  b e  d r o p p ed i f  
necessary to make way for the more 
needy British .  Healey said flatly that 
Britain would veto the E EC resolu­
t ion providing for the release of 
funds to I reland and I taly un less it 
was al tered to specify that Britain 
would be entitled to the same special 
t r ea t m e n t  if t h e  g o ve r n m e n t  
changed its mind o n  join ing the 
EMS .  

32 Economics  

Ain't  too proud to beg 
British authorit ies appear to h ave 
realized only belatedly that if the 
U . K .  did enter the system, i t  could 
be on the receiving end of a s imilar 
veto fro m  a b locking minority of 
other E EC governmen ts . E M S  
heads of  state are none too pleased 
with Britain's  petulant behavior and 
bul ly ing tactics in  Brussels and are 
not in the mood to extend any 
special concessions to the British, 
who unti l  the actual launching of  the 
European M onetary System were 
claim ing that the proposed credit  
arrangements were a mere "book­
keeping device ."  Nor did Britain 
wish to participate in  the currency 
stabi l ization scheme, lest this pre­
vent the pound's value from reflec­
ting the true strength of the British 
economy. 

Are the British ready to beg for 
mem bership,  if they cannot disrupt 
the E M S  by other means? 

Even British bankers now admit 
that the present boomlet in  N orth 
Sea oi l  production which is  accoun­
ting, in  large part ,  for the unexpec­
ted upsurge in sterl ing masks a far 
m o re s e r i o u s  s y n d r o m e .  T h e  
strength o f  sterl ing, confessed the 
Financial Times Feb . 14, is more a 
l iabi l i ty than an asset and "does not 
reflect underlying strength ,  but a 
strange combination of l uck and 
bad management ."  This mysticism 
h as been translated by industrial ists 
to mean that the over-val uation of 
sterl ing could erode Britain's export 
com peti tiveness . 

A director of M organ Grenfel l  & 
Co. ,  a London-based international 
bank ,  remarked in  a Journal of 
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Commerce interview that the im­
provement in  Britain's ,balance of 
payments situation based on North 
Sea oi l "would be matched by a 
deterioration elsewhere . . .  so that a 
progressive loss of industrial com­
petitiveness is l ikely ." 

Britain 's  statistical entrails are 
a lso wriggli ng in a most unseemly 
manner .  All fou r  of the govern­
ment's cyclical indicators-ranging 
from one looking ahead to turning 
points 1 2  months ahead to one 
lagging behind I I  months-have 
fallen this  year . Prime M inister 
Cal l aghan told Parl iament this week 
that Britain faces an inflation rate of 
10 percent this year . Retail prices 
c l imbed up by 9.6 percent from a 
year earlier as compared to in­
creases of 9 .3 percent in  Jan uary 
and 8.9 percent i n  December. 

Although unemployment figures 
j ust released show Britain's jobless 
rate down 1 2,000 from February at 
5 .7 percent, the British press is fi l led 
with daily reports of plants closures 
and layoffs . Exemplary are the deci­
sions by the Goodyear and Dunlop 
tire companies to close down their 
antiquated plants in Scotland and 
the announcement by British Steel 
Corporation that i ts i ron and steel­
making p lants at Bilston and Corby 
will be shut down within 1 2  months, 
at a cost of 4000 -4500 jobs. 

A n  ollicia l  a t  the Br i t ish Em­
bassy in  Washington thought it  
"quite right" that Healy should de­
mand treatment "on a par with Italy 
and I reland," since it had been 
origi na l l y  agreed that the " l ess 
prosperous" countries in  the E EC 
would be accorded special arrange­
ments to ease thei r  transition into 
the E M S. A pparently Britain is now 
admitting that it  has joined the 
ran ks of the underdeveloped Euro­
pean  co u n t r i e s .  The  E m b assy 
economics spokesman complained 
that Britain needed funds for " infra­
structural development" as badly as 
Italy and I reland do. 

-Marla Minnicino 
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T h e  batt l e ove r e n e rgy  
Producer-consumer plan counters London 's oil hoax 

A m ajor pol itical fight is presently u nderway i n  every 
maj or world capital over global energy pol icy in the 
wake of  Iran's Dec. 26 shutdown of its 5 . 5  mi l l ion 
barrels a day of exports .  The European Comm unity and 
the leading members of the Organization of  Petroleum 
Exporting Countries (OPEC) - notably Saudi Arabia 
and I raq - have made it clear that only an in­
stitutionalized producer-consumer cooperation can 
reso lve the energy problem and forestal l  another 
fu l l  scale crisis .  U .S .  Energy Secretary James Sch lesinger 
has informed Europe that Washington at present does 
not support that in itiative. 

Schles inger. in  a l l iance with the Anglo-American 
Eastern establishment and the Zionist Lobby's con­
gressmen , Church, Jackson  an d Javits, is moving to 
force an oi l  crisis as part of  an international effort led by 
the City of  London to destroy i ts greatest rival , the 
newly formed European M onetary System ( E M S) .  As 
this section wil l  show, there is no oi l  shortage. In fact, in  
Janauary of  1 979 total O PEC output was higher than 
Jan uary 1 978 ,  even with I ranian exports completely shut  
off. 

What Schlesi nger and his a l l ies are counting on is a 
major sabotage of the Mideast oi l  fields.  The Camp 
David separate M ideast peace is  calculated to provoke 
the Arabs into oi l  retal iation .  Earlier this  week ,  
Palestine Liberation Organization chief Yassir Arafat 
called for an embargo against the U .S .� feeding 
Wash ington's o i l  crisis mongerers . Our OPEC coverage 
wi l l  detail the relationship between the upsurge of  price 
hawks and the anti-Western I s lamic Fundamentalist 
M uslim Brotherhood. Just this week the president of 
Afghan istan, who is being chal lenged by M usl im in­
surgents, pub licly declared that  Is lamic reaction is  being 
run out of  Paris and London .  

The  scheme to force higher OPEC o i l  prices is part of 
a broad plan to soak up dol lar reserves from Japan and 
Europe via the OPEC nations.  Our Japan story shows 
this ploy aimed at increasing petro-dol lar deposits in  
London and the U .S .  

The  oi l  weapon, as  in  1 974, is being brandished by  

the  same London-Israeli mach ine, and  for the  same 
reasons :  to halt world economic growth which threat­
ens i ts financial  and strategic interests .  The current crisis 
could conceivably destroy the U .S .  oi l  i ndustry. U .S .  
o i l ' s  a lternative i s  spel led out  in  th i s  section .  I n  broader 
terms our concluding story on producer-consumer 
cooperation shows the global alternative to energy 
b lackmai l .  The question is, wi l l  Europe, Japan, and their 
industrial U .S.  a l l ies col lectively flex their political m us­
cle sufficiently to chal lenge London and Washington? 

Wh at i s  s h a p i n g 
OPEC p ric i n g  po l icy? 
Within every member nation of the  Organization of 
Petroleum Exporting Countries (OPEC), there is  a 
debate growing over fundamental economic policy .  
That debate h a s  a n d  w i l l  continue t o  affect the pricing 
and production policies of the cartel as a whole. 

The recent pattern of  indi vidual OPEC nation price 
hi kes is to a great extent symptomatic of the i nfluence of  
pol itical elements with in  each country which not on ly  
favor a short- term monetary ga in  off of the  tight supply 
situation sparked by the shutdown of Iran's o i l  exports, 
but also espouse a radical anti-Western foreign policy 
orientat ion.  March 26 marks the date of an OPEC con­
sultative meeting w here the power of this "price hawk" 
faction will be m easured by their abi lity to win a major­
ity for a second price hike in 1979. 

To date, o nly  Saudi Arabia and I raq have exhibited 
an i ncl ination toward m oderation and cooperation with 
the consuming nations on future oil pol icy. But even 
within these countries the m i l i tant price h awk faction i s  
waging a strong opposition . Within Africa and the 
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Mideast as a whole, two political factors predom inate. 
First is  the upsurge of  I slamic fundamental ism organ­
ized in to the M usl im Brotherhood, associated with 
I ran's Ayatollah Khomeini .  The Brotherhood's out­
look is staunchly anti-Western and favors raising o i l  
prices and reducing oi l production as a show of mi l itant 
sentiment.  Second is the effect of  the Camp David sep­
arate peace between Egypt and Israel which is slated to 
be signed the very same day as the O P EC March 26 
meeting i n  Geneva . In both cases, the London-Wash­
ington-Jerusalem axis which rigged Camp David i s  be­
hind the scenes manipulating for anoth er OPEC price . 
h ike, in order to destroy the City of London's greatest 
adversary - the European  M onetary System - by im­
posing energy austerity worldwide. 

An u ncanny British prediction 
Not long before the downfa l l  of  the Shah of  I ran in late 
1978,  London's Royal I nstitute for I nternational  Affairs 
( R I IA)  produced a study predicting that the largest 
m ultinational oil companies would begin to reduce their 
production operations within the Mideast because of the 
lack of  profitabi l i ty as a result of nationalizations .  Since 
then Exxon has announced its intentions to let a l l  of its 
sales contracts with other oi l  companies and traders 
lapse. That pol icy, the first of its k ind to be enacted in  
ful l  by  a major company, is  calculated to  force the 
smaller oil companies which bought from the majors to 
go to the producers directly for crude purchases. British 
Petroleum and Royal D utch Shel l  have enacted such a 
policy i n  part. 

The M arch 19 issue of Petroleum Intelligence Weekly 
anticipated a new round of d irect sales contracts, but 
indicated at the same time a potential hitch i n  such 
arrangements - the future pol itical instabi l i ty of the 
major oi l-producing nations which could interfere with 
direct sales. As Executive Intelligence Review has 
repeatedly documented,  the tu rmo i l  in I ran  was 
launched by London and its Washington a l l ies as an 
entree for region-wide chaos, j ustifying a N ATO-style 
mi l i tary domination of  the oi l-producing region and a 
net reduction in  o i l  output in  relation to world con­
sumption .  

What fol lows is  a brief summary o f  the internal pol i ­
t ical  situation i n  the key OPEC nations which wi l l  
decisively influence their future oi l  policy. 

Saudi Arabia. The Camp David treaty has had a serious 
impact on the balance of power i n  Saudi Arabia.  At pre­
sent, contending factions in Riyadh are at loggerheads 
over sensitive and fundamental policy issues, including 
the future levels of Saudi oi l  output.  Decisions m ust be 
made on whether to extend bi l l ions for instal l ing new 
production capacity. First Crown Prince Fahd, the heir 
to the throne of ail ing King Khal id ,  favors a move to up 
the production cei l ing to over 14  mil l ion barrels a day 
(mbd) from the present 1 1 . 8 .  He is being opposed by 

Second  Crown Prince Abdul lah .  In side sources concur 
that A bdu l lah  and his a ll ies, Planning Minister Hisham 
N azir and the head of the Saudi state oi l  company 
Petromin,  Abdul  H ad i  Taher, want to cut back Saudi oil 
production and i mpose h igher prices . 

Abdul lah is a known prominent figure in the M uslim 
Brotherhood with ties to British in tel l igence via the 
Brotherhood. I t  is around this issue of oi l  pricing and 
output  and Fahd's col laboration with the founders of 
the European M onetary System that Abdullah i s  now 
m ak ing his power play. A bdul lah gained some faction 
ammunition against the traditiona l ly pro-U .S .  Fahd in 
the wake of  Washington's apparent success in  forging a 
separate peace against Saudi A rabia's  advice, but the 
fight is far from resol ved . 

I ran. Iran's oi l  production has c l imbed to over 2 .7  mbd 
since the M arch 5 date of  resumed exports. Prime M inis­
ter Bazargan's government has agreed to a number of 
direct sales agreements, bypasing the now-defunct con­
sortium of  m aj or oil companies.  The validity of these 
contracts , however, rests on the future stabi l ity of I ran . 
No one is placing any bets on that . The recent upsurge 
o f  tribal insurgencies in  K urdestan , Baluchistan , and 
other areas portends another round of  turmoil for Iran 
- this t ime more devastating than when Khomeini 
seized power from t he Shah.  

The Iranian dai ly Kayhan has warned that the coun­
try may become a new Lebanon at the hands of foreign 
agents provok ing such insurgents .  I nside I ranian 
sources confi rm that both the tribal unrest, challenging 
the central government's authority, and the u ltraradical 
elements around the Ayato l lah K homeini are tied 
through various intel l igence conduits to Israel i and Brit­
ish intel l igence. The most prominent  personage in­
volved i s  the Deputy Premier for Revolutionary Affairs 
I brah im Y azdi who is associated with French radical 
terrori st and environmental circles a l l ied to Jean Paul 
Sartre and Pierre V igier (a  leader in the 1 968 French stu­
dent upheavals) .  This faction is fighting to impose a cei l ­
ing of no  more than a 3 mbd output for I ran, half the 
prerevolutionary levels .  

There is  an intense fight going on between Yazdi and 
nationalists in  the Bazargan government over oi l  pol­
icy .  Khomeini h imself has ties to the M uslim Brother­
hood through the Pakistani Jamati I slami and networks 
in  Libya and A lgeria .  George Ball ' s  forecast last week in 
the Washington Post of I ran becoming another Leba­
non is not Bal l 's  personal prediction .  The forecast came 
through his affil iations with Zbigniew Brzezinski ,  the 
U .S .  security chief, and top Zionist lobby interests who 
are forecasting a l ive scenario for fomenting Mideast 
instabil ity along the l ines of a formula drawn up by 
Princeton U niversity Professor Bernard Lewis, a Brit­
isher by birth with well established ties to Israel and the 
Zionist lobby. 
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I raq . The recently concluded secret agreement between 
the erstwhile leftist I raqi government with the conserva­
tive Saudi Arabians has changed the pol itical geometry 
of the Mideast . But numerous Arab watchers feel that 
the I raqi Baath leadership may be hit  by Kurdish insur­
gency on the I ranian border. The I raqi Communist 
Party which backs the K urdish insurgents has con­
demned the Saudi- I raqi a l l iance. I ranian press sources 
report that in late February I raqi mi l itary planes strafed 
K urdish regions to put down violence. 

Libya, Algeria . Both the ascendency of K homeini  in  I ran 
and the recent death of  Algerian President Bou­
medienne have shifted the political geometry in this 
region ,  making these countries more vulnerable to the 
M usl im Brotherhood. In the last month, two pro-Euro­
pean cabinet ministers have been dropped from the two 
governments: A lgerian Foreign Min ister Boutefl ika �nd 
Libyan Prime Min ister Ja l loud,  a powerful moderat ing 
force.  I n  both countries, the new orientation is toward 
the "rule of the masses,"  evidencing the influence of 
Khomeini . Only this week the two co�ntries con�l u�ed 
talks  with London on imposing price h Ikes on theIr h Igh 
demand light  crude of  up to $5 .00 a barrel . 

Nigeria is reported ly goi ng along with such pro­
posals and, like I ran and I raq, has been h it with threats 
of tribal insurgencies . There is a very strong and grow­
ing M usl im Brotherhood component in N igeria .  I ndo­
nesia, which announced a production cutback, has also 
experienced an upsurge of  M uslim Brotherhood ac­
tivity . 

Venezuela . The new government of President Herrera 
Campins has announced its inten tions to impose a $ 1 . 72 
a barrel price h ike for the second quarter of 1 979 .  A re­
cent editorial which appeared i n  the New York Spa­
nish-language daily EI Diario states that Venezuala sees 
its interests i ncreasingly within the Western Hem­
isphere ,  a heavy hint that it  m ay be shifting away from 
an OPEC orientation . 

The Ca rter Admin i strat i o n ,  backed by the Zionist 
I l l h hy .  h a s  hcc n  prcss i n �  hOl h  M exico and Venezuela to 
su b m i t  to  a W estern H em ispher ic oi l m arketing arrange­
ment . one  which would req u ire the busti ng of OPEC.  
Venezuela has trad it ional ly played a powerful  role 
with in  the cartel mediating between the price hawks and 
the moderates. A prel iminary look at the new govern­
ment indicates that role may now be in  jeopardy. 
Herrera Cam pins i s  under tremendous pressure at home 
to ad op t a price hawk pos ture,  someth i ng that former 
Prcsi dc n t  Ca r ios A n d rcs Pcrc/ co n s i s tc n t l ,  rcs i s ted . 

- JudIth Wyer 

Mex i co,  Ee ,  OPEC to 
c h a l l e n g e  o i l h oax 
When the European Comm unity (EC) heads of state 
meet ing on March 1 2  endorsed both Saudi Arabia's call 
for a world oi l  producers-oi l  consumers conference and 
the long-standing Mexican proposal for institutional­
ized global con�ultation on energy, a major step was 
taken toward form ation of an international force power­
ful enough to chal lenge the London-sponsored hoax of a 
"world energy crisi s ."  

Now,  according to M exican sources , the  EC is pre­
paring to establish official contact with the Organiza­
tion of Petroleum Exporting Countries (OPEC) to work 
out detai ls on  the proposals, probably before the M arch 
26 O P EC summit .  It is expected that the world energy 
conference could be scheduled within three months.  

The combined Saudi and Mexican proposals go far 
beyond answering the immediate oi l  crisis hoax . The 
Saudi proposal is conceived as the continuation of the 
1 976-77 North-South ta l ks in Paris ,  and would encom­
pass all aspects of raw material supply, no� j ust ene.rgy . 
The Mexican proposal , keyed to a Untted NatIOns 
framework ,  calls for international agreements in  the 
production and distribution of oil so that the resource 
becomes "inseparable from development" within an 
advancing new world economic order . The Mexicans 
eq ua l ly stress the need to rapidly develop a.lternative 
energy tech no logies and place them at the dIsposal of 
the developing sector.  

But u nless , i n  the short-term,  the M exico- EC-OPEC 
axis can successfu l ly counter the "bust OPEC" strategy 
being pursued by London and Washington,  deepening 
contrived energy shortages and price h ikes wil l  so 
destabil ize the world pol itical and economic picture that 
the Saudi and Mexican proposals have little chance of 
becom ing reality . 

Rotterdam and Petronor 
This is the significance of the EC heads of state decision 
to "gather precise and clear information on what i l legal 
actions are being performed by oi l  companies in  Rot­
terday and elsewhere ."  Rotterdam is Europe's biggest 
spot m arket for crude and, since the beginning of �he 
year, has been the speculative playground of trad�ng 
companies fronti ng for the two British companies whIch 
have been ca l l ing the tune for the Seven Sisters as a 
whole: British Petroleum and the Royal Dutch Shel l .  

A step i n  the  same di rection was taken by  Mexico 
and Spain M arch 1 0, when they announced that nego­
tiations for the Mexican national oil company Pemex to 
acqui re 33 percent of the Spanish Petronor refinery at 
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Bilbao had been completed. The successfu l  conclusion 
of  the talks, begun

· 
three months ago, gives Pemex a 

foothold for direct refining and distribution in Europe. 
The action hit  the Seven Sisters in two ways. Not only 
had Royal Dutch Shel1 offered one of its Rotterdam 
refineries to Pemex as the alternative route for M exican 
penetration of the European m arket, but Pemex · is 
replacing Gulf - one of the Seven Sisters - as the 
minority partner in  the Petronor complex . 

Spain's Prime M i nister Adolfo Suarez and the heads 
of state of Bolivia,  Costa Rica, Colombia,  and the 
Dominican Republic ,  gathered in  Caracas on M arch 1 2  
for the inauguration of Venezuela's new president and 
signed a document on the world energy cris is ,  bitterly 
attacking "the sharp speculation through 'spot' prices 
which leaves our nations bereft of economic strength ."  

But  the  document also indicated a fundamental 
weakness . It termed world energy manipulation largely 
"beyond control" and caned for solidarity in austerity 
measures among the signatory countries . 

In-depth push from U N IDO 
A meeting of the Uni ted N ations I ndustrial Develop­
ment Organization ( U N I DO) on petrochemicals in 
M exico City this week emerged as a key planning ses­
sion for the energy counterpole taking shape. 

The A lgerian director of U N I DO. the Secretary­
General of OPEC A bd Rahman K hane, said that "not 
only M ilton Friedman,  b ut m any other people as wen, 
want to see OPEC disintegrate . . . .  ( But) O P EC wi l l en­
dure. Should OPEC disappear,  that wou ld  be the end of 
the new international economic order ."  

The  goal K hane set a t  the  meeting was  for 3 5  per­
cent of  world petrochemical production to be produced 
be developing sector nations by the year 2000 . He at­
tacked oi l mult inationals for denying the Third World 
the technology it needs to ach ieve such a goa l .  "We must 
change the structures of cooperation";  no more "colon­
ial ism," on ly "partners ." 

When U .S .  and British delegates on  beha lf  of the oi l  
m ultinationals argued that  advanced sector economies 
would only lose by such petrochem ical expansion in the 

Thi rd World, delegates from throughout the develop­
ing sector l isted the A BCs of world economic growth: 
expansion of  Third World industry means greater de­
mand for capital goods, m achinery and technology from 
the advanced sector. 

The final conference document upholding this view 
stands as a companion piece to Mexico's proposal for a 
$ 1 5  b i l lion fund for j oint development of advanced sec­
tor and Third World capital goods industries, endorsed 
l ast week by the Group of 24 developing sector nations 
at the I M F  I nterim meeting in  Washington,  D.C.  

"This  is  a test of the U N  charter setting up the new 
world economic order," stated K hane of  the U N I DO 
con ference . "Cooperation between the developed and 
developing countries" is the on ly road "to real peace." 

A ten-month fight  
The EC support for Mexico's world energy cooperation 
perspective caps a remarkable international organizing 
drive k icked off by President L6pez Porti l lo  in  Moscow 
during M ay 1 978 .  At that t ime he first termed oil the 
"patrimony of humanity" and cal led for international 
coordination through the U nited Nations to achieve this 
goa l .  

Then in  mid-February 1 979, during U .S .  President 
Carter 's  trip to M exico, L6pez Porti l lo 's  energy diplo­
macy intensified sharply .  The M exican President urged 
that "production,  distr ibution and consumption of (en­
ergy) resources be made in an orderly and rational fash­
ion and that al l  alternative sources of energy be devel­
oped, including the financi ng and transfer of technol­
ogies ' "  to a l l  developing countries ."  

Two weeks later, when France's President Giscard 
d' Eslaing arrived in M exico City, Lopez Porti l lo warned 
of "apocalypse" un less a new order - with energy 
keyed to development instead of economic warfare -
was rapidly consolidated . 

Giscard's positive resp9nse, taken back to the meet­
ing which officially established the European Monetary 
System , set the stage for last week 's big steps toward a 
Mexico-E M S-OPEC enerJ!;y axis.  

- Tim Rush 
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Oi l "sh o rta g e" :  a 
On the basis of analysis of available data and examina­
tion even of the official statements of the Schlesinger 
Department of  Energy, we can state b luntly that there is  
no world oi l  shortage result ing from the loss of  I ranian 
oi l  production .  The Carter Administration is attempting 
to impose drastic oi l  price rises in the form of taxation,  
oil price decontrol and related measures which wi l l  
severely affect the domestic economy in  the months 
ahead. A l l of  th i s  i s  be ing done not  on the bas is  of  real net 
reduction in world oi l  supply. as the batt le cry from Schles­
inger. l i kening the Iranian disruption to an "energy Pearl 
Harbor." and the del i berat ions a round the just-concl uded 
"energy" Camp David lead t he  popul at ion to bel ieve. 

Some basic and start l ing facts are in  order: first, 
despite the fact that I ranian oil export has been disrup­
ted unti l  this month, overal l OPEC oil  production for 
the period of the most severe cutolT in I ran i an o i l .  January 
1 979 . is "I' from the  com parable period the previous year. 
In addi t ion .  beca use of ex traord i nary stock pi l ing before the 
Dec . 26 O P EC nH..'Ct ing. world oi l  stocks avai lable for the 
period of  the Iran ian loss were actually h igher than the 
same period i n  1 97X.  a year wh ich i tsel f saw un usually high 
oi l  stocks  because of speculat ive stock pi l i ng i n  ant icipation 
of  an O P EC price ri se .  The U .S .  is being pushed toward a 
war t:conomy on the basis of a supply cri s i s  which s imply 
docs not exist .  despite press scare stories o f  spot gasol ine 
shortages and the l i ke .  

The facts behind the oil  situation 
Contrary to impression ,  world oi l  production in the 
non-comm unist world in January was up by a total of 
2 . 5  mi l l ion barrels per day above the same period in 
1 978 .  This included a substantial increase in Saudi 
Arabia's output from 7.6 mi l l ion barrels per day to 9 . 5  
a n d  an overall OPEC total increase of more than 3 per­
cent .  

Total non-OPEC,  non-com mun ist o i l  prod uction for 
January was up more than 1 0  percent .  1 .6 mi l l ion 
barrels per day higher than Jan uary, 1 978 . The 1 979 
figures include substantial increases in North Sea and 
Mexican production for the period .  Thus, despite the 
loss of approximately 5 mi l l ion barrels a day from I ran 
for the period,  total world production was up more than 
2 .5  mil l ion ba rrels per day a bove a com parable period 
when Ira n  was produci ng more than 5.2 m i l l ion barrels .  An 
est i m ate done by the Libra ry of  Congress for the o flice o f  
Congressman Albert Gore. Jr  . .  calcula tes that total world 
net shortfal l  in product ion for this period i s  no more than 
XO.(X)O barrels a day - a far cry from the st i l l  manageable 2 
m i l l ion ba rrel per dav ligure bei ng ci ted by Sch l es inger. 

n u m bers  g a m e  
Th is ligu re is  so smal l  as  to be stat ist ical ly insign ilicant. 

What reserve did the world have coming into the re­
cen t Iran d isruption for the li rst quarter'? The Depart­
ment of Energy official ly estimated that worldwide 
stocks of oi l  coming into the first quarter of 1 979 were 
4 .3 1 7  bi l l ion barrels .  World stocks, that is oil produced, 
and either in  transit or in  storage, were 4 .276 bi l l ion 
barrels for the same period last year .  That is to say that 
world stocks  coming into the I ranian supply d isruption 
were at record highs even from the abnormal highs of the 
previous year. when stockpi l ing in antici pation of an OPEC 
price rise prod uL'Cd a rel at ive "gl ut . "  Th us. world oi l  pro­
duction has held up during the period of tota l d isruption of 
Iran ian  exports .  in a period when world stocks were larger 
than normal to begin w i th .  

U .S.  situation 
According to official published figures from the V . S .  
Central I n tel l igence Agency, the V .S .  domestical ly 
available petroleum supply at the beginning of January 
was 1 . 32 bi l l ion barrels .  Comparable figures for the 
previous two years indicate that this year's V .S .  supply 
was the highest of the last three. In 1 978 it was 1 . 3 1  
bi l l ion barrel s, and 1 . 1 1 bi l l ion in January, 1 977 .  I n  
short, the V .S .  supply was itself unusually high coming 
into the period of disruption . 

Even taking the estimates put out by Schlesinger 
directly,  domestic demand for petroleum for the month 
of February ,  the worst of the I ran shortfal l  period as it 
affected V .S .  supply, was 2 1  mi l l ion barrels per day, up 
only 1 .3 percent from the level for 1 978 ,  an unusually 
min iscule increase in demand.  This is reflected in  the 
fact that, according to the Federal Register of Feb .  23, 
domestic inventories were drawn down by 1 40 mi l l ion 
barrels for the two months ,  compared with a drawdown 
last year of  1 06 mi l l ion barrels, a difference of only 34 
mil l ion barrels .  A l lowing for the higher stocks this year, 
th is amoun ts to a net drawdown of s l ightly more than 
20 mil l ion barrels ,  approximately 300,000 barrels per 
day, even by government figures. 

The figures on which Schlesinger' s Department is 
basing major government policy initiatives is further­
more,  i n  the words of one govern ment  General 
Accounting Office statistician , "very soft data," based 
on inferences from n umbers made available from major 
oil compan ies, which gi ve the govern ment figures which 
are ad mi ttedly a rb i t rary. Every top govern ment source 
interviewed admitted this arbi trary character of the 
curren t statistics, referring to them as a "numbers 
game." On top of this, total imports into the V . S .  for 
February were up 776.000 barre ls  per day.  an i ncrease of 
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Iraq · 
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I n  January, although Iranian production reached 

its nadir, net oi l  output of the non·communist no' 

tions - including both OPEC countries and non' 

OPEC countries - rose over Janua ry 1 978. 
Figures compiled by Platt's Oilgram News show 

that most producers increased their output in  J a n· 

uary, more than compensating for the I ranian 

shortfal l .  Si nce January 1 978 i s  regarded as a low 

production month, we also looked at oi l  produc· 

tion figures for the OPEC cou ntries for January 

1 977, a more normal month, and for the entire 

year 1 977, a more normal p roduction year. These 

figures, too, show that January 1 979 production 

by the OPEC countries as  a whole, despite the 

Iranian cutoff, was comparable to the output in 

1 977. 
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almost 1 0  percent above the same period last year. Har­
dly the k ind  of s i tuat ion to be expected if we have the 
drast ic shortage that we are bei ng led to bel i eve with 
supp ly cutback s  of fuel o i l  and gasol i ne. 

How does the government arrive at i ts  est imates? A 
GAO officia l  i n  charge of providing i nformation  to  
Senator Henry Jackson's Energy Committee admitted 
that "we take an arbi trary figure to calculate petroleum 
demand-we chose 3 percent. These n umbers are a l l  
based on statistical extrapolat ion  from one or two com ­
pan ies. What c a n  w e  do? We have to  c o m e  up  wi th n u m ­
bers, s o  we p icked these. There is  no  data avai l able from 
the compan ies that gives an exact picture." 

At t h is j uncture, w i th  I ra n i an o i l  prod uct ion resum i ng, 
current ly at  a level o f  approx imately 2.5 m i l l ion barrels per 
day ,  the on ly  basis on  wh ich Sch les inger  can j ust i fy the dra­
con ian measures he is a ttem pting  to i mpose on the U .S.  
economy, in the form of  drast ica l ly  h igher energy costs and 
cu tbacks  i n  consumpt ion ,  i s  the th reat of  external  d i srup­

t ion of supply from Saudi  A mbia and further d isrupt ion  o f  
I ra n ian product ion ,  o r  outright  terror ist sabotage o f  re­
fi nery capacity .  Short of th i s ,  Sch lesi nger is  fa l l i n g  short of  
the fllct s needed to support h i s  content ion to the pub l ic  that  
the shortage is  real at th i s  poi n t .  Even a rt icles in  t he Nell" 
York Times over the past week have led w i th  headl i nes 
such as "Oi l ' Facts' Don' t  Qu i te M atch t he R hetoric," 

wh i le t he Journal of Commerce says, "Oil Shortage Fears 
M ay be Prem ature ." 

At this  point  i t  i s  clear that the combined inventories 
of the m u l t i n at i o n al o i l  m ajor s .  l ed  by Br i t i sh 
Petroleum.  Royal D utch Shel l  and Exxon . are bulging at 
the sear.1S. 

The on ly immediate q uest ion of importance is which 
compan ies are stor ing how m uch of thi s stockpi led i n­
ventory. whether i n  tankers off the N orwegian fjords or 
in sto rage depots around the world.  I t  is openly 
ack nowledged by oil analysts and others n ow that thi s  
accumulat ion of  company in ventory is  substantial. Con­
gressman Albert Gore took note of thi s when he hit the 
real danger of r is ing prices caused by thi s  withholding of 
stocks to keep high price pressure: "To the extent that 
thei r (the oi l compan ies-ed.) decis ions to bu i ld  inven­
tories have enhanced the atmosphere of shortage panic 
. " as a result .  I bel i eve ... the impending 'price crisis' 
has become m ore ser ious than the current supply 
shortfa l l ." He added that "Schlesi nger seized upon the 
c u r re n t  sho rtfa l l  t o  b u i l d  s u p p o rt f o r  p o l i c i e s  
del iberately designed to produce m uch higher consumer 
pr ices . . . .  Sharply higher prices risk s im ultaneous reces­
s ion and double-d igit i nflat ion." 

- William Engdahl 
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A c a se stu dy:  the  o i l  
wea po n  v s .  J a pa n  
Japan has been made a special target of the oi l  weapon .  
Senator Jacob Javits (R-NY) made clear w h y  in  a 
M arch 1 9  Senate speech . Cal l ing for " I M F  control over 
surp lus  as wel l as deficit nations" and for a one-third cut 
in U .S .  oil imports, Javi ts sa id :  Our al l ies should under­
stand what the British understand.  The Tokyo Eco­
nomic Summit (scheduled for this  summer - ed . )  is the 
watershed . . . no longer is OPEC the prob lem, Japan 
and West Germany are the problem ."  

Japan is on the h i t  l ist  for oi l  supply cutbacks and  
price h ikes because its Tokyo Capital M arket i ntends to 
use surpl us dol lars to help finance Third World develop­
ment .  Explai ned one leading official at the Brookings 
Institution :  the effect of the oil price hikes "would shift 
the surplus do llars out of  the h ands of Japan (and Ger­
many - ed.) and into the hands of OPEC,  making the 
recycling problem m uch different ." 

As  long ago as last September, the International Cur­
rency Review. a publ ication of the banking house of 
Rothschi ld ,  was critical that the surplus dol lars in  the 
hands of Japan and West Germany were being used for 
"pol itical purposes" - thro ugh the European Mone­
tary System and the Tokyo Capital M arket .  The Review 
yearned for the days of 1 973-74 when OPEC had sur­
plus dol lars and deposi ted them in London's banks .  Of 
course, bringing back those days means b usting OPEC. 

Hitt ing Japan's oi l  supplies 
Two weeks ago , Exxon ,  prompted by a I mil l ion barrel 
per day cutback from British Petroleum,  announced a 
pol icy of  not renewing third party contracts to supply oi l  
to nonaffi l iated refi neries .  Beginn ing Apri l  I ,  Exxon's 
policy wi l l  reduce Japanese oil supply by 2 .2  percent .  By 
October, suppl ies wi l l  be cut by 3 . 5-4 percent .  

Last week , Royal  Dutch Shel l announced a cutback 
to I dem itsu oil, the largest non-foreign-affi l iated refiner 
in Japan.  Additional cutbacks expected from Shel l  
would cut Japan's oi l  supply by another 2 percent, 
bri nging the total of Exxon and Shel l  to 5 . 5 - 6  percent by 
the end of this year. 

So far, Japan is making up this deficit by increasing 

its purchases from Saudi Arabia and by di rect deal pur­
chases of 5 - 600,000 barrels per day fwm Iran by four 
tradi ng com pan ies - M itsu i ,  M i tsubish i ,  Marubeni 
and C. Itoh . Idemitsu Oil  and Japanese oil company cir­
cles are confident of securing more direct deal pur­
chases from Iraq.  But Japan wi l l  be in deep trouble if 
London succeeds in  destabi l izing I ran , Saudi Arabia, 
and the other OPEC nations and if the other oi l  majors 
fol low the path o f  Shell and Exxon . 

What cutbacks would mean 
Of all the advanced sector nations, Japan is the most 
vulnerable to pol itical blackmail through the oil 
weapon .  Of Japan's total consumption, only 22 percent 
is purchased in direct deals by wholly Japanese-owned 
refiners from the oil producers . Another 7 percent is 
purchased from such firms  as France's state-owned 
CFP, Getty, and U nion Oil  of the United States . The 
remaining 70 percent is purchased from the Seven Sis­
ters, 40 percent by their own affiliates in Japan and 30 
percent through third party contracts . 

Cutbacks in Japan's imports have four times the im­
pact of an equal cutback in  U .S .  imports . Japan imports 
virtually all of its oil, while the United States only im­
ports 50 percent.  Japan uses 70 percent of  its oil for 
industry, while the United States uses only 40 percent. 
There is m uch less room for turning down the thermo­
stats or driving slower. M ore than a 3 percent cutback , 
and industry begins to hurt. 

Begin n i ng in 1 973 ,  Japa n  embarked on an ambi­
tious campaign to end this dependence by securing oil­
for-technology economic cooperation agreements with 
the OPEC nations .  Prior to the oi l  crisis of 1 973 ,  Japan­
ese and European firms held discussions with Saudi Oil 
M in ister Sheik  Zaki Yamani to create a Euro-Japan oil 
consortium for di rect deal purchases from Saudi Ara­
bia,  bypassing the maj ors. Henry K issi nger quashed this 
move fol lowing the October War. 

Sin ce then, Japan has engaged in development pro­
jects amounting to tens of bi l l ions of dol lars in Iran, 
Iraq, and Saudi Arabia .  Idemitsu Oil has ties to I ran's 
Pri me M i nister Bazargan that date back to the late 
1 940s when it assisted then head of the National I ran­
ian Oi l  Company, Bazargan, to break British Petrol­
eum's embargo on oi l  purchases from the M ossadeq 
government .  

The oi l  weapon i s  forcing Japan to expand i t s  oi l-for­
technology approach . I ts success wi l l  depend on the con­
tin uing stability of the mem ber nations of OPEC. 

- Richard Katz 

M a rc h  27-Apr i l  2 ,  1 979 E X E C UTIVE I NT E L L I G E N C E  R E V I E W  E nergy 3 9  



Two f utu res fo r A m e rica n o i l i n d u stry 
The energy debate sparked in this country by the I ranian 
oi l  shortage hoax has brought to the fore the q uest ion of 
how the U ni ted States win provide for i ts future energy 
needs and what the fut ure wi l l  bring for the American­
owned oi l  m ult inationals - the five U .S .  "Sisters" and 
independents al ike.  

The problems confronting the future of the U .S .  o i l  
industry and the oi l  r ig construction ,  o i l  i n frastructure 
and related industries, are both poli tical and economic .  
On the polit ical side, moves by Sen . Frank  Church's ( D­
Id . )  Senate Foreign Relations Committee to set up an 
independent marketing board that would bypass the oi l  
majors, and the serious proposal of oi l -p roducing na­
tions to s ign increasing n umbers of  state-to-state deals, 
means that the upstream,  and part of  the downstream,  
capabi l i t ies of  the  oi l  maj ors may be elim inated . 

On the economic side, the o i l  companies are con­
fronted by the possibi l i ty that in  the medium-term they 
wi l l  run out of oil and gas. Al though there are reserves 
to be found and bro ught on stream within and outside 
the U .S .  borders and continental shelf, it is an uncon­
testable fact that within  30 to 40 years - and perhaps 
sooner - m ost of the world's hydrocarbon reserves win 
be depleted . 

This  two-sided political and economic crunch has 
placed the American -owned oi l  and related compan ies 
- and their future - at a crossroad .  Two pathways 
from this crisis have already been marked. 

The first was presented i n  a report produced in  fan ,  
1 978 b y  the London-centered Royal In st itute o f  In ter­
national A ffai rs ( R I IA) ,  which argues that the exhaus­
tion of oi l  and gas reserves combined wi th the tendency 
of  oi l  producing countries to nationalize their o i l  sup­
pl ies means U . S. o i l  companies should seek profits 
downstream and, most importantly, i n  diversification .  

The i nnocuous sounding R I I A  proposa l ,  conduited 
into the U .S .  by oil analyst J. Walter Levy of the 
Massachusetts I nsti tute of Technology, contains a 
devastating hidden impl ication ,  which is that oi l  com­
panies should seek their future through decontrol of 
domestic U . S .  o i l  prices, huge oi l  price mark-ups off the 
current I ranian "oil shortage" hoax, and through large­
ly speculative i nvestments to realize large short-term 
profits .  

The R I I A  proposal is not in  accord with the interests 
of the oil companies in the middle-term,  nor does it offer 
oi l  companies a perspective i f  they hope to remain in the 
business of energy . The effects of this proposal 's  im­
plementation would a lso be to raise wor ld energy costs, 
which would trigger world recession .  

The second path , long favored by Japan and  also 

proposed last faJ l  by U .S .  Labor Party Chairman and 
1 980 presidential candidate Lyndon H. LaRouche 
would provide these oil companies with a future in the 
energy field while helping them withstand the exhaus­
tion of hydrocarbon supplies. 

The LaRouche proposal advises oi l  companies to 
diversify into large energy and trading-type company 
producing giants,  m uch l ike the huge trading companies 
in  Japan. This would preserve the high-technology and 
sk i l led workforce these companies are based on . The 
new functions of these companies would be to capital ize 
their profits into the capabil i ty to export large nuclear 
and n uclear-centered i n d ustr ia l  pack ages called 
n uplexes to al l  parts of the globe. 

This is a multitri l l ion dollar proposit ion, projecting 
well i nto the 2 1  st century. 

Now that the "oil  shortage" hoax has hit and re­
in i tiated the national energy debate, we reprint here ex­
cerpts of the original LaRouche proposal, entitled, "The 
Nuplex Approach and U .S .  Vital In terests ." 

T he Grand Design for world development 
. . .  We are approach ing the end of the petroleum age. 
A lthough the magn itude of proven reserves is l imited 
chiefly by the effort to d iscover and prove new, massive 
reserves, petro leum wi l l  have a diminishing relative im­
portance during the closing decade of this century and 
the first decade of  the next. So, from a corporate 
standpoint,  m aj or petroleum m ulti nationals must shift 
on balance, i nto appropriate new fields of  primary ac­
tivity duri ng the quarter century ahead . 

The new field of energy production that wi n take 
over dom inance during the remainder of this century is  
n uclear energy . We are now passing out of the 
prebreeder-only phase of nuclear fission-energy genera­
tion and m ust emphasize breeder programs into the 
1 990s . During the I 980s, fusion energy wiJ l  begin to 
come on l ine in a pi lot form (at least) .  By the end of the 
1 990s,  a sh ifti ng composition of ordinary nuclear fis­
s ion ,  fission breeder, fission-fusion and fusion energy 
win be the principal source of new energy supplies into 
the world's e lectrical grid-systems, and waste heat from 
nuclear production wi l l  be a major source of energy for 
industrial process applications,  desali nation and related 
uses in the vici nity of n uclear energy sites . 

The nuplex approach 
The m ost efficient approach to the use of n uc lear energy 
in the developing sector generany is the creation of 
nuplexes . 

A nuplex is a new agroindustrial ci ty bui l t  around 
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paired nuclear energy plants,  each in the 0 .5  g igawatt to 
1 . 5 gigawatt range (by present standards). To economize 
on distribution costs, and to exploit the waste heat 
produced, industria l consumers of output wi l l  huddle 
around the plants, creating a new sort of "clean" in­
dustrial  (and em ployment) center . With the growing im­
portance of  the "clean water" problem and with the op­
portunity to rep licate Cal ifornia's Imperia l  Val ley in 
many parts of the world, desal i nation and other water 
purification exploit ing waste heat will make nuplexes 
key in  meeting agricultural population's  clean water re­
quirements. 

A nuplex also has other natural features . N uplexes 
can be establ ished during a four-to-six-year construc­
tion period during which period many engineering and 
other ski l l s  are employed on the site. In a developing na­
tion (especial ly) construction phases are a blend of em­
ployed foreign special ists and indigenous employees. 
The construction period is a period of education and 
other train ing of a segment of the indigenous labor 
force. On-the-job train ing is not adequate. On-the-site 
training including schools for technicians,  workers and 
the ir  fam il ies' cultural programs,  and so forth is  

DO YOU KNOW SOMEON E  
WHO NEEDS T O  READ FUSION? 

indispensable. 
. . .  In the main, we have the proven technology to 

launch such projects . Looking for the moment solely at 
U .S .  capabi l ities, our electrical uti l i ty industry, the ma­
j or corporations which supply the uti l i ty industry , the 
oi l m ult inationals and firms special izing in large-scale 
construction have the capabil ity to create an  i ntegrated 
package m obi l izing their vendors as part of the package. 

Looki ng more broadly, our Japanese a l l ies are 
masters of the integrated approach, and should be our 
partners throughout the Pacific and Indian Ocean 
regions most emphatica l ly .  French, West German,  and 
I ta l ian h igh-technology and construction industries 
have simi lar  capabil ities, especial ly when their capacities 
are integrated with U .S .  potentia ls .  The Soviet Un ion's  
Siberian development and related efforts have produced 
break th roughs that make them the world's best for cer­
tain specific phases of a cooperative division-of-Iabor in  
nuplex creation in the developing sector. 

K ey p et ro l e u m  m u l t i na t i o n a l s  h a ve a l ready 
developed thei r pi lot capabil it ies for such diversifica-
tion . . . .  

-Richard Freeman 

GIVE IT TO THEM. 

Yes.  I know someone who needs to 0 I ' d  l i k e  a certif icate 

read Fusion: to accompany my g i f t .  
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( ECONOMIC SUR VEY 

T h e  t h eo ry b e h i n d  Ve n ez u e l a' s  
Pa rt 2 o f  an exclusive interview with Dr. Gumersindo Rodriguez 

When newly elected Venezuelan President Luis Herrera 
Campins delivered his inaugural address on March 12 , he 
announced his intention of halting Venezuela 's ambitious 
drive toward full industrialization. " Mine, " he said, " will 

be a government of sobriety, austerity and work . " His 

£XC1US'V. ,,,r£.v,. w 

plan is to "reduce the balance of payments deficit , 
renegotiate the public debt ,  and instill discipline in public 
spending . . . 

Does this mean the end oj/ormer President Carlos A n­
dres Perez 's development strategy? 

Not without a jight .  Not only does the Herrera 
A dministration have to stop the ideas of the Perez govern­
ment ,  as exemplijied by the Fijih Plan of the Nation, but 
they will have to stop its real ization - a junctional indus­
trialization process which has already spun ojl an I I  per­
cent industrial growth rate, a doubling of aluminum 
production in the last two years,  the generation of a 
million new jobs since 1974 , and agricultural growth rates 
of 5 percent per annum over the last five years. 

In short , Venezuela 's Fijih Plan, the gUiding policy of 
the Perez A dministration, is no longer just a project or an 
intention, it is a reality today. A nd it is rapidly becoming 
the model for the Third World generally. 

That 's how our Latin A merican desk chief Dennis 
Small summed up his recent trip to Venezuela. For the 
Herrera government to stop the F(/ih Plan , a very serious 
showdown will be necessary - one which Herrera and his 
international sponsors are already planning. A n  evening of 
conversation with Dr. Gumersindo Rodriguez, author of 
the Fijih Plan while Minister of Planning under Perez , 
served to jully conjirm this perception. 

Last week , Executive In te l l igence Review presented 
Mr. Small 's report on Perez 's legacy in Venezuela and 
Part I (�t his exclusive interview with Dr. Gumersindo 
Rodriguez . The author (�t the Fijih Plan talked frankly 

about the current dollar crisis, how oil con he used to brillg 
highly capital-intensive production to Venezuela - and 
the Third World - and the benejits to he accrued by the 
advanced sector in such technology transfer deals, the 
juture necessity of nuclear as the energy to .fuel indus­
trialization, the question (�tdeht and credit , and the Euro­
pean Monetary System as an alternatil'e .linancing source 
to the World Bank and the Imernatiollal MOlletary Fund. 
Dr. Gumersindo Rodriguez thell turned to the F(lih Plan 
and its enormous success. We pick up the thread ()t his 
conversation with Mr. Small as he collcludes his descrip­

. tion of the plan in terms (�t its hasic ohjectil'es and the 
means by which these o�jectil'es are to he achiel'ed. 

Development or dark ages 

The EC LA [ Economic Commiss ion for Latin America 
- ed. ] m odel was saying that the capacity for import 
substitution of final  products had been exhausted as the 
motor of growth . We showed that by expanding the in­
ternal market through domestic production of inputs 
usi ng highly capita l-i ntensive tech nologies, we generated 
an addit ional internal demand which permitted us to 
also i ncrease the market demand for these durable 
goods. Thus, a l though i mport substitution of final 

. products was reaching i ts l imits, that was not the case 
for import substitution for the intermediate goods and 
the capita l  with which those fi na l  products a re 
produced . 

We said,  we're going to produce basic goods, inter­
mediate goods, and capital goods in Venezuela.  We 
created a great demand which kept increasing the de­
mand for durable goods . Now, however, the inputs are 
m ade here .  Th is means that you keep increasing the de­
mand for durable goods by producing the basic inputs in 
Venezuela .  You have a continuous demand, an ever­
increasing demand for these same goods, which creates 
employment ,  improves fami ly income, etc . 

What happens? In this process of increas ing produc­
tion of these goods, of thei r internal processing, you 
have demand for addit ional infrastructure .  For exam­
ple, to use the stoves, refrigerators, televi sions, you have 

42 Economic  Su rvey E X E C UTIVE I NT E l L I G E N C E  R E V I E W  March  27-Apr i l  2,  1 979 



-------) 

d eve l o p m e nt p l a n 

to generate electrical energy . You  have to h ave an 
electr ificat ion p lan consi stent with the expans ion of the 
demand of these consumer goods,  cons isten t with the 
expansion of the industr ies wh ich m ake  them and their  
components .  You ' re go ing to have d urable objects of 
a luminum;  but a l um in um product ion needs high doses 
of electricity .  Thus, this plan not only ca l l s  for the 
production of steel and a luminum,  but also makes the 
generat ion of electricity necessary. 

How are you going to generate electricity without 
us ing petroleum, except by constructing capita l  goods 
for hydroelectric and coal-fi red generat ion? But once 
you carry out  th is  process , s i nce the n atural resources 
are in d ifferent regions ,  you have to l i n k  the factory, the 
centers of product ion,  the centers of consumpt ion ,  and 
the centers of production  of basic i nputs .  You thus have 
to improve the transport grid so that you shift from road 
to rai l transport. Highway transport used to be accep­
table for us because there wasn't  heavy materi al  to 
carry . Now, for example, you have to bring steel from 
G uayana [the eastern region  of Venezuela ,  not the 
republ ic of G uyana - ed . ]  to the center of the republ ic .  
Thus ,  a rai l system l i nk ing the centers of heavy industry 
to the centers where these inputs are processed is  fu l ly  
j ustified .  

But as you create great industr ia l  centers, you 
n at ural ly run up against a very ser ious problem,  wh ich i s  
the concentrat ion of  populat ion around  the ind ustr ia l  
centers . Your  rate of urban izat ion increases .  People 
leave thei r farms, thei r homes in  the i n terior  of the coun­
try ,  i n  the rura l  areas, and need new hous ing near the in­
dustr ia l  centers. So you have to p lan bas ic hous ing 
development associated with the i ndustr ia l izat ion 
process . For th is  you have to speed up prod uct ion of  
steel beams and rods needed for hous ing constructio n ,  
and  t h e n  rev up cement product ion in  t h e  coun try.  Then 
you have to p lan the production of basic i nputs for 
housing.  

But,  see ing that in  the f irst  stage you don't  have suf­
ficient cement capacity, for example,  and you have to 
import capital goods, you create port congest ion which 
can ' t  be solved j ust th rough logistical p lann ing .  You 've 

Venezuela's Fifth Pla n  
Production Targets 
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Although nominal ly  a five-year progra m, the Fifth P lan 
" locks" Venezuela i nto a commitment to certa i n  heavy ind us­
try projects extending i nto the 1 9805 and 1 9905, as Dr. 
Rodrig uez expla ins .  

got to bu i ld  ports,  port infrastructure, to be able to 
bri ng in these goods,  and later, when imports have retur­

ned to normal  levels ,  for the exports of the future. 
The  Nationa l  P lan,  thus conceived, i s  nothing more 

than a basic p lan of structural  i nvestm�nts, of i nvest­
ments in sectors for structural transformations of the 
eco nomy,  wh ich the n at ion cannot avoid, because we 
have the fo l lowing opt ions: We could hold back the con­
sumption leve ls  of the populat ion,  stagnate, go back 20 
years,  and s uppress necessity .  That is ,  reach a kind of 
economic  dark ages .  We could do that perfectly wel l .  
But i n  a democratic society, the populat ion w i l l  n o t  ac­
cept i t .  

Dr .  Perez Alfonzo mainta ins  that we should no t 
make large basic investments because they are a r isk for 
the cou ntry .  He underest imates our capacity of  learn ing 
to manage these basic complexes . Very wel l then , if  we 
don't  m ake these basic investments and we accept the 

M a rc h  27- A p r i l  2 , 1 979 E X E C UTIVE I NT e l L I G E N C E  REVIEW Eco n o m i c  Su rvey 43  



standard of consumption of consumer d urables which is 
sat isfactory to the country, we would h ave to export 
more oi l ,  unti l  the oi l  runs out on us .  And, i n  real ity, 
when i t  runs out on us, we won't have anything else to 
export and the complete collapse of the country would 
ensue.  Therefore, there is a contradiction in  the 
conservationist thesis of Perez Alfonzo. He accepts the 
curren t standard of  consumption .  He  k nows he is not 
able to change it .  He was one of  those who introduced 
that standard of consumption,  si nce he was one of the 
leaders of Venezuelan industrial ization .  

What  we are  saying i s  that  once we accept the  conse­
quences of that modern standard of consumption,  if we 
don't m ake basic investments, then the conservationist 
thesi s of Perez Alfonzo in  o i l  matters must be com­
pletely discarded, and we are forced to exhaust al l  of the 
oi l  to pay for the basic inputs we'd have to import for 1 0  
o r  1 5  years .  

The Fifth Pla n  is i rreversible 

The government-elect [of Luis  Herrera Campins ,  in­
augurated M arch 1 2  - ed . ]  can do anything it wants 
with the National Plan . They can deprive it of its name, 
so that it isn't  cal led the Fifth National Plan ,  or even the 
National Plan .  They can even try to cut it  down;  but 
they can 't cut it  down because fortunately we financed 
that plan in advance. We contracted foreign financial 
arrangements for every one of the projects . Why did we 
finance the plan in  advance? Because we wanted to make 
downpayments in  advance and fix  the prices for the 
machinery and equipment that we will acquire. The 
corresponding contracts are already signed, the invest­
ments are well underway, and they don't depend on 
whether Venezuela does or doesn't export oi l .  

Now we' re going t o  pay the international  financiers 
in devalued dul lars - the bulk of the loans were made in 
doll ars - to purchase equipment in  Germany, Japan,  
etc . Basically, we have moved from the U nited States to 
Europe i n  terms of where we acquire our equipment.  
Now, we wi l l  pay with devalued dollars, whi le o i l  has 
been upvalued. It 's  exactly as i f  we had bought future oi l  
at spot prices, and are now sell ing it to pay those who 
lent  us the money to buy i t  i n  the first place . That was 
exactly the operation we pul led off. 

I remember an article from the extremely conserva­
tive m agazine, International Currency Rel'iew. I cited 
that article in one of my congressional speeches at the 
end of 1 977 .  It said that we had done the worst possible 
thing, which was to save our  oi l  (through which we were 
contributing to the OPEC program of reducing or 
stabil izing oil production) ,  putting ourselves in debt, 
and paying the Un i ted States with revalued oil in 
devalued dollars .  They actually said this in a year-end 
edition ;  I th ink  it was the October or Novem ber issue of 
International Currency Review. 

W h a t  I ' m  s a y i n g  i s  that even t h o ugh the 
government-elect would l ike to make cutbacks [ in the 
Fifth Plan - ed. ]  they would have to renegotiate the 
contracts and pay the financiers more than would be 
saved by the cutbacks. They can't do i t .  It 's irrev.ersible 
from the fin ancial  standpoint .  We did it this way 
knowing ful l  well that Venezuelan democracy would 
have these ups and downs which we wouldn't be able to 
contro l .  This is real i ty .  We can't control what's to come, 
but at least we can control the decisions made during 
our Admin istration .  

I f  they try to redefine the  production schedules for 
the inputs for these basic industries or the investment 
programs for these basic industries, the following would 
happen . Si nce they can't change the standard of con­
sumption,  because democratic society won't permit it ­
un less , of course, they want to establish a dictatorship to 
apply extreme controls over consumption - the stan­
dard of consumption wi l l  continue as is. The deficits in  
the  balance of payments due to i mports of these inputs 
wi l l  appear again - defiCits for electrification, for 
transportation - and sooner or later the Fifth National 
Plan would be reestablished. I t 's  irreversible, because it 
is  based on a very realistic idea. 

Educational leadership 

Of course, our  N ational Plan does have certain conse­
q uences. It creates disequi l ibrium in the rest of the 
economy, in the rest of society, which is the logistical 
chal lenge we have to take on .  

I called on Dr .  Furtado , a lefti st Brazi l ian economist 
and  a very intel l igent man ,  for his opinions on our 
development planning. I met with this most extra­
ordinary econom ist and he told me: "Your planning is 
excellent.  Through this planning you will be able to en­
joy the luxury of reso lving, in  a short time, what other 
countries could not do in decades . Your problems wil l  
be essenti a l ly logistica l . "  

We' re deal i ng wi th  these logist ica l  problems .  
Venezuela is  a country that has  learned by  doing. We 
were told: Don' t go ahead with the National Plan, there 
aren't enough human resources. We answered : Human 
resources are formed in  the process of development. I 
prefer the inefficiency of steel plants due to a lack of 
h uman resources, and I prefer to see them losing money 
for a few years and functioning as industrial universities 
for our heavy industry . Because if  I see them as un iver­
sities, they are a lot cheaper than constructing new un­
iversi ties for training students in  industrial techniques. 
And if  we don't give them [the students] in dustri al assis­
tance for their employment, there wi l l  be a brain drain,  
they' l l  go to the U n ited States. which i s  what's hap­
pen inp  in Colombia .  

Colom b i : ,  h a s  been training a Part of i ts  youth for 
developmtl l t  programs. but because they haven't had 
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any audacious development programs, these guys leave 
for the United States . So what it has real ly become is a 
manufacture center of human capital goods for free ex­
port to the United States . 

Our problem is the exact opposite because we are a 
center of importation of human capital from other 
countries which have wel l-establ ished human capital 
factories . 

At  the head of Cordiplan [National Planning Agen­
cy] ,  I establ ished the Ayacucho scholarship program for 
technical train ing .  As soon as we started p lanning we es­
tabl ished the Ayacucho program . We have sent thou­
sands of students out of the country . In these other 
countries, capital investments were made in  their un i ­
versities, in infrastructure, i n  language schools ,  teachers 
co l leges ,  etc. I t  has been demonstrated that students are 
more efficient in foreign countries than in  thei r own 
Venezualan universi ties and this is  natura l .  I t 's  proven 
that the immigrants, because of  the chal lenge of  the 
country where they go, take m uch more responsib i l i ty 
than they would in Venezuala for the security of  our 
newly created wealth . 

Venezuelan universities are extremely inefficient. 
Out of \ 00 people who enter the university, 20 or  30 
graduate .  On the other hand,  of those we send to foreign 
universi ties through the Ayacucho program,  90 out of 
1 00  grad uate . So this has been a way of  transferring 
capital into our country .  Rather than spendi ng more in 
capital in vestments in  our own universities for it to be 
m isspen t due to the natu re of our development,  we've 
ta ken advan tage o f  the entire human capital productive 
structure, the manufacture of human capital - which is 
what foreign scientific and academic centers are - to in­
corporate this new manpower coming back to our coun­
try into our new industria l  process .  

We had two objecti ves in Cordiplan which I 
designed into this program . You can't  transform a 
society technological ly without supplyi ng the h um an in­
put .  But that isn't  the fundamental prob lem . The 
prim ary prob lem is  th at once you have tech no logica l ly 
transformed a society, it requires a new kind of 
leadership .  One of  the serious problems for a co untry 
l ike ours - and this wi l l  be the chal lenge of the future ­
is that there m ust be po l i tical plan n ing,  a m uch more 
comp lex human planning,  once the National Plan has 
produced its results. 

What happens is that you create a highly complex 
technologica l structure, and the country's pol itical 
leadersh ip,  the leadership that is  being generated, 
doesn't provide adequate level s of  tech nical di rection to 
manage this complex economy which i s  highly concen­
trated in the h ands of the State . We have a democratic 
process and - due to social m obi l ity and the basica l ly 
dem ocratic nature of our parties and the power b locs in 
Venezuela - people come to power from the lowest 
layers of the population . But they lack the development 

How the Fifth Pla n  pays for itse lf 
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The cost of fi nanc ing Venezuela's development program has 
caused a temporary trade and payments defic it .  But as the 
above chart shows, the funnel ing of Venezuela's debt into 
heavy industry wi l l  shortly enable the economy to recover the 
plan's f inanc ing costs. The Sidor program i n  the Guayana 
region alone will save a lmost $5 b i l l ion i n  steel imports dur ing 
the 1 98 1 -85 period . 

necessary to govern.  Thus,  power in  the hands of the 
people becomes a fiction .  So sooner or later they 
beco me depen dent 011 o rgan ized busi ness,  either 
national o r  the private mu lti nationals, who have 
educated people with other concepts of how to run 
society, and you've failed to create a group of techni­
ci ans, a class of  technicians to run the state. 

What have we done with the Ayacucho program? 
The process of student selection is based on three fac­
tors. 

First consideration :  The students must come from 
the poorest layers of the population ;  and of the poor, 
they should be those with the highest intel lectual 
capabi l ities . How do you determine who are the 
poorest? Where did they go to school . You look at San 
Ignacio School in  Caracas, which is genera lly where the 
upper middle class and the rich go, and you can assume 
those students are not poor. You can't  ask people if  
they're poor or not, because they are going to te l l  you 
that they are,  because they want the scholarsh ip .  You 
select the poor school,  the rural  school ,  the urban school 
in the poorest neighborhoods. 
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Secondly, the student m ust have been very good in  
the  d iscipl ine that  he's going to study.  Throughout 
primary and secondary school he must have done well in  
subjects related to h is  discipl ine .  I f he ' s  going to  study 
engineering, he must have done well in  physics, 
chemistry, and math . 

Third, he has to be from the interior of the country, 
because there is a correlation between the interior and 
low income levels .  Therefore, a lmost 80 percent of  the 
Ayacucho program students are from the lower classes 
of the population . 

What is sought with this? The creat ion of a h ighly 
qual ified popular leadership to manage the most com­
plex realit ites created by the process of industri al iz ing 
the country. That is, the planning of human resources of 
the Ayacucho program satisfies not on ly tech nical con­
siderations, i n  terms of ful fi l l ing the human resource 
needs to feed the most complex industrial processes, but 
i t  i s  also, to a certain  extent, a pol itical plan n ing for the 
future which wi l l  p lace the leadership of the complex 
technical processes of Venezuelan state leadership of the 
public and private economy, in the hands of a popular­
based leadersh ip,  trained in  the best centers of this co un­
try and abroad. We are creating an el i te with pop ular 
origins for the m ost complex' technological processes. 

Why industr ial ization? 
Q: On this question of manpower training, the Fifth 
National Plan model of "industry that industrializes, "  or 
investment in the intensive use of capital goods, is com­
monly criticized in the following t wo ways. On the one 
hand, it is said that Third World countries can ' t  and 
should not concentrate on industry, because one must 
begin with agriculture first. Secondly, it is said that the in­
tensive use of capital goods doesn 't solve the basic problem 
of the Third World, which is unemployment .  Therefore, 
labor-intensive projects are required. Generally, these two 
criticisms converge on a development theory which is 
labor-intensive agriculture and agricultural production for 
export , the proceeds 0/ which , go to pay the debt .  How 
would you respond to these two criticisms? 
A :  I ' ve thought a lot about this problem . I would accept 
discussi ng these things for densely populated countries 
such as India ,  China,  or Pak istan . I would accept such a 
d iscussion ,  but that' s not to say that I would agree that 
the thesis is  correct; on ly that I would accept to discuss 
i t .  

I n a country with the great natural resources of 
Venezuela . . .  the Venezuelan population ,  to a certain 
extent, is SUbopt imal rel ative to the avai l able prod uctive 
potential . 

For example, the q uest ion of bi rth contro l .  I t  
somet imes  seem s to me that you n eed se lect ive 
dem ograph ic policies .  I n  groups and regions where the 
population can grow - because there are resources to 
sustai n such growth,  or where fam il ies can grow under 

the best biological and intel lectual conditions - there is 
no problem with a demographic pol icy of expansion, for 
those social classes and in these regions. Now, in 
marginal  sectors, in  areas where there's no abil ity to 
sustain i t ,  I believe population growth i s  highly risky. 
Therefore, you can have a globally growing or relatively 
stabi l ized population, without disturbing the growth in 
supply of the necessary human resources. I would say 
that in the m iddle class, four,  five or six children are 
possible, because they have the wherewithal to feed 
them; in the wealthier areas where that is possible, there 
wouldn't  be any problem . But, in the first stages, there 
should be a lot of control over demographic growth in 
the poorest sectors, while they are being l ifted from 
m arginality and incorporated into wealthier layers 
where the population can grow . 

I refer to this because of the problem of manpower. 
The employment problem and the agriculture problem 
is the fol lowing. In the first place, i t  i s  true that it is not 
possible to employ the population in the industrial sec­
tor if you don't have the agricultural base to feed them 
or if you don't have available exports to exchange for 
agricultural products to feed the population that works 
in the industrial sector. Therefore, we need agriculture. 
But because agricultural transformation is not a short­
term proposition ,  s ince i t  i s  a question of investment in 
infrastructure and in human resources, you can't expect 
immediate results .  That is they are deferred to a certain 
extent.  You have to import agricultural products to 
make up for the deficit result ing from the increased de­
m and  and,  in that way, feed the populations that work 
in the industrial sector. 

I think it  is really excessively s implistic to propose 
that emphasis should be placed on agriculture and not 
on basic industries . I t  is imposs ib le to transform the 
agriculture of a country without electri fication, which is 
a basic i ndustry; without i mproving transport systems, 
which i s  a basic infrastructural element; without im­
proving water systems, which i s  a basic infrastructural 
element; without improving steel production, which is 
basic for making tractors; without investing in the 
petrochemical i ndustry, which is basic for fertil izer 
production . 

It is preferable to temporari ly  feed the population 
with imported agricultural products, ava i lable today at 
rather favorable prices on the world m arket, in order to 
push basic infrastructure forward . 

If I had the choice between on ly agriculture or only 
basic i ndustry, everything for agriculture or everythi ng 
for basic i ndustry, I would say :  Wel l ,  people can eat im­
ports whi le they get on with b ui ld ing the basic in­
frastructure. Once I 've got the electricity which enables 
me to mechanize agricul ture ,  once I ' ve invested in am­
monia ,  urea , and ferti l izer plants to be able to ferti l ize 
agriculture, once I ' ve got the transport grid in place to 
ship the products, once I 've got steel production for the 
tractor plants, wel l ,  I th ink then that my decision to 
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transform agriculture wil l  be m uch easier .  What would 
be more difficult is if  I were to put al l  the resources into 
agricu lture. How would I do it? I ' d  have to import trac­
tors, I wouldn't h ave electricity and wouldn't have fer­
ti l izer, or would have to import i t .  And there I 'd  have 
one hel l  of a problem . 

So, it is preferable to start with basic industrial iza­
tion and then move toward agriculture, while using the 
international market to supply any deficits during the 
first stage . If I had to choose, I would more easily 
transform agriculture starting with industrializat ion,  
since i t  i s  more difficult under current condit ions to in­
dustrial ize starting with agriculture .  

The U nited States industria l ized beginning with 
agriculture .  Or rather, it  transformed its industria l iza­
tion beginning with agriculture, s ince it had an export 
agriculture of cotton and other thi ngs which then had an 
extremely broad m arket. I t  was a much slower process . 
But today's conditions are d i fferent .  The agriculture we 
need today has to be a highly mechanized , fert i l izer� 
based agriculture. This requi res a domestic capital 
goods industry . 

I n  Venezuela, s ince we have the good fortune of 
being blessed with enough resources for everything, we 
can simultaneously pursue the basic industrial ization 
process - which we are doing - and the process of 
bui lding an agricultural infrastructure. Fortunately, the 
yie lds in  the short term have been very good . But,  to the 
degree that nat ional  industry supports agriculture, we 
wil l  h ave in  1 5  to 20 years an agriculture suppl ied by the 
capital goods of basic industry .  

Even more, i f  we  had emphasized agriculture, rather 
than providing employment for the population in  the ur­
ban centers through basic industri al ization ,  we would 
not have created the income needed for the consumption 
of the agricultu ral prod uct .  Thus,  we could have become 
j ust what the Russians were in  the 1 9th century, with the 
i nd ustria lization process, especial ly that of  Count Witte . 
That was an agriculture to export wheat, although the 
Russians were dying of hunger; an d obtain ing through 
wheat exports all the ro l l ing stock for the Transiberian 
and Transcaucasi an rai lroads. What happened in  the 
end was that the peasants were so exploited that when 
Russia came to industrial ize under the Com munist 
regime,  it was faced with a rural population bestial ized 
by hunger and ignorance . To this  day, Soviet agriculture 
has not really been able to recuperate from that human 
burden . 

I th ink that the question here is an industry that 
industrializes . Because the rea! problem is  the in­
dustria l izatio n of agriculture. You could never th ink of 
mak ing agriculture into the motor of industry .  On the 
other hand,  you can make industry the motor of  
agriculture.  

H istorica l ly, agriculture was the source of capita l ac­
cum ulation through the exploitation of  the agricultural 
sector, charging the terms of trade against it ,  sel l ing in-

dustr ia l  products high and buying agricultural products 
cheap . Th is brought about a k ind of surplus fund,  a 
social fund or a fi nancing fund, in  wh ich industry grew 
at the expense of agriculture .  In these societies, you 
could domi nate the peasan ts and could expropriate 
them and do all sorts of things to them . But the problem 
is that today the peasant has been integrated, he par­
ticipates in  elections and democratic processes. The pea­
sants today are a force and you can't impose on them 
the same terms of trade as in  a backward society . So, 
you have to get them producing at h igh levels of produc­
tivity, s ince it is the only conceivable way . You have to 
change them based on industri alization . 

State d i rigism 

Q: A question about the  role of the state. The classical 
theses of the Manchester liberal school since A dam Smith 
claim that you have to leave everything to " the invisible 
hand. " and that the private enterprise model offree ex­
change. free enterprise. is the solution to the economy. 
You are known as someone who helieves precisely the op­
posite. that the role oj" the state is extremely important in 
the development process of Third World countries. Could 
you elaborate on the role of the state? 
A :  I th ink that the role of the state depends on the way, 
from the standpoint  of economic development, you 
choose to administer the economic surplus, that is, the 
savings fund of a society . I ts fundamental process is of 
accum ulation in  the strategic sectors. If you leave the ac­
cumulation process in the hands of the private sector, of 
the various operators in  the market, these are operators 
with contradictory v iewpoints .  They look out for them­
selves . Rarely does this coincide with what is good for 
society as a whole. There is no doubt of this . These deci­
sions of savings and investment, in  the hands of the 
various operators, would not permit the concentration 
of resources in  the strategic areas . 

Look at the d ifference between the Colombian and 
Venezuelan economies. In a talk I gave to the mi l itary 
officers of the central garrisons of Venezuela, I defined 
the problem . They were very worried about the 
Colombia-Venezuela border conflict, a potential con­
fl ict which exercises a strong underground influence on 
Venezuelan poli tics which is not often brought out into 
the open . I told them the following: The d ifference bet­
ween Venezuela and Colombia is that in Colombia, 
development is not control led by the state to the same 
degree it is in Venezuela . The reason is  that the majority 
of the Colombian income from economic surplus - and 
especial ly the surplus in the form of foreign exchange -
is admin istered by private operators . The private 
operator decides where these resources go, and the state 
c a n  o n ly  o ffe r i n d u c e m e n t s  t h r o u g h  i n d i r e c t  
mechanisms . 

For a number of historical reasons, i n  Venezuela, the 
state is  the one wh ich concentrates the surplus .  Spanish 
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colon ial legi slation made the state the owner of un­
derground wealth and,  as the owner of  the subsoi l ,  i t  is 
the recipient of the m ajor wealth ,  even when i t  is  extrac­
ted by mult inational enterprises. Today, the state i s  ow­
ner of that wealth and controls that economic surplus . 
The economic surplus  is highly centralized under state 
contro l ,  as it would be i n a social ist or non social ist 
statized economy. 

The question is: How i s  i t  di rected? I bel ieve the state 
m ust outl ine two criteria . Fi rst, the sectors which the 
state considers strategic and which, because of their 
scale and thei r concentrated generation of capital ac­
cumulation , have to be in the hands of the state so that 
the state m onopolizes the greater part of the surplus ac­
cumulation , the social surplus, the social fund for ac­
cumulation .  The state has a greater capacity for over­
view than the different private operators individual ly . 

, Th us, during a long period, the state has to take charge 
of the basic industries: o i l ,  i ron,  steel ,  electricity, etc . 
Because that is where the greatest investable value­
added is going to be created . 

\ 

The problem then arises: H ow are you going to use 
the surplus which you are going to accumulate in the 
hands of the state? That is where the strategy of  the state 
comes in ,  in the case of Venezuela .  It's n ot that the state 

/ wants to absorb al l sectors of the economy, but rather to 
direct th ings; the private sector is more efficient in this 
area, and so on .  For example,  supplying goods and ser­
vices to the population ,  gasol ine distribution networks, 
food in  supermarkets, providing educational services , 
repair shops, small and medium industries, etc . The 
state can't absorb them for the fundamental reason that 
i t  would have to commit  to them the best of its human 
resources which would distract them from their strategic 
function - to be concentrated in the key strategic sec­
tors of production . 

I n  the case of service industries, due to the multitude 
of  components of  the private sector, whatever antisocia l  
tendencies some m ight have are compensated by the 
social tendencies of  others . There can be a busi ness 
which profits at the expense of society, but there are 
other private businesses whose profits don't  reflect a l l  
the benefits they give society . 

I would, therefore, m odify the neoclassical scheme. 
The numerous small  businesses, some with private 
profits which underestimate the social benefit of 
producing them and others with private profits which 
overstate their contribution to society , can operate per­
fectly wel l under the global macroeconomic direction of 
the state. The state can provide general norms for the 
private sector.  

What are we doing? What we want i s  for the private 
sector - which develops on the basis of the surplus 
which the state transfers to them in the form of cred its, 
fiscal incentives, exemptions,  and other support - to be 
sufficiently democratic and self-compensating.  For ex-

ample, i f  a strong industrial group forms in l ight in­
dustry and there are tendencies toward concentration of 
capitalism , we would stim ulate consumers to form 
cooperatives and worker-managed enterprises which 
would act, in  Galbraith's terminology, as "counter­
vail ing powers" and bring the 'big industrial groups un­
der some degree of  contro l .  Then we would create yet 
another opt io n  for t hese same strong i ndustrial  
groups - now m o n opol i s t ic  or  ol igopolistic - to 
compensate a l ittle for this newly establ ished power . 

We wi l l  thus be creating a more balanced , more 
democratic, capitalist structure . We also think that the 
work ing class, th rough the investment of its own 
savings, could participate in  stock ownership of their 
busi nesses and other such mechanisms, so that all the 
value-added created in the capital ist sector of the 
economy is not simply consumed .  

What happens? What i s  our phi losophy, as the state, 
for the capi tal ist sector of the economy? It is the non­
strategic, non fundamental , sector where economic sur­
pluses are not concentrated.  In this case, the state posits 
the pri nciple that the private sector m ust internalize as 
much as it can some social costs of development . For ex­
ample, the private sector has to finance part of the for­
mation of h uman resources in the society. The private 
sector has to absorb part of the cost of feeding the 
population in cafeteri as, in publ ic eati ng places around 
their companies .  

The private sector can take care of  a number of  
needs . To  the degree that the  pri vate sector takes care of  
such social needs - for exam ple, forming its own 
human resources through j oint  programs with the 
govern ment, such as industrial apprent iceships and 
financing of INCE [National Institute for Educational 
Cooperation - ed . 1 , running social development 
programs, contributing improvements to the com­
munities it works  i n  - the less the tax burden on it wi l l  
have to be. Because i f  the private sector is really 
producing for society an equivalent of what the state wil l  
provide for it in  term s of socia l  services, then there is no 
reason for the state to collect these taxes to then spend 
them on providing the service. In Venezuela, the income 
base of the state, of the state investment funds, is not 
going to come from the tax system . State funds come 
pri m ari ly from the business profits of the state in the 
strategic sectors . 

I f  you have a basic business sector which has high 
profit  rates because i t is highly capita l - intensive, you can 
be m uch more certain about the accum ulation process . 
Also, people consider the profits which the state makes 
as entrepreneur to be legit imate, but they don't view the 
profits made by the state through the taxation system as 
social ly legit imate. Therefore, we prefer to develop a 
highly productive state sector, so that we don't have to 
base ourselves mainly on fiscal expedients. 

48 Economic  S u rvey E X E C UTIVE  I NT E l L I G E N C E  REVIEW March  27-Apr i l  2 ,  1 979 



A F l-C I O  execs back 
Ke n n edy's  d eath m ove m e nt 
The A F L-CIO Execut ive Board is now giving crucial 
support to policies which will rapidly destroy the 
American h igh-technology health care system and 
replace i t  with "alternatives" to hospital care - in­
cluding organ ized murder by means of the British­
inspi red hospice movement . 

Buried among the resolutions passed at the recent 
Executive Board meeting in  Florida, along with the 
usual expans ive p ieces on the Kennedy-backed 
"Hospital Care for Al l  Americans" legi slation,  is a 
pol icy statement entitled "Alternatives to H ealth Care ."  

The A FL-CI O  stands committed to push as hard as 
it can for the fu ll Kennedy health package, but,  by sim­
ply taking Wash ington 's  pulse,  one finds  that the 
package wil l  li kely be tied in  various knots i n  C0!1gress. 

The resolution fi nds the cost of advanced medical care 
proh ibit ive and often unnecessary ."  Also, such pro­
grams as home health services, surgicenters and hos­
pices are not growing as rapidly as they should, the 
Executive Board states . 

To remedy this ,  the A F L-C IO proposes some 
sweeping changes in Medicare and M edicaid disburse­
men t pol icies that would foster nonhospital care - a 
cornerstone of the entire K ennedy health package. But 
more importantly, the A F L-C IO tel ls its member unions 
to negotiate this "de-hospitalization" program into their 

contracts by providing union funding for hospice, 
surgicenters, and so forth .  

The AFL-CIO leadership would have a hard t ime 
sel l ing its membership on the idea that s ick union ists or 
thei r fami l ies should forgo expensive hospital treatment 
- especially when it comes to savi ng a l i fe .  I t  is even 
harder to imagine most members buying the arguments 
about "death with dignity" offered by the hospice m ove­
ment .  No wonder, then, that the A F L-C IO has fai led to 
report the contents of this resolution to its members . 

The key proposal is the support for hospice treat­
ment - an open statement of intent by the aged mem­
bers of  the A F L-C I O  Executive Board to seek 
sanct ioned triage for seriously i l l  union mem bers . It re­
ceived the imprimatur of octagenarian George M eany, the 
A FL-C 10 President . and sai led th rough . 

These policies are most strongly supported by Jewish 
Labor Committee networks inside the Federation ,  

which include individuals such as  Jerry Wurf of 
AFSC M E  and M urray Fin ley of the Clothing Workers. 

These individuals,  along with Wil l iam Winpisinger 
of the In ternational Association of M achinists are also 
the strongest backers on the Executive Board of a 1 980 
Sen . Edward Kennedy presidential bid .  

Lloyd M cBride of the  Steelworkers and similar 
technology growth-oriented union leaders apparently 
said nothing as the board rubber-stamped the resolu­
tion . 

-L. Wolfe 

Prolonging l ife is expensive 

The A FL- c/O pfO l'ided a fact sheet with their 
re.lo/ut ioll. We prillt  he/OIl"  their definition of 
hospice. 

The m ost typical response to terminal  i l lness 
has been hospitalization where efforts to prolong 
li fe have traditional ly been m ade through the use 
o f  h i g h l y  s o p h i s t i cated fo r m s  of  med ica l  
technology . Such heroic measures cost a great deal 
of money and do not relieve the unique emotional 
problems or the o ften excruciating pai n  of the ter­
m inally i l l .  An alternative to the intensive care unit  
of a hospital is  hospice care . 

H ospice care i s  a specia l ized,  organ ized 
program stress ing  the re l ief  o f  pain whi le  
provi di ng suppo rtive care for both the  patient and 
fami ly .  H ospice care recognizes that a dying 
patient experiences not only physical pain ,  but 
p sych o logica l ,  socia l ,  sp i r i tua l  and financia l  
worries as  wel l .  

Therefore, every effort is  m ade to encourage 
and support such patients to l ive their remaining 
days as ful ly and normally as possible .  Wh i le  sup­
porting the patients and thei r fami l ies to come to 
terms with death . This support can be provided in 
either a hospice, a special ized facil ity, or in  the 
home. 
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Congressional 
Calendar 

Depar.tment o f  Natural 
Resources 
I n  April  the Carter Admin istra­
tion will send to Congress a pro­
posal for a Department of N atural 
Resources, a proposal which wi l l  
reorganize the various executive 
agencies responsible for natural  
resources i nto a centralized body .  

The Department wil l  include 
the I nterior Department, and wi l l  
expropriate the huge Department 
of Forestry from the Agricu lture 
Department and t he N at iona l  
Oceanographic and  Atmospheric 
Admin istration from the Com­
merce Depart m en t .  The n ew 
department wil l  not mean a better 
plann ing agency for development 
of America's resources. What is in­
ten ded i s  an env i ro n m en ta l i st 
power grab over large tracts of  
fed e r a l  l a n d  w h i c h  are  n o w  
statutorily avai lable for certain 
spec i fied types of  com merc ia l  
development . I t  w i l l  a lso con­
sol idate environmental ist control 
over off-shore oi l  and numerous 
other functions .  

What the new Department's ac­
tivit ies wi l l  look l ike  has been 
signaled by Admin istration policy 
on the issue of the Alaska Lands 
Legislation ,  one of  the m ajor con­
troversies for environmentalists. 
I n terior Secretary Cecil  A ndrus, 
who would head the new Natural 
R e s o u rc e s  D e p a r t m e n t ,  h a s  
repeatedly urged passage o f  the 
Alaska Lands bi l l  to prevent the 
deve lopment  of  Alaska ' s  vast 
resource potential ,  and to i nstead 
maintain the area as a wi lderness 
park . Andrus has a wel l -known 
history of being a major backer of 
environmentalist pol icies . 

However, the Admin istrat ion's 
wel l-laid plans could h i t  a snag.  

50 U . S .  Report 

There is growing opposition to the 
N atural Resources Department on 
Capitol Hil l  from the opponents of 
the A laska Lands bi l l  for precisely 
this reason according to several 
aides . 

The new department wi l l  be 
enacted into law 60 days after it is 
introduced into Congress if the 
Congress does not veto it . 

M iller tries monetary control 
Federal Reserve Cha i rman G .  
Wil l iam M il ler and Rep . Henry 
Reuss ( D-Wis), chairman of the 
House Bank ing  and C urrency 
committee, made an al l  o ut effort 
to push through H R-7 , the so­
c a l l ed F e d  m e m b e r s h i p  b i l l  
through the committee, only a 
week after Reuss had pronounced 
it  dead . 

H R-7 would require al l  banks 
to  keep reserves o n  dem a n d  
deposits i n  excess o f  $40 mi l l ion 
and savings deposits i n  excess of 
$50 mi l l ion , open ing the way,  in  
the  view of k nowledgeable ban king 
and regulatory o fficials, for the 
Fed to disrupt industrial capital 
fl ows and prom ote specu lat i ve 
" o ffs h o re"  ba n k i n g  p ract i ces 
general ly .  

A quick tr ip by M i l ler to the 
New Orleans conference held by 
the Independent Ban kers Associa­
tion of America,  where the Fed 
chief secured the support of the 
I BA A  fo r the b i l l ,  led to the 
j ubi lant M arch 1 6  statement by 
Reuss, " H R-7 has come back from 
the dead . "  Accord ing  to one 
spo kesman for the  ban k ing in ­
dustry, "the Fed pursued the  o ld  
tactic of divide and conquer. S ince 
almost al l  the I BAA ban ks  have 
total deposits of less than $ 1 00 
mi I lion ,  they would be exempt 
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from the b i l l ."  At the  same time 
M il ler is offering these bankers a 
gravy train of Fed services to get 
them to give up their correspon­
d e n t  r e l a t i o n s h i p  w i t h  l a rge 
c lear ing banks .  The American 
Bankers  Associat ion  and Con­
ference of State Bank Supervisors 
both oppose H R-7 . 

Th us, under the rubric of a 
more central ized "stronger Fed," 
H R-7 would clear the way for 
decentralizat ion of U .S .  banking 
u n de r  a C o n gress- Fed- I BA A  
al l iance which could "philoso­
phically change" the basis of U .S .  
cred it allocation to  further deem­
phasize credi t for industrial pro­
duction , as one banker put i t .  

As we go to press, it appears 
that M i l ler and Reuss have lost the 
final round in the battle for HR-7: 
the bi l l  was voted down by the full 
Banking Committee on March 2 1 ,  
by a vote o f  2 1 -20. Whether or not 
Reuss tries again ,  Senate Banking 
Com mittee chief Wil l iam Proxmire 
(D-Wis) plans March 26 hearings 
on a nearly identical bi l l ,  S-85.  

S tevenson subcommittee 
issues U .S.  export policy 
The Senate I nternational Finance 
subcommittee, chaired by Senator 
Adlai Stevenson of I ll inois,  has 
issued a report entitled "U .S .  Ex­
port Policy" which summarizes I I  
days of  test imony by business and 
trade experts before the subcom­
mittee in early March and presents 
recommendations of the subcom­
mittee based on this testimony. 

One of the steps recommended 
is the creation of trade companies 
exempt from federal antitrust laws 
which would be responsible for the 
bulk of U .S .  sales abroad . This 
would allow American busi nesses 
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to consolidate bids for foreign in­
vestment and exports . (Such con­
solidation is long-standing practice 
in such high exporting industrial 
nations as Japan, West Germany 
and. France . )  The subcom mittee 
also recom mended that the V .S .  
government provide new tax incen­
t ives for industrial research and 
development in order to make the 
V .S .  competiti ve with other high­
technology exporters. Other steps 
advocated include estab l ishing a 
new Department of  Trade, im­
proving information on foreign 
technology, and expanding export 
fi nanc ing through the Export­
Import Ban k .  

Most importantly, the subcom­
m i t tee c a l l ed fo r a c o m p l ete  
demolit ion of  the  myriad trade 
res t r i c t i o n s  a n d  d i s i n ce n t i v es 
which have been based on  so-called 
"political criteria" such as human 
rights or antiprol iferat ion,  and 
which have been applied in  a par­
ticularly heavy handed fashion by 
the present Administration . "The 
impulse to restrict exports to coun­
tries whose i nternal or external 
policies do not meet V .S .  stan­
dards . . .  shou ld  be resi sted . . .  " 
states the report. 

At  the hearings themselves, 
Senator Stevenson lashed out at 
the Admin istration both for having 
a "negative trade pol icy" and for 
allowing the National Security 
Council to exerci se a veto over cer­
tain trade deals as wel l as over ex­
port l icensing, a prerogative it is 
not legally permitted . "The V .S .  
share of world markets is going 
down . . .  m ost of the wounds are 
se lf- i n fl i cted ,"  said Steven son .  
"The N SC,"  h e  charged , " i s  
by p a s s i n g  the  s e c r et a r i e s  o f  
Departments and dictati ng specific 
export deci s ions .  I t  does th i s  
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without any accountabil ity to the 
Congress and the publ ic and it 
does i t  without statutory authority 
since the N SC is only supposed to 
be an advisory body ." 

New w heat cartel 
push su rfaces 
Senator George McGovern (0-
S . D . )  and Henry Bel l m on ( R ­
Okla . )  took t o  t h e  hustings last 
week with a plan to set up a wheat 
car te l  a m o ng t h e  fo u r  m aj o r  
prod ucer n at ions .  T h e  cartel , 
which would i nclude the V .S . ,  
Canada, Austral ia and  A rgent ina,  
w o u l d  c o n t r o l  w o r l d  w h e a t  
production and trade . 

I n  addresses to the a n n ual  
National Farmers Vnion ( N FV) 
convention i n  Kansas Ci ty ,  M o . ,  
the  S e n a t o rs p roc l a i m ed t h a t  
h igher prices enforced b y  such a 
cartel are " imperative i n  the effort 
to preserve the family farm . "  

I f  t h e  rationale i s  new, t h e  plan 
itself is not .  Nearly two years ago , 
A g r i c u l t u re S e c r e t a r y  B o b  
Bergland announced the Carter 
A d m i n i s t r at i o n ' s  i n t e n t i o n  t o  
establish the four-power wheat car­
te l  as a weapon  aga i n s t  t h e  
Organization of Petroleum Expor­
t ing Countries, insist ing that it act 
to enforce an across-the-boards 20 
percent reduction in planted wheat 
acreage . The plan was promptly 
branded "an idea whose time has 
gone" by the Chicago Board of  
Trade,  whose president pointed to  
the  relevant historical precedents 
for such outrageous plans in  the 
t rade  w a r  p o l i c i es c o n d ucted 
aga i n s t the  y o u n g  A m er i can  
Republic by  Brita i n .  

The wheat cartel idea was put 
on the back burner while the Ad­
min i stration was con duct ing  the 

E X E C UTIVE I NT E L L I G E N C E  REVIEW 

I nternational Wheat Agreement 
ta lks, hoping to ach ieve through 
these negotiations the same end .  
But with the collapse of these 
negotiations last week , the Ad­
m i n i s t r a t i o n  a n d  S e n a t o r s  
M cGovern a n d  Bel lmon have i ll  
the past week met several t imes to 
discuss a four nation agreement on 
wheat pr ices and productio n .  
These i nclude people not only at 
the Agriculture Department but 
the State Department and the "in­
flation fighters" in the executive. 

The plan i s  to ensure wheat 
prices of at least $4 a bushel . Ac­
cord ing  to an aid to Senator 
Bel l m o n ,  th i s  would resu l t  i n  
government mandated production 
cutbacks i n  acreage, rather than 
ensuring increased production or 
an export market for America's 
farmers. 

On Feb . 6 Senator Bellmon in­
troduced legislation, now in  the 
Agriculture committee, call ing on 
the Admin istration to negotiate 
such a price setting agreement with 
the three other major wheat expor­
ters. The legislation is  seen as a 
spur to force government action 
and wi l l  only move out  of commit­
tee i f  the administration does not 
act .  Previously, Canadian officials 
met with their V .S .  counterparts 
expressing support for the plan and 
Assistant Secretary of Agriculture 
H a t haway  w i l l  s h o rt l y  go  t o  
A ustralia t o  discuss i t .  

-Don Baier 
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" w  d· . d · h e are Isappolnte wIt the lack of concrete steps on the part 
of many of our allies and partners in the way of alleviating our 
urgent economic problems. " 

Biilent Ecevit 
Prime Minister of Turkey 

March 8, 1979 

Tu rkey: test case fo r the E u ro pea n 

I n  t h is sect ion 

Turkey, a s  a developing sector nat ion which has 
developed pol i tica l  i n st itutions committed to in­
dustria l  and technological progress, is a key test 
case of the Third World 's  abi l i ty to develop in­
dustria l ly .  Turkey h as an  ambit ious five year 
development program for basic industry, but it  has 
also faced intense pressure from the I nternational  
M onetary Fund to abandon that program . Last 
week, Turkey bowed to the I M F  by adopting a 
stringent austeri ty program , after European na­
t ions,  principal ly West Germany, fai led to del iver 
on promises of emergency aid to tide Turkey over 
its debt ro l lover crunch . The Turkish situation has 
emerged as  the first test for the development pol icy 
of the European M onetary System nations .  

The fol lowing report, prepared by Nancy 
Parsons, exam ines these elements of the story: 

• What wi l l  be the impact on Turkey's social 
and pol i tica l  stabi l i ty .  

• What options are sti l l  avai lable to Prime 
Min i ster Bu lent Ecevit ,  a strong advocate of  
Turkish i ndustria l ization .  Plus, a report on  
in dications that NATO circles may  be  
contem plating a mi l i tary coup i n  Turkey . 

A fter a lmost o ne yea r  of buc k i ng I ntern atio na l  
Monetary Fund pressure to impose economic austerity, 
the Turkish government last week fina l ly relented by an­
nouncing a "comprehensive economic rescue program " 
fo r implementing austerity . 

The plan,  bi l led by the Turk s  as "our own," is in fact 
vi rtual ly  identical to the 1 M  F's  proposed austerity 
program, and constitutes a strategically important, 
albeit somewhat belated, victory for the I M F. The fact 
that the Turkish government has sti l l  not form ally ac­
cepted the I M F's proposa ls is now of l i ttle consequence 
to the 1 M  F, which has nevertheless m anaged to ach ieve 
its a im vis-a-vis Turkey : a comprehensive austeri ty 
package, a long with a tacit agreement to carry out a ma­
jor currency deval uation later this year . 

I n  adopting its austerity program , Turkey has not 
only come up with a plan that feeds directly into the 
1 M  F's strategy of subordi nati ng real economic activity 
to debt col lect ion;  it has al so bolstered the 1 M  F's posi­
tion throughout the developi ng sector as we ll as in 
Turkey itsel f. The reason : at the Jan uary Guadeloupe 
econ omic summit ,  Turkey became a major test case of 
the development approach of the new European 
M onetary System , the I M F's rival . At that summit,  
EMS leader Helm ut Schmidt ,  the chancellor of West 
Germany,  responded to Turkish government requests 
by ca l l ing for the creation of a special loan mechanism 
to enable Turkey to stabil ize its beleaguered economy 
and proceed with its fi ve-year development plan . I n  "a 
J a n . 9 i n te rv i ew w i t h  t h e  West  G e r m a n  d a i l y  
Siiddeutsche Zeitung, Ecevit responded b y  prai si ng 
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Mo n eta ry Syste m 

Sch midt for h i s  efforts to organize international  support 
for Turkey. His  statement was a signal to the Europeans 
that Turkey would welcome rapid integration into the 
new EM S as a test case for extending the E M S  into the 
developing sector. 

B u t  s i n ce G u a d e l o u p e ,  t h e  E u r o p ea n s  h a ve 
equivocated . At a post-G uadeloupe fol low-up meeting 
in Bonn ,  it was decided that the OECD,  the 1 M  F-tainted 
advanced sector nations' organization ,  would provide 
the best vehicle for pul l ing together the aid package that 
Turkey had requested . West Germany reportedly 
backed the OEC D  role, viewing it as an alternative to 
the stated desi re of the U .S .  to work "in parallel" with 
the I M F  to solve the Turkish cris is .  

Dom inated by the I M F, the O ECD backed the 
1M F's austerity demands completely .  Last month,  
Ecevit angrily postponed the vis i t  of  OECD Secretary 
General Emi le Van Lennep to Turkey, letting it be 
known that Turkey had "categorically rejected" the 
OEC D's insistence that An kara implement the 1 M  F's 
Turk ish proposals .  "I have no intention," said Ecevii , 
"of accepting prescriptions that are not compatible with 
the real i ties of  Turkey . I cannot push our democracy off 
the precipice, neither for $50 mi l l ion in credits, nor for 
$ 1 00 mi l l ion ,  nor for $ 1  b i l l ion . I cannot throw our 
democracy into the fire ."  

This  month ,  whi le  on a visit to Bon n ,  Turk i sh 
Finance Min ister Ziya M iiezzinoglu was told by 
Schmidt that Turkey would have to go through the 1 M  F 
fi rst before any aid could flow. 

Commenting on Europe's passivity in not using the 

EMS as an anti- I M F  weapon ,  a high- level Turkish 
Finance Min istry official expressed "b itter disappoint­
ment" over Chancel lor Schmidt's  position that, until 
Turkey compl ies with the stringent austerity demands, 
no aid wi l l  be forthcoming.  

Prime Min i ster Bii lent Ecevit has been even more 
outspoken in  h is  criticism of  the West. Earlier this 
month Ecevit assai led the Uni ted States, Great Britain ,  
West Germany and France for demanding "unaccep­
table conditions" for fi nancial  assistance. Ecevit com­
plained about the "dishearteningly slow pace" of the in­
tern1tional  effort in i tiated at Guadeloupe to help his 
country. "We are di sappoi nted," Ecevit told the press, 
"with the lack of  concrete steps on the part of many of 
our a l l ies and partners in  the way of  al leviating our 
urgent economic problems ."  

Isolated and vul nerable, Turkey fina l ly  succumbed 
to 1 M  F pressure and began making byzantine trade-offs 
with the Fund.  At a meeting two weeks ago in 
Washington with the Fund, Central Bank and Finance 
Min istry officials attem pted to "soften up the I M F" by 
tel l ing the Fund that "Turkey has no intention what­
soever to break with the I M F," and every intention to 
im pose austerity - with a deval uation to come later. 
What in fact was occurri ng was the soften ing up of 
Turkey. Within days of  the return of the Turkish of­
ficials to Ankara, the austerity plan was announced by 
the govern ment. 

Thus, with no substantial support from the EMS or 
Europe , the Turks, after a yea r of fruitless haggl ing with 
the I M F, final ly acceded to the I M F's demands. Forcing 

March  27-Apr i l  2 ,  1 979 E X E C UTIVE I NT E l L I G E N C E  REVIEW M i d d l e  E a st 5 3  



Foreig n cu rrency intake 
a n d  expenditures 
($  thousands) 

I n take 

1 978 1 977 
Central Ba n k  944,343 9 1 0,474 

Exports 433,328 499,934 
Worker remitta nces 5 1 1 ,0 1 5  4 1 0,540 

Private ba n ks 1 ,9 1 2, 1 95 1 ,836, 1 55 
Exports 1 ,440, 1 52 1 ,264,871  
Worker remitta nces 472,043 5 7 1 ,284 

Total 2,856,538 2,746,629 

Expenditures 

1 978 1 977 
Central Ba n k  1 ,8 1 9,80 1 3,002,660 

Im ports 1 ,394,277 2,474,398 
Foreign debt 425,524 528,262 

Private banks 1 ,722,399 966,055 
Im ports 1 ,652,308 959,907 
Foreign debt 70,09 1 6, 1 48 

Total 3,542,200 3,968, 7 1 5 

Turkey's hand on the m atter was  the fact that the I M F, 
with the cooperat ion of Western banks and govern­
ments, had cut off all financial ai d flows into Ankara 
unti l the I M F's condit ions were met .  

The conseq uences o f  ca pitulation 
The consequences of Turkey's cap itulation to the  1 M  F 
program wi l l  go beyond diplomatic bad fee l ing between 
Ankara and Bon n .  The Europeans' fai lure to deliver on 
the ai d package proffered in January has without doubt 
h urt the E M S's credib i l i ty with m any developing sector 
nations who are faced with sim i lar demands from the 
I M F, and have looked to the E M S  as an  a l ternative 
economic system that wil l enable them to restructure 
their ob ligations so as to be able to proceed with basic 
in dustrial development and meet the basic consumer 
needs of their populations .  

I n  Turkey, the posi t ion of Ecevit , a n at ural a l ly of  
the  E M S, wi l l  be severely tested .  Not on ly i s  the  
austerity program unacceptable to most of the Turkish 
popu lation , but there have been numerous ind ications 
that Turkey is targeted for the k inds of eth nic and 
rel igious destabi l izations that are tearing apart I ran .  
And there are indicat ions from London,  which has  ex­
tensive interests in the region ( including its bases on 
Cyprus), that Britain would not be di sappoi nted to see 
Ecevit ousted by a mi l itary government (see box), a 

development which would hasten the reorganization of 
the pro-London network of M iddle East mi l itary 
al l iances. 

In Turkey itself, population and industry are headed 
for an economic wringer. 

The a usterity program announced by Ankara is 
sweeping .  Oi l  and gasol ine prices were raised a whop­
ping 1 00 percent, taxes were increased, and cuts were 
made in government spending.  In addition ,  government 
subsidies to the "uneconomic" state-controlled in­
dustries are being stopped altogether, a move that  wi l l  
not on ly lead to the rapid demise of  Turkey's large state 
sector (which produces ha lf  of Turkey'S industria l  
goods), but  wi l l  a lso undermine  the basis for transfor-
m ing Turkey into a modern industria l  nation . 

. 

The I M F  has reportedly extended "grudging accep­
tance" of the Turki sh p lan on the condition that 
Turkey deval ue its currency within the next six months . 
Accord ing to the New York Times, "Turkish officials 
have in dicated that they found such a delay acceptable." 
However, Turkish Central Bank governor I smai l  Hakki  
Aydinoglu was somewhat more circumspect . "Unti l  we 
have completed a restructuring of our economy, and 
particularly our industry , we wi l l  not be able to deter­
mine a fair value for the Turkish l ira ," said Aydinoglu .  
"No country with an industry work ing at 50 percent 
capacity should be forced to devalue ."  

If  Turkey does deva lue,  i t  wi l l  be another setback for 
Ecev it . Last month,  the Prime M i n ister was une­
q uivocal ly opposi ng devaluation .  "The continuing in­
sistence of  the I M F  for another devaluation is affecting 
the Turkish economy negatively ," he said.  "The 
devaluation precondition h as been hanging over Turkey 
l ike the sword of Damocles for a long t ime.  The I M F, 
which has fai led to put forth any other proposal , should 
give up i ts push for deva luation . . . .  Turkey i s  defin itely 
not go ing to carry out an other devaluation . The 
economy cannot tolerate i t ."  

Debt obligations 

For Ecevit ,  the  situation is precarious .  Totally cut  off 
from Western credits, the Turkish economy has been 
fast unravel ing .  I n flation is more than 70 percent a year, 
rising at 5 percent or more each month .  I ndustrial out­
put has p lum meted 50 percent as a result of cutbacks in 
imports vital for production . The import cutbacks are 
themselves a resul t  of the acute foreign currency shor­
tage: Only $540 mi l l ion - or 1 . 5 months worth of im­
ports - sits in  Central Bank coffers. This month alone, 
$ 1 40 m i l l ion of the currency reserves must be paid out 
for debt repayments.  Added to these problems, more 
than 20 percent of the industrial labor force is unem­
p loyed, exacerbating the widespread social un rest and 
ongoing violence .  Basic commodities are in short sup­
ply. 

At  the root of these problems is Turkey's foreign 

54 M i d d l e  E a st E X E C UTIVE I NT E L L I G E N C E  REVIEW March 27-Apri 1 2 ,  1 979 



debt, which totals upwards of $ 1 3  b i l l ion ,  ha lf  of which 
is short-term . The situation is described as the gravest 
debt repayment problem in international finance. 

The restructuring of Turkey's debt to faci l itate 
repayment is  the number one issue between Ankara and 
the Western bankers, who, bowing to I M F  pressure, 
have refused to extend fresh credit to Turkey unti l the 
1 M  F's austerity terms are met. 

M ost controversial is Turkey's $6 bi l l ion in short­
term debt, whose restructuring has been ca l led "one of  
the  largest such operations in financial history ."  Broken 
down, this amount involves $2.4 bi l l ion in convertible 
l i ra deposits owed to 220 banks,  primarily in  the U . S .  
a n d  Europe, $ 1 .4 bi l l ion in  arrears on imports guaran­
teed by governments belonging to the Organization of 
Economic Cooperation and Development, $450 mi l l ion 
i n  Turkish Central Ban k debt , and $ 1 .4 b i l l ion in  un­
guaranteed trade arrears to suppl iers. 

The reschedul ing of the $2.4 bi l l ion in  convertible 
lira deposits is the most serious of Turkey's debt d i f­
ficulties . The convertible l ira program was set up in 1 975 .. 
by Ecevif s predecessor, Siileyman Demirel . Under the 
program,  foreign investors deposited dol lars in  Turkish 
ban ks for 12 to 1 8  months at extraordinari ly high in­
terest rates . Attracted by these rates, money flooded in ,  
and  was then condu ited i nto financing the $4  b i l l ion 
trade deficit rung up between 1 975  and  1 977 .  By 1 977 ,  
reserves had fal len so low that i t  was impossible to repay 
the convertible lira deposits, now fal l ing due. The banks 
refused to refinance the deposits and told the Turks to 
work out a "stabi l ization program" with the I M F  
before asking for help from them . 

In A pril 1 978,  an  agreement with the I M F  was 
signed for the release of $450 mi l l ion - plus the I M F's  
"stamp of approval" - in exchange for a 23 percent 
deval uation and other austerity measures that the 
Turkish govern ment had "independently" carried o ut in 
March - in a fash ion similar to the " independent" 
austerity measures annou nced by the government last 
week . However, as the I M F  began presenting demands 
for conti nually increasing levels of a usteri ty , the $450 
mi l l ion tranche was never released . As a resu lt, refinan­
cing negoti ations with the banks  have fa ltered , despite a 
plan put forth by Turkey that would convert the con ver­
tible l i ra loans into seven-year money and provide 
An kara with $400 mi l l ion in additional  funds .  

The dilemma for Turkey-and the West- is the 
fol lowing: Even if Turkey does restructure her debts suc­
cessful ly, there remains the problem of  providing the 
fresh fu nds needed to keep Turkey's economy al ive .  
Without new money, and rely ing tota l ly  on export ear­
nings, nearly half of Turkey's future export earnings wil l  
have to go for servicing the rescheduled debt . However, 
as matters stand now, all of Turkey's export income is 
being spent on oi l imports . In the words of one Finance 
Min istry official ,  "our debt payments are all overdue. 
We are trying to postpone these payments. If we don't 

$ mill ions At After planned 
9/29/79 rescheduling 

Short-term 

Publ ic  sector 

Bankers' c redits 458 

Th i rd-party reimbursement c la ims 200 

Dresdner Bank  scheme • 292 292 

TPAO oil debt to I raq 322 322 

Petrol Ofisi Acceptance credit 1 50 1 50 

Others 268 268 

Private sector 

Acceptance credits 874 874 

Arrears to suppl iers t 1 ,600 900 

Convertib le l i ra deposits t 2,967 560 

Total 

Medium and long-term debts § 
Publ ic  sector 

I nternational  organizations 

inc luding IMF 1 ,944 1 ,995 

Bi lateral cred its 

Participating OECD countries 2,526 3,226 

Others 1 59 1 59 

Euroloans 367 367 ' 

Rescheduled bankers' credits 458 

Th i rd-party reimbursement c la ims 200 

Convertible l i ra deposits 2,407 

loans to be syndicated by banks 400 

Private sector 28 1 28 1 

Total medium and long-term 5,277 9,493 

Total external debt 1 2 ,408 1 2 ,859 

• DM deposits by non-residert Turkish workers. 

t Excludes up to an  estimated 600m of un l icensed imports. 

t $560 held by non-resident Turk ish citizens or maturing 

after 

December 3 1 ,  1 980, and not being rescheduled . 

§ F igures for June 30, 1 978. 

, Excludes undisbursed loan of 1 25m replacing Petrol Ofisi 

acceptance credit. 

Source: Turkish Central Bonk 

succeed , Turkey's export income for the next two years 
at least wi l l  be held hostage." 

I nternational bankers estimate that what Turkey 
needs, at min imum,  over the next five years is $ 1 0  bi l l ion 
in  new credit to keep the economy going. At the 
Guadeloupe summit $ 1  bi l l ion was d iscussed . Observers 
report that now the rescue effort has been whittled down 
to an inadequate $500 mi l l ion :  $300 mi l l ion from the 
I M F  under last Apri l 's standby agreement, and $200 
mi l l ion from the OEeD. I n  assessi ng the situation, a 
leading banker candidly admitted that the I M F  is de­
manding from the Turks "not j ust a pound of flesh but 
the last drop of blood too" . 
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Brita i n  out to topp le  Tu rk ish govern ment 
A re the British and United States preparing a coup op­
tion to topple the government of Turkish Prime 
Minister Bulent Ecevit? Ecevit was visited last week by 
both NA TO Supreme Commander A lexander Haig 
and British chief ofstalf Sir Neil Cameron , who urged 
him to bolster Turkey 's ties to NA TO. But the British 
press has also been mooting some form of replacement 
of the Ecevit government - in the context of London 
and Washington o�iections to German and French 
proposals for a solution to Turkey 's problems - and in 
some circles these articles are seen as signaling that a 
coup option against Ecevit i.l' in place. This appeared in 
the Feb. 26 Financial Times of' London: 

The West Germans and French appear to put con­
si derable store on Mr. Ecevit staying in office. The 
Americans and British, however, seem less commit­
ted, being concerned about h i s  "m ult i lateral foreign 
pol icy," even i f  it is one within N ATO. They also 
look askance at his rhetoric about a "new defence 
concept" - an unidentified phrase which appears to 

I ncluded in  the I M F's  demands - many of  which 
have now been satisfied by the Turkish government's 
newly instal led austerity program - are a hefty 40 per­
cent devaluation,  i ncreased taxation of the population ,  
and a sharp cut  in  publ ic spending. The I M F  is also out  
to cut  state subsidies to state-control led economic enter­
prises. Another target is  Turkey's latest five-year plan,  
which,  m uch to the i re of the zero-growth-oriented I M F, 
foresees a national growth rate of 8 percent.  The 1 M  F 
wants to trim this goal down to 4 or 5 percent.  Accor­
ding to a State Department desk officer for Turkey, this 
would in  effect mean no  real growth, i f  Turkey's popula­
tion growth rate is taken into account .  

For years, the I M F  has been the main stum bl ing 
block for Turkey and other developing countries which 
seek to become modern industrial ized nations.  With its 
often outrageous demands for austerity, devaluation , 
and backward "appropriate technologies ," the 1 M  F has 
repeatedly prevented Turkey from pursuing its am­
bit ious economic development pol icies, by going so far 
as to topple Turkish governments that resisted 1 M  F 
austerity dictates . I n  the present situation ,  Ecevit has 
been threatened with the " I ran treatment" if  he con­
ti nues to resist the I M F. 

Now, with the declaration of his  new austerity plan,  
Ecevi t  faces the wrath not of  the 1M F but of the Turkish 
popUlation . "The I M F's  . . .  condit ions . . .  would be 
highly unpopular and could topple the government of 
Pri me Min ister BUlent Ecevit ," wrote the March 7 New 
York Times. By creat ing the impression that the new 
austeri ty plan is his own,  Ecevit hopes to save face and 

give focus to the growing reservations about the West 
with in  the Turk ish armed forces and bureaucracy, 
not least because of the recent U .S.  arms embargo on 
Turkey . 

The U . S.  and the U K  thus would not be d isturbed 
if a grand coalit ion emerged between M r. Ecevit and 
his predecessor, the opposition leader, Mr. Suleyman 
Dem irel - even i f  M r. Demirel 's m ismanagement of 
the economy in the I 960s led to the economic crisis of 
1 969 and his fai l ure to prevent even more serious 
profl igacy between 1 97 5  and 1 977 is largely responsi­
ble for the country's  presen t pl ight.  

The U .S.  now states publ icly that Turkey must 
comply with the I M F's  dem ands and that there is no 
such thing as money without stri ngs - a view 
privately espoused by the British . . . .  

But the West Germans go somewhat further. In 
private their  diplomats argue that a major mistake 
has been made in presenting the aid programme in 
terms which make it seem that the Turkish Govern­
ment wi l l  have to capitulate before aid can flow. 

shield h imself as m uch as possible from charges by the 
population that Turkey capitulated to the I M F . 

The fact remains,  however, that the Turk ish govern­
ment, isolated international ly by the I M F  and pressured 
from in side by pro-austerity groups such as the Turkish 
I n dust ri a l i st s  and Bus inessmen ' s  A ssociat ion,  d id  
capi tu late .  And, un less the government is  ab le  to  turn its 
situation around, the resu lt is l i kely to accelerate the di s­
integration of the Turkish govern ment . 

V io lent terrorist i ncidents and clashes between ex­
trem ist left and right-wing groups - which have 
plagued Turkey for m onths - continue unabated . Mar­
tial law, activated in December in 1 3  provinces ,  was 
recent ly extended for another two months.  

On Feb . 23 ,  the Daily Telegraph of London predic­
ted maj or upheavals in Turkey as a result of insurrec­
t i o n s  by K urd  t r i bes men  in the  i m pover i shed 
southeastern part of the  country . The K urds , who have 
been manipu lated for decades by British intell igence, 
and m ore recently by Israel i i ntel l igence, to oppose cen­
tralized authority, are demanding "autonomy" in con­
cert with the K urds of I raq and I ran .  And there are also 
efforts to stir up long-dormant rival ries between 
Turkey's Sunni  Moslems and Alevis (Shi ' ite) . 

Bigger NATO role? 

A high Israeli mi l i tary official last month told the 
I srael i Parliament in a private briefing that "Turkey wil l  
fa ll as I ran did." At the same time, Palestine Liberat ion 
Organization spokesman Hani aI-H assan predicted a 
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"fundamental change" tak ing place in Turkey soon in 
the wake of  the I ran cris is .  

With these threats hanging over Turkey, N ATO 
com m an der Alexander H aig arrived in Turkey last week 
on a surprise visit. H aig, portrayed as a "sympathetic 
broker" for Turkey,  pledged to secure aid for A nkara i n  
exchange for Turkey's loyalty t o  N ATO. I mmediately 
prior  to Haig's visit, Britain 's  chief of staff, Sir Nei l  
Cameron ,  also arrived in  Turkey .  

Turkey has  been estranged from NATO in the  wake 
of  the Cyprus conflict,  but with the demise of the 
C ENTO al l iance and the emergence of a new mi l itary 
al l iance between Israel and Egypt, maintai n ing and rein­
forcing Turkey as a bast ion against Soviet influence in 
the M iddle East has become a top priority for NATO 
policymakers in London ,  Brussels, and Washington .  

Reports the Turkish daily Hiirriyet, "NATO has 
q uietly begun to establ ish a new 'defense belt' " com­
posed of Greece, Turkey, Cyprus and I srae l .  The center­
piece of this defense belt is to be Cyprus. According to 
several sources , U .S .  m i l itary instal lations in  I ran are 
being transferred to the two British bases in Cyprus, one 
of which is  known to house nuclear weapons .  Personnel 
faci l i ties at both bases are being readied for at least 8000 
additional men . 

Taking the bait, high-level govern ment spokesmen 
have repeatedly stressed Turkey's geopolit ical impor­
tance to the Atlantic Al l iance recently , in an effort to ca­
jole financial aid from the West , whi le at the same time, 
the I slamic fundamentalist National Salvation Party is 
cal l ing for formati,on of a new mi l itary a l l iance to re­
place the defunct C ENTO. 

But other officials fear that Turkey may be drawn 
into invo lvements which may jeopardize its recent,  
careful ly nurtured relations with its large neighbor, the 
Soviet Union . Declared Deputy Pri me Min ister Faruk 
Stikan last week :  " I t  appears that Turkey has been made 
an important battlefield over which the superpower and 
imperialist forces are fighting for contro l .  Newly 
developed conditions require Turkey to review its 
a l l iance and agreements . The Turkish state is a nation 
loyal to its friendship agreements . But I would l ike to 
po int out that this loyalty does not imply uncondit ional 
su rrender." 

Options for Ecevit 

Despite Turkey's problems and the  in ternational 
pressures she faces , the nation's best bet sti l l  appears to 
be the independent. development-oriented course that 
Ecev it was pursuing prior to l ast week 's a usteri ty an­
nouncement . Despite the setback administered to those 
plans last week,  it is sti l l possible that Ecev it may be able 
to salvage his  development program . 

A m o n g  h i s  p r i nc i p a l  a sset s :  h i s  p a r ty ,  t h e  
prodeve lopment Repub l i can Peo ple 's  Party,  w a s  
esta bl ished b y  the founder of modern Turkey , Kemal 
Atatii rk , precisely on the prem ise th at Turkey must 

become a modern, industrial ized nation committed to 
scientific progress and technological advancement. 
Al though the party has changed substantial ly over the 
years, largely as a result  of growing Second I nter­
nat ional influence over the leadership and "leftist" fac­
t ions,  the national ist, progrowth orientation of the party 
remains relatively intact, making the R PP - and hence 
the government of Turkey - a natural al ly of the 
French and West Germans in  their efforts to launch the 
EMS.  

As  wel l ,  in  the  overridi ng in terest of bolsteri ng the 
Ecevi t regime an d ensuring regional stabil ity, the Arabs 
- Saudi A rabia. Libya, and I raq, in particular - are 
committed to com ing to Turkey's a id .  According to the 
Feb. 2 1  Turkish daily Cumhuriyet, Ecevit is currently 
negotiati ng with the Saudis, I raqis, and Libyans to set 
up a new "currency basket" to provide Turkey with 
badly needed credits for imports and development pro­
jects . Other Arab countries are s imi larly investigating 
the possibi l it ies of  investment in  Turkey. Likewise, a 
n u m ber o f  deve lopment-or iented U .S .  fi rms are 
privately look ing into setting up joint ventures with 
Turkish construction companies for projects in the Arab 
world .  "Turkish engineering expertise is l i ttle ap­
preciated by most American compan ies," commented 
an officer of a major M idwest corporation interested in  
working out triangular development projects with 
Turkey and the A rabs. 

In January, Ecevit visi ted Libya, where he signed an 
agreement which provides for Libya to increase its oil 
exports to Turkey by I mil l ion tons ann ually, from 4 
mi l l ion tons in  1 979 to 5 mil l ion tons in 1 980. Another 
agreement provided for the launching of emergency aid 
in itiatives by Libya in coordination with other I slamic 
countries to help solve Turkey's balance of payment 
problems .  

Turk ish-Soviet relat ions also cont inue to improve, 
with an interesting A rab component. In exchange for 
wheat and other Turkish products, the Soviet Union has 
agreed to sel l  Turkey o i l .  I raq, at the Soviet Union's re­
q uest, has agreed to pipe the oi l .  which was original ly 
purchased from the I raqis for delivery to the Soviet Un­
ion for Soviet use.  di rect ly into Turkey via the Turkish­
I raqi pipel ine.  

The relat ionships being cultivated by Ankara with 
her Arab, Soviet, and Balkan neighbors provide the per­
fect envi ronment for the EMS should the Europeans 
move to extend it to Turkey. 

- Nancy Parsons 
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Symbol of the Pan European Union 

I n  this sect ion 

This week's  Counterintell igence report presents 
Part 2 of our seria l ization of a lengthy expose of 
Otto von Habsburg and the Pan European U nion 
that wil l  soon be released in  pamphlet form by the 
European Labor Party i n  West Germany.  The 
pamphlet, A re the Goals and A ctivities of Otto von 
Habsburg and his Pan European Union Unconstitu­
tional? was prepared as a report to the Special 
Party Convent ion on  the E uropean Par l ia ­
mentary elections of the European Labor Party 
held in Bonn on Jan .  28. The convention approved 
a slate of candidates headed by the party's Federal 
Chairman Helga Zepp-LaRouche. 

Part I t raced the Pan European U nion back to 
its founding i n  the I 920s and 1 930s with support of  
the  bank ing houses of Rothsch i ld and Warburg .  
Its founder Count Richard Coudenhove-K alergi 
incorporated into the movement elements of  
Anglophi le  Nazism , l i ke Hj almar Schacht's con­
cept of corporatism and concentrati on camps and 
K arl  H aushofer's geopolit ical concept of the 
enci rclement of the Soviet U nion ,  with H .G .  
Wel ls's scenari o  for a "New Dark Ages" for 
Europe . 

As President of  the Pan European M ovement, 
Habsburg wants to use the E uropean Parl iament­
ary elect ions scheduled for June \0 to "unify" Eur­
ope into a feudal ized " Paneuropa of the regions," 
set against the Warsaw Pact states . 

W h o 
• 

I S  O t to 
Part 2 o f  an ELP expose o f  what's behind 

The extra-parl iamenta ry opposition 
A s  a result of spreading anti- i ndustrial propaganda, the 
Pan European Union today is not only finding support 
am ong o l igarch ical  and  other ci rcles commonly 
described as  the extreme right, but also ,lmong an­
archist and M aoist groupings - as wel l  as among the 
"environmentalists ." 

In May 1 978,  the same month that Helmut Schm idt 
and Leonid Brezhnev signed the 25-year agreement for 
peaceful  cooperation between the Federal Republic of 
Germany and the Soviet Union ,  a "Conference on the 
Imperial Russian threat" took place in Lisbon - the 
culm ination of a series of preparatory conferences . At 
this Lisbon conference, representatives of Maoist or­
ganizations joined hands with Pan European Union 
representatives and with members of  the Christian 
Democratic Un ion of  the Federa l Republic .  Together, 
they mi l itantly demanded the "Un ification of Western 
European Countries" in order "to meet the threat of 
Russian imperialism ." The M aoist "Communist Party 
of Germany" and the " M arxist- Len in ists of Germany" 
were present, as well as various representatives of Kai­
Uwe von H assel 's H ermann Eh lers Foundation . Von 
H assel i s  a longtime sen ior statesman of  the CDU . Pre­
sent in addition were Senator Massimo di Carolis ,  
Ital ian representative of the Pan European Union and 
leader of the "Group of 1 00" Christian Democrats who 
are continual ly threatening to co llapse the Ital ian 
govern ment; represen tatives of M argaret Thatcher's 
Conservative Party of Britain ;  journal ists from Axel 
Springer's Die Welt newspaper; and Cornelia Gersten­
maier, whose father Eugen is not merely well known for 
his zealous visits to Otto von Habsburg's Center for 
Documentation and Information in Madrid.  
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v o n H a bs b u rg ?  
his Pan European Union 

I t  i s  not  on ly  the i r  backward world outlook that 
makes these hordes of M aoists and environmental ists 
useful for Habsburg and the British ol igarchy.  As early 
as 1 97 1  Count Coudenhove-K alergi described the Pan 
European U n ion's  corresponding guidel i nes in the 
fol lowing manner: 

"The poin t  here is  to call  a new and mi l i tant Euro­
pean youth movement i nto existence, which wil l be 
strongly d i fferentiated from the Pan European 
movement of today and yesterday, and whose 
basic character wi l l  be revolut ionary . I ts goal w i l l  
not  only be to  un i te Europe, but  to renew i t .  I t  wi l l  
be a movement that fights on th ree fronts :  aga inst 
the react ionary plutocracy , against tota l i tarian 
communism,  and against national ism . . . .  The goal 
of  th is  European N ational M ovement must be 
more radical than that of the Pan European Un­
ion ,  which is forced to work together w i th  the 
ex is t ing governments  fo r the  u n i ficat ion  o f  
Europe . . . .  The student riots of 1 968 col lapsed be­
cause the goal they set out for themselves was a 
negative one, one di rected aga inst the exist ing esta­
bl ishments - without a posi t ive progra m . "  

Habsburg's double strategy consi sts, in  the short term , 
of dominating the European Parl iament through the 
Pan European U n ion members that it  has ins in uated or 
through the newly won Pan European U n ion mem bers 
who are in the exist ing parties. In the medium' term is  the 
strategy for mob i l i z i ng  a " Popu lar  M ovemen t . "  
H a b s b u r g ' s  p redece s s o r  a n d  t e a c h e r ,  C o u n t  
Coudenhove-K alergi described the idea beh ind  th is  
strategy: 

" Revolut ions come about th rough smal l  groups, 

who have genera l ly crystal l ized around a leader­
sh ip figure. They can react very quickly when they 
recognize ideas that are float ing about in the air ; 
wh ich is when thousands g ive a form to the hopes 
and dreams of mi l l ions .  The example of Leni n  and 
M ussol i n i  show how small  groups can powerful ly 
m ob i l ize mi l l ions for their i deas . . . .  The potential  
for this revolut ionary movement is al ready at hand 
i n  a l l  parts of Europe. I t  wi l l  come to an explosion 
as soon as  i t  finds the correct leadersh ip ."  

This  "revol ut ionary movemen t" is noth ing less than a 
new vers ion of the "B lue Shirts Party" that Count 
Coudenhove-Kalergi founded in im i tation of H itler's 
Brown Shi rts . The Koln ische Zeitung of Aug .  8, 1 932 
wrote the fol lowing about the Pan European Un ion  
Congress i n  Basel : 

"The new party presen ted i tsel f i n  Basel ,  and 
wearing their new un iforms, too, that they created 
in im i tation of M ussol in i ' s  and H it ler's example.  
The younger forces of  the party wore blue shirts 
and blouses, the worthy gentlemen wore standard 
Pan European ties. The 'stormtroopers' of the new 
party greeted thei r leaders enthusiastical ly, but the 
fascist sal ute does not yet appear to have been 
adopted ."  

A lthough,  at that  t ime,  Coudenhove had adopted the 
ent ire stock of the N azis' demands, and particularly the 
Conservation and Labor Service (slave labor) concepts 
of Hj almar Schact, the Rothschilds, Warburgs, and the 
Brit ish Crown decided i n  1 933  to fo l low Schacht's 
suggestion and give the Nazi m ovement preference over 
the Pan European M ovement. 

Coudenhove reported the content of  his conver-
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sat ion with Hja lmar  Schacht at the begin n i ng of  1 93 3 :  

" Hj al m ar Schacht w a s  a b l e  to br ing about the 
clever tr ick of  rema in ing a fo l lower of  Pan Europa 
in sp i te of  h i s  admirat ion for H i t ler .  I n  h i s  
moderate d isposi tion  he explai ned to  me:  ' In  three 
months H i t ler w i l l  be Reichschance l lor ! But  don ' t  
get  worried . H it ler is  the on ly man who i s  i n  the  
posit ion of being  ab le  to  reconci l iate Germany 
with the Western powers ! You wi l l  see :  H it ler  wi l l  
br ing o ut Pan Europa . . . .  H i t ler a lone can create 
Pan Europa,  because he a lone has no  r ight-w ing op­
posi t ion to fear; therefore he,  and on ly  he w i l l  s uc­
ceed in fi na l ly  secur ing Europe's peace and  coopera­
t ion . " 

I n 1 97 1 ,  i n  the conclus ion of h i s  book ,  Count  Couden­
hove- K alergi set  o ut h i s  hope for a "new leader" :  

"The t ime i s  r ipe for a new flood :  u n der new leaders, 
in a new spirit ,  with a v iew to the 2 1  st century . "  

A n d  Otto v o n  H absburg recent ly seized on t h i s  mem­
or ia l  passage when he prophesied:  

"The day can come that wi l l  demand decis ions  
from us of great consequence and the convocation 
of a l l  fel low c i t izens of good E uropean w i l l .  When 
th is  day comes,  I w i l l  be ready as always . "  

Dictators h i p: the  form of the  state 

"Only a dictator would  make poss ib le  the in tro­
duct ion of a new form of  l i fe ,  of  a new tradit ion in  
Europe, for he wi l l  carry th rough th is  t rad i t ion 
with v io lence .  Al l  other  attempts to do th i s  wi l l  
fai l ,  because then he would  on ly  fi nd  l im i ted 
acceptance. " 

Count Coudenhove- K alergi could frequently give h i s  
op in ion  about  the  form the state would  take .  Europe's 
population had not yet experienced the Second World 
War .  

But today, Otto von H a bsburg expresses h imse lf  on 
this  quest ion in  a somewhat d i fferent manner .  The cover 
for his d i scussion i s  the fict i t ious case of terrorists b lack­
mai l i ng a state with nuclear weapons .  The Pan Euro­
pean Un ion  proceeds from the fal se assumpt ion that 
terrorists cou ld  manufacture n uclear weapons in  their  
basements ! 

"What would then happen,  would  downright force 
itsel f upon us .  F i rst of a l l ,  the concept of the 'state 
of emergency' would have to be newly rewritten , 
and i t  m ust be that the invocat ion of th i s  state of  
emergency leads to the automatic appl icat ion of 
the speci a l  considerat ions .  

"The essence would be :  A l l  power, wi thout  
de lay ,  would be turned over to a s i ngle i nd ividual 

person for n ine  months .  For the period of th is  
state of emergency , th i s  man should have the right 
to su spen d all l aws and to take all measures that 
a re necessary for mainta in ing  the l i fe of the popu­
lat ion . Th i s  man would be chosen, a long with the 
appl icat ion of t he con sti tut ional reform ,  in secret 
j oint  session  of the Federal Parl i ament and the 
Federal Senate. He  wo uld automatical ly step into 
t h e  C h a n ce l l o r ' s  p os i t i o n  i n  t h e  s ta te  o f  
emergency. 

"The funct ions  of the Federal President would 
a lso have to be set asi de for the period of  the state 
of emergency . The cou ntry's Chief Just ice would 
have to step into his p lace . . . .  A nd with the invo­
cat ion of the state of emergency , mart ia l  law 
would  a lso be imposed . It appears to be absolute­
ly necessary for such a s i tuat ion to have a system 
of j ustice that  o perates very q uick ly ,  for example, 
to rein troduce the supreme pun i shment . "  

As ide  from the  fact tha t  these measures a re  unconsti­
tu t ion al - the West German Const itut ion prohi bits 
both one-man dictatorsh ip and  the death penalty - one 
m ust  also co nsider the persona l  problems  of Otto von 
H absburg when evaluat ing these extremely suspicious 
statements . A short t ime ago he rem arked that he had 
"an erotic relat ion to d i scip l i ne . "  A more in -depth 
psych ological treatment of th i s  q uest ion  here, however, 
would carry us fa r afie ld .  

Next  to h i s  demand for a d ictatorship,  H absburg 
views "hereditary monarchy" as the best form for a 
state, because the necessary o bjecti v i ty of a head of state 
ca n on ly  be suppl ied by "profess iona l"  education from 
the t ime a person fi rst learns to wa l k .  H a bsburg has th is  
fo rm of the state in mind for a un i ted " Pan Europa." As 
cha irman of a counci l  of the highest judges , the monarch 
would have the function of being the supreme j udge of 
the consti tut ion and co u ld  therefore decide on the con­
sti tuti ona l i ty of laws .  

"Certa in ly  the d uties of the head of state wi l l  go 
beyond the area of those who guard the law .  He 
wi l l  h ave to control  the Executive when this is  
natural ly cal led upon to ca rry out the j udicial 
powers . N evertheless,  these du ties wil l  only be of 
secondary importance next to the primary duties 
of the monarch,  who wi l l  fi rst of all fi nd in the 
j udge's office the justi ficat ion for his fu nctions in a 
state of the 20th cen tury ."  

N a t u r a l l y ,  a s  the  " t r a d i t i o n a l l y  s u pe r n a t i o n a l  
H a bsburg ,"  Otto offers h imself a s  the candidate i n  the 
elect ion fo r the European monarch , an election for 
which he is work ing .  The European monarch is to be 
chosen by the presidents of  countries and by the 
monarchs of i nd iv idua l  states. 

I n  his statement on wr i tten const i tut ions,  Otto 
stands in "un breakable fidel i ty" to the ideas of Count  
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The world,  accord i ng to the Pa n E u ropea n U n ion 

I n  1 93 1 ,  t h e  Pan Eurapean Union Magazine publ ished a map o f  t h e  world - as they would l i k e  t o  see it. T h e  world would 'be divided 
between Paneuropa, Panamerica, East Asia, the Russ ian Federal Empi re, and the British Federal Empi re .  Note that the fate of Turkey, 
Ethiopia, and Thai land a re in  question,  whi le  the Rus ian  and British Federal Empires are contest ing control over  the reg ion that today 
inc ludes I ran ,  Pakistan, Afghan ista n .  

Coudenhove-Kalergi , who wrote: 

"The personality is the goal of neo-aristocratic 
pol itics. The quality of human beings is the goal ,  
not the quantity. This  does not involve the para­
graphs of the constitution ,  but i t  is concerned with 
having the best get ahead: so that the best 
ru le .  " 

Ha bsburg's networks 

I n  addition  to the fact that Habsburg is the in ter­
national President of the Pan European Union ,  a mem­
ber o f  the Maltese Order, and of the M ont  Peleri n 
Society, which plays an important role as the polit ical 
decis ion center for the inner circle of  the agents of her 
Britannic  M ajesty, there is one other important fact 
about his l i fe.  A fter the imperial H absburg fam i ly was 
driven out of  Austria in 1 9 1 8 , Empress Zita raised her 
oldest son , Otto, in  such a way that any day he could 
assume the Imperial Crown.  The restoration of the 
Habsburg m onarchy was the goal which guided every 
action .  

H itler, a s  we l l  a s  M ussol in i ,  had  plans for Habsburg.  
M usso l ini  was an enthusiastic al ly of the fami ly :  " I  am 
absol utely for having Otto come to the throne in A ustria 
as well as in  H u ngary ."  And when Habsburg met Prince 
August Wi lhelm von Hohenzol lern , the son of the last 
German Em peror in Berl in  in 1 932,  Prince A ugust, 
al ready weari ng an SA uniform, told Habsburg of 
Hi tler's plan to set him up as the leader of the national 
opposition in A ustria . 

However, H absburg opted for exi le in the USA, 
where, together with Coudenhove-Kalergi ,  he bui lt  up a 
network for a federated postwar Europe. He was 
calculating on better chances for an imperial empire on 
the level befitti ng a Habsburg .  In 1 943, his friend 
Wi nston Church i l l  promised him that when the Rus­
sians were maneuvered out of middle Europe, an 
A ustrian-H ungarian-Bavarian federation would be the 
ideal solution .  

A year before, i n  the  New York Council on Foreign 
A ffairs monthly,  Foreign Aflairs, Otto wrote an article 
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on the m an ner i n  which he wanted the Americans  to re­
construct Europe after the war :  

" Everything there wi l l  depend upon whether the 
Al l ies can decide th i s  t ime to encourage the proper 
forces i n  Germany and i n  those areas occupied by 
Germany .  The proper forces are those who are 
work ing toward federa l i sm in  Germany and who 
want to create a supernationa l  com m u n i ty on  the 
Danube." 

Despite h is  contacts to Pres ident Roosevel t and  the 
massive i n fl uence of  the Pan European network i n  the 
USA, the Catho l ic  commun i ty and the pro-Soviet c ir ­
cles around General  Eisenhower were strong enough to 
prevent his restoration  after the war .  

But Couden hove- K alergi and  H absburg s t i l l  had a 
Brit ish card i n  their  hands to use aga inst the a l l i ance be­
tween Sta l in  and Eisenhower.  A fter the war, the ent i re 
Pan European i n i ti at ive was control led by the Br i t i sh 
and most of the t ime through Winston Ch urch i l l  o r  by 
h is  stepson,  D uncan Sandys . 

The Brit ish Pan European U n ion Commi ttee that 
was fou nded in  1 939 under the chai rmansh ip  of fo rmer 
Colonia l  M i n i ster L . S .  Amery formed the core of  H er 
M ajesty' s  agents who would control  the Pan European 
Movement and the " reconstruct ion" of Europe after the 
war . Thi s  committee inc luded, for example,  Professor 
G i lbert M urray, who was one of the most i mportant 
fa l s i fiers of  Greek h isto ry at Oxford U n i versity and who 
was speci fica l ly  brought i n  for the " Re-education"  of 
Germany.  

The same agents showed up o nce aga in  i n  the 
" Provis ional  Comm ittee fo r a U n ited Europe" founded 
in  1 947, this t ime u nder the cha irmanship o f  Winston 
Church i l l .  D uncan Sandys worked out  its " M an i festo . "  
In  essence, t h e  comm ittee was n o t  concerned w i t h  the 
general it ies about  the un i ficat ion of  Europe that  were 
con ta ined in the " M an i festo ,"  b ut with the contro l  of 
the co nt inen t .  The executive com m it tee of  the o rgani ­
zat ion consi sted of  23 people ,  i nc lud ing G i l bert M urray 
and Lord Bertrand Russel l ,  representat i ves of vari ous 
parties in  G reat Bri ta i n ,  such as Ol iver Stanley ,  Co lon ia l  
M i n ister duri ng the  war ,  I . S .  Amery and Duncan Sandys 
for the Conservat ives ,  Labour  Party members such as 
V icto r Gol lancz,  and L iberal Party members such as S i r  
W .  Layto n .  A l l  churches were represented . The com­
mi ttee was supported by over 2 ,000 mem bers ,  inc lud ing  
the l ater Pr ime M i n i ster H arold M acmi l l an ,  Lord 
Beveri dge, and the ban ker Beddington- Behrens ,  who 
reported that the " M ovement fo r a U n i ted Europe," as 
i t  was then ca l l ed ,  was fin anced by Lord M cGowan ,  the 
chairm an of I m perial Chemical I n dust ri es . 

Bes ides the  cont inenta l  European M o vements ,  the  
mem bers o f  th i s  committee a l so  contro l led the " Euro­
pean Plann ing  Board," an economic  group i n  Paris that 
had a share in  coord inat ing A m erica's M arsha l l  Pl an 
aid .  And in the nat ional  committee of the " European 

League for Economic  Cooperati on ,"  a lso contro l led by 
the Bri t i sh , was U go La M al fa,  an experienced govern­
ment  destab i l izer i n  I ta ly . 

N ext ,  Count  Couden hove- K alergi concentrated on  
estab l i sh ing the " European Parl iamentarian Union ." 
With Winston Ch urch i l l ' s  support,  i t  was founded in  
1 947 in Gstaad i n  Switzerl an d .  

" I t  i s  the goal o f  o u r  conspiracy t o  organize p�rl ia­
mentary major i t ies i n  a l l  of  Europe that WI l l  be 
strong enough to force the governments to carry 
out  our  program . "  

I n  1 954,  the first postwar Pan European Congress took 
p l a c e  i n  H a d e n - B a d e n . A s  P r e s i d e n t ,  C o u n t  
Coudenhove-K alergi sat next t o  V ice Presidents Erich 
M ende and Paul van Zeeland .  Today's present Pan 
European U nion  chairman in  Germ any and the former 
M i n ister for Exi les i n  Bon n ,  Joachim von Merkatz, was 
o ne of the most prominent  speakers, as was Frankfort 
School Professor M ax H o rkheimer .  Prince Lennart Ber­
nadotte, an aspirant to the Swedish throne, reported 
about socio logical experimentat ion on  his is land of 
M ainau i n  Lake Constance,  wh ich today is a center for 
environmenta l i sts .  Then,  as a m ember of the Central 
Comm ittee of the Pan European U n ion ,  Otto von 
H ab s b u rg was confi r m e d  in h i s  role as  Count  
Coudenhove- K alergi ' s  chosen successor .  

H a bsbu rg ' s  power base 

The Pan E u ropean U n i o n  j o u r n a l  descr ibed the  
postwar phases of organizat iona l  development briefly: 

"The m ovement 's  fourth  phase ( 1 947- 1 952 )  at­
tempted to defi ne a po l icy of European federa l i�m 
for the govern ments by mob i l iz ing the par l Ia­
mentar ians .  I ts i n strument  was the European 
Parl i amentary Un ion  ( President :  Georges Bohy, 
Genera l  Secre tary :  R. C o udenh ove- K alerg i ) ,  
which p layed a deci sive ro le  in  the founding of the 
European Counci l  and the European I ron and 
Coal U n ion .  

"The  m ovement ' s  fi fth p hase began after the 
death of  Count  Coudenhove- K alergi in  1 973 ,  
when Dr .  Otto von H absburg became the in ter­
nat iona l  president of the Pan European U n ion . A l ­
though Coudenhove saw h i s  task as bui ld ing up 
the Pan European U n i on as a com m uni ty ofa few, 
but i n fl ue n t i a l  perso n a l i t i e s ,  Dr.  Otto von 
H absburg cons iders i t  necessa ry to develop the 
Pan European U nion in all of  E u rope into a mass 
o rgan izat ion . I n  the m eanti me ,  there are national 
sectors i n  a l l  E EC countries ,  in  addit ion to sectors 
in  Greece, Spai n ,  Switzerland and Portugal .  . .  " 

U nder H absburg ' s  presidency ,  the Eu ropean publ ica­
t ion Pal1curop(J was once agai n set up as the Pan Euro-
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pean Union's  mass-circulation organ and the youth 
movement ,  " Pan Europa Youth ," was founded . 

Habsburg himself took care to cultivate interna­
tional con nections through the worldwide network of  
his fam ily's dynasty and through h is membership in  the 
inner circles of  the British o l igarchy .  

So , for example, it was just a short t ime ago that 
Habsburg was, in  his  own words, in  "national-social­
ist" China for th ree weeks as an "Ambassador of Eur­
ope ." During this trip ,  he consolidated a geopolit ica l ly 
important front against the Soviet U nion and con­
fi rmed the "harmony of s imi lar interests" in face of 
"similar dangers ."  

"And what  was always sa id  to me was that  we 
sh ould not, for G od's  sake, write off the German 
eastern territories . And al l  the Chinese q uestioned 
me about German reunification . In  words that 
a lmost correspond to an oath ,  they pointed o ut to 
me that we should never be al lowed to forget the 
importance of Berl in  for Europe's future." 

As one of the coordinators of subversive activi ties di rec­
ted against the countries of the Warsaw Pact, Habsburg 
has succeeded in  the last couple of years in bringing 
almost al l  the exile organ izations and peasant associa­
tions that are based on the anticomm unist line into the 
Pan European U nion through corporative member­
ship.  As a result ,  he has made available to h imsel f the 
potential existi ng throughout the entire country that is 
needed to bring about a fourth major political party in 
West Germany. Already, the leaders of the associations 
of the Exiles Leagues, the peasant associat ions,  and the 
Pan European Union were very often the same people. 
I n  addition to the strongly peasant-based , separatist, 
and anticommunist mass base of these associations,  
Habsburg also gained the advantage of close organi­
zat ional  connections to the old Eastern M altese and 
aristocratic networks. These people in addition to sit­
ting on top of the exile associations, also belong to af­
fil iated "cultural institutes," such as the " East Germ an 
Cultural  Counci l . "  

The  Pan European U nion's most tightly kn i t  net­
work is in Bavaria and the countries of the " A l p i ne  For­
tress" - South Tyrol ,  Austria,  Vorlaberg , Triest, and so 
forth . A great number of CSU mem bers are also Piin 
European U nion members . Bavarian Christian Socia l ist 
Heinrich Aigner plays a very important role as Vice 
President of the Pan European Union ,  State Chairman 
of  the Pan European Union in Bavaria , CSU mem ber of 
the Federal Parliament in Bonn, and mem ber of the 
European Parliament . Count Hans Huyn plays a role 
s imi lar to Habsburg as this circle's "foreign policy ex­
pert" on Africa as well as the M ideast . The Hanns Seidel 
Foundation, the CSU's thinktank , cultivates close rela-

tions to the Pan European Union .  The branch office of 
the Hanns Seidel Foundation in  Cairo is thought to be 
the base through whkh Habsburg can infl uence the 
Mideast. 

Not too long ago, Habsburg thought the oppor­
tun ity favorable to present h imself as an "integration 
figure" during a tour of  Christian Democratic Union 
locals. H is sympath izers i nclude leading CDU polit i­
cians A lfred Dregger, K arl Carstens, and Ernest 
A lbrecht .  Hans- Edgar Jahn , a CDU member of the 
Federa l Parl iament from Lower Saxony, is a lso a Pan 
European Union Vice President and its state chairman 
in Lower Saxony.  

Gerhard Lowenthal and the many extreme right­
wing members of the Witiko League can be counted as 
part of the ci rcle of  Pan European fol lowers, as can 
Prince von Lobkowi tz ,  the president of the University of 
M unich and the chairman of  the Bohemian exi le 
association ,  "Comm unio Nova Bohemica ."  Helm ut 
Biirwald, the former leader of Wil ly Brandt's SPD 
Ostbiiro in  West Berli n ,  is now considered to be one of 
the enthusiastic journal istic supporters of 'Paneuropa . '  

Among other spirited fol lowers of the Habsburg 
dynasty are the chairman of the South Tyrolean Peoples 
Party, Silvius, and the chairman of the Triest autonomists, 
Enrico Pruner, to name only two from the "Alpine Fortress 
region." 

I n  I taly recently,  the chai rman of the Pan European 
U nion there, Count Luigi Rossi de Montelera and his 
fr iend M assimo di Carolis ,  once again cal led for a new 
govern ment crisis and for the defeat of Christian Demo­
cratic polit ician Granel l i ,  whose pol icies are oriented 
toward development. This di Carol is  is not only the 
friend of the M aoists mentioned in connection with the 
1 978 Lisbon Conference, but he is also one of the key 
contacts to the Lebanese "' alange. I ogether with Count 
M ontelera, he, as a friend of Umberto Agnel l i  and 
A m intore Fanfani ,  is a lso in volved in  the Span ish and 
Mexican networks that are grouped around the Pal la­
vici ni fami ly of I taly's " Black Nobi l i ty . "  

Weeks ago in Paris, Habsburg and Franz Josef 
Strauss attem pted to infl uence the pol icy of the govern­
ment of French President Giscard d' Estaing toward 
A frica by holdi ng a conference on the same topic with a 
nu mber of French pol iticians.  I n  the weeks and months 
ahead, Habsburg will be attempting to strengthen the 
" French flank" of his operation, which got a good start 
when A lain Peyrefitte was named first General Secretary 
of the Pan European Union .  Habsburg is in the habit of 
mak ing policy for A frica through his fami ly's strong 
presence in  Belg ium .  The fami ly controls the Societe 
Generale bank and the Un ion M iniere, implicated in the 
invasion of Zaire's Shaba province. 

To be continued 
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WO RLD T RADE REVI EW 

New trade deals  

';':':';';':';':':':"��:':':':' .:.:.:.:.:.�:.:.:.:.:.: ....... ' " 

West Germany/Saudi 

Arabia 

United Kingdom 

Saudi Arabia/United 

Kingdom/U.S. 

Ivory Coast/Brazil 

Brazil/USSR 

United Kingdom/USSR 

Japan/Australia 

West Germany/Burma 

Kuwait / Japan 

Japan/Indonesia 

USSR/Bolivia 

Kuwait/Malaysia/ 

Indonesia 

Holland/West/Germany / 

Algeria 

Abrevialions: 
U = Undetermi ned 
NAp = No! appl icable 

NAv = No! avai lable 

• Status: 
I = signed, work i n  progress 

I I  = signed, contracts issued 

II I  = deal signed 

IV = i n  negotiation 

V = prel iminary !alks 

. . . . . . . . . . . .... . . . . . . . ... . .... ...... .. ;.; ... ; ...... ;:;.;:;.;:;.;.:.;.;.;.;.;.;.::;:;:;. ; ... ;.:.; ... .  :.: ....... : ......... :.:.:.; ... :.;.:.:.:.:.;.:.:';';';'-';';';';';.;.;.;.;.;.;';.;.:;:;:;:;:;:;:;:;.,.;.:.:.:.:.: ... :: ... ; ...... . .  

Korf Sta h l  t o  bu i ld  Juba i l  Steel complex mak ing 850,000 $600 mn 

tons/yr .  

$430 mn potash fert i l i zer  p lant  $430 m n  

Jo int  U K/U .S .  construct ion of Western section  of Trans $ 1 00 m n  

S a u d i  p ipe l ine  

Purchase of 8raz i l i an  products $ 1 00 m n  FF 

Brazil sold USSR 300,000 tons of soy o i l  $ 1 50 m n  

Capita l  g o o d s  s a l e  to USSR $20 m n  

N e w  i ron o r e  m ine  i n  Western A ustra l i a  with 4 0  percent $25 mn 

Japanese ownersh ip 

Ferti l i zer  p la nt, cable factory, sh ips $24 m n  

K u w a i t  Oi l  Co.  awa rded Japa nese K o b e  Steel a turn-key $20 m n  

project t o  bu i ld  gas-gather ing center and p ipe l ine  

P . T .  I n dones ia Asahan Aluminum buys hydrau l i c  power $50 mn 

plant for a l u m i n u m  smelter from Tansei  Corp. & 
Hazama-Gumi  

Trade a g reement of Soviet min ing equ ipment for Bo l iv ian n . O .  

m inera l s  extended t o  1 984 

Construct ion of 1 00,000 bpd refinery i n  I ndones ia n . O .  

LNG supp ly  f r o m  A l g e r i a n  State Co.  (Sohatrach to 

Ho l land ' s  Nederlandse Gasun ie  a n d  2 West German n . O .  

f i r m s  ( 1 1 . 2 bn  cu .  meters/yr . )  

U I I I  

U K  gov't loan 

for $20 mn,  

rest U 

U I I  

8raz i l i an  credit I 

--- I I  

Morgan Grenfel l  I 

to Moscow 

N a rodny credit 

l i ne  

U IV 

Low i nterest loan I I I  

n . o .  Awarded 

3/79 

--- order 

signed 

USSR IV 

Pend ing  Signed 

expected credit 3/79 

from Kuwait  

NA Start 1 983 
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